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Alaska St?. I· ~ Investment Advisory Cornrnittee 
State of Alaska 

Dear Committe e Member: 

In acc orda nce with your r equest, we ha ve undertaken a sur ·ey of 
domestic , for e ign a nd interna tiona l development b a nks, fonds and develop ­
ment programs (or your use in det~rmining the future structur e and objec ­
tives of the Alaska Permane nt Fund. In performing our survey , w e have 
sel e c ted t hose ba nks, fund s or d e velopment progra ms which are of m a jor 
impo danc e , a s we ll as thos e whi c h a re pa rtic ularly relevant to Alaska's 
s jtua tion in tha t the y a r e e ither bas ed upon n a tura l resource rev enues or 
confi n ed lo a lim ite d geo gr a phic a r ea . 

Ou1· a na ly s i s o f dor11c s tic P. c rman e nt fund s focus ed on tho se states 
which r eceived incom e from a fini te natura l r c'Bourc e a nd the manne r in 
whic h that incom e was e xpended . The rn ajorily of s tate s r eceiving income 
from finite na tura l r esources s pe nd tha t incom e on a c urre11t. bas i s . Those 
t; la t es a nd the a pplication o f incom e a r e set forth in tabulation form. Sta t e s 
whi c h accunrnlatc n a tur a l r csourc;e incom e in a tn1st fund ai.·e s e t fo;:-th indi­
vidua lly. 

Ea c h s tate has c r eate d prog r a m s lo ass is t a nd e ncourage e conomic 
d e velopment s . A desc ription of the Gove rnmenl De velo pment B a nk o f P uerto 
Rico ;lnJ the Pco ns ylva nia lndu s tdal De v e lopment A u thority has been included 
in t:hi s s tudy. A .:umn1ary of s ta t e g ener a l as s ista nce, incentives a nd special 
!icrviccs to ind us ti- :r ha:. als o been includ ed . In depth informatio n o n eac h 
pil J'tic ula r economi c d e velopme nt pro gr a m has b e en requested from eac h 
s ta le' s devel o pme nt agen cy a nd will uc sent a lo ng, as received, to Mr. Ede nso 
for inclusio n in the source fil e o f fl ll backg round information w e a re putting to­
ge ther for the Committee. 

Sub s ta nti a lly a ll of Lhc less de v e loped n a tio ns of the wodd, a nd a 
t:l'! rtuin numbe r o f the m o r e de velo ped n a tion s , ha v L: government owned o r 
<.:o nt r o lle d e n tities whose pl· r posc is to pa rtic ipate i n the fina ncing of local 
<!c onomic d cv c lo pmc nl proj~ds . In most o f the s m fl ll natio ns , the se e ntitie s 
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function principally as the vehicle through which development fol'lds are dis ­
persed to the economy by the govermnent and are consequently hi~avily invol­
ved in the internal political process. In many cases, these entities also act 
as the conduit through whl-h. development funds provided by th.e larger inter­
national development banks anc1 .fiLrds a.re invested in smaller projev'!: i3 in the 
country concerned. One of the adv .mtages of the latter process is that the 
use of ·i:he local bank as a vehicle permits the larger institution's loan to re­
ceive a government guarantee, which is commonly a prerequisite for the ex­
tensi· m, or the initial extem•ion, of credit to the country. In rnost countries, 
the cievelopment banks and fwids that perform the above functions also serve 
as the means throug:i which internal economic growth is directed and channeled 
in accordance with national economic policies and are, in effect, extensions of 
the local economic ministry. 

The institutions covered by our i: J.rvey which fall into this category 
are the Swedish Investment Bank, Japan Development Bank and National 
Financiera S. A. (Mexico). All of these rmtities are government owned insti ­
tutions which both borrow funds in variO'.lS capital markets and lend domest:ic­
ally for development purposes. In each case, the institutions are responsible 
for carrying out national economic policy through their activities and enjoy 
various degrees l' f autonomy from the national political process . The most 
independent is the Swedish It.vestn1ent Bank and the l~ast is National Financ­
iera S. A. Both National 17'inanciera and Japan Development Bank appear to 
be heavily involved in the political process in thefr rc·epective countries, and 
the former has acted as a conduit for Wodd Bank len ling in Mexico. 

"\'he larger developm ent b a nks and funds ai·e international institutions 
whose memberships consist o! several countries and whose purpose is to foster 
the economic gi·owth and devefopment of a particular region or its members. 
In general, th ese entities rep1·esent potent world-scale economic forces and 
t:end to be both non-politic C\l and comr.nercial in their operations. The finan­
cfo1 st:ength o f these entities is typically based on the unca lled capital subscrip­
tions of their membe rs, and virtually all of them borrow heavily, both locally 
a nd 111 the international <: apit:al markets. ')ubstantially all of the activities of 
these institutions consist of d irect lendi11g for speciLc projects in the various 
<..:ountrics, and lending polic ies appear to be clete rmi:ied on social benefit as 
well a s e conomic grounds. As a 1:esult, and to the c xtent that n1any major 
industrial nations are commonly among the larger c •mtributing members of 
these iirntitutions and i-eceive no benefits, they can lie viewed as quasi "foreign 
aid11 bankt:. 

Among such intcrn~tional a nd reg ional devcl >pment institutions covered 
by our survey , the mcst signific('lnt is the lnternatic nal .Banlc for R e constructio11 
and Development (World Bank), both in tet·ms of its worldwide membership and 
lhe international scope and significance of its lendii .g activities . Importantly, 
all of the other international institutions includerl ir our review (Inter-American 
Development Bank, Asian Development Banlc and AJ dean Development Bank) 
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have been created with the assistance of, or modeled after, the World Bank, 
both operationally and in financial structure. Of these three derivative insti­
tutions, only the African Development Bank is not a significant international 
borrower a:id depends heavily on loans from other institutions, such as the 
World Bank. This characteristic results from tbe fact that its uncalled capi­
tal funds are to be p:·ovided by countries that are not viewed as being parti­
cularly strong by the world capital markets and that a significant private 
capital market in bi.a.ck Africa does not ·!xist. Two other .institutions which 
fall somewh2 t into thii:; category in that their activities are regionalized are 
the Europe:t- Investment Bank and the European Coal and Steel Community, 
both of whiL h are relat,~d to the European Economic Community (Common 
Market). Significantly. while both borrow in various capital markets and re­
lend for projects consistent with their purpose, the credit strength of the 
European Coal and Steel Conununity is based fundamentally on the strength 
of the private steel industry in Europe. European Investment Bank is modeled 
along the lines of the World Bank and dep1:mds on the credit of the various 
EEC member states. 

The r emaining type of institution is one whic h functions in a limited 
geo g raphic area or within a particular industry to promote economic growth 
and development or to achieve a s ocial objective and is based on local or re­
gional resour ces . Of the three basic groups of international development insti ­
tutions, this group contains the smallest number of entities and is , perhaps, 
the most analago\ls to the situation in Alaska. These development institutions 
or funds are new and, to a large degree, based on natural resource revenue. 
Significantly, only two are interna tional in scope; others are modeled after the 
World Bank but limited in their activities to a defined geographic region, ethnic 
grouping or social purpose. The remainder are "national" investment funds. 
The majority of these .funds a re based in the Middle East and dependent upon oil 
r elated revenues. Those that have an international scope are the Saudi Develop­
ment Fund and the Arab Bank for Economic Development in Africa, both of 
which wer e created after the increase in world oil prices in recognition of the 
b alance of payments and development problem s created in the developing states 
by such increas e . The remaining funds (Arab Fund for Economic and Social 
D(?velopment, Abu Dhabi Fnn<l for Arab Economic Development, the I nlamic 
Development Bank and the Kuwa it Fund for Arab Econo1nic Devel opment), al ­
though c reated a t app1·ox imat cly the same time, reflect in both the !1ource of 
their capital (n1cmber s tdcs' s ubscriptions or alloc ation of national revenues) 
a nd their purposes the Arai:- nationalis m which emerged after the Jllf.id-East 
wars. Importa ntly, most of these funds ha v e y et to become fully o pe rational , 
a nd it is tou early to judge their poten tia l significance. The two "national" 
investment funds, the two which you m ay find a.re the most directly related to 
the proposed Alaska Permanent Fund, ;it.· e the Fondo de Inversiones de Venezuel a 
ancl the Alberta Heritage Savinga Trust .E und. The s imilarities extond to both 
source and purpose, as can be seen in the s tudies inc luded herewith. 
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It is premature fo recommend to the Committee certain key fea ­
tures of any one of these banks, funds or development programs over the 
others until it ha~ had a chance to digest the information in our survey and 
to review the source file we are also providing. We are available to detail 
the differences as we see them and to discuss other alternatives availabl e 
t<"' Alaska. 

Following the Committee's meeting on October 13, which we will 
be attending, we will want to sponsor visits by Committee members at l east 
to Alberta to m eet with their Heritage Savings Trust Fund counterparts. 
Visits to New Me..n:ico and to New York would also appear advisable . 

We look forward to our next meeting in Anchorage. 

CJF:yu 
Attac hment 

Sincerely yours , 

C 1arles J . Fuhrmann ll 
Fil st Vice President 
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Institution: 

Location: 

Size: 

Capital Funds : 

Purpose: 

Source of Funds : 

Management Structure : 

Management of Funds: 

• Port fol i.o: 

Tncomc: • 

• 

• 

• 

• 

(Montana) Resource Indemnity Fund 
created in 1974 

Helena, Montana 

$4. 5 million 

The Resource Indemnity Fund wus created to accumulate 
income fran a Severance Tax on Coal and other minerals 
for the purpose of providing moneys to enhance the 
State ecological environment and rectify damage the1·eto. 
Accumulations in the Fund shall continue until the Fund 
reaches $100 millio o. 

Moneys a.re deposited in the Fund from a severance tax 
on vnrious minerals and 2~ of the Severance Tax on Coal . 

Moneys are collected o.nd deposited in the Fund by the 
Department of Revenue . Investments in the Fund a.re made 
in nccordance with guidelines established by the Sto.te 
Boo.rd of I nveGtments which is composed of five private 
citizens appointed by the Governor for 5 year terms . 

Moneys are inv stcd in debt instrwnents authorized by 
State Statutes . 

Money:; nrc currently jnvc::;ted 'i.n corpora.Le bonds that 
have been rated A or lJcLter by Moody's investors Service 
nnd Standard & Poor ' s Corpora.ti.on . 

Income .l'rom investments J·emo.in in the 1•\md until :!;10 
million 111\G been nccumulo.tetl . After the itccumulution 
of :t10 million, income mn.y be used for enhancement or 
r cpu:! r of the c.rn vironme nt . 



Institution: 

Location: 

Size : 

Assets: 
Capital Funds: 

Purpose: 

Source of Funds: 

Mnnugement Structure: 

Munngemcnt: of Fund:.;: 

Por L l'ollt : 

T11come: 

(New Mexico) State Permanent Fund 
created in 1898 

Santa Fe , New Mexico 

10 million acres 
$675 million 

The State Permanent Fund was establ ished to collect 
royalties anl other income from the lease of State­
owned land. I ncome from the Fund is applied to the 
New Mexico public school systems and educational and 
eleemosynary institutions. 

Moneys in the Fund were initially provided from the sal e 
of State l and. Currently, revenues to the Fund are pro­
vided from royalties and income f r om State-owned lands 
under lease . Guch revenues include oil and go.c royalties 
and grazing a11<l timber l eases . In a.ddi ti on, any capi ta.l 
gains on investments r emain in the Fund. 

The State Permlwent Fund is managed by the State Invest­
ment Council. Members of the Council i ncl ude the Governor, 
the State Treasurer, the Comrnissionel' of f'ublic La.nds, 
t he Finance Of i'ic 0 r o.nd four public members who ar e 
appointed by the Go:ernor fm· terms of five years . 

Tho St.ate I nvestment Officer is responsi.ble -ror i nvesting 
moneys in the St.ate Pennanc>nt Fund. Fift~· per cent of 
the Fund must be i nvested 'ln ~cdcral Sec·.iri tieo . The 
remu1.nder may be invested ucco:rding to State Statutes . 

'l'he Fund ic currentl y invested o.s follows: 1$% equity, 
32°/o corporate obligations nntl 5o1, U. S. Government and 
l"edcrnl f\.p;ency Obligntions . 

Income from the Fund in dictributed to the public school 
c.;y::;Lern (8cY1i ) nnrl the remainder to educational und 
eleemo:>ynnry jnotit.utiuns . 
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Institution: 

Loco.tion : 

Size: 

Capital Funds: 

Purpose: 

Source of Funds: 

Mo.nugemcnt Structure : 

M:l nf\geincn t of l•'unds : 

Por tfoUo: 

(New Mexico) Severance 'l?ax Bonding Fund, created in 19~·1 

Santa Fe, New Mexico 

$9,040,756.02 

The Severance Tax Bonding Fund was created to secure 
tax-exempt bonds issued for public capital projects. 

Moneys derived from the levy of the New Mexico Severance 
Tax on severed natural resources are paid in their entirety 
to this Fund. Additional sources of income include revenues 
from projects financed with Severance Tax Bonds and receipts 
from ground rentals of Public Buildings . Moneys in excess 
of the next two semi-o.nnual payments on all outstanding 
Severance Tax Bonds are transferred to the Severance Tax 
Permanent Fund . 

The Fund is managed by the State Treasurer under the super­
vision of the State Board of Finance . The State Board of 
Finance consists of the Governor, Lieutenant Governor and three 
private citizens appointed by the Governor for two year 
terms . 'rhe State Treasurer is responsible for repayment of 
principal and interest on Severo.nee •ra.x Bonds • 

Moneys in the Funcl a.re invested in debt instruments author­
ized by State Statutes . 

N. /\ • 

T 11comc : J\11 moneys in the Severance Tax Bonding Fund except o.n 
a.mount suf ficl.ent to repo.y principo.l o.nd interest on the 
Scvernnce •rux Bonds on the next ensuing semi-annual po.yment 
do.t,c is transferred to the Severo.nee To.x Permanent Fund • 

l11dcbtcrlnc::; s LlmiLntion:Thc Stu.Le Boo.rd of Fino.nee may issue additional Severance 
'l'nx Bonds payable from the Severo.nee TaA Bonding Fund pro­
vided that aggregate o.nnuul debt service on Bonds outstanding 
includinr; the propo!lcd i:rnue be equal to no more than 5CJ'~ of 
previous fiscal year ' s dcvosits into the Severance Tux 
Bonding Fund • 



Institution: 

Location: 

Size: 

Capital Funds: 

Purpose: 

Source of Funds: 

Mo.nagement Structure: 

Management of Funds : 

Portfolio: 

Income: 

(New Mexico) Severance Tax Permanent Fund created in 1971 

Santa Fe, New Mexico 

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

The Severance Tax Permanent Fund was created to encourage 
economic development in the State of New Mexico . 

Moneys in t he Severance Tax Permanent Fund are provided 
from the New Mexico Severance Tax l evied for the privilege 
of severing natural resources including oil and gas , potash, 
copper, uranium, timber, coal and certain other minerals. 
Proceeds from the Sever ance Tax are depqsited in the Sever­
ance Tax Permanent Fund after the required payments to the 
Severance Tax Bonding Fu~d. 

The Fund is managed by the State 1'reasurer under t he super­
vision of the State Board of Finance . The State Board of 
Finance cons is ts of the Governor, Lieutenc it Governor and three 
private citizens appointed by the Governo for terms of two 
years . 

Moneys in the Fund may be invested at the di scretion of the 
State Board of Finance . Moneys currently are invested by 
the State Treasurer i n Certificates of Deposit of State 
banks who in turn make loans for capital projects to the 
private sector . Loan feasibility and appropriateness of the 
capital project is left entirely up to the bank . Par tici­
pation by the ;;'und in sizeabl e loans by State banks requires 
the approval of the State Board of F'inance . The principal 
of the Fund mo.y be uEed for economic development purposes 
upon the approval of the State Board of Finance . An amend­
ment to require 3/4 ' s ap,proval of the legisl ature prior to 
invasio1. of tile p:".'incipal of the Severance Tax Permanent 
Fund is on the November ballot . 

Approximately $94 million of the Fund is invested i n Certi­
ficateo of Deposits of State banks maturing one to five 
years at a floati ng rate of short term tr~asury obligations 
plus 50 basis points . The remainder is invested under Re­
purchase Agreements . 

Income from Lhe Severance Tax Permanent Fund is transfer ­
red to the Severance Tax Income fund . 



Institution: 

Location: 

Size : 

Capital Funds: 

Purpose: 

Source of Funds: 

Management Structure: 

Management of Fund: 

Portfolio: 

Income: 

(New Mexico) Severance Tax Income Fund created in 1971 

Santa Fe, New Mexico 

$2.2 million as of 9/27/76 

The Severance Tax Income Fund was created to finance 
public capital improvement projects. 

Income from the investments of the Severance Tax 
PermRnent Fund is deposited in this Fund. 

Moneys are invested and disbursed by the State 
Treasurer under the supervision of the State Legis­
lature. 

Pending appropriation for capital projects, moneys 
are invested under Repurchase Agreements . 

N.A. 

Income from the Fund is transferred to the State General 
Fund. 
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Ins ti tu·i;ion : 
Texas Permanent University Fund created in 1881 

Location: Austin, Texas 

Size : 

Assets: 
2,100, 000 acres of land in nineteen West Texas counties 
Book value 8/31/75 $781,771,634.49 

Purpose : Fund c~eated by provisions of the Texas Constituion· in 
order to enable the State Legislature to carry out the 
purpose, as declared by the Republic of Texas and later 
in early State Constitutions, of creating a State 
University. The Constitutional provi sions set aside 
all lands previously appropriated for the creation of 
a State University, together with the proceeds of any 
sale thereof, to create a Permanent University Fund. 
All moneys available in the Fund are to be invested in 
securities, the income from which will be appropriated 
by the Legislature, in order to accomplish the purpose 
of creating, maintaining, supporting and directing a 
university for the promotion of literature, and the arts 
and sciences, including an agricultural and mechanical 
department. 

Sou:rce of Funds: Funds are accumulatecl annually in the Fund from oil, 
gas and water royalties, gains on investments, mineral 
lease rentals, lease bonuses, nnd any proceeds of land 
sold. The Permanent Fund shall be forever kept intact 
and all annual income shall become part of the Fund. 

Management Structure: '.l'he F'und. is held by the Treasurer of the State of Texas 
and invested by direction of the Board of Regents of the 
University of Texas . The Board of Regents consists of 
nine members who serve without compensation . They a.re 
appointed by the Governor for six year terms subject to 
approval by th£! Senate . 

Mnnae;ement of Funds: 'l'he Fund is invested in permi ttcd securities which a.re 
bonlls of the United States , the State of Texas, or 
counties of the State, or in school bonds of municipalities 
in the State , or bonds of any city in the State , 0r in 
bonds issued under the Federal Farm loan Act . In audition, 
the F'und may be invested in securities , bonds or other 
obligation::i iosued, insm·ed or guaranteed in any manner 
by the U. S. Government, or a.ny of its agencies, a.nd in 
bonds , debentures, or obligations , and preferred and 
common stocks issued by corporations, associations, or 
other institutions ns the Doarcl of Regents deem to be 
proper, provided tlln.t not more than 1% of thE) Fund will 



Management of Funds: 
~ontinued 

Portfolio: 

Income: 

t~ invested in the securities of any one corporation 
nor more than 53 of the voting stock of any one 
corporation be owned. In addition, stocks purchased 
will be only in companies incorporated in the U.S . 
and who have paid dividends for at least five con­
secutive years and, except for bank or insurance 
company stocks, are listed on a registered stock 
exchange . 

Capital Funds (August 31, 1975) 
Securities, cash and equivalent at cost $781,771,634.49 

U.S. Governments 
Direct Obligations 
Guaranteed 
Corporate Bonds 
Convertible Debentures & 

Preferreds 
Common Stocks 
Short 'I'erm Securities & 

Cash 
Total 

lo6 ,828, 987 .45 
103,089,999.03 
279,571,990. 53 

16 ,4110 ,190.64 
254,425,102.52 

21,415 , J64 . ~2 
$181,771,634 . 9 

The income from Fund investments is appropriated annually 
by the State Legisl ature ; VNO-thirds to the University 
of Texas and one-third to Texas A & M. The income of 
the }Und may be used only for permanent improvement and 
not for current expenses . Prior to the distribution of 
t.he income of the Fund, provision is made for the 
expenses of administering the Fund. 



Institution: 

Location: 

Size: 

Assets: 
Capital Funds: 

Purpose: 

Source of Funds: 

Ma~agement Structure: 

Management of Funds : 

Portfolio: 

Income: 

(Wyoming) University Permanent Land Fund created in 1881 

Cheyenne, Wyoming 

34,492 acres 
$8,565,000 

The University Permanent Land Fund was created to :=-ecei.1?e 
income from lands granted to Wyoming to be used fo:r- 'the 
financial benefit of the University of Wyoming. Income 
from the Fund is used to support capital projects of the 
University. 

Moneys in the Fund are provided from income received on 
specific State-owned lands. 

The State Treasurer is responsible for investing the Fund. 
In~ome from the Fund is transferred to the Treasurer of the 
University of Wyoming. 

The State Treasurer invests the Fund in debt instruments 
authorized by State Statutes . 

N.A. 

Income from the Fund is transferred to the University of 
Wyoming. 



Institution: 

Location : 

Size : 

Capital Funds: 

Purpose: 

Source of Funds: 

Management Structure : 

Management of Funds : 

Portfolio: 

Inl.!ome: 

(Wyoming) Permanent Mineral Trust Fund created in 1974 

Cheyenne, Wyoming 

$51,250 ,000 

The Permanent Mineral Trust Fund was created to retain 
moneys collected from a Severance '11ax on c.11 minerals . 
Moneys in the Fund may be used for loans to political 
subdivisions upr,n legislative approval. 

Collections of a Severance Tax on all minerals are pl aced 
in the Fund. 

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

Moneys a.re invested in debt instruments authorized by· State 
Stntutes . 

N.A. 

I ncome from tr.t: Permanent Mineral Trust Fund is transferred 
to the Sto.te ' s General Fund . 



In1titution: 

Loe :1.tion: 

Si ;e : 

Assets: 
Capital Funds : 

Purposes: 

Source of Funds: 

Management Structure: 

Management of Funds : 

Portfolio: 

I ncome : 

(Wyoming) Gove1·nment Royalties Fund created in 1973 

Cheyenne, Wyoming 

3.1 million acres 
N.A . 

Moneys collected in the Fund are applied as follows: 

5CY'/o to Publi.c School System 
35"/o to State General Fund 

<;1'/o to University of Wyoming for capital projects 
6"/o to counties 

Mineral royalties and lease payments from operators on U.S. 
Government-owned lands in Wyoming are divided between the 
U.S. Government and Wyoming. Prior to 1976 the St.ate of 
Wyoming received 37 1/23 and the U.S. Government 62 1/2!'/o. 
As of l<:f(6 the U.S . Government and Wyoming divide the mineral 
royalties and lease payments equally. 

Mineral royalties and lease payments are collected by the 
U. S. Government and disbursed to the State semi-annually. 

Moneys remitted to the State are deposited with the State 
Treaslll'er . The Wyoming l egisl ature intends to address the 
manuccment and application of additional income received 
pursuant to the State's increased share of mineral royalties 
and lease payments . 

N.A. 

N.A. 



The following is a summary of States that h~ve not created permanent trust f'unds . 
to receive income derived from taxation on or royalties from f i nite nat\.!:".'al re­
sources . 

STATE 

Alabama 

Arkansas 

California 

Color a.do 

Itla.ho 

Ku11 :;as 

Ke ntucky 

APPLICATION OF SEVERANCE TAX AND ROYALTY ~~z::? iE 

Proceeds of the Timber Severance Tax support State Conser vation 
Department timber restoration activities . 

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

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

Fifty- six percent f or capital outla.y programs in California ' s 
Higher Education System. 

'1.wenty-two percent for speci.al projects i ncluding irrigation 
aqueducts and improvement in navigable waterways . 

Ei~ht pe:r~ent to State Conserva.tion Department to support various 
o.c tivitirn . 

Fourteen percent eposited i.n State General Fund. 

Severance tax deposited in Sto.te General Fund 

Severance tax deposited in State General Fund . 

1\11 revenue froin Oil , Gas and Minerals Severance Tax is deposii.;ed 
in State General Fund. 

1\11 revenue from Sand and Gravel Royalty Tax i s returned to 
counties. 

Proceeds from severance ta.x nre placed in short term inves tments . 
Semi-annually counties receive money !'or special projects . All 
r emaining money :i.n deposited in State General Fund. 



STATE 

Louisiana 

Minnesota 

Mississippi 

North Dakota 

Ohio 

Oklahoma 

Utah 

APPLICATION OF SEVERANCE TAX I<EVENUE 

Ninety percent of severance tax revenue is retained by the State 
for general purposes. The remaining lct/o is allocated to parishes 
(counties). 

Minnesota deposits lCY/o of the Taconite Production Tax in their 
general fund . Ninety percent is returned to districts where 
t~conite is produced. 

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

Of the Timber Severance Tax, 5CP/o is allocated to the Forest 
Redevelopment Fund, 25% is returned to counties and 25% is de­
posited in State General Fund. 

The State levies taxes on gas production with 3CY'fe going to parti­
cipating counties and 70% to State General Fund. 

Mississippi also imposes a tax on oil production. Counties re­
ceive 3CP/o of the first $600,000, lCY'fe of the next $600,000 and 5% 
thereafter . The balance is deposited in State General Fund. 

Thirty-five percent of the taxes which North Dakota levies on 
coal extraction goes to the Coal Impact Office. The Office then 
allocates money on the basis of application for public projects 
in the areas where coal is mined. 

Thirty !Jercent is allocated to ~ he land Board '£rust Fund. Two­
thirds of this is used to finan~e environmental studies. One­
th:lrd is invested with interest proceeds deposited in Stat~ General 
Fund. 

Thirty percent is deposited in State General Fund. 

Remaining 5% allocated to counties. 

Seventy- five percent of severance taxes are used for the restora­
tion of orphaned strip mining land. 

'l'wenty-five percent is allocated to replug abandoned oil and gas 
wells which are deemed as hazards . 

State General Fund receives 85% of severance tax revenue. l•'ifteen 
percent is allocated to counties. 

/\11 revenue from severance to.xes is deposited in State General 
Fw1d. Expenditures are then allocated by State legislature . 
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Institution: Government Development Bank of Puerto Rico 

Location : San Juan, Puerto Rico 

Size : 

Assets: $782,101,951 - 1975 

Purpose: The Government Development Bank was created in 1948 as 
an instrUUlentality and public corporation of the Com­
monwealtu of Puerto Rico . Its two principal functions 
are to act as fiscal agent for the Commonwealth, its 
municipalities and public agenci~s, and to make loans 
to private enterprises which will aid in developing the 
economy of Puerto Rico. The Bar.~ Charter provides t hat 
no changes in law may be made that impa i.r the obligations 
of the Bank, that it shall h~ve existence and that it is 
exempt from Commonwealth B~nking law. 

Source of Funds: The Bank was originally capi~dlized by legislative ap­
propriatio~s . Its .::api t t\l is received from operations, 
capital notes (some of which are guaranteed hy the Com­
monwealth) and lines of credit with U.S. and Common­
wealth 'banks . 

Management Structure : 1'he governine body is n seven-member Board of Directors 
who o.r e uppointed by the Governor and serve four year 
c\l'erlapping terms . Appointment i s subject to approval 
ly the Council of Secretaries of the Ccmmonwee.lth . The 
Dank io under the supervi sion of and subject to exo.m­
inn tion by the Commonwco.lth ' s Scr~·etn.ry of the Treasury. 

Mnrso.ge111cnt of r'urHlG: N. A. 

Portfolio : 

1"unc ticns : 

N.A. 

/\~1 t'iscul ngcnt, t.hc n~r\k ls rcnponsj~le for the timing 
nncl on.le or hondr. and no t,co by t.he Conunonweallh tmd i tu 
f\ lJ;C ncics, nnd, <1ttr l nr: tile pcriocl 191~1~-7) H nr1·nnged or 
provided for nco:rl..v $11 l>illion of borrowingo by t.hese 
governmcn Lo.l unltn . The no.nk nlso urrnnp;cr, or provides 
lonnn for t.he pri.vnt,e nee tor . 1''r om 1911!1 to 6/ 30/75 it 
repor t{•dl.y hnf; disb\U'tiOcl over ~137 million lonns to pri­
vn Lc hnri '.i ncr,s (nbout 1177, f'or mnnufo.cturing, 22'~ for corn­
mercinl huildinKO , r.1, f or hotel G) . As of G/ 30/76 there 
wl~ l 't! !t.H 1'J , l~ million buol11uo1; Jonna outotrmding (1i)1, in­
<hrnt.rlnJ, 3. {)'fr, hot.cl nnu r untuuro.n t , Jl1% cornmc1·cinl 
hu tldinf~n 11 1~ I 11"1:1p it.nl, ur1tl i·cmnlnder in t cr iuzn unt.l othc1· ) . 
't'hc 13nnk alr.o inr.ueG Ho own full fni th nncl credit i1otc:; 
(:~110,000 , 000 a11 of G/ 30/71

1 ianuecl Lo nm,jor mn1nlnncl nr: 
Pucrt.o Hlcnn Bnnkr.) . •r1ic llnnk in t.h~ C''ntrnl clcnr ... ue; 
hounc for· chcckn Jn I.he Comrnonwcnlt.h . On 9/J 1/'7 '; t.he 
Bank ncgoLio. t.cd u :~t> l ? mi Ll.j on not.c pw·chu!rn o.grc <.?tnent, 
(1~urnnt.cc<l by t he Commonwcnl t.h) wit.. h mn.Jor mni1.lnnd 
nncl CommonwcuJ Lit nnnlrn t.o prov l clc n re vol vi ng ~inc of 
cr edl t, t'or the.; l 'ommonwt>nlLh o.ncl it..11 vu1·1 oua P'•blic 
agcncicr. . ~'hi n J i.nc of crcui t wiD. d<:clinc •,o :ti 352 
million by 7 /l'>/?9 . 



Institution: 

Location: 

Size : 

Assets: 
Capital Funds: 

Purpose: 

Source of Punds : 

Munngeme11t Structure : 

Mnnt\11,entcnt of l 01lllldu : 

Po1· troll o : 

The P~nnsylvania Industrial Development Authority 
created in 1973 

Harrisburg, Pennsylvania 

$266 ,357,736 (as of March 31, 1976) 
$226,309,289 

The Authority was established to alleviate unemployment and 
economic stagnation within the Conunonwealth of Pennsylvania 
by the promotion and development of industrial and manu­
facturing enterprises, research and development enterprises 
and agricultural enterpriser in those areas wlit:r·e critical 
unemployment exists. To accomplish its purposes, the 
Authority is authorized to make mortgage loans to non­
profit Industrial Development Agencies . The Agencies 
utilize funds borrowed from the AuthorHy to finance in­
dustrial development projects on behall' of private indus~ry 
at below market interest rates . 

Moneys to make mortgage loans have been provided from aggre­
gate l egisl ative approprintionn of :~191,1t~o, ooo during 
fiscal year s 1956 through 1975, from the proceed:. ol' t a.x ­
exempt bond i ssues i n the total principal a.mount of $72,500,000 
and from repayment of principal and i nterest on outstanding 
mortgage loo.n fJ . 

Member ship of tl.t! Authorit.v consists of the Secretury of 
Commerce who serves a.s Chairmr:m, and t he Secretories of 
Labor a.nd Induc try, Community Affairs , J\gricu 1.ture and 
Banking. In additi on seven me111ber s a.re o.ppoi nted by the 
Governor f or terms of seven yenrs . Tile Boord meets monthly 
Lo review tnor tga.ge 1 01111 npplica tions . 

Di:;bu.rnement. of mortr.r.a v,e loon proceeds und r eceipt, of mor L­
(1,llgo l oan r epayment s nr e the l'CSponsibility of o. dcs i gnntecl 
'l'rustee bank . Moneya held by the Trustc·~ ore i nvested 
nccoI'dlng t.o State Bt1itutc. 

J\ s or Murch 31 , l <y/o the J\utllor it.y ' s por tfol io WllG invcatcd 
l n :p206 million mortp;o.ge lonnr; yield'ing from ? / fJ of l "' to 
l1CX, per nnnum. Jn 11d<lltion the Aut hority has $56 .5 million 
tnvco tcd in U.D. Trcnsury Secur itieo. 



Pennsylvania Industrial 
Development Authority 

Income; Income from investments rema~.ns with the Authority. 

Indebtedness Limitation:Additional tax- exempt bonds may be issued provided that 
estimated net revenues over the life of all outstanding 
bonds, including the proposed issue , will equal not less 
than 20Cl'/o of the annual principal and interest r equi rements 
on all bonds to be outstanding. 
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Slate Sponsortd lndustnal 
Do elopmtnt Aulhority 

Privately Sponsored Devtlop· 
ment Ctedit Corporation 

Slalt Authorily or Agency 
Revtnue Bond Financing 

StJte Aulhority or Arency 
Gt ntral Dbli4Jlion 
Bond financing 

Cily and/or County 
Revenue Bond financ.in& 

Q;y and/or County 
Gtneral Obli4ation 
Bond financing 

Slate loans lor 
Building Construction 

Slate loilns lor 
Equipmenl. Machinery 

Clly and/or Counly loans 
for Building Conslruction 

Cily and/or County loans 
lor Equipment. Machinery 

Slale loan Guarantees 
for Buading Construclion 

Slate loan Guarantees 
lor Equipment. Machfntry 

Cily and/or County lo1:1 
Guarantees for Bu~dina 
Const1uction 

City anG/or Counly loan 
Gua11nltts for [qu1pmenl. 
Machinery 

Stile financinc Aid lor 
E1istin1 Pbnl Expansions 

State Matching funds for 
City ind/or Counly In· 
dustriJI Financin1 Prog11ms 

Stair Incentive for Establish· 
inc Industrial Plants in 
Areas ol Hirh Unemployment 

City and /Of Counly lncenUve 
for Establishin1 Industrial Plan.) 
in Areas of Hi&h Unemployment 



Ab b1m1 
Alaska 
Ariz on~ 
Arhnns 
California 
Colon do 
Connecticut 
Delaware 
Florida 
Ceor~ia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansu 
Kentucky 
loumana 
Maine 
Maryland 
MJssachusells 
M1ch1gan 
Minnesota 
Mirnrnppi 
M1ssouu 
Montana 
Nebriska 
Nevada 
New Himpshire 
Ntw Jersey 
New Muico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Orcion 
Pennsylvania 
Rhode t\land 
South Carolina 
South D~kota 
Trnnessee 
lua 
Utah 
Vetmont 
V112111la 
Washincton 
Wf.st Viri1nla 
W1Honsin 
Wromlng 
STATE 10\'ALS 

Puerto Rico 
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Alabama • . 6S • • I• • • • • • • • • • • 
Alas~a • • ' • • • • • • • • • • • Arizona • • • • • • • • • • j 

Arkansas • • • • • • • • • 
Calilornia • 6S • • • • • • • • • Colorado • GS • as • • • • • • • • • • • Connecticut • • • • • • • • • • • • Delaware • • • GI> • • • • • • • • • • • 
Florida • • • • 67 • • • BG e e0 • 68 . 68 • 
Georgia • • • • • • • • • • • • • • 
Ha~aii • • • • • • • • • • • • 
Idaho • • • • • • • • • • • 
Illinois • 9 • • • • • • • • s • • Indian;, • GS • • Cl • • • • • • • • • • • • • 
Iowa • • • • • • • • 
Kansa; • o9 • 65 • • e 10 • • • 
Kentucky • • • • • • • • • • • • • • 
Louisiana • • • • • • 67 • • • • • • 
Maine • • 71 • e n • e G7 • • • • • • • 
Ma1yland • • • 73 • • • • • • • • 
Massachu~ell ~ • • • " • • • • • c;, • • • • • 
Michigan ·- e • • • • • • • • • • • 
Minnesola - • • • • • • • • • • • • • • • 
Mississippi • e 14 • • • • • • • • • • • • • 
Missouri --~---·- ---- --,_ 

• • • • • • 75 • • • • 
Montana ·- -\., • • • • • • • 
Nebiaska 

,_ 
e /6 e /O • • 0 • • • • • • • • • 

Nevada • • • • • • -->-
New ltampshire • • • • • • • .. • • • • • • • • 
New Jmey • • • • • .. • • • • • • • • • • • 
New Moico • • • • • • • · ~ • • • 
New Yo1k • • • • • • • • • • • • • . 1 ;> • • 
North Carolina 

'- • -• • • • • • • • • • • • • • . 4f 
' 

Nor th Dakold • • • • • • • • • • • • • 
Ohio • • • • • • • • • • • • 
Oklahoma • • • 0 • • • • • • • • • • • • • 
OreRon • • , . • • • • • • • • • • • 
Pennsylvania • • • • • • • • • • • • • • • 
Rhode Island • • • • • • • • • • • • • • 
South Ca1ohna -• 05 • • • • • • • • • • • • 
South Oatola • • 14 • • • • • • • • • • • • • 
Tennessee • • • e lO • 70 • • • • • • • • • • • • 
le u s - • • • • • • • • • • 
Ulah • • • • • • • • • 
'h1mon1 • • • • • • • • • • • • • • • 
VirRinl~ e Oll • 69 • • • • • • • • • • 
WuhinRtOn .,, • • • • • • • • • • ti • 
Wtst Vir1tima • • • • • • • • • 
Wisconsin 

,,_ 

• • • • • • • • • • • • • 
Viyornl111 • • • • • • • • • • • • 
STATE TO'IALS 4 16 0 13 7 47 27 27 :.j a 35 46 48 49 50 49 48 33 19 28 44 
Puulo Rico • • • • • • • • • • • • • • • • • 



·otes for T1blea on ~.,.aea• 12, 

13, ! ... 
1- 1'/ rmlllnd only In specified municipalities 
:i- s ate allows cities or counties lo offer 

llnancial aid for e~i sling plan! e~pansions In 
l.ouisiana. stale financing aid is directly in· 
volvc<l only in lhc case al those port author· 
lies whosn obligations arc backed by lhe lull 

faith ~nd cret1il of the slate 
J . 1lcl1Y1l\0 ts luniled to Anchor~Rc Port Author· 

lty in Alaska, to Ports Authority m Georgia 
and lo pl!rl districts in Oref(on In Washing· 
Ion. port districts are municipal corporations 
opr.rahng undet special stale enabling legisla· 
lion and are thr. only public boclies author· 
ized lo Issue either revenue or general obllga-
11011 bonds to finance industrial development 

•1-·Authomed bul none is active 
!1 -·Slale·sponsored but privalely opcraled non · 

prolil Regional Job Oevelopmcnl Corporalions 
may be established in low·income areas lo 
provide loans to small businesses 

li·- ~lale gunranlcc of loans from privately oper· 
alcd non·proflt Regional Job Developmenl 
Cor 11ora1ions serving low-income areas 

7- L•miled 10 EDl\·designaled areas 
H- 1 oJns also .over workin1t capila l. silo im­

provcmcnls ~nd mvcnlories 
~•- l'crrnrlled for processing products 01 agrocul· 

lnrc. 1ncludin1? forestry and timber produchon 
di- New York Job Oevelopmenl Aulhor1 ly and 

Nrw York Urhnn Oovclo11mcnl Corp have lhl? 
riow1•1 lo Issue non·nuaranlccd honds 

I I - New York Job Development Aulhorily 1s cm· 
µul\crrd lo partrcrpate in loans lor machinery 
.inti coulpmenl in new manufaclur1np, plan1s 

I ~ Under Jhc New York lob lnccnliv1? Program, 
a corpu1 .11c franchise or unrncor11ora1ed 
hu~mrss IJ• credi t is allo10o cd to hrms 
1uc;,1hnP.. c•11and111g or irnprov1nf\ l.lc1hhrs 111 

.1 IOw ·rllcornc scclion ol a city of :10.000 or 
1110 11• 1101111lation or rn ,1 low income rurJI 
counly 1111? l irm must crcn lr. or r•~IJrn al 
lt:~sl lrvr. robs ,rntJ provrclc an apf)rovccl lnlln· 
111P. fHOJ!r.irn In ,1<Jdihon, '.hi' l.1111cs1 r,horc or 
1tu• 111t rhly '$ voluntr. or llu s111t·~~ rnusl be 
from outsr11c the chn1blc arra 1n whrch 11 is 
local!'t l. JS 1n n13nulac111rinp, or wholfl,,111111! 
I ht• 1;rr1111 I!. RIVCn lor 1111 10 I () y1::u :; rtw 
7 n~, C1cd1I dcscrihctl rn luo1r1oft• 11() 111ay I.le 
1.1kl'n 1nsf•'.1d or 1111· 1011 1nrN1J1vr flC'<lrl 
llrutrr 1111' loll lnt rnhvt• Pru11r.11n 11'.1t 1110111•1 
ly ,,, ~ l'A1?111111ron 1 ~ a lorJI 0011011 

I.I l'f'1 tnrllrt1 lor rlr·r.111c 1:1•r11•1;11ion .111(1 Iran ~ · 
nu\~ro n l ;\t1l1 l11?'. 111 riu11h 1J.1k111.1 ,1nt1 101 
1 ·l~r111c 1~rne rJh011 J111111ansrn1\\101. r .1c1hhc~ 
,11111 lor w.1'1rw.ilrr 1rr.11111rn1 . f.1c1h l1c·~ "' 
11·~.h 

~ · · w Jnd IOC~I IJIOR•am OI 11~r hC11),lloOn Ill 
c " ''thnR cnn)lrur.hon 

1 '· <i l.llr• loa111tunr.rn1ecs ol 111110 ~ :1'•0. 000 
Iii J or ,1rqu11111R .11111 <lnvo1or11n1? ;,1111·1 
I / ll11lho111t•11 11 .1 uru• 111111, 11111111 111111w .. 1· I.IA 

lt•vv ·~ .11J1ir ovcd by loc.11 vOf1'1 ~ 
I ll f\ h • rt'ltuc1111n 1n l'l'St' ~Srll v,11u,111ori or 

hu ""' '~' 111v1,ntor1r?. 1 .~ .~~:. i., , . .t Uu~rnP~!. 111 
w11fur1c~ mcludr t~w rn.11t•11.ih u~1•d 111 
m.10111.11 111rin1t 

I ll I •1•m111u1n t ~ Jl!Owetl On C:,1 t.1111 IVllt?~ of 
1·11111pm1111t. r11chHllllR ra1111 0111hl ~a 1 ~ . r t•l t.1111 
w.11t•1rr.111 .11111 v1·~ .. 1·I '. or 111011' th.111 1,llllll 
ions IJurtlcn 

! II 11111111•1~ onlv In oolluhon rnn1ro1 rr1111u111t'nl 
?I t .iw ,1l1uw ~ ll!lhl CfiOll 11) •~xt•S 11111 no11•At'UllJ 

lion (;norl ' 1n 11Jns11. lnvN1fc111t>~ ,11111 ' ·'"' 
111.111•1111li .ur '' "1'~$cll nl '1" ~ 

II Co111or,11c tnconw 13• c1cd•I 1\ ,11low1•11 only 
tor 111r ro\I or 1101111 11011 con1101 ~11111oinon1 

I l I 011111111~11 1 .irHI m.1l111r11·1v nt•1111111•<1 .11tnr lhu 
11)/J 1US~Hrne111 ll.11r •S l' I Plllllf liUlll lucnl 
01onrr1r IJ11 

'l•t llrtn ... . 111• .11111 Nrw York tlu 11 111 rr" ; 11•.rt\r 
J.)L 

'J. '1 ll1·v.11l.1, Ohio, I r•.u .uul W.Hh1n111n11 110 1101 
fJ • : orJlOrdlr 01otr~o11al1n rnm1• I lorrdn Jnd 
Nrw ll.1m11u11rr 110 n o1 1~~ 11r1 ~nn.1t 111r, om11 

} Ii R,iw Rl1llr11,1ls MCJ a~SC,M'tl 111 } '1 1 ~. wh 1l11 
mo~ I nthrr f3nR•bln 11011011,,1 orooMr 1' j ) 

sesscd fat11 '00~4 
27-50% ol redc1al tax paid Is cuempl 
211 - firsl S4,500 or assessed la.able value of 

pr.rsonal property Is exempt 
29-lnventory Is laxed only on the value or raw 

materials 
JO-Applicable to Industrial Revenue Bond Ii· 

nanced properly only A l O·year exemption is 
allowed 

JI-In Kentucky, Rhode Island and Tennessee. 
lhe exemption is applicable al lhe local level 
only In Maryland, the exemption may be ap 
pticallle al the county or local level In Vir­
ginia, localities have the option ol exempling 
all or part or cerlilied pollution conlrol facll · 
11ies and equipment from real or personal 
property laxes. 

32-Applicable under lhe lax equalization law only 
33-ExempJion applicable to capilal improvemenls 

only 
34-Allowed e~cept ror sales/ use tax when pur· 

chased for use as an ingredient in tangible 
personal properly ror sale 

35-A I % lax credil. based on wages paid. 1s al· 
lowed lor lhe first lhree years to new and c~ · 
p~nding industry engaged in lhc mechanical 
or chemrcal transformation ol materials or 
substances inlo new products "Expanding" 
means to e~pand a present operalion so as 
to increase total permanent fobs :iy 30% 

36-Taxed al 2% instead of usual 4 % 
37-R&O equipment is classified as manufactur· 

ers ' machinery and equipment and, as such. 
is ol1p,ible lor tax exemptions 

J8-Lo1~.i l 011tion. in desi11nalod rcclevclopmcnt 
arr.1s 

39-Reduc~tl 79% 
~0-E~crnphon is allowed on sr.parato, defachJIJle 

acwssory loots and l!Qui11rncnt which hove J 
usclut hie ol fess than 12 months 

·11 - Slal<' do~s not collect sales/ use taA 
l l- l 'l7f1 busrncss trivcntoroes .ire ,111ov.e<I J 

501 :. nxt)mplion; 1977 ar11t lht•rcallcr. a 
67 ~r: eirmphon will be allowecl 

•IJ- llpphc.1t1re to ROOds stort•cf in bontlecl ware· 
housr s 

·l •l - Ne1V Jersey c1111cr1 s emplnv111I 111 New Yor ~ 
anti P1•r111sylvJn1a are 1101 o~crnot 

·l ~-No1~c ,11J.llcmcnt code., 1ccon1mrr11lrd lly 
sl.rlt• 101 :!th>t•hOn hy rn11111rr11.rl1f1c~ 

·l ti- 1\ I.I• Crl'l.l•I cQual lo zr;,, OI iiuahlic<l CMl1J,1I 
1nv1•-.h'cf 1n new oroductlon f3c1t1llcs n1<1y be 
Jpplrrd n11Jins1 a llusrncss coq1ora10 lr .Jn­
( h1,c. uninco11101~tcrt ll111111l'ss rncornl! or 
llNsnnnl iricomc• tn1. 11n1Jll1ty I ho 1.1, crNhl 
is rrs lrn:lr.11 lo mvcsJmonl In b111i(linw \. 
eq111un1cn1 ~nd fJc1lr hc~ whrLh hJvc ~ ""'lul 
lifr ol ill l!',1sl lour yrMs .1no .JI!' u~NJ 111 
mJnulncturrnR, p1occr.s11111. J\ ~ l't11hl111R. re. 
1tn1nR. rnmmR. aRriCullur:il or ro11um•rc1JI 
11s11mr. Ei11ertmc111a1 resNrch .inti ll<'velop. 
mc111 f,ll'ililrc\ m~v clrc1 fh1 .. 01111011 1n pl~ tr 
01 !hf' WT •l<' ·Oll 11 e~cr1bcd 111 foornow oll I\ 
11.irht:ul.ir 111vr! ~lm1!11t is not ul1~1hl1• 101 110111 
1111• 1nvt•s1mcnl crctJ1 t anti olllt•• ~ 1.11r 1.,. 111 

r.rnliv1· ~ CorporJll' lr11nclrtSI! t .h11.tvl'I ~ will 
conlmur 10 b1• rrou11r11 IO p.1y .1 minimum 
1~1. or s 125 .lnnu.1lly Any m'lhl 11·111~111 111R 
m,1y hr cn111ct1 forward 

4 7 Cu\I'. 11.11d ur inc.med 10 .1 la•ahlc vear llv 
lncoroor.111•11 or ur111rcor 11ornrcd hus1nc\s rnr 
r·~ rw11nw111n l fl&ll f.Jt1h1101. for 1n11ust1 1a1 
w~~ lc trca1mcn1 rac1h liC~ n11t11or for ntr pol 
h1hnn control f~t•hlrns m~y Ile th•!luc1r d 
hum 11c1 income lnr fal 011111oll'S fl•I' 7 ~'> 
c1rtfll ll()sCr11J~u 10 1001nu1c M1111,1v ht• tn ~rn 
111 lu•u ul lhrs cri•tllt 

•t8 -MA•lllc ~nil 1rlldlll(ihlc ur.rsonol 11rn11rt1y 15 
nol \t1 1J1rr 110 .10 v.1or~n1 IO•U 

J<! Nr•v. 1•11u111111rn1 1~ 11llowrrl .1 orrlrH1n11nl r.11t1 
ol I '·: . with n 111n•1mum lni 01 ~HO 11rr .u 11clr 

'•fl I 1'.1f lofl ~cco '" .1llowcd a11 e• t•mo11011 ol l.iO'' 
or IJ4 1311', IJJlrs ol collon 110 ". 111111 11r.1 
nub. ~o··; 

!i l - lt1·m111m11 Nl~n\I ~ only ru new .:nn3f1ucl1un 
'J7 - I ,,. C INJil~ JllOw1•d 10 manulac1ur111, Jntt 

111orr •1\QI\ tor PIOP••r ly 10•1'$ P1llll on ROOd~ 
1n PrclCr\s 

!d I l1•m1111011 AllOl\Cll wh1111 l~C•ll ly IS urlllr1 
construction oniv 

64-E~ aluslon from sales and IJse ta~ 011 indl!s­
trial purchases used dlrecUy In industrial 
production and re search. 

55-Excluslon ol lanalble per~onal property rrorri 
taxation al focal level. 

56-Rhode Island's sales/use tax Is belna phased 
oul over five years 

57-ln Tennessee, lu credils are allowed ror 
vroducls ol slate soil In Florida. la• credit 
applies only lo alcoholic beverages pro· 
duced rrom specir1ed Florida-grown a111icul · 
lural producls 

58-Seven·year annexation or de-annexation 
exemption. 

59-Allowable depreciation is similar lo thal which 
is permllled under federal laws 

60- Exempl lrom sal1:s/ 11se lax, but nol from 
business capital tu 

61-local governments may classily separately 
lhe tangible personal property of research 
and development llrms from lhal of other tax· 
payers ond tax if at di!fere11t ra tes 

62-0cduclion is allowec' for sales lax paid on 
energy 

63-80% credit 
64-Reduced rate of I 5% (l % stale and 54~ 

local) applied to industrial machi11ery, inslal· 
lallon and repairs 

GS-Provided only In rare insrances In Calilornla, 
a low cities and counlies will lease land they 
own at nominal rates 

66-limiled to technical assistanco 
67-Facilllies availahlr. on a contract basrs 
68-Sfntc vocatlonaf educa ffon program kuyed to 

federally lundcd program 
69-Carr ied out lhrough local devclopmr.nt 

corporallons 
70-Avail.iblc lo Industry on n con tr.1cf onaior 

consulllng bJsis 
71- C1ly·Owned land only Crtres may not 11111chase 

land lor purpose or providing lrre land 10 
ln!fusfry 

72- ftiehwny Commission will huihl l1rs1 lwo milt:\ 
of rontl onto new ski a1eas 

13-MJryl~nll lncJustri~I Ocvclopmenf f 1nJ11c1ng 
AulhOrrly wrll f.Ulllanlr.e up 10 8Qr.~ ol lhr 
mortMnRrs lor lnntJ and 70 iv~ for rqmpmr.111 
for rccreJUonal projocts 

/<l - Ac1rv11y hm1tcd 10 cct1arn untfs 
/5- SIJfe sun1>hes 75% of cost ol ~dmnus lMtnR 

1>r0Krnrns; no ro1mllurscmcnt to lrainr?cs 
/li - Cilros and counties arc nuthor l1o<I lo uso mil• 

l~vy lor induslrral development purpn~r s 
Speculahvr. bull<linRS and free lanll trnvu lll'rn 
provided '" sornc 111stanccs 

11- l'orl tl ls lrrcls Only 
/R- r un11s ;ire from ru1.111c Health lor solul wa ~ lc 

d1~11os.1I pro1ccfs 
1'1- Stnlo matches funds lrum II S Or111 or llous· 

lnR nnd UlllMI u~~oloomurll 





Institution: 

Location: 

Size: 
Assets: 
Capii:al: 

Purpose: 

• 

• 
Source of Funds: 

• Management Structure: 

• Management of Funds: 

Porlfolio: 

• 

• 

• 

Swedish Investment Bank Ltd. 

Stockholm, Sweden 

12/31/74 
U. S. $6 72 . 8 million 
U.S . $270.9million 

Swedish Investment Bank Ltci. ("SIB") was established in 
1967 by an act of the Swedish Parliament to assist in the 
financing of industrial and commercial projects in Sweden 
which encourage economic rationalization, structural 
adaptation_ and development. The act establishing SIB 
contemplated that its lending wili be consistent with 
national economic policies . All of the capital stock of 
SIB is owned by the Swedish Government. In addition, 
the Swedis h Government has extended a limited guarantee 
of SIB's obligations . 

Subscribed capital, res C! rves, net income, cash flow from 
lending operations and borrowing. 

Gove rned by a Board of Directors (9) and Deputy Directors 
(9). Ongoing ope rationa l r esponsibility rests with Managing 
Director and Staff. Total employees: 31, 22 of whom are 
manage rial or profossional. In ce rtain loan and credit 
evaluations, SIB e ngages specia l consultants . 

Intel'nal. Ba nk's staff consists primarily of "lending 
office t•s 11 with previous commercial a nd investment b~nking 
expc rience . 

SlB makes medium (5- 10 yca1·s) and long-term (10-20 
yca1· s ) loans and guarantees thereof principally to o r for 
pl'ivale c;,vodi s h compa ni es to finance industrial projects 
in Swede n and, to a les s<:· r extent, Swedish cxportR . Such 
financ in g is not generally available from other sources in 
Swede n and m ay involve adrl itional d3ks uspec ially those 
l'Clated to long··tcrm developments, whic h would not 
no1·ma lly be assured by conventionnl !)wediah lenrli ng 
institutions. SIB is also authorized to make equity invest­
menls . 

In assessing individual projects, SIB pays particulat· 
attenlit)n t .... the comme rcial viability of the pl'Oject 
conce rned . SIB a lso considers the impact of the use 



.Swe·dish Investment Bank Ltd. 

Portfolio: 
(cont'd.) 

Capital St rue tu re : 

Income: 

of proceeds on the Swedish economy. One of SIB 1s 
objectives is to earn a satisfactory return on its equity 
capital and it applies credit standards and negotiates 
loan terms consistent with this purpose . 

At 12/31/74, SIB 1 s outstanding loans totalled U . S. 
$517. 6 million and its guarantees outstanding totalled 
U. S. $15 . 8 million . 

12/31/74 
Debt U . S . $487 . 8 million 
Ca,..i.tal 'U. S . 2 70. 9 million 

U. S. $758 . 7 million 

64 . 3% 
35.7 

100,0% 

1 O"'o of net income allocated to statutory reserve. 
Substantially all net income to date retained by SIB. 
Income not exempt from taxation. 



Institution: 

Location: 

Size: 

• Assets: 
Capital : 

Purpose: 

• 

• 

• 
Source of Funds: 

• 

• 
Management St r ucture: 

• 

• 

• 

Japan Development Bank 

Main office in Tokyo. O ther offices in 9 citie a in Japan 
and in Washington, D. C., New York City, London and 
Frankfurt. 

3/31/76 

¥ 3, 521 , 391 million ($11,433 million) 
¥ 233,971 million ($759.6 million) 

Established in 1951 as a Japanese Government financial 
ins t itution pursuant to the Japan Development Bank Law . 
Purpose is to supply long-term funds for the promotion 
of industrial development and economic and social progress. 
JDB makes loans to provide funds: ( l ) for acqui sititm and 
construction or improve ~1ent of plant and equipment ; (2) 
for recla mation of land ; (3) for acquisition of land and 
con struction of buildings and equipment for urban redevelop­
ment projects. A related authority (which JDB has not yet 
exercised) perm its JDB to provide funds by sub s cription 
to corporate debentures issued to raise funds for above 
purposes. JOB can guarantee repayments of loans and 
has authority to make equity investments in large -scale 
industrial complexes in underdeveloped regions in Japan . 

