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crime, had acquired ilieir last crime handgun at a gun
siore. Of those, ahum one quarter had stolen the gun
IVom a store: a large number of the rest, Wriglu and
Rossi suggested, had' probably procured the gun through
a legal surrogate buyer, such as a girlfriend with a clean
record. For the few remaining felons who actually did
buy their own guns, the purchase might have been lawful
because the purchaser as yet had 110 felony record.

The survey further indicated that 55 percent of the
prisonerssaid thatacriminal would not attack a potential
victim who was known lo he armed. Seventy-four percent
agreed with the statement that “One reason burglars
avoid houses where people are at home is that they fear
being shot during the crime.” Thirty-nine percent of the
felons had personally decided not to commit a crime
because they thought the victim might have a gun, and
8 percent said the experience had occurred “many
times." Criminals in stales with higher civilian gun-owner-
sliip rates worried the most about armed victims,

Since criminals can never be entirely sure which
burglary targets may or may not contain a homeowner
with a gun, or which potential robbery or rape victims
may be carrying a concealed firearm, the ownership of
firearms by half of American households provides a
general deterrent to crime that benefits the entire
population.

How Guns Prevent Crime
Consistent with the reports of criminals, ordinary

citizens also report that gun ownership plays an impor-

tant role in preventing crime. Professor KJeck estimates
that handguns are used approximately 845,000 times for
geflense against an attacker every year in the United
tales.

The figure, ironically, is based on data from a survey
conducted on behalfofthe pro-control National Alliance

Carter’s researchers found no

persuasive evidence that any

of America’s gun-control laws

had reduced criminal violence.

Against Violence (NAAV). NAAV hired Peter Hart, a
leading Democratic pollster, to survey Americans on
guns, asking, among other tilings: "Within the past five
years, have you yourself or another member of your
household used a handgun, even if it was not fired, for
scll'-protcction or protection of property at home, work,
or elsewhere, excluding military service or police work?"
Six percent answered "yes." Follow-up questions revealed
that 3percent of the respondents had used the handgun
against a person, 2 percent against an animal, and |
percent against both. That 4 percent said "yes” to defen-
sive gui. ic against persons meant thatnbout 18percent
of households where a handgun was owir ».or protec-

00

tion had actually used the handgun for protection.

Klcck's analysis started with the ‘f-percent “yes" from
Mart's data. Kleck made (he eonseivative assumption that
each “yes”related to only one gun usage in the last five
years— llint no household used a firearm forself-defen.se
two or more times in the five years. Thus, 3,224,880
households reported self-defense usage. Kleck then
divided hv five (since the question had asked about usage
in the last live ye"rs) to arrive at an estimate for the
annual number of uses of a handgun for self-defense:
04497(5—or roughly once eveiy 48 seconds.

Since Kleck’s estimate is based on responses to a
pollster itshould be emphasized that the 045,000 figure
Is necessarily imprecise. The original question posed by
Peter Hart could have elicited a “yes" answer from an
insecure gun ownerwho had perceived a criminal threa'
that did not in fact exist. Kleck partly controlled s'f-
ticfense inflation from false “yes" answers by assu .ling
that no “yes" answer related to more than one defensive
use. In addition, the 045,000 estimate applies only to
handguns: the original question did not ask about defen-
sive use of lilies or shotguns.

In 1990, Professor Cary Mauser, of Canada’s Simon
Fraser University, asked Americans about use of a hand-
gun or a long gun for self-defense; the responses sug-
gested approximately 091,000 annual defensive uses of
guns ofall types. Accordingly, we may conclude that guns
are used defensively at least half a million times a year.

Ofcourse, the fact thata gun is used for defense does
not mean that ashot is fired, o' an attacker wounded or
killed. About 95 percent ofself-defense usage, says Kleck.
involves merely the brandishing of a weapon to deter a
perceived attack.