Principal sources are borrowings from JA.panese Government, 
repayment of loans and inte 1·nal sources. Outstanding gov­
ernment Loa ns to JDB as of 3 /3 1 /76 amounted to $9. 3 billion . 
Other sou rce s have cons is ted of foreign currency borrowings 
from the Wodd Bank, all guaranteed by the J apanese Gov -
e t·nment. A l so , there have been 6 dollar issue s (including 5 
r egiste r ed issues public ly offered in U. S. ), 1 Swiss fra nc 
is sue and l Deutsche Ma r k is sue of externa l loan bonds 
and notes. JOB is authorized to borrow an amount equal to 
lOx its capital and sta tuto ry rese rve. 

JDB is managed by a Governor , a Deputy Governor and 8 
Executive Directors. JDB also has 2 auditors and 6 
Counsellors. The Gover no r, the Deputy a nd the Auditors 
a l'e appointed by the P rime Minister for terms of 4 yea r s , 
T he Executive Di r ectors and Counsellors a re appointe d by 
the Governor for terms of 4 yea r s and 2 yea rs, respectively. 
T he Govern o r is the CEO . The Exec utive Directors exercise 
various management functions in a c c o rdance with de legations 
from the Govcrno 1· . Fina l autho r ity lo make dec isions for 
JDB in all matte rs res id es e xclusively with the Governo r . 



Japan Develop1nent Bank 

Management of Funds: 

Po rtfolio : 

Capital Structu1·e: 

JDB makes its loans at fixed rates no greater than rates 
charged by private financial lenders and in most cases at 
lower rates. Maximum rate has been 9. 2% since 11-75 . 
JDB has limited foreign currency loans to amount of 
borrowings from the World ~ank and charges the same 
interest rate plus 0 . 3% . J DB charges 0.2% to 0. 3% per 
annum on outstanding amounts of foreign credits guaranteed 
by it. JDB makes most of its loans wi t h original maturity 
of 10 - 15 years . Most of JDB 's lending operations involve 
the financ ing of projects in cooperation with private financial 
institutions, with JDB taking the intermediate and longe r 
termmat.uities and private banks taking the shorter · 
maturities. 

F rom inception to late 1960 1s, JDB's lending activi t ies 
we r e directed primarily to e lec trical power, ocean ship­
ping, coal mining, and the iron and steel industry. In the 
late 1960 1 s and 1970' s , JDB began to become more involved 
in urban development and pollution control. As of 3/31 /76, 
portfolio was as follows: urban development 16. 9%; 
regional development 12 . 5%; pollution control 14 . 2%; 
quali ty of life improvement projects 2. 8%; resources and 
energy 15. 7%; ocean shipping 21 . 6% ; te chnolog ical develop­
ment 7 . 6%; other 8.2%; foreign currency l oans 0.5% . 

3 /31/76 
Long - term borrowing 

from government 
Guaranteed Long -term 

borrowing from 
Wo rld Bank 

Gua ranteed cxte rnal 
Loan bonds and 
no tes 

Cap ital and statutory 
reserve 

Tota l capita l 

($ Millions) 

$ 9 , 299 

55 

228 

1I437 
$11,019 

% 

84.4% 

0.5 

2 . l 

13 . 0 
100. 0% 

Fo r fiscal year ending 3 /31/76 J!)B ea rned $ 105 . 6 
million . Of net ea rning s , $78 . '-J :nillion were put into 
the s ta tu t o ry r eserve, a nd $26.? million was pa id to the 
Japanese National T reasury. 



Institution: 

Location: 

Size: 
Assets: 
Capital: 

Purpose: 

Source of Funds: 

Management Structure: 

Management of Fund s: 

Portfolio: 

National Financie ra S. A . 

Mexico City, Mexico . Offices in New York and Tokyo. 

12/31/75 
U . S. $6.1 billion 
U. S. $555 million (including reserves and sper:ial funds) 

National Financie ra S. A. (11 Nafinsa11 ) was established in 
1934 and is the principal instrument of the Mexican 
Government for the financing of economic development in 
Mexico. By law , the Government must own 51% of 
Nafinsa's capital stock. At 12/31/75, the Government 
owned, directly and indirectly, 68% of such stock, with 
the balance owned by other Mexican institutions, 

Nafinsa's broad purpose is to assist in the financing of 
development projects which ( 1) create employment; 
(2) improve personal income; (3) expand regional develop ­
ment; (4) centralize industry; (5) promote ex.ports; (5) 
stimulate capital formation; (6) foster economic independence . 

Capita l funds contributed by the Gove rnment, borrowings , 
retained earnings and cash flow from lendin g operations. 
Principal sou rce is borrowings. By law, the Government 
ca n call up additional capital subscriptions from certain 
Mexican financial institutions. Nafinsa also administers 
209 spec ial purpose development trust .funds for the 
account of the Government . 

Managed by Boa rd of Directors (Minister of Finance is 
Chairman). Director Ge nc ral is responsible for ongoing 
ope rations and p olicy. President of Mexico may veto 
re solutions of Boa rd under certain circumstances. Total 
staff approximately 1, 600. 

lnte rnal. 

Nafinsa may pat·ticipate in the financing of development 
p rojccts th r ough di re ct loans, loan guarantees or equity 
investments, all of which may b e e x tended to or made in 
o r u: i.>ehalf of both public and private sector entities . 
Principal activity is di rect lending (U. S . $4. 9 billion 
outstanding) with public sector borrowers accounting for 





Institution: 

Location: 

Size: 

Asseto : 
CapHal: 

Purpose: 

Source of Funds: 

Ma nage m e nt St 1·uctu rc: 

Management of F und s : 

lnte rnati6nal Bank for Reconstruction and 
Development (World Bank) 

Headquartered in Washington, D . C., U.S .A. 
Offices in Lonfit>ri , Par is, Tokyo . Miss ions in 
20 countries 

3/31/76 
(000 1s) 

U.S. $29.5 billion 
Authorized Capital: U. S. $3 0. 9 billion 

U. S. $3. I billion Paid-in -Ca pita!: 

Established 6/24/46 pursuant to articles of agreement 
drawn up at Bretton Wocris Conference of July, 1944. 
Initial membership 29 sovt:-ign states. P r esent member­
ship 127 soverign states. 

Purpose of World Bank is to function as intergovernmental 
financial institution to (a) assist in the reconstruction and 
deve lopment of member states by facilitating investment 
of cap ital for p rocluc tivc purposes; (b) supplement p rivatc 
foreign investment through guarantees of or participation 
in private investme nls; (c) supplement private investm ent 
via loans from its own resources or borrowed funds. See 
"ACCiliated Institutions" below. 

Capita l p rovidecl by subscriptions of membc r states and 
borrowings in international and U. S. capital markets. 
Supplcmenled by internal cash flow from lending activities 
and sale of loans. 

Governed by Boa rd of Gove rno t·s composed of one from 
each membc r state. Execut ive Di r ecto rs (20) appointed 
by Boa rd function as Roard o f Dire c to rs. Pres ident 
scl ccled b}• Executive Directors and is responsible for 
all opurations. OperalionR are organized by geographic 
area, indu st 1·y, and fun ction . Total employees: 
approximately 3, 500 . 

lnle rnal . All loa ns to or gua ranteed by mcmbe r states. 
Loa n po rtfoli o monilorcd with respect to industry and 
counlry in relation to worldwide ec onomic cond itio ns. 
The ba•rn :._ 1 not suffered a ny losses on ils loans to dale 
and d e b nol take pa rt in debt resc heduling agreemen ts . 



Inte rpational Bank for Reconstruction 
and Development (World Bank) -2-

Portfolio: 

Capital Structu re: 

lnc.ome: 

AfCiliatcd lnslitutions: 

Loans made gene rally in conformity with 5 principles: 
( 1) loans must be to gave rnments, gave rnment agencies 
or authorities, or if to private enterprises, guaranteed 
by a gave rnment (only member governments eligible); 
(2) .loans must be for p reductive purposes based on bank 
analysis ; (3) bank must exercise prudence in making loans 
and consider ability of borrower to obtain foreign exchange 
necessary for loan service; (4) Bank does not make loans 
obtainable privately on reasonable terms; (5) use of proceeds 
supervised by Bank. Since inception, loans totalling $31. 1 
billion have been made to 95 countries. Current loans 
outstanding total $27. 7 billion. Largest bor r owers are 
Brazil, Mexico, Korea, Yugoslavia, Columbia, Iran, 
Tu r key, Philippines and Nigeria. Loans made for extended 
terms at fixed rates (1 /2% above money cost to Bank 
adjusted quarterly). 

Debt 73 . 2%; Capital Stock 26. 8%. Capital Stock funds 
may only be used for lending with consent of each member 
state; otherwise such funds must be use d for administra­
tive purpose s or to support gua ran tees and borrowings only. 

Ge ne rally retained by Bank except portion transfer r ed to 
lnle rnational Development Association. 

ln te rnational F inance Corporation. Makes loans and 
inves tments to private e nterprist!S in member count ries 
without government guarantee. 104 governments a re 
mcmbe rs. Sou r ces of funds a re members' subscriptions 
and loa ns from Bank . Staff is substantially identical to 
that of Bank. 

1nte enationa l Development A ssociation . Purpose is to 
p remote economic devc lopment in less developed m embe L' 
c ountries. 116 countrie s are members. Loans generally 
mad e fo r te rms of 50 years without amortization. Service 
c harge of 3 /4% on outstanding balance levied in lieu of 
inte res l. Staff substantia lly id e ntical to that of Bank. 



Institution: 

Location: 

Size: 

Assets: 
Capital: 

Purpose: 

Source of Funds: 

Manageme nt St rue tu re: 

Management of Funds: 

Inter-American Development Bank 

Headquartered in Washington, D . C., U.S.A. 
Field offices in 23 South American locations 

12/31/75 

U . S. $2. 98 billion 
Authorized Capital: 
Paid- in-Capital: 

U. S . $6 . 3 billion 
U. S. $983 million 

Established 10/ 1 /60 pursuant to Inter-American Development 
Bank Agreement of December, 1959. Members hip consists 
of 24 North and South American Governments, plus Belgium, 
Denmark, Israel, Japan, Spain, Switzerland, U.K., West 
Germany and Yugoslavia. 

P urpos e of Bank is to further individual and collective 
economic and social development of regional developing 
member countries via: (1) promotion of public and private 
inves tment for development purposes; (2) financing, directly 
or th r ough guarantees, of development and economic growth 
of members; (3) encouragement and/or supp lement of 
private investment in development projects; (4) co-ordination 
of members ' development , economic growth and foreign 
t rade; (5) provision of techncial assistance on development 
projects. 

Capi ta l provided by members 1 subscriptions plus bar rowings 
in U.S. and international capital markets, internally 
generated funds and sales of loan participations . See also 
"Special Funds" below . 

Governed by Board of Governors. one from each member 
state; executive powers delegated to Executive Directors 
(l I), one U. S. , 2 non- regional and 8 t•egional. Administra­
Live responsibility centered in President, appointed by 
Board, a nd Exe cutive Vice P resident, ar ... pointed by Executive 
Di rectors . Ope rations organized by region and function. 

Internal . Loa ns made d ireclly to or gua ranteed by member 
govc rnments (98%) . Loans monitored with respect to country , 
industry and regional economic conditions . Since inception, 
defaults have occurred on 2 Loans totalling $ 11.2 million, 
i·csulting in net loss of $1. 8 million . The Bank does not 
take part in debt rescheduling agreements. 



•• 
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• 

Inter-Amer' can Development Bank -Z-

Portfolio: 

Capital Structure : 

Income: 

:~pecia l Funds: 

Loans made pursuant to 6 principlet>: (1) loans made 
only on basis of formal analysis presented to Executive 
Directors; (2) in evaluating loan or guarantee, Bank must 
lake into ::l.ccount ability of borrower to obtain private 
financing on terms it believes reasonc..ble; (3) Bank must 
consider ability ,of borrower or guarantor to meet loan 
obligations; (4) in opinion of Bank, interest rate and other 
l oan charges plus amortization schedule must be appropriate 
for the project being financed; (5) the Bank rci\st receive 
adequate compensation for risks assumed by guaranteeing 
loans made by others; (6) loans made for special projects 
only and directly, except when amounts too small to warrant 
oank supervision. Since inception, Bank has made o r 
authorized 889 loans aggregating $8. 7 billion. Largest 
borrowers are Brazil, Mexico, Argentina, and Columbia. 
Loans made for terms of 10-25 years, including grace 
peri ods, at fixed rates . Current lending rate is 8% . 

Debt 53 . 6%, capital funds and reserves 46.4%. Capital 
subscriptions of member states available for general 
use unles s specifically restricted. 

Income retained as reserve for loan losses. 

Social Progress T l'Ust Fund. Administered by Bank 
from grant provided by U. S. Government. Res0urcea of 
Fund may be used to improve land use, land settlement, 
low income hous ing , water supplies, sanitation or education . 
Assets consist of 119 loans aggregating U.S. $537.2 
m illion. 

Spec ial Operations Fund. Established by Bank from 
scp rate contributions by members to finance p rejects 
to whic h special circumstances apply, principally need 
for loa n terms to be m ore liberal than those normally 
offered by Bank. Ass e ts consist of 45 3 loans aggregating 
U . S. $4. 2 billion. 

Venezuelan T rust Fund. Administered by Bank from U.S . 
$500 mill ion grant provided by Venczue la in 1975. Purpose 
is to con t ribute to the finan cing of proj ec ts and programs 
thal would have significant e ffect on cJevelopment of Bank's 
srnaller members. App r oved loa n i; aggregate U. S. $83. 7 
million . 



Institution: 

Location: 

Size : 

Assets: 
Capital: 

Purpose: 

Source of Funds: 

Mana~ement Structure: 

Management of Funds: 

Asian Development Bank 

Principal office in Manila, Philippines 

3/31/76 

u . s. $2,834,910 
·Authorized Capital: U. S. $3. 3 billion 
Paid-in - Capital: U. S. $1. 1 billion 

Established in 1966 as an international inter-governmental 
institution pursuant to an agree:nent initi:\lly signed by 3 1 
countries . 

Purpose is to foster economic growth and coopc ration in 
Asia and the Far East (the "region") and to contribute to 
the accelc ration of economic development in the de velop-
ing member countries in the region, collectively ana 
individually. The Bank's principal functions include: 
( 1) p remotion of public and private investment; (2) 
financing economic growth; (3) as :istlng in coordination 
of members' economic growth, plans and policies; and (4) 
providing technical assistance for the preparation, financing 
and execution of development projects and p lans. 

Capital provided by subscriptions of member states and 
borrowings in member countries and elsewhere. General 
principle is that borrowings should be diversified as to 
country of bor r owing. These sources supplemented by 
internal cash fl ow from lending activiti es . 

Managed by Board uf Governors, Board of Directors, 
P resident, Vice Presiaents, other officers and staff. 
All powers are vested in Board of Co vcrnors (with 
certain powers which may be delegated to Board of 
Directors), with each member selecting a Governor and 
an alternate Governor. The Board of Directors (12) has 
responsibility for the direction of the general operations 
of the Bank. 

Internal . Bank may make, participate in o r guarantee 
loans to tht! govc rnmcnls of ils developing mcmbe r 
countri es . lo any of the ir agencies or political subdivisions 
and to public or private cnte rprises ope rat.l ng within such 
countries , as well as to international or regional entities 



Asian Development Bank 

Management of Funds: 
(cont'd . ) 

Portfolio: 

Capital Structure: 

Income: 

concerned with economic development in the region. The 
Bank has not suffered any loan losses in its ordinary 
ope rations lo date and fol1.ows a policy of not taking part 
in debt re scheduling agreements . 

Loans made generally in conformity with the following 
principles : ( 1) the Bank's loans cover only a po1.·tion of 
t i•e total costs of each project financed; (2) goods and 
s ervices must be purchased in the loan country, with 
competitive bids to be received on such; (3) realistic 
economic, technical, and financial feasibility of projectfl 
involved; (4) adequate borrowing capacity; (5) beneficial 
effects on etomestic savings and balance of payments; and 
(6) as s istance in expansion of employment opportunities. 
Loans made for ?rojecls in 15 member countries, including 
ind us trial development banks (2 7 . 3%), utilities (35. 7%), 
tran s portation and communications (21. 8%), agriculture 
(14.3%) and educati on (0.9%). 

Debt 46 . 5%; Capital S tock 53 . 5% . 

Gene rally retaine d by Bank. 



Institution: 

Location: 

Size: 

Purpose: 

Sou r ce of Funds: 

Manageme nt Structure: 

Manageme nt of Funds: 

Po rtfo lio: 

African Development Bank 

Abidjan , Ivory Coast 

Authorized Capital: U. A . 400 million; 
Issued Capital: U .A. 370 million ( 1 Unit of Account = 

1 special drawing right of the IMF) 

Established by African Governments in 1964, commenced 
ope rations in July 1966. Present m embership consi sts 
of 39 of 42 countries which are mem bers of Organi~ation 

for African Unity, includ ing 16 wh ich are included in U . N . 1s 
list of 25 least developed nations. 

Purpose of Bank is to promote the economic deve l ">pme 1 .. 
of its member countries and social advancem ent of thei r 
peoples through gradual inte g1 t ion of their economies. 

Subscribed capital , borrow ing s and retained income. Bank 
als o ope ra tes African Development Fund, established from 
gra nts from 16 non-African expo r ting countries, which 
makes 50 year interest fre e loans and SIDFIDA, a Geneva­
base d inte rnaLio nally funded o r ganizatio n of private en .. e r­
p l'ise s which a s sists in the mobilization of internationa l 
private capital fo r developme nt proje c ts in Africa. 

Board o f Gove rno rs , o ne from e ach membe r, oversees 
operations . Manageme nt re spon~ ibility and policy co­
ordination r e sts w ith Board of Directors ( 9 ), President 
and staff. 

lnte rna l. Gank ave r sces projects for which funds have 
bee n di s pc rscd, 

Alone o r jointly wit!. othe r s, Bank ( 1) utilizes available 
resources Lo finance inves lmenl proje c l s o r prog rams 
cons i s le nl wi th iLs purpose; (2) promole s private and 
public capital invcs lmc nl in J.L'r ica: (3) provides techn ica l 
and financ ia l a ssistanc e in project evaluation and structu re. 
All loa ns a nd investments ir private s ector must be gov-
e rnmc nl guaranteed . Po rl fo lio at 9/3 0/74 consisted of 
one or m o re loo. ns o r e quity investme nts in 3 1 countri e s 
totalling U. S . $ 192. million. Loan tc rms keyed to abi l ily 
of b o rrowe r to repay and servic e debt. 



• 
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African Deve lopment Bank 

Capital Structure: 

Income: 

Believed to be solely members 1 capital subscriptions, 
plus retained income. Discrepancy between issued 
capital and outstanding loans not reconcilable from 
existing data. 

Believed to be reinvested in operations. 



Institution: 

Location: 

Size: 
As sets: 
Capital: 

Purpose: 

Sou1·cc of Funds: 

Management. S tn1c lurc: 

Managenwnl of Funds : 

European Investment Bank 

Luxembourg 

12/31/75 
U . S. $6 .4 billion 
Authorized Capital: U. S . $4. 1 billion 
Paid-in-Capital: U. S. $471 .9 million 
Capital Subscriptions Due: U. S. $177. 0 million 

Th;e EIB was established by the Treaty of Roure in 1957 
which also established the EEC. The members of the 
EIB arc the nine member states of the EEC . The purpose 
of th(~ El3 is to contribute to the balanced and orderly 
dt velopmen t of a common market among the member 
sta t~s. The EIB grants and guarantees long-term loans 
to finan ce projects which are related to the development 
of the less advanced regions of the Common Market or the 
developmenc of its conversion areas, where traditional 
activities are being supplanted by newer economic activities 
which serve the common interests of several member dtates. 
By unanimous decision the EIB grants loans for T' _ 0jects 
outside the EEC . 

The EIB finances its loans from the capital paid in by the 
member states, from internally gene rated funds and from 
borrowings in European and international capital markets. 

The E IB is -Administered and managed by (1) a Board o( 
Gove rnor r. c omposed of one government minister (usually 
the min:ster of finance ) appointed by each member state; 
(2) a Boa rd of Directors comµosed of 18 Directors and ten 
Alte rnativc Dire c lors eo..~h appointed by the Board of 
Governors frr a 5 year term on nominatio n by the member 
states anri the Commission of the Europe an communi ties ; 
(3) a M:i.nage ment Committee, cons is ting of a President 
and f0ur Vice Presidents appointed for 6 years by the 
B<'~ rd of Governors on recommendation of the Board of 
Dil ecto r s . 

Mana geme nt of funds is internal, and the EIB haq not 
experi enced any defaults on its loans o r guarantees. 



Portfolio: 

Capital Structure: 

Income : 

Loans and guarantees are made according to the following 
policy: (1 ) for projects that imp rove less developed regions 
of the EEC and tha t are of common interest to the member 
states (such projects preferably assist in the coordination 
of markets and the integration of the economies of member 
states), (2) for projects that are of sufficient size to avoid 
widespread dispersal of its resources; (3) loclns made shall 
only supplement the resources otherwise available to the 
borrowers for such projects; (4:) special attention is given 
to projects in which member ceiuntries 1 capita.I is invested. 
The EIB does not generally lend more than 40% of the cost 
of a project. At December 31, 1975 it had lo;a.ns disbursed 
as follows': 3 0 . 5% energy projects; 24. 8% industry; and 
17. 5% to transportation. 

80% Funded Debt, 11 % Capital, 9% Statutory :Reserves. 
Subscribed ca~ital i s $4, 129 .5 million of which $648.9 
is or will be paid in by member9. Calls on subscribed 
capital are required to be in proportion to me·mbers' 
percentage of subscription obligations. 

Income is appropriated to statutory reserve. EIB 1s assets 
and income are exempt from all direct taxes 1of the member 
states. 



Institution: 

Location: 

Size: 

Purpose: 

Source of Funds: 

Managen1ent Structure: 

European Coal and Steel Community (11 ECSC 11 ) 

Brussels, Belgium; Luxembourg 

At December 31, 1975 , the assets of the ECSC amounted 
to U.S. $3 .5 billion. ECSC's "capital'' is provided 
solely from retained earnings and reserves. 

Established 4/18/51 pursuant to treaty. Initial member­
ship of 6 European nations. Present membership 9 
European nations. Purpose is to aid the development of 
the economies of the member states through the creation 
of a common market for coal and steel. Also, ECSC 
facilitates the financing of capital investment programs in 
coal , coke, iron ore, iron, steel and scrap by lending 
funds which it obtains primarily through its own borrowing. 
ECSC also responsible for coordina~ing production in 
above-named products by methods such as determining 
general objectives for modernization and expansion of 
productive capacity, reviewing investment programs, 
making research grants, enforcing fair competition, 
fix:ing prices in emerge ncies and imposing fines for 
infringement of ECSC rules. Also active in promoting 
be tter living and working standards for workers in the 
coal and steel industries through housing loans and retraining 
and re search grants. 

Capital provided by: (1) a regular revenue levy collected 
monthly in the res pective cu rrencies of th e member states 
from steel producers. Levy payments to be made in 1976 are 
expected to be $ 104. 9 million: (2) borrowings through bonds 
or notes , both public and private. "· s of 3 I 31 /76 ECSC had 
outs ta nd ing $3 . 3 billion of funds borrowed. 

Governed by a Commission comprised of 13 members who 
a r e nationals of the m embe r states , not more than 2 of 
whom may have the same nationality. Over the Commission 
i s a Council consi~1ting of one representative of each member 
state. Ce rtain actions of the Commission require the assent 
of the Council. The ECSC is also t·e sponsible to a European 
legislative assembly - the E uropean Parliament, which 
consists of 198 repre se ntatives elected by the legislatures 
of the m ember count ries. It reviews the ECSC and by a vote 
o f consens us can compel the res i gnation of the m embe r s of 
the Commission. Also, Lhe Cou rt of Justice of European 
Communities, comp riscd of 9 judges, inte rp re ts and applies 
lhe provisions of the treaty. De cisions are binding. 



Management of Funds: 

Portfolic:>; 

Cap ital Structure: 

lncon1e: 

The Commission has the responsibility of borrowing, 
financing and n1anaging funds . The primary responsibility 
for specific capital investment programs rests with the 
individual borrowers who decide what capital projects they 
want to undertake and whether to seek the assistance of the 
ECSC. The criteria applied by ECSC iri selection of 
projects to be financed are base~ on normal banking practices. 
ECSC borrows in whatever currencies appear most advan­
tageous to it and under the best conditions prevailing at the 
time in the capital markets in which the ECSC operates. 
In order to minimize risks, ECSC matches principal, 
interest rates, maturities and currencies of loans made 
with its own borrowings. A general policy is also to secure 
loans by guarantee of country, banks or industrial concernB 
or mortgages on the financed projects. 

Since inception ECSC has granted loans (both from borrowed 
funds and fr 'om its own resources) aggregating $3 .4 billion 
through 12/31/75, of which, as a result of repayments by 
the borrowers, $2. 7 billion was then outstanding. Of this 
a.mount, about 26% was guaranteed by the member countries, 
25% by banks and 18% by industrial concerns, and 27% was 
secured by mortgages on the projects financed. Since 
establishment, ther e have been defaults on 3 loans, total­
ling $1 . 8 million, less than 0, l % of the total amount of 
loans granted by the ECSC. Rescheduling of principal and 
interest payment dates and delays in the receipt of loan 
service c harges have been insignificant. Guarantees granted 
by ECSC since inception have aggregated to $65, 3 
milli on through 12 / 31 /7 5, of which $24. 3 we re outstanding 
... t that date . ECSC's guarantees are secured by 
guarantees from m embe r countries, banks, industrial 
concerns or by mortgages on the projects financed. ECSC 
has never been required to make payment on a guarantee. 

Borrowings 
Reserves 
~evenue Funds 

Total Capital 

12/3 1/75 
$2 1 786 million 

338 
271 

$3 , 395 million 

82 .1 % 
9.9 
FLO 

100.0% 

ln 1975 r evenue s of $307 . 96 million: 5 7 .9% from interest 
on loans: 26 . 6% from Levies and 15. 6% from contributions , 
interest investments and other. 55 . 3% went :o pa )' inte r est 
and fees payable; 6 . 3% for admini st ration; 7. 5% for 
re searc h; and 14. ')% we nt for other. Most of the 16% 
exc~s s we nt to the Guara ntee Fund, housing }J · r;)ec ts 1 and 
reconve r sion, technica 1 and economic researc h. 





Institution: 

Location: 

Size: 

Capital: 

Purpose: 

Source of Funds: 

Management Structure: 

Management of Fune.ls: 

Po r'tf o lio: 

Capital St ructu re: 

Income; 

Saudi Development Fund 

Riyadh, Saudi Arabia 

SR 10 billion (Saudi Riyals) 

Established in September 1974, the SDF participates in 
financing development projects in the developing states 
by providing loans. 

Believed to be direct contribution from Saudi Arabian 
revenues. 

The Fund is managed by a six man Board of Directors 
comprised of a Deputy Chairman , the Minister of 
Finance and National Economy, and four other members 
se lected for three yea r terms of office by the Council 
of Ministers. 

Inte rna L 

The Fund will g rant loans to prnjects of e conomic or 
social benefit to the .. ~c ipient state on the condition 
that the loan is repaid in Saudi Riyals and that any one 
loa n does not exccccJ 5% of the Fund's capita l or 50% of 
the overall cost of the project being financed. In addition, 
any one country may not be extended loans tota lling more 
than 10% of the Fu nd 1 s capital. To date the Fund has 
exte nded more than fifty loans to a large cros s-section 
o f developing countries including Indonesia, Egypt , 
No rth Yemen, People't:l Hcpublic of Congo and Niger . 

N.A. 

I3e lieve d lo be re la ined. 



Institution: 

Location: 

Size: 

Purpose: 

Source of Funds : 

Manageme nt St ructure: 

Manage m e nt of F'und : 

l ' ortfo li o : 

Arab Bank for Economic Development in Africa 

Khartoum, Sudan 

Authorized and subscribed capital: U. S. $231 million 

Established in 1974 under aegis of Saudi Arabia and 
League of Arab States. Ope rations commenced in 1975. 
Membership consists of 18 Arab states which have 
contributed from U.S. $50 million (Saudi Arabia) to 
U . S. $1 million (Jordan, Bahrain, Sudan , Syria, Egypt , 
Mauritania, Pales tine) to initial capital. Purpose is 
th reefold: (1) assist in financing economic development 
in African countries; (2) sti:.mlate the contribution of Arab 
capita 1 to African development; (3) help provide techhical 
assistance re qui red by Africa 1 s ec anomic development. 

Anticipated to be capital subscriptions by member states, 
plus borrowings (up to a limit nf 2x paid in capital and 
reserves), deposits and re ta bed earnings. Specia 1 funds 
a lso autho : 1zed . 

Board of Governors (one from each member counlry) 
ove rsces ge neral operations and policies . Initiation .tnd 
implementation of policies and direction of manage mer1 t 
via Boa rd of Directors (12, based on share ownership) 
through President (C hairman of Board of Directors) and 
staff. 

lntc rna l p oli c ies prohib it di s bursement of fund s "ithout 
p l'i o r provision fo r 1up e rvision o f relaLed project by 
bank staff . 

Ope rali ons of bank may take the form of ( 1) loans and 
gua ra ntees gra nted to de velopment financin g ins Litutions: 
(2) pa r tir. ipation in financing of major economic p rojcc ts , 
e s pe cia lly ag riculture and indu s try, lo make up any deficit 
from externa l sou r ces of fina n c ing ; (3) technica l and 
fir.a nc ial assislance a imed al id e n t ifying and structuring 
ecnnomic developme nt projects , espec ially Afro -Arab 
projects; (4) tec hnical a n<l fi nancia l aid with respect to 
tec hnolog ical deve lopme nt. E ligible r ec ipients limited 
to (l) Afri ca n gove rnme nts and agencies; (2) public and 
private compani es, organi zations and pr ojec ts in Afri c an 



Arab Bank for Economic 
Development in Africa 

Portfolio: 
(cont 'd . ) 

Capital Structure: 

Income: 

countries, majority owned by Aftrican governments or 
citizens; (3) mixed , African or Afro-Arab economic 
development companies. Present portfolio believed to 
consist of 20-25 loans in 20 African states . Maximum 
participation by Bank in any one project to be lesser of 
U . S . $10 million or 50%; term of loans to vary based on 
project; and interest charges to vary from 1% to 6% . All 
loans and investments must he guaranteed. 

See 11Sou!'ce of Funds" abov~. 

Allocated to reserves or members' capital aci:ounts by 
Boa rd of Governors. 



Institution: 

Location: 

Size: 

Purpose: 

Sout·c e of Funds: 

Management Slruc l111·e: 

Manageme nt of Funds: 

Po rLf o l io: 

Capilal Slructu1·c: 

Incom e: 

Arab Fund for Economic and Social Development 

Kuwait City, Kuwait 

Authorized Capital: KD 400 million (KD = Kuwaiti Dinars) 

The AFESD was ") rganized by the Arab Council of the 
Arab League in 1968. Ope rations did not commence 
until 1973 at which time the Fund had acquired 21 country 
membe rs. T he purpose of the Fund is to participate in 
financin~ economic and development projects in all Arab 
member states through: (1) financing economic develop­
ment projects on e asy terms to governments and to public 
or private organizations and institutions, giving preference 
to economic projects vital to overall Arab development and 
to joint Arab projec ts; (2) e ncouragi ng directly or indirectly 
the investment of public or private capital in such a manner 
as to e nsure the development and grow th of the Arab 
cconL1my. (3) providing technical expert ise and assistance 
to the va rinns fields of economic deve lopment . 

Believed to be solely m C' mber subscriptions at present. 

Believed to be intc rnal. 

Internal. Interest rates for loans made du ring 1975 ranged 
from 4% - 6%. 

Loan c riteria empha s izes lhosc projects that (1) assist 
less cl eve loped A ra.b counl ric s i 1 narrowing existing income 
diffe rentials; (2) have infrast r uctures that link Arab 
counlries; (3) fa c ilitate c ross- b o rder funds flows; 
(4) inlcnsify exploi lation of agricullrual resources; (5) 
conlain n e w ideas for public and private co -operation 
investme nt proje c ls. Since 19 73 lhe Fund has g ranted 
loan s tota lling L<D 9J .2 million for eig h teen proj ec ts 
in nin c..: count ries . Duri ng 1976 AFESD is p lanning a 
maj or expansion of ac tivities wit.h c umu lative Loan commit­
menLs p1·ojectecl lo "isc lo l<D 177 million. 

O f Lh c L<n 400 mi 11 io n com milled ca 1 • ta I , l'D 102 million 
was paid up by the member sla tes as o f February 1976 . 
T he o utsla nding balanc e is lo be: paid ove r the next thre e 
yea rR. 

No informalion ava ilable on dis p o8 iti on of incom e . 



Institution: 

Location: 

Size: 

Purpose: 

Source of Funds: 

Management St ructure: 

Managem ent of Funds: 

Portfolio: 

Capital S truc ture: 

ln come: 

Abu Dhabi Fund for Arab Economic Development 

Abu Dhabi. United Arab Eu rates 

Authorized Capital: DH 2 billion; Paid - in-Capital 
DH 1 billion (DH - Dirhams ) 

T o offer economic aid to Arab countries in support of 
their e cc nomic development th rough loa ns, participations, 
or guarantees . Also economic aid to African, Asian and 
other Islamic countries. 

Believed to be internal allocation from Abu Dhabi revenues. 

N .A. 

Be lieved to be inte rnal. 

Loans outstanding to 11 countries totall ing $500 million 
al December 1975 . MoR tly conn ected with industry and 
manufa cturing . 

Believed to be solely paid-in-capital at present. 

No informatio n a vailable wiLh respe ct to distribution o( 
in come. 



Tnstitution: 

• Location: 

Size: 

• Capital: 

Purpose: 

• 

• 

• 

S ource o f Funds: 

• 

Manage ment Structure : 

Ma na ge mcnt of Fund s: 

Islamic Development Bank 

Jeddah, Saudi Arabia 

ID = Islamic Dinars (equal to 1 Special Drawing Right 
of the International Moneta1 If Fund) 

Authorized Capital: ID 2 billion 
Paid-in-Capital: ID 755 million 

Bank established in 1975 based on agreement signed by 
members of Is lamic confe re nee in 1974. Purpose is to 
foster economic development and social progress of 
member and Muslim communities in accordance with 
Islamic principals . Present membership 29 countries. 

Bank permitted uncle r agreement to ( 1) purchase equity 
in productive projects in member countries , (2) partic­
ipate in economic and s ocial infrastructure projects in 
membe r countries; (3) make loans to public and private 
sectors for project financing in member countries; 
(4) establish and operate trust or specia l funds; (5) 
a c ce p t d eposits and borrow funds; (6) assist members 
in ma tte rs relating to d e ve lopment , foreign trade and 
economic co-operation; (7) invest surplus funds. Bank is 
to be non-political and governed by e conomic considera­
tions only. 

Membe r s ' capi tal subs cl'iplions. Leve rage permitted , 
but not yet u s ed . Cash flow and income will also be 
us e d to fund ac tivities of Bank in future. 

Boa I'd of Go ve rnors, composed of one from each member 
state . to appo int E xec u tive Directo r s and P resident, to be 
respon e ible fo r operati ons and selec t ion of p e rsonne l . 
All office rs of Bank must bi: from membe r states. 
E xc c ulive Direclo rs app r 0 ve all loans. 

All contrn c t s will pr•>vidc fo r inlc rna l foll ow-up and 
inspection by Bank. 



Portfolio: 

Capital Structure: 

lncome : 

Selection and determination of investments to be based 
on the following criteria: (1) due regard to be paid to 
safeguarding interests of Bank, including obtaining 
guarantees; (2) the ability o( recipient and/or guarantor 
to meet obligations to Bank; ( 3) consistency with 
principles of promotion of complimentary economic 
development among members, promotion of social and 
economic well being in member states and enlargement 
of employment opportunities; (4) avoidance of concentra-
tion of loans and investments in one country and maintenance 
of reasonable relation of loans and equity investments in 
each country~ ( 5) reasonable dive rs ification of equity 
investments; (6) in all cases, priority to be given to 
co-operative economic projects. 

Loans to be for terms based on project requirements. 
In view of interest prohibition under Islamic law, service 
fee to be charged. 

Preser.tly all member states' equity. 

May be distributed to membe rs after general reserve 
equals 2.5% of subsc :-- ibed capital . 



Institution: 

Location: 

Size: 

Capita l : 

Purpo~ e : 

S ource of f' u 11d s: 

Mana gcnw nl Sl n1 c l 11 re : 

Man:q~cmcnl of Fund s : 

Kuwait Fund fo r Arab Economic Development 

Kuv1ait City 

Authorized Capit;i.l: KD one biition; 
Paid-in-Capital : I<D 328 mi llion (KD - Kuwaiti D ina r s) 

To assist Arab and other developing states irf imple­
me nting developme nt proj ects by making KD loans . The 
Fund may also gua t·an tee the ob ligations of such states o r 
co rpo rate entities . T he Fund may not fina nce more tha.n 
50% of non - local proje ct cus t. 

400 milli o n l<D ' s oul of go vc rnme nt re s erve s a c co r d ing Lo 
lhe needs of lhc F und. 6 0 0 mill ion KD ' s out of public 
revenue s of Lh c S late. Amounl to be appropriated delcrmincd 
annua lly. 

Prime Mini s l ·r - C l1a irman of Board of 9 Directors c lec lc d 
fo r an inili a. l l e r m o f lw o ye ars. C hairman app o ints 
D i re c t o r - Ge n e r ::d of l h e F und (upon r eco m m e ndati on of lhc 
Boanl) who haa respons ibility fo r f inancia l and admi nist ra ­
ti ve rna tlc ru . 

Nl•t pro fits of I. he l· u nd a. r<! c redite d lo a r e s erve a ccount 
1rnlil 1·csc 1· vc :i equa l 2C.% o f capita l. T herea fter profit s 
.11·c add •d lo lhc c a p i la l of I h {! F und. 

Ca s h 
( L< n M ii l i 0 n R ) 

5 . I 
Ba nk clcpos iLs 
Sccul'ili\! 1:1 
Loa1HJ 
Pa rll c ip.Ll i o ns in 

Ar" b d · v ·lo p m cnl 
ins tiLuliNrn 

A cc ruc·d inlcrcs L 
T ota l 

I 74. '1 

11 0 .•I 
62.U 

2 5 . l) 
(, . ' ) 

38·1. H 



Kuwait Fund for Arab 
Economic Development -2-

Capital Structure: The Fund may borrow funds and give guarantees Uj! to 
twice capital and reserves. 

Income: 

Loan Disbursement : 

• I 

Paid-in-Capital 
General Reserve 

KD 328 (Mar~b 1975) 
KD 56 

Financial information limited . 

Total Income KD 16. 6 million 
Income from Investments l 4 .4 
Income from Loans 2. 2 

Loans made to 12 countries by sector 

T ran~po rl a nd storage 
Agriculture 
Industry 
Power 

35 .6% 
23.2 
20.6 
20 .6 

100 .0% 



• 
Institution : 

• Location: 

Size: 

Asse ts: 

• Capital: 

Put'pose: 

• 

• 

• 

• M,111:41.~ l-· 111cnt S l na.: lu re : 

• 

• 

• 

• 

. t 

Fondo de Inversiones de Venezuela 

Caracas, Venezuela 

12/31/75 

BS 22,470,317,537 (1 Bolivar (BS) = U.S . $0.233) 
BS 20,532,175,000 

Fund establishe d by Presidential dee ree in June 1974 
following OPEC ' s increase in oil prices and consequei.1 

increase in Venezuelan gave rnment L·ese rves. Stated 
purposes are fourfold: (1) to create a professionally 
managed reservoir for public funds that would be kept 
out of domes tic mone y supply until needed, the re by 
avoiding inflationary pressures caused by over-rapid 
money supply growth; (2) to invest i n exter nal capital 
ma rkel s funds not immeclialely needed in Venezuela; 
(3) to assu r e a rationa l and diversified internal invest­
ment p rag t'am des ig ned to reduce Venezue la 1 s dependence 
o n o il 1·ev\!nues; (4) to genera te economic growth that 
l: reates full employmenL, redistributes national income 
a nd encourages lechnologica l independence . 

Yea rly all ocation of oi l revenues , the size of whiLh is 
de te rmincd at Lhc highc s l levc l of gave rnment and 
approved by Pre1i 1dc nl. A llocations in t 9 74 and 1975 
aggrcAated sl ight l y in cxc<'sS of U. S. $5 billion . 

Fund o p erations ovc r!l ecn hy Ge neral Assembly (consisting 
l•f Stale Miniate 1·s and high le vel govc rnment off icia ls) 
which has fJOWe r Lo tli c lalc po l icy. Maju r ro l icy di re c livc t> 
typ ica lly or igi nalc from high level political ::JOUrccs and 
lhe Fund's internal Execulivc Directorate (2 inlct·na l and 
2 external) and arc ral ificd hy Assembly. Preside nt o f 
Fund (Slat e M i t~ istcrl is c ro:i s road~ fot· poli cy and routine 
n"~ n·1 11<' mc:nt o p · : <.\Lions. Major invcs 1 rncnL deci is ions made 
by Exec tlivc O i recloralt! and all cxte rnal invoslments 
clis r. usflcd at se nior management levt>l c:o mmiltce mc1. lings . 

Internal HLi.lff divided inl o 3 groups by fu11ctioll: ln l l!!'l\ali o nal 
Financia l c.; r o\1p (invc s lm•nls in cxlc rnnl ma1·kcts): 
lnlc rn'Ltional Fin n ·i,d Coupc ralion G r oup {analysis ancJ 
11H>nitl)rin14 of loanR to lntl·rnatio11J.l anti non-Vcnc1.uclan 
c;ovcl'lm 1c nl Ag('nc i<' a): National lnvc s lmcnt Group (rcvi ·w 
.u1d monitoring of clcbl and r quily in ve» lmcnls in Vene:t.ucda.n 
•ntilicE>). All groups have tipccializccl sub-groups . 



Institution: 

Location: 

Size: 
Capital: 

Purpose: 

Sou r cl' of Funds: 

Alberta Heritage Savings Trust Fund 

Edmonton, P i·ovince of Alberta, Canada 

c $1,500,000,000 

Fund established in May 1976 to invest a substantial 
portion of non- renewable resource revenues for the 
benefit of the people of Alberta in future years . 

Fund permitted by Legislative Act to ( 1) invest U? co 20% 
of its assets in projects which will provide lor.g-term 
economic or social benefits to the people of Alberta but 
which will not by their nature yield a retur.1 h the Fund, 
provided the moneys are first specifically app ~·opriated 

from the Fund by an act of the Legislature; (2 ' invest up 
to 15% of its assets in loans to the Crown in 1 ight of 
Canada 01' of any other province or Canada OJ in loa n~ 

guaranteed by the Crown in right of Canada c r of a ny 
other prov inc e of Ca nada; (3) make investrl" ..; nts the 
Investme nt Committee, or the Legi slati· · ~ Assembly as 
express e d in an Assembly resolutiol" , feels will yield a 
reasonable relur n or profit to lhe ~··und and will tend to 
st rengthe n and diversify lhe ec<.1nomy of Alberta; (4) 
invest o r reinves t moneys not invested according to 
l, 2 or 3 above in a ny or all of the following: (a) 
evidences o f indebtedness of, or fu lly guaranteed by, 
lhe Canadian Gove rnment, any Canadian provincial 
governmenl, any Canadian municipal corporation, the 
government of a country olhe r I ban Canada, a cha rte red 
bank or lreasury branch, or any co rporation i f authorized 
by the Canadian and British Insurance Companies Act; and 
(b) mortgages or hypothecs of real estat,., " l' leaseholds in 
Ca nada unde r ce rlain .:: ircumsla nces . 

Origina l funding of Canadian dollars $ 1, 500 , 000, 000 plus 
30% of the non - renewa ble resou rce rc v ~ nues Lo I · received 
in fiscal 1976-77 (and each fi scal yea r lhcrcaftc r if lhe 
Legis lative A ssemb ly enac l s a Specia l Act authorizing s uch 
annual lransfcr from the Ge neral Revenue Fund) on a 
monlhly basis. 



Alberta Heritage Savings Trus t Fund 

Management Structure: 

Mar·a.gement of Funds : 

Portfolio: 

Capital Structure: 

lncon1c : 

Heritage Savings Trust Fund Investment Committee 
consisting of all 24 members of the Provincial 
Exe cutl ve Council (including Provincial Ministers and 
Treasurer) responsible to the Legislative Assembly in 
the ope ration of the Fund. Actually managed in the 
P rovinciaJ Treasure 1· 1 R Office. 

The P rovincial Treasurer holds anci administers the 
Fund in accordance with the Act. Fund has separate 
accounting record . The Investment Cummittee, except 
wben directed by the Legislative Assembly, approves 
investments and di spcsitions of investments , although the 
Provincial Treasurer invests, reinvests and disposes of 
such with respect to Fund activities in investment 
category 4 under "Purpose " above. While all funds are 
managed internally, outside advisors may be used to 
review and package potential inves tmenls . 

As under "Purpose" above. No authority to guarantee 
the credit of others nor is it intended to allow for other 
tlian short-term borrowing s from the Ge neral Revenue 
Fund in anticipation of fund transfers (i.e. - no leverage 
allOW(!d), 

See "Sourc e of Funds", 11Portf olio" and "Inc ome''. 

T he income of the Fund accrues to and forms part of 
the Trust F und . 
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----------~-------------------------------------·---------------------- 3 
To Our Clients and Friends 

In 1975 the economies and financial institutions 
of the Wes tern world successfully passed their most 
diflicult test of the postwar pedod. One year ago, a 
sha rp recession was under way. The rate of inflation 
was dangerously high, profits were dropping, un­
employment was rising, and credit problems were 
mulliplying. Pessimism was everywhere. ln the 
United States, monetary policy was eased and a pro­
gram of strong fiscal s timulation adopted. As a result 
our economy bullomed in the second quarte r. sooner 
than generally expech.:d , and has since moved ahead 
at a healthy rate. Liquidily has improved impres­
sively throughoul lhc economy, fur consumer, cor­
porate, nnJ thrift inst itutions. New York City and 
New York Slate appear to be grndually surmount­
ing the unexpected cri sis in their llnancial affair..;. 
Abroad, cooperation among governmen ts and ccn­
tr:tl banks did 111ud1 to t:asc the financial strains of 
high inflation causi.:cl by lhequadruplingor oil prices. 
Furiunatdy, the OPEC surplus has pruvcn much 
smaller lhan many had fearl'd ancl is expi.:ttl!d to de­
c.:line rurtlwr. All uf lhe fu t·eguing was ri.:llech.:d in :.1 

sharp recovery in s tuck pricL's and lower inlerL'St 
rates. 

With tliL' casi.: in 111\rney a11d the tkclinL' in interes t 
r:.1 '.cs, ot1r capital 111arkc ts absorbed a n:cord vo lulll i.: 
ul' liXL'd ill l'Oll ll.) Sl.:Clll'it ies , $37 bi ll ion ur lu 11 g· ;\lld 
in h.:rmcd ia t l'·ti.:n 11 lm 11ds a11d S29 hi l I iu 11 of m1111icipa l 
hunds. In co rpura t ·s , i11tl.'res t ci.:n lL' n:d upon issw.:s 
11f high qu:dil .v , spu.:ifi ca lly those rali:d 1\ or helter. 
With thL· L'Coll(1n1y i111pnl\'i11g a11d profit s r is ing, we 
e-;pcl't 111on: intcrl'St will develop i11 13a:i crvd it s :is 
1976 progreSSL'S. l ~q uit~· 1111dL' rwrit i11gs incn .. ·:isL'd to 
$6.8 billion. lllOI\.' tl1a11 double tltL' liglll'c fur 1974 
but :-.till lwlow llil' k·vl·I of' 1973. as 111111\LTous nw.1111· 
indus l ri:tl L·11111p:111ii.:s s t rL'ng t hL'llL'd 1 l1L'ir h:d anl'\' 
shL·d •;. lit ilit y 1.tkri11gs ;1ecou11 tL'd fnr 35 percent l,f 
the llllal , down fn1111 7~ perci:11t in 1974. 

Thi.! i111prnw d 1n:1rh·t co11dit ions and a 1111mh1:r 
of intL'l'll:d dt'\'l' l11p1m·11t s n111dii11 L·d tu prnrl 11ct• a 
hea lthy inc1\:as1: in Whit l', Wt·ld l11cu rpor:1t ed':-. prof· 
i1abili 1y. 0111 li st·d i11n1111i: ckpa 1·t1m·11t s, :.1n ari.:a tJf 
our b11si11i.:ss whil'h \\\' have L'Xp:indcd •;ig11ilir:111t ly 
i11 t'L'C1' tlt :vL':tl':-. , lw11ditl'd s tru11gly l'r11111 thl' dLTli111.• 
in int l' l'L'S t r:itt·s :i11d t IH' L'.\ t raordi11:il'il~· l:trgi.: v11 li1111e 
111 IJ.S. Co\'L'l'll ll ll'llt, 1111111 ki p:d, a11d n1rpo r:1te dvht 
ll11a11ci11gs during till' war. Uttr co1·pol'atL' :1ml public 
li11a11 cl.' :11.: li\' ili l'!• \\'l'rt ' ;dsu :lidl'd hy tltL' lal'gt: volutl\L' 
uf 11ew ckht li11 :111ri11g.-. a 11d hy tlil' l':-t:ih li:-.l rn1l'11l 111' \t 
11.:t'ord 11u111lwr 111' 1w v r lknt n·l:1t i1111'>hips . Our i11 · 
l' r('.1:-.i 11 g co111111 it111l' ll l to tlw 111arh·t lor i11d i\'icl 11al 

investor services rcsul ted in rer.ord levels of indi­
vidual account revenues. While commission rates 
came under sevtrc .rressure in the institutional area, 
our competitive position in this business improved. 

Ow· international afliliate, Societe anonyme fi­
nanciere du Credit Suisse ct de White Weld, experi­
enced a marked advance in revenues and net income 
in fiscal 1975, despite the detrimental impact of fur­
ther appreciation of the Swiss frarn;. This uptrend 
has continued in the currcnf year and the synergistic 
effect of the expanded relationsh ip with Credit Suisse 
has proven bcncficia 1 to all concerned. 

A number of important changi.:s in organization 
and personnel took ,Jlacc during lhc yea r. Paul Hal­
li ngby, Jr., our chid executive olllccr, was elected 
chairman of lhc buard, ::tn<l Frederi ck S. Wonham 
was elec ted presic.li.:r l and chief opera ting oOicer of 
White, Weld & Co .. 111<.:orporatcd; Ch;1rles C. Lt:L', Jr. , 
was named vice c h:lirman, and Jtuncs W. Needham 
and Thu1m1s C. Pryor were nam1.1d 1.1xecutive vice 
president s. L. Emery KatzL'nhach, the previous 
dwirman uf Whill', Weld & Co., Tnc.:orporati.:d, rc-
111ai11s cha irm::rn or Olli' parent company, WhitL', 
Wl.'ld I luldings, Inc., and in tlr 1 c:qx1c.: ity will r.:un­
tinul' f11 play an ;1 ct ivc rull' in our affairs. 

The uut lo(>k is much brighter limn il was 12 
months agu. and the yt:a r has begun in a n~ry positive 
l'ashion. WL' anticipa11: n continuing hea lthy recovery 
in the Unit l' :I S tates ecuncm1y, l't1l lowcd by a n :cuvcry 
i11 111ost major ccom;mic~ elsewhere in the world . 
l11lbtio11 should co11 t:m11: to dl'clini..:, wh ich in turn 
s hould licndit lu11g-t1.1nn inli:n:sl r:tlL's. We expec t 
that 1.:orpura tc prulih will n:cord u suhstanl inl gain. 
Notwitl1:-tanding tlw ex istl ttl't.: ol' 1t1a ny dillicull prob­
lems, all ur the fnrcg(1 i11g could hri11g tthuut he:dthii.:r 
Sl.!CUl'il il'.s n1 ark1.:ts a11cJ :\ grea ter dcgt\'\' of ill \'CS tol' 
co11licle1 1l I.! tha n haw h1.1e 11 in e\'i~ll·11n· the past l'ew 
years. 

&,)';Ffi~· 
J:;~ Jr/ ;rJ,~ 
Fre<IL·rick S. Wo11h:1111 
l'rcsit!t·111 
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Corporate Finance 

Internally generated corporate funds have Jagged 
behind capital spending and dividends by increasing 
amounts over the pas t decade. The cumulative short ­
fall exceeded $82 bi llio 1 in the past four years a lone, 
reflecting industry 's in 1bilily to fully o[set a ris ing 
ra te of inflation. While inibtion is now moderat ing, 
the puni tive nature o F our p resent tax s truc ture 
and the di storted carni11gs results presl!nt cd under 
historic cos t accou nting serious ly im pede capital 
fol'malion. 

The year was o ne o r record ac tivit y as many cor­
porations, eit her unwilling or unable lo raise long­
term capi ta l in 1974, came lu markt.:1.. Dcspitt.: the 
large volume uf firw ncing , the rn pital market was nut 
open to all comers , c rea ting p robh.:ms-a11cl opportu­
nities-for invesll11L'lll banking lirms such as Whit e. 
We ld and our clients . 

Unclcrwri I ing 

During 1975 , Whil t: , \i\l<.· ld 111a11a g1.:d Ill' <. ' 11· 

rnana gn l app roximah:ly $] .5 l>illio11 o l' publ ic ly ol'· 
l'crt:cl securit ies i11 owr 70 SL'p;1ra1e issues i11 tl11.: 
lJ11i1 ed S laks. M:1jo r deb: issues in 1975 i11dudcd 
offc ri11 gs fo r SllL'h cli ent s as 'l\· 11mTo lt tl' ., I lot 1s 1011 
Natural G;::- l'llrp11ra tiu11. M011t1'L•:tl ll rb;111 Crn1111111· 
nity, Nurth1.:1·11 St a ll' -.. Pow\.·r l'tH11p:1ll~'. Thl' t'l v\'L'· 
la11cl EkL·I ril' I ll11ini11:1t ing Cn111p:1ny, H;111q11L· Fra11-
i;ais(' d11 C11111111L' l\.'1.: Exl t"ril' ll r', Fl11rida l'n\\' l: r & 
Lighr ( 011q·.:111y, 1'L'tlllZC1il ( '11111pa11.\'. ;111d lnfl' rna­
tio11al t'vti11.:r ;tl s 1\:. CltL· 111 it-:1I CC1rp11r~1ti (ln . I l11it r d 
S t:1h:s GO\Tl'llllll'llf 1•11ara11l t•1·d -..hip hclllds \Vel'L' sold 
l'ur !-. t1bs idi:1riL''> uf Thv l ~ I P:1so C11111pa11 ~ ;111d Oil' 
s htffL' Lugi~ t ir ..; , f ltl'. 

Whil l' , WL' lcl itL'ted a~ 111a11t1 gL' I' 111' L·u 111:t11:q!1.'I ' l'o r 
s11ch l'qt1it v i!-.sllL'S :t!-. ~· , ·17 111illio11 L'< lll11l11l11 '> fork 
oll'L'ri11g l'or Tlw l ~ I l':t !-.ll C11111p:111y . :1 s in I, i11 g f11nd 
pn:l'c rc 11 L'1' s tor k l'or 'J'l1v IJ11 :tkl' r Oa ts ( '11111p:111y, 
and ec111n:r1ihk (klw n111r1• 1 ~!-. l l t' s l11r \Afr-..1 P11i11t ­
Peppercll, I 1w .. Pi1.za 11111 , J 11c., :111d Wal-Ma rl S to rl'S, 
l nc. Tlw lin11 l·1111tinut d ih cl!'u1 1-.. 111lt1•lp 1hv ek c t1 iv 
utililiL'" 111n ·1 t lwir li11all L' i11g t!L'L'<.1-.. 111 a 11:1gi11g or n » 
111 :111ag i11 i-: :i 111111tlw r 111' n piil v 11 lln i11 µ-, i11L·l11di11µ 
IJ11io11 1:. k·1·tril- ( '11111p;111\ , 1':1r ili1· 1'11W1T & l .igl11 
C°l)l11pa11 v. l\tladi !-.011 Gas :111d P.lv1·t ril· Co111p : 1ll ~', :111d 
Fini itl ;1 1111\\'l'I' & l.i r ltt l'o111pa11v. Tl1v11• \ \'\'rt ' .1 \\'1 \· 
li111ilL·d m111tlw1· 11I init ial p11bl iL- ull L·ri11gs d 11ri 11 g 11 11· 
vr:1r. \VL· 111 :111:1gnl ;111 i , -..m· lnr Ck 1.::1111'L' l tllJ! I 11 11·1· 
;l:l ti(llt .d , I tlC' ., ll Jl• \\'11rfd k :ttl l'I irl lll HfL-t'\\':11<:1 d i\ i11g 
~l' l' vil'L'!-. . 

Private Placements 

The private marke l con tinued to provide an im­
portant share of permanent .::apita l fo r American 
industry in 1975, especially for mc<lium-sized com­
panies for which the public debt marke t was effet · 
ti vely closed. White, Wcld's services lo its clients 
<lming the year included both rhc pl<tccment of new 
debt and the revi sion of te rms of exis ting loan :lgrec­
mcnts . The firm ac ted as agent in some 20 transac­
lions aggreg:lting over $400 mi llion. 

Major pri\'ale placc111cn1s of securities closed 
during 1975 included !hose fur St. Regis Paper Com­
pany, Keys tone Consolidated f ndus trit's, Inc., Gran­
iteville Company, A~sociated Spring Corpora tion , 
Sourh wcst Fo res t lndus lri l.!s, fnc. , and Me redith 
Corpo "a l ion. 

Specialized Financing 

Whil e, Wcld 's Corpo rat e Fi1wnct.: Department in­
c ludes groups w hose '1c li vities '1re conccntrall.:d in 
rt:al e~; 1 a 1 c, 11.!vc ragcd ll'a sc, :-ind po ll11t ion control :-tml 
solid was tl' disposa l l'ac ili t iL'S fi11a11 ci11g. Thesl.! g roup!-. 
cmll·:1vor to provide cn>110111ic cho ic1.s for the fi rm's 
ctirporah: .. : li l'n ts a11d l o s<.·l' k 0111 i1111ov:i1iw lina11c i11g 
oppor1111ti1ies lo 1'1111d 11cw pro,i cc ts . 

0lll' ~ll<."Jl projcc l linanc i11 g, lhL• lirs l Of il S ki11d, 
was a public olll'l'ing or lax·cxcmpl solid was le dis· 
p<Js:il rL·vc1n1c bonds fur· th i.: T(1wn o l s~11 1gus, t'vlass:i· 
clw~L'lt s , fo r a f;1ci li1 ·• built hy Wlwdabra lur-Fryc , 
I nc. I 11 t Ill' k:wr~1gl'd ll':tsc :1 rca, I he Ii I'll\ arranged 
s 11 c.:h t r:111sal·1 it111 s as I he li1n1wi ng 111' :t scmbuhmer!-.­
iblt: dril li11g w ssl'I l'o r a s11hsidi:1r.v of TcJJnn·o I nc. 

111 wh;1t \\':ts a co111i11 11alio11 nl' a \T ry dillic.:ulr rc:tl 
cs tall' 111arkc1, WliilL'. W1.·ld co111i11 111.·d lo be ac tivt' i11 
1lw :11·r;111 gi11 g of L'qu it y ;rn1 : p1.•1·111 :111l·11t dl'ht ll11anc­
i11g 1'11 r projcr l ~ . T r:lll 'l:h' I ions d111 i11g t hi.: yea 1· in­
d 11dcd a 1wrr11:1111·111 11111rl g<i );!L' l111 :111L· i11 µ fu r Mt:rcan­
till' S1url's Co111p:11t) I 1w., 11l'I 1 1.::t ~ L' li11:111d 11 gs l'w· 
Tlte ML'ad Corpor:11 io11 :111d C1 tll'r:tl Sig11:tl Cllrpo · 
l'< tlion , :111d pl' i\';1tl' pl!ll'l' lll t.' lll S of' 1.•q1tity illlCl'l'SIS 
in :1 111:1.ior new 111lin: h1ii ldi11 g 1.·on1pk·x i11 Al l;1111a , 
( ;t'1Jrg i:1. ;111d :1 1\ · .. idL·nt i;d ;1 p:1rl 111t• 11t dcv.: lup ntl'll t i11 
(\ 1!J 11 I n·:tl, ()111.:hl.'I.'. 

Ffna11clal Consu ll ing 

\\lhi1v . \\ll'ld w;1s ;tt·I iw i11 I 97S i11 pruvidi11g ~ 1w 
c1: tl iz1·d fi11:111 l' i:tl 1·u11-,ul1 i1 w il1 1. 1111nl'l'I io11 with r li 
L'll ts ' 1111·rµl'r , avq 1ri -.. it ill 11 , .111 d di Vt"' ' i1u n· prl)gr: 11 11-;. 
la1 :1ddi1 in11 , , -;du;1t 1011 s t1 Hli1·s ;11 1d llritii1111s 0 11 the: 
f;1i1 Ill''" o l 11IL' 1'µt•r ll' l' 111 s wv1\· p1 .1vitkd lo a 1111111hi.: r 



of corporations in a wide variety of industries. Senior 
officers of the firm also appeared as expert witnesses 
on behalf of clients in litigation and before various 
government agencies. 

White, Weld completed two major consulting as­
signments during the year, one of which was lo serve 
as financial advisor to the United States Railway 
Associat ion in connection with the establishment or 
the Consolidated Rail Corporation. The other was to 
render an independent evaluation or the shares of 
Creole Petroll:um Corpuralio:i :11 the reques t of 
Exxon Corporation. Othl..'.r act ivities included pro· 
viding an opinion in connection with the proposed 
conversion or Fidelity federal S:wings and Loan As­
sociation to a California-chartered s tock compnny, 
consulting fur Blue Cross/Blue Shield of rndiana , 
and ::icling as advisors to the I rust department ol' the 
Oa11k ol' /\111erit::1 NT & SJ\ with l'l'gard to The R:dph 
M. P:1rs1i11s Tru~t. 

Jn t crna I ional 
Cross-hnnkr li11ancial 1rn11. ·1c1io11.., con 1i1111c to 

hl an impul'l;int a~pei.: l 111' t lw t, . 1..,i11c~s uf WhilL', 
Wl.'ld and ul' l'1 l;di1 Suis~e Whill' \Vcld U1ni1cd. F11r­
d1 •11 li1w11dng in till' du111e -.1ic I I .~. 111arke1 :it1;1i11l'd 
rec1 •rd k\L'b i11 1975, a ~·car whit-Ii 111 : 1rk~·cl 1lw lnie 
rl'Opl'11111g (Ir our l'apit:tl 111 :1rk l' I ~ lur .io11-(':111ad i:111 
internal io11:tl ho1To \\'\'l'S. 1'11hlk I i11:111 c i11 gs 1111dcr 
lhe 111:111agL•1 111.:11I ol' Wliil L, \\\· Id \\'l'l'l' co111pl l kd 
fur l3:t11que l · ra111.;ai~L· d11 t'o 111111l..· 1'cL' l ~ .'\ l c ri c11r 
(SI 00.000.000) :111d i\1011I1\:; tl l lrh:111 Co111111 1111 i ly ( t wu 
fi11:111cillt!~ lu1 :di11g $ I 2S,Ollll,IHHI ), Whi11•, Wdd :1.., 
sunwd .1 k::idi11g p11si ti1111 in he M't 1111d:ir.v 111:1rkl't 
l'nr t'nrcig11 h1111d:-. -.uld i11 1 l1l' ' 1ti1t ·d S 1:11t·:-.,, 11111pk · 
111l·111i11g 1111' p(lsi li '111ol' 111•, :illili:tt1· i11 till· P.11rnbrn1cl 
S\.'1.:rn1d:irv 111arki.·t. 

l'llL' 1':1ilt1rl' uf' lhi.· lf .S. (°(lllj! I O~ fq vli111i11;1lt' 111l.' 
wi1hlio!di11g l:1x 01 1 lo11g·kl'll1 lkh1 i11l l'l'L''o l p;1\ 1llL1llh 
10 11u11 U.S. n:..,idl..· 111 ~ w:1.., :111 u11l11111111;1k d l' \1·l11p 
llh.' lll Nl..'\\'1 I lil'IL·" , \\'l. 111111 i1H1vd '' ltL'l l ' pn-. ... ibl1· 111 
;i ... -. i-.1/\111r 1·ka111' t1 rp111;11i111 i-. i11 r:1i :-. i11 g \. .1pi1 ;il (l\t'I' 
~l':t ~. ()ff~h111°\' fill.lllt.' ill f'o \\t'I I' !II l':lll !'t'd 1111' i\lil 1•'o 
l. ah11r.11111'iv~. I 11c .. Tt•11111·t 11 I 1n· .. :111d l'adli,· l'o\\'1•1· 
i..\: I 1~ h1 C11111p:111\' . 

l hi.• (';111 ;1di:lll l'O\'L'l'llllll 'lll \ ll'lllll\';tl nl llh• \\i l l\ 
llnld111 g t:l\ 1111 l'OI pur:tll' i11t1'l l''- I l'.l\' lllt.'llh ll llL'IH:d 
up :111 :11.· fi\1..' l ~ 11r11h1111d 111:11'kl·i 1111 ( ·:111 .1di:111 1.·11rp11 
ra1i1111-. :tl1111g-. i1k 1lia1 1'111 C';111:1di.111 p111\ inu·.., .111d 
g11\'n11 1111.· 11 t:tl :tl!l'lll' il':i, i11 which 1 lti..· ~· r• 111p li.h lur 
11 1:111v h':1r ... pl :1>·1.·d a k-:1di11r 111k. 1 h11•11i· l1 c1 \'d11 
~11i-...,l· \\'hit•· \\\· Id I i11111 ~·d . tltl· \\1hi11-. \\ l' ld !!l •111p 

served as a manGger in several Euroboncl oITcrings 
by Canadian borrowers. These included financings 
for Massey Ferguson, Canadian Pacific Securities 
Limilt:d, The Cily of Montreal, Gens tar Limited, 
Quebec-Hydro, and RoyMarine Leas ing Limited. In 
addition Lwo private plGccments of S 100,000,000 each 
were a 1 ranged in the Middle EGsl fo r British Colum· 
bia Hydro and Power Authority with the guarantee 
oF the Province or British Columbia. 

In 1975, lhL: White, Weld g1 oup cvn~inucd amo1.g 
the leaders in the arrnngcmert or acquisitions in the 
Uniti.:d St:1lcs b~, Europi.:an and Canadian companies. 
Under our 111an:igcmen1, ti..:ndcr offers \\'l're succes~ 
fullv t:0ncl11ded on behalf of the Natiomde Nt:der­
la11Je11 N.V., Buehringi.:r lngclheim GmbH, and 
George Wi.:st.on Limili.:cl. 

Starr 
In a l'< 1,1ti11ui11g cll'nrl lo cxp;rnd Whik, Wclcl's 

Curpo1:1k Fi11:111 L:e Depa rtml..'nt l':1pabilith.:~ and 10 
impn1H· Sl'l'\' i l'l..'~ providnl lo 0111· l'lk11ts, I h .. firm 
addl'd 111 it s pr11f'essio11:ll ~1:111' :111d 111adl' org:i niz:i­
t iu11a I dl:111gl'~. 

RullL'rt I .. f I 11 ~111n j11i11L'd I hl· lin11 :1s a Sl'llior \'icv 
pl'e..;i,!l-111 lt1 :1ug1111"111 1111 · ~ 1 : 111 nl 1li1· 1·11vrgy grn11p 
. er\'i11g r lir i11d11 ... 1 1 ·k~ 1111· "liii-11 \\' hill', W1·lcl h:i :­
hn·11 .1 111.ijt11' 111Hll'rwri1vr ~i11v1 • I lit· t1BO's. M1. 
1111 -. 11111 i ~ 1li1· lt)l'll11•r liv:id nl 1lw pvln1k·11111 d··p;1rl · 
11\\' lll u l lltl' f .' ir~ I ;1t io11:tl l'i ly U:111k . 111 :1dcli1i1111 , 
f{qlwrl E. ll1.-•11 ..,011 :111d K\·1111t·th N. f) ;1vis. Jr .. .illilll'd 
t lil' 111111 ;1'o s1•11ior t'O ll ~ltlt:111h i11 11J7S Ill ;i-.'oi :-.1 lf1l' 
l'orpor:tll' Fi11;111n· n ... ·pa1 lllll'lll i11 llil' fll i\'illl' p l:llL' 
111 L·t1 t :111d 11n\' h11 ..,int·..,.., :11\-.1 .... . '"'" flL'l' I h L: ly. i\lr. D:1\'i .... 
i .., ;i l111•11w1 d1il-I' fiu:1111: i;d 11llil'l'r ol I 11ll'l lldl io11:tl 
ll11s i1w~-. i\il:whinl' -. l 't11 p111 .it it111 :111d ol' S~· 11tn C'or­
pt1r:t1i1111, and Mr. lk-11 ..,1111 i ~ :1 f11rt11\·r \'it,. pr1·~id1 · 111 

ol' Tli1· l ~ q11i1:ihh I ik A-.~11r:i111"L· S111 i1' I\ 1)f rlw 
Ll11il\'t1 S t:tt1 .., .111d t>I l1111·rn:t t1 011:tl T1·kph1111 l.' :111d 
'f\• lt·1 rap lt C1 1qH•1".1ti1J11. 

n 1li1·1 111·" w 11i111· :iddi1i1111•. 111 tlw dqi:trt1111·111 
i111 lt11 k d P:11d I ~. Til'l'llt '.' , .11 ., .111cl l .1111i:-. l'nl11111111'1 , 
wht1 j11i11nl 1111· lin11 :i·. Iii :-I \'il 1· prt' -.i d 1· 111 ~. 1vlr. 
'f'kr11l'.\', l11r1111·1 h' with lhl' l111i1t·d S1.111•:-. R:til\\:iy 
A~:-.ud: 11ii11 1, -. p1·• 1.tl11v~ i11 1l1t• 11 ;111 -.p11r l:i ti o11 iml 11~ -
1riv-., .1 11d i\11 I\ 11111111 lt' I". a -.1wv1.tli -.1 i11 llll'I gn-. :t lld 
;11·q1ii , ilt1>ll 'o , h:t'o l;1k1•1111\'l'I ll' :O. f11111 ~ ibilit .\' 1111 tl1:tl 
:1di\·1t\ . \\/illi:i111 fl . 1>111111ll11e. wlto joi11td tl11· li1111 :1-. 
:1 \' in · p1 1·.., idi.·111, l 1•1 1n·1111:it1·.., 111\ 1111 l·1 11:11 ii111:d hu.., j 
lll' 'o'o iii I .II ill 1\lll l..' l'il.; t. 

l' .11 11 /\ . l>m\ 1wy, w 11it11 \ il 1· f ll'l'~ id1·111 :111d dirn · 
1111", 1 l'1 11r11n l 111 N\'\\ York I n1111 rn1r S:t11 Fr:111viM·n 



----------------------------------------------------------------------- ? 

Todd <:1111d11°i11 , l .1111i' /1
1°1 /111111/1'1', frn.•111ialt K. lfo.,s. 11111/ Jolt11 IJ. A1/11111s. 

of I in· tu hl':td 1 lw B11:-.illl':-.:-. Dcvl· lopmcn t Gru11p 
w i1 hi11 tlw dl•p;1r1 llll'ttl. Ni~,· ( S . M:u.:Ew:111, Sl· 11 i11r 
vil'l' prc:-.it ll-111 a11d din·c to r, wa:-. :1ppoi11ted dit cl'trn· 
of ou r l ttl l' t'llal io11 a l l't1rpot a1,· Fi11:111n· (),•par1111l'l\I. 
111 additi1111 , a 1111rnlwr 11( :-.1..· 11inr ollin: r~ . iud11di11g 
C'h:1rk, C' . 1.,'1', .Ir., Thurn:"<.:. Pryor, :111d Ak·:-.:111tk•r 
M. Whill', .Ir., ·'""'""l'd 1·11rp11ra1t.: fi11:111n: rc,r1111:-.i· 
hil i I il':-.. 

A-. ;1 1c:-.11l1 of ll ll':-.l' oflircr :1ddi1io11s :11111 1lw 
lirn1 ':- :tl'l l\'l' l l't 111i1 11 1l·111 pl'<lgr:1111, till' Co rpor:t ll' 
Fin:111t\' lkp:1r 11111•111 had 711 lull -1i1rn: prult.::-.s irn1:tl .., 
a ... 111' .l :11111:1rv I, llJ711. 

R1·giu11:d 1·11rp11r:i11· ti11 :1111 r 11llircr:-. rl' :-. idl'lll i11 
C'hil'ago, l.o.., A11gt•(,•..,, S :t11 Fr:11wb1·11 , J\1 (:1111 :1, fl u-.-

1011, Ph iladelphia, :i11d Providence co111hi11e the ud­
\';1111:tgl'" of rq; io11:d k1111wkdgc wit h llll' :tth•:i11l:tg1..:­
of a larµe ... 1atr of :-pcdali:-.1 :-. and help lo bri11i; Olli 
f11l l ::111 g1· "' '>l'l'\'il'l''> 111 l':ll' h vlit.'111. 
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Public 1Finance 

The financing of s late and loca l governments 
moved ou l ol' obscurity and into the headlines in 
1975. The New Yo rk City financia l crisis, the rcccs­
!>ion's impact on gove rnment budgets at a ll levels, 
and continued inOation fcai·s th rough much of the 
year pushed tax-exempt in teres t rates to an his to ric 
high. Jn the face or !hi . unfovo rab lc market c limate, 
s tate and loc:.11 governments issued a record $29.2 
billi '1 n of lax- ·xcmpt bonds, 28 pcrci.:nl ::thcad nf J974. 
Con :nu ing it s kackrship roll! in this key ::tri.:a of fi­
nance, White, Wdd as a manager or majo1· under­
writer underwrot e 380 issui.:s with an agg rega te pa1· 
va lue or $9.5 billion, or 34 percc111 o!· l he Iota I. Alone, 
White, \.Veld dis tribut ed Sl.078 billion in mu11icipal 
bonc:s in call'ndar 1975, versus $6 10 111illion I he 
pre\'iOllS )'l'a r . 

To 1--l'ep pan: with rel:ord t aX·L'~L'lllp l :1t·1idty, 
Whi te, Weld in~ li l.ikd :1 Retail C:11~tu111cr ~l·n· ice 
Dcpan tnc11I and l' pan.li.:cl it!'> branch nll io· !'ales ~ tall' 
and NLW York It 1di11i; opera tion.., 10 ll tl'l'I 1111pn'l'l'· 
dent ed du1nml I v i11di \'idu:il i11\'l.'!'>lor:-.. Our 1111111il·i· 
pal n::-.ea rc lt ... rail ' 'l:~p1111dcd to tlw i1HTl':t~i 11g \'olu111l' 
of diClll i1tq l! il'il''\ :1hOL1 f lllllllicip;d lTL:dil With an; il~·· 
SL'S ;i 11d l'\';d 11 . 11i1>11~I1 1 1 ltl· 11 .. 1 i ()11. s I i i ~ l' ~L' 111 p I i !'>\lll'r.'\. 

I ligltligh ting m11· l'17S i1t\'l'..; l11lL'1tl ha11ki11g :1c li\·i­
lies was tltl' i11 1rnd11l· ti1111 or th l'l'l' Il l'\\' 111ajur j ..,~ lll'I' ~ 

i111 0 tltl' l:t\ ·l'\ 11 1)11 111arke1: Town ul S: 111µ11 !'>, f'vl :1"""· 
rl111 !-l' l I!-> So li d Wa!->ll' I )i ..,po:i:d Rl'\'L'llltl' l31111d ~: Pl:1l IL' 

RiHT Pciwer t\ 111lwri1 .v. t.:olorad•J; :111cl c;wi1 tl' ll 
( '111111l y VV:tl l'r :111d Sl' \Vl' r:tgL' i\111lt nri 1y, (; l'<!ll.!i:1. 

I 11 t\ugu ... 1. \i\lltil l', WL'ld :1~ su l,· 111 :\ll:tgl·r 1111dl'r­
w1·1111· .. ."l(l,tl()ll,()\)(I '1\:1 ... ll' di ... p11 ... al I '\'C lllll.' h111111~ 111 
l1111d :i r1·ltt :-.L' 1111•11vq.!\' L1l·ilit v in S.111g11s, i\ l:1:-. ... a ­

cl111M·t1 .... 'l'ltl· l.wilil\', wi t It :1 1,:i()( I 1 111 -pvr d:1\ l':t· 
p:t\' il' . \\'i ll lw till· 1:111•1•..,1 111 it :-. k111d i11 1 lw IJ11it l'd 
S 1 : 11t·~. I l is I Ill' Iii"' 111:1 j111· ... 11l 1d \\ :t\ ll' I .1vili 1y to lw 
rrn 1~ 1n 1t·tL·d 11111 11 prmTL'd -. ol l:t\·L'\l'llt p l l l'\ l'lll tl' 
liu11d~ "ll'l ll L'tl ~nkh 110111 lltL' I L' \ L' lllH '~ o l tlt L' 
fad Ii 1.v 

'J'hL· Platt\' Hi,1·1 1111\\'L' I 1\ 11!11111 ii\', C11lur:1d11. i ... 
... 11cd .. .1=),tl!lll,1100 l'ln 11 i1· 1 n v1111l· l11111d ... in 1\ 11r1r... 1. 

Th i ~ i ... -. lll' l'11111.li1wd :1 11t1iq1rv prm i-. in11 l11r i1ttl·r-
111 L'di:il c· ll'l'lll dl'ht. P'"' 1d i11r tltv t\ 11 111111 ity \\il h 
ilH l'l':t..,l'd li1t:tlll' il lj' lll'\i hilit\'. 

'l'ltl· ~ ~S .OllO,llllll (;wi111ll ' l l ( '1111111 v b ... 111· l'l'pn·· 
... l' lll t•d tl tl' la111l'"' \\:tll' r :1 11d "l'\\'l' ra1•1' a111l111 ri 1v 
l111:111 c i11g i11 t ltL· S tal l' ol' < ;v11rgi: 1. 

\\l il/im11 f. F111/cr 

}11/1111\. ll tt lt 
Uit'/111/'tl :1. f\i111/lt/ll 

1:111:1•111· I .. C1111k1• 

/'11d /), .\1111 /II 
/Jm•itl /\'. ,<...,'i111 \ 

/Ju1111/tl II . 1<111 11/11•11 
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Investor Services 

Our individua l cl ien t business grew sign ificantly 
in 1975 a nd presently accoun ts for approximately 
one half of to tal brokerage revenues. Since we regard 
our account executives as the c ritical links between 
our clients and our research, trading, and investment 
policy s taff, we place great emphasis on the selection, 
tra ining, and direction of this professional s taff. In 
1975 these poli cies continued to result in our achiev­
ing substantially higher revenues per broker and per 
agency transac ti on than the industry averages. 

During the 1x1s l yea r, we concentrated greate r 
cffurt on prov iding uur individual account execu tives 
wit h the full benefit~ ol' our ins titut ional research 
and investment poli cy talents. We a lso strengthened 
signilica11tly our prof cssiona l capabi lities in the op­
tions bu~inl'Ss, a growing area of intcre ·1 to many 
of Oll i' clients. The placement or lax-s heltered inves t­
ments, ca refu lly ~elec ted by our Corporate Finance 
Depart rncn t personnel, has a lsu hccu111c a m•:an ing-

ful service fo r those c lients whose circumstances 
jus tify the ri sks involved. 

Three addi ti onal domes tic offices were opened 
during the year-Washington, D.C.; Sealllc, Wash­
ington; and Cen tury City, California. This brought 
the total number of branch ollices to 32- 25 domestic , 
fou r loca tt :I in Europe, one in South America, one in 
the Far fa.s t, and one in Canada. 

Institution nl Equity Mar keting 

The end of fi xed commission rates o n May 1. 
1 97~, scL in mo tion forces which have a l te red dra­
ma ticnlly the ins titutiona l equ ity business. As the 
lt.:gal pressures or fiduc1a1 ics to ::,cd~ lv\\'CSl cost 
cxcculiuns incrca:.ed, and as many sccuritil's firms 
indk:llccl a prcforern.:l' to ml·et the lo\\'cs t rat es 
charged by any compL·ti lur ra ther than losl- bu~incss 
aml markcl s ha re, l.'ummissiun ratl's were forced 
s teadi ly downward throughout the las t eigh t months 
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of the year. Ins titutions lost a major portion of the 
currency which tl1ey had formerly used to pay for 
resean.:. :·md othe r non-execution services, and sev­
eral smaller firms which had concentrated solely on 
the business of providing specialty research services 
were forced to close the ir doors. 

Our p lanning for a negotiated commission envi­
ronm~nt was intensified in late 1974 and brought 
about many changes in our operat ions throughout 
1975. Greater concentration was placed on the evalu­
at ion of account profitability , and significant prog­
ress was made on our twin objectives of increasing 
the va lue of ou r professional ins titutional services 
and finding more effic ient ways of delivering such 
services to our ins titutional clients. The results of 
these efforts have been gratify ing--increascd marke t 
share, highe r industry rankings, and, mos l impor­
tant, s trongcr and morc produc ti ve rela tionships 
with many account s. 

Research 

Despite the dislocations and uncertainties caused 
by the ad vent of fully nego t i~1t cd commiss ion rates, 
White, Weld inc rcascd its commilment to what we 
believe to be an essential servin: of a bn1ad ly based 
inves tmcnl firm. That service cannot be ddincd in 
the narrow sense as sccuril y analysis alom:, but also 
encompasses economic a11alysis, technica l :111alys is, 
and purtl'oliu ~lr:lll!f!Y· 

Slt1ff addi1io11s and manage111cn1 n.:s1ruc1uri11g in 
!his area clurbg lhc yea r were designed lo 1..' 11li;111n : 
uur abilily h• provide the 111os1 e tl'cc liw service lo 
individual a11d i11~1itutional d k:nl s alikc. krn1m: P. 
Kc1111cy was 11:11111..·d 111anager of llw d1.:partn1cnt and 
a ppo in11•d a senior vice prl's idcnl. Wi l h a nimbim:d 
s tall' of .15 prol'cs~iunals and an a11nual budget of' 
more lhan SJ.S 111 il li on in policy, cl·u1wmic~. re­
search, and ll!chnkal ana lysis, we hdi .:\'c our l'Olll· 

pctilivc pos iliun is s lro11gcr 1h:111 ewr. 

ti. ( ;111'\' S ltitli11i; 
l/woltl \V. 111111•11111\1 

J t' rtlll/C } ' . l\cl/111,'\I 
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Inves tment Advisory 

In 1975, our clients benefited from a stronger 
bond market and higher stock prices. Our investment 
policies have been modified in two important re­
spects: we diversified our equity holdings more 
widely and we made greater use of fixed income se­
curities than heretofore. The latter decision reflected 
the historically at tract ive yields available on high­
quality intermediate- and long-term bonds, as well as 
the many political and financial uncertainties s till 
present in the world. The wider diversification of 
equity holdings is designed to take advantage of the 
widespread inves tment opportunit ies available after 
thC' severe and prolonged bear market that came to 
an end in October .1974. Our Investment Advisory De­
partment was establ ished more than 25 years ago. 
By December 31, 1975, our advisory s taff managed 
accounts wi th total assets of S500 million. During the 
year, Edward D. Lillie was named a senior vice pres­
ident and appointed rli rcctor of a ll of While. Wcld's 
asset management at.: livilies in New York and 
Boston. 

International Brokerage and Trading 
Through u1.1 1 ollices in London, Paris, Zurich, 

Geneva, Montreal, 1 long Kong, and Caracas, White, 
Weld has long been a leading factor in providing 
i11terna tiu11 al clien ts wit h brokerage, research, and 
lrading services in U.S. secu rities . The strength in 
1hc U.S . do llar and n11 increasing worlcJwidc interes t 
in dcbl sccuritics were importan t factors in thc sig­
nificant volume im.: rcasc shu\\ n by all ol' our inlcr­
n;itional olliccs. 

Whilc, Weld's trading and arbitrage activities in 
the intcrn:-it io11a l urea cover a wide spectrum and 
include Eurndollar issues, registered foreign govcrn-
111c11t issucs, s inking fund trading. and various arbi ­
trage.: activities in fo rcign sha rcs, AOR's, Eurodolbr 
wnvertiblcs, :111d U.S. equities. We expect to com­
, "llCe de~ding in U.S.-pay Canad ian issm~s ea rly i11 
I :J/6, 

Tlum1<1s C.11rl'or 
h'c/11·t1rcl D. I.it tic 

Fn111k .I. Uiti~c!r 
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Frederick L. Cor<io11, T.11. /,, 11•is, .Ir., Niw•t S. M11cl :11·1111, l?ic/wrrl /1. D11/{cc, 1111<1 Ui1·f1111cl F. IJ11rke. 

Ettui ty Trading 

White, Weld nll'1T-. nur c11-.t11111crs l.1q;,t· :ind n1111-
prclw11s iw t'q11ity 1r.1di11g l':il'ililic-.. I ll.':1dq11:11·11Tnl 
iii New Yqrk, :- p1·1·ia lii'.l'cl l'<Jtiir~· 1 r:1di11g :11·1 i\ ii ivs :trl' 
<.:: 1rrit·d on i11 'l' \'l' tl o!l11•1 l,,•_v c iti es ;11'1'11-;s tit\' <'Oltll· 
I r.r. The dl'parl 111c111 i:- s t;dl"cd hy 36 proll·:-:-io11:tl s 
with ;1 wide r:111 gc uf 1r:1di11g, hrnkl'l':tgt·. oplio11s , allll 
:1rhi1r:igc skills. Tl11".;1• 111l·11 :111d \\'ollll'll :1n· 1kdic:1!l·d 
It> Jll"(l\'idi11i; rlw liq11idi1 y :111d 1"'\1'c1tliun l':1p;ihili1 _v 
ll'<Jllircd i11lt1d:iy':- 111 •• r kc.:1pl:tll' t11 r:ici lil:tll.' diflicull 
lr:111 :-:1L"li n11s ftJr l'li1..•11t s . 

011r li s t ~d block t r:tdi11 g :1c t ivil it's 111Hkrwt•111 :i 

tll:tjOI' L'Xp:111 s io11 d11ri11g till' p:ts t \'l':l l' itt lt ' l'lll S or 
indi1 itlu: tl ~ :111d l·apit:d co111111i1111v111. /\11 i11111 11·di:1k 
l'l.! l> llll ol' 1 lti s 1·xp:i11si• 111 li;1 s lw v11 :i 1tll':11ti 11g l'11I i11· 

c1·~· , 1 s l'. i11 tltl' prop11rli1 111 ul' Nl'w Yurk Srock Ex· 
l' lt:111g1· \'lll11111l' 1r:111s:1r!l'cl hv rlw liri11. J\1111rlwr hcne· 
fir is lltt• ;1dtbl dvptlt Ill 1111r 1r:1di11g 1•xpvrrisl', whi1·h 
will i111pr0\L' c lit·nt M' l'\'ivl' a11d l'llirk·1H'.\' a s rh1· n:· 
qttirt'llll'llh or l1'adi11g d1;111 gl' wirli tlte llll)\'L'. loward 
:.1 ct·111 ral iznl 111arkc1plaL'L'. 

() 11I'11\'l'I' I hl'·l ' Ill I I I I 1'1" hw. i Ill' SS \\';1s ; if sol'.'\ p;111dl.'d 
s ig11iliG111tly l:is l )'l'a r. The linn ;1ddl'd lo ir-; 1radi11g 
pt•rso1111t•I :111d i111pr<1vvd 1111· -.1·11pc nl il s dcakr 111ar­
l\1•! 111 a ki11 µ :tl' I ivir ivs. l'l" ll l ip:tl 111.1rk1·ls arc made i11 
~1ppn1 '\ i111<11L'lv JOll cqu ir ,\' st•n1ri tic.:-.. i11cl11di11µ s lnl·b 
111' cu1·p111.1ll' l'lit·111 s ;111d 1'10:0.L' 111:11 h;l\T i11s ri1111 i1111:1f 
inlc: rr~: I and :1rl' folio\\ t'd h.v 1 ltc l1r111's Rc:-i.:ard1 
lkp:11'l llll'll t. 
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Fixed Income Trading and Sales 

Corporate Securities 

White, Wcld's corporate bond and preferred 
stock trading units, located in New York, work 
closely with a staff of professional corporate fixed 
inrnmc sales specia li s ts situated in nine of our do­
ml!s t ic offices. This network of professionals main­
tains dai ly con tact with the bond and preferred stock 
trading desks of= many institutions throughout the 
country. During 1975, the firm's secondary corporate 
bond and preforrl!d s lock markc1 trading volume 
surpassed all previous records as more inslitutions 
came tc, recognize our important capabilities and 
declicntil nor ~apita l in this area. Our new issue dis­
tribution also improved- the firm placed $968 mil­
lion of llL W corpornle dl!bt and preferred s leek 
issues, 11 5 pen.:cnl of our u nc.knvri ling posi lion. Our 
abilii y tu provide a broader range of scrvkes was 
enhanced by 1hc ~1ddi 1 i1111 or ;'111 experienced curpo­
r:.tte fi :\ccl itH.:l>llle rc~carch analyst to the s taff. 

U.S. Government anti Agency Secu rities 
and Money Market Ins truments 

The firm's lr11di11g a11d ~l'Ctllldary 111;1rket vol111lll' 
in lJ .S. ( 10\'l!l"lll lll'll l :111d agl'ncy is:-.t1l'S and 111011ey 
markl'I i11 s tni111e11ls im-re<1 !'>L'd mon: than tc111"old in 
1975, illu:-.traling lh1.· lac l Iha! thi s arl.':I is lhl.' must 
rapidly l'Xp:111d i ng sq!1 11 L· 11 t ol 1111 r lixl.'d i 11cu111l' :tel i \' i­
t ks. Trading i11 U.S. '1'1'1:<1:-.ury bill s :111d 11oies w~1 s 
l.'.Oll1 111c11cl'd in .luly, n111 l i11ui11g n11r prngra 111 lo pro­
vide 111ark1·t 111:1ki11g Sl.'l'\'il'l':-. lu 1111r dic111 :-. i11 ;di 
:1n::1s :111d 111:11uritks ol lhl' U.S. c;o\'l'f"lllllt'llf and 
Fl'dl'l·:tl :tgl'11ciL'S 111arlu·1s. Tr:idi11g i11 drn1tl!SI il" L't·r-
1ilica l1•s or dl.'po:-.it a11d h:t11kl'r:-. ' :wn·p1;111l0 l'l>, wlticlt 
l.'Ullllllelll"l'd i11 t97·1, l'Oll ti1111l.'d tu ill l' l 't·:t~L' ill volt111ll.'. 

Tax·Exc111 pl l\11111lclpal Sclll riti cs 

Trading :ind 1111Lk·rwri1i11g :1('1 i\' il k., :1rl.' l't' lltl.'.rl'J 
i11 1'.Jt-w Yurk, :111cl tl11· li1111 :il :.11 111:ii11t:1i11 ... l11cal 111u-
11h . .' ip:d h1>11d I r:11 li11g and 1111d1·1w1 ii i11g 11pl'rat i1111:. i11 
11i1ll' utl11·r d1111 11·:-. t k hr:t11l"11 oil ill'"· Tltl.':-.l' 1111it :-. :irl' 
:-.11pportl'cl hv .1 ltir hl.\ :-.1w11.d i1.1'<I ... all.':-. I urn· 111 21 
prok ... :. i1111;ds wltn wurk clm·1.·lly wit h i11 :-. tit11tio11!\ 
a11d lllll 11w11 i11di\'id11al c lil'llt acnJ1 111t l'\1.T11livl.':-. 
tlt r1111ghuul tl 1l· c11111111 .v. Sl'l'o11darv 111:11 kl'I and lll'W 
is:-. llL' vu l111t1L· i11 1l1l· 1111111icip.d :11 1d t;1~ L".\L'lllfH at L'il" 

l.',\l'l'l't kd :di p1 n ·i1111" 1\T111·d ... i11 1<'7). I >11ri11g 1 l1t· 
y1:: 11·. :-.ta ll" :11 ldi1 i1111 ... Wl'I t' 111:1d1· '" 1·11:1hk I h1· lirn1 
111 sa t b l v I Ill' i111 rv;1 s i11g d1·111a11d ..; 111 11111· i11di\'id11;tl 
rlil· 11t -: lur 111<11\' i11t1·11 ... l\'1' i.1•rvil·l1 i11 t:t X·L''iv 111p 1 '>I' · 

ntri t iL' ~ . 111vlt1di111· 1•r1•:1fl' I' l'llurl 111 :11l\'i:-.i111• c lh:11t... 
1111 11 l' l"L' l:ttin- ., ll l' ll !', l lt ~ ul :-. pl'L" il1 r tTL·dit :-.. 

l'ctcr \I . N. l'lti/ip 

Nil'/1111 ti 1:t1111wu/,, ('/1111 lt•s At. /.it ;:d 

/ :". < '111 1111 · 11 · U, •,•tl 
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Operations 

As is true of many other securities industry activ­
ities, the processing of securities transactions and 
the presentation of relevant customer information to 
the firm and its clients is undergoing revolutionary 
change. The steps that are now being taken by the 
securities industry as a whole and, more directly, by 
White, Weld will have an important beneficial im­
pact on the services provided by the firm Lo its cl i­
ents. For example, we expect major steps to be taken 
within the nex t yea r towa1 <ls the establishment of 
a nationwide clearance and scttlemeJJ t system that 
should promote significant. efficiencies and improved 
client service. 

The relationship between data processing, high­
spt!ed data communications, and brokerage opera­
tion services has grown closer '.Vith the broad tech­
nological advances that have taken place in each 
area. Recognizing these developments, White, Weld 
has installed a high-speed display system to provide 
information on the s ta tus of customers ' accounts 
within its operat ions division and has extended thi s 
sys tem experimentally lo a few of its offices. These 
arc prelimina ry s teps towards substantial improve­
ment in White, Wcld's advanced communications 
sys tems nnd, in turn, in our abi lity to serve our 
clients. 

'/'. /\. F/11tl1 ',\', h11111•s /:'. /1 111·1m, 1111111•.,· IV. N1•1•1//111111 , 1111</ lo/111 /\ . Ali'Gly11 11. 



Interrnational Outlook and Review 

The international financial markets experienced 
a year of record growth and diversification in 1975. 
Al the beginning of the year, shor~-lerm yields began 
to foll and a normal yield curve was reestablished, 
permitting a meaningful resumption in the flo tation 
of internationally syndica ted debt issues. These 
reached $7.2 billion in 1975, compared with $1.8 bil­
lion b 1974 and $5.6 billion in 1972, the next highes t 
year on record. Owing to the weakness of the doll ar 
in exchange markets , particularly in the early part 
of the year, and to the virtual absence o f American 
borrowers following the renewal of U.S. co1 .. ·ols on 
capital outflows, non-dollar-denominated new issues 
strongly increased their share or rhc lOt\11 volume. 
Tlw Deutsche m~wk for the first time overtook the 
dollar as the mos r important currency for intcr­
natiorrn l issues, and a nu111ber o r currencies (not 
surpris ingly includi 11g certain of the OPEC country 
cutTcncil:s ) were 11 sed for lhe lirs t time, mos t s ig­
nificanlly lhc C:rnadian dollar. A11oi hcr s ignificant 
in11uva ti on was lhe flotalion of tlt t: firs! bo11d iss11es 
c.lt.:norninated in spct'ial dr;1wi11 g rig hl s (S DR's) , 
which Credi! S uisse Whilt: Weld Li111i 1cd conceived 
and managed and whkh rll l! l wilh :in i.:n lhusias ti(; 
worldwide response. Further i:-.s 11es i11 S OR's f u l­
lowecl ck spi t e t Ill! ca linc.:r s tal e uf I he fu1'l:ig11 c .\ch:111 ~e 
lllarkds in the latter p. I 111' l he ~c:1r. 

J\c li vi ty in tile int l'l'll:tti(111 :tl bond ma rkL'I wa-; 
L'o11rinui11g at :1 high p:in· ;11 llw l·nd nf' llJ75. II w:1s 
cvi ~1~ 11r that a k11gtlie11i11gof' m:1r11rities :rnd a lnwcl'­
ini;, .> f rat es was u11dc.:r way, i11 line wi th l re11ds int hi: 
U.S. do111cs tit n1arkc t and p:1r tindarl~1 111Hlt:r llw i11-
lh1c11c.T uf -; harp fal ls i11 :-. ltur t-ti.; rn1 rati-:-. i11 111 :i 11y 
major do1nesric cap i1:d 111a1'"c.'r s :111d i11 the.· 1::uro· 
dull:11· m;i rkc.·t. 'l'hl· 0 11r lool< i:-. for a -;i1.ahle cl l'lll:1 nd 
1'11r lina111, ;11 g ( if f1J1 ' IHI other l'C:l!--011 rha11 tu li11 am:t 
bal:i11i:e of payme nt ~ dl'lid l:-.) whid1 shuuld lie :1c­
rn111111ocfated ii' the m:1rki.;1s ri.: tai11 1lwi1 liquidity a nd 
if then.! is 11<1( :t s11ddl· n n·s11rgn1l·l' or i11fbtio11 a nd 
s ltor1-tc1·111 i11 tcn:'> l rar es. 

C1·ccll1 Suisse Whi te Wchl Llrnllctl 

The b:111k rl'porkd a s11hs la11l iitl i111provl'1 11 L·11I i11 
but l1 lhl' pr11lil:1bilily aml di\1t·r.,ilica tio11 ol' il s :ll· ti v­
it ie'> d11ri11g 1975. II !-> llH is t visili ll' :il'ti \'i ly l'l'111ai11:-. 
lht· 11 1a11;igrnw11t, 1111<krw1iting, ~11HI di:; ll'ih11tio11 uf 
in1 t· r11;t1i1111ally !'!,V t1dic:it c.:d ~ t rn ight J L"hl n11d cw1vl't' I 
ihl1• Sl't'llrily is.;11t.;s. D1tri11g l'J7S, Crl'dit S11is'>t' \1\l hil c.: 
W1·ld l.i111 itl'd 111ai1w1 i1 1L·d il s p<1!. iti 1111 :1111t111l! tl w 1up 
thn.;c ha11ks i11 the 1111111 ag1· 11w11t nf' H11rnho11d is!'l11c.::-. 
dl' 11011 1i11:1tl'd ill :di Vlll'l'l' ll riL·s a11d was I IH' l1' ::di11 p 
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manager of dollar-denominated issues. The clientele 
of the bank, on the issu ing side, includes a brond 
r ange of the most prestigious European, Far Eastern, 
and American borrowers. Its position in the manage­
ment group of issues in eunencies other than dollars 
demonstrates its success in developing a non-U.S. 
clientele, with Nor th American borrowers having 
generally been Jess ac tive internationally in recent 
years. fn this regard the bank's opc.:rating links with 
the Cred it Suisse have been n1os t valuable. Note­
worthy issues broughL to market by the bank during 
1975 includl! the SDR issues mentioned .ibovc and 
four issues of lloating ra!e notes for leading inter­
national banks. The arrangement of term financing 
fur internationa l banking institutions is a specia lty 
or Credit Suisse White Weld Limited. 

The bank has maintained its posit ion ol: p reemi­
nence.: in the 1r~1ding of' internat ional money market 
i11s tn1111e11ts, primarily London dollar ccr t ific::i tcs of 
deposit, a nd has a rranged a 11urnher of plac:cmc11ts 
o l' s izahh.: issues o f CD's l'or major intcrnntional 
banks. An i111por1:1111 faclor i11 the bank 's position 
has been il s trading links wi th While, Weld in New 
Yurk, which lt;ivc resu lt ed in suhs tanli:il lransn rlan­
tic arbitr:1ge in money ma;·kc t i11s lru11 H.:11t s. 

lr s pus iri un in lhl' m<m ey rnarkvl has lvd to lhc 
devclupmcnl ur l1Jllg·s ra11d i11g COlll\Dl' l'l'ial rclatiOll· 
Ships With a hro:1d S)JC<.' l l'll lll ur irW<:S lOf!'I in the 
Middle E:1s l. This has 1•esu lted in lhc !'tH·111:1t ion of 
irnpnrl :\111 C.:O l'))l)r:ll l' link :-. :111d the Sel'.fllldl11l'llt or 
pcrsnun t• I lt l vari1H1 ~ key posit ions in that aren. 
Crc.:d ir SuisSl' Whit e.: Wt· ld h:is co111pk·t cd a 11111.11hcr 
ul' s ig11ific:111I i11 v<·s t1111·11r b:inki11 ~ lrn 11 saclio11s in rhl' 
Middle.· Ea:-.1- l'or l'X:1111pll', ii was a 111a11ag.:r Ill' the 
fi r.s f li s ted ~; el'11ri t y issuv dc110111i11a lcd i11 I uwail i 
d inars. 

Wo1 k ing witl1 Whilt'. Wdd, the hank ha -: played 
:1 11 :1i.:tivi; par( i11 a llllrllbt•I ' nr lil:lj<JI' ~lt.:qui s:ition s by 
Eurnpeil n 1 · 111npanie~; i11 tlw llnil cd StalL'S, as dc­
scrilwd JH'l'Viowdy. 011 th-.: C'l11 11111crci:d h:1 11ki11g s ide, 
th1.: L'111ph:1s is 1·011ti111ws 111 lw plan·d m1 gl·111·ra ti11g 
b:111 ki11g assds <ii' s lt t1rt 111:1t11ri1y whic.: lt Hl'l' sym·r­
gis lii: wi1l1 ll ll: 111a11agt·111c11t's i1 !Vl'S l111t•nl h:111ki11 g 
11hjcc Ii vc:-., 

Banque Frnrn,·afsc de D~pOt s cl de Ti tres 

In spill' CJI' dd 11le~. 1it' 11 11t·e rlai11lil's a11d :1 wurld­
willl' l'l!l'e->siu11, lhe Ha11qul· Frnn~·a i sc..: de Dcpi11s c.!l 
de..: Tilres 11pi.:ra tc.:d succc.::-.~ f'ully :1 11d profitab ly. Thi: 
h:111 k originated s-.;vi.:1·:d s izahlt- illl l'l'lla r io11:d p riv:lll' 
fi11:1 11 <.: i11gs. i11c li1 di11g i:-.sues pl:in·cl i11 rite Middll· Eas t 
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and the United States. In the Eurobond market the 
bank participated in 29 underwriting syndicates dur­
ing fiscal 1975 and, thanks to its expanded organiza­
tion, c1.1atributed substantially to the CS&WW 
Group's placement capability. 

In the French issuing market, the B~u' .iue Fran­
r;aisc de DeJA)ts et de Titres has likewise developed a 
placement potential well in excess of its underwrit­
ing parlicipalio 1s, enabling it Lo figure in 80 percent 
of all unclcnvri ~ ten issues during the 12-month pe­
riod in question. 

Merger and acquisition activit y dcclinl.!d mark­
edly in France during li scal 1975. Ni.:vcrthcle!:>S the. 
bank's industrial department haJ an active year, as 
did its research department. Some or thi s work was 
performed in conjunction with r o rinvcst, the 
Group's Paris-based financial rl.!search organiintion , 
which in addition tu its investment advisory work in 
French :,,ccuritics, ell'cdccl several i111port;111t co11-
sult ing st udics in f-"ra11cc and ahro:1cl. 

Clal'idcn Bank 

1.11\' l ' S 1111 c111 -n: I at L'd sc rv il°L'S c: o11Ii11 ll L' a s 1 ltl· 
bank's 111ost i1nporl:lllt adi\'il y. Early i11 197S, i11 Vl'SI· 
1m·nt policks wt.: re 111 udi(il'd ancl p<il'I l"olius \Wrc 
prngrl'ss ivcly shirted l'n1111 slwrt -tL·r1111111111L'Y 111:irkc1 
in !-. I ru1m·11t !-. towa rds q11ality-fi xed ;i11d v:.ll'i:1hll'·ralL' 
i11 s1 rn11 H..' 1tl ~ . l':1rel'uf at tt.:111 io11 w:t !-. p:1id lo kl'qJing ;1 

balancl'd di versili,·:it ion ur t' lllTL!lll' ii.'S :Htd tu 1n:iin-
1ai11i11g hl•:tl1lty liq11idi1y. 

I 11wst11IL'11t b;lllking i11al L·orp1H':1lc li11:111cv a1·t ivi-
1 ies \\' l' l'l' 1'111·1ltl' t' t•.,p:111dctl duri11g till' >'L':t l', and !lic 
b;\11 k \\1:1:-. <! l' I iVl" in :1 llllllllWr ul' Swiss :ind illl l' l'IW· 
ti1111:tl p11hlk iss11l' !-. :ind priv:tl L' placL·111v1tl!'> . This 
s1.:.- lt1r l wc~1lllL" a11 i111porta111 <:1111t rihu1o r 111 l'l:1ri ­
dt.:11 's rt' \'l' lllll'S. 1 liglll'r l'l' \'l'lllll' g: ii11 s :tllll µond L"tl!-. I 
1·0111rnls1·11:!bld l lltl· b:111k 111 i11t"t'L':1-;l' its pl'o fit <.1bili1y 
ov1•r t ltl' pn:vious yL·a1·. 

While Weld Securities 
Thanks to the sharp Jecline in short-term dollar 

interest rates which began in August 1974, the 
Group's bond trading operations improved substan­
tially. The improvement resulted from an increase in 
the volume of transactions, reduced financing costs 
and the rise in value of White Weld Securities' trad· 
ing inventory. The gain in net profits was particu­
larly significant given the continued deterioration of 
the U.S. dollar/ Swiss franc exchange rate; a very 
large percent o r the division's fixed costs arise in 
Swiss f'rnnc:s, but almost none of its income does. 

Prospects for the coming ycnr can Lhus be con­
sidered promising. Until such time as inflationary 
pressu res become f!xc:cssivc once again, the present 
pos itive yield dWt!rcnli::il bl!twcen long- and short­
te rm interest r tics sho11ld remain. and acl ivc pri­
mary and secv 1dnry markl't S in fixed income securi­
ties should er 11t inuc, a l lens I in the s t rongcr currency 
areas. 

Whil e Weld Asia Limited 

The CS&WW GrcJllp Ctllllii111cd to pl~1y an impor­
tant role in the. <1rr:\llgc111e11t ul' li11andng fur rnr 
Eastern born1wt.: r~ in the intcrn:1tional market. After 
n prolonged absence, Ja p:111csc l'1Jm,):1nics once again 
hccamc i111pcJr(;111L borrowers, :rnd the Tokyo ollicc 
of White Wcld Asia Limil ed w:1s i11s tn1111c11tal i11 se­
curing l'or tlte Group :1 lop posifio11 in tltc m:inage­
mt.:nl, underwriti11g, a11d sy11clicat io11 or i11lc1·11alinnnl 
issues for Japa1H:sv l1orrmvcrs. In addiliou. a num­
ber of privall' fjn;111c:ing al't':tllgt•11Wnt s \\'l' l'l.: SllC<.:CSS· 

rully <.:u111pkt 1,;d. 
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White, Weld & Co. Incorporaied 

Statement of Financial Condition (unaudited) 
December 31, 1975 

Assets 

Cash ..... .... . . . ... .. ......................... . 

Receivable from brokers (Note 2) ................ . 

Receivable from customers (Note 3) ........ .. .. .. . 

Securities-at market value (Note 4) ............. . 

Secured demand no tes receivable (Note 5) . ... .. .. . 
I nves tment in associated company (Notes I and 8) . . 

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

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

$ 5,477,000 
55,227,000 

123 ,605 ,000 

130,793,000 
4, 125,000 

10,477,000 

7,428,000 
22,541,000 

TOTAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $359,673,000 

Liabilllies and Capita l Funds 

Liabilities: 

Money borrowed on secu rit ks (Nute 4) ........ . 

Payab le tu brokers (Note 2) ................... . 

Payab le to customers ........ . ................ . 

Draft s payable .......... ................ .... . . 

Sccmities so ld short-al marke r va lue .. . ... ... . . 

Ot he r liabi lities .............................. . 

To tal li nbi lirics 

Capital Funds: 

S ubordinat ed burruwings ( Nor e 5) 

Commo n stockholders' equity .. ... .... ..... ... . 

Total capit a l runds ..... .. .. ...... .. ...... .. . 

$133,961,000 
45,460,000 

56.996,000 
17,388,000 

23,957,000 
25.762,000 

303 ,524 ,000 

22,376,0011 
33,773,000 
56, 14 9 ,00() 

'J'O'l'i\L . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . SJ.'i9,673,000 

Sel! No tes to Statement ol' Fina ncia l Cond ition. 
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Notes to Statement of Financial Condition 

1. ACCOUNTING POLICIES 

Assets and liabilities relating to securities trans­
ac tions are reflected in the statement on a settlement 
date basis. Jn addition, commissions and related 
expenses, applicable to transactions executed but 
not yet settled, are included in o ther assets and other 
liabilities, respectively. 

Exchange memberships (included in nther as­
sets) are carried at cost ($1,149,000) and. in the 
opinion of the Company, the current market value 
($567,000) docs not indicate a perm;rncnt impair­
men t in the value of such memberships. 

The investment in associated company is ca rried 
at equity in net assets. All of the accounts of the 
foreign company arc translated into Unit<'d 'Sta tes 
dollars at the current exchan :;;c rate because sub­
stant ially all the related assds and li abilit ies arc 
current. Gains or losses on t ranslntion clue to an 
ollicial deva lua tion or rcvalua1 inn r11 the Unitcd 
Stales dollar und losses from uno!lic'ia l exchange rntc 
variances have been recognized , while gains ' rom 
unoOic ial variances have no t been recognized. L'11-
mulntivc ullollicial exchange gains were rccognizcl: 
subsequl!nt lo the s tatement d:1le as a result of the 
sale of the investment lo the Compa11y's Parent (se~ 
note 8 ). 

Fixed nssc ts, which consist o l' f11rnitllrc 1 cq11ip· 
mcnt und leasehold impruvelll\..'l1l s, arc s taled al cos t 
less ;v::cumulat cJ dcprccin tion and amortization of 
$2,6 13,000. Deprec iation is proviclccl lHI furniture ~incl 
equipment Oil the double-decl ining b~dancc rm:thod 
based Oil cs timall:d usef'ul li vcs of ten and five yea rs, 
respectively. Lcaseltold i111provcn1cnl s an: mnorlizcd 
Oil the str:dghl·li ll t: me thod based Oil lhc.: period of 
the respec livc leases or li fe of the iruprnvcmenl, 
whichever is less. 

2. RECE IVABLE FROM AND PAYABLE TO 
BROKERS 

l~ ccc i vablc fro 111 brnkc rs i11 c l11 des scc ttritks 
foih:d lo deliver , $ 19,630,000, and depos its ptlid for 
securities borrowed, $31,316,000. Payable lo brokers 
includes securities faill'd to recl:ivc, $1·1,8:18,000, and 
Jcp1J»its 1·cc<'ivcd for scrnritics lo:111ccl , $24,10 1,000. 
Securities fail s arc s lal t'd a l cm1trnL' I v;.duc. 

3. RECEfV/\BLE FROM CUSTOMERS 
/\ccounls l' l'l'~ivahle ,·ron1 c u s loine r s i1wluclt: 

a111uu nt s due 1)11 unc:ompictcd t r<111sm·1i1111s a11cl 111i1r­
gin balances. Sc<" ... :.ai:s owned by c11s l(11111.: rs ;111<.I 

held ns collat eral for receivables arc 1101 r1·flct: tcd i11 
this s ta1 i:111c11t. 

4. SECURITIES PLEDGED AND LOANED 

In the normal course of business, bank loans, 
cash deposits from other brokers and repurchase 
agreements are us<>d to finance the purchase of secu­
rities by customers and to facilitate the securities 
settlement process. Securities owned, $65,374,000, 
and customers' unpaid secw-ities, $46,678,000, are 
pledged as collateral for bank loans. Securities 
owned, $1,447,000, and customers' unpaid securities, 
$22,639,000, are loaned to other brokers in exchange 
for equivaJent cash deposits. S ecurities owned, 
$47,947,000, are pledged as collateral for repurchase 
agreements. 

Borrowings from banks arc on a demand basis 
and repurchase agreements an.: for rela tively short 
p eriods of lime; no compensa tin g balam:cs are re­
quired under either type of financing. The average 
interest rat e on borrowings nnc.l repurchase n1: :c­
ments outstanding is 5.92°;11. During the preced ing s ix 
m onths the highes t month-end bnlancl' uf such bor­
rowings was $ 176,942,000 and the awrng1: ur such 
bt' ,Towings approximated $ 1 l7,842,000 al a weigh ted 
<lVCrag0 inleres l rate of 6.6Q 1~·i1. 

5. SUBORDINATED l30RROWINGS 
Subordi11atcd hurrCJwings i11c lude senior rnpi lal 

n o t es, $9,583,000, suho rdin ~1 I L•d d e bc nlun.:s . 
$8,6 13,000 and seemed demand notes, $4. 125,000. 