While the majority of defensive handgun use issimpIL/
brandishing aweapon to frighten away an attacker, Klec
suggests that 1,700 to 3,100 homicides a year are actually
justifiable homicides committed by citizens using a
firearm to defend themselves or another person against
violent attack.

One BulletataTime

While most Americans believe they have a right to
own agun, and believe that guns can be protective, even
many gun owners are baffled at the gun lobby’sapparent
intransigence in its refusal to accept a ban on so-called
assault weapons or a waiting period on gun purchases.

The assault-wcapon issue, however, turns out to in-
volve much less than meets the eye. First ofall, it should
be emphasized that most people who own semi-
automatics support strong controls on actual machine
guns. Ever since die National Firearms Act of 1934,
acquisition of real machine guns—gquns that continue to
fire bullets repeatedly as long as the trigger is held
down—has required a difficult-to-obtain federal license.
The NRA did not oppose the restrictive machine gun
law when it was enacted, and has never indicated any
desire to repeal the law.

While machine guns do have a unique capacity for
rapid fire, what we know as assault weapons do not.
Although most of the public believes that assault
weapons are machine guns, the guns in question simply
look like military weapons. Appearances notwithstand-
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The waiting period promoted by Sarah Brady would not have stopped
John Hinckley from shooting her husband Jim.

ing, the guns firejust as every other common American
%un does: squeezing the trigger tires one, and only one,

ullet. According to Martin Fackler, former director of
the Leiterman Army Institute of Research, assault
weapons are actually less lethal than many firearms com-
monly associated with hunting, such as an old-fashioned
12-gauge Winchester shotgun. The Bureau of Alcohol,
Tobacco, and Firearms states that no guns available for
sale to the public can be easily converted to fire auto-
matically.

Hard to Convert

The fact that semiautomatic assault weapons diffei
from other guns only cosmetically is one reason why
legislative bodies have had so much trouble defining
them. Since the guns do not fire faster than other guns,
legislative definitions sometimes focus on extraneous
features, such as the presence of a bayonet lug—as if we
were suffering from a rash of criminals bayonetting
people.

Other definitions are merely a list of particular guns
with a military appearance. Among the guns targeted by
assault-weapons legislation are the M1 Carbine; the AKS
Rille; the Uzi Pistol and Carbine, the Colt AR-15 H-Bar
Rille; the Springfield Armory 4800 Rille; the M10 Pistol
and Carbine; and the AK-56 rille. Yet some of these guns
are in no way distinguishable from many other guns not
on the lists, such as the popular hunting rifles made by
Winchester, Remington, and Ruger. .As former Attorney
General Richard Thornburgh noted, the main charac-
teristic of an assault weapon seems to be that it has a
black plastic stock rather than a brown wooden stock.

In practical terms, the legislative definition of assault
weapon amounts to “the largest number of guns that a
given legislature can be convinced to ban." The New
Jersey assault-weapon prohibition even outlaws BB guns.

Winter 1993

While assault weapons have been claimed to be the
“weapon of choice" of criminals, such guns constitute a
very small number of the crime guns seized by the police.
The Florida Assault Weapons Commission's 1990 report
found that assault weapons were used in 170f 7,500 gun
crimes in the years 1986-1989. The Washington, D.C.
director of the police firearms section stated in early 1989
that not one of the more than 3,000 weapons the
Washington police confiscated in 1988 was a semi-
automatic assault rille.

While some gun-prohibition advocates have claimed
that a record number of police are being murdered by
assault weapons, police-officer deaths in the line of duty
are at their lowest level since 1968 The percentage of
police homicides perpetrated with assault weapons is
about 4 percent, a figure that has stayed constant over
the last decade. The FBI's Uniform Crime Reporting
Program, which collects extensive data on all murders
of police officers, reports no instance of a drug dealer
ever killing a police officer with an Uzi.

That assault weapons should appear so rarely as crime
guns seized makes sense. Street criminals need conceal-
able weapons, and a Colt or a Kalashnikov rille is pretty
difficult to stick in a pocket. Indeed, rilles of all types
constitute a tiny percentage ofcrime guns. According to
the Washington, D.C., Metropolitan Police Dep.u intent,
rilles are used in less than one-tenth of 1 percent of
armed robberies in the District. Nationally, only about 4
percent of the weapons used in homicides are rifles.

Occasionally, so-called assault weapons are used in
gruesome mass murders, In Stockton, California in
January 1991, Patrick Purdy used a Kalasimikov-type
semiautomatic rifle to fire 105 shots in about four
minutes at a schoolyard full of Cambodian immigrant
children. Thirty-five people were wounded, six of whom
died. Purdy's rate of fire could have bheen duplicated by
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Children praying for dieir slain schoolmates in

Stockton, California. The media’s innaccnrate

descrii)tion of the murderer’s gun enabled die
California audiorities to escape censure
for having freed this dangerous man.

anyone with an old-fashioned bolt-action rille or simple
revolver, and autopsies of the victims showed that the
wounds were approximately equal in severity to wounds
associated with a medium-sized handgun, which explains
why 29 of die 35 people who were shot survived.

Thus, Purdy could have committed the same crime
using many other tvpcs of guns. But the national media
incorrectly told the American public that Purdy had used
an automatic AK-17 rille, and that such guns could be
bought over the counter.

Lost in the media frenzy over Purdy's gun was Purdy
himself, who committed suicide with a pistol at the end
of his spree. Purdy perpetrated his crime after lie had
told a state mcntal-hcallh worker that he though about
committing a mass murder with a gnu or a bomb, and
even though a parole report called him "a danger to
himself and others."

Purdy had a lengthy history of crime and arrests,
including a robbery in which a 55-year-old woman was
seriously injured, receipt of stolen property, criminal
conspiracy, possession of illegal weapons, and assault of
a police officer, all reduced to misdemeanor charges.
His crime career began when he was 14 years old anti
continued unabated lor the next decade, until lie killed
himself at Stockton. Not one oT Purdy's two-dozen en-
counters with the law ever led to more than a few weeks

in prison. The media's hysterical focus on Purdy's gun
enabled California’s decrepit criminal-justice
bureaucracy to escape public censure for allowing Purdv
lo roam the streets, free lo commit his linal, horrible
crime.

“Cooling O ff”

The waiting period, like the assault-weapon ban, be-
comes considerably less attractive when examined care-
fully. While the waiting-period initiative is often called
the "Brady Bill," it would not have prevented John
Hinckley from shooting Ronald Reagan and Jim Brady.
When Hinckley bought two handguns in October 1980,
he had no felony record, and no public record of mental
iliness. The simple police and mental health records
check proposed by the Brady Bill would not have turned
up anything on him. And since Hinckley bought the guns
more than live months in advance, none-week wail would
not have made any difference to him.

Indeed, a "cooling-off” period for handgun purchases
requires a number of unlikely assumptions in order to
work. First, the potential murderer—denied a handgun
immediately— must then decide not to buy a rifle or a
shotgun, which the Brady Bill would allow him to do.
Then, he must not know how to buy a handgun on the
black market, or how to obtain one from friends, rela-
tives, or acquaintances. In addition, the type of murder
he intends must not be one for which readily available
alternative weapons, such as knives, automobiles, or bare
hands will work. Finally, the person who was literally
ready to commit a murder on day one of the waiting
period must calm down by day seven, and stay calm from
that day forward.

This scenario, while implausible, is not impossible: it
is at least theoretically imaginable that a waiting period
could “save at least one life." But a waiting period can
cost lives, too.

‘T1i Be Dead by Then”

Even a short waiting period will inevitably prevent
people from protecting themselves against criminal at-
tack during the wait. When Los Angeles citizens went to
gun stores to buy firearms to protect life and properly
during the recent riots, they were told to come back 15
dlalys later, to comply with California's waiting period on
all guns.