The :;enior capitnl notes hear interes t al 9 1 .. 1 % 
;rnd mature in 1987. The Compa11y is required to 
prepay, Sl!l11i ·<lllllll<ll )y, ~416,667 pri111: ip:d :llllOlllll Of 
tlic no tes. The Cumpa11y has the upl iun tu n1 :'1 ke 
additional prepayments subj ect lo ccrl<1i11 li111it a· 
lions. The <.:nven::m ts of l he tHH I.! agr1:cmc 111 con t:lin 
restric tions ;1s lo minimum capital rcquirc 11w11ts 
and, umk'I' cer1:1i11 cirt:ull1s tances, ccrlain s loc: k pay-
111e11ts , stoc k :ic:q11is i1ions :incl 1l1c p:1y11w111 or c:1 sh 
cl ividemls. 

The s11hordi11ated debentures he:1r i11krcs l at 8 11 11 

a nd 10 11 11 :111d 11wtur1: iu I he li :-.ca l yc;1r:; e ndi11g 
1977, $523,0!10; 1978, $524,000; 1979, $500,000; l 'JH I , 
$I / IM,000; :illd I 982, $5,600,0llll. 

The secured demand 1101 ..:s hea r i11l1 .. •r(.'S I :t i J 11 11 

:111d 4 "11 a11d 111aturi: 11s fo llows: $2 ,000,000, upon s ix 
111m1lhs 1101 in• ( notice w:.tivcd a11d rL·kasl' gr;i11led J11 
.January, .1 97<i; sec note~). :111d $2, 125,000, in 198 1. 
The ~ccun:d de111a1ld 1wres arc :- ubjcc l lo L't>lla lL'l'tll 
:1greL'111cn1 s whkh provid1..', anwng olhl't' thin g~. for 
will1draw;il uf tlw n 1lla1t;ra l a11d n ;turn uf tht no tes 
al 11w1urity if'" ' prio r demand l'ol' payllll!lll vr tht: 
rel:11 cd scnin·d dc111a11d notes rct•l·i vahlt- has he1.:11 
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made by the Company. The va lue of the secured 
demand note collateral is $6,566,000. 

6. CAPITAL REQUIREMENTS 
The Company, as a member of the New York 

Stock Exchange, Inc., is subject lo the ''Net Capital 
Rule (Rule 325)" of such Exchange which requires 
that ''aggregate indebtedness" (as defined) shall not 
exceed fifteen times ''net cap ital '' (as clclincd). The 
Exchange may also req u ire a member firm to reduce 
its business if its net capital ratio should exceed 
twelve to one and nrny prohibit a member firm from 
expanding its business if the rati() e.'icceds ten tu one 
At the statement date, the Company's net capiud 
and the " required net c.:apiud" (as ddined) wi.;re 
$23,268,000 and ~ 10 ,792,000, respec ti vely, and the 
Company's ratio or aggregate imh.:btedncss to 11ct 
C:'lpital \V:IS 6.96 to I. For purposes or C(llllpt1ti11g lll't 
capilal , 110 va lue is attributable I n lhe investment i11 
ussuciated cump;-111_v (sec 1101L· 8). 

The Sccuril ies and l~xc lta11 ge C'u11t111issio11 
adopted a u11ifor111 t<tpital rule ell'l'C I ive January I, 
1976 wh iclt has h1.•1•11 s11bsl.'q111.•11 1 ly ittl·orpora ll·d i11 
R11 le .125. I 11 t ltl.' op i 11 ion ol' t ltl.' Co111p:111y, 1 ltv I IL'\\' n • h ·s 
:trl' 1101 l'Xpec 11•d lo lt:t\'l.' a 111:tt1·ri:il advl.'rs1.: L'll'l·c t 1u1 
lht: C11111p:i11y's reg1tlalot)' capit al requirl'llll'llt~ . 

7. COMM ITM F.NTS AND CONT I N<:ENl'I ES 
Th1: l'o1np;i11y's 111i11i11n1n 1 rl·111:d ro111111it1111.·11ts. 

11el of :-.uh-ka .... l· i1wn1111:, 1111dvr 111111 1..· ~llllT l ;lhk k; 1 ~1..·'; 
an: fut ' thl.' li-;1..·; tl yl.'ars L"11di11g: 1976, ,. 7.460,0llO: 
1977, $7,299,000; 197H, $h,1J75,ll00; l 1J79, $1l,7D,001l ; 
a11d I lJ80, $6, I I c1,(l(lll; :111d fur 1 lw Ii\'\' li s<·:d Yl':1rs e11d­
i11g: l lJHS, D,2'>.1,lltlll ; l 1J1JO, $ IX,l·l(1,!10ll ; :111d l 1J'J1, 

$4,885,000. Included in the f orcgoing rental commit­
ments are financing leases having a present va.lue at 
the statement date of $5,064,000 based upon an ap­
prox imate weighted average interest rate of 7.37%. 

The Company has a con tinge nt liability of 
$4,382,000 in respect of a SS,000,000 irrevocable letter 
of credit which expires on March I , 1976 (renewable 
for six months thereafter) written in favor of ccr· 
lain option t · 1·ing associaliuns lo satis fy margin 
requ irement s. A fec of ~'.! of J % per annum is paid 
on the aggregate amount of the let ter of credit. 

The Company has been named in sever:-i l civil 
actions in 1hc o rdinary cuursc uf its business which, 
in the opi11io11 of' the Comp~rny, will be rcsolvl'll with 
no material adverse ell'ec.: t un it s !inancial condition. 

8. SJ\1.P. or INVESTMENT 

111 .January 1976, 1he C<Jmpa11y sulu its inv1.:s t· 
llll'lll i11 associa led c111npa11y to it s 1'~1renl Company 
l'or c;1sh l'q ui v:tle111 tu its rarrying val11l' pl11s 111irl'C· 
og11ized l'.'ich.111gl' r:11l' g;ii11s. P<tr l of I he c;1sh paid 
hy tltt: Parl'tll W:I!'> prnvidcd fro111 lhl· rqrnrch:t'il' b.v 
11tv Co111p:i11v 111" a 1wrl i\>t1 ul" it ~ l'11n111H11l s tm·k ltl'ld 
by it s l>:in·1;1 at honk v:tl 1t l' :tt1d th1.· r kaw 11f tlw 
1'~1n: 111's sentn·d d1..•111:111d 11111l" and 1·l' l:1l l0d 1.·as lt col 
l;1t <:r:il . TltL· llL' I l'll'l·1..·1 l!f 1li1·se 1r:111 :-.aL·tio11-; w;1s 1t1 

d1°l'r1.·:1 sl' tl11· C11111p:t11~1 's Capir:il 1:1111ds hy SS.OOll,000 
ii 11 d I o i 11 l' 1 · l' :t s\.' i t S r l.' g 11 I: I l 111 · y 11 l' I l' :t p i l id h y 
$S,Oll0,lHlll d11l' 11> tltl' lbTv:t s1' in lllJ11-:dl11w:1hlv it!'> 
s1.• ls 11sl'cl i11 1 lt l· c;tlntl:11ii>11111' rq!ul,1t11ry Ill.'! cn pit :il 
( SL'l' 1111k 6 ). 11 1 ltv s:1k lt:1cl l>L·c11 ell't·1·1l'd ;II Dl'cl'l\1 
111.·1· .3 1, llJ75, tl11 · prn lurr11 :1 r;11 i11 or :1i.:i:rvg:t ll' i11d1· ht 
l'dltl·~~ to 111•1 c;q1i 1;tl wo11lcl h:tw h1•1'11 S,'16 IP I . 
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M . .lanH·~ M m11 t', .Ir. 

I . 1':1 tric k Ocle11 

'J'hu111as .I . l'cntlergra !> l 
(A t/1111/a) 

Richard V. Riccardi 

NicholasV. Schaps 
( Mi1111eapolis) 

Kenneth J. Thompson 
( Krmsas City) 

Michael Wadsworth 
(Dallas) 

William H. Williams 111 

Equity Trading 

Richard P. Duffee 
First Vice President 

\lice l'reside.nts 

r-rankls n R. Dasilc 
J anws D. IJ rownc 
( /Jost cm) 

I larold /\. Clo11scr, S r. 
( l \li/111i11).!fflll ) 

Gera ld D'J\mb rosio 
( l fo.\ ({I// ) 

J\llwrr U. D'Onol'rio 
( ll'ilJ11i1t1!/lll/ ) 

Arnold .I . (iumlhimk-r 

Ft°\.'lkriek I.. Conlon 

W. l'L'IL' I' Iri sh 

FrL'd IC 1\.1101> 
( l'/Ji/111/c'I 11/lia) 

Pit: rrl' l' id1rn1 

Pl'll' r Sch11l'nfdtl 

.l111 i;1l l 1:i11 S 11.: 111 

Th11111;1s F. \V:ibh 111 
( S1111 1:111111'1.\l·o) 

Ne\\ Ycll'k Stock E~clmngc 
Fluor l\1cmhcrs 

T . 1\ . l.l·wb . .Ir. 
S1•11i111 I' ic1· / 11, .,;,1c,,1 

Fin t 11 w1· l 1 res11/c11t s 

llid1a1 d F. fh11 kl· 

1':1111 V. l lal'vcy 

.luhn IC Whit 11111 

C:t\'ll· I'. \Villi :1111 ~ 

A1m~ric1111 Stoel( E~clm 11gc 
Fluor l\tcmhcrs 

1\·rvr W. Donol111c 
1:;, st \lict' /1rc·siclc111 

Syndicate 

Kenneth D. Mann, Jr. 
First \lice Preside/If 

ti ice l'resicle11ts 

Cynthia S. Vaughan 
[an H. Zwicker 

Nntionul Sales 

Eugene L. Cooke 
Se11iur Vic:e Presi<le111 
mu/ Dircc:1ur 

Richa rd A. Kim bal l 
Sc11ior Vice J>rcsitle11t 
mu/ Director 

D<malcl R1111tlle t t 
Si:11ior \lice l're.,iflc111 
1111tl Dirfft<1r 

David K. S i111 !> 
St'1ti11r \1 i l'«' / 11 oicll'lll 

\I it·t• / 11 t'.\itft' ll l' 

f{; 1,v11 11J11d l3al10t1!.hki11 

Willi:i111 /\ . Gillogly 

o,,11011s 

t\ 1'l '111r l\:1111'111 :111 
Vint \l i1 ·1· l 'rnicl1·111 

M id1:1L'i < :. t\11tt·1111l·l'i 
l' i1 ·1• / 111·sir/1•111 

1.cgal Sales 111HI 

Hcg11 l11t cc I 'I'm ns ac t lons 

Rt1 IH'rl I. Kki11ht•ri; 
Fir.,/ \111 •1• fJ11•,itlc•111 
t111d l 1',,;,,,,,,,/ .'i1't'l 1'/l/I \' 

One l.lhcrty Pl11z11 
t I 11 '1it111 i1111;d Sak' l 

/.'ir., f \li1·1• / 111•.,icle111 , 

S 1:111to 11 .I . Ft·ck y 

Roha l I I. O'(j1 ;1dy 

.h1.,t·ph I ~ . ll:illCJrd 

Edward T. Ci:i1 dm·r 

l>;11i' J\ . I .i11cb:iy, .Jr. 

1\ l11q;11 11 l'. Mitl'l11!ll 

I 11111 . .., F. Sil 1 

l<.11h1·1·t ,I. S11 1i 11t 

< : ~· 11r~ :l· I ~. S tcph~·1 1 !>< 111 

One Liberty Plaza 
(Individual Saks 

Michael J. Foley 
First Vice President 
mul Mmwger 

Vice Presidents 

James J. Dwyer 

Duer McLanahan, Jr. 

300 Park Avenue 

G. H. Walker, Jr. 
Director 

frank Dunne, Jr. 
Se11ior Vice l'resitle11t 
mu/ Drm1d1 Manager 

First \lice Preside11ts 

George A. Comas 

Rober t Freeman 

.John W. Watling J II 

Douglas T. Yates 

\lice Presitlc11ts 

Rubert C. Brady 

Owi.:11 l I. Dowd 

Law rem:c L. Lan ier 

Allen L. Lindley, Jr. 
I low:ird T. Taylor 

Al Inn ta 

Steplwn M. Hncbcr 
Virst l'iCt• /1r l'sicle111 
u11d /Jrm1d1 Mmw~a 

W. Mit'h:tcl T hompson 
/.'i rst II ic:e l'rcsidc111 

\I it •1• />1 11sitl t' ll/ .\ 

Robert C. Ad11m:­

.loh11 11. Beach 

Lyle V. 13u rns 

Boston 

Clive B. Fmdoli 
Sn1ior \I ire /111·.,it/1·111, 
/)i1'1 ·1·/1J1. I/II{{ 

llrn11t'l1 i\11111t11.: 1·1 

1-'irsr l' i('I' / 1 1esitl1~ 111s 

Gonion P. Cadwg:1 11 

I< ir ha rd I.. Davi Sl>Ull, .Ir. 

T11w1hcnd I lornor 



Edward B. Long llice Prcsidc111s Vice Presidents Providence 

Arlhur E. McCarthy Edwa<d P. Clark Paul Aren tsen Richard W. l\forsilli 

RobcrL J. Wheeler Glcn11 L. Duphorne G. Barclay Perry Vice Preside11t 
and B ra11clz Manager 

\lice Preside11ts 
Billy Ray Smith Owen T. \t\Tilkinson, Jr. 

Bill C. Ward \'ice Presidents 
Alan Baller Minneapolis 

Raymond R. Bowman 
Bruce Baltl!r Denver Hubcrl G. fcrguson 

Rubert H. Dueller First Vice f>resiclc11t Robert G. Huckins 
Harold Beacham 

James L. D'Angulo 
Vice Preside11t a11tl Bra11ch Ma11ager Paul K. Keating 
mul Brtmclz Ma11ager George S. Kirkpatrick 

William M. Davis \l ice Presidc11ts 

Robert A. Kammer \l ice Preside11ts Pal rick Corrigan 
George W. Waterman 

Janh.'S E. Moorc Nid10las H. Davis Harry C. En·i11, Jr. St. Louis 

.Juhn A. Pu inc, Jr. Bl'rnnrd L. Wuucly Owen V. Kane J. Hurd Armstrong 

E<l111u11d J. Rcinhalter Harl ford 
First \l ice Preside11t 

New Canaan, Conn. mul Bra11c/1 M<11w~cr 
Ll'l' J. Twomey M. Alan Rubin Edw;ml L. \Vi11pc1111y, Jr. Ro\· \\I. Junbn 

11 ice J>rcsidc111 Fi rs t I' ice /1r c., irlc11t Fi1:s1 \I ice Presiclc111 
Century City allll Br<111d1 1\lmw~cr mul !1rm1c/1 1\I . 11t1~er 
G. Wcndcll 13irkhufcr 

I' ice f>rL"side11ts GeurgL· 13. l\ll1lll'l' \l ice f'rl'sitl t•11ts 
\l ice l'rcsitle11t \I ice fJreside111 Georgl' P. No\·ak 
mu/ Drm1c/1 Alm"1~er Thomas 11. DcL"kcr 

.l uhn Shepley 
John G. f\larakas Bradford R. Fros!, .Ir. New lla\'Cll 

\lice l're.,itlc11t W:ll tcr G. R;ifkrt~· Do nald I) , Dc:-.l San Francisco 

Chlc:1go c;L'l':1nl Stewart Fi1 -:1 \I i ff l'ri•sidc111 .l:1111es D. M11rrav 
11111/ /Irn11d1 "1111111~1.·r Firs t \lice: / 1rcs1ilc111 

Dona Id C. Tril·sd1111a1111 I .ouis W:llkL·r tlllt/ /J /'(/llCfi i\1111111~ 1·1' 
First \lice /'resitlc111 Charles .I. Whill' \li1 •e flrcsidc111s 
""'I /Jrn11c/1 Att111a~cr Nurlll'rl W. Cl1111Th 

G1:<trgc II. Pf:1u 
J louston Fir~t \lit ·1· /1rc ,.;ith:11t 

I' ia 11resitle111s 1\ IL'xandc1· K. l\k l :111:1h:111 
Charle~ IJ. Curli:-. 

.l:1111l's R. f3akl'r First \I in· /1resid1·111 M:1r1 i11 .I. Dcr;L·1111arn I' i1 ·1· Pre.,itll'1tls 

.l<tllll'S /\. n ovainl 111 Tltad L. Uow111;111 1':1ut M. I la111111:1rs lrn111 Ft l'<kril'k B. 11 igh iL' 

Gll..'1111 F. Cray, .Ir, \I ict' l'resi<h-111 ll o\\'ard I.. Makrhukr 
11111/ lfrt1111'11 M111111:.:a Omaha F1 a11k E. P:111b 

Lu t 111 ·r lka rl)l)rn, .Ir. \Villia111 S. l .. 1t1 :1 
Rolll•rl 'I'. Fa1111i11~ 11in · /11 c•sicli.:1/1!. \/it 1· t>rnitln1t Sea Ille 

GL·11rµc G:11 dlll'I' \\' i II i:1111 .I. G 1 C!!L'rtrn111 1111r/ JI r11111'11 i\11111ager Gn>rgL' L. l l:i11s1·1h 

.l11hn .I. K:1111111L·r, Jr. (;L·oq,tt' S1ark l'in• t 11c•, idc·11/ , 
I ' ic·c l' r c.,itle111 
""" /J1 m1d1 1\ lw u1;:1·1 

( 'hark:- /\. l.<11tL', .Ir. Kausas City, Missouri Earl K. ~l:id -.L'11 

Da11id F. l\la11gi11 11 l 'lay E. Luhunt \Villi:lll1.I . R:1 ' 1111r 
Tuls a 

Tc..: tTt' IH.e Marlin \I in · /1ri •sirle11t Thu111;1:- l'. Smilh,.lr. 

Rohl'rt V. Wittig mttl l?rt1111'11 i\lc11u11:t·r Ph Ila tic I ph I a l'in· /11 ,·,itlc11t 

Alfred Rauc·h . .Jr. 
<111tl Hr1111d1 i\11111(11,1 •1· 

Clayt•rn. ~tlssourl 
\I ic·1· J1r, ·sitl1·11ts J-i,..,, \1ice /111•,it/1•111 P1·IL'I' J\d:1111so11 

Ot1i11t11:- L. Dn·1111an, .I 1. Willi:11n 11. Russell wit! /Jr11111'11 A11111<1~t·r l ' ic"t' l'l't' .;idt'I// 

l ' ii 't' l' ri.:, itlc•11t Edw:ml 13. Weit n1•r 
\lin· l'rn itl1·111.' Washington, l>.C. 

1111c/ /l rc111d1 !.11111111:<'1' 
I .os J\ngclcs l{11hL·r1 C.i\ lll•11, .lr, .101111 /\. l'h:t~t· 

Onllas l';1rl W. I l11 lkk Pl'fL'r 0. Cru1t :-.1~ 
\' we J1n·sitlc11t 

~ l klt:1 1 • I E. l'rns:-.ll',\' First Vit·c· / 1 r1 '.~ it/1•111 ""'' /11wwli t\11111111~ 1·1 · 

Fint \'ire' l're.,itlc11t mlfl IJrn11dr 1\l<111agcr c;\'lllW' E. lh:111ing 111 .kr1111w \\I. C11l111nh 
1111tl /i/'cllll'lt 1\/m1111~ c'I' Do11ald .I. U11rnt'l I Frt•dvri1 I, I .. Ml'Scl'\'l', .Ir. I' it '<' /'n•., it/c•111 

J.'11·,, t 11 ice· l'l'c.'litlc11t lkrnanl P. Sl'11a1rcr, .Ir. 
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Wilmington 

William H. Jones 
First \lice l'resit/11111 

John r-. Bnyn11m 
\lice Prcsitlc11t 
<111C/ Brm1c/1 Mc11u1gcr 

JI ice l'resitle111s 

.Jo hn R. C. Moocky 

.luhn Sniler 

Peter G. Wilds 

Jntcrnatiounl Sales 
and Trading 

.luhn A. Dull 
Se11ior II ice Prcside111 
a11d Director 

New York 

First I' ice• l'resitlc//ts 
Rkhanl F. 13indas 

Joseph Cula11dro 

I l:irry E. Dcwd1tl!)' 

\Vci·ncr R. Ge11iescr 

.luscph 1\il. ldy 
I Sfll<!s Mc111<1~L'/') 

Nigel W . .Sadd 

Vice l 1r i:sirl1·11rs 

Viel or A. l)L'(µ;idu 

/\rlhur 11 . Thie-; 

l'hil i(>llL' C. S.llv:1 j 
1:;,.,,1 l'il't' l'a·.,iclc111 
ti/It/ /1111111'/i 1\1(1//(lgl'/' 

Te1'l't1 t·c F. l\ l :th1111y 
11 ic·c l'n:sir/1•111 

fl ung KUii);: 

l' iec /'n•,it/1·111., 

Z.111 Ttth Wung 
Hr11111'11 C11-i\11111111:1·1 

i\ lal'l' Faha 

Lon ti nu 

SIL·pl1i·11 .I . l~llM' 
St'11ior \I i1 ·1· l'r1 •sid1 ·111 
11//cl I J1<111c/1 1\/(111<1gt'I' 

/\l;1i11 /\da111 
1:;, '' l'in• /l, ,.,/ill'111 

\lice Prcsitle11ts 

Allan W. Marshall 

James M. McAlcar, Jr. 

Alan A. Nash 

Alan D. Orm rod 

Viscount Stralhalkn 

Mon treal 

Jacques L. Belanger 
\lice f'reside11t 
flllil /3ra11d1 MfllW/;!t:r 

Paris 

Jca 11-Claudc Ti nc 
Director 

G. 8. dcst\1Ji11i0rl:S 
First \I ice Prcsicle111 
mu/ i1rm1c/1 i\ta11fl~cr 

Franc;11is Clwmpiun 
Fi1sl \lice l'r<!sit/1•111 

\I in• I' n:.' i tic" ts 

1';11 rice Bcf\·a1 I ·t le 

t'hrbl ian de L'l lcrn1ilL' 

'.1.urich 

.l:ikoh Schill id 
Firs/ \lic:C' Prcsicll'lll 
(///(/ ll ra 111'/1 M 111111,1.:cr 

lil'orgc CL l3a 111 11;1n11 
l ' ice l'rc.:sitle111 

Adminisll'alion a nd 
Opera I ions 

.l:illlL'S \\I. Nl0 l 0 dh:1111 
/:" r1•1·11ti1•c l1ic1· l'rc.; icl1·111 
"'"' ,,,., l'('fll/' 

Stl•plt~·11 I .. I l:i111111l·1111 :111 
.'\1·11i111 I' ic·c• /1/'c '.\ir/1•11/ 
0111/ Oin•1·tor 

.l:111lL'S E. l fal'Ull 

St•11ior \1 in· / 1r l',icl1·11t 

,..11,t l' it·c l' rnit/1·111.; 

Hkli;11·d J\. lkCJrq;nrio 
( /111\/1//I I 
T. K. Fl:1th·\' 
'/'1'1 '1/.\//1'1'/' 

V illl'l'111 A. Cirill11 

.I• il111 I'. I 11dl'll i 

i\lnrt i11 1\'1l'C:llll'11 

.hll111 A. Mdily1111 

l.:1ri -, i\l il1111:1'-

\lice Prcsitle111s 

Robert J. Albano 

Ernest J. Buonocore 
Co11troll er 

Andrew J. Carrozza 

Pasquale DiMallia 
.I. Barris Lcpi"y, J r, 

Vincl'n l 8. Lomb:wdo 

William R. Orforu , Jr. 
Thomns L. Pn.:nde ·gasl 

Mh:hacl T. Rl'ddy 

Jl'ruml' J. Schwnrrn1an 

.l o!l11 W. Scrnlmla 
ll ssistt111t Seuetarr 

\\lilli:1111 H. Sht1nl'v:1~· 

Stuarl L. Si11dl'l l 

Rober! P. Sloan 

Willi:1111 C. Ta\·I Jr 

,1,, ,,i.\lct11t Scc:;·t! •ary 

Robat Typl'rn1: ss 

,lllSL'ph Jfot:dti, Jr . 

.J;111ll'S IC Burns 

.f 1 N·plt Ca111h1 ia 

R11lll'rl M. l':irr;1gllL'r 

D1111:tlcl .I . Culli11s 

l.L'11 .I . Cullins 

Clt:irks lk P:d11 

ll1)hl'l'I lo. Din·I, 111:11111 

.l11h11 C.'. 1)1111\• 

Ril'l1:ird c;:li ri 
Ruhl' rt A. C i:ir<lllL' r 
1'.111 ' A. (;r;111:1 
( .' I. / ,11111\) 

\li111.'1'11l < :rill11 

l<id1:1nl lla):-,lr:11 1d 

C:l·11rgc .kn1'.i11s 
'/111.'illlll) 

Do11:ild l\arpowiL'l 1 

lkr11:11 d l\L's:-, kr 

W;d tt·r l.:1 r:-.1111 

.I 11sl·pli .I. I cega 11 
l ~dw;ird .I . M:1tldt·11 

i\ l;irk i\ l :1 h11l1t'11 

R11lwr1 ,\ . Ma1111 

Bt.:rnard F. M<:Donncll 

John J. Micallc( 

Sac.lck A. Nasser 

Jerry Of sic 

Gerald Owens 

Adolph A. Pcsn l H r 
(Chicago) 

Stanley Phillips 

E. Coy Plunkett 
(Tulsa) 

James R. Reynolds 

John J. Sweeney 
( llt/c111ta) 

While Weld !\1oncy 1\farkcl 
Fund Incorporated 

100 Fccll'ral Stn:cl 
l3usto11, ~l ass. 02110 
(6 17) 4S2-56-l3 

Rubcrl W. Crnuk 
Director mill f'rl'sicli:111 

David t\ lmy 
/Jir<!C/(J/' 

Charles C. C;ihol, .I 1". 
/)ircctor 

Todd G1><1dwi11 
l>il't'l'(CI/' 

l ·:dward A. I l1111sen 
/Ji rct't or 

Gc11rl;!l' \V. I lu lhr1111k,.l r. 
J)ire1·tor 

Ch:i rll'" C. I.CL' ,.Ir. 
n;r('(' /11r 

,J.-1111 B. Rn•l'L" 
/)ifc, tor 

( 'h:irh " i\I. \\lillia111s 
n;, l't'f( r 

\\/illia11 F .. Aldi idt 
11 i1e1'r .. ,it11•111 

.l:11lll'S n. Nul:tll 
/'1'1'11.'i//I t'/' 

Dorothy T. Rul>hi11' 
."it't' / t'f///' I' 
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Directory of Offices 

Mai n Office 

New York City 
One Liberty Plaza 
91 Li berty S t reet 
( 212 ) 285-2000 

55 Waler Stree l 
( 212) 285-2000 

Branch Offices 

Allan l a 
Trust Company of Georgia 
Building 
25 Pryor S~rcct, N.E. 
( 404) 658-1400 
Slcphcn M. Racbcr'~ 

Boston 
100 Federal Stn:ct 
(617) 482-7767 
Cl ive 13. faziol i* 

Chicago 
30 We~t Munroe St rel.!! 
( 312) 346·0022 
Dunald C. Trkscl1111;11rn* 

Clayton, Missouri 
7777 Bo11ho111111e A venue 
( 314 ) 863·6400 
Quintus L. Dre1111a11, .Ir."' 

JJallas 
2100 Republic N:1tiunal 
l3a11k Bui lding 
(214) 747-IJ46 1 
Michael E. Cro~slcy* 

Denver 
755 Cu lorad1.1 Nati onal 
Bank U11ilcling 
(303) 893-50 10 
Rulx·r t 11. l311chcr" 

Harl ronl 
OnL' Arnnic:nn How 
(203) 525-427 1 
~I. /\la11 Rubin" 

I luuslon 
1230 First Cit y Natio11:1I 
U:111k Uuildi1ig 
(7 l 3) 22-1-83(!] 
Alexander K. Md .1111ahaw1 

Thad H1>wn1:111 ~ 

;~ 1111 ,.;:!'i Cit y, Mlss1•<1r l 
ll lllll l3alt111111rc ... n·11111· 
(X l6) 22 1-7400 
< ·i:i,,• Cuh11rn 1• 

Los Angeles 
One Wilshire Building 
(213) 624-6111 
Carl W. Hulick"' 

Century City-West Los Angeles 
1901 Avenue of the Stars 
(2 1 ~)277-84 11 
G. Wendell Birkho[cr'" 

Minneapolis 
lDS Center 
80 South Eighth St reel, 
Suite 626 
( 612) 370-8900 
Hubert G. Ferguson* 

New Canaan , Conn. 
4 Cherry Stred, Box 965 
( 203) 966-566 1 
Edward L. Winpl·nny, .1 r. '~ 

New Haven 
900 Chapel St reel 
( 203) 624·9841 
Dunaltl D. Dc.:st ~' 

New York City 
One Liberty Pbz;i 
YI Libert\' Stree t 
l 212 ) 283.·20011 
"'"'it 11tic11"'/ 
Stanton J. Feeley"" 
/ 11tl i11icl 1111/ 

Mir h:tl'l .I . F11h'y1
• 

300 P;trk Avc1H ll' 
(212) 751 -5500 
F1w1k Dunne, .11·.•1 

Omaha 
l <10 K il'wi t Pl:ti'.a 
(·102J J4 i;.(IJ30 
\Vill ia111 S. l.att ;1· 

Phlla<lclphla 
Five P1..· 1111 l°l'lller l' laza 
(215) 568-7170 
All r1..•d Ra11d1, .Ir.* 

Provitlcncc 
IX12 I Im.pita I 'l'ru!-> t '1'11,w1· 
(·IOI I 8<11 ··1000 
l{id1ard \V . ~lor:-i lli '· 

SI. l.011 Is 
20 13 mad wa \' 
tJ I 4 J 13 1-Jllilfl 
J. I l ul d /\I'll I S t l"llllg '1 

San Francisco 
011v 1311 !-> h Si!0

l"l'I 

( 111 5 ) 'Ml -1077 
.I :111 ll' ~ I> . Mu rr;1y ' 

Seattle, Washington 
While-Henry-Stuart Building 
131 8 fourlh \ venue 
(206) 623-7611 
George L. Hanscth* 

Tulsa 
Natiunnl Bank or Tulsa 
Buitcling 
(918) 585-2721 
Thomns C. Smith, Jr.* 

Washington , D.C. 
Suffridge Building 
1775 K St!·c:.:I, N.W. 
(202) 452-9800 
John A. Chase"'' 

Wilmington 
Wilming tun 'J'rusl Building 
100 West 10th Stred 
( 302 ) 656-7741 
J uhn r.. Baynum" 

London 
P.O. Oox 236 
Com11H•rdal Union lmild i11g 
$1. lkk 11 "•, I Umlcrshaft 
S!t•phl' ll .l . Rose'· 

Paris 
142, l>oulcvarcl I l :rn~!'-111a1111 
(;. U. de:- Mi11i~'l"l's'' 

Zurich 
56, St:h111l'lzbcrgs tr:1sSL' 
.l;ik11b Sl"11111id1' 

Carncas 
l ~ dilit·i 11 Sl·gurus I k111i slfrirn~. 
J\vv11itla S:t 11 Fl'lipc 
I :t C:t~ t L· ll1111 : 1 
,\p:trt:1d,1 2555 
J . .I. llntdL·r 1 

I ki111. Ko\\':t lsk i" 

Geneva 
I , q11:1i d11 l\h11ll -Blanc 
l'h ilippl' C. Sal\':1 j " 

I long Kong, H.C.t. 
2·10.1 Co1111a11ghl l "e nl n · 
'!.. T. \V1111g .. 
.l . M . U:1iky ·1 

I\ 10 11 I rcn I 
S11 il l" ·H11 
2 l' l:ic·: Vilk M:1riL' 
t .11·11878 1JSll l 
.l:tcq t1l'~ I.. l kbttgl"r'~ 

:. llr;1111'11 l\b11:11'l'I' 
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Societe anonyme financiere du 
Credit Suisse et de White Weld 

Board of Directors 

Jean Cattier 
Honorary C/1<1ir111a11 

Robert L. Gen ilia rd 
Clzaimum 

Dr. Hugo A. Frey 
A ttomey·at-l<1111 

Rainer E. Gut 
Ge11cral MwwJ:;e r, 
Credit S11isse 

Puul llallingby, Jr. 
Clwir111a11 of tlie Doan/, 
White, \\lelcl & Co. 
l 11<:0 l'/}Ol'll I eel 

L. Emery KalLenbat.:h 
Director, \\1/iitc, l\lclcl & Co. 
l ll(:urpurat cc/ 

Rubert 11. Lutz 
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FOREWORD The policy, management, and operations of state government require 
the application of constantly updated approaches to address changing 
needs and priorities. This necessity for self-renewal implies innovations 
in the institutions of state government, in their stmcture, policies, pro­
cedures, and personnel. 

Many innovations have occurred in recent ;c:ars in a number of fields 
at the state level. However, too little is known about some specific state 
activities because of the variety of laboratories in which they occur. 
Th'e innovation process is further complicated by the fact that state 
governmen t officials rarely have the time or opportunity to share such 
knowledge which may be applicabic in other States. Under day-to-day 
pressures and constrain ts, profossional administrato rs and technical ex­
perts lack the time to write up o r share new approaches thaI they have 
developed. 

The Council of State Governments, which has bt!cn providing J fo­
mm for such an exchange for many years, has recently cxpand~d it~ 
efforts in this area. The State of Wisconsin Investment Bo:ird :s unc of a 
series of six innovations being studied by the Council under i.i gr.1nt 
from the N:ition:il Science Foundation. Resides this progr:tm, the others 
sckcted for cvaht:ttion during th is first year include pcn~i<>n fund con­
solidation, statewide property tax :tsscssmcnts, a state e n·~rgy m:rn:igc­
ment commission, con tro lling health costs, and ::i railroad !.>ranch line 
rehabilitati0n program. Report s are availnb le on the latter four pro­
gr.ims. 

The state programs studied were selected by a nacional advisory pan­
el composed of state legislators and officials. The Council is gr.itcful to 
these individu:ils for thci r assist,tm:c: Senator Anthony A. Derez in ski. 
Michignn;sScnator John Pat Fanning, West Virg111i:i ; St.rrnlor Larry F:i s­
bendcr, Montana; Representative Vera Ka t7., Oregon; Walter Kit:inski. 
Deputy Sccn:lary to the Govcmor, Ncw York; Jeffrey Laurenti, Execu­
tive Assistant , New Jersey Senate; Attorney Genera l V. Frank Mendi­
cino, Wyoming; Scn:Hor Mike O'Connor. South Dako ta; Rq>rcscntativc 
Corncliu!i O'Leary. Conm·c ticut ; Dr. Tibor Payzs, ~peci:il As istant to 

the Governor, Krntucky; Joseph V. Stewart , Deputy Dire•: lor, Depart­
ment or Finance and Administration, Ark:ins:1s; Daniel W. V:Jrin, Chie f. 
Sta tewide Pl:rnning Progra111s, Rhode Island : William \\'. Wilkins. BuJgct 
Director, Ohio. 

Tit is report 0 11 Wisconsin'-; I 11vcst 111e11 l Do:i rd was prep:ircd by Dick 
Howard, Director o f the Council's l1111ova tio11s Project, and James E. 
Jarrett, Research Associate. 

Lcxi11gtoo, Kentucky 
August 1976 
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PREFACE Inflation, opposition to higher tax~s, and taxpayer disenchantment 
with government generally, are having a serious impact on government 
financing at all levels. "' recent National Association of State Budget 
Officers' survey shower States' general fund expendjturcs in fiscal years 
1975 and 1976 increased at a faster rate than did general fund revenues. 
Surpluses built up in previous years have been rapidly deplececi. In the 
aggregate for the 43 States that responded to the budget officers' su r­
vey, general fund balances declined from 8 percent of expenditures in 
1974 to an estimated 0.3 percent in fiscal year 1976. 

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

In a word, state mai~agers should be, and are looking for additional 
sources of revenue. One obvious source of signifkant amounts of rev­
em•e is to put state dollars to work, and more and more States arc 
taking advantage of investment opportunities. Perhaps no State has a 
more completely developed invcstr .. ent program than Wisconsin, which 
has been investing rhc asse ts of retirement funds for 65 years. 

This monograph is the fifth in the Council of State Go·1ernme11 ts' 
current series of reports on innovntive state government p rograms. lt 
probably comes the closest to describing a "model" program. One rc:.i­
son is that the State ofWisconsi11 l11vcstme11t Board has had 25 years co 
evolve. 

We are gra tc.:ful to the muny individuals in Wisconsin , especially those 
as<;oci:ttccl with the inves tment b0nrd, who were so generous with their 
time in helping us to undastand the ·1gency's activit ies and responsibil­
ities. In addition to each of th~ invcstmc11t di rectors, we cspecially wan t 
to thank George W. Crownhart , General CL unsc l for the board and at 
the time of our visit acting executive Lii ~ ccto r; Gerald T. Mah::iffey, 
Administrator, and Tom Landgraf, Dirrctor of Stale Budge! Opera­
tion :;. 

Several ind ividuals reviewed c:irlicr dr.1fts and made u cful com­
ments: LeRoy Dockter, Audit Director, Wisconsin Legislative Audit 
Bureau; Peter J. Ne lson, Assi~tant Stale Tr.J ,)1.:;-er, Wisconsin; Gl·orgc A. 
Bell, Executive Director, National Association of Stal~ Budget Officers; 
and Carl Vorlander, Executive Din.:cto r, Nalion:il As.;;ocialion for State 
lnform::ition Systems. · 

Further information can be obt:iined from officials of the Wiscon!'.>i n 
lnvcstmenl Bo:1rd ( telephone 608/:!66-2384) or the au1hors of th b 
report (telephone 606/252-229 1 ). 
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EXECUTIVE SUMMARY 
• The State of Wisconsin Investment Board invests the retirement funds of 

the major government employee units in Wisconsin: Milwaukee teachers, 
state employees, and Wisconsin teachers. 

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

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

• The Wiscon:>in board also has authority to invest the surplus funds of 
local governments that may deposit such funds with the treasurer. 

• The Wisconsin investment program is facilitated by: 

-Use of only one bank for all deposits and withdrawals of state funds. 
(No state money is deposited or invested in other state banks.) 

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

- Use of a custodian bank in New York City that el iminates handling of 
secutities by Wisconsin officia ls and pennits immediate transfers. 

- Great latitude in the types of investment instntments that can be pur­
chased thus permitting the nexibility needed to maximize investment 
return. 

o Almost all aspects of the Wisconsin investment program have been spe­
cifica lly authorized by Wisconsin law. 

HOWEVER. other States should consider that a11 i11l'estment program 
similar to Wisco11si11 's: 

• Would reduce the co ntrol top elected officials have over the use of 
surplus state funds; 

• Would be opposed by banks which wou ld 11 0 longer serve :is depositories 
of public monies, including some local funds in the case of the Wis-:onsin 
lqc:il government investment pool; 

• Would be more difficu lt to implement if centrnlizcd. computerized ac­
counting procedures were not in use; 

• Would be almost impossible t i:: implement if the number of b::ink :lt:­

counts cannot be kept to a minimum, preferably one or two; 

• Would be opposed by agencies which arc now m:rnaging the :.i<;sc ts or 
retirement funds. 
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I. 
INTRODUCTION 

The State of Wisconsin Investment Board manages asst:;•s of nearly 
$2.75 bi!lion (6-30-75) which earn about $175 million (based on a 
reported rate of return of 6. 7 percent). Annual gross purchases and 
sales in fiscal year 1975 approximated S 12.75 billion. In addition to the 
millions of dollars earned from investing the assets of seven· I retirement 
funds, the Wisconsin lnvestmen t Board earns millions o f dollars by 
investing idle cash balances of 34 pooled accounts, including the general 
fund . In 1975 the avemge daily balance in the state investn;~nt fund 
was $614 million. The return on these particular investments exct-c~cd 
$54 million-$28 million for the state general fund and about S26.5 
million credited to the other pooled accounts.1* 

By way of comparison, S28 million is more than the combined 
amount appropriated from the general fund to the following Wisconsin 
agencies: Banking ($3.S million), Insurance ($9. l million), Regularion 
and Licensing (S4.9 million), Local Affairs and Development (S5.2 mil­
lion), and the Executive Offices ($3.4 million). 

Not only does state law authorize the investment of almost all stale 
funds, enabling legislation recently authorized the Statt! of Wisconsin 
Investment Board to invest bank balances upon which tile treasurer has 
written a check, but which from experience the treasurer knows will 
not actually be paid out by the bank for several days. In other words, 
Wisconsin invests its "float" in a manner similar to brgc corpomtions. 
In Wisconsin, the check tloat averages abou t S3.5 million per day. If the 
present 7.44 percent rate of return on short-term investnients prev;iiis, 
the check float would retu1n $264,000 to the State - a sum equal to 
about 45 percent of the investment board's budget. 

Since March 1976, the State, through the treas1 rer and investment 
board, has begun investing idle balances of lo c.;al governments. Numer­
ous ci ties are participating in the program. One city n:ports earnings of 
$62,000 on a one-month investment o f $9.7 mil:kn1. 

There arc almost no major governmental retiremcn t funds in Wis­
c1..rnsin whose assets are not managed by the investment board . It also is 
wioely believed that there are almost no idl1:: cash balances of sc:.i te 
agtncies. The budget of the board was $576,000 iri fiscal year 1975 
including s:-ila iies and benefits ~r 28 employees, travel, the cost of 
investment services and oulsi(1e investment counseling, and various 
o ther items associated with housing and supponing the srnff. The 
$576,500 budget means that the direct administrative expenses of man· 
aging S2.75 billion in asse ts was a very low .02 pen.:cnt. This ratio 
compares favorably with .2 to .4 percent commonly found in private 
financia l institutions.1 

The investment program in Wisconsin is faci li tated by state laws 
that require centralized disbursements and centralized n.:ceip ts. All 
checks a.re signed by the state treasu rer in one form or anorhcr. All 
agencies must deposi t receipts at least weekly and an even shorter time 
lapse prevails in the case of some large amounts. 3 

Another important facilitator is l! leclronic data processing which is 
used throughout the accounting and r;:porting process. 

The " state working bank" also plays an impo rtant role in the invest­
ment program. This bank, selected at about six-year intervals, is the 
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only depository for state money and it provid~s a variety of services 
including lock boxes, telegraphic money transfers, messenger deliveries, 
credit for after hours deposits, daily reports on the collected cash bal­
ances, and other speci1'1ed services. Use of the working bank precludes 
the existence of idle cash balances in a number of depositories and 
permits rapid and accurate accounting of the State's cash position. 
Thus, all public money is working continuously. 

Withj; ~ it:. various portfolios, the Lrivestment board invests in stocks, 
corpora:<: 1?.;nds, short-term and long-term obligations of the U.S. gov­
ernment and government agencies, repurchase agreements, real estate 
mortgages, commercial paper, and private placements. Banken may 
lobby against reductions or elimination of state and municipal demand 
deposits and some legislators may occasionally insist that Wisconsin 
companies should get preferential treatment in the board's investments, 
but in the final analysis the direct, measurable economic benefits of a 
sound investment program have prevailed. The income from interest 
and capital gains has been substantia l. Fur thermore, the results c0mpare 
very favorably with similar programs in the private sector, both from 
the standpoint of rate of return and costs to administer the program. 

In the following section, the organization, administrative proced­
ures, legal authority, and investment policies of the board are described. 
Additionally, there are separate section5 devoted to the municipal in­
vestment pool and the Wisconsin state working bank. 

• Footnotes fo r th is rcpo~ t ap;ic:ir on P:li!CS :?4·2S. 
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II. 

INVEST MENT 
BOARD 

RESP 0 NSIBILITIES 
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• 
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The statutes assign extremely broad investment responsibilities to 
the board and also give it responsibility for the selection of the state 
working bank. Section 25 .17 ( 1) (a) through (zm) enumerate the funds 
over which the board shall "have exclusive control of the investment 
and collection of the principal and interest of all monies loaned or 
invested." The only public money not invested by the investment board 
is under the control of the Board of Commissioners of Public Lands and 
the University Board of Regents. 

Retirement Funds 

The major investment program involves the management of the 
assefs of the State and Municipal Employees' Retirement Fund, the 
Milwaukee Teachers' Retirement Fund, and the Wisconsin Teachers' 
Ret irem ent Fund. On January I, 1975, these thrt:e large retirement 
funds were merged for investment purposes into two categories- a fixed 
fund and a va riab le fund. The fund with the fixed reti rement benefits 
has a broad mi:< of investments that include bonds, stocks, mortgages, 
and real estate holdings. By contrast, the variable fund is restril:ted to 
equities, primarily common stocks. Finally , the board invests th e assets 
of three smaller funds, the State Life Fund, the Insurance found, :rnd 
the Histo rical Society Trust Fund. ln•.-estrnent of these fund s is 
accounted for scp:irntcly. 

St:itc Investment Fund 

Another important investment act ivity pcrt:iins to thr State of Wis· 
consin f nvcstment Bo:i rcl's exclusive jurisdiction over nnd m:inugc111 cll t 
of the St:ite Investment rund. This fund co nsists of idle cash balances 
pooled from 34 individual state uccounts, such as the general fund, the 
conservation fund, the slate property insurance 'fund. and the highway 
fund. Because of the need for flex ibility, the cmph:i ;is is o n short·tam 
investments- repurchase agreements (usua ll y a short-term investment 
with a bank which is secured by U.S. Treasury bills), n:vt:rsc rcpun:hase 
agreements, commercial paper, certificates o f deposit, bonds and no tes 
of U.S. government agendes, and U.S. Tre:.isury no tes :int.I bill:-.. At one 
po inc in November 1975, the Stnte Invest mcnt Fund to takd S830 mil ­
lio n. The avera ge daily balance invested was SG 14 million . The lii~h 

short-term interest rates of FY 1975 pcr111itled returns of 8.89 per~cnt 
or $54 million . 

Local Government 111vcstmc11t Funds · 

Recently a third invcslmcnt pool ha:-. bL'Cll au thorized and n:spomi­
bilit·y fur its marrngement give11 to tlte Sr:ill.! <J I° Wisconsi11 I nvL'slmcrll 
Iloard. This fund consists o f money due loca l govi.'n11 11cnrs through tax 
sharing, but left with tilt! st:ite treasurer r~r subsequl'nt board invest­
ment- usually shorHcrm. Sec Section 1 V of this rcpr>rt for :1 dL'sc rip­
tion of this newest aspcd in the irllll)va tivc Wisconsin invcstrncw pro· 
gram . 



Investing the Float 

In recent years, another important source of investment income to 
the State has been the short-term investment of "float," that is the 
difference between the cash on the tre:--.surer's books and the collected 
cash balance on the working bank's books. 

Investing the check float allows checking account balances to earn 
additional money while outstanding checks are undepo ~ited or are in 
the process of clearing. Prior to a legislative enactment ;n 1974, the 
State of Wisconsin was barred from investing the check float. The attor­
ney general had ruled that all funds disbursed by check had to be 
payable on demand. Because the State of Wisconsin has an average daily 
check float of $3.5 million over and above the balance required for 
services the stakes of investing the excess float are of considerable 
economic importance. The procedure for investing the float can be 
illustrated by an example of state employees' payroJI checks. lf payroll 
checks are disbursed on Thursday, it is known from past experience 
that about 4 percent of the checks will clear the state working bank on 
the next day; an additional 28 percent will clear on Monday; 40 percent 
will clear on Tuesday, and the remaining checks will trickle in later. 
Therefore, about 68 percent of all payroll funds can be placed in short­
term investments by the investment board for four duys (Thursday to 
Tuesday). The state treasurer's office, after receiving the state work ing 
bank's daily report and computing the check floa t each day, will in­
clude these funds in the amount available for short-term investments 
and :ransmit this infonnation to the investment board's short-term divi­
sion. 

There is no danger of overdrafts in the normal sense because the 
State maintains approximately $10 million as compensating balance at 
the working bank. If the compens:it ing balance goes below the mini­
mum requiren!e11t, .i charge is carried forw:ml the next month against 
the State's account. 

Revenues gcnerJtcd by investing a State's check float will vary 
depending on the average daily float and short-term interest rates. rn 
Wisconsin, with an average daily Ooat of S3.5 mi llion. the annual in­
come generated would be as follows based on various sltorHcrn1 inter 
est rates (income computed on 360-<.lay l>asis):4 

5 percent S 177 ,000 
6 pcrccn t S2 I 2,000 
7 percent $245,000 
8 percent $283,000 
9 percent $3 19,000 

10 percent $354,000 
Th1. most recent return on the State Investment Fund wus 7.4·1 percent 
whid1, if maint:i incd for the remainder of 1976, would bring I he Sta It! 
nearly $264,000 this year. As one Wisconsin official noted, "With re· 
spcct to the over $3 million per day typically tied up in cht:ck lloat, the 
situation is simple: either the bank ni:ikcs money or it or the Slate o r 
Wisconsin does.'>5 

St:ite Working B:rnk 

• 

• 

• 

• 

• 

• 

• 

One other i111por1a11t, lw t r1oni11vcstme11t-rcl111t:d, f1111ctio11 assign l!d 
by the Legislature- 10 the hoard is the designation or th i: sla te work1ug e 
bank. This bnnk is the depository for :i ll of lhe State's fund s. With few 
cxcertion:;, it provides the Stat~ with al l its banking 'it.:rvi ces. St.:c Sec-
tion V of this report for a dc:.-.cript io11 of the slate working bunk. 
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Development o.f the Wisconsin Investme.P.t Program 
The 28-person staff, the five investment divisions, and the several 

investment pools managed by the investment board ai '! the present 
\..haracteristics of an ongoing investment process that can be trac~d to 
191 l and the creation of the State Annuity E0ard. Actually the board 
superseded the Annuity and Investment Board which by 1947 already 
exercised centralized control of investments, having responsibility for 
both idle operating funds and retirement trust funds. 

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

Over the years, many changes have brought additional retirement 
and operating funds under the jurisdiction of the investment board, 
streamlined the adminislrative procedures, expanded the types of in­
vestment instrumen ~s available to the investment board and reduced the 
day-to-day ro le of the trustees vis-a-vis the staff. ~.:> ~ !1e changes oc­
curred and the assets under managr. ment increased, the sizt o f the staff 
also increaSt'd although less rapidly. 

In 1957 the State Investment Fund was created by the Legislature 
when it conso lidated 19 different oper:i ting ::ind temporary reserve 
funds into one. The Legislature also crea ted the fixed annuity and 
variable annuity funds for each of the retirement trusts as a respon~ to 
inflation. 

By 1958, the third of tht.: major rdiremcnt fu nds, the Mi lw:rnkl:c 
Teachers, placed it~ asse ts under the board's control. 

The actual physical stor.1gc :111d handli ng o f securities by tht: sta lt.! 
trea:>urer's office ended in 1970 when the Lebislu turc a11thorizecl the 
bo:ud lo mainta in an an:ount at a nun-Wisconsin b:rnk. In that year. :1 

cus todian account w::is opened at a New York City bank for equities 
uncl a couple of ycurs late r an account for bonds wa:• cstablishccl at the 
same bank. 

In the past thrt.:t.: years, the trustees Lave prcpart.:d a po licy m:1nu:tl 
delega ting considcrablt.! :lllthority 10 tht.: st.1ff;6 the Statt.: has begun 
in vt:s ting its cash noat; the local govemm l! llt investment fund abo has 
come into being; invc'"l1111.: 11t in longer ram U.S. govcrnn11.: 11t obliga tions 
und unsecurt.:d no l!.!S o r rnrpora tion!I including cc:rt ific:i rcs or deposit 
has bee n :iuthorizr.:d ulong with rcvl.!rse rr.:purchase agrcc1111.:11t s i11 :1 gen· 
era! effort to allow greater earning power :111d flt:xibi lily in :;horHerm 
investments. J'l1c three majoi rctircm1.:11t funds have hcr.:n 111 1.: n~cd f'o r 
inv1.·s tmt.: nt purpo~s grea tly rcdm:i11 g tltl! :i~rn unl i11g w1.>rk an<l cn;ibling 
thc lixt.:J port folio LO he improv1.·d by amorli i'.ing g.lins and losses ovc:r a 
period or slightly more lh a11 I 'I yc:1rs (set page 00). 

The l'olirics of Investing Stile Funds 

Thi.: invcstm r.:nt board ie ·1politica l a11d n1ost oh~a~rvcr-> :ii.:rcc th :1t 
political prcssmes :ir•· .11i 11i111:i l. lf1)wcvcr, wi ll! th is 1m11.:h mo111:y. thcrr.: 
::ire tlways interest ~roups cnucavoring lo have lhe funds benefi t them 
or their causes. rwo groups have. in l:1t.: t , .. burrowed" a sub-;t:111tial 
portion of the ( 1CllCl'al Ft111 d portil'll or the · talc i11 vt.:s t111c11 t pool: (I) 

the bour<l m1 •;1t m:1ke a\·;iil:1hlc :t l the rr.:quc:i l of the Ot.:µ~1 1 tment of 
Veterans Aff1irs up to $16.5 mi ll ion fo r the purpose of housing lo:ins 
to veterans :ind (2) upon lht: rcquc'it or the hi!)hcr cd u~:itional aid ~ 
board :1 cumulat ive to tal or not more than S55 rnillion for loans to 
needy stutlcnts. 7 
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Not surprisingly, some underlying pressure is reflected m some legis­
lators' views-to increase the percentage of brokerage business done 
with Wisconsin brokers and to give preferential treatment to Wisconsin 
companies when making loans and investments. In addition to the pres-
sures for geographic preferences, there are from time to time pressures 
to give preferential treatment to n.inority businesses, and to a.void iJ1- • 
vestments in companies engaged in "socially undesirable activities." 

The independent nature of the board reinforces the individual mem­
ber's inclination in the role as trustee not to pursue social goals· in 
investment poLicies, and the Legislature has not mandated that social 
goals should be an investment consideration. Another factor mitigating 
against social issue criteria is the inability to agree upon and measure • 
social benefits versus the clearly measurable results of economic deci-
sions. An 8.26 percent return is an 8.26 percent return and it is better 
than a 7 .26 percent return. · 

Although investment directors do not in fact give wei1:;ht ta social 
cri teria the Board of Trustees cannot and does not take a "pubLic be 
damned" attitude. It is aware that it operates in a political environ- e 
ment.8 

• 

• 

• 

• 

• 

• 
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III. 
ORGANIZATION 

OF THE 
INVESTMENT 

BOARD 

The State of Wisconsin Investment Board consists of seven mem­
bers, six of whom are appoin ted by the Governor to staggered six-year 
terms. The sev.~nth trustee is the secretary of the Department of Ad­
ministration or. the secretary's designee. Four "public" members must 
have at lea:>t 10 years of experience in financial matters (Wisconsin 
Statutes 1:5.79(21), and the other gubernatorial appointees are nomi­
nated by ·che Wisconsin Teachers' Retirement and the State Employees 
Retirement Fund, respectively. The trustees ger1~rally meet for two 
days a month . 

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

ing under general policy gu idelines set out by the seven-member Board 
of Trustees.9 The staff is headed by an executive director who serves at 
the pleasure o f the trustees. The staff presently numbers 28, and one 
more position has been au thorized for the 1976-77 fiscal year . 

Report ing to the execu tive director are five investment directors, 
each of whom is responsible for a three- or four-person division. The 
investment directors are appointed by the executive d ircc tor wi th par­
tic ipation o f the trustees. The investment director positions are part or 
the Wisconsin Stale Civil Service System and incumben ts, after a proba­
tionary period, can o nly be terminated fo r cause. (Poor perfo rm:mce 
can be cause and investment directors have been terminated on that 
basis.) In addition to the investment directors, there is an admini5tr:i ~i vc 
officer who is in ch:1rge of o ffice opera tions such as personnel, account­
ing, secretarial, ~1 11J clerical services. 

The structure ol' the orga nization is in the process o f ch:rnging. A 
r':!sca rch divis ion is bcing crea teu which will consist o f a rc~..: arch d irl.!C· 
tor and four :111 :1ly!>ts. Previously, there were t·vo rest.:arch analysts and 
they repor ted to thl! invcs tmc11l direc tor fo r stocks. Under the new 
arrangem~n t, lhcy will continue to analyze industry groups, bu t as lh1: 
change suggests, will provide suppc1rl se rv ices to all live investment 
direc tors. 

Despi te t he existence o f these rl search spei..:ialists, the board pri· 
mnrily relics 011 N.;w York and Sl' lcc ~cd regional investment banking 
firms fo r firslh:.. :J rc ~ca rc h o f pan i ; ul:l r companies. 

s~il il ry f;J ll j.1.!S fo r lo p positions arc shown below. While il is gl! ner­
:i ll y agreed tha t sal:tri..:s lo r co111pa r.1bk positions in the private scdor 
are higha, the invl.'.stmenl l'oard is abk to fill its posit ions with compe­
tent indi viduals. 

l'ositio11 

Executiv..: Oircc lor 
lnvc:itmcrll Direc tors 
Resea rch Oircdor 
Senior Rl!sea rch An.1lyst 
Jun ior Rcsc:.irch 1\11:1 1)1:\l 
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Salary Range 

SJ 1,068 - ~4 3,500 
S28,5 I 2 - SJ9.9 12 
$ 17,0 16 - S~J ,S20 
S 1 ·LJ I G - S'20 ,040 
$ I 0 .368 - s 1 3.~9(> 



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

Some funds such as those earmarked for the variable Jong-term 
investment fund, for example, all go to the investment director for 
common stocks. He decides on the timing and brokers for his purchases 
~.11d sales, as do other investment directors for the funds allocated to 
them during the quarter. 