After Hurricane Andrew, Florida’s looters did consid-
erablg less damage than their California counterparts, in
part because Florida has only a tluce-day handgun wait-
Ing period, and no wait at ail on long guns.

Nor arc waiting periotl victimizations confined only
to periods of civil disorder. In Septem!| r 1990, a mail
carrier named Catherine Latta of Cl arlottc. North
Carolina, went to the police to obtain permission to buy
ahandgun. Her ex-boyfriend had previously robbed her,
assaulted her several times, nnd raped her. The derk at
the sheriff"s office informed her the gun permit would
take two to four weeks. "1told her I'd be dead by then,"
Latta later recalled. Thaiafternoon, she boughtan illegal
S20 semiautomatic pistol on the street. Five hours later,
her ex-boyfriend attacked her outside her house, and
she shot him dead. The county prosecutor decided not
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‘to prosecute L.ma rot* either the self-defense homicide
or the illegal gun. . .
A Wisconsin woman. Donnie Elmasri, was not so lucky.

On March 5, 1991 she called a firearms instructor, wor-

ried that her hushand—who was subject to a restraining
order to stay away from her—had been threatening her
and her children. When she asked the instructor about
getting a handgun, the instructor explained that Wiscon-
sin has a 48-hour waiting period. Elmasri and her two
children were murdered by her husband 24 hours later.

Wailing periods that appear reasonable in a legislative
chamber may become unreasonable through administra-
tive abuse. .Although New Jersey law requires that the
authoritiesact o>' gun license applications within 30days,
delays of 90 days are routine; some applications are
delayed for years for no valid reason. In Maryland, where
an appeals process exists, the police are overruled on 78
percent of the denials that are appealed.

Instant Records Check

Ifitisdetermined that the way to keep criminals from
getting guns is to impose background checks on retail
handgun sales—a questionable determination—a man-
datory instant records check makes sense. The same
technology that allows a store to receive verification of
credit card validity within a few minutes can also allow
firearms dealers to dial a state government registry and
verify that a gun buyer has no felony record.

PoIIin% data suggests diat most Americans prefer die
instant check to the waiting period, particularly when
presented with the choice of mandatory immediate
check (the NPA. proposal) versus a wailing period with
norequirement than any check be conducted (the Bradv
Bill). In recent years, many states have made major
progress in bringing their criminal-records histories on-
line. Thus, an instant check should become feasible in
the near future.

And ifrecords are not sufficiently accurate to support
an instant check, they are also not sufficient to support
a check with a one-week wait. Former Attorney General
Thornburgh's task force found that even if there were
no improvement in state criminal records, an instant
check would bejust as accurate asa check that could be
completed in one week.

Unfortunately, ifadequate safequards are not in place,
the instant check, like the waiting period, can be misused
by police departments to create a registiy ofgun owners.
In 1991, California admitted that it had used the state’s
handgun waiting period to create a list of handgun
owners, even though nothing in California law
authorizes the compilation of such a list.

Although the federal gun-control debate talks almost
exclusively about retail handgun sales and the Brady Bill,
the most effective method to deal with criminals obtain-
ing guns might be to focus on the major source of
crimial guns: the black market. A sensible first step in
dealing with the black market would be to increase
penalties for fencing a gun known to be stolen. In some
states, theft and sale of a $75 gun amounts only to petty
larceny. Selling a “hot" $75 pistol ought to be a more
serious offense than selling a "hot" $75 toaster-ovcn.

Winter 1993

NRA’s Reform Pro[)osal

While Congress has spent most of its gun-control
effort debating new restrictions on gun acquisition, the
discussion in many state legislatures has shifted to the
carrying of firearms. The Second Amendment refers to
a right "to keep and bear arms," and if the text is read
consistently with original intent and judicial interpreta-
tions of the following century, the government cannot
require diat citizens ask for permission to cany an un-
concealed gun in public.

But in many states, the right to cany has been
obliterated by laws that require a police license to cany,
and by police administrators who give out cany licenses
only to the political elite. In New York City, crime victims
who will testily at a forthcoming trial, and who are
receiving death threats from the criminal's friends, are
denied carry permits—while politically powerful citizens
are routinely granted them. While New York’s abuse of
licensing discretion is notorious, the licensing systems in
many other cities are also skewed against people without
some kind of clout.

Eased on a literalist reading of the Constitution,
Second-Amendment advocates should lobby for repeal
of all laws requiring a license lo carty a gun. But instead,
the NRA suggests only reform of easily abused gun
licensing systems.

The NRA proposal requires that applicants for a per-
mit to cany a protective firearm must undergo safety
training and must submit to a police back?round check.
Then, If the applicant passes the safely class and back-

Every 48 seconds, an

A merican uses a handgun for

defense against an attacker.

ground check, lie or she is to be granted a license to
cany. The bureaucratic discretion to deny permits to
qualified citizens simply because the bureaucrat does not
like guns would be removed.

Progress in the Gunshine State

Carry reform was first enacted in Florida in 1987,
amidst vociferous cries from gun-control supporters in
the legislature that blood would run in the streets as
Floridians shot each other while jostling in line at fast-
food restaurants. Florida would become the "Gunshine
State," it was warned.

Today, those same critics have admitted that they were
wrong, and that they regret the harm done to Florida's
reFutation by the histrionic campaign against carty
retorm. Indeed, while the murder rate has risen 14
percent nationally from 198> to 1991, it has fallen 20
percent in Florida. The stale’s total murder rate was 35
percent higher than the U.S. murder rate in 1986, and
Isnow 4 percent below the national average. In the same
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Bans on semi-automatic "assault weapons” are based
on the misconception diat diey fire rapidly like
machine guns. They actually fire like every odier

common gun—one bullet per squeeze of die trigger.

period, robbery rose 9percent in Florida, and 21 percent
nationally.

There lias been no research proving that Florida's
carry reform was part of the reason for Florida’s relative
improvement in recent years. But the experience of
Florida, and ofother carry reform statessuch as Oregon.
Montana, Mississippi, and Pennsylvania, demonstrates
that people who are already good citizens and who are

willing to pass through a licensing process do nol sud-

denly turn into murderous psychopaths when granted a
permit to carry' a firearm for protection.

Interrupting a Mass Murder

While tragic mass murders are frequently used by the
pio-control fobby to push restrictive laws, evidence sug-
gests that laws prohibiting firearms carrying may be
costing innocent lives.

In October 1991 in Killeen. Texas, a psychopath
named George Hennard rammed his pickup truck
through the plate glass window of a Luby's cafeteria.
Using a pair of ordinary' pistols, he murdered 23 people
in 10 minut-s, stopping only when the police arrived.

Dr. Suzanna Gratia, a cafeteria patron, bad a gun in
hercar, but. in conformity to Texas law, she did not carry
the gun; Texas, despite its Wild-West image, has the most
severe law in the country against carrying firearms. Carry-
reform legislation had almost passed the state legislature,
but had been stopped in House Rules Committee by the
gun-control lobby.

Gratia later testified that if she had been carrying her
gun. she could have shot at Hennard: “I know what a lot
of people think, they think, "Oh, my God, then you would
have had a gunfight and then more people would have
been killed.” Unhimh, no. 1was down on the floor; this
guy is standing up; everybody else is down on the floor.

| had a perfect shot at him. It would have been clear. |
had a place to prop my hand. The guy was not even
aware of what we were doing. Cm not saying that | could
have saved anybody in there, but | would have had a
chance.”Hennard reloaded five times, and had to throw
away one pistol because itjammed, so there was plentv
of opportunity foi. someone to fire at him.

Even if Gratia hadn’t killed or wounded Hennard. he
would have had to dodge hostile gunfire, and wouldn't
have been able methodically to finish off his victims as
they laywounded on the floor. The hypothetical risks of
a stray bullet from Gratia would have been rather small
compared with the actual risks of Hennard not facing
any resistance. But because of the Texas law, Gratia had
left her gun in the car and couldn't take a .mot at
Hennard. Instead, she watched him murder both her
parents.