Long-term investments for the fixed fund are genera Uy L,vested by 
the .Bonds, Private Placements, and Mortgages divisions. The short-term 
investment division is responsible for investing the 34-fund pooled ac· 
count, the "floaC' funds, and the new loC31 government investment 
funds. 

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

Table l 

State of Wisconsin Investment Board 
Assets Under Management 

(June 30, 1975) 

Public Bonds 
Bonds, Priva le Plact:mt:n ts 
Stocks 
Mortgages 
Real Estate 
Short-Term 

U.S. Treasury Notes & Bills 
Govern men l Agencies 
Commercial Paper 
Repurchusc Agree men ts 

S829,000,000 
322,000,000 
876,594,000 
174,513,000 
26,283,000 

488, 190,000 
40, I 00,000 
86,670,000 

I O.S,945,000 
255,475,000 

Source: St:ilc of Wisconsin Investment Do:ud,A11m1a/ Report Ycnr Enrllng 6·30·75 

Investment Division- Bonds 

Bonds arc a major part of the fixed fund portion of the long-term 
investment portfolio. Duri11g PY I 975, the Wisconsin board invested 
S90.7 million in publicly issued bonds and S45.~ million in private 
issues. All bonds account for approximately one-half of the long-tt!nll 
assets managed by the board, $1, 150,955 ,949 or 51.8 pe. c.:~nt on June 
30, 1975. The public bonJs portion was s s ·29 million. 1111.: rcsl irn:ome 
on public bonds was $36 million for the fiscal year. 

Investment in corpornlc and government bonds is not unique to 
Wisconsin. In Wisconsin, specific authority to invest the fixed retire· 
mcnt investment trust, the state li fe fund. and th C' vetcr:rns trusl f•.1nd is 
contained in Section 25. 17 (3) (a) o f the Wisconsin code. Slatuwry 
limitations on such investments arc spdh.:d ou t in S::ct ion ~06 .34 o f the 
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Wisconsin statutes of 1969. Regarding the bonds of industrial corpora­
tions the investment board may not invest more than 2 percen't of its 
assets in any one company nor may it invest in a company that has 
defaulted in the payment of principal or interest en its indebtedness 
within the past five years. 

In addition, under the policies established by the Board of Trustees, 
all bonds purchased must be rated by two approved rating organha­
tions. With regard to AAA bonds, no more than 2 percent of the fixed 
funds assets may be invested in any one issue; fo:· AA or A the limita­
tion is 1 percent and for Bbb or Baa, up to .25 percent. Baa and lower 
rated credits are reviewed annually. 

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

Transaction Amortization Account 

The 1975 merger for investment purposes of the three major retire­
ment funds facil itcled another important change in investment pro­
cedures, particularly in the purchase and s:ile of bonds and stocks. It 
enabled the board to create a "tranSJction amortization account" 
whereby profits or losses from the SJle of assets are spread over a 
14-year period. Traditionally, most agencies investing public funds have 
applied profits or losses resu lting from the sa le of :issets to the earnings 
of the year in which thc sale occurred . One resalt was a certain inflexi· 
bility in portfolios since most portfolio managers were reluctant to se ll 
asset~. resulting in l:irgc "book" loss.!s that would be charged to tht! 
current year's investment income. 

By merging th(; three retirement fund investments, it was no lo1~ger 
necessary to maintain records on each series of assets held !rt the port· 
folio. AJI gains or losses could be debi ted or credited tu one account. 
The next step was to amortize all profits and lossl.!s at the rate of 7 
percent annually, or slight ly more than 14 years for the fi xed retire· 
ment fund. 

Among advantages rcportell an.:: ( I) savings in work loa<l, time and 
dollar costs by no longcr nmortizing each security, (2) a smoother, 
more representative anJ equitabk annual income, and (3) gr~atcr fle~ i­
bility in bond portfolio management. In fact, the Wisconsin bourd re· 
ports that in the first six months after the new accou nting pro~edurcs 
were institutcd, 24 separate "portfolio improvement tr:rns:1ctio11s" 
changed the average annual yield on these invest ments from 7 .633 per­
cent to 9.007 percent. The book loss was S4 million. S33.4 million p:tr 
v:.ilue sold and reinvcllted in bonus having :i S29.4 million par valuc. 11 

In· ~stmcnt Division- Stocks 

Common stocks comprise ~llmos t I 00 percent of the "v.iriabl1: 
fund" :.ind a substantial part of the "fi.xcd furn.I.'' In f-Y 1975, tor 
example, 28 pt.·rcent of the board's fi xed ful'd cash w:..i s invest~tl in 
common stocks. During the fiscal year, com mon stock pun:llases lo· 
taled S 152 million, :l!ld to t:i l sales were SI 01 millio n.12 As of June 30, 
1975, stocks accounted for 39.5 percent or the St:.itc of Wiscon)in 
Investment Doard 's long-tcr111 assc: ts (v:iriablc and fixed fund s) and wcrl.! 
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valued at $876.6 million. In the fiscal year, the market value of the 
stocks in the fixed fu~1d rose 20.8 percent and variable fund, 25.3 
percent compared with a 16.1 percent of the S&P 500 Index-the most 
commonly used measure for evaluating performance of the Stock Divi-
sion. • 

Stock transactions are made daily and net purchases average rough­
ly S30 million a month. Coinmissions approximate S l million ·annually 
in return for which the Wisc.onsin lnvestment Board receives consider­
able research. 

Wisconsin's law [Chapter 25. l 7 (3) (a)] specifically provides that 
funds in the fixed category from the three major retirement programs e 
may be invested in accordance with 1969 statutory provisions [Chapter 
206.34]. The statute state·; that purchases of stocks can only be made 
from companies whose earnings meet certain specified criteria; no more 
than 1 percent of the invest~ng agency's assets may be invested in the 
common stock of one company; nor may the equity position exceed 15 
percent of the company's assets. e 

The Board of Trustees has delegated to the staff (Investment Direc­
tor- Stocks) authority to purchase or sell stocks. Huwever, stock pur­
(..hases must be from the trustee-approved list of 206 companies. The 
investment director must also adhere to the tru:;tees' policy limiting 
stock portfolio assets in any single industry to 15 percent, and no more 
than 30 percent may be invested in any one of the following bro:id e 
categories: basic industry, consumer, technology, government regul:lt-
ed, and financial.13 

The investment director reports that these constra ints c:iusc no par­
ticular problems and that the stock portfolio includes ownership in I :rn 
companies.14 A major criterio n of the investment direc tor is that an $8 
to $ 10 millio11 equity position wi ll be possible in any companr whose • 
stock they might purchase. Bcc:iuse these stock invest men ts usu .illy do 
not go directly to companies, there is no pressure to buy the stocks of 
Wisconsin companies. 

lnvc[:lmcnt Division- Private Placements 

Pr1'5cntly, $400 million (alt from the rcti n:incnt funds) is invcstt:cl 
in pri• ate placl.!mcnts. According to ihc director of the division, " the 
m:ijor reason for inclusion of private pl:11.:cments in the portfolio is to 
realize an :ibovc avcragt: return on investments, through assumption of 
sorncwh::i t above avcrJgc risk plus a premium for lack of m:irkctabili· 
ty ." IS 

The divisio11 currently has outstanding loans to JOO co111p:111ics 
across a varidy of industrie s: r:1ilro:id . o il , savings and loan, fou 11dry, 
retail ch::i in, utility , :llld various manuf:Jcturing companies. Ill Loans arc 
not restricted ~o Wisconsin: th ~ majority of private placcmc11ts arc i11 
o ther States and Canada. 

Criteria for a private pl:u.:cmcn t investment are rather ~tric l. The 
two most importan t ratio~ :rnalyzecl :ire that long-tenn debt will not 
exceed 40 percent of total ca!' italii' at ion and that the "um of pretax 
earnings and lixcd charges will be three timl·s r11c lixcd chargl.!s fo r the 
Inst two yea rs (:1 3 x fixed ch:irgc covcr:1gc ratio) . The 111i11i111um loan i-. 
S2 million and no credit rating of lcS!: than Uaa will be rnnsidcrccl. 
Pl:tccments cannot be u~d as ven ture capital -no lu:ll\ 'i c:1 11 be 111adc 10 
companies in e:<istcncc for lcs.'i t hu11 five yc:irs.17 

If the applk:ation hus rm:t this initial se t 1) f c.: ritcria. pl:a..:c111c11l 
division stnff request :additional financial matcri.11 :rnd check 1n,1ny ·tnn­
d:ird :u:counting mcasun:s such as rah.: of return on s:1ks, opcr.tti11g 
margins, tax rates. and cash lfow positilrn. Abo, the staff ' ill ~1J ll S11lt 
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with outside people and solicit opinions on the company and industry, 
and may make site visits to the company. 

There have been instances of legislators criticizing the private place.­
men ts division for not loaning more money to Wisconsin firms. Conces­
sions in the quality of the company 01 in the quality of the loan have 
not been made for placements in Wisconsin, but there are some allow­
ances made for Wisconsin placeme.1ts in terms of company size and 
requested loan figures. For comp?.nies outside the State, the minimum 
loan is $2 million, and only thrJse whose annual sales are at lenst ~40 
million are considered. Wisc0ns1n-based companies may request a 10an 
as small as $1 million provideL'. their annual sales are at least $15 mil­
lion. Recent loan yields have Herage.d nearly 10 percent and it is esti­
mated that fewer than 10 of ti e 400 loans outstanding are problems. 

Investment Division-Mortgages and Rea] Estate 

At present it is the board's policy that mortgages and real estate 
invcstmenls shall comprise between 5 and 25 percent of the fixed-fund 
portfolio. On June 30, 1975, nearly S200 million was invested in mort­
gages and owned real estate. Return on mortgage and real estate invest­
ments e;.:ceed thal or the bond division. The average return on the 
mortgages division's portfolio w:is 7.34 percent as of June 30, 1975. 

A detailed set of guidelines is used by the three staff members of 
the division in determining wltich mortgages ::rnd rea l estale opportuni­
ties will be funded.IS As with the other divisions, a ll investments of the 
mortgages division must confonn to the broad speci fications for invest­
ments set forth in the 1969 sta tutes.19 

There is a broad diversity of mortgage fundings. 111 1975, over $51 
million was loaned to 16 income properties- two shopping centers, 
eight apartments, two warehouse:;, a medical clinic, a nursing home, a 
manufacturing fac ility, and a participatio n in a loan on an office build­
ing. While there is an emphasis on mortgages and rea l estate investments 
in Wisconsin , more than 75 percent of the division's ponfulio is pl::iced 
outside the State. 

J nvcs tmen t Division- Short-Term I nvc.stnu:n ts 

The short-term division has t'l!sponsibilit y for investing the state 
invcstmc:nt fund whkh consists of 34 sepur.1tc accoun ts such as the 
general funcl (including the check noa t), highway fund. lol':t l govern­
ment pooled investment fu nd, and cash of the retirement systems prior 
to it s long- term co m111it1111!nl. Assl' ts man.1gcd by the twcJ members of 
the divisio n vnry from SGOO million to $1 billion. As of May 15, ap· 
proximately S775 million w:.is invested by lhc division. Daily purchases 
and sales average approximately $ 75 million, a11J the :ihort·t L'nll port· 
folio turns over every few weeks. 

Return on the st:i te !nvcst nwnl fund was 9.0'2 pcrcc11t in fisca l yc:i.r 
1974, 8.89 pcrcl!nt in fisca l yc:J r 1975, and 7.-M percent i11the1110~1 
recent qu:i rtcr ending Mardi 3 1.20 The 7.44 percent rale o r return for 
the recent period, as o thtr state oflicia ls will note, is :in excclk nt ret1ffn 
since it was 1-1/2 to 3 pen.:ent grea ter than interes t rates generally 
avail:iblc to large cities. l>cclining shon·tcrm rates in the la!>t I ~ months 
:ire attributable to national trends. 

A varkty of short ·tcrm i11vcsl111cnt device arL' u ~cd : govcrn 111c11t 
agl!ncy papcr, b:tnk ccrti fil::llcs of deposil, opl·n u:i y·to-day nncl lc1m­
rcpurchasc agrct!mcnts, co m111erci:1 I paper, :i nJ reverse rl' pur~hasl' agn::c­
mcnts.21 In micJ-f\foy, the asse ts were uistrib111 cd as follows: govern­
ment paper $590 million ($85 million was invested in a s111i;lc U.S. 
treasury bill) , ccrtific:itcs of deposi t - SSS million; open end rcpur· 
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chase agreements - $60 million; ana commercial paper - $70 million. 
Usually no investments under $I million are considered, or agreements 
under $5 million made. 

Operationally, the short-term division receives a compute;. 1 • intout 
every day before 7:30 a.m. listing all current investments and · ~ ·ecifying 
the present va lue for each discounted security. By 11 a.m. the division 
will have been notified of the check Ooat level, will have balanced off 
the State's cash position, and will have checked over ·vouchers and 
amounts for individual transactions. After I I a.m.

1 
L.he division will 

make trad~s for the following day, including making sales to cover the 
State's disbursement needs for the following day. 

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

In the future, the short-term division, in hope of increasing its 
options and of obtaining an even greater return on the investment fund, 
will request authorit:· to invest in bankers' acceptances and "Eurodol­
lar" certifica tes of deposit (the debt securities, in U.S. dollars, of over­
seas branches of U.S. b:mks). The ability to seU short in the market also 
is a possible future investment avenue of the division although the 
board's trustees hav(: not yet given their consent for this more sophisti­
c.:ited and gre:-iter risk investment activity. 

Administrative Expenses 

An important rcatu rc 01 rite investment board's operations is its low 
administrative cxpcns1!. Table 2 comp:i res the board's :issets to expense 
ratio with those cf private insurance companies and nonprofit invest­
ment operations. The \"·risconsin Investment Board's expenses arc pro­
portiofoaicly lower, ::i nd in all but two cases (College R(! lircm ~nl Equi­
t!!!ri Fund and the Illinois Investmen t Dourd) the board'!> expense rati< 
is one-fifth that of other organizations. 

Tabll! 2 

Ratios of Aswt~ lo Expenses, Sckclcd Comparisons, 1973 

INVl:'STM£NT 
IN l'l::sr.itF.Nr E.YPl:WSf.'S 

ORG,tNIZ1ITION 1ISSETS (E.'(C/ •. 1:·1.\'l:'S) Pt..'l.CENT 

J\c1cin Mulu:il Life $ 607.SS 1,098 s 2,77'1,0!H 0.•1511% J\llslalc Lire l11surJ111.:c 357,67·1,020 ·11 5,023 0. 11 6% Aid Assoc. for L111h1:rans 1,01!6,9·1X,89 I 1.4 79 .071i O. IJ6% Co 1111cctlc111 M1111111 I Life 3, l l (i,740.666 57.08..!.9·14 1.83 1% Contincn l:i I As\llrilncc 1,8 1 S,40·1.181! 4. IJS,1\55 0 . '.!:!7~(· Equil.1h:u l.i fc Ins. 1·1,97 1,95 1.(191 57,5J0,7·C O.JIM% Franklin l. lfc Iii.. Cv. I ,·133,098.H\1 I ~.754 ,778 0. 1\J:!''j, John llam;ock Mutual 10.391,836.359 ..!'J,11 ·1, I (16 O,:!liJ''l. l. i11co l11 N.1 t 'I. Life 2,41 0,340,2811 J.M9.~ 2X 0.15 1'/.o MJs . Murual Lifo ·t, 795 ,<t61U174 17,907.'19'.! O.J7J% Mclrupolit!ln Li fo l11r1, JO. ~1<6.1)75,SJ 7 1)9,071.174 O.J.!7% Mutual Life of N. Y. ·l,O·H,50·J,:?JO 16.05S.4'l7 0.397% 

Colluge Rctirnrncnt 
Equilics Fund 

Tcni.:hl! rs lus. & 
s :?,600.056, ::!J I s I ,o 11.55~ 0.01'1% 

A111111i1 y Aooi.:. J,J70,8S7,0·IS ·l .6~7.9.i.J 0 l;lS·~. 
lll111oi\ lnVC)IOll.'111 ll<•JrU 79.l,7 ~o.'>1>-t h-1.l,olS 0.0K I '~· 

197.j l nvc~rmcnr llo:m.I ~ .S~O .JOJ .000 5 ~·l .-tt1R 0 .0~0.l\f, 

S.111/(t. Wl1''0nn11 lno tllmflll 01wJ 
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The investment board's administrative expenses are two cents per 
$100 of invested assets. As Tabie 2 shows, in 1974 adn1inistrative ex­
penses stood at .0208 percent of assets. This represents a slight decline 
over the past decade, during which time assets have tripled while staff 
has doubled. In 1965, the percentage for administrative expenses was 
.0289. 

Several factors may account for the b0ard's low administrative ex­
penses. First, the number of staff and their salaries are less than com­
parable to private financial institutions. Second, because most funds 
managed by rhe board may be pooled, there are significant benefits 
achieved by a concentration of capital in terms of broker and trader 
commissions. Third, the board, by being a large institutional investment 
operation, receives research and related services as a result of its com­
mission fees, that is, no cash outlay. Fourth, the board, like most state 
agenc ies, minimizes expenses for amenities and other perquisites.22 
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IV. 
STATE-LOCAL 

FISCAL 
~O OPERA 'I'ION 

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

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

Legislation authodzing the pooled investment fund was first intro­
duced by the state treasurer in 1967 but was withdrawn after 11 days 
because of pressure from the banking community. Because of ::i tempo-

• 

• 

• 

• 

rary (IS-day) cash now problem in Wisconsin state government, the • 
program was revived with modificat ions in the spring of 1976. The 
State, which needed c:ish to disburse real properly tax credit payments 
to local governments, was and is prohibited from borrowing more than 
SI 00,000 for current obligations and is prohibited from interfund 
transfers. Therefore, local municipalities were faced with rcce ivin~ a 
prorated amount of their ~hared taxes. State officials, however, know-
ing that Wisconsin municipalities collected their main revenues - prop-
erty taxes - prior to February 28, reasoned that the temporary cash 
now crisis could be averted if enough municipalit ies would defer re-
ceivi11g their state payment for two weeks. As an inducement for such 
"loans," local governments would rece ive interest equivalent to that 
received on short-term investments of the investment board. Nineteen e 
local governments left their funds with the State, and the temporary 
cash now crisis was solved. 

The pooled investment fund passed the Legislature unuer propil'ious 
circumstances. There was a fiscal crisis situation and the State's bankers 
were unorganized. Wltile co11ditions in o ther Stutes may not be similar, 
the economic benefits produced by establishment of a pooled invest- e 
ment fund might be sufficiently compelling to overcome opposition .23 
A major hurdle in Wisconsin was obtaining the support of lol'a l officials 
who were concerned about allowing the State to retain their funds in 
the pool. The loca l treasurers' association went on record opposing the 
investment pool. Opposition to the pooled inv~stme nl trust w.1s soft-
ened, however, by also providing for an investmen t trust fund which e 
would require indivi<lual accounts for each locality's fund s am.I fo r a 
specified time. If useu, the trust fund will not offset the State's cash 
now problem since these funds will be t ied up for specified periods of 
time and thus be unavailable lo the State. 
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Provisions of the Two Local Funds 
Senate Bill 788 specifies the major similarities and differences be­

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

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

Fifth, local officials depositing funds in the pooled investment fund 
need not specify on what date they would like their principal and 
interest returned. Local officials depositing funds in the trust fund must 
Jesi3nate the length of investment time for their funds, and incur any 
financia l penalties for early withdrawal of their monies from the tru5t 
fund. 

How the Pooled Investment Fund Works 

The mechanism for direct transfer of local government runds from 
the state treasury to the investment board serves two functions: (1 ) it 
reduces the amount of time which local government funds would sit 
idle and not receive iJ1terest, and (2) il helps lhe State handle emergen­
cy cash flow problems. 

Operationally, the deposit and withdrawal system is quite simple. If 
a local unit of government is depositing money in the pooled invest­
ment fund from its state shared taxes, that government gives the state 
trt:::isurer written instructions as to the amount which the State should 
retain. If a local unit of government is depositing idle cash from its own 
treasury, the local treasurer would ask the local government's ~ommer­

cial bank to transfer the fonds to the state tn.:asurcr for deposit in the 
investment pool. The investment board will receive its informa tion 
from the treasurer's office and it will be included in the daily to tal c:ic;h 
figure wl1ich can be invcstcu. The investment board is not no tified by 
the towns directly. 

For withdrawals, the same process would be used. I f not ice of a 
partial or to tal withdra·.vaJ of the municipality's funds is made by I 0 
a.m., the state trcasuret 's o ffice will issue a check that S:J.mc clay and 
transfer by telegraph the fund s to the working bank of the local govern­
ment. If the check cannc t be issued until the next clay, the local go ve::rn­
ment also would be creel ted with :rn addi tional d:1y •s intcrc:it. 

The interest earnings :.111~ compu ted on ~i n avc.:ragc yil· ld for a qu:1rtcr 
:.1nd arc based on the :lVl:rage d:iily bal:lnces of t.!at:h part icipant's share 
of the short-term inves·:mt!nl fund. Computer programs arc used to 
determine the balance, deposits and withdrawals on a dnily basis for 
each local government. 
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Advantages of the Pooled Investment Fund 

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

Increased cooperation between sta te nnd local fiscal officials, it is 
hoped, will reduce the distrust of state governmen ~ by local govl!rnment 
officials. Finally , to the extent localities experience a.-~ improved finan­
cial status, the State benefits indirectly. 

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

Officials in the Wisconsin Department of Administratic n conducted 
a comprehensive analysis of local government investment practices and 
discovered that 81 cities and 67 perccn t of all towns and viJJ::tgcs in 
Wisconsin received no interest income in the 1974 calendar year. Many 
local officia!s simply placed idle cash reserves in noninterest bearing 
demand accounts in local b:rnks. 

Local governments should get higher returns on their funds because 
the investment board can invest in high-yielding, short-term investments 
such as repurchase agret!ments and commercial paper, because of lower 
dealer fees and because of the greater expertise of the board's piofes­
sional staff. For example, because local governments will rcceivl! the 
same rate of return rcg:1rdl.:ss o f whether they invest $2,000 or 
$200,000 tlhat is, there i<; dollar averaging across investors), smaller 
towns and villages most likely will rece ive higher interest than if their 
accounts were invested scpara tc ly. 

In addition, the pook:d investment fund, by providing local officials 
an alternative investment opt ion, may force banks to provide more 
services to local governments in order to m~iintain the locality' operat­
ing funds. 

For some munic ipalities the tlexibility of the pookd invcslmt:nt 
fund will permit an intl!graliun of lot.:al governments' invl!stment poli­
cies with their cash now system As noted previously. lu~Jl govern­
ments may invest fu rn.ls for any amount u l time- one ur two days or 
much longer periods. This "variable date" provision em."Urcs that mun i..:­
ipalities will not be penalized for early withdr:l\va l or c::iught in a cash 
flow problem bet.:au e of illiquid invest ments. Jn fac t, the liquidity of 
the short-term investments and the mci:hanism for rapid transfor of 
funds from the sl<lte treasurer to local tre:;sun:r will enable loc:il govern­
ments to receive their funds on tilr same day or one day afte r their 
notice of withurawal. 

Costs involved to slate and local govcrnmc11 ts.frorn the local govern­
ment pooled investment fund arc nominal. Local govl!rnml!n ts. in foct, 
incur only the costs o f n phone ca ll or poslage for n letter to thl! slate 
t reasurer. The ~ tatc investment board, as sla ted in the legislation, will 
deduct a maximum of 0 ne·fourth o f I percent of all earned intcrt:st for 
nd minislrativc expenses. It is antidpatcd the actual auministralive costs 
will be significantl y less than this amount. 
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One possible difficulty that could arise for the State involves money 
left by local governments in the general fund at the request of state 
officials, for use in temporary cash flow difficulties, which is not invest­
ed but distributed to local governments who need their share. Lender 
local governments will receive in terest on these funds just as if they 
were being invested by the investment board. Since these fund s were 
not invested, there is an interest expense for the State that must later 
be appropriated from the general fund . It is not clear how much of ·a 
problem this will be and state officials do not agree. While there is a 
cost to the State of Wisct.!lSin associated with operating the pooled 
investment fund during cash Oo,~· difficulties, this cost will be les.s than 
through borrowing on the short-telm markets which is not legal under 
present law. uf course, any final solution to the cash flow problem 
must await statutory changes that spread payments throughout the year 
rather than require very large payments once or twice a year. 

The Investment Trust Fund 

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

Unlike the pooled investment fund, capital in the trust fund cannot 
be used by the Statl! for cash now purposes because it is in fixed 
investments. In terms of administrative/bookkeeping costs, the trust 
fund also is Jess advantageous-the Department of Administration must 
set up an individual account for each municipality (pote11tially I ,400) 
and maintain records on the type of investment interest earned, com­
pute penalty charges fo r early withdrawals, and set up procedures for 
notifying local governments when their investments have become ma­
ture. In cont rast, for the poolcc.l investment fund, the Dcparlml!nt of 
Administratio n, in cooperation with tht: slate treasurer's offi~c, needs 
only to maintain records on the average daily babncc of a municip?'­
ity's account during each ca lendar quarter as all acc:ou nts will recc vc 
the same rate of return. 

If most local governments use the trust fund for long-term i11 i.l.!st­
rncnls (over six months), the administr:.itivc task would be mnnageaPlc, 
although still an additional burden to the investment board. If lo:al 
governmenl:1 wish their funds to be managed and ro lkd over frequently 
in short-term investments, the bo:iru migh t be overwhcl111ctl, given prcs­
en l st:1ffing. 2-' 

In itial Results of Ille Pooled Investment Fund 

The poolcc.1 investment fund became effective Man;h I , I lf/6, wilh 
S61 .5 million in deposits from local governments that left their state 
shared taxes with the State to assist with cash now problems. After the 
temporary cnsh emergency, local govl.'rnn1cnts withdrew over $45 rni l· 
lion. Five cities kept their shared taxes in the investme nt puol uurin.s 
the month of March anc.l n.:cc ivl·d a 7.44 percent rate of return , th<'.: 
overall she r l-tcrm invcstmcnl yidu for the first three mor:ths or 1976. 
Madison, Wisco11:1in, eurned approximate ly S6_,0QO on its oni.:-month 
investment of $9.7 million. 

Overall. the pooled irwc~tlll l! llt fund h:is been well rci.:c ivcd , and 
now, after the initial pcriou of co1111mmicati11g the d\!t:iils o f til e pro · 
gram to lucal officia ls, part icipation is increasing. Jn 011c twO·\~cck. 
pl·riod in mid·~lay, 26 additional local units of gover111m:nt inve~tcd 
ca~h in lhe pooled fund . As of Ju ly 12, I 976, loc:l l governmen ts had 
ne;i rly $28 mi ll ion in the fund.2S 
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Start.:.up costs of the pooled fund were minimal as coordination for 
the program involved no budget and limited staff time. It appears no 
additional state employee must be hired for investment purposes. One 
person may be hired to serve as the principal information· and resource 
contact for local governments although a final decision has not been e 
reached. 

Few complaints have surfaced tu date. One city treasurer who has 
left shared taxes in the pool and also has transferred an additional $2J 
million of the city's cash to the pool sees only two needed modifica-
tions. First, according to this official, the investment board should 
disseminate brief biweekly or monthly reports on what types of short- e 
term investments are being made. This information, he suggests, would 
be useful for his own inv0 <>tment operation and could also be used to 
inform the elected cit) A ticials that the pooled fund wiU provide a 
superior economic return.26 

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

Implementing the Pooled Investment Fund in Other States e 
[n Wisconsin, the pooled investment fund benefits state and local 

treasuries. I n St:ites without a centralized investment unit, establishing 
an investment mechanism for local governments would be considerably 
more difficult. States without financial expertise in :>hort-tcrm invest­
ments prob3bly should not initiate a pooled fund until an investment 
board is opcrn ti on:1l for several years or until appropria te staff can be • 
hired. States with an exist ing invcstmcnt agency will need to consider 
how a sudden influx of local funds will alkr current o perJtions. For 
instance, computer progrnms must be ch::velopell by the investment 
agency or treasurer's oITice fo r proper credit ing of munidpal accoun ts. 
And, until other States dup licate Wisconsin's rapid deposit and with-
drawal system, some mecha11is111 must be established so chnt locnl gov- • 
ernments do no t lose substantial interest income from slow transfer or 
funds. 

Not :ill Stales may wish to assumt: add itiona l functions uml not all 
States would rc1.:civc :1 s m:111y economic benefit s as Wisconsin If a St:ite 
is not investing in the short-term urea, local government fu nds would 
not permit a co 11cen1r:.1tio11 of capital an<l higher yields. If a Stale is not • 
experiencing cash now problems or distributing large sums of 1.:ash to 
loca l governments, the pooled fund wouiu bc h.:ss at tractive. If thl!n.: arc 
111any cities with their own i11Vl'Sl111c11 t programs, participation in the 
pooled fund woukl he less bt.:ncficial. 

The pooled i11vcst111cnl fund would appear to offer many t'C011 0111i <.: 
bcnefit!I to s t~1tc and local governments. given :rn appropriate inves t- • 
ment framework. This fu nd will no t solve :111y major existing problem 
hut it may gl ncralc stale and lo<.:: tl rcvc1111cs without extracting these 
resources fron reluctant taxpayers. Few programs can be assessed so 
fuvornbly. 
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• 
v. 

THE 

• STATE 
WORKIN G 

BANK 

• 

Another aspect of the overall cash management system in Wisconsin 
is the "state working bank." The state working bank is selected by the 
State of Wisconsin Investment Board . Authority for selecting the bank 
is found in Section 25.17 of the Wisconsin Statutes: 

(61) [The Board Shall] ... designate publ\c depositories for the 
deposit of public moneys .. . coming into the hands of the state 
treasurer; allocate the deposits of all public moneys coming into 
the hands of the state treasurer, and limit the amount of such 
public moneys, as determined from the state treasurer's records, 
which may be deposited in any public depository so designated . 
. . .only such banks as have been named by the investment board 
as working banks shall carry state deposits on which checks are 
drawn to conduct che daily business of the state, all o f which 
deposits shall be payable on demand. 

The Legisl:.lture wisely avoided enumerating the selection criteria 
kaving that task to the board. Although the law would permit more 
than one working bank , the State of Wisconsin Investmen t Board has 
concluded that the operational advantnges of using o nly one bank out· 
weigh any opera tional or politicaJ disa<lv~1ntages. Thus, there is o n!y one 
Wisconsin bank Sl!rving as a depository for the State's fund s. There are 
both opl!rational and fisca l advantages from having one state ba11x in­
stead of two. Coordination among a single working bt1nk, the invest· 
ment board , ~111d the treasurer's office is an easier task because ol' a 
single disbursement account. Fewer man-hours are required to re ·olve 
any problems or issues when there is only one bank ·and better scn ·icc 
usually results from having a super account with one bank instead of 
medium-sized accounts with two banks. The use of one bank inslt:ad or 
two has :.i fiscal benefi t as well in that no interest will be lost due to 
transfer lime between banks.27 

Tht: stale working bank in Wisconsin is si:b:tcd on th1.: b:1sis of 
propo:;als submitted by the interested banks.:s Under the most recent· 
Jy used procedures, thc:rc is no ending date - a six-year working arrange· 
mcnt has been normal. It is anticipated that a thorough review or costs 
anJ services will occur at two·ycar intervals. Ei ther llH! State or bank 
can terminate the arrungcmcnt with 12 months notice. 

Activ ilics of the Sla te Work ing llank 

As banker for the State, the First Wis1.:onsin National Bank will 
provide many of the scrvicl.!s it provides fo r its l::irge t corporate cus· 
tamers. In its relatio ns with its bankl!r, the State 's objectives arc the 
s::i me :is a corporation's: ( I) accurate rd l cc tion o f it s cash situatio n :it 
any point in time, (2) effkicncy in the provision of Sl!rviccs at a rl!ason­
ablc cost, :ind (3) rapid and :iccur;ttc tran!>fc r of fum.J -; h order that the 
Stntc can make max.imum e::irnings o n il s funds. 

The slate account r:ingr.!s from S'2 million to '5 100 million on any 
part iculnr day. Thus, rhc vo lume of work is consitkr:ible. During the 
year, ll1~re will bl! eigh t million deposi t item.; to the state account tha t 
must be processed. There will bl.! 4.6 million cht:cks and ·LS million 
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reconciliation !terns directly related to the state account. 29 Deposits 
are made by mail, lock box, wire transfor, and over the counter. All 
disbursements are made by check with several series currently being 
used.30 

Although there may be numerous modifications and refinements in 
the procedures followed by the State and the working bank, the essen· 
tial services required by the State are reasonably well defined by the 
investment board, state treasurer, and Department of Administration. 
Based on these services and the anticipated volume, the banks bid for 
the State's account. Among the services needed are:3I 

(l) The minimum time of credit shall be at least that provided by 
the Milwaukee Office of the Federal Reserve Bank of Chicago 

(2) The state working bank, i[ located outside Madison, shall desig­
nate a Madison bank to serve as its agent and accept alt' deposits 
made on behalf of the state treasurer, 

(3) Special courier runs from the state treasurer's office to the Fed­
eral Reserve Bank and to Chicago Loop banks to collect large 
dollar items, 

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

(5) Same-day transfer of funds for settlements resulting from short· 
term investments, 

(6) Normal checking services plus separ:i te reconciliation for each 
of several series of checks, microfilms of all cancelled checks 
and microfiche indices of the microfilms, 

(7) Telegraph tr:insfrr services, and 

(8) Foreign exch:rnge se rvices. 

In order to facilitate the State's investment program, each working 
day nt 8: IS a.rn. the bank must notify the state trcasurl!r of the co ll t!d· 
ed balance in the State's account in order that short-term invest ments 
can be made that tlay. A monthly account analysis will be provided 
showing the average daily balance.: and the resulting excess or deficit 
posit ion in compensat ing bnlanct:s. 

Ua nks and the Selection Process 

As noted above, the sta te working bank is se lected by the invest­
ment board from among those Wisconsin commercia l banks which pre­
pare and submit a proposal for the State's account. Nol all banks arc 
.rnxious to have the State's account. The volume is grcnt and it will h:ivc 
a ,;ign ificant impact on the bank's operations. Obviously only .a brgc 
bank with a highly computerized transit departrnt:nl could hanclh: the 
very large volume of work generated by the state account. If the bank 
doesn't have accurate information about its interna! costs, income from 
this account may not cover the costs :issociakd with ~crvicing it. 
Another important consideration is what hnppens when the account is 
shifteJ ag:.i in in 6 to 12 years as seems entirely likely. Since the add it io n 
in demand deposits resulting from the Stat1:'s account arc substant ial. it 
may be necessary to increase the bank's capit~tl :,trnl!ture. Fin.1lly. po· 
tential bidders must consiclcr what, if .1ny, cffoct se rving as lh1.• state 
working bank will have on o ther large: bank custo111crs (e.g. , will thc!>I! 
customers want banks to hid fo r l!1cir accounrs'!) . 
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On the other hand, both state officials and bankers believe there is 
some prestige in being the State's banker. Innks might also see this as 
an opportunity t o make new contacts and possibly as an opportunity to 
further develop certain banking functions that previously had received 
too little attention. Undoubtedly, however, the chief reason Wisconsin's 
banks would consider bidding for the State's account is to increase 
profits. 

Competing banks' proposals are submitted in terms of compen­
sating balances that the State must keep in demand deposits at the 
working bank. The State provides information on the type and volume 
of services needed. Each bank details the costs of handling the State's 
banking business and indicates what compensating balance is required 
to cover these costs including whatever profit the bank considers appro­
priate. Appendix B is the proposal form devised by the Wisconsin In­
vestment Board. 

Table 3 illustrates the computation of costs and their relationship 
to compensating balances. In this hypothetical one-month period, the 
State's balance exceeded the minimum required balance so the resulting 
excess is credited to the following month. In instances where the State's 
balance was below that needed to cover the costs of ad ministering the 
account, the deficit would be made up in the following month. 

Again, in the Table 3 illustration, a deficit would occur if the 
monthly direct charges had exceeded $52,016 or if the compensating 
bal:ince had been at a level such that the interest credit (102 percent of 
the treasury bill rate) was less than $48,705, or some combination of 
both. 

Table 3 

Example of Compensating Balance Credit Calculations 

Total Monthly Dirnct Charges 

Average Collec ted Bal:lnce in the State's 
Account During the Month 

Less I 2 percent Federal Reserve Requirement 

Net Collected Balance 

Interest Crl!dit Computed at I 02 percent of 
the Average Treasury Bill Rate (6.55 pl!rcent) 
for the month3 (I 02 percent x 6.55 percent= 
6.68 percent x $9,344, 104 ~ 12) = 

Excess Credit ($52,0 16 - $48,705) available 
to apply to subsequent month's charges 

s 4S,705 

10,618,300 

1,274,1 96 

s 9,344, 104 

s 52,016 

s 3,3 11 

11
J02 /H'ICl!llf of tile a111·ra1.'l! trcarury rare Is the credit 1at1• detc1111i11ecl by rite State and the bunk 
tl11011gh thl! "bld'' prouss. 

Source: State o{l\lifco11si11, "Sptcijkarions fvr PropoSJfs to be rite State h'orklng Hank." 1l fJpC11 · 
df.Y 8, October 15, 1975. 

In addition to providing th\i servicl!s listed previously, il is t lt: view 
of investment board staff that the sta te working bank should have 
deposi ts or at least S 120 million and that its capi tal, capital notl!S, 
surplus, undivided profi ts, and reserve!> equal at lc:ist S 1 I million.32 

19 



Questions that might be asked are, "Is the investment board the 
most appropriate agency to select the state working bank?" and "Does 
the selection procedure insure that the State gets the best possible 
deal?" 

Regarding the first question: it is true that on a day-to-day basis 
both the treasurer and the Department of Administration hav~ more 
extensive dealii,~s with the state working bank than the beard . The 
procedures deve!oped will affect these agencies most direcOy, and the 
board has no particular expertise in developing the needed ~ash manage­
ment, auditing, or accounting systems. 

No compelling case can be made for an independent investment 
board's selecting the <>tate working bank. Nevertheless, in Wisconsin the 
board's independent status, !tc; arms-length review of proposals, and its 
generally good reputation lend considerable credibility to the selection 
process. Moreover, the trustees have financial and investment expertise, 
solicit the ideas of the treasurer's office and the Department of Admini­
stration in developing the specifications, and seek the advice of their 
custodian bank in New York City in evaluating the proposals. 

Whether or not the State is getting the lowest possible costs as 
reflected in the required compensating balance is not known. However, 
the bidding procedure would seem to assure a reasonable charge for 
services. State officials appear satisfied. The response by the Wisconsin 
state treasurer is believed representative: 

" . .. under the State of Wisconsin philosophy of securing bids to 
serve as the state depository, we feel that the bidding banks 
through competit ion will arrive :.it a proper cost factor for their 
services. As a mat~l.!r of truth we would be very reluctant to im­
pinge our limited knowledge of bank costs upon bnnks who should 
bid on the basis of their own particul:.ir costs plus a reasonnble 
profit.33 

Again, thjs is not to SllMl.!Sl that the invcstmt:nt board is precluded 
from reviewing the bank's rangl.! of se rvices, professional st:iff. equip­
ment and faci lit ies to asccrtai11 if the bank can providl.! a proper level of 
services. 

Utilizing the State Working Uank in Othcr States 

In most States, the greatest obstack lo implementing the single 
state work ing bunk concept is politicn l. In Wisconsin the sta le worki ng 
bank has been in opcr:1tio11 for over _Q yl.!:,irs and is gl!nera'ly accepted 
by Wisconsin's bankers. As taxpayers and businessmen it is difficult for 
banks and bankers to argue with the substan tial effki1:111.:y s:wi11gs and 
investmen t earnings. 

Needless to say, the Slate's bankers have not always been so s:1n· 
gu inc when\ the single depository for stale money is co1H.:c rn 1:d and ;1s 

noted in tl1e pn:vious section, they opposed the rrca tion of thl! 101.::sl 
govl!rnment invc.:stmcn t fund s. Perhaps the l'ationalc most fn:quc111 ly 
:.11.ivan1.:cd for mai11t :1i11i11g numerous state al'cou11 ts is the l!conomic tk· 
vl!loµ menl ont: : these sta te dollars arc used by local banks to gc11er:1tc 
<.1cld itionul lrnsincss in the region. The vii.:wpoint expressed by Wiscon­
sin's elected treasurer seems app1·0 pri:111.:: 

' 'Up to this time (a lthough I ,1Jmit th .:rc i 'i consiJrr:ibh.: pressure 
to the contrary) the State of Wis1:onsi11 . the l m·e!irm~·nt OO'lrJ 
spci.: ifil:ally ... sub:>cribi.:s to th l! philo!'lophy thin money is u fret:· 
nowing objec t of track that ignorcs pr, lit ical bou11darics, anct lh:tt 
at tempts to promote loca l or rcgiunal busine'>'i th10ugh bank de· 



posits i'i to little avail. We tend to feel that generally such deposits 
are merely invested by the receiving bank in that form of invest­
ment which will realize to that bank the greatest income.34 

In other words, many investment officials do not accept the eco-· 
nomic development argument since local government funds will be used 
wherever the bank can obtain the highest rate of return-usually not in 
the local economy unless it is expanding rapidly. Furthermore, a num­
ber of States require that banks must put up collateral as security for 
state deposits. For instance, in Kentucky; banks must post government 
securities worth 110 percent of the uninsured portion of the deposit. 
Consequently, the result of these "linked deposits" in Kentucky is thac 
state deposits of public funds in commercial banks may reduce the 
a.rn• mt available to promote economic expansion. Recently, South 
Dakota dropped the collateral requirements on state deposits from I 00 
percent to 5 percent potentially "freeing up" an estimated S 180 million 
in South Dakota banks for other investments and loans. 

The local econo:ny :ind town residents, in fact, may benefit pre­
cisely because local fu!lds are temporarily withdrawn from local banks 
in order to obtain a b~ tter interest rate elsewhere, such as through 
investments in the State's h.ica l government pooled investment Fund. 

From the standpoint of b,'ing able to engage banks that can provide 
the necessary services, a State .: largest b~mks prob:ibly will bid to be­
come the state working bank. ~ i n ce the size of state govcrnmc1.t and 
the size of banks arc both son1C\ ·hat related lo poµ ul :ttion, il seems 
likely that within each Sta te lherc are banks that could handle the 
State's b1: ;ir1css. The banks in Wisconsin that bid on the state account 
h:i ve t o t.! I de posi ts of S 1,859,678,000 (First Wisconsin) and 
SSS l ,525,GJ·.: .,,~ l arshall & Il sley). This m:.ikcs them the 48th ~111d I GI st 
brgest banks in the country, suggesting th:ll banks of varying ~izc can 
handle lhe state account.JS 

While Wisconsin uses only one bank, it would be pnssibk, if slightly 
more difficult , to use more than one working bank. For cxilmpk, South 
Dako ta uses two banks and alternates each mon th. A thorough Jna lysis 
of the services req uired and volume or transactions within various state 
accounts would reveal the complexity invo lved . 

In branch bunking Stales, it might even be easier to implement the 
state working bank t:o nccpt since tra n53ctions l:Ou ld be made through­
out the Stal~ with immediate accounti ng. Co llcctio11$ and cash dishurse­
:ncnts would occur more r:ipiuly. 
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VI. 
TRANSFERRING 

THE 
WISCONSIN 

PROGRAM 

Some innovative state government programs are not applicable to 
many other States. This one is. It is not associated with size or composi­
tion of population, rural/urban considera tions, size of State, geography, 
or the State's fiscal condition. All States collect large amounts of mon­
ey and expend la rge amounts of money; therefore they have an enor­
mous cash flow. AU States have significant amounts of cash that are no t 
needed for payments on any particular day and which, therefore, could 
be earning interest. 

The review of the Wisconsin investment program suggests that the 
administrative factors are probably less important than the political 
ones in precluding the transfer of this comprehensive investment pro­
gram from one State to another. The two groups most adversely affect­
ed appear to be bankers and existing boards, agencies, or councils which 
arc responsible for investing various public funds. The latter group 
simply will not want to have th is important investment responsibility 
transferred from it to a centralized investment board . The reasons :i re 
easily deduced and don't require exp:insion here. Dankcrs naturaUy will 
not like losing the earnings from lhe deposits o f the State. 111c combin· 
at ion of est:iblishing a state working bank, investing the ch..:ck floa t, 
creating a locul government investment pool, and inv..:sling id le cash 
balances arc all programs that rcsull in greater earnings for government 
at the expense of banks. In the case of both centralized banking um.I 
centralized investing the benefits to government can easil y be measured. 

Opposi tion may also come from the state treasurer since a comprc· 
hcnsive investment program probubly will mean th..: treasurer's loss of 
some control of thco;c funds. ln Wisconsin , for example, the Depart­
ment o f Administr:1tion1 not th..: treasurer. opcr:it..:s the computer sys~ 
tcm nm.I performs the data processing and accounl'i11g. The 111vestmcnt 
board and st:iff make a:I the investment decisions. 
Legal Issues 

St:ite investment polidcs an. i11 0u..:nccu by the i11stitutional sc tti11g 
in whid1 invcst m..:n t pol icy is cl cvclopctl anti by th ·~ philosophy amt 
investment goals of V-J rious polic.:ymakers, but all of the~ factors arc 
circu1 'crihcd by the const illltionnl, statutory, and administr:i tivc 
guidelines of the individual St.1tcs. 

ln numerous Slates, the l:lws urc silen t on many matter · :1ffecting 
the development of a comprehensive invc!ltml: nt program. Sud1 was the 
case in Wisconsin and in tcrpret:1tions of th..: statutcs genera ll y have been 
strict i11 findings thot necessitate spc:cific statutory provisim1s :lUth­
ori1ing board :1ctivi1ics- the rnunidpal investment pool, the investment 
of noat, cxpnnding th..: types of instrun11.:nts th:i t can be ust·d fo r invest· 
mcnt purposes, and the us·~ u i n custodian bank in New York City to 
phy~ic:dly hold :rnd transfer securit ies. 

Thcru nre other instnnces where the st:1 tutcs l1111it th e.: numht:r :111d 
t ypcs of scc11ri t 1cs which may be held i11 l he portfo lio , the I imc periods 
:in invcst111c111 m:iy be: held , or the amou.11 of treasury bal:rncl!:, that 
may be invt.:slctl. The use of banks us holdini:: i11stitu1ions for tr.:asury 
ba lances when the money iCi not im'l' tcd m:iy also be suhjc~t tv st:i tu· 
tory l imil ~1tion. 
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Equally as important as the statutes or administrative guidelines are 
the administrative procedures and policies (sometimes spelled out in 
law) that greatly affect the potential for cash management. Wisconsin 
has a system of centralized cash disbursement; rapid and centralized 
collections through lock boxes; one bank account; regulatio'lls requiring 
agencies to transfer funds immediately to the treasury; a centralized 
uniform accour. ~ing system, and a sophisticated, centralized, computer 
system. This centralized management capacity is lodged in a Depart­
ment of Administration which has considerable authority over manage­
ment systems and reports as well as budgeting and personnel. These 
factors certainly facilitate the development of a comprehensive state 
investment program. As the Wisconsin case shows, developing an exten­
sive investment progrnm can occur in stages with an investment board, 
followed by a working bank(s) , anc' sophisticated accounting and com­
puter systems, flexibility in investment instruments, and a custodian 
bank. 

Another major component in the pre$ent program is competent 
stafT to manage over $2 billion in asset However, the m:irket for 
investment professionals is a national one, so it should not be difficult 
to attract personnel if reasonably competitive sa laries are offered. 1t has 
been sugpPc;ted that many state capitals offer pleasant living environ­
ments thac many prospective employees would find desir~1ble . 

An equally important issue is whether outside consultants should 
manage sta le investments or whe ther th is important activi ty should be 
conducted by stale employees. While States m:iy wish to divide invest­
ment operntionr. between government and nougovcrnmcnt employees 
for a period of time to determine which group achieves greater success, 
severa l items suggest that in-house inv"stment may be the preferable 
course. First, responsibility for state iJ1 vestmenl operations should be 
assumed by a sta te official who can be rewarded or disdplined baseu on 
pcrform:rnce. With dclcg;1tion of this responsibility to an ou tside firm, 
there is less control of personnel, uncl little redn:ss for poor investment 
performance except dismissa l of the fim1. Secondly, if st:J te officials 
invest stall! f11nds, they ore inws ting some of their ow11 rctirenn:nt :ind 
tax funds, a procedure which is different than investing someone clsl"s 
fund s. Thirdly, and perhaps most importanlly, in-house i11vcstmc11 t s<1l­
ary costs (for an equivalent level of service) will 11carly alwnys be sig11iri­
cantly less than private firms' sal:lrks. lf this difforcntial in !>alaries 
could be offset by higher iJ1vcs tmcnt returns from private con~ulti ng 
firms, there would be 110 problem . Priva te consulting sc rvitcs, however, 
have not consistently produced bctwr investment yields than stare in­
vestmen t officials. Finally, in-house investing h:is 110 :idministr:llivc mar· 
ket ing or :idvcrtising expense. 

In sum, if the political ol>st:iclcs can be cwcrcomc and translated 
into sati·.faclory ll!gisl:ition, then any State can begin developing the 
computer and :lccounting progrn ms ancl l>:1nking relatio11shi1> ncccku to 
pursue an efficient i.1ves1mcn t progr:im. The St:i tc of Wiscon in :ippc.::11 s 
to be managing il s c:ash now in such a way ns to permit maximum 
investment opportunity. There are no idle c:ish hal:lnccs in Wisconsin, 
only :i co111pcns:1ti11g l.>al:1m:c lo p:iy for bu nk se rvices. Thtrc :m: very 
few unut ili zcd or unauthori7.ed invcstrnc111 channels. 

Jn conclusion, the modi lications ck sc til>cd i11 th is report , .tlmost 
:i lwnys m:incla tcd L>y specific statute, have resulted in an investment 
process i11 Wisconsin th:-il can s~rvc :is a model for o r her !lt!l tc officials in 
evaluat ing their investment pr:1cliccs. 
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FOOTNOTES 

• 
1. Derived from d:ltl presented in State of Wisconsin Investment Board 

1. Derived from dlll presented in St:i tc of Wisconsin Im,i:stment Board Annual Repcrt • 
for fiscal yc:ir ending June 30, 1975, p. 6. 

2. Annual Report , p. 8. 

3. Tite Legislative Audit Bureau reports thnt some s:tntc departments h:ivc :i few small 
working or contini,>cnt checking :iccounts which :ue restricted for specific pnymcnll. 

4. Interdepartmental memo to Pat l luys, Dun::iu of Budget nnd Pl:inning, from Peter 1. • 
Nelson, Assistnnt State Tre:isurcr, November 28, 1975. 

S. Interdepnrtmcntal memo to Pat H.1ys from Ken Engle, dated December 11, 1973. 

6. lnvestm.:nt Do:ud, "M:inu:tl of Fundions, Goals, Policies, :ind Procedures," October 
15, 1974. 

7. Both amounts represent inm::ues proviclul in 1975 Assembly Bill 222, Sections 256 
and 257, respectively. 

S. The investment bo:ird :iddtcs..:s tJ1c soci.tl rcspo.'nsibilily issue in its,1111111al Report for 
fisc:iJ yco.r ending June 30, 1975, pp. l !l<!O. 

9. See St:ilc of Wisconsin Inves tment Bo:mJ, "~fanual ,, f Functions, Goals, Policies, and 
Procedures," October I S, 1974. 

I 0. A number of restrictions have been placed on the prh·1t1! fin:incbl tr:ins:ictions of 
board employees to prevent um:thic:il behavior. No employee, in<luding suppoll personnel, 
m:iy purcha!!e a new stock or IJond offering unlit It has tr:idi:d on one of the financia l m:irkc ts. 
In adJition, :1 bo:ird employee cannot buy Issues of :1 com pan)' a t the s;.mc time :n the board is 
adding the issue to its portfolio unless the employee can dcmonstr:ilc :i long·tcrm continuous 
pattern of purchasing the specific ilsuc. Furthermore, cuch investment dir 'ctor must me with 
the executive llin:ctor n quurtcrly report listing nil equity tr:insactions. Fi11 :1 lly, :i ll board em­
ployees' federal tux retu rns musr be submitted with thu Wlscon•in sl:lrc tax return, anJ sta le 
returns :ire 11udltcd unnu:11ly. 

11. ;11111110/ Report, p. I J. 

12. A111111al Ueport , p. 18. 

13. "M:inu:il of f.unc1ions, Goals, T'·Jlicics, anJ Procedures," p~i;c 11. It is :il~o poli.·y of 

• 

• 

• 

the board thnt "110 invc~lmenl )!1ull he 11' :11Jc in stod.s of comp:inics which sell :is :i \UbSIJntfal • 
product line tob:icco, lk1uor, or g:irnbling.'' 

14. Interview with hmc~ Severance, Mily l•I, 1976. 

15. Sec "ll:ickgrouml and Opcratlon:1 of the Priv:ite Placcmcnr Division." a p:iper prc1mrd 
by Rober t Zobel, lriv.:,lnu:nt Director for l'riVJtc PIJccmcnts. 

I 6. Dy policy of the bonrc1, no priv11tc ph11.-erncn ls uro mndo in tob:icco and akohol firms 
or In real est.lie investment !rusts. Few plJccmcnts have b1:cn made ln the insurnncc, fimmcc, 
anJ medic d ticlds bccau~ of llm it~d stlt'f cxpcrh:nc:o with tho9.: ureas. Normally preference 
will be given ro louns which L'CllCrJ lc new JOU~ tluough copil:i l cxp:u1sion if the return is nc:irly 
equivalen t to other 10:111 :ip!'licJr lons. No dls1inc1io11s nre mnJc accord 1n11 10 c:h:1r:ic tcrbtics of 
either the 11wncr or contp!l .• y protlucr line excep t those nntcd above. 

17. Nor may 1he pl:icc111cnts dlvi!lon entirely own u firm, :i policy odoplcd by the boJ11!'s 
trustees. Tru,tccs, however, wilt permit the tllvblon dircc1or to sit on ho:mh of directors of 
vrulous co1111>anlct. As the lilrb'CSt lender I•> 111uny smnller firm s, it woul1l be appropriate fo r tho 
investment board to be given :1 board s..:u t. 111c currcnr division director has J ccldcd not to 
become :i m~mbcr of any boards bcc::1uS<.' of timc con ~1ra i11t ~. 

18. St·c 1hc 1975 J1111111nl Rt!port, p:igts 9, 10. 
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19. It is understood that much or this section or Wisconsin law \V'.IS derived from New 
York St:ltutes (Chapter 260, Section 34). 

20. The 9.0>2 percent return on an average daily balance in fiscal 1974 or S662 m ~\Ur,o 
earned $5.9 million for the State. In fiscal 1975, $54 million was generated. 

21. According to investment agency officials, Wisconsin is one of a few States that uses 
the reverse repurt:h:ue agreement. The South Dakota Inve stment Council, also a sophisticated 
state investment agency, has arrant ':ld double·reversc repurchase agreements. In contrast to 
other state governments, the invcstr.1ent board normally does not invest heavily in bank certifi· 
Cates or deposit. Certificates of deposit (CD's) limit investment flexibility because thci.t rates 
are established for a given time period, thereby preventing investment officials from taking 
advantage of fluctuating interest rates on other investments. Also, because CD's are not collat· 
eralized, CD's 111e not easily transferred in the national market . 

22. Readers should note that the board's tax-exempt status is not the primary reason tor 
its lower administrative expenses. In Table 2 the asset/expense comparison was computed with 
taxes excluded. 

23. The Wh:onsin legislation was modeled after a 1973 loclli government investment 
program enacted in Oregon. In Oregon the program was avnilable at first only to county 
governments and larger r.:ilius. Presi:ntly, the majority of local governments in Oregon arc 
participating in the program, and the level or local funds has expanded from S 100 million to 
ovc.r $400 million . 

24. The investment boaJd has not yet established criteria (such as minimum times fo r 
investments, type:; of investments, and restrictions on number of purchases) for the trust fund. 

25. Memo from Peter Nelson, Office of the \Visco" .:n State Treasurer, July ! 976. 

26. The Department of Adrninistr:ition anticipates that a monthly letter will be distrib· 
utcd to local ofiicials whose cities h3vc funds in the pool 1l fund. However, it is unlikely that 
specific investments will be identified. 