Two months later, a pair of criminals with stolen
pistols herded 20 customers and employees into the
walk-in refrigerator ofa Shoney’s restaurant in Anniston.
Alabama. Hiding under a table in the restaurant was
Thomas Glenn Terry, armed with the .45semiautomatic
pistol he carried legally under Alabama law. One of the
robbers discovered Terry, but Terry killed him with five
shots in tiie chest. The second robber, who had been
holding the manager hostage, shot at Terry' and grazed
him. Terry returned fire, and mortally wounded the
robber.

Twenty-three people died in Killeen, where carrying
agun for self-defense was illegal. Twenty lives were saved,
and only the two criminals died in Anniston, where
self-defense permits are legal. Yet while Anniston never
made the network news, Killeen did, and is used to this
day as supposed proof of the need for severe gun con-
trols. Precisely because lives are saved, instances of
citizens using firearms carried on their persons to defend
themselves and others rarely make the national news,
even though such defensive acts occur with great fre-
guency, as the research of Professors Kleck and Mauser

emonstrates.

Emphasis on Gun Safety

Gun control, properly conceived, is not simply a mat-
ter of passing laws, or adding to the paperwork involved
in retail gun Furchases. Gun control needs to involve
people control, or more precisely, helping people take
control of their own actions. In this regard, the NRA's
gun safety programs rank as America’s most successful
gun-control efforts.

The National Rifle Association was founded in 1871
by Union Army ?enerals dismayed at the poor
marksmanshiﬁ displayed by Union forces during the
recent war. The NRA always has placed heavy emphasis
on its mission to train American citizens in responsible
and effective firearms handling.

Happily, the fatal gun accident rate is now at an
all-time low. In 1945, for every million Americans, there
were about 350,000 firearms and 18 fatal gun accidents.
Today, the per-million rate is 850,000 and 6 accidents.
As the gun supply per capita more than doubled, fatal
accidents fell by two-thirds.

NRA safety programs implemented by the 32000
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instructorsand coaches who have earned NRA Instructor

certification have played an important role in the acci-

dent drop, and will become even more important in
coming years as more and more women choose lo own
handguns. Since women gun owners are more likely to
own for protection, and less likely to have been initiated
in sportshooting byan older male relative, safety training
for these new gun owners is especiallv worthwhile, and
the NRA has, accordingly, set up a program offering free
safety training to women.

The number of fatal firearm accidents for children
aged 0-14 has fallen from 550 in 1075 to *20in 1088
While the NRA always has had junior shooting and
hunting programs that emphasize the development of
safe sporting gun itse under adult supervision, in 1088
the or?anization launched a safety campaign aimed at
the millions of children who never have any exposure to
the shooting sports.

The NRA's Eddie Eagle Elementary Gun Safety Educa-
tion Program is geared for children in pre-school
through sixth grade. Using teacher-tested materials such
as an animated video, cartoon workbooks, role-playing,
and fun safely activities, Eddie Eagle teaches the simple
lesson: "If you see a gun: Stop! Doii't Touch. Leave the
Area. Tell an Adult.”

To date, the Eddie Eagle program has reached almost
4 million children and their parents through schools,
law-enforcement programs, and a variety of yotuh
programs. UnfortunateIJ, it has been excluded from
some urban schools by administrators who refuse to allow
pupils to contact anything related to die NRA, even
though the Eddie Eagle curriculum does not discuss
political issues.

Controlling Criminals, Not Guns

The NRA’s most controversial recent effort is the
organization’s CrimeStrike program, which takes aim at
aspects of the criminal justice system that the NILA
considers too lenient. In pushing for laws allowing
greater pretrial detention of violent repeat offenders,
the NRA adheres to its conservative roots, to the chagrin
of some its libertarian supporters, who are unwilling to
protect the Second Amendment by weakening the
Eighth .Amendment right to bail.

Other aspects of CrimeStrike, such as support for
victims' rights laws, cause no dissent within the pro-
Second Amendment coalition, and offer an opportunity
toimprove acriminaljustice bureaucracy that sometimes
lets the desire to process cases overshadow the necessity
to dojustice to the criminal and the victim.

NRA CrimeStrike strategies, like NRA lobbying, rely
heavily on grassroots pressure. In a recent Texas case,
Charles Edward Bruton had been sentenced to two 10-
year terms for shooting at a woman and for committing
aheinoussexual assa ' against her 11-yearold daughter.

Winter 1993

Thanks to such gun-safety programs as the NRA’s
Eddie Eagle, fatal firearm accidents among children 14
and under have fallen from 550 in 1975 to 250 in 1988.

Having served only three years, Bruton was up for parole
last September. .Alter the shooting victim asked Ciime-
Strike for assistance, NRA members were notified
through NRA magazines destined for Texas; the Texas
Board of Pardons and Appeals was flooded with calls and
letters; the parole was denied.

CrimeStrike will not single-handedly fix the criminal
justice system, nor will safety education eliminate all
accidents, nor will carty reform wipe out all street crime.
But each of these efforts will improve public safety for
all citizens, whether they own guns or not. Everyone
benefits from a prison system that keeps violent felons
off the streets; everyone benefits from reduced risks of
gun accidents; and everyone benefits from street
criminals facing increased odds of victims resisting suc-
cessfully.

Today, rather than merely opposing poorly conceived
gun-control legislation, righi-to-keep-and-hear-arins sup-
porters arc working in positive ways. These efforts will
enhance not only the rights of the 50 percent of
American families who own guns, but also the safety of
the 50 percent who dc. -or. i
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I--THRV SNMIJKH S 1TIMLVC IS KITilKH I'I'HIPKC 1 .M TriifKOTLY

awful. lust iis there seems to bo a coalescing coii.mmisiis ti.:u

the keys to controlling violent crime are more p..live aim

fewer guns. along comes Snyder to trouble tin conscience of

anyone \\ j thinks so. In his essay "A Nation of'Coward.-"
IkJ in The Public Interest quarterly, lie argues, with a jjnlcnt
blonil ol’philosophy anti fact, as follows;

‘Crime is rampant because tlio key-abiding. mmhof: s. .voil.nm

t. uMUi-e a. permit it. subimt to it. We nermn aim
encourage it because wo ito no! nehi back immedi-
ately. then aiut there, where it haonens 'lae
detect is there. ;n our ciiaruc'.er. v»h are a nation ot
eeowarcls and shirkers,"

Strong words. those. but ran stronger than bis
argument, .lie gravamen of which is that the crane
problem cannot lie addressed wilboui confrontin'/
she moral responsibility of tho internl.".! victim
Taking responsibility for tine's life, fanviy niki eoin-
nu.nity requires lighting built when threatened with
vinleate. How? Bv p ssessiiu ar.ci mastering tho
means of resistance, e means an "equalizer"—,
handgun. A responsible oilmen, he says, "will be

THE

FXAMININ C

portam- rf Moynihan's New York City woole are slain by 'tray —
that'- ruin, ‘'trav-bullets. Moyniliaii says: Cams do not Kkill
people, builets do. We have a M) year supply ofguns and a tour-
sear supply of ammunition, so concentrate oil the latter.

Snyder, an attorney in Washington, where the mayor begs for
military help against e: itne. demurs, comprehensively. America, he
<y« is wrongly called an "armed society." He thinks wc would be
bettor ot* if;: «e \t ‘Y the "juus r.vno-i bv iu"e-..vidir.g e:t'/.e;:s
are kepi .u home. but N7 pe.Teui of violent crimes
occur outside the home. The constantly armed por-
tion of the mmmuniiv coasi-tts orimariiv of the no-
tice ant! vibem ennnn; is. .Multiplying the lonne
can.to; make us sate from the latter.