27. 1n South D:ikota, for example, statf.' · . ~ jrt: rotated each mon th between two 
banks, and n South Dakota official cstirnQt1"' .i1:i t this costs the Srnte one day's interest on SS 
mill.ion each month- or over SS,000 p1•r 1 car (assuming a 5 percent interest rate and a 36Q.d,1y 
year) • 

28. From 1958 to 1964 U1e sta te working bank was r trs t Wisconsin Nation:iJ Bank of 
Milwaukee; 1964 to 1976 the M:irshall & llsky Dank (Milwaukee}; nnd in 1976 First Wisconsin 
is the slate working bank. Only these two banks bid on the st:ite uccount although it las been 
S11£b'l:Stcd five or sh Wisconsin banks :ire l:iri;c enough to handle the Statc'-1 account. 

29. 111csc volume figuri:s arc reported in :in investment boarJ staff memo to the trustees 
til ted June 17, 19'75 . The number of deposit items wns provided l>r Peter Nl!lson, Office of the 
Trea~urcr . 

30. Washington Stato adopted u lock box prm:e<lure fo r all st:itc tax remittances in mid· 
1975. At that lime, the Dcpar lmcnt of Rcv.:nuc nnticipatcd a reduction in collection costs of 
$60.000 annually anti incrc:1scd earnings of over $3.\0,000 n ye:i.r based on add ition:U Invest· 
mcnt throui;h quicker tax collection. 111e bank involved hamllcs the deposits without chargini; 
the St~ te u foe . 

31. Tnken fwm u l(}pugc mcmora11d11m (plus appendices) prcpnn:d by th.i Slule of 
Wisconsin lnvcstnwnt Doord entitled "Spcci(ications fo r l'ropos,lls to be the State Worki ng 
!lank," dated Octoh.:r 15, 1975. 

32. Memo to tru s tee~ fr om the stafrs S1:1to Working ll3nk Comrnittec, J :ucd June 17, 
1975. 

33. Letter from Cluulcs P. Smirh, Wisconsin Stjh! Trc:nsurcr. to Jnck Kiley, 1\drnini$lr11· 
ti ve Assistant to the State TrcJsurcr of Wt1 \hi11gtn11, dnlcd July 19, 1972. 

34. Wisi:on~irt St.lie Trc:uurcr Chrtrks I'. Smith, lcth:r to Jack Kiley. 

35 . D.l~cd on 11form:it!o11 compikd by the ; I 111aira11 R1111k1•r , 525 West 4 ! nd Street, N.:w 
York City. Oal:i 1111! for June 30, 1915 . 
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STA TE OJ' WJlllCON!UH 

l'at>Nuy la, U7i 

OIAl'TER 164 , LAWS OF 1975 

AN ACT 10 am ... lO.!IO!I (I) ... U), ~.01 (IMro.l. (I) 1od (I) (1), Jt.ll (I) •od 66.0< ll); 
...d 111 crnoc 16,jJ (IOI ...t 1111. lOWl I ll), ::G,llJ (11, lO.!IO!I (I), lJ.17 (I ) ()a l •od 
f jrJ. :U.». "·J) tllld Jf.1• (21 o/....., IUl• l-. rd.U..1 to .... lrMM.1'7 cu• t\o- llHlll&lflNM. 

ntibl~h.'•• • ~I ~I ~lnat .... ,,,.. ud t bal "°'"'"'"'"' tnM.4 "*""M1t 
fl flld l:llii tW1tlt11 N\t•Gl• ki11 lllthontJ. 

T4' l"'.,,.lto/tAI 1t•1to/WI~ ,,,,,.,,.._,Jl4 ~I ..J Ul#'Nif. /.) ,,.,.. ajollo-.1.• 
SECTION I. 16.ll (10) ... 1111 ol'U.aor.o. ,,. .,.., .. ,. rud: 
l• .ll (10) luo11n M C1..Ui& If. b.c"...,. ti.

0

.ncu ... 4.•11 tl1h• Kt ( lfU) , .. >O '-'1 
afltr 1;,. ,.W:~I* '11 Ow IN4fl':I ~"" (ot llwi lt'7·1t n.c..1 t...1um. H ~'PflCl' .a.riMI 
-•11d '°'.,,.""" •p.nlMflt '-> •ra• tOIMhttt tot ~J""'11U .~a •. n be- ta Clet:t.1 o1 • • ,u .. Mc 
(•,.ja M1 ••1 .Ult (uid .. lM ,...,..,,, iit P*lll.IC.. -ii) \!tic IUW. 1rat• m aM IN jlMt 
COtn'ftiOH 09 fl.-. "'•) ,,,_n;lt t-1 lllUM"*i ~tJ Kkt .. M '°' Ml peffMIU. t.ct~iftf t"°'4 
P'Jl'N.tlt fot •tl.a<-il t tfllidllc p1,,,....t 4.elc it '"1" .... !tot Mtl111& n,. MO"f\a,., ~ 4tt• tll 
~ 1a.d1•1 CO l.M '°''"°'-1 ,,.ttnaoa. AU llitwt Of iiNtNCI pef'IMMl of ~ ot 

1a1cruc o• "''" ~ •-' ..,._ .... nnt prionty ud "''' ""' be f!nlftlcd ot r..t--.1 odcf ~d 
'41hct!(".I~ Al •••le n1~ ,e1nilla ...U ...... 2*I prioritJ. AU ptffl"dU io local Hl'~ ol 
IC"mll!'tClll • bid! .,. r.i;tt1~ t1 tUlwt.11 w • m .. "" • ~IC cl• t• alld 1iQ &14 Pit""""" '° 
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UOPOSAL PON! TO IE 
THI! STAT!:" O'i' WISCOKSill !'ORXINC BAMK 

TOI St•t.• of Wheon1in IDY••taent ao.rd 

Th• tollowinq c:onatltutes OU~ propo.se l to prottid• the 
St.At• of. Wi11conain 1 1 baMtn9 bu1ine11 requlroent• tor th• 
period c.-o .... ncin9 J1.aly 1, 1'1,, .and t e nlinabl• on our part by 
qh · n9 OM 1c.•r'A notic:•. 

lt l a unde ratood that, should our propcual b• &ccept.d, 
ve v11 i be dftl i<Jn•ted u UJ State llOtX1nq • • nk, • nd 121 • 
Stt • e derpoli.tory b.an1c purauant to th• provi1ioft1 of 1. 2S.l1 
(61; , )IJ.acon1 in St.Atut•• · 

It 1• futtt\•r und1r1tood ~t th• State of wucona1n 
tnvo 1~nt lo• rd, in it• 101• di'lcre tion, MY t•lttct thl• or 
Any ether propa aal. 

In •dd i tion, thi a be nk ••1r••• th.at th• tnv•1t.nent IO.ard 
aay excl.ude any 1pccltic c trvic• o r eletwnt thereof 1n any 
contract ...,hich :uy tt•ult. fro. t l,1 • prupoaal. 

2!!!!! 
Thla b&nk otf• r• to prov:lde .all ot th• ••rvic•• outUnttd 

in th•t c.r·tain ••t at •P"Cit tc•t~iona d a t ed OCtober LS, 197' a nd 
l•belcd • spacltic.ttion• tor Propo•a h to be th• St&t• wor>dnq 
Bank.• 

Thi • b4.nk •qre'f l th• t lt will .. int lin domant tul • nc:• t , 
•• dlract•d• in de t lqnatwd bank • Cor th• btin•tit ot thtt atat1:. 
In conu.der a t lon, "" ldentlcal uiount 1h .. ll. b• 1ubtr•cted tr°" 
th• net colltc t •d b•hnce before applylnq \':hi ca-:renut.lr,9 
b.tlAnc• tor..ul a outllr.ed on P•?• 6 o f thla propo1al. 

'Thh b• n~ •qr,,• • that it- will ••tAbllth tn<I rialntain • 
SlO uUlion op1n Una ot credit u\d a llov dr•v• • qainu. tucn 
lln• by th• Mhcon u n lhaUdtn9 Ccwnll1lon on th• cond tt ton that 
•ny dr•lif .sqalnH. th• line of credit •h•ll beAr lnt•r••t "t the 
r•t• o f 

--·' 
of th• btnlc'• prla. r•t• •• po• t•d fr()lt tla. to tia.. 

-1-

Tl"l SCllEOUl.r. UMtU l<lUCH 
THU IM~ •IU. C~lDIT TH I STATE T ~U.1URCM ' S 

ACCO\IWT WITM COLUCTtO P\JltOI 

1ht • b• n'- aqr•• • that •ll d 11pcu•tt• d•Sl v• r•d d u u nq • ny ""''''l'\ll Jay t o lt o r 1.t • 1u1,Uieo n J l) • nl, &t .tny, wtl1 b• c rt11 1.U t • tl 
t o tt\• Sta l• Tc•• 1ur•r' • account. • • thouqh th•Y h •d b••n d.11 l iv•rut 
to th• Kl lw•u-. ~• lr .tncn ot tt\•t t•d•r•l •••"'' '' • D•n- on \h.u • ••• 
d•V· 

tn •ddluor1 t h l• h• n\. 1qre 11u t h• l it wlll c r .dh t h4 
IL1H• Tt1J• •Ur•r' • •~cn\int wlt.h coll 11cHed tunJ1 aa rl l•r uu n t h., 
'41lw•ult.• t o ttl c• tch• du h on th• t o llovl nq1 
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TM a b.nk v :.ll \>rov"tde U\e f ollowi r.9 l)'•t .. t o t check r tt,r i evat 
• nd copy in9 tor th• Tr•••ur•r' a Ott i ce &J\d our ti:ae t • b te t or 
-..~in9 lt • "•ilubl• .h •• follovu 

l. !t.!.!.e111 0.1crlptton, 

.. 

fl\ h tMrtk •Qho• t 11 11rovl11~ t"- • •rvl c e • u itp•,, ltl•d t o r- l h.4 
1..tllOwl nq dlr• •" \ (1 1.ud do lhr) Ch ttll• p.cr ltm1 

1. ~~.!!~ 

C• • ' •r ltw • l d#po • h H•" 

lcl • • r ~. 1 . r. H•• 

(• I COUt"1n Int. t r• • '- Col h to: lhlr\ , ,.,vl c • 
p.4t r ('()u~n 

f t ) \ft-.con • l n l ,O. oon41 C'ou~trH 
~( p r• •n t\ U tlOft 

l. v ... d!I!.£. •!.!!! 

C• t Oe ,-011. t. t.lt•lll:.t• Ol Gt..Jlt. ,....,., • ••Ch 

111 •••l• • •.c.o.r.r .M, .tnJ • 
p11 1000 C'h,.G~ • 

( Jl tut • • ti • t'•• 1000 chec 1u1 

t J) lo l • • O, t, anJ ( • ,~, 1000 
c tuc \ • 

tc• ltOt .t fe D0,. 11 • • ••Ch 

fd J Mtcro tl l.M l ntt \h• c'• f e r ? r • •1ur•r' 1 
U l lll • J'lttr Cl •• \. 11. 

ht K l c r o t h !\• l nJlf • t o r ft4a 11.rer • • u •-. 
r-r •lc1 ·• t''"• 

IU l'O c t o tl tt • l..-qt:• u t COlll!Put•r 
~ tl fttou t • • p.r •1c r o tt cr..e 
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c. Lockbox Service• 

l a ) Vlthholdln9 

Ill ""1>loyer1 dtpoolt rapo ·t to.- -
••ch 

Ul lllcrotUalft9 re port f t r .. - aach 

lb) .Kot,;)f a nd Special fuol 

CU Motor f1.1• l report tora - ••ch 

Ul Special fuel roport tom - aach 

Ul MlcrofllaJn9 report Iona - .. ch 

lbl Ian~ Win • .. ell 

(c:) Tal ephonft a dvlc:-e - ••Ch 

1. CCv"'rn:M'lnt Bond Serv lcll'! • 

l • I per llond 

l a) C•th plc~·up tee• SUt• Tr t a•u rer '• 
Ot tlc:•, 11•1lhon - Fer lr lp 

lb) O.pi>a lt plc~·up frOll Dopar.,...n t ol 
J!ev11nve , IH lvau\•• - P:•r !t lp 

Cc• Pl c k•up and d•llvtry ot v•t lO\u tt•~• 
Ccnec ka . depodt11, c a r.c .. ll•d crec \, 
• lcrotUn , •tc: •• no C••M r oun.d tctp 
trcn wor~ tnq Clank t.o 11.ad h o.n o tt iC'•• of 
Sta te Tr••aurec, Otp trt.: .. t\l or f'evenu_., 
U \d D• p.trtaent ot Tc1n1 portJUcn 
per r ound trip 

(di S~c1• l C.ourl•r nm 

(1) '•d•r•l Rttl f9tY• l \ft); , CM.c:.eqo "' 
~r trlp 

(11 Chic•~• Loop a. n ~• l"r trip 

_,_ 

Cllo<tl'tl:AT l"ll 11.\uitn. 
I NLTiu uf ~IHC'!' <:11.ucc 

In l l e u o f • dlc• ct c:h1H(J• t o r t b• 411uv&ca1• u!er r•d to 
.t bove , lhh b• nk •!Jr••• th•t lt ri .a11 t• c:"-• S)• n•• t•d by cttlhc t'!'d 
bithnc•• 1n t h• Ot&l• 1r• 11 HU•f 1 1 .- ccoun t . 

Th• b.ln' •qr•• • t o c r.J lt • • P• )w•nt t o r • uc h Ch••q•• 
• n il".)unt ..-iu•l t a one d1y 1

• ln t..r• t t (CC!W""l• d Of\ • UO·l\• t 
y .. ~ .. 1 u • ltUJ •n ln\•C• • t. r • t • • ·1e l to __ , 
or t h• 910nth ly • Y• f MJ• Of th• to Ul·!IH h y v.a. Tt• u llr'f ~\ ll 
rat. . ' o n ••C:h do l h r ot co l lec:t•d b• l•nc• • ( 1••• t•111 • n• 
t•qu lten .. nt a ot th • ted e ral ll e 1 .. rv• l'• h• ) !ell on tul\l.t e a c h <f•Y 
du r ln9 t.J\40 Mnth tn th• lttt• ' • 4CC'Ount. 

•at : a por-t•d la ti•• "'°°'1y• .-.nJ lu.rv• r 

ln lft• • Y•nt tha t th• tttir'IUC .. tlon of t nt1 f o r-auh 
produce• • c reJlt. it\ ••C••• o t aon\.hly Ch •rf'J •t . U\• D•n' •\I t•"" 
to • pply t \IC:h ••t"••• •• c udlt U'N• rd • th• t ol1\Nin 1 ec>nu~ · .t 
chiuQ• • · Conv• r .. • lv. th• h A\• " lU ~A• \IV • "Y 1htlc tt b't' 
tncr•• • l nq bah ru:• • tn• •ol lcvL~ nu.. 

• 1' 1~ . 

Tit I• 1 --------

At uu.t -----------

TLt l e 1 
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Members of the Legislature of the State of Minnesota: 

ROBERT C. BLIXT 
ltJ lCUTllt lC .l(Cll (T/, llY 

The Investment Staff of the State of Minnesota is most appreciative of the policies and procedu,es approved 
by the StJte Boa re,! of I nvestmerit and Advisory Committee on Sta te -r •• s t Funds during the past ' ew years. The 
results, as detailo!d in this report, have been very satisfactory by any standard - particularly those which may be 
considered appropriate for public funds. 

ShorHerrn money.market investments, rctirem1:nt accounts, trust funds and other investment portfolios arc 
o ften considered to be staid and unim:iginative when hJndlcd by commi ttees represent ing the gener:il public. 
Yet, the Investment Staff h:is been most impressed and cnthusi:istic about the encouragement, su pport and id eas 
put fo rth by the Ad·.- isory Committee and Board members. The succe~s nf the port fo lio in calendar 1975 and 
early 1976 h:is been due to t he su pport received in implementing an agg. c:ssive purchase program in late 1974 
:ind 1975 - at the time many in vest ment expe rts were all too J pprchensivc regarding t he future of the na tion 
and its economy. 

The period covered by this report includes the fisca l year frc-n July 1, 1975 through June 30, 1976. Previous 
reports ar c avai!:Jbk since the year 1960. 

Alt hough there were no significant ch:inrl'~ 111 M in ncsOIJ ·s trivc" mcnt l.1ws during the 197 5 and I q7 G lcgislJ· 
tivc sessions, vario as in ter·departmcnt procedural ch:rngcs and 1hc u-;e of new 1ypcs or securities hJvc resulted in 
an improved investment progr:i m - one which, in ou r op111ion. i:. more pcrtllll'nl lo the needs of the constituen1s. 

One fr :i ture o f Minncso t:1 statu tes which is sometimes misu nc.Je rstood by legislato rs and retirement fund 
beneficiaries is that "market v.llu:i tions" which determ ine rct1rc rne11t fund benefits Jml va lues in the Vari.1blc 
Annu ity fund a11d the Minnesota Adj ustab le Fixed Oc11dit Fu11d arc hascd on hi· rnonthly sccurity prices averJgcd 
over J lwo·ycar period. Therefore, the results of these two funds for fisc:i l I 1)76 will 51111 be dependen t, to so me 
dq:n·e, on the low prices prcv.iil ing on lw th stocks and bonds in lat ..: calendar 1974. •\ c1u.1 lly. the State a ccoun t~ 

were much benefit ed hy this dcclim· in sccuritic:s valw:s. We wi: rc ahlc to 111crcase our holdings signific:i111 ly at 
s11hst.111t ia lly lowt: r prices. Y\: l, because thcs..: prices arc ~ti ll incl uded 111 thl' >ta tb tic:il b.1se from which fi sc.11 
1976 ycar·end results Jrc i:o mpu tcd, t he invesl111c1ll progre~~ of the~c t wo fund s appea rs comp:1ra11vd >' "'i r11111 .1l 
for this pusl fisi.:.11 year. It lll ll5t be empha~izcd , however, Ill.It t he com p 111a11nn~ :i nd rati.1:. alrl·acly dfel.'. l ivc for 
il11~ fisc.ll yea r - that ending 011 J une JO, 1977 - imlic:i tc rnb~ t .111 1 1.11 I •turc g.1 11s for both the Vart.1 hh.: :\ nnuily 
F1.11d .11111 the ~ l inncs,lla Adj ustahlc F ix<'cl Ocndit Fund . 

Th, l 11vest111en1 S1.1ff is pJrt u.:11 l.1rl}' ;,ipprcci.1tivc of l he work 1)1 the 1\ dvi~ory Committl'c on State Tr11't Funds. 
rl1is 1m.11p WJ\ formed in 196 1, al the t1111c lhc ~ 1 .11 u tc s fi rst .111 tho11zcd cq 111t> 111vestmcnts in 1\lin ncsotJ' ~ n:tire· 
mcnt fun,•~ . Mo)t o f 1he mi:111bcrs oni:inJlly .1p110111tcd ~1111 \erve 011 the Co111m1 tlec. Their invc~ r mc111 <'Xpat1sc , 
b:isi:ll 011 th •ir rl)po11~ 1 b1 l itii:s 1nJ work J~ leJder'i of ~linne~o t .1 '~ 111vc) t111e11 t community is cnh:1111·ed br tlm loni:: 
period of Sef"\ICC .111d rhcir f: rwwl.:d!!I.' o r rctiremenl (l·~1'il:l t10 11 .ind 1nve .tmcnt probkms Jurin!_! the i::1st I ) ye.1rs. 
11 1s to be noti; I th.11. de~µi1c the 11m111c\t1one.t t:\p~'rtlS\' of thc~r mcmhl."r". t he ir service is oifcr,·d wi1ho 111 corn· 
pc11'i.1 l1on. Ewr)' member of this Commi tt i.;~ I\, ur hJs bei:n . • 1 plntfoh•> 111.111Ji;cr ur research d1re ..:1o r o t J 01:1101 
Minnl.'sola m:;l l! 11t1vn. 

The J cc11111 1s supe r\ iscd by the: SIJte Bu.1rd of ln vc,1111en1 Jre J1v1ded 11110 ~cvi:rJI group~. e.1.:h ;.~ow rneJ hy 
111~l1v 1 d 11JI st.itutl.'S a1hl 11• 111:ignl unJa dilfcren t poli..:ics. 'I he fu nd gM1q1111i;-i. lt)J:ll'lhcr w11h their .1pproxi111Jte 
hoc)k v:.i l11 :it 1 cin~ a'I of Ju ne JO, 1970, .ire .is iollmv 

lnvcstccl Trca~11rcr'.5 Cash F1 11tl, SSHO.IJ mill i1111, l'his fund 1nc111d.:~ .ill tax rcl'cqH~ . S111cc 1901), prime q11:1l1ty 
corpor.ttc 1111ll'S have hecn cl1 ,~ i blc for 11 \e 111 1hi:1 .1cco1111 t, 111 .1<ld1tlun to U.S. Trc:.1s11ry Jtld a~enl'y \.lhhg.1tiu11~ 
111 :1 t11rl11g wit h111 I hrec yc:in . 

lli1lhwa Funds. S2 16.9 milliun. 1 hc'c . 1 ~co11 11 cs im.: ludi: CJ$, Tn:a,ury oblii;.1tio11•;, debt 111stru111c11 ts im1eJ ti:: 
U.S . i;Mcrnmcnl .1 gi.:11c1e~ JllU short· lr.:rm co1por.1te notes Jue w1 1hi11 :r10 il.1~~ l l f the 1i111e o i p11rchJ~e. The 
m1>11cy\ .ir e usctl for the b111hl111g a nd 111.11111cn.111cc r. f hi£hWJY!, rn:ids .111J ~lll'dS through >lit the \I.lie. 
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Miscellaneous Welfare, Departmental and Temporary Funds, Sl67.4 million. These funds are invested according 
to the terms of part icular statutes or applicab le policies, primarily in U.S. Treasury securities. The major portion 
of these accounts consists of proceeds from bond sales; the moneys will be used within a comparatively short 
period of time for state building needs. Also included are endowment funds and trust accounts held for 
various institut ions. Du:'ing the past two fiscal years, t hese funds have been incre:ised through the investment 
of bond proceeds from securit ies issued by the .l innesota Housing Fin:ince Agency . This invt:stment total 
varies according to the needs of the agency in providing fu nds to Minnesota's home bu>•ers 

Minnesota Adjust:ible Fixed Benefit Fund, S648.8 miUion. This account, administered by the State Board of 
Investment, may include :i maximum of 50% in stocks with the rem:.1inder in debt securities. Retirement 
benefits are paid to all retired employees from the principal and earnings of this fund. A two-ye:ir aver1ge 
'·total return" from this fund, in excess of the 5% actuarial assumption, h:is been used to augment pension 
benefits. Earnings and market apprecia tion during the early I 970's resulted in an increase in the pensions 
puid hy the various participating retirement funds of from 2% to 4% at the beginning of the 1972 calendur 
year; increases of 4%% to S\/2% were paid at the bc.:ginning of the 1973 calendar year. The Legislature pro· 
vidcd for nn additional 25% increase which was paid in two inst:illmc.:nts - in July 1973 and January 1974 . 
This adjustment was made at the time that the statut ~s applicab le to the n: t irement systems of Minnesota were 
modified to provide be nefits based on s:ila ries paid during the.: '' five-high years" of cmploymc.:nt. Because of this 
co mplete st::itutory revision, the reserves accumu lated during the c.::irly I 970's were used to provide very sub· 
st:intiJl inc.:rl'ascs fo r 1hor.c.: previously rewed. Despite the lowc.:r stock and bond markets expcric.:nced in 1973· 
1975, recent port fo lio results indic:.1tc JJdition:il pension inc rea~es b.:g11111 i11g in calcnctar 1978 or 1979. 

Dasie Retirement Funds, Sl,035.7 million . Six state·man:iged rc.: t ircmcnt funds, invested separa tely for employee 
groups, include.: U.S. Tri:asury, municipal and other govc.:rn111entJI ~c.:c•Jriti.: s, U.S. govc.:rnmc.:nt·gu:irantccd oblig:i · 
I ions, corpor.1tc.: bond s. short ·term corporate notes. and common stocks. 

Supplc111r·111nl Rctircmc.:nt Fund, S62.6 millio11. Ti1i!I fund was i:sl:iblished in 196 7 for l'mployc:.'~ of the St .Ile 
Colki;e Board Jnd S1:itc Junior Co llege.: Board . Tht: fund cons i ~t s oi tlm!t! .1ccou11ts, o ne.: o f wh11:h may he.: 
invested up to 100''0 rn .:quitics, c.:mph:isiL111i; potcnli:il growth wilh the al·co111p.111y1ng market risks. The 
second 111clmlcs hrng-terin IH111ds :ind stocks orien red toward current income. The tlurd - the Fixed Return 
1\ ccount was 1nitiatcu ~1 11 Ju ly I. l 97-1, :ind includes onl)' bond investments: 11 provi<ks an 111tcres1 y1c.:ld 
over .1 pt•111n l of time commc11sur.1tc w11h the .1vcrJgc hfr :inti c;a ll prn rcct1on inhcr..:nt 1n th..: bonds purdt:r\ctl. 
Lct-:i ~IJlurcs since 1969 have.: m:l tk 011e or mori: of thc:.c accounrs av.1i!.1bh: for 11 ~ c by police :111d Ctrc.: fighte r 
relit!f associations lhro11gho111 the st.Ill". v:ir10 11s co u111y t'11lplo yce~. those mc.:111hc r~ of Lht· st.lie service who :i re 
"u11t:l:i s~1fit:u" and u1i not h.1v1· the bc11di ts o f tenure, .ind SI.ti c c111ployl'c!) who wr:.h to pJrticipa te 1n 3 deferred 
irll:omc.: pl,111 throub:h wh11'11 .1 portion of their s.11.rries 111:iy he taxed at tlll' ralcs 111 cfft:ct at ti ll' time of their 
rclircmcnt. 

Minncsnt :i Vuriohle A111111it y F1111d, 533.9 111illion. Th is fund w.1:. l'\ la hli::hed hy the 19&9 l.cgislJflll" .ind w.1s 
rnadc clfc.:ct1vc 111 c.1r:y summer 1970. The .11.:co unt 1111w includes a 11lvc rs1f11: tl l i~I of ..:0111111011 s tock~ . ~11mc 
lonr.· tcrrn d.:ht 1nstru111 c11t\, .tntl rc~crvi: s in the form of sho1Mi:rr11 fixcd ·il11:0111c scc11nt1t·s. The p:.rrt1c: ip.1111s 
:ire ka chcrs who chow 1111 ~ type o f prOl!!.1111, which prnvides 1c1trcmc11t hc 11ct11s ha~ctl 1lll l11ng.·tcr111 lllVl'Slmc.: 111 
pcrform.1nc:c. !l c.:J11~c nf the.: n1.111y Jtl vJ11t.1 i(t!S 111hcrcnt 111 the nc'' "live h11d1 ~c.ir" pl.in. thl' V:.1r1,1blc.: 
t\11111111 11 m.1y nut 11uw he optcd by nl'IV t c:rc hc:r ~ hu t 1s still .1v.d!Jblc.: to p1csc111 111c111her' ,)f the Sr:i tc\ l'. lul·.1 
tiun;il SYSIClll . 

TrlJ\t F1111d), 52u7.6 million . The l'erm •,11:111 S1;ho1)I Fu11tl, 111\'e\ t.:d !11r the llc11d1t 0 1 the sd11nil .. h1ldtcn ut 
~l11111cso 1 .1 , 111 ..:ludcs US ·1 rc.1'\1tr>" ~cc11 1t1c\ J11tl 11ovcrn mcnt gu.11 .11\lecd ohhl:'al1011), 1:vrrurJle h•lllds o l hrnt: 
Jilt! )hor l m.1lllr1trcs, .11111 c.:cJ111n1<m 11cks. 1 hc lnlcrnJI l11111rovcrr1c11t I .ind h111d 111d11dt:\ o nly U.S. TrcJ ~lllY 
•1 blr1t.it11>n~ 

lk1..1u~c uf the J1tt cr111 11 111Vl'\tr1c11t fll)f ic1c\ .1pph1. .1 hlc l•> thc\c luntl•. , .r \hort rcv11''' 1>( tht' h1)tory 111cl n..:c.:11\ 
Il l lht: var11JIH .1..:c.:OUll !!I ,, p11l\'1flct .sl1111~ with .I h\tllll( of \\.'( llrltlCS. 

INVl·S l'ED I lth\S UIO· H'S C.\ ~ 1 1 l·U ND 

I hi\ p1111 lcil fund r1.·.1d1ctl nc " highs 111 \lie .ind .1<·t1111 y 1l11ri n» thc: pH t 1hH·c ll\1...sl yc. 11 ~ It 11.•pre•,i:nh 1111 1,t 
1.1:1. r1'l'c1pl:oi .1111l 11 1hc:r St.li e n:vct11ll• In I.r te \ t1111111cr 1' 1 /.1 , 11 w.1 ~ C: \ lllc nl thJI t.1x .11.1 11111111.1 111111\ "er.: ,., 111cwh.il 
~re.1ti:r th:111 thr .1111 111111t s J llo 1t".1tcd for l' >. pe ndtturc' 1 !111111~ tl\c.d 1 1n ~ i\ftcr th1, · · ~ urphl\" w.1., 1k11 1l1 1c:d , chc 
S t .1ti:'~ 11u1111111•a1at11111. 1h1.· l 1•111,t.11urc .111d rhc l11vl'\1111l·r11 Uu:11tl 111ok .1..:11011 .1 pprnp11.1te 10 111 .: rl'.1 ~1! 1hc i:.1rn11111·; 
1m111 1hc fu nd .11 111, yi:t, 111.111ll.1111cd Iii.· r1•q u111:d ltqu1dtty d11 1.• It> the e..:011t1ntk 11nl·1.•r1,1m11cs .111.J rite .1 1111.;1p.11 cil 
111.:cc.h of the StJt c !.111111 .1: the 1w \ t bk1111111m . 
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Bec.'luse it was evident that a portion oi this "surplus" would remain in the account until fiscal l 9i6 and 1977, 
securities in an amount exceeding S 100 million were extended in maturity from a few days to a range of from nine 
months to three years during early autumn 1974. This extension, at a time when interest rates were higher than 
prevalent for many years, produced significant added income to the account. The 1976 fiscal year~nd total invest­
ment of 5580.9 million is the second highest in Minn'!sota's history, it was exceeded only by the S607 .8 million 
invested at 197 5 fiscal year-end. 

The Investment Department personnel have been helped by the cooperation and interest of the State Treasurer's 
office in providing current information - several times per day - regarding the investment needs and possibilities 
in this fund. The Finance Department, over the past few years, has also led in determining new investment 
potentials in order to maximize interest earnings for Minnesota State funds. 

Interest earnings from this account have fluctuated considerably due to the varying size of the funds invested us 
well as the wide swings in interest rates applicable to sttort-term obliga tions of high qualit y. Record high earnings 
of Sl4.8 million were reached in 1969 - up from only S6.0 million in 1966. The small amounts av::iibblc for 
invcstrm:nt in 1972 ~ombined with low rates resu lted in curnings of only S4.2 million during that fiscal ycnr. This 
figure increased to S7.2 million for fi scal 1973, $2'2 .0 million for 1974, and a new high of 537 .5 million for fiscal 
1975. These earnings declined to S35 .0 milli0n fo r f1sc:il 1976 because of somewhat lesser fund to tals throughout 
the ye:ir and lower short-term interest rates in effect. 

Under the terms of 197 3 legislation , the Jnvest ment Dcpart111c11 t buy:. ::ind sells accord ing to o r::il certification 
of c;1sh :ivoilablc by the st:iff of the State Treasurer .rnd the DcpJrlmcnt of Fina nce. :n ri:ci:nt )'ears. there hus 
bern an increase in the usi: of repurchJsc Jgrcements and of short-term instr .1ments so that funJs mJy c.1rn money 
over the shortest of periods - so meti mes one day o r over :i wcek·c:nd. St :itutcs require th::i t scn1ritie~ in the 
Invested Tr e.1surer's CJsh accoun t extend no longer than three yc::i rs in maturity. 

TllE lllGllWt\Y FUNUS 

rla: t'11111h hdd f 01 st:cct, ro.1J :111d h 1~hway cormruc t mn 111 ~11 nneso t.1 m:iy be i11v c~ tec.I in 1rnnc.ls ch~ihh: I ti r 
pu1d1.1sc b}' the Pc:rm.1ne111 School r-unu ".•c.I com1111:rci.ll p.1per u~cJ in the rctiiemcnt accounts. At µn:st•nt, the~c 
fumls tlWll ~htHl-lcrm U.S. Tn:Jsury and .1gcncy sccuritic~. rcp11rc h:i ~c .1gree 111e11ts bJckcli br U.S . Trc:a ~ury l1r 
agcnc}' obhl!J t in11-;, ~hort ·term corpor.11 c t11lles, and sccuri tit's g11.1ra n teed lty the U.S. govern !Ile 111 t hrou~h the: 
Government N.1 tirJ n,1I Mortg.1,;c Associa tion. The Com111i~~k111cr uf ll i1t hways cc r tific~ rhc :i mo1111b lll•t m•ctk,I In 
the 1111111cd1.11 c fullltt•: thc\c ~um> are invested in 111 .1 lur1tic~ .1pprox111t:it111i: the CJ<pe~led cl 1 ~h11r,c111cn t ~l hctlult• o f 
the ht!(hw.1y 1l,•p:1rt111 c.:1H. The r rngrJm md11de~ comidcr.1hlc r cinvc~ l 1 111~n 1 .1n1I .idju\lment of 111.1111ri t ~· sdtcduks 
hccau:;c 1)( th.: 11mc 11t!cess.11 y fo r plann ing. pmch.1 ~c of right ·llf·w.1y, anti c·rn~tr111.: ti11 n 1J f highw.1y' 1'11c .111w 11 111 
of hi~hw:\y 11111d ~ tll\'C~ tl'U (h1 c t 11.itc~ 1hroll!(hnu1 .:ach fi ~c .il ~c.1r , they l11t.1lcd l rum S I ~ 1.0 1111lli <.111 to S208 1 
1111llio11 1lurini: t'l~c.tl 197·1, fr•> 111 S I 3°1.(J 111tllanrt tu S 168 .0 111t11t,rn 1luri11i; ft \o..::11 1 •J7S, .111 cl lro111 $ 1 S'.'. I 111tl ltu 11 111 
S2 1o.9 millhrn during fi scal 1')76. Th1·sc J1 .. 1Htn t ~ ~how tc111p1Jrn ry 1 n c1c. 1 ~n .llt l.' r the , ,tic 1>1 ~Ute h1ghw.1y h.111th, 
unt il the proec.:cds arc U\ccl for ·on·; tru t:t1011 pur r1>)C\, Thc 1111."rc,1\c in 1 nvc~ 1 :1 bk 1110ncy~ J11r111i; til l· p,1, t 11,c.d 
ye.tr w.1!l due to .l ll 111c1l'.l\e 111 the r :1\l>li nc I.i x (10111 7¢ 10 1)¢ 0 11 July I, 1975 . • ind .1 rcvi,cd 1ir11;•r .1111 nf Jll lO· 
mohilc li1•cnw t.1 x colh:c1i1)1t' ,o 1h:11 pay ment s arc 111.1dc .1t J.1tn 1hrn11i;ho111 the >ca r. Due t1i the' " d1 .t1t1-',C' 111 
111c1)fll l! po11·1111.1I . the ll h\hwJ~' UepJ1trnent .ind 1•11· St.lie Bo.1rd of l nvc~ t 111c 111 :11 c r.:v11.:wing rhc need, nf rl:cw 
funds rn J~ to 111.n1111111· the 11u·111111: pntc11t 1.tl lr o 11 the 111vc~t111 c.: nt sec11ri11c,, 

1'11c 1!.trllllll'\ llurn thn1: Ji=-.mmb 111c11:a wd f1on1 SI 7 11111111111 111 ll\,'.tl yt'.11 1 11~'.I "' S.' .7 11111110 11 111 11't'.ll 
l ll 1 '. S9 'i 1111ll11m 111 !1 \~:11 19 71, sq.CJ 1111111011111 <'Jd1 '" thc two ll\c.11 y1:.11 ' l1J7l .1nd 1973, .mi.I SlJ x 1111 lh1111 

111 fr \c.11 1'17·1 l· .. 1111111i:1 w..: rc r c1l11 cc:~I Ill SI Z.' n11ll1011111 1°1\c.ll 1975 .111J l•I SI I 0 rn11l111n 111 l i,t.tl l'l'i ti 

1'111• l1\ C1lllll' cJrnctl fr om thc .• c h1~hw.1y fun1l ll\\e \ tlll l.'11 1\ ucncftlS lhe CUllllllt.:\ .111\I llllllltCtp.tltl ll'\ 111 ~litt1IC\11t.1 
1l11c.:tly 1hn1111•h th i: County Sr .. tc Aid l li-,hw.1~ h111d .111J the ~ l u111~1p.il StJt l.' Aid Str cl' I F11:11I f· Jrn11111' 1111m 
the I 1111\I.. llt11.hw.1y F1111d .11e 11 ~L·1l Im 1h1• 11\·1·r.1ll 111tc 1twhw.1y prov.1111 

ST,\T l: CO i lH.il·S, WEI.I :\Ill .. AND 1> 1..1'\ IU~l l : N l 0 1· l'URRH' J'IONS 

'I he St.111.' ll11.ir1l 111 111\1'\l!lh'lll 1~ r1:~p1111\ 1hk :t1r tit .- 111v1•,1111c11 l ~l l 1111ltv11l11JI .11111 111)1)1\:tl l.'11dnw 111cnt .IL'1. Hlllt~ 
.1ppll i=.1hle 10 ~ .. hnl.1r;lt1p' .111d rhc •,uppn1 I 111 \ l.1lc 111\l 1l 11t11)11~ • .:1•1t.1111 11111.I ' 1k~ 1~u1 .1tetl l11r Wt•ll.1r1• p11rp1J~1·s .. ind 
PJlll'tlt .ind 111n1.11 ..: ,,,.,1)1111b 11\ li111h wcll.1tc .111d rorr ect11 t1 li1I 111~ti1111 11rn~ . l'11 r1.h.1w• •. 11c li11111 ct1 to lJ . ~>. ·1 '.1~111} 

11lil1)'.lll•Jll\, cXll'Pl 111 111 , 1.1111.e~ whcri: 11hllv1du.d >\ I ll ~ 11r hcq11c~1 ·, prnv11k f1)I 1111: lt\ c nl uthcr 1n,·c ~ t1111.: nt '> 
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Schedule I reviews the short-term corporate notes and the U.S. government and agency obligations held by the 
Invested Treasurer's Cash Fund, the highway funds, and the miscellaneour. departmental funds on June 30, 1976. 
As has been indicated in previous paragraphs, the Investment Department has substantially increased its activity 
in the use of these short-tc1m debt obligations in order to maximize yields and, thereby, increase the income to 
the accounts. The Money M:irket Securities Division of the Investment Department supervised short-term securities 
tot:iling over SJ.l billion on June 30, 1976. In addition to those listed on Schedule I, there were substantial 
short-term investments held by the retlrcmem funds and the Perma11ent School Fund. 

THE MINNESOTA ADJUSTAB LE FIXED BENEFIT FUND 

The Minnesota Adjustable Fixed Benefit Fund includes the assets representing the reserves from which pensions 
are paid to individuals who have retired; these recipients are members of va rious public funds including the six 
b:isic retirement funds mana;::ed by the State Board of Investment and the fund administered by the Municipal 
Employees Retir::ment Boa rd of Minneapolis. There has been n substantial revision in this portfolio during the past 
five years because of the many different holdings transferred into the account durin~ thi: 1969·70 fisc:i l year. 
Although substantial reserves were accumulated to m:ike possible the continuation of a high level of pensions dur­
ing years of stoc:- price- downturn, llicse reserves were distributed to retirees during 1974 to compensate partially 
for the higher pcnsiom now being paid under the "five high yea r" plan . Because tl:c 1973 and · I 974 downturn 
in the stock market coincided with a highet rate of inflction, thcrt is so1ne Impetus to use the increased yie ld 
gener:i tcd through the price appn:ciJ:ion of both bond~ and stocks to provide a basis for adjusting pcnsions as a 
compensation for innation:ny pressures. In chis way, the employer group - the state, municipality, county or 
school boa rd - would face th!.! risks of Ion)! term market fluctuations, whereas the individual would receive bene· 
fits more dependent upon :ictual chJngcs in the cost of living. Co ncern has been expressed , however, th:ic this 
acco unt would lose its "complete funding" :ind l>eco me less sound from an Jctuarial standpoint if long-term benefit 
improvements wc:re b.1sed on the cost of Irving rather than 0 11 actual investment pcrfor111anc.:e. 

Under t he provisions of 197 1 legisla tion, lhe net retu rn to the Minnesota Adjustable Fixed Bendit found was 
dctern1incd on the basis of income .ind an avc: .ii:;c 1>f ~he rn.irkct ·IO·cost rel:i t ionships take n bi-monthly ovc r a two 
yea:· period. This interpretation of investment rc ~ults mc:rnt th.II a s11hs1ant ral contrib ution toward the cos t of the 
increased 1jensions in the stat1• manJgccl funds was met fr nm this "to t.JI rt•turn" Jui 111g the pcriu1l t hroui;h 1973: 
the port ion :illlibutahlc to the Mun idpal Employees Ri: t1rcmcn t ll1ur<l o f ~llflnc:Jpolis w;is used toward higher 
pccsions nnd 1nc.: r.:.1scd rcsc rvi:s. The 1974 Lcgrsl:lture csta bh~h~·d ;1 "ncw base" below which pension~ lllJY not 
deciinc. This fi gure w:is cstablr$hcd .it the lc ·1cl o f pensions pa ul tl1111111: 197·1. Th..: 1975 Legisla ture granted com· 
pa r:i tivel y modest onc·tiltll' p :i y 111 e 11t ~ to retircmrnt fund p.1rtkip.1111 s 111 lic11 nf any 1nc.:rc:iscd bi:ne fit frnm this 
fund. 111 c:irly ca lenda r 1970, tltc Lc~: i ~!.1rur. Jppropri.11ed J port ion •11 t he high c.lf11ini;s accured from the invest• 
n1er11s 1n the lnv t.'~ ted Trca~urer' s C:.o;h Fund .1~ .1 ~11 pplc111cnl to those retirees who were rN·eiving benefits com· 
putcd on the b.i~ii nf lcg1sl.11 io 11 111 effect pr . • r I n the "fivc·hsi;h years" -st.i t 11 1..: . T!m ~11pple111cn t to pensions 111 
Mrnncso t.1 - tu be 11rant l.'d to mcmhcr~ of variou~ rn1111iup.tl :rnd tc.1.:hcrs' fund~ :n wcll as thnsc mJn:1gctl by the 
$ tutc: UoMd of lnvc:s tnwnt - will tend to .utl tl;osc ret11ces not h.: 11ctit 111g fro111 ri:1;1: n1 lci;hl:itr vc µro!{r .1111~. 

Be11cf1t s accruini; f'r11111 lh..: 111.1rkct ,1.;tion ~inti 111·t yreld h.1vc not 1nnc:1scd Jur in i,i lhc l' · t ~ t two ~· c.11 s for ~eve r .al 
r ca~on~ 1ndudlni: the "two yc:.ir Jvcr.1)\ it11(' 1lfl r.1tc: ,.,f rt•turn whkh still include' the lower v:.il uat ion~ :i1cv.rle111 
in t •J7·1 .ind 1 97~. 0 1hcr l.11:tor\ mdude J ch, 1r1 ~1: in tl11: ,1ct11;iri.1I assumption .1ppltc.1hlc 111 the f11111! uf trnm .1 -
to 5%, an alloc,111011 of •crt.1111 1no11c ys rn :ire· l 973 rc t1rcr\ .inti , 11 11ht .1uj11st111cnts in so me c:i ~cs 1n ord1:r tn rar 
the full incrca~c 1n lh0 nl.f11~ lq;1~ 1 .11,·d d11rwg 1973 11nd I 974. 

Comrrm t. stocb 111.1y compnsu up to so·,~. of 1111~ porttnlw, with i;onvcrtthlc 1kbl'll tll lCS li11111cd tu JI\ .Hhlt· 
t1n11,tl I 0%. On Ju11c JO, 1976, the pcr.;c111:1gc cnrr1 1111t11:.I 111 1·11 1111no 11 stock 11ivcs1111 c:11 t:;, on n net 011y,111.ll 1.0~ 1 
l>u~ i~. amou nt ed to 4 S.1G~i- of the po11rnho, dccli11111g from ·lH,9.!',t. on De:.:c mbe r 1975. During t he pa~ t ~ 1>. 
111011th), there h.wc hccn 1ub~ 1an t 1a l portfolio revislom tl uc to the recent lfl •: rc.1 ~c~ in sto.;k pri t:c~ wilh th1: ac· 
co111p.s 11yi111: 11p111irtu111t Y to b.1l;i11 ~c t he s.1lc't o f lc s~ ~ut:~n~i' 11 st<id,, with th ow whu.:h h,111 :sho wn s11h~t.int1.1I i; 1111s 
in prkc durrng the p.1:-.t l 8 mon• h~ Tlus portl olio rc•1 i~lnn, .·011~h 1 111:d with .1 .:omolid.1tin11 o f bond h1>ld111).'~ Jt1d 
chmin:i11n11 o f 5ccuri t1cs held 111 ~ m.tl ll:r q11.111t i t ie~. will cc>nt111uc 1 lur 1n~ the mnnth~ .il1c i11! 

TlllS fund lncrc;i\cd In v.tluc b}' s I 00.ti 1111llto 11 d11rrni: tlH' !1sca l yc.11 nu .. ~l /c:llilc lllCr :.1\C IS dllC' to the t'Jct 
that the 1wns:om b.iins JMiil to 11fl'SCn t r eti r ee: ~ h.1vl' lwl.'n r.11\Cll sult51.11111.1lly through rt l cn t le '1'l.1t1•rn I la• 
l11ghcr vJluc w.1s •l ut· ti• S\J.t .3 million 111 net i:o111r1b11t1111:s and 111l11mc. i\n r11ld111011al upwJ d .1UJU5tmcn1 ot S6.J 
rn1ll1011 w.1:; due to lu;:hcr m.ut. l·t vt1u.1tlom, 

nu: IIASIC Rl·TI IU· .\ll ~n I I ~ ns 

I hi! St.rte hve~tml.'nt IJ,,.,s1J 111.111.l~l·~ "' .11..:1111111l.1 tmn retiremen t Jccounti> whi~h 111cl11dc huth cmphJyc:r Jn•l 
c:mplO> cc C<rntr 1u11t11>n' durin~: :he l.'m plny•-: ':1 W•ll"tfl~ pcr11),1, .11 the 11!111• nf rl!ttremcnt , th e: ,1· 1e1 ~ Jre tra n,lc11l•.J 
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to the Adjustable Fixed Benefit Fund. Common stocks may total 50% of these accounts. At the time of this 
writing, equities comprise approximately 46% of each fund on a cost basis, wi'h the remainder invested in debt 
securities of the U.S. government, its agencies, Can:idian governmental units, and United States and Canadian 
corp 1rations. Common stock commitments totaled nearly 50% of these accounts on a cost basi~ on December 31, 
1915. Since that date, profits have been taken through the sale of many equities, as the Dow Jones Industria l 
Average approximated the 1000 level. The Department's research personnel and portfolio managers also have 
suggested a revision in the composition of the equity r•ortfolios so as to include higher holdings of those stocks 
showing particular promise - with assured earnings and dividends in the years ahead. 

The 1969 Legislature made it possible for each fund to include a small portion of unrealized gains in the income 
portion of the account through a procedure which applies after the market valu:itions of equities exceed the 
original cost price by I 5% for six consecutive two month periods - or one ye:ir. At such a time, an amount equal 
to 3% of the cost of the equities could be added to the retirement fund for actuarial and accounting purposes. 
The first such increase occurred on Octobc· ~I, 1972; this was followed by a second increase on Dt:cembcr 31, 
1972. Bccnuse of the probability that .sucn market increases would not continue, it was decided that each of 
these increases would be added Iv the income accounts in thrl!e equal installments during three successive fi scal 
years. The first increase applied Jaring fiscal 1972, 1973 and 1974, while thi; second increase was applicable In 
fisc:il J 973, 1974 and 1975. 

The 1973 Legisl:Hure modified the law to t rovide for such :i n increase ~r decrease wht!ncvcr the market valu:i· 
tion of !QU!ties varied from the revised cost figure by 10% for six consecutive two mon th periods. The market 
downturn durin 0 1973 and 197 4 resulted in the first 3% downward revision on f- ebruary 28, 1975. A seco nd 
decrease applied to several of the retirement funds on April 30, 1975. Bec:11m: the 1973 statute authorized tht: 
computation of such yield declines over a fivr:-ycar period, it is anticipated that th P. net effect of such caku!Jtions 
will be minim:d whl·n computing fund yield performance on a long-term b:isis. 

By t!arly calendar 1975 , because o f rising stock prices, it was evident tin t there woulJ h\! no fuithcr downward 
ar1justmcnt in the statutory v:i lu:1tion of equi ties fo r an extended period . Schedule Ill indica te.~ the net yield 
accruing to the three largest busic retirement funds during the pertOll tram 1957 through 1976. During these 19 
yean, the yield has increased from le \~ th.in 3% to nearly 6~. Foo tnote l·I, following Sdw.Julc Ill , explain~ the 
effect o ( ' he sta tute tying equ it y v:d 11a t1on~ l t> the stock market. 

Schedule! IV lists the securities hcltl in 1hc lhrec large~ t b.1~1c re1irc 111en1 fun1.h on Jun..: 30. 1976. Bccausc of 
lh l~ itk nt u::a l purpose (t1 r which t hc~e uccounts :tll' cstabltshed . ll h.1~ IJ l'en lnvcs11m:11t Dcp Hlltlctll policy 10 use 
the Sallie ~curitics in each at:count, whenever funds hav1.! h.:e11 a-.. tlahle , A diffe ring !low uf new moneys, how­
ever, h:is r 1.~11l1ed in v.1 1~1 1:1i; cost anti :t \Orncwhat different CJV1".1ll lOmpo;i tion of these thr•;t! .1cco11111s. Because 
of !he rt• .. cnt su lcs of equities, the net ori~in,11 cost of ~ tod:s 11 the th ree m:ijor ,1cco 11 nt!l i11crc.1scc.J fro m S39~.J 
t11i ll io11 on hine JO. 1975, to $•1'2'.!.6 million 011 June JO, I 97t· . The mJrkcl va lua tio n of thc5c equities showl'<l a 
grl!alcr 11 1crcasc, fro m S:l1)7 .7. in1lli1)l1 to S•lo0 .9 million. 

The l'uhlic Employee~ l'o l1cc & Fire FunJ w .1s i:~ tJblhhcd during lhc early I 4GO's in orc.Jcr to provid..: .in invest· 
mcnt vcl11clc fo1 the sm.ilh: t police Jntl lire fji.:htcr nri:a11 11 ,1110 11 ~ thru11 l(!ic111t lhc ~ t .1le J "t wi:ll a~ fo r l.irgc r org11111 · 
z:11ions wluch cho'e to JJ .1:t1c1p.1h: 111 1h1$ rel1rc11\l:11t pl.111 . !khctl11lc V 111 ..:luue~ the f1xed ·111comc ~ec11 r i 11c ~ in 1111., 
:1ccou11t on Ju ne J I), l <17(1 .ind Sche1l11le VII 11,1.~ rlu: cq111t" portfoli1>. This accoun t ~howed a s11.eahlc 1n.:rl· a~e 111 
v.ilue - from S45 J t111llio11 II' 5'6.J 1111111011 tlu1i11~ t he p.1s1 f1~c:il y..:.1 ~ . Altho1111,h ncJrly S ~ million of t h 1~ d1.1r1r,c 
w:i~ due 111 lq~h1·r slock 111.1rk1:1 vJl11.1t hrn~. 1110'1 of !he i111;reJSl' WJ~ JerivcJ from 1~1c si11nific:intl y hitther con· 
lr ih ut hm~ 

Th1: ll 1~hway i'at1 ol111c:1's Kctlrrmcnt Fund :c,ul1c1I from ,, rncrgc1, in I 1lh1J. of lh1.: St.1tc l'olke Officer'~ 
Re11rc rni:111 A 1~oci.11 10 11 Jiiii !he ll ighw 1y i'at:olrncn's l~l! t 1remcn 1 J\-.soc1Jlinn. Uc.;.1usc the two previous acuHtlll~ 
wi:a~ qu ite snull Jml h.td limlleJ and u npr~dkl:iblc fl ows of new mrmcy, the new mi: rge•l 1u:uu1i1 .1ppe:irs 10 he 
more 111:i 11.1l;e:illlc; tlm 11.1 ~ hcnefit ed h1>lh !lfl>Ups. S.:hcllu!J VI i ndude~ the li~eJ-tncomc SC4.Liritics in 1111~ Jcc:ount 
un Ju11u 30, 1976 .111!1 S.: hctluk VII list< the equity p1Ht lolio. 

St.1tc, 11111111c1pJ l .1ml ,chu~'I di~tnc t ho.id~ .;0 111 rr 1~i:tl 11vcr 71.0":· ll i to r.it i11 vc~ t me111, in th1~\C rc ti1c1nc 11t (11ncl·; 
.1s reci:nt ly as the htc 19SO's: such hohltr1 ~1 Jcdincil to 0 .. 1"~ h)' Ju ne 30, I lliti, This dcd111c W,I\ llllc to the ~.lie 
.i nd m.11 111ily of bnntls J~ well .1-< the: pl.11:erncnt of Jll new money rn other t}'pn of ~ccut111es. Uc1,rn~c 1110~ 1 ol 1111: 
rema inins "rn1111il'ip.lls" l'On~ts t !) f odJ lot) th.11 c.irry t'ith<"r no r.1ti1111. or J low rJt1ni; by the scrv1cc~.11 Is pre~umcd 
th.It ,, lnrgc por 1m11 •Jf l h t:~c bo111I~ 111u ~ t be ht:ld to mJtllrtl)'. In recen t yc.1rs. the mu111c1p,1I hon•1 dc.1kr~ JIHl 
focal Jgcnt\ 01 !he lJprcr M1tl\\C\ l .1reJ h.1vc h1•en mo<t hd11r111 in J1d1111t the St.lie\ saks or lhesi: SCCllltltCS. 

Tlw J uJgc~ Rl·t1rcmcnt l·und w.1 ~ C:) tahli,hc1I 111 197·1: 110 pc t 111.111c111111vc~tmcnt s were p11n;h.uctl until the 11)7< 
(m ;;1) ) c.ir. Dccnu<e M st.llutnry limttJ ttons. 1.1c pcrccntJt;c of fund~ 11ne, tctl 111C<tUt l 1c~111.1y he 111,· r c:t \c~I br 1)11ly 
S% of tu t:1l 1nve,t 111cnt~ eJch )'CJr. Du11nr the I .,7b fis.:'JI pc nod, thr fund was \tlhJCCl tn a 10'. cqur l}' lt111itatt1lrt . 
Sd1cd ult• Vilt l1st1 the 1nvcrn11e11 ts .1! of Junc JO, 1976. 
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THE MINNESOTA SUPPLEMENTAL RETrREMENT FUND 

The three uccounts of the Minnesota Supplemental Retirement Fund are invested in accordance with three 
different philosopnie!. in order to meet the individual needs and desires of the participants. The income share 
account, limited to 50% in common stock, consists primarily of high quality corporate bonds and emphasizes 
comparatively higher yielding equities of well-known companies. The growth shure account, on the other hand, 
may participate in the equity market up to I 00% of total assets and includes stock:; of companies offering a low 
current yield and representing firms which may have significant long-term potential from the standpoint of earn· 
ings growth. These !:tocks tend to fluct uate in price to a far greater extent than those in the income share ac­
count. The fixed return account, inve~ted entirely in bonds, is not subject to changes in market fluctuations. The 
amounts contributed each year into this account, however, will earn varying interest rates depending upon the 
existing yield strucwre. 

The growth share and income share accounts were established on a unit basis on October 1, 1967, with each 
unit worth SI 0.00 on that date ; due to a two-for-one split on June 30, 1973, the current units had a net worth 
of SS.OD on inception date . A Sl.\mm.uy of the market valuations experienced by the :wo accounts since the 
beginning of the progra m in 1967 is as fo llows (as adjust.!d for the two-for-one split): 

Income Share Account Growth Share Account 

High Low High Low 

Oct. '6 7 - De c. '68 S5.52 (Nov. '68) $4.98 (Oct. '67) SS.44 (Nov. '68) $4.52 (Feb. '68) 
1969 5 .40 (Jan.) 4.99 (Dec.) 5.32 (Oct.) 4.71 (July) 
1970 5.69 (Dec.) 4 .8 1 (Jan.) 4 .94 {Feb.) 3.73 (June) 
197 1 6.30 (Dec.) 5.86 (Jan.) 6.2 1 (Dec.) 5.09 (Jan.) 
1972 7. 11 (Dec.) 6.36 (fan .) 7.92 (Oec.) 6.47 (Jan.) 
1973 7. •5 (Sept.) 6.69 (Nov.) 7.53 (Jan.) S.2S· {Dec.) 
1974 6.80 (Feb .) 5.31 (Si:pl.) 5.35 (Jan.) 3.:! I (Sept.) 
1975 7. 1'.!( De c.) 6.26 (Jan.) 5. 17 (June) 3.95 (Jan.) 

fan. - J unc '7 6 8.00 (Junc) 6 94 (Jan .) 5.52 (June} 5.28 (M:iy) 

Sclmluk I X li ~ t s the assets in the i11come sh:irc account on June 30, 1976. fl•·causc of the incrcas1: in bo th equity 
:ind bond v:il11a1ions during the past 18 months, this account has shown particularly favorable market r c~1: ! 1 s . The 
comparative "safety" of th is portfolio, due to th ·: type of stock used and the Jiversi fi cation be tween fixed-income 
ant.I equity sccuri1i..:s, h.ts ri:sultcd in its use by most rct iremt!nt organizations eligible to partidpl! te in the Supplc­
ment.11 Rct irerncn1 1: und . It is an ticipa teJ th .tt thc results, over J period of ye;!rs, will never be specta cular, hu t wi ll 
rend t0 I.le s.11isf.1ctory from the s t andpoint~ of sa fd~' . yic!d and long·term grow th. 

Schedule X consists of a listing of the ~l curtt ics ill the i.;rowth share .• ccuun t on June J O, 1976. Under the te rms 
of tile l' :ospe1..n1 ~ for rhc growth share account, it i~ :l po l11:y of the Depa rtm~nt lo n1J1nt:ii n :.1 stc:iuy investment in 
stocks of ..:om panics w11id1 cvi<l.:ncc growth po tential. It h.1s also been .111 est;1!Jlish1:d pvlicy lo avoid cx tr.-rnc "buy" 
or "sell" pro}lr:1ms which could re sulr i11 a high c.1sh posi tion for a brief period of time. Such a program c.111 be 
disastron~ if the 111:trkc1 111.1kc~ 1111.int1c1p:1tcd move~. This 1111:~111 s !hat th e acco1111t is in a ri:asnn.s bly fully invested 
position ut all t in1c~ ant.I will co11t11111e tn be \UbJc~· t to signdi c:.HI! changes in marke t values, particular I, d11ring 
periods of stock m.irkct in cre.1 \cs. a~ in I ' ' 72 .• 1nd 1lurins times of market •rncert:iinty and decline, such as tlurini; 
1973 ,tnd 197-1 Tin: 11pw,ml movi:rncnt nt ~ tOdi prices in I n5 JnJ I 976 rt'sultcd in \iZl'Jbk incrca~cs 1fl 111arkl·t 
v.al11:1ti o11s 1.>i the ~ruwth ~hare tccou111 . It i~ app.1re11 t, however, lhJ t tho~c s tock~ w:1ich led the market rncrcascs 
during the 191 1-7 3 pcrioJ may not prMtllc .;11ch lc:tdcr \lttp 111 future rnarkl! t rccovcrie ~. \' e :in: nov. 1evirn1g the 
1nvcstml!nt polrcics Jp plkJhle to th is fu nd to Jchrcvc a i;rc.1ta degree oi d1•1er:.ificat1on IJy indus try and 10 111 cl11d e 
cqui tic~ r~·11rc:sen t intt l.lrond scrmcn ts of our economy. 

The .t ~\• t~ i11 the fixctl r..: 111111 a ~·c.,111H , .:\.t:ihh ~hed 0 11 J uly I, 197•1, J re listud in Schedule XI. Unit v.tluJttons Jo 
not cha n!!J:: they :Jrc .1rh1tr.1rll>' set .ti :~.UO pct u111 1. f'h c return 1111111 tit " fund i ~ h:1 ~ed e11 11r1:ly upon 1hc rate of 
rntercst rrccivcd frnrn the bonds purch.1sd 111 the Jccount. 

Undt:r the provisions of the J ppl1.:.1hlc ,t,11 11t c~. the l11vestmerll Oc: partmcn t cst.ibhshcs :in ''tni!t.:.ttcd r:1t c" of 
return frir the comt n~ fiscal }'c.lf o n July I . On July I , 197·1, thi ~ r:i tc w.t~ ~C l .s t 8. SO"C. 1'hc hond•, put ; haw d 
Jurtni; the f1sc:ll pcnod 111nvtclcd a yield rn mcwh.ll h1!(her th.Ill that anti i:1pall'tl. Till' p.1rt1cq1.1111s - then co11~1~t11 1i; 
onl y 111 1ndlv11l11.tl rctirc111c 111 funJ~ • 1c1:c1vcd 9 I O''t 0 11 Jll nn1tr 1b 11t1 1rn~ m.1d c Ju ring the I <l?S fiscal ye.tr, 1)111111: 
f1s.:.1l 1970, the pl.in wa~ hr1,adc11cJ 111 wopt: to 111cl11tlc tindivuluJls who wish to p.1rt i..-:ipJ lc 111 .t f1xeLl ·rctu111 lll\ c•, I· 

rncnt unt.ler v.1rtOll\ rc111cmcrll ,lf Jc tctrl'd 111co 111..: plJns. In cJ rl y Jul y I <>7t> , the rctllln for 111J !v1Jttjl p.1 rtt~tp.lll l ) 
0

WJ\ set .ll l! .W'l fo1 tl11Hl' co1llt1b11 tm11' re .:c1n·tl d un 11 11 the 1976 f i~c.11 ye.tr . Tht ~ rJtc will be subjcl' t 111 chanp: 
Jnnu:ill> . 

I he contrtbutt•l lh rt:cc1vcd from the \' .HIJll'i rcttrc mcnt ,1 rg.t111 .t.1l 1U l1 \ will I rvvillC CJtniniis or ~ .8 ~(. t.lu n n11 lhc 
pa~t f1~c.ll year, with an indtcJ t1011 th.11 th•: r.t tc set on thcs~ c11 1Hnlrntions \v iii c1111ti1111t: iur 111other nine ycJrs, or 
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through June 30, l Q85. The slightly lower rate attributed to the institutional participants is due to the fact that<? 
portion of the income will be set aside in the form of reserves to provide for any possible future diminution of 
income. Most bonds purchased during the year may not be refunded at a lower interest rate for a ten-year period. 

Because of the uncertaint!es in the economy, an assumed rate for the 1977 fiscal year has been established at 
7 .50%. Participants will be paid a higher rate of return if the securities purchased during the coming year warrant 
such payments. 

There is a substantial amount of interest in the fixed-return account because of the investment uncertainties made 
evident by the 1973-14 decline in both the stock and bond markets. The idea of a definite interest earnings - with 
ro dependence upon stock or bond market fluctuations - apparently has great appeal to many fund participants. 
Bec:tuse of the response to this new account, the assets increased from S 1.0 to S4.2 million during the 1976 fiscal 
ye:i.r. The significant innux of incoming contributions to this account has resulted in considerable reserves being 
held in short-term invt:cments. These moneys will be placed in securities of longer maturity for which commitments 
arc being made. It is the intent of the Investment Department that approximately 30 to 40 issues of fi~ed-income 
securities be selected within a comparatively short time so thnt :; .. : fund may be assured of adeq uate industry diver­
sification . It is emphasized "that the bonds purchased arc cr 1! .. entrated in the AAA and AA quality levels. This will 
add lo the sa fety applicable to the fund contributions and ~hould minimize the chance of lo~:s. 

MINNESOTA VARIABLE ANNUITY FUND 

The Minnesota Variable Annuity Fund was advocated prior l.o the adoptio11 .Jf the "five high yea r" plan by the 
Teachers Retirement Associ::ition. The participants received :i net return of 5.4500% in fo:cal 1971, 9.1670% fo r 
fisc:il 1972, and 6.2393% for fisc:il 1973. During fiscal 1974. the p:irt:cipan1s suffen d a decline oi 4 . 14 78%, fol­
lowed by another dc:crease of l i' .96:18% during fiscal 197 5. Jnd a decline of 0.0 I ( I '."h for the fis cal }'Car ended 
Jun.: 30, 1976. The laws applicable to valuations and computation of net re tu rn di1 IJte that a two-year period be 
use~ in calculating increases or decreases to the iund. As has previously been intlic:1t• din this report , the stock :ind 
bond market "lows" of 1974 will be used in the~e calculations until mitl·l 977. Th refon:, the ~finncsota VariJblc 
Annuity FunJ will not show a positive net return until the end of the 1977 fisr-;; year. Markct-val11c·to-cos1 ratio 
already Jpplicabh! to the June, 1977 computJtions indicatr :1 sig111 ftc:int posi•:'le net return ior the next fiscal ycJr. 

Although rno~ t v.1riablc pbns are based t.!r. tirely on p.1rt icip:i tio11 in ' .1uity invc ,1mcnts, lhe wu.lcsprcad u~c of thi) 
fund and the fluctuations in the stock m.1rket since the Jccount"s ·.._ eptio11 have cJU\cd the investment departmcnt 
to adopt a policy which includes approx imJtely 25fo to 35% in fi v~d · i m:omt.! 11ivestments. 

The o ption ior the Variable Annuir y \vas tcrm1n:1ted tlur1ni; f1'.:a l 1974. There fore, Ille funt! will cont111uc only 
as on investment medium for those te.1ch•!H who have :1lrc.1dy chosen to have a portlo 11 1>f their rcllt cmc11t 111u:icys 
invested 111 accordance with the Varlahk Annuit y co11 ccpt. The sccuritic ~ in this funJ on June 30, 1976 , .tr\' li~ 1 e1 I 
on Schct111ll.: XII. 

TllE PERMANl:NT TRUST FUNDS 

The Starc·s pcrm.incnt trust funds ~howcJ their >ttC.Hcst r.1 ll' of gfO\\ th during the 19·10's and 1 ~15o·s. Un til J 

cons11t11tio11,1I arnc11d111cnt w:.is p.1sscd 111 1956, h.ilf llf the r• ccip1s irom the 1ro11 ore Ol'Cllp:111011 tax .11.c111ct.l 10 Ille 
principal,,( the pl.'rrnanent trust fund~ . which \\t:rc iive,tcd fo r thc bt.!ncfit tlf rl•.- ~chools, the U111vcr~1l~ ol :-.111111e· 
so1:i Jnll o ther sl:itc institutions. In 1cce11t yt.!.trs. th· cnurc 1e,·c1pts from thi ~ IJX h:ivc been applied d1rcl.lly 11) \V.lf•I 
rncc 111111 1hc St:itc's cu rre nt cducationJI nrcds. 

During the ycJ rs im111cdr:itcly tollow111i; tht.! .ul upt u1 11 01 the ~011., 111 1111111111 .1111c11tlrm:n t, long·term l•JW·coupon 
U.S. Treasury bonds Wt.!I C S1>ld frn111 the Pcrrn. tr lt.!111 s,1100! FunJ , ..... rl h the lll•l<CC.L bc111t; in '$led in hi1:her yicldir.i: 
corpor.1te sccurit 1c:.. In Jc1.o•dJncc w11h th1~ JmcnJmcnt, corjl•JtJtc borul\ were purch.1 I Iv the ,1ppr1nim.1tc 
rn:1'<irn11111 o t' 40% o ( the fund. Dunng the pJst :.cH· r.11 }'eJJS. hO\\\•vcr, mortgage b.1d.nl ,ccurtW!~ ~111r.1 11tt.! ctl br the 
U.S. rovernment Jncl l!l\llC U thrn11gh pnv.1tc orl(.1 11iz.1t ions in cooperation wuh the Government ~.llh>na l Mor tb:igc 
A~.soc1atio11 h.1vc offcrt.!d ,, yidd co111 p:i1ablc 10 or g1 •Jtcr thJn th.it rccc1vcd frn 111 corporJ te bond~ c.f s11nll.1r 1111.1lrry 
These Covcr11111ent N.111on.1I :-.1 t'll 11p ~c Asmc1:ition mortpgc b;1.;l.etl ~cc1irl11c' were purd1Jscd durini,: tht.! surn111cr 
months o f 1974 at yield~ J:. llll(h .l\ 10. l •l'."0. Bc.:.1usc of the l.11.k o t 111tl,1w 111' new c:r'h 1111 0 tlm fu nd. the l(IJll11,1l 
rcrnrn o:> f prt111:1pal offered by this type of 1nvcstrncnt hJS bc,·11 vcr>' .1ttr.1t.!: 1ve: we h.1vc thu~ becll .1hl c to n11i11tJ i11 .1 
c:i~h flow fr)r current 1nvc~tme11 t nccus. During f1S1:a l J ')70. additionJI 1ypcs of U11Hl·J S1ac..:' <:ovcrnrncnt 
~uarnn1ccd ~c,· 11111 lc:~ Wl"t c used , they :1:1vc Jcldcd bot h quality .111<1 yu:ltl to the fund . Arr.1ngcmcnts between the 
$la te 1l o1 11I or Jnvcst111cn t Jlld tl.c ~linnc\o t.1 Bani.e r·~ ,\ S.'I0..:1.111011 h.1vc I C ~ lll lcd Ill .1 pro1:r.1m llnrnuh which the 
Pcrrr1a nent Schc~ol 171111 rl hc1S pu rr.h.m:tl those porlhlns of Small l lurn1cs~ Aclmln1s1r:111011 loans wh h:h arc 1:111ar,1111ccd 
by the United St;i tcs C ovct111:1c1u . These h1a 11 -t .1r.: .11 r.1n1<cd th1 v11i;h various b.inks in Mi11ncsot.1 ::in,1 ,:ire: "pooled" 
through the f.1dli tics of the S11tn111it N.1t1\rnJ I Cl.rnk of R11:hflehl. Thi•. ? llli;r.1111, 1111t1atctl 1hro11f\h th: coopcr:ition of 
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the Governor, the State Treasurer and the Minnesota Banker's Association, appears to offer a unique oppor' .• mity to 
achie 1e a comp.lr:Jtively high yield and an adequate cash flow to this permanent trust fund. It also mark; a unique 
opportunity fox following prudent investment principles in achieving an appropriate yield , while aiding the develop­
ment of businesses in Minnesota . 

Within the past few months, we have negotiated for o ther United States Government guaranteed securities based 
on hospital mortgages throughout the United States. These securities also offer a compara tively high yield, a con· 
tinued repayment of principal and the highest possible q t1.1hty. 

Because of rhe comparative attractiveness of United States Government backed securities, the corporate bond 
portfolio has been reduced to 2 9.8% of the book value of the Permanent School Fund ; it is an ticipated that the 
holdings of high quality debt securit ies will be increased as more appropriate yield spreads become prevalent. United 
States Government and government guaranteed oblip,ations constitute 47.7% of the book value of this a1..count ; 
common stock investments are maintained \•cry near to the 20% limit. 

Schc!d ule XIII indicates that the investment changes have re~u l terl in · an in crease in ne t yield from 2.68% during 
the late I 9 50's to 5.54% during the 1976 fiscal year. A very ma rked increase in return during the past five yc:irs 
was possible: because of the use of United States Government guaranteed obliga tions. A portion of the income will 
be transferred on an annu:il basis to the principal of the account to replenish the book losses taken lhrough the sa le 
of long-term Umted States T:casury and corpor:i te fixed-income ob ligations during the past 15 years. 

Schedule XIV lists the securit ies in the Permanen t School Fund on June 30, 1976 

. ......... 
A review of policic~ concerning t he pbccrnenl of business, together with :.1 summary of tr:ins:ict1ons co mpleted 

tlunng the fiscal year : rom July I , 1975 , through June 30 , 1976, fo llows the sched ules describ.:d :ibovc. 

' .. -· ..... 
T he investment results achieved 111 fiscal 1975 and 1976 have bc.:n pa rticularly pleasing to the· Depart ment:il staff. 

The cooperation and advice rcccivr1l from t he mcmbl'rs of the State Uo:ml of Investmen t and the 1\ tlvi~o ry Co m· 
mittee on Slate Tr ~J st Funds played a most import:rnt p:irt in :ichieving 1hese results. II is now cviu ·~ n t that the funds 
benefi t ~ ~ co nsidcr:ibly through the signif;ca:lt purchase program completed during late 197•1 :i nd 1975. Likewise, 
t he income from the lnvcstetl Treasurer's Cash Fund has been increased bo th through 1hc a ··;umula ri:d surplus dur· 
111g the period ,1f high interest rate~ and the degree of att ent ion accorded this account b}' the ·1ario11 .. Sta le finance 
offi ces. 

The Investment o~·part1111:n t is J lso :ipprcd.1 tivc of the coopera tion by the s:.tff of th e l.cgisb tivc Co111mi:;sion 0 11 

Pensions nnd Rrtire mcnt :mu by the interest sh~iwn in rhc State funds by lhe se~urilic~ dea lers, brokers :ind rescan:h 
personnel throughout t 11c sccurit ics industry. 1\ lthou ~h the ma ny ~l inncso t J investment ,1cco11nts must be m:tn:i:,icd 
under widely d iffrrcn t i11Vc!ltlllent poli ch:~ and proceJurcs - in order lo achieve individual 1)bj~· c t ivc:1 it is hoped 
that ull of these funds can be invested so :\s f l ) he oi l:JStini; benefit lo the bent.:ficiaric~ L1lld to all cilili.:llS o r Mi11nc­
sota . 

RED :bc 

Respectfully subnuttccl, 

Rober! E. Blixt. C. F.A. 
E.'(ccutive Se cretary 
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SCHEDULE XIII 

STATE OF MINNESOTA 
STATE BOARD o;: INVESTMENT 

PERMANENT SCHOOL FUND 

RATE OF RETURN ON AVERAGE AMOUNT INVESTED D'JRING FISCAL PERIODS 
June 30, 1976 
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SCHEDULE XIV 
.... ~ .. Tt1ol 

PERMANENT SCHOOL FUND Pnu " c-.... s1 .. ~ $!11.., 5-30.11 MuhtVtltilt Muh l 
June JO, 1976 CONSUMER llOHDU~AlllS 
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Schedule XIV continued 

UNITED STATES GGVERNMENT·GUARANTEED BONDS 
ANO CORPORATE BOND HOLD INGS 

June 30, 1976 

To• 11 lilt1uril'f c.,,.,.,.. StUltfY ~ 

UlllTlD STATES CDYERllMEllT·CUARANTCED DlllOAllOllS 
FARMERS HOME AOMllllSTllAllOH HOT!S 
U.S. Oo•wtmonl ol Af<•<llllufl. 

Faun1n Homt Adnun111ut•Oft IMl.l fld Ho111 Ill 10 
U.S. Ooowtmonl al A1<ocutlu•1. 

ftr,.trt Ho"'' A•m1n1111111on lnwud Nolll l 0ll IS 

l•t-' ftfmt n Hom• A-'"lMllt lt .. Hein 

OOYERHIUh I llATIOHAl MORTGAGE ASSOCIATIOll 
OUAllA~ rHO l.IORTCAOE·IAC ~CO SCCURITliS 
C1lilcrnl• ll•n1'9• Sm•tt M11. Itel.id Cor1. 
C1111'"' Mon~ "II Ccrp. M11. 8"\t<I Cofl, 
Fom Nulcnll 9.,,1, of Monou po1o1 M11 hcltd Ct11. 
F•lll H1U0101I 8'n• of M1no11oolo1 M19. 81<l1d Ct r1 . 
G.,.rd Mc11,11• Com11n, M11. 8 1<\td Cm. 
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la .... Str1i.1rn " Co '419 IK\ t d Cu1 
10 .. , Su \ihl tt Ca M19 t=1e ••d C•u 
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I nstitution: 

Locatio11: 

Size : 

Capital Funds: 

Purpose: 

Source of Funds: 

Management Structure : 

Management of Funds : 

Portfolio : 

Income : 

(Montana) Resot•rce Indemnity Fund 
create?. in 1974 

Helena, Montana 

$4 . 5 million 

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

Moneys are deposited in the Fund from a severance tax 
on various minerals and 2~·1o of the Severance Tax on Coal. 

Moneys are collected e.nd deposited in the Fund by the 
Department of Revenue . In•'estments in the Fund e..re: made 
in accordance with guidelines established by the State 
Board of Investments which is composed of five private 
citizens appointed by t he Governor for 5 year t errr.s . 

Moneys are invested in debt instruments authorized by 
State Statutes . 

Moneys are currently invested in corporntc bond::; th3.t 
huve been rated ,\ or bC:::c;ter by Moody's Investors Servic::: 
and Standard & Poor ' s Ccrpol·o.tion . 

Income from investmen t~ rem.:i.in in the Fund until $10 
million has been o.ccumulated . After the accumulo.tion 
of $10 millio'1 , income n:~y b1: used for enhancement or 
repair of the environment . 



Institution : 

Location : 

Size : 

Assets : 
C:ipite.l Funds: 

i'urpo:;c : 

Source of Funds: 

Manu;~cment ~; tructure : 

Ma nnr;emen t of Fu nils : 

Por tfol i o : 

I ncome : 

(New Mexico) State Permanent Fund 
created in 1898 

Santa Fe, New Mexico 

10 million acr es 
$675 million 

The State Perma nent Fund was established t o collect 
royal ties and nther income from the lease of Sbt e ­
owned land . Income f rom the .F'und i s applier1. to the 
New Mexico public s chool sys t e:.ns a.nd educationa l a '1d 
e l eemosynary institutions . 

Moneys in the Fund were :.nitially provided frora t he se.l e 
of State l and . Currentl:,·, r evenues to the Fund e.re pro­
vided f r om roya lties and income from State- owne::l lands 
under lease . Such revenues include oil and go.s royalties 
and grazing and timber leases . In addition, any capital 
gains on investments r ema in in the Fund . 

The State Fer mo.nent Fund is managed by the Stat: , "".'iest ­
ment Counci.l. Members of t he Council incl ude t he Governo.,.., 
t he State Treasurer , the Cc"'!mis~ioner of Public Lands , 
the Finance Officer nnd four puhlic m<_mbe:-s who e..re 
appointed by the Governor for t erms of five ye?i.!:s . 

The State I nvestment Officer is rcr;pon:::i.ble for invt:sting 
moneys ln the State Per;nanent Fund. r'ifty per ~ent of 
the Fund mu.; t be i nver.ted ln Fcdernl SecUl·itie::: . The 
r emainder mny be invested nccor<ling to State Stn ~utcs . 

'I'he Fund is Clt~-rentl.Y inv·.;stcd '10 follows : 18;~ ~~quit:;, 
32r/, corpor n. tc: oblica ti.on• and 50/, U. S . ...iovernm~n: 3.tl 'l 
Feder a l /\. gency Obllgatio:· ~ . 

Income from the Fund is ilis t,ri butctl to the pubJ.i school 
:::ystem (B<.:;!. ) e.nJ the r emt"..ind.:-r to f:duc:ttion'll and 
clcemo;,_yn1.r:r ins ti tutj ons . 



Institution: 

Location : 

Size: 

Capital Funds: 

Purpose: 

Source of Funds: 

Management St ructure : 

Mt1.nageme1. t of F'unds : 

Por tfolio : 

Income : 

(New Mexico) Severance Tax Bonding Fund, create~ in 1941 

Santa Fe, New Mexico 

$9,040,756.02 

The Se1rerance Tax Bonding Fund was creat ed to uecure 
tax - exempt bonds issued f or public capita l projects . 

Moneys derived from the l evy of the New Mexico Severance 
Tax on severed natUl·a l resources a r e paid i n their ent~rety 
to this Fund. Addi t i ona l sources of i ncome include revenues 
from pro j ects financed wi t h Sever a nce Tax Bonds a nd recei pts 
f rom ground rent a l s of ?ublic Buildings . Moneys in exce s s 
of the next two semi - annUr1l payments on a ll outs tand ing 
Severa nce 1'ax Bonds are t r a nsferred to t he Severance T·.tx 
?ermanent Fund . 

The Fund i s managed by the St a te Treasm·er under- t he ~uper ­
vis i 0n of the State Boa rd of F i na nce . The Stat e Boar d of 
Fi na nce ~on s i s t s of the Governor, Li.eute na n t Governor e.nci tlu·ee 
pr ivate \.. i. t izcns appoi rncd bj' t he Go ver nor for two yea r 
t erms . The !:itate Tr easw·er i s r esponsible f or repayme nt of 
pr i ncipal a nd intere~t on Seve:runce Tax Bonds . 

Moneyn in the Fund a r c i nvested in debt ins~rumen ts author­
i~ed by SL~te Statutes . 

N.J\ . 

Al l moneys i n the Sever a nce Tu:{ Bonding Fund exct"•p t e n 
runount Zllf t'i.ci e nt to r epny princ i pal ~nd inter est on H.c 
Sever a nce 'l'ax Bonds on the next ensuing scmi - annuo.l payment 
do.te l s t r nnsforrcd to the Severn.nee •rnx Pcrm!'.nent Fu n~~ . 

Indebtedness Limitation: 'l'he Stat e Boar d o f Fi na.nc~ m~y is" ue uddit i ono.l Se ver ancu 
Tnx BoncJ ·: payable from the Scv~ro.nce To.x Hondin f?: Fun1.l pro-
'11 ded tnut aggr·~ e;ntc annu'll debt scrvic ·~ on Bonds outstanding 
incl uding t he propor.t::rl i s sue be equa l to no more t.il~n 50';'J of 
pr e vious fiscal 'JC'lr ' n dcpo~ :.t::; in to the Sc•rc r o.ncc Tax 
Bondi ttg :.:'und . 



Institution: 

Location: 

Size : 

Capital Funds : 

Purpose: 

Source of Funds : 

Mana~ement Structure : 

Munnecmcnt of Funds: 

Poi·tfoli o : 

Income : 

(New Mexico) Severance Tax Permanent Fund created in 1971 

Santa Fe, New Mexico 

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

The Severance Tax Permanent Fund was created tc encoure.ge 
economic development in the State of New Mexico . 

Moneys in the Severance 'l'ax Perm:rnent Fund are provided 
from the New Me:<ico Severance Tax levied fo~ the privilege 
of severing natural resources including oil and g1s, potash, 
ct..c>per, ui·o.nium , timber, coal and certain other miner als . 
Proceeds from the Severance Tax a1·c depoaited in the Sever ­
a nce Tax Permanent Fund e.fter the required payments to the 
Severance Tax Bonding Fund. 

The Fund i5 r.10.naged by tl:e State Trcnsui·er under the super ­
vision of the State BourJ of Finance . The Sto.te Board of 
Finance conr.'is ts of the Governor , Lieutenant Governor and tru·ce 
private citizens appoinLed by the Govc!·nor for terms of two 
year;, . 

Moneys in Lhc rund ma.y b~ inve:: ted •1t. th~ di.SC!'eti.on of the 
Stnte Bonrd of Fin·nc.:~ . Mo:1~y::: cm·r a11tly are invested b~· 
the Stnte 'l'r eo.;.ure r in r"crtific'l.tc:: of iJcposit of St-• t11 
bank~ who in tm·n make lon.ns for capi.t:.'..1 project...; t~o the 
privo.te scct,or . Loa.n Icustbility nml upproprintcncr,s or the 
capitnl pro,icct.. b left cntlrely up to the bo..nt: . Pnrtici­
po.tion by Lhc Fun . .1 in .:; i :.-.cable 101.nr. l>y St·tte b'\nk:; requi r es 
t.he npp·ovn.l of th "' S ta t i:! Po'lrtl or Finuncc . The pr incip!!.l 
of the Funrt. may be u . .;cd t'or econ cm Le tkvcl or.men t pur poses 
upor1 the approvnl ot' t..tll' Gtute no~u'<l of Fin'l.ncc . f\n amend­
ment to r 0q111 ·e 3/l11::; app rovnl or t-.11,, lc1~ islntur1~ pr Lor to 
invasion ot' the principaJ of Lhc !:.icvernnce T~;.: Pcrm'lnen t. 
Fun<l i ;, on l he Novcmh0r b·llloL . 

i\pproximnL~ly .~qli million o r thn Fund is i1we:; r.e:1l in Cert l­
flca.tc;, of Deposit:: ('If Stnt.t~ lnnks m~Lurins one to flv~ 
yenrs aL n flon.tin g rah.! o f r.rort. term trc!\~w·y 01 lign. tio11s 
plHs 50 br.i.r;i!:; po int:J . ThL' r cr.1. inde r l e invt::-:tc1 l un(ler Hc ­
purchnc(• A r~rc crncnts . 

l ncomc fr orr. !.iw Scv\.! !' ' lllr. ... T•l:-: l- cr:n·~n cn t l•\tnci i s t r ·in:n·er ­
r ed. t o thl! Severa nc e' 'I':.1.:.. Income r'rn1d . 



Institution: 

Location: 

Size: 

Capital Funds: 

Purpose: 

Source of Funds : 

Manusement St ructure : 

Management of Fund : 

Portfolio: 

I ncome : 

(New Mexico) Severance Tax Income Fund created in 1971 

Santa Fe, New Mexico 

$2 .2 million a s of 9/27/76 

The Severance Tax Income Fund was created to finance 
public capital improvemPnt projects . 

Income from the investments of the Severance Ta.v: 
Permanent Fund is deposited in this Fund. 

Moneys are invested and disbm· sed by the State 
Treasm·er under the supervis i on of t he State Legis ­
latw.·e . 

Pending appropriaticn for co.pi tal projects, moneys 
ar c i nvested una~r Repurcho.:;e Agrr:?ements . 

N. L\ . 

Income from the Fund i:- t.l::insferrcd to the State Ge-ncro.l 
Fund . 



Institution: 

I.ocn tion: 

Size: 

Assets: 

Purpose : 

Source of' Funds: 

Mnnagcmcnt Stru <;t,111 c : 

Munagem~nt. or Fund~ : 

Texas Permanent University Fund created in 1881 

f\uz tin, Tr.:rn.~ 

2,100,000 s.cres of land in nineteen West Texas counties 
Book value 8/31/75 $781,771,634 .49 

Fund created by provisions of the Texas Constituion in 
order to enable the State Legislature to carry out the 
purpose, as declared by the Republic of Texas and later 
in early 8tate Constitutions, of creating a State 
Universi t' . The Constitutional provisions set aside 
all lands p.1. ~ ·ri.ously appropriated for th~ creation of 
a State University , to~ether with the proceeds of any 
sale ther eof, to create a Permanent Un i ver sity Fund. 
All moneys a•railable in the Fund a.re to be invested in 
securities, t.he income from which will be appropriated 
by the Legisla.t.ure, in order to accomplish the purpose 
of creatinc, mo.intaining , supporting and directing a. 
univers ity for the promotion of literature, Elri~ the arts 
and sciences, including an a~:?.'icultura.l and mechanicE!l 
dep"'.rtmen t . 

Funds a.re nccLUnulater1 nnnuully in the Fund from oil, 
gas o.nd wuter r oyaltie::; , g~ins on imrcstmen~s mineral 
lensc r cntnls, lease bonuses, nnd any proceeds of lend 
sold. The Perm:.inent 1'' u11d shull be forever kept i ntact 
and a.11 annual income shall ·cecome p:trt of the Fund . 

The Fund is held by t11e 'l'rea5m·cr of the Stute of Tc:ms 
9.n<l invented hy direction of ti1c Board of Regents of the 
IJnivcrs Hy of Tc.:xas . The Bon.rd of Regent::: consist.s of 
nine members ·..,.ho zerve wit.hout compensation . They a.r e 
a.ppointell b.Y the Governor for :::ix year te rms subject to 
approvn.L by t:hc Senute . 

Tile Fund i::: invt?sted in permitted sec\Lritics whic!1 n.re 
bonds o!' the Uni tcd Sta Les , the State or Tex.:1.s , or 
counticu of the St:i.tc or in ccl1ool bonus of rnunicip'.l.lities 
in the StaLc , or bm1<ls o f ~ny city in the St'\te, or in 
bonds issued unucr the Fcclcral f:.Lrm Loa.n Act . !rt '\dditiun, 
the FunLl may bl..! lnvc::: tccl in .::ccuri tie;, , bonds or o~ltcr 
obligo.tionc i :rnued, in:-m·c<l or gu:ir:intced in a.ny m::rn:ier 
by the U. S. Government . nr any of it::; u,..Tencic::; , r.n<l in 
bonds, dcbcntw·c~ , or nblig~tLons . ~n<l preferr ed a nd 
common :::toc.:1-:s i:>sued b:r corpor e.tions, nssociutior.s , or 
other ln:>ti tutions ac t.h~ Board of R·? ;r;!r.t.> rl.cem to h~ 
proper, provided thnt.. not more tr.an l f, of th·~ Fnnd will 



Manngement of Funds: 
continued 

Portfolio: 

Income : 

be invested. in the securities of c.ny one eorporA.ti on 
nor more than 5% of the voting stock of any one 
corporation be owned. In addition, stocks pur~hased 
will be only i n companies incorporated in the U.S . 
and who have paid dividends for a t least five con­
secutive years and, except for bank or insurance 
comFany stocks, are listed on a registered stock 
exchange. 

Capital Funds (August 31, 1975 ) 
Securities, cash and equivalent at cost $781,771,634 .49 

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

Pref err eds 
Common Stocks 
Short Ter m Securitie$ & 

Cash 
Toto.l 

106 ' 828 ' 987 . l~5 
103,089, 999 .03 
279, 571, 990 . 53 

16,1~40, 190 . 64 
254 ' l~25 '102 . 52 

21. l~J..5 . 36!~ . 2 
:~781, 771,63 . 49 

The income from Fund inve..; tmentz is appr oprb.ted annually 
by the State Legi::;lo.ture ; t..·wo - chirds to the University 
of Texas and one- third to Texo.s l\ & ~·I . The income of 
the Fund mu.y be used onJy for pernr.nent improvement and 
not for current expenses . Pr ior to the distribution nf 
the i ncome of the Fund , provision is ma.de for the 
expenses ->f admin · stering the f'und . 



Institution : 

Location: 

Size: 

Assets: 
Ca.pi tal F'unds : 

Purpose : 

Sonrcc. of Funds : 

M:i.no.e;ement Structure : 

Mo.nne;ernen t of Funds : 

Portfolio : 

Incom~ : 

(Wyoming) University Permanent Land Fund created i n 1881 

Cheyenne , Wyoming 

34,492 acres 
$8 ,565 ,000 

The University Permanent Land Fund WRS created to receive 
income from lands gr anted to Wyoming to be used for the 
financial benefit of the University of Wyoming . Income 
from the Fund is used to support capital projects of t he 
Univend t~r . 

Moneys in the Fund are provided from income recei1;ed on 
specific State -owned lands. 

The Sta~e Treasurer is r esponsible for investing the fund . 
Income from the Fund is t?·1risferred to the Treasurer o!' the 
Univer sity of Wyoming. 

The Sta~e Treasurer invests the Fund in debt instr~~ents 
authorized by State Statutes . 

N.A. 

I ncome f r om the Fund is transferred to t hf:: University of 
Wyoming. 



• Institution: 

Location : 

Size: 

• Capital Funiis : 

Purpose: 

• Source of Funds: 

1'1anagement Structure : 

• Management 0f Funds: 

Portfolio : 

• Incom~: 

• 

• 

• 

• 

• 

(Wyoming) Permanent Mineral Trust Fund created in 1974 

Cheyenne, Wyoming 

$51 ,250,000 

The Permanent Mineral Trust Fund was creFced to retain 
moneys collected from a Seirerance Tax 0 .1 all minerals. 
Moneys in the Fund may be useQ for 10 ... ns to political 
subdivisions upon legislati lfe appr'.l/al. 

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

1rhe State Treasurer is responsibl~ for managing and investing 
this Fund . 

Moneys are invested in debt instruments authorized by State 
Statutes . 

N.A. 

Income from the Permanent Mineral Trusr. Fund i s transferred 
to the State's General Fund . 



Institution: 

Location: 

Size : 

As sets: 
Capital Funds: 

Purposes: 

Source of Funds: 

Management Structw·e : 

Mann~emcnt of Funds : 
0 

Portfolio : 

Income : 

• 

• 

• 

(Wyoming) Government Royalties Fund created in 1973 

Cheyenn~, Wyoming 

3.1 million acres 
N.A. 

Moneys collected in the Fund are applied as follows : 

5CP/o to P~blic School System 
353 to State General Fund 

1fo to Univer sity of Wyoming for capital project.r; 
63 to counties 

Mineral r oyalties and lease payments fron. oper ators on U. S. 
Government-owned lands in Wyoming are divided between the 
U. S. Gov('rnmcnt and Wyoming . Prior to 1976 the State of 
Wyoming received 37 1/2% and the U.S. Government 62 1/2%. 
As of 1976 the U.S . Government and Wyoming divide the miner a l 
royalties and lease paym.- .... ts equc.lly . 

Mineral royalties and lE. .. ~~ payments nre coll ected by the 
U. S. Government and disbursed to the State semi -annuall y . 

Moneys remitt.cd to the State arc deposited with the State 
Trea.sw·er . The Wyoming leeisl:J.tw·e in tends to adclu .. . rn the 
management and upplication of addi tiona.l income recei•rcd 
pursuant to the State ' s i ncreased share of mineral royalties 
and lear~ payments . 

N . J\ . 

N.A. 



The following is a summary of States that have not created permanent trust funds 
to receive income derived from taxation on or royalties from finite natural re­
sources. 

STATE: 

Al abama 

Arkansas 

California 

Colorado 

Idaho 

K.o.nso.s 

Kentucky 

APPLICATION OF SEVERA.NCE TAX AND ROYALTY INCOME 

Proceeds of the Timber Seirerance Tax support State Conservation 
Department timber restoration activities . 

Tie Coal Severance Tax is used to pay debt service on Alabama 
St;ate Docks Department:, Seaport Facility Revenue and Speeial Tax 
Br.mds . $15,000, 000 01·iginally issued . $13,075,000 presently 
outstanding. No addit ional bends may be issued with the Coal 
Severanc~ Tax as ~ecurity. 

Revenue from severance taxes ar~ !'eturned to the county level 
after the State deducts all claims agRin~t the county, plus a 
1 1/2'~ char ge . The 1 1/2% charge is ueposited in State General 
Fund. 

F:i.f ty-sb per cent for capital out lay progr 1-.1.ms in California ' ::; 
Highc~ F.ducution System. 

'.J:Wenty-two percent for specio.l projects includi11g irrie;ation 
aqucrlucts and improvement in nnvieable wnterways . 

Eigh t percent to Sto.tc Conservation De:partm~ :1t-. to support vo.rious 
activities . 

Fourte\. ... n percent dl:posited i.n St ate Gcner n.l Fnnd. 

Sever e.nee t ax d~l'o:::iteu in Stl'ltc Gi:ncra l Fund 

Severo.nee t o.,· depo:J;tetl in Stnb.: Ge ne1al Fund . 

All 1·0venur from Oil , Ga i:; nncl Miner!.!.ls Severance Tux i s deposited 
in SL[l.tc Gener a l 1"u11d . 

All r evenue f rom Sand n nd Gro.vcl RoyalLy Tux i s retlll'rwtl to 
counties . 

Procecrls from :JCVl'l''l.ncc to.:< a.re pln"cd in r.hoJ" t term investments . 
Scmi -11nnunlly counlics recciv~ money for ::;pcc•o.l project!l . 1.11 
r cmnining monc,y l::; depos ited i.n S t.ute G·~ 11ernl Fund. 



STA'l'E 

Louisiana 

• 
Minnesota 

• 
Mississippi 

• 

• 

i'forth Dakota. 

• 

• 

• 
Ohio 

• 
Oklo..1om~ 

• 
Utnh 

• 

APPLICATION OF SEVERANCE T..l\X REVENUE 

Ninety percen~ of severance tax revenue is retained hy the State 
for general t1Urposes . The remaining leyfo is allocated to parishes 
(counties) 

Minnesota deposits lfY/o of the Taconite Production Tax in their 
general fund. Ninety percent is returned to districts where 
taconite is produced • 

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

Of the Timber Severance Tax, 50~ is allocated to the Forest 
Redevelopment Fund, 25% is returned to counties and 25% is de ­
posited in State General Fund. 

The State levies taxes on gas production with 30% going to parti­
cipo.ting counties and ?01/.J to Sto.te General I;ut,d. 

Mississippi also imposes a tax on oil prcduction . Counti es re­
ceive 30% of the first ~600,000 , lO'fo of the next f~6oo,ooo and 5% 
thereafter . The balance is depositt::d in State Gener al ?und. 

Thirty-five p~rcent o.f the taxes which North Dakota l evies on 
coal extraction goec to the Coal D~act Office . The Office then 
allocate::; money on the ba.sis of applicati,1n for public projects 
in the areas where coal is mined . 

Thirty percent is a llo:n ted to l;he I.ancl Boo.rd Trust Fund . 'l."\-10-
thirds of this is uried to f'ino.ncc environmental studies . One­
third is inves ted with interest procee<ls deposited in State General 
Fund . 

Thirty pe1·ccnt is d0pozited in Stnte Gener a l Fund . 

Remaining 5~ alloca t ed to counties . 

Seventy- five percen t of severance tnxcs nre used for the restora­
tion of orphaned c t.dp mining l and . 

'I'weuty-flvc pe::.'cent ic allocnted to r eplug a.bandoned oil e.nd g!ls 
Wt:llr; which arc dcemetl ac ha:::o.rds . 

Stnte General Fund rec~iv~s d5;~ of sev<.:rance ta:·: re11enuc. Fifteen 
percent is allocated to countias • 

All revenue from severance tuxes i3 <lei: os i ted in S tn te Gl! neral 
Fund . Expenditures nre th1:111 allocated by State le e;isb.tux~ . 





ORGANIZATION AND MANAGEMENT 

Tentative 0 rganizational Structure 

Governor 

. Appoints Public Members of Policy 
Board of Directors 

Legislative 

. Confirms Public Policy BoarJ 
of Directors Appointments 

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

Policy Board of Directors 

12 Members 
4 Permanent/Government Members 

- 2 Leg i slators 
- 2 Commissioners 

7 Public (Appoi nted Members) - Staggered Terms 
Fund President (Non-voting) 

Duties and f:. esponsi bilities 

Determines Fund Po licies 
Rcport·s to the Legislature and to the Public on F und Operations 
Selects Fund President 
Approves Fund Budgets 
Pe rforms Audit, Operational a nd Performance Analys i s of l• und 
Responsible for Sectoral Analysis of Alaskan Economy 
Approves Loans a nd Investments in Excess o f Spe cified Amounts 
Appoints Public Members of Investment Committee 

Investment Committee 

S Members 
- Fund President (Chairman) 
- 4 Publi c/Appointed Members 

Du tics and Res pons ibi li ties 

Approval of Loans and Invest·ment·s 
Deter mi nation and Review of Funds' Organiz ation and Operating Polici es 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

. Fund President 
- Chief Operating Officer 
Fund Staff 

Fund Personnel/ Advisors 

- Invest or Re - invest Moneys not subject to Investmf'nt Committee or Policy 
Board Approval 

- Evaluate Loan and Investment Proposals; Prepare and Package Loan and 
Investment. Proposals fo r Presentation to I.nvestment Committee for 
A prrova \ 

- Supervision and Monitoring of Investments 
Employ External /Internal Advisor (s) to assist in above functions 
Operating Management 
- Accounting and Control 





Exhibit IV 

INVEST.tv1ENTS 

Corporate Securities 

The purpose of the following discussion is to summarize briefly the 
principal° characteristics of the various types of debt and equity securities most 
frequently issued by publicly owned corporations in the u. s. Although the dis­
cussion confines itself to the characteristics of publicly issued securities, these 
characteristics also apply gene:r :.illy to privately sold securities. The last section 
discusses the primary differenc G between publicly issued and privately sold cor­
porate securities. 

Debt Securities 

Debt obligations are incurred by corporate entities for various reasons, 
the most important of which a?.·e to provide fttnds for the acquisition of fixed assets 
or to add additional cash resources to the borrower's supply of general wo .i:king 
funds on a semi - permanent basis. The issuance of debt gene rally permits the 
borrower to accelerate its rate of growth beyontl lha t which it would be capabl("! of 
achieving w ere it solely depen.dent upon its own inlei:nallr generated c apital funds . 
Although debt securities can be of va1·ious types, all rely on th<"! borrower's future 
revenues as the principal n\eans of repayment. 

Corporate Debt Holders 

The holders of corporatt: debt instruments arc c r ed itors of the b o1·row cr ; 
they gcnci·ally cannot exercise control ove r it s affairs antl do not have a voice in 
its m anagement unless it has violated cc t"tain of the provision s of foe contr act gov­
erning the borrowing . ln a ddition, debt holder s a ee not entitled to participa te i n 
the residual earnings o f the borrower; inslcad, their return j s limited to the fi xed 
coupon rate of the security . Furth4n, a debt security has a specified m a lurily di1tc 
whel· cas a share of common or prc:fcn:cd slack has no fix ed maturity. Impo!'lantly , 
th.e claims of credito1:s rartk prior t;o tho se of common and p1·cfcrr cd stockholc.lc1·s, 
althoug h there m t.'" be differences in priorily o f claim among the v:u·iou s ct·cclilors 
themscl ves. 

Princip a l Features of Debt S ecuri.li.££_ 

The five principa l aspects of a debl in ::;t rum c n' a rc its fixed return (o r 
"coupon" ), its m :i.turily, ils repaym enl pro vis io n s , i l. redemptio n P.rovi.sions ;i. nd 
its rcslrictivc covena nts . 

The coupo n of clcut instntrnc:nl is clctc nnin t:c.l by m;iny facto r s , princip:tlly 
the c r edit sta nding of the issuer, the lern1 o[ Lh l! bor t·n·v-ing a nd the m J. rket r.:itc:J 
for simil<i r is s ues of com parable c4'.nnpani(.; s a l the time. or Lhc borrowing . G c:ncr­
ally, the lower the c1·edit st.anding of th e i ssuer a n<l th e longer the term of the bot·­
rowing, the higher will be the inlerest coupun. An additional impo rtant infiucnce 
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on the level of the interest coupon is the form of the security, and senior or 
secured obligatio:is commonly carry lower interest coupons than unsecured or 
subordinated obligations. Certain subordinated obligations convertible into the 
common stock of an issuer may, however, carry a lower coupon than the same 
borrower's senior obligations in recognition of the conversion feature. Other 
factors also impact the level of the interest coupon on certain types of debt secu­
rities, with the repayment schedule over the term of the borrowing and the length of 
the period during which the issue cannot be optionally prepaid by the issuer bearing 
in1portantly on the interest coupons of long term borrowings. A more rapid repay ­
ment schedule and a longer prohibition on prep a.yment will usually contribute to a 
lower interest coupon. Finally, borrowings with extremely lib P, ral contractural 
provision~ commonly require higher i·a.tes of interest. 

1'he maturity of a debt security denotes the d a te on or by which the entire 
principal amount of the borrowing m\.1st be repaid. In the U. S., the most com­
mon maturities (or pubiicl :r issued debt securities are 5, 10, 20, 25 and 30 years . 
Intermedia te term securities (s ecudties with maturiti es up to ten yea •·s) frequently 
are repayable only at m aturi.ty via a single lump swn paym ~nt. r .r nger t e rm issues 
(securities with maturities of 20 to 30 years) generally re.:1uire periodic repayment, 
beginning after a certain nurnber of years, through the m E:an s of a sinking fund. If 
a debt security has a sinking fund, th e is sue r must make pl'riocJic payml!nts to a 
trustee, who uses these funds to pui·ch ase the securities in the m arket and retire 
them. A s inking fund is valu able to securiti es hold e rs as it provides . upport for 
the market price o f lhc is sue and provide s for the ordedy repayme nt of lhc bor-
1·owing . The amount of a r equi r ed sinJdng fund payrnent m a y b e fix ed or v.1 riablc, 
depending on lhe terms of the borrowing . Must i ssues eithe r require fixca pay ­
ments dudng I.he repayment period (r eferr ed to as a l evel sinking fund), increasing 
p ayments ove1· the r e p a yment period, or fixed payments in each ye a r except the 
l ast when a l a r ge r (or "balloon") payment i s required. In certain c ases borro\·.,-e r s 
a rc p e rrni.ttcd to a nticipate future s inkin g fund payments by "doubling up" o t· to 
surrender securilie!:! purchasccl in the o pen market in li e u of making a cas h pay­
rn ent. Ty pes of s inking fund s ch edules olher tha n the above, induding schedul es 
which only require r e p aym ents t:o be made when eaJ:ncd, are user! infrequently. 

Some debt i ssues arc ~1c rial issue8. Instead of lH:ing a s ingle iflsue s uh­
ject to a sinking fund, a serial i ssue co n s i sts o f separal c securitie s whicJ1 mature.: 
periodically until th e final 1:cdemption da te . Because of the differences in the 
m aturities of the sccuritles com prining a serial issue, it i s com m o n for a seri.11 
is s ue to be split into two or more tranchus each Gea ring a c.lifferent intei· cs t coupo n. 

In most dclJl is$ues , the borrowc1· i s gi•1cn th e righl to buy l)ack (or '' call") 
all o r a portion of it s issue p rior to rnalu ri ty at~ specified price . Cornn l()nly, th e 
bo1·xower is only allo w ed to exercise this right afte r a ce rtain number of yea rs. I n 
some cit"cnmstanccs , lhc bon·owcr is allowed Lo call its issue imm cd ialdy . A call 
provisio n favors the bonowc r ove r lh<.! in ves tor as , if a n issu0. is call ed lo permit 
the bo rrower Lo r e fina nce a t: a lo w er interest cost, an investor rnay n o t be abl e t.o 
reinv est at an equally high yie ld . As a t· es1.11t, a borrcwcr u s u a lly has to pay a 
premium ovcl· pa;r v :i. lue when it calls its securiti es , w;· ich norm a lly amonnt s to 
o ne yea r's interest a nd declines to z c t·o one y ear pdor t:o matu l'ity. M tmy intc .1.·­
mediate tc rm is sues a re callable only one.; 01· Lwo yea ·. s p rio i· to maturily 1 h ow eve.': 1 

at no prernium . 
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For most debt issues, the contract between the borrower and the lender 
contains restrictive provisions designed tu provide a measure· of protection for the 
lenders' investment over the term of the borrowing. Usually these covenants limit 
such items as the amount of the borrower's additional debt, dividend payments, 
leases and mergers. Two of the most important restrictive provisions are the 
negative pledge provision - which prohibits a borrower. from pledging its assets 
to secure future debts - and the cross default provision - which accelerates the 
repayment of the issue if the borro'.ver defaults on certain of its other debts. 
Frequently, these covenants are contained in an indenture between a corporate 
trustee (generally a bank) and the issuer. If no indenture is used, these covenants 
are usually contained in the terms of the security itself. The extent of the restric­
tions placed on a borrower depends on his credit standing and the term 0£ the issue. 

Types of Debt Instruments 

The two principal types of corporate debt securities are generally referred 
to as "notes" and ''bonds" or "debentures''. Notes are typica lly short to inter­
mediate term obligations which a.re either payable in full at maturity or subject to 
a limit 1 sinking fund, are callable at par one to two years prior to maturity and 
are not governed by a formal indenture. Th e restrictive covenants of a nob issue 
are generally contained in the sccudty itself a nd the provisions governing the oper­
ational aspects of repayment arc "fotmcl in a n nccornpanying fiscal agency agreement 
between the borrower and a bank. Notes of the form described above are generally 
unsecu1·ed obligations. Notes, howeve r, may be se cur ed obligations and subject to 
a form al borrowing agreement with a corporate trus tee. 

The terms "bonds" and 11 clebentures 11 a rc u~cd inlerchangably to refer to 
unsecured long term obligations governed by a £o rmal indenture between a co r­
porate issuer and a trustee . Bonds a nd debentures usually r equi r e a sinking 
fund and permit a call by the borrower only after a certain numb e r of years . 

A mortgage bond is a bond is sue secu t'ccl by a lien on spec ific ass clB 
(usually fix ed assets) of the borrower. The mortgage providing the lien to the 
bondholders may b e close<l - cn.d or open end . Under a closed-end n10rtgage, no 
further bonds can be issued against the specific prope rty. Under a n opcn-enu 
m 'ortgage, the borrowet' can issue addition a l bonds und e r the s~me lien. To 
prevent an unlimited amount of ind ebtedness from being i ssued again s t s pecific 
propet·ty, most open-end mortgage boncJs contain Testrictions limiting the total 
debt tU1der th e mortgage to a certain percentage of the voluc of the pledg ed assets . 
Many mortg age bonds a l. s o contain an after - acquir ed clause which extends the lien 
to proper ties acquired afte r the <l ;:i t e of the initial issue. Altho ug h mortgage bonds 
are secured by specif.ic assets, a boncll10lcl c r is n f!Ve t·th clcss r cqui red to look to 
the earning power of the issuct· as his primary source of r e1:.a ymcnL 

The most common type o f mortagc bond is a first mor tgage bond and is 
so called because its s ecurity is a first lie n on the pledged 2.sse ts . A second 
mortgage bond is exactly the same as a first n1o r t;g~1ge bond except th~t it is 
secured by a second li en on the pledgccl prnperty . Second mortgane bonds a rf! 
used l ess frequently t:han first mortg age bo nds . 
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Collateral trust bonds are bonds secured by stocks or bonds or other 
securities pledged by the issuer to a trustee . In the event of default, the trustee 
sells the collateral and repays the bondholders. This type of bond, popular in .the 
19201 s and 1930 ' s, is nuw used infrequently. 

Income bonds are securities whose interest is required to be paid only when 
earned by the issuer . . This type of issue offers an investor little hope of a fixed 
return an<l its use has generally been restricted to corporate reorganizations . 

A subordinated debenture is a secu•·ity which is subordinated in right of 
payment to other indebtedness of the issuer. Such s ccurities, however, are senior 
to both common and preferred stock in liquidation. Because o: ~heir status, sub-

• ordinated debentures are commonly regarded by senior lenders dS near-equity ·and 
consequently can support further senior borrowinfs . It is possible for ~n issuer to 
have several issues of subordinated debt outst anding and for one issue to be sub­
ordinate to another; such issues are called jur.ior subordinated debentures. 

Convertible debentures are debentures which may. be converted into the 
e common stock of the is suer at a specified price. Suc h debcntur es are usually 

subordinated and from the standpoint of a senio'r creditor arc viewed as equity 
when tl'.c market price of the related stock is rea~onably close to or above lhe 
specified conversion prict!. When the m arket price of the related stock is well 
below the conversion price, convertible deben~urcs arc viewed as non-convertible 
subordina ted i s sues . 

• 

• 

• 

• 

• 

• 
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INVESTMENTS 

Eguity Se cu riti es 

Common Stock 

The most important type of equity security is common stock. Collectively, 
holders o1 a company's common stock are its owners and are entitled to share in 
its residual earnings if dividends are paid. They are also required to bear the 
risks of owne.:rship1 but their liability is generally limited to the amount of their 
original investment. In liquidation, common stockholders have a claim on the 
assets of the company only after the claims of all creditors and preferred stock­
holders have been settled in full. · Unlike a debt security, common stock has no 
fixed maturity date; the only way in which a shareholder can realize his invest­
ment is to sell his shares in the secondary market. 

Authorized common stock is the number of shares which a company can 
issue without an1ending its cha1·ter . Issued shares are shares which have b een sold 
to the public. Outstanding shares are shares which are in the hands of the public. 
Treasury shares are shares which have been repurchased but not cancelled by the 
company. 

The par value of a common stock is a stated figure in the corporate char ­
ter. Although it is used in the preparation of accow1ting m:J.terial, the par value 
of common stock has little economic significance. Stocks may be ~uthorized without 
par value and there is no difference in value between a par va lue and a no par value 
stock. 

The book. value of a common stock is clcrbccl by dividing the ne t worth of 
the issuing company, less the par va lue of any preferred s"!1a res outstanding, by 
the numb e r of common shares. In theory , the book value of a common stock is its 
liquid ating value, but in reality the actual liquida ting valu e m ay be higher or lowe 1· 
than the book va lue. Like pa r value, the book value of a commo n stock is of little 
economic significance. 

The ma!"ket price of a common slock is the price at which the shat·cs are 
being tr aded in one of the stock excha nges or in the over -the-cotmter market. 
The market value of a common stock us11ally will cl iffer considerably from its par 
value, book value or liquidating va lue as it is a function of the company's current 
and a nticipated future earnings and dividends a nd the pe rceived risk of the stock 
on the part of investors. The market capitalization of a company is equal to the 
nwnbe:r of out standing shares times the m arket price per share . 

As owners, comm0n sha r eholde rs a rc entitled to e l ect the c o mpany's board 
of directors which, in turn, selects m a nagement and runs the business . The only 
r ecourse a shareholder h as against m a nage ment is via lhc board of directors . U 
a director acts in a manner which renults in per sonal gain, h e is li able to suit. In 
electing directors, a s harehold e r is cntiHccl either to vote all of h is s h a r es for each 
director (majority voting ) or to vote a ll o.f his s h a res, multipUcd by the nurnb c t· of 
directo1·s to be elected, fo1: less than the total numbei: of dircctoes being elected 
(ctunul ative voting) . 
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Certain co1npanies may have one or more classes of common stock differ-
·ing in thei~ claims on income and as to voting power. One class of stock may have 
no voting privilege but be entitled to a prior claim on dividends while another may 
have voting power but a junior claim on dividends. The use of various classes of 
common stock is generally adopted when it is desircC. to concentrate the voting 
control. of the company in a single group. 

Occasionally, a common stock has preemptive rights. A preemptive right 
entitles a shareholder to mall;itain his proportional ownership interest in the -::om ­
pany by giving him the first opportunity to purchase, on a pro-rata basis, any new 
common stock or convertible securities being sold to the public. 

Preferred Stock 

Preferred stock is a hybrid type of security, combining certain features 
of both debt and common stock. Like debt holde1·s, holders of preferred stock do 
not participate in the residual earnings of the issuer and their rate of return is 
limited to the specified dividend of the preferred stock. Unlike interest payments 
on debt issues, however, preferred divide nds c a n be omitted without res ulting in 
the ins "'lvency of the company. When prefe rred dividends are omitt ed, hold1..:rs of 
preferred shares are usually entitled to elect a certain number of directors; .:ither ­
wise, preferred sha reholders do not participate in the man agement of the issuing 
company. Most preferred dividends are cumula tive and if the y are omittec.1, all 
arrearages must be m a de up before common d i vidends can be r e sume d . Preferr e d 
dividends are a contractural obligation, and arc senior in right of payment to com­
mon dividends. 

Preferred stock, like common stock , h a s no spec ified n-1a turity. However, 
preferred stock is r a rely viewe d a s a perm an e nt means of fin anc:ing a nd provisions 
are usually made for an issue's 01·dcrly retirem e nt via a sinking or pu1·chase fund. 
A preferred s tock sinking fnnd oper a t e s in the s a me manner as a bo nd sinking fund . 
A purchase ftmd r equires the issue r to e~1Jcnd a cerfoin sum e a ch y ea r to acquil'c 
and retire the outstanding shares, but this requirement is us ually lfrwi.te d b y 
restricting the price which c an b e p a id for the s h a r e s to p a r value. If the market 
price is above par , no purchases will be m a d e for the pur chas e fond . 

Practically a ll preferre d stocks have c a ll pt'ovisions simila r to those of 
corporate bonds. Certain preferred stocks ar c conve rtible into the co rnmo n 
shares of the is s uer . Other prefer r ed s tock i s s u es a rc p a rti c ipa ting a nd s h a r e 
in the residual e a rnings of the i s suer according to c e rtain fo rmula e , u s u a lly 
based on common dividends. 

Differences Between a Public a nd a P riva t e Sec uritie!:' Iss u es 

A securiti e s i ss ue whic h h as bee n r cg i s l<'rcd with the Securities J. nd 
Exchange Commissio n a nd s old in a n und e rwritten offe ring by a s yndicat e o f 
inve stm ent ba nking firms i s re fe rr ed to a s a public i ssue. Such issue s , wh e the r 
listc l o n a m a jor s toc k exch a nge o r tr a ded b e tw e en clc .:i.l e r s , a rc frcdy tra ns ­
ferabl ~ between ho lde rs and consequently offer a. n inves tor a high d e gr e e ot 
liquidity . 



A securities issue which has been sold directly by an issuer to an iI~stitu­
tional investor (such as an insurance company) without registration with the 
Securities and Exchange Commission is referred to as a private issue. Because 
they are not registered, private is sues are not freely transferable and their mar­
ketability is consequently very limited. To compensate an investor for this lack 
of liquidity, private debt issues usually carry higher interest coupons and more 
restrictive covenants than similar public debt issue s . Similarly, private equity 
issues generally cannot be sold at as advantageous prkes as public P<j. '4ity issues. 



INVESTMENTS 

Long Term Government Securities 

The direct obligations of the U. S. government and its agencies, together 
with securities bearing the full faith and credit guarantee of th~ government, 
constitute the highest quality debt securities in the U. S. Although certain of such 
securities, principally Treasury bills, are issued for very short maturities, a 
substantial amount is issued for maturities ranging from '"hree to thirty years . 
Short term government s ecurities are considered in the following section on 
Money Market lnGtruments. 

The principal long term direct obligations of the U. S. government are 
Treasury notes and bonds which are usually issued for maturities o f 1.ip to ten 
.and thirty years, respectively. Such bonds and notes are sold periodically 
directly by the Treasury and a substantial amonnt is outstanding at all times; 
secondary market tra ding is very active. 

Along with the direct o '::>ligations of the Treasury, the government also 
raises funds through its agen c: es which is sue both .hort and long term securities 
r .ther guaran~ecd by the gover:-iment directly or b r.cked by the agencies , which 
are themselves instrur.1cntalitie '> of the governme .1t. :Many go vernment agen cies 
issue such l'! ~ cur'ties , but principal among these .•re the Federal Honie Lo.1n 
Ba1.~s, the Zec.leral Nationa l Mortg age Association, th e F ede ral Land Bank a nd 
the Bank for Cooperatives. Issues of thes e borrowe.1. <> are gen e r ally so l , through 
public offerings und erwritte n by banks and investment i: r ms . 

Thro1.1,gh Acts of Congress , the gov e rnment h af J l so <luthorizecl certa in 
qua si-governm e nt entities to is s ue securities bea ring its full faith and c r edit 
gua r antee including the Export Import Bank of the U. S. and Fri vatc Export 
Functing Corporat ion. Congress h as a l so author i zed the applj cation o[ its gu ~l r­
a nte c to s ecuritics of pri vat:e co rporatc is sue r s for specific pu r posc s , including 
bonds issued to finance the c " nstruc tion of U. S. flag ship s under the provi sion s 
of Title XI of lhc Ma ritirnc Ac t. Such bonds h ave recently begun to be is s ued in 
signific e nl' amounts and are gene r a lly referred to as Tille Xl bonds . 
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Exhibit V 

INVESTMENTS 

Money Market Instruments 

Money market instruments are short-term, high grade debt instruments 
that carry a minimum amount of risk and which can r eadily be turned into cash 
without material loss . Because of their relatively short maturity, generally no 
more than twelve to twenty-four months, money m a rket instruments have a readily 
stable market value at all t i.mes. The principal types of money market securities 
ar~ Treasury b\lls, notes and bonds, securities guarant e ed by the goverr .. ment or 
issued by its ag encies, municipal securities . bank certificates of deposit, bankers 
acceptance;s ano. corpora te commercial pap e r. These securities are frequently 
purchased by inves tors seeking a temporary i r.vestment for surplus cash· resources. 

Treasur y Securities 

e The Tre a sury securities which are m os t often r efer r ed to as m o ney market 
ins trum ents are Treasury bills and Treasu ry no t es and bonds m a turing within two 
y ear s . Treasury bills , i ssued at auc tion each week and maturing in periods from 
three m on t hs to one yea r, a re the backbone of the money m a rket. Because o f the 
l arge volume of Treasury bills outstanding and their continua l i ssu anc e , a short 
term inves tot• ca n no r mally f ind an issue with a maturity on or close to the date 

e when h is surplus fund s will be l'equired for th eir i ntc ndecJ purpose. 
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Treasury bills a r e i s sued in bea r er form a nd on a discow1t b as i s . The 
holder r eceive s th e full fac e value of the securi ty a l maturity in lieu of interim 
interest p aym ents . 

Treasury notes nnd bonds a r e gove rnment secuirit ies which ha ve o rigin al 
m a turities o f over o n e ye n 1· . Both a r e i ss ued in b cn rcr form a nd inte r es t 1s pay ­
able upo n presentation o( a coupo n. T r casut·y notes by l nw may no t h a ve a maturity 
i n cxce~s o f ten yea rs while Treas i..: r y bonds gen e r a lly m a ture in more than t en 
yea r s . As e i th c r T rcasury bonds or note s move into the under Lwo - ycar money 
m a r kcl m a lurily range , th ey become all r act i vc in veslm~nls for investor s ,.,.·ho wish 
to· inves t for l o ng er rnatudties than offered by T r c.:tsury bi ll s . 

Oth e r Gove rnment Sec urities 

A l arg e number of go vernm ent agencies a lso is s ue securities whic h a r c 
e ither g uarante ed <lirec lly by th e gove r nmen t o t· fully back~d by lhc agencies them ­
selves whi ch a r c consc r·ni.tivcly run entitie s c ha rte r ed by Cong r ess and supe rvised 
and / or o wned by th e governm ent. Amo np suc h i ssue r s a r c the Fcdc rnl Nationa l 
?..ifortgagc Association , lhe Fede r al Home Loan l3anks, the Fcdc t· a l Land Banks , 
the Government National Mo rtgage As sociatio n, lhc Fede r a l lnlc r m cdiatc CrcdiL 
Banks and lhc Banks fo r Cooperati ves . Securities of th ese i ssuer s a re sold o n 
both a coupon a nd a discount b as i s a nc.l fo t· v i\dou s ma luriti c~i fr om three month s 
to lwc nty years . l\los l is s ues arc r el a ti vcly s he rt-tc rm , however, a nd fa ll either 
dit· cctly into th e money m a rket or a r c d r awn in GS their m a lu rily d a le a pproache s . 
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The attraction of these securities to money market investors is that their yields 
are somewhat higher than those of Treasury securities in light of the fact that 
they are indirect rather than direct obligations cf the government. 

Municipal Securities 

Municipal. securities possess two characteristics that are important pre­
requisites for a money market in trument: a large out~\':anding supply of obliga­
tions of various types and maturities and an active secondary market., The prin­
cipal types of municipal securities tradej i::l the money market are short term 
notes and long term bonds, drawn into thE: money market as their maturity 
approaches. Ml.micipal securities are attractive to investors because of their 
tax- exempt yields . 

Certificates of Depo::;it 

A Certificate of Deposit is a negotiabl~ instrument representing an interest 
bearing time deposit- in a commercial bank. Certificates of deposit (CD's) began 
to be issued by com.n. ~ rcial b anks in 1961 and are ideal instrmnents for the invest­
ment of short term idle cash bec 9.use a purchaser (lender) can n egotiate with the 
bank seller (borrower) to tailor a C D to his exact m aturity needs. Moreover, 
there is a very substantial amow'lt o f CD's outs tanding and the secondary m a rket 
i s <:!Xtremely active; if unforeseen c ircumsta nc es arise an investor can sell his 
CD's in the m a rk etplace. The inte rest r ate on CD's is highe r th an that for e ither 
Treasury or agency securities of the same m a turity. 

Banker's Acceptances 

A banker's acceptance i s crea ted when a comm e r cial bank " ac cepts'' 
(e ndors es) a draft drawn on it fo e the account of one o f its customers for payment 
on a specified future elate . Tim e cl r a fts are u s ua lly as sociated with the p aym e nt 
for goods shippe d i 11 internation a l trade. By accepting a t im e dr a ft, a bank sub­
stitutes its c r edit for tha t of its customer and a n accepted dr a ft thus b eco mes 
simila r to a s ecurity of the b a nk itself. Bec au se of the v e ry s hort m aturity of 
most b a nke1· 1 s acc epta nce s , u sually not m o r e than ninely day s , they a rc rea dily 
sold in the mone y m a r ket. 

Comm e rcial Paper 

Commercia l P ape r i s an unsecured p romisso ry note o f relatively s hot"t 
m a turity is sued by a w ell known co rpo r a tion with good credit r a tings to fina n ce 
short term borro wing n eeds . Commercia l Paper , because of Secu r ities and 
Exch a ng e Com m iss io n r equi rements , m ay no t be i ssue<l for m a turitie s lo ngc·r 
tha n 270 days . All com mercial pape r i s sold in bea r e r form at a discount with 
r a tes running slightly h igher th an Treasury bill s . Because o f their sho r t maturity 
a nd high liquidity, comm e rci al paper i s an ideal money market instrument. 
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INVES'll{tNT COUNSEL ASSOCIATION OF AMERICA 

STANDARDS OF MEASUP.:MENT Ai~{) USE FOR INVES'IMENT PERFORMANCE DATA 

INTRODUCTION 

In recent years, the measurement of investment performance has become a 

topic of widespread interest. The techniques employed and the uses of the 

results have been varied and remain in a considerable state of change. Con­

sequently, ~t is often impossible to gain perspective through comparisons of 

different investment records measured with different calculation methods . 

The principal problem is that tll~re are no minimum, uniform standards for 

measurement and use guiding all organiz.ations providing inv es tment manage­

ment services . 

This report will formulate standards to provide the Investmen t Counsel 

Association of ·,mcrica membership with some guiclel ines and background in for­

mation for compiling and using portfolio performance darn. TI1e problems 

associated with measuring investment results arc comp l ex and make it ex­

treme ly difficult to arrive at a satisfactory ru1d still simple solution to 

them . The central prohlem is that rnrely, if ever , do two distinct port ­

folios have identical characteristics and investment oL j ecti ves. There fore, 

an attempt to compare the s uccess of differert investment programs s olely on 

the basis of quantitative, statistical results without recard to the quali ­

tative, individunl, subjective circumstances must have limited va lue. llow­

cver, despite the imperfect ~haracter of purely numerical measurements, the 

Invc ~ tment Counsel Associati0n of America docs endorse certai n standards of 

measuremen t nnd use. The recomme ndations are not i ntended to dea l with 
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every facet of performance measurement . Some areas are intentionally treated 

in a general way in order to provide scope for adapting the subject to vary­

ing circu;nstances and also because being t oo specific on some subj ec t s would 

r esult in havi ng to establish more "rules" to deal with exceptions than seems 

practical. Theref ore, this report is confined primarily t o recommendations 

of minimum standar~ on how to calcul ate performance data and how best to use 

t his information . Moreover, while performance measurement of specific port­

folios for manager or client use has unquestioned individua l value, th is re­

port is written with the objective of f aci l itating performance coiq>arisons 

between portfolios and t he recommendations are stated accordingly • 

No firm is required to adopt these recommc.ndations unless it wishes t o 

make the statement regarding the presentation of investm~nt pcrform.'l!lcc fig­

ures t hat : "All Representations arc in Accordance with Standards Approved 

by the I nvestment Counsel As:;oc: ntion of Ame r ica. " 

There are mnny purposes served through comparisons of different portfo lio 

performance records. Perhaps the purpose which is the most controversial is 

the presentation of a performJnce record in an effort to demonstr ate to pro-

s1 cctive clients the abilities of an investment rnanar,c r. It is very difficu lt 

to construct a snmple of datn which is on accurate picture or is rcprc scnt:1-

tive of" mnnagcr's nork . 1he difficulties of datn const ruction :rnd interpr e­

tation exist whether the d:ita !>amp le is one account, ten .1ccounts , or all of a 

mnnnger ' s :iccounts , either of n cert ain c l:iss (hy account type , size , perfor­

mance rank , etc . ) or in t otal . A major ROn l of the recommcnJatlons in this 

report is t o provide a 5ystematic app r oach to this pr ob lem. The so lution , and 

the concept of this r eport, i s t hat the fol lowin R rccoinmcndations arc not 
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isolated from each other but stand together as flexible p:i: cs of a 

u~ified filtering process . In most instances, the re~ommendations 

act as guides and are not narrowly restrictive. 111ey encompass many 

filtering alternatives and the only general restrictions are dis­

closure and willingness to substan~i.atc representations if re4·J~·s ted . 

Performs.nee figures might be se l ected for presentation including 

(1) total portfolios of (2) all (3) corporate pension funds (4) 

man~ged continuous l y (S) during a five-year period and (6) with 

assets at the end of the period in excess of $1 million. TI1e rates 

of retun1 would be (a) calculated and displayed along the lines of 

the techniques described in this report, (h) captioned and/or foot­

noted to disclose that they include accounts filtered or selected 

with the six above criteria and (c) substan ti ated , upon request , a~ 

being representative, for example, if a median statistic , one account 

or ten accow1ts were used t~ represent all uccount s . Wi thin these 

same conditions, one account w1th a very f avorable rate of return 

coul d be held out as an cxamrle of a fi nn's work so long as (<l) the 

return calculations are appropria te, (b) it i s disclosed that the 

account wa s selected and has one of the best ra t es of r eturn of a ll 

accounts m::inar,cd nnd (c) it l s subst:mtintcd that it is only repre­

sentative of it:;clf and no other nccount mnnap,cd by the firm • 

., 



,. 

• 

• 

• 

• 

• 

• 

• 

• 

-4-

RECOMMENDATIONS: 

I Standards of Measurement 

1. Tota.l Return: Investment results sh:ould be computed on a 
total return basis. 

2. Rates of Return: Investment Tesults should be computed as 
11 t11n~: weighted'' rates of return for use in making compari­
sons with market indices and results of other portfolios. 

3. Total Port folio and Various Portfolio Segments: Inves t ­
ment results should be computed on the total portfolio 
and, where useful to demonstrate the ingredients of the 
total results or specific areas of investine, on the port­
folio's various segments. 

4. Definitions within Portfolio Segments: Investment result. 
fo1· port folio segments should be based on comparable 
characteristics such as types , marketubility and size of 
holdings. 

S. Tota l Time Period Shown: Inves tment results quoted t o 
third parties should include at least five years' experi­
ence where .possible • 

6. Time Intervals UseJ: Investment rc!ults should indicate 
the total rate of return on an nnnual basis and on a com­
pound annual basis for multiple time periods. 

7 , Variability of Return: tnvestrnen t results should be ch:ir­
acterizcJ not on l y by the m.1gnitude attained but al so by 
the degree of variability experienced irt reaching t he re­
turn. 

II Standards of Use 

1. Manas:ement 11iscretion: Inves t ment results should be used 
to reflect the manager' s performan<..e only j f he operated 
with effective di scretion . 

2, Number o f Resu lt s Shown: Investment results should he 
shown for all portfolios within the designat1'!d category . 
Adequate disclosure shou ld be m~de re~ardin~ tho descrip­
tion of the s ample shm.;n . If reques ted, substanti ation 
should be provideJ of representations made • 
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3. Tax-Exempt Portfolios: Because of ~he differences in im­
pact on investment results of various tax brackets, SO'!lc! 

common base should be used when comparing rates o~ return . 
· Tax-exen:pt portfolios automatically solve this p:~ohlem and 
.are preferred for use. 

4. Similarity of Investment Objectives: Comparisons of in­
vestment results should be made only for portfolios with 
similar objectives. 

S. Size: Comparisons of investment results should be made 
only for portfolios within reasonable categories of size . 

6. Relevance to 'Third Parties: 'The selection of investment 
results shown should relate in some logical way to the 
circumstances of those receiving the information. 

7. Comparative Format: Investment results shoul d be shown 
in a way to facilitate comparisons. 

8. Distribution of Information: 'The dis tribution of invest­
ment results is reg•Jlated under the Investment Advisers 
Act of 1940 and care should be taken to comply with these 
regulation s . 
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DISCUSSION 

I Standards of Measurement 

Total Return 

The investment results of a portfo l io ~hould be measured i n terms of all 

the results produced. This includes the income generated as well as capital 

gains and losses both realized and unrealized. These are the three ingredi­

ents of performance and, even though a portfolio might not be managed on a 

"total return" conceipt, the only proper approach is to measure al 1 of the 

portfolio's output. 11lere is a considerable body of disa~reement on this, 

particularly regarding the accounting for unrealized capital gains. We . re­

col'Tlmend that investment results be measured on an ~ccrual accou:.ting bas.s 

from period to period and not on a cash accounting b~sis that mi~ht require 

that · th" capital gains be realized or income (e.g., bond interest income 

paid out semi-3nnua l ly) be received before being creditcJ to portfo l io per­

formance. An acceptable procedure to account for income :iccruals is to 

estimate income hy using the indicated annual rate of inco~e at the hegin­

ning of the period. In each quarterly performance computat;on , this amount 

would he dividend hy four. 

Rates of Retuni 

Rates of retum arc of two RCfleral types: dollar weighted (or internal) 

and time weighted. TI1e dollar weighted rate of return has specific value in 

measurinr, a p,iven portfolio's results nnd this is the most approprintc fi gure 

for compnrison with nctunria l assumptions for corporate pension funu s . 1101.·­

ever, when compa rin1i investment results he tween portfolios , the di ffercnccs 
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in siie and timing of cash flows can create considerable distortions. It 

can he argu.ed that a dollar weighted r'\te of return is appropriate for use 

when measuring only the conunon stock portion of a portfolio because the 

investment manager has contro l over the tim:in~ and amounts of .cash flows 

into and out of equities within the portfolio. However, whereas this is 

true to some extent, these judgments are often influenced by cash flows 

into an·d out of the total portfolio. We have concluded that the time 

weighted rate of return is appropriate for use in making comp~risons be-

tween total portfolios as well a~ various segments of portfolios and, 

also, with market indices which are by default time weighted because there 

are no cash flows . 

It is difficult for many organizations to provide an exact ti me weight- · 

ed rate of return measurement because of the necessity to revu luc the entire 

portfolio whenever significant cash contributions or· distrihutions are made. 

Therefore, we believe that an appxoximatc time wei ghted rate of return is 

satisfactory in 1oost cases and recommend the following principles be ob -

served: 

1 . The portfolio be valued at least quarterly. 

2. A formula should be t1sed to minimize the i mp act of cash 
flow s on nerformance results with i n a measurement period. 
One such formula is: 

R : v2 - V1 - C + I 

yl + l /2C 
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Where vl 
v2 = heginning market value = s 1. ooo.ooo . 

2 ending market value = $1.200.noo. 
(including reinvested income) 

c = net cash flow = $ 100,000. 
(from any source including reinvested i n-
come) 

.I = total mea3urement = $ 10,000. 
period income 

R = rate of return 

R = $1,200,000. - Sl,000,000. - $100 ,000. + $10,000. 
s1,ooo,ooo . + 1/2 ($100, ooo . ) 

R = s 110,000 . 
Si , nso, ooo . 

= 10.S\ 

The formula states that the total rate of return for the 
time period is Cflual to what was earned in both price 
change and income (the numerator) as a re~centage of ~he 
capital at work (the denominator). The amount earned is 
the difference between the heginning and the ending mar­
ket values , adjusted for the net of all capita l additions 
and withdrawals because they are not p:trt of the return , 
and adjusted agai n for i ncome because it is part of the 
total return. · The c.apital at work is the beginning mar­
ket value plus one-half of the net of all capi'ta l addi­
tions and withdrawals. l~c one-half is used hccnuse no 
effort is heing made to identify the dates of cash flows. 
They . are heing netted to~ether and the nssuJTliltion is 
being made that they all t ook place a t the mid -poi nt of 
the time period. So, rather than sa~ing the entire cash 
flow was at work for half the time, the formula says one­
half the cnsh flow was <-lt work the entire time . h11en the 
contribution C i s vcrr large r·c lat i vc to the bcp, inning 
market value vl (e . g . • ove r 10~ ) it may he necessa r y to 
modify the use of the ahove formula or va lue the port­
folio as of the date of the cash flow to remove possible 
distortions by eliminatinR any sub- period containing an 
overly larg~ cash flow. 

3. A linked index should ht! used in kecpinp, a record of this 
perform:mce data over t imc and nrovi<lcs a means of cle ­
velopinR annual fi~trcs from sepnratc quarter ly calcula ­
tions . Such nn index wou ld be as fol lows: 

Rc~inning Value 
Period 1 
Pcriotl 2 
Period 3 
Per iod a 

Overall Return +9. 4 "• 

•. Chanp,c 

.. 5. 0 
-3. 6 
+ l. 8 
+6 . 2 

Index 

100.0 
105,0 
101. 2 
103.0 
I 09. 11 
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Total Portfolio and Various Portfolio Segments 

lhe most appropri~te comparison between portfolios is to show the re­

sults of the total portfolio investments. An extra dimension is given when 

the total portfolio returns are supplemented by percentage figures showing 

the proportions held in various portfolio segments. It is often useful to 

demonstrate bond management or stock management using the bond and stock 

segments of a total portfolio balanced between bonds and stocks. There­

fore, it is also recommended that segments of different portfolios be used 

for comparisons to measure s~lcction and also the impacts of timing of 

shifts between portfolio segments. lhe procedure described above for cal­

culating rates of return on total portfolios is the same usc<l for portfolio 

segments such as common stocks . When computi:ig the perf~>rmancc of an 

equities only 5egmcnt, however, it is necessary to compute the net cash 

flow as equal to the difference het\.·cen the tota l of al 1 common stock pur­

chnscs and the total of all common sto ck sa les during the period. 

Definitions within Portfolio Segments 

When comparing segments of portfolios such as the common stock sl!grncnt 

of one portfol io with the co~non stock ScRment of another portfolio, it is 

import::int tha t the segments have comparable characte ri5t ics . !t would not, 

for example, be nppropdatc to compare the common stock portfolio of a co r­

porntc pension fund which was 25\ invested in the compnny.'s own stock with 

the common stock portfolio of anothe1 pension fund wh ic:h had no such dis t or­

tion. Managers inherit po rt fo lios from n variety of sources which mip,ht 

ho ld concentrations in poorly market:ihle securities whic:.h would tnk e time to 
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• 

• 

• 

• 

• 

• 

• 

• 

work out of successfully. The roan ager should not be charged with the dis­

tortions produced, good or bad, during a prolonged period of liquidation. 

There are also differences in treatment of types of holdings. In the case 

of convertible securities, some treat them as part of the portfolio' s bond 

holdings, some treat them as common stocks and some divide them between 

those convertible issues selling nea~ their base investment value as a 

straight bond and those convertible issues selling more on a common stock 

equivalent basis. Finally , it is not applopriate to compare results for 

diversified and undive 't"sified portfolios. For example, "bond performance" 

should not be compared on the basis of one portfolio which has 30'o invest­

ed in bonds including a diversified list of issues and another portfolio 

which might be of equal t otal dollar size but have a much smaller percent­

r.ge of the total portfolio devoted to bonds and, perhaps, use on ly one or 

two issues. 

Totnl Tirne Pc-iod Shown 

The five-year time period for i nvcs tmcnt rcsul t s is des igncd to be 

long enough to cover most business nnd market c)'clcs. The minimum object ­

ive should be a length of time cncompassi nR at leas t one market cycle con­

taining rising market and declining market periods in order to permit an 

assessment of investment performance during both types of mn·rkcts. Depend­

ing on the timing of market cycles nnd thc fact that they do not usually 

open and close in consonance with the calendar, there will incvitnbly be 

occnsions when a totol time period of less thnn five yea rs will be m0rc ap­

propriate . 
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Time Intervals Usrd 

Within the total time peri Jd shown., the time interval recommended is 

one year with some indication Jf results for multiple time periods on a 

compound annual basis. An example of this type of presentation is illus-

trated below: 

Annual Rates of Return ComEound Annua l Rates of Return 
2 year s 3 years 4 years 5 years 

1969 1970 1971 1972 1973 '72 - '73 1 71-'73 I 70- t.73 ' 69 -'73 -
Fund 1 -5 . 2 8.3 12.8 19.0 -15.5 0.3 4. 3 5.3 3. l 

(All figures are hypothet ica l) 

Variability of Return 

It is not sufficient to know that a certain magnitude of return was 

attained. It is also valuable to know the degree of variability experienced 

• in reaching the return. An appropriate way to express this variabi lity is 

through the use of some s tatistical measure of dispersion of the sub -period 

rates of return around thoir average rnte of return. The standard deviation 

• is recommended as a means of quant ifying dispersion. It i s a widely used 

measure and, although there are a numbe·r of other techniques to measure dis-

• 
pt~rsion , it is appropriate as a minimum supp l ement to r a t e of return figures . 

Tile standard devia tion indicates the li1~its within which the suh- period 

returns vary in producing an average return for n total time period. In 

normal distributions of a series of returns, p 1 us or minus one standard 

deviJtion from the average would encompa ss approximately 68\ of the retut1ls . 

Plll!S or minus two standnrd deviations from the average would encompass 95\ 

and plus or minus three s tandard devintions would encompass 99\ . The task, 

then, is to cn lculate one standard deviation ns the basic unit. 
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It ~s . suggested that the sub-period returns be quarterly figures. 11le 

standard deviation of the quarterly rates is fotmd hy: 

(1) obtaining the arithmet]c average 
(2) calculating the deviations of each rate from the average 
(3) squaring each individual deviation 
(4) taki~g the average of these squares 
(5) extrac~lng the square root of this average 

Since these calculations produce the standard deviation of the quarterly 

rates, it is necessary to make a conversion so the standard deviation can be 

used as a supplement to rate of return figures expressed as compound annual 

rates. 1nis is accomplished by mu ltiplying the standard deviation of the 

quarterly rates by 2, the square root of the numb~r of quarters in one year . 

NOTE: See calculations at end of report. 

II St :ndards of Use 

• Management Discretion 

A primary purpose for generating performance figure s is to provide a 

• quantitative basis for evaluating the job done by the portfolio manager . 

It is only fair, then, for the results to reflect truly the manager's per-

formance without an undue overlay imposed by others. This ovc ... lay may take 

• the form of policy constraints (e.g., a current income requirement, ceilin p.s 

on percentage to be invested in common stocks, 're s trictions as to the types 

of securities to be purchased, etc . ) or approval mechanisms involving rejec -

• tion of proposed invest ments . 11le investment results should reflect the 

portfolio manage~·~ decision process. Although we reco gni:e that the cf-

fective discretion of a portfolio man nger might not be within th~ l ega l 

• 



definition 'of "discret~onary , " we believe a portfo'lio shoul d be presumed to 

be disc·i·etionary if the portfolio manager can a rrange purc.hases and sales 

of securities of his selection (within reasonable l imits) and vary the port -

folio mix between stocks , bonds, or cnsh e~uivalents without undue restric-

tions on his own best professional judgment . 

' Number vf ReGu·l ts Shown 

Se l ection criteria for a statistical sample of eny size must be accu-

rately disclosed to identify what the sample includes. The criteria might 

be complex (e . g. , common stocks only of accounts which are. fully discretiJn-

ary , tax-exempt,· managed by a firm's New York uffice for five years, etc.) 

or shrple (e.g.> "our best a ::. count" or "our th! ee krgest accotmts") but 

they inust be disclos'!c~ . Whatever the basis for selection of investment 

results to be shown, all accounts described by the selection criteria must 

be inc luded. Although the quantity of accounts shown can be controlled by 

the specifics of categorization filters , the account sample must be com-

pl cte as described. 

A broad sample is desirable because the record of one portfolio or 

several portfolio~ i J not statistically signific~1t ns the record o f a 

portfolio manager or an entire firm of portfolio managers managing many 

portfolios . One account cannot be presumed to be representative of an 

indivjdual ' s or firm's work unless the individual or firm so states and 

is prepared to substantiate. Therefore , it would not usua lly be appro-

priatc to compare two firms of portfolio managers by comparing one account 
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of one firm with one account of another firm. This is true for any type of 

portfolio, including mutual funds or any other commingled funds . The use of 

one accotmt may be appropriate in representing itself when it is desirable 

to show the results of specific types of investin~ · such as with a high risk 

mutual ftmd, a mutual fund of international securities or a mutual fund 

whose policy it is to keep pace with general market averages. Furthermor~, 

a single portfolio, pens. ~n ftmd, mutual fund or otherwise, shou ld not be 

used by any f i rm as representative of nnother firm unless that firm has so 

stated and substantiated. It is not one firm's realm to rresent another 

firm's record. A firm's responsibility is to represent itself ar.d not 

others , 

In presenting investment performance result s , it is appropriate to use 

summary statistical techniques such as averages, medi ans, e tc., as l ong as 

they are representative of a hroad sample o f similar portfolios . Statisti­

cal and graphic representations should be speci fica lly footnoted to dis­

close what they represent Jnd a firm usinR them should be prepared to suh­

stantiate the representations by standinp, ready to describe the details of 

the underl ying calculations . This suhstnntintion shoul d nt n 1nininrum con­

tain the data presented in the attached worksheets . 

Tax-Exempt Portfolios 

The purpose of showing investment resu lts of existing cl i ents t o third 

parties is to prov ide an i llustration of what has heen nchievcd under vary­

ing conditions. Due to differences i n impact on investment rcsul ts of 

variou5 tax hrackets, it is difficult to comp~re the resul ts of d; ffcrent 

taxable port folio!. In orde r : o demonstrate the investment process, the 
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COD"~n ba.se of tax-exempt portfolios can be used with both tax-exempt and 

tax.able third parties. 

Similarity of Investment Objectives 

No two portfolios arc exactly the same. Inevitably, there is some 

varia~ion between different portfolios and their objectives. However, cn~­

parisons of investment results should be made only foI portfolios with 

generally similar objectives and involving acceptance of the total ret.l!rn 

approach. 

Size 

Size is an important consideration anJ effort should he mode to compare 

portfolioJ only within reasonable categories of size. It is inappropri ate 

to compare the investment results of very sma ll portfo lios with very large 

portfolios due t o the great differences in operational flexibility, The use 

of a si?c threshold is sugp,c s ted such as inc luding only po rtfolios over Sl 

mil lion 

Relevnnce t o Third Parties 

The selection of investment r esults t o be shown shou ld have some relo­

tionship to the circum'stanccs of those r eceiving the in formation. For ex­

ample, it is logical to show investmen t resu lts which 1ncludc a number of 

employee benefit funds in response to an inquiry from :in c1npl oye e bene f it 

fund. 

Mutunl fund perfonnru1 ct dntn nrc often uscJ because they are n " p11h li c 

record." We conclude that this p,cnorn 1 us e re lntes mo re to the intt!f! ri t y 

of :in audited publi c st:it emcnt rather than t CI the rcl~vancc of this T!.!cord 
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and recommend that specifically selected investment results be used which 

nave as close as possible a relationship to the third party viewing them. 

Comparative Format 

There arc three general comparisons which might be drawn by those re-

ceiving a statement of investment results and the statement format should 

facilitate such comparisons . 

!. The investor should be interested in the absolute level 
of accomplishment compared to his own goals. This does 
not sp€ak to the realism of these goals whether they be 
achieving an actuarjal assumption or some other pre­
statcd quantitative objective. He wants to assess the 
acco111plishmcnt rcl:ttive to his own special stnndard. 

2. The investor should be interested in the relative level 
of accomplishment within various market environments. 

3. The investor should be i nterested in the relat ive level 
of accomplishment coinpared to some general r epresenta­
tion of how ot hers fared during the same ti me. 

The first comparison uses the i nvestor's own cnlculntions and stnn dn rds. 

The second comparison r c'luircs some representati on of the market en· 

vironment. 111c widely used market avcrap,cs involve a vnriety of ca lcu lJ-

tion methods so that the results vary depend i ng on market ci rcums tnnccs . 

This means a given index is not neccss nrlly consistent in its refle ction of 

tho environment. The most npproprlatc nns\.ler (nlthouf:h not entirely !'Oat is -

factory) i s to revi ew records of several ;nnrkct inJi ccs on 3 total return 

bmsl~ and 3sscss the f l ow of experi ence over a suff ic ient period of time. 

The third compari son requires the sc 1 ect ion o f r cprcscntn ti ve un i ve rs cs 

of other r.>anngcd money. TI1 ls type of in fonnn t ion hn.s not been avai l ab l e for 
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many years but there are available universes of pension ft.mds, mutual funds, 

bank commingled ft.mds, insurance company separate accounts, etc. 'The in-

tegrity cf the information has been high to date and provides a valuable 

means of comparison. 

Oistribution of Infor.ation 

Care should be taken th~t anr informat'ion provided third parties re-

garding portfolio investment results is in compliance with the Investment 

Advisers Act of 1940 and other guideposts, statutes, rules and court cases. 

In certain states, for example, an i' r egis tered inves tment adviser must file 

new business materials. 'The judicial definitions of so-called federal 

"anti -fraud rules" arc continually expanding to include prospect and client 

communicat ions. 

Outlined hclow arc guiclelines of what is deemed permissible and not 

permissible within the context of this. r epo rt in distributine portfolio in-

vestment re sult s . 

Permis s ible: 

Inve s tment performance Jata may gene rall y he shown "·hich a r c: 

l. clc:i r disclosures o f al 1 r c lcv:rnt facts, 

2. accurate , 

3. for objcc tivel r justifi:lbl e time pcri oJs , an<l 

4. for generally r ccor,n iz.ed cntcp,ories within portfolios 
(e.g., total por tfolio , t ota l uonds , totn l common 
stocks) :ind for overall categories of po rtfolios (c.~ ., 
large pension fund s , all tax-exempt institutional ac­
counts) . 
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Not Permissible: 

Investment performa~1ce data may not be shown which are: 

1. unclear, untrue or otherwise false or misleading and/or~ 

2. in the case of ad,·ertisements as d~fined under the In­
vestment Advisers Act of 1940, in violation of the rules 
relating to advertisements. 

In the Investment Advisers Act of 1940, a specific guideline is found 

in Rule 206(4)-1. This rule concerns "advertisements" by investment ad-

visers nnd, in relation to the subject matter of this report, the most im-

portant provisions of the rule define the conditions under which distribu-

tion of a.n "advertisement" may constitute fraud or deception. For these 

purposes, "advertisement" is defined broadly as any written communication 

sent to more than one person (The t erm "person" is de fined to include any 

orznnited group or persons, so that, for example, a corporate pensi on fund 

would be one person, even thou~h it may have four people on its Finance 

Committee.) or nny other notice or announcement in any publication or on 

radio or television ~hich offers nny investment advisory service with re-

gard to securities. 

One not eworthy example of circumstances under which an "adverti sement" 

may not be dist ributed involves any situation where reference is made to 

past specific recommendations of the investment ndvi:;er wh ich were or would 

have been profitahlo to anyone , un less the advertisement sets out or offers 

to fuITi ish n list of all recommendations made by t he investment adviser for 

the immediately precedlnr, period of not less than one year -- a l is t which 

~ust contain specified, dct nile<l information. 1ne l ist must also contn in 



langu~ ge in large type stating "IT SHOULD NOT BE ASSUMl'iJ 'lllAT RECOMMENDATIONS 

MADE IN 'fHE FUTURE WILL BE PROFIJ'ABLE OR WILL EQUAL 1HE PERFORMANCE OF TI1E 

SECURITIES ON THIS LIST." 

Calculation Worksheet 

The att.ached calculation worksheet utilizes quarterly rates of return 

derived from the formula described on Pages 7 and 8. The quarterly r ates 

are used· to develop: 

1. Annual Rates - calculated by linking the quarterly rates 
geometrically through multiplication (~ the srune as the 
arithmetic average) . 

2 . Compound Annual Rates - calculated by linking the annual 
rates for the specified time period and, then, reference 
to compound interest t ables. 

3. Standard Deviation of the Five-Year Quarterly Rates - cal­
culated as indicated (also refer to Page 11 of report) . 

NOTE: The calculations described are basic to the production of investment 

performance figures . Of course, in large volume applications, appropriate-

ly programmed computers perform these tasks and the calculation worksheet 

is unnecessary. 

Sample Report Format 

The attached sample report format embod ies the recommendations contained 

in th is report. It is an example of how the recommendations can he used . 

Ther e are a vnriety of alternatives and displny methods which involve the use 

of t he return figures or gr aphic representations of the rates of return . 11\ls 

example provides a bas i c standard for presentation or is appropriate substan-

tiation of statistical or graph i c representations. lne two pages are companion 

pieces and the recommendations on Pages ·1-5 of thi5 report shculd be used as a 

checklist for completeness. 



CALCULATION WORKSHEET·~ 
FUND l 

Quarterly Quarterly Annual Annual Compound Devia tion"'* Deviations 
Periods Rates .rndex Rates Annual Rates from Average s s uared 

100.0 
1. - 3.3 96 . 7 6.3 . 39. 69 
2. 14. 0 110.2 11.0 121. 00 
3. 2 . 2 112.7 o.a 0. 64 
4. 1 . 5 114. 4 14. 4 l l.4 ( 5 years) l. 5 2.25 

too.o 
5. 2.5 97.5 S. 5 30.25 
6. 2.3 95.3 5. 3 28.09 
7. - 0.4 94.9 3.4 11. 56 
a. ij. s 99.l - 0 . 9 10.7 (4 years) l. s 2.25 

100.0 
9 . - 2.1 97 . 9 5 . 1 26 . 0l 

to. - lB.O 80.3 21.0 441. 00 
11. 14.6 92.0 l l. 6 134. 56 
12. 9.a lOJ.. 0 l. 0 14. 9 (3 ·years) 6.8 46.24 

100.0 
13. 8. 1i 108 . 4 s . ,, 29 . 16 
14. - l. 5 106.8 4.5 20.25 
15. 0 . 9 107 . 7 2.1 4.41 
16. ~ - 2 117 . 6 17.6 22.5 ( 2 years) 6.2 38 . lJ4 

100.0 
17. 8. 4 108.4 5.4 29.16 
18. 4.6 113, l~ l. 6 2.56 
19. 5.6 119.7 2.6 6.76 
20. 6 . 6 127 . 6 27.6 27,6 (1 year) 3.6 12 .90 

Total 60.2 1 . 027.18 

Average 3.0 51. 36 

Standard Deviation 7.2 
(Conversion factor to annualize) x 2 

5 Year Variability 14.4 

•'= .:;rsua r es , square r ..:> ::>t:!; and •;o:npound t'd :':c!; rtT' C r cac! i .!.j' cl Vil i la!: .:..c ~ r. stJndat"d statisti ca.!. tabl es 
i:f; !;~U<lr i:"lg dcv ia t io:"l s :na!:es them d l l po~i ~ivc so minu~ si;ns t:an he lgnot"ed 



SAMPLE REPORT FORMAT 
(Hypothetical Figures Used. Below) 

COMPARATIVE PERFORMANCE 
(All figures are total ~eturn including price change plus income) 

Annual Rates of Return Compound Annual Rate~ of Return 
2 · years 3 years 4 y~ars 5 years 

1969 1970 1971 1972 1973 ' 72- 1 73 '71- 1 73 '7C- '73 '69- 1 73 

ABC INVESTMENT COUNSEL, me. 
~quity Performance of Selected Tax-Exempt Portfolios 

rund l 
Fund 2 
rund 3 
Fund 4 
Fund 5 

Fund 6 
fund 7 
fund 8 
rund 9 
l"\.tnd 10 

- 7.6 
- 5. 2 

1. 2 
3 . 5 
2.0 

7.2 12.4 
2.8 12 . 4 

- l. 5 19.0 
- 2 . 6 13.9 

2.6 15.0 

14.2 - 6.8 4.6 8. :2 
22 . 2 - 11.0 3.3 4.1 
25.6 -10. 0' . 6.7 6.6 
19 .5 -14.4 2.4 8.7 
22.6 - 17.4 2.1 8.6 

- - - ETC. - - - - - - - -

7 . 1 4.8 
3.7 2.2 
5.1 4 . 5 
3.6 ll. 6 
5.0 3.0 

5 Year 
Variabi _!!r 

8.5 
7.9 
9 . IJ 
e .1 
a.a 

Fund 11 
Fund 12 
Fund 13 
Fund 14 
fund 15 

- _ - - - - - - - - - - - - - - - - ETC. - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Equi~y Harket Averages 
Dow Jones - .!. l. 8 9.J 9. 9 
s & p SOG - 8.5 3 . 9 14.3 

Mutual Fund Averages* 
Growth funds -15 . 6 -16.0 19.0 

*Lipper Analytical Services 

18.5 -13.3 
19.0 - lll. 9 

8.5 - 27 . 0 

1. 4 
0. 7 

-11. 5 

4 .1 
s.o 

- 2.1 

5.4 
'• . 7 

- 5.e 

l. 7 
2.0 

- 7.0 

&.6 
7 . 5 

15.2 
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ru11d 
fu :d 
rur. ~ 

funl ... 
Fund 5 

fund r 
fund 7 
rund 8 
fund 9 
Fund 10 

fund ll 
fun<l 12 
fund 13 
runri lll 

Fund 15 

Kr.Y Tl1 EQ.UITY PERfORHAHCE~ 

TYPE 

Corporate Pension rund 
Corporate Prof it Sharing Fund 
College Endo~inent 
Charitable foundation 
Religious Institution 

SIZE 
12/31/73 

$10. S million 
$ 6. 8 million 
$12. 6 million 
$18. 4 million 
$ 5. 4 million 

- - - - - - - - ere. - - - - - - - - - - - -

- - - - - - - - - - - ETC. - - - - - - - - - - - -

~Di~crotionary Hanagemen~ 





Selection .of Discretionary Fund Managers 

Studies: We have found no single investment n1anagcr or inve:;tment 
method with ex.:eptional performance in all market environrn cnb;. 

It is, therefore, necessary to set forth the philosophy of the invest­
ment organizations, their approaches to the investment of discretionCJ.ry funds 
and the resources they bring to bear on this part of their business. 

The first priority should be to id entify those charactedsti.<.:s felt to be 
most important to the fund. The more information one has about manager s , 
the better the chances are of SE' lecting a manager that has the characteristics 
the fund fe e ls are importa nt . 

The following items are important areas of inquiry by the fund 111 dis ­
cu ss ions with prospective investment managers. 

O rgani zation : An understanding of th e bus in ess ba:;e of the Orj:!<.\ni~a ­

tion a nd it s parent (if any) , its current status and any conflicts v:ith th e par ent's 
bu s in ess, and the nature of owner s hip a.nd ca pital g iv e an indication of w hether 
the inve s tment manag ement organi;~ation i s likely to t• e main structu r ed as it. 
pre5ently i s or whether change i s likely. The i r-npol't.:rnt points to review with 
the manager may be the importance of the inv e s tm e nt entity ' s profits to th e 
whole , the nature of its cl ient base, how potenti:l.l confl ict s of intere s t withiti 
the manag emen t o r gani 7.ation a r e r csol vcd, and w hat m o tivation fo r the s taff 
the form of ownersh ip may provide . 

Staff: Staff n1 l1s t be suffic icnl: to support til e invc s tn1 r nt phi lo :;; uphy, 
syst e m, r es;'!arch c .:i. pab il iti cs and asset s under managc rn en t . In co njunctio n 

.with biographies, interview s may provid e the ba:; i ::i to a ss e ss th e c '<.p e 1·i cncc:, 
rnaturity and caµability of key s taff mc1nbcrs a nd portfolio man~q . .:er s , m .:i. kc 
certain the fund wou ld r e ceive lh c level o( attention it cl es1.~rv cl:i , and dderm i.n c 
wh ether the investm e nt ph ilo s op hy i s a ccepted throug ho ut th e org:rni :t.;-i. tion. 

A!l s ct s Und e r M;u1a ~ t~111 c 11t: The l'clati v~: 1;'111plia s i s i:, o n lh l.! typ es 1>( 

accounts under ,rnanag c m c nt at 0 11 c point in t ime. IL ma y be in~ po rtant to know 
whether this reflect s Lhc org;ini7.atio n's d ir ection for the future. The fund 
shou ld cornparc the mi x of s tuck, bond and ca s h re se rv e .::i. s::;c t s to th e philos ­
op h y, con s ider the numbe1· of s tock ancl bond acco L1nts , and fi11d ouL lio w thes e 
m:i.y diffe r f!om th e pas t. 

P h i l o s o p I 'L: T h c f u n cl m u s t d i s c: c r n t h c i n v ; ... :; t m e n t o r g a 11 i z a t i o n ' }; <.: e n t r a L 

philo sophy an<l m e thod o f implement;itio n t o dete rmin e wh c th1: 1· s uch 01·gan i za tion 
suits the fund ui r cment s , especia lly with r e s pec t to asset rnix , flc:dbility in 



the use of cash reserves, and diversification of securities and issues within 
a portfolio. The fund must be certain that there is sufficient stilff and a 
defined system ·in order to implement the philosophy. The fund should al :rn 

know whe~her the philo·sophy is new or relatively long-standing and how it 
may be affected by extreme market conditions. 

System: For a fund to be able to have confidence in a manager, th~ 

system must be understandable. It must fit the manager's organi zation, 
philosophy and personnel. From biographies or interviews .the fund should 
disce.rn whether key people are performing the most important functions in the 
system. Along with an- understan'ding of. how the syste1"i1 functions should come 
a sense of how ideas are generated, the main sources of input'<rnd the impor­
tance of the individual portfolio manager to the process. The account lo;itl per 
manager shoulc. also be considered at this point. 

Res e arch : This function may not be equally important for all inv~~ t:ncnt 
philosophie s and systems, but its importance and depth s hould b e understood. 

Fees : These ar e very often negotiable and !te xibl e ; so the fund s hould 
inquire sp e cifically as to fee s in relation to the s i z e of the fund a nd sp e cial 
services r equired. 

P e r fo rmance : Performa nc e refl e cts the r esults o f t h e past a nd :s 1w t 
a pr e diction for th e futur e . The p e rforman c e of mo st inves tm e nt o r ga ni z.~ tio ns 

i s d e pend ent in gr eat m easur e on g en e ral m a r.k c t co nditio n s a n d mu s t b e vi e we<.l 
in r e la tion to m a rk e t condition s during the s pec ific tim e p e riod co ve r e d. It 
is important to unde r s ta nd the r e ason for the o r gani zat ion 's p e rfo rma n ce re s ult s 
m th e past (sta ff, philosophy, s tyle, issu e s e lec tio n or indus try we ig htin g s , 
among othe r s ). 

Types o f Mone y Manag c m ent 0 rg;in i ;~at ion s -

Banks 
Jn s u r a nee Co rnpanics 
Ji~v estmcnt Managem e nt F i rrn s 
lnte rna l Staff 

The g r ea t bulk o f m o n i c s a r e s till man a g ed by ba n ks . A rn .:ij o r po rt ion 
o f this mon e y i s m a n a g e d in indi v idua l acco un t s , a nd the tr ea t ment o f tho s 1; 
fund s i s v e ry much I ikc tha t pro vid ed by ind e pend e nt in vc s tm cn ~ m .i nag01n c nt 
c ompani es . Th e ba nks ha \'C a l so e s tabli s h e d poo l ed in ves tment tn1s ts ro r fund s . 
Thcs~ a r c v e hicl es tha t s e r ve a va ri e t y of pur poses . Fo r s m a ll fu nd s th e y 
provid e a wa y of ge tting intens ive m a n agetn cnt in a way t ha t i s no t p r .:i.ct i ca l ii 
lhc y w e r e to h e individu a lly ha ndl ed . F or la r ge r fun d s th ey offe r a wny of 
pro vi d ing spec ializ e d in ves tm e nt o ppo rtun i t i e s , e it he r in ri s k y s ecuriti e s or 
in spec ia li zed ho ld ings s u c h as s ho rt-te rm in ves t m en ts w h e r e i t: i s desi r a b le 
to ge t a sp !·ca d of ho ldin g s rathe r tha n co ncen tra ting in a li mited number o f issues . 
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Over the years, banks have emphasized their fiduciary responsibility 
for the monies under their supervision, and that has been a major selling 
point with them . 

• 
Insurance companies have become increasingly competitive in rece11i: 

years in offering investment services. The great bulk of the monies which 
they handle fOr such funds are held in their general accounts. These are port-
1..>lios largely invested in bonds and mortgages but which also incl1.1<le stocks, 
real estate and varirus miscellaneous investments. These a:e massive pools 
of capital, and the ·nsu·rance companies are able to offer guaran:ces with res­
pect to contracts they offer based on their general accounts. Some of those 
contracts involve one-shot guarantees on a lump-sum d eposi t made <:tt a specific 
time, and others . provide a guarantee over some period of years. 

In addition, insurance companies offer a broad r ange oI separate account 
investments which are very similar to the pool ed trust vehicles offered by banks . 
They includ e ·equity investment, separate accounts, bond inves tm c:nt, short­
term investment accounts and , in the case of a few compan ies , rea l c~tate 
accounts. 

The third majo r category of organizations offe ring services to funds 
a re investment manag e ment firm s . These inc Luci e indcp cnclcnt ones and those 
that are affiliated with brokerage hou ses or c.ithcr (inancia l institutions . Tht..!Sl.! 
organizations typically offer se r v ic es in the fr rm of rnana.g i ng an indh·iclua l 
account and tying the inve s tment managem e nt of those funds to th e [l<trticu lar 
needs and circum s tances of their fund clients . Some of these or g.:t ni 7.at ion s 
a r c speciali s ts focu si ng on particular types of secu riti e s . 

Finally, th e! r e <:tre some funds , gen e r ally the vary largest one s , who 
use int e rnal staff for managl!m e nt of th e ir ass ets . That i s a po ss ibility tha t i s 
worth consideration if you a t· e confidt..!nt that you can hit·e and r eta in competent 
professionals who will be able to work with th e trustees of lhc fund i11 c s lablishing 
policie s and procedures that will meet their particular tH' C J.:. . 

Conclusion: It i s cl ea r tha t th e r e i s a ve r y broad tncnu to choose fn~m 
in the inv estrnent adviso ry fi eld . A syste mat ic procedur e for con s idering 
the various cha ra cte ri stics of the different o r gani zation s in light of your p <.tr ­
ticula r fund's r equ ir ement s , can substantially in c r ease the li kclilioo tl t h;.1t you 
arc go ing to be abl e to satisfy your long-te rm investment needs. 
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EXHIBIT 3 
BASIC SERIES 

INVESTMENT TOTAL ANNUAL RETURNS 
1926 -1976 

Geometric 
Mean 

9.2% 

4.1% 

3.4% 

2.4% 

2.3% 

Arithmetic 
Mean 

11.6% 

4 .2% 

3.5% 

2.4% 

2.4% 

Standard 
Deviation 

22.4% 

5.6% 

5.8% 

2.1% 

4.8% 

Distribution 
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EXHIBIT 31 

COMMON STOCKS 
Simulated Total Return Distributions 

For the Period 1977-2000 
TOTAL Geometric Average Annual Rates 
RETURNS.----.---..-------------.-~---.----.-----. 

50% 50.6% 

40% 
----95 th PERC:C:NTILE 

30% 

20% MEA~N --..-----a 20.9% 

13.0% ..... 11.8% \ 
10% 0 • 12.5% 

5.1% oo/oL--------------.,=---=~==========~~:J 
-7.3% \ 

5 th PERCENTILE 
-10% 

- 20% -22.7% 

-30% 

-40%...._ __ _._ __ ..__ _ _,_ ____ _._ ____ ...L-__ --J. ____ __. 

1977 1980 1985 1990 1995 2000 

YEARS 
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EXHIBIT 33 

LONG TERM CORPORATE BONDS 
Simulated Total Return Distributions 

For the Period 1977-2000 
Geometric Average Annual Rates TOTAL 

RETURNS.----..--1 --..1 ----...--1 --1.------..1----1 --~ 

20°/o'- -

I 5°/o ~ -
11.2% 

17.1%~95 th PERCENTILE 

I 0°/o - -------00-----.ae 9.8% -
6.5% MEAN- ..._ e 7.6% 

6.2%~ 0 
50/0'- -----4•.------w• 5.5% -

001c - ~-
0 _370/c~ PERCENTILE 

-50/o - . o 

-

-

-10%.__-~1.__-l-1 _ _ ~,---L-'--~'L.----L-1_~~ 
1977 1980 1985 1990 1995 2000 

YEARS 
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TOTAL 
RETURNS 

20°/o 

15°/o 

I 0°/o 
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EXHIBIT 35 

INFLATION 
Simulated Rate Distributions 

For the Period 1977-2000 
Geometric Average Annua I Rates 

/

95 lh PERCENTILE 

12.5% 

9.5%~----•8-----.... 8.8% 

4.2 0 ,
0 

MEAN'" 
• ..a~''~-...::'-~ct..------w• 5.4% 3.7% ••00 

'-~-----.::a====~~-==dl::=::::::::=======::.~2~.6~%~ 0°/or 

""5 lh PERCENTILE 
- 2.3% 

-5°/o -

-I 0°/o ._ __ _..._ __ _._ __ _. ____ _.._ _ _ _..._ __ _._ _ ___, 
1977 1980 1985 1990 1995 2000 

YEARS 
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EXHIBIT 37 

COMMON STOCKS, INFLATION ADJUSTED 
Simulated Total Return Distributions 

For the Period 1977-2000 
TOTAL Geometric Average Annual Rates 

RETURNS.--~--.---.~·~~~~-.----~-.-~~-.-~--; 

50% 
46.9% 

40% 

30% 26.8% 

/

95 th PERCENTILE 

20% 
MEA~N--.------411 16.1 % 

10% 9.3%~~·5% \ . o----~~ 6.8% 

o%r~~~~~~~-::=:;========~r.:f4%l -1.4% 

- 10% 
\5 lh PERCENTILE 

-20% 

-30% - 25.5% 

-40%---~_._--~~~~~--~~~~_.._~___. 

1977 1980 1985 1990 1995 2000 

YEARS 
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