SOIf-I’ﬂSpECt: It is. says tsr.ydet fooiis'n ...ul crn-

to “'Uteci tinlicc to perform .is persona! i'otiv
eoai u. 'Hie existence ‘oli -I' fines not relieve
itviduals of all rei.non-obiinv for self-oroteetion.

a: judgment has both piuucntinl and raorr.i rli-
mii"'C ii>ns| Chiu owners i-vc to suv. "Call for a coo.
2.ill ;or ar. ambulance and evil for a nixza. See which
tomes first.” The Department ofjustice reports that
in BN fur all crimes of «ii'ence. only 2S percent of

‘rained in the use of bis wcanon. and will detenu VIUJUM IIXT *5alS ;0 the police were responded to within five
himself wr.cn faced with lethal violence." FO R AN A R M ED minutet. Amlit is now more likely thai an ,".n’l-ricaiil

before examining his argument ibr in armed o i'l be injured v violent crime tiwn llimt bw will be|
citizenry, consider tlic freshest evidence ot the na- i:rri>;;.NRv ininie:! in mi :imto accident.

tion's quickened concern about crime.

On Election Day voters in liberal Washington
slate gave emphatic!PHpercenti approval to .'he ' diree s.-ii.Ci ....
you're out" initiative whic!; .T.a.uiaivs iii'o imprisonment without
parole ibt people roaeieteii of three mala fe'onie.. *"aliior.ua.
although tayapiiob'c, nevertheless voted to make permanent an
existmg tax to provide isl.o billion tot public se.letv—more police
and hremen. i.\r< >n has made me a facet of udikvinr.'s a mien
..bout crime; i'isea'ly conservative ‘le.-.as endorsed a si biiiion
bond is*ue i< bnild more prisons and mental health facilit:"*

Tilt day alter the "lections tile House of Representatives, with a
larnilhn' mixture of posturing ntic! false advertising, passed yet
another crime b:!! this one purporting to subsidize the hiriiif, 0!
00.COO police ofticeis-. it probably would fund fewer. The Senate
promptly pumped up the money. For -It) years Congress In-;
passed a crime bill in r.vcrv two-vear session, except the last ..me,
The criminal class has not been impressed.

The day alter the elections the president held a ceremony i >
push the bill that would require a five-day waiting period for dm
purchase of a gun. The attention given to ibis "Brady bill” seems
disproportionate, given ttiat €N percent of {lie guns ahtained by
violent criminals are not obtained through lawful transactions that
are the focus of most guin control legislation.

More interesting, the day after the elections Ben. Bat Movmhnn
proposed whopping las increases on various kinds of handgun
ammunition. lie oven favors a 10,000 percent tax on the Winches-
ter O-rnm hollow-tipped Black Talon cartridge. (“Penetrates soft
tissue like a throwing star—very nasty." boasts an advertisement.)
Chat las would make 20 cartridges cost about >1500. In large

Mmu naiifciir a

UJ NKWSWII K MeiVEMIIL It 1"

~

IVininisfs. says Snvrier. rigatly insist that rape is
aw .il’imt ses but about domination. What is a; issue
mmine : nol just property but dignity. Crime, h" says, always
vielives tc victim's dignity, which can hardly be said to exist if the
vtim 2 not deem it worth fighting for. Crime  "m art nt
slavemi"*,I" and a personal reatliness to resist ;t snouid be
regarai'ti a- a vrcrecinisitc ul self-respect, prrueiiv iindersiou;.
He notr< "sell esnuc:." which implies standards by winch
iejtidgej oneself, has boon supplanted in public discourse i»v the
locution ‘self-esteem." whmh simply means having warm feeiir.gs
about oneseii. Repeating the shibboleths of the gun coutroi move-
ment makes inany people feel good about themselves. Snyder's
argument should disturb their peace.

Much gun control advocacy is directed against normal citizens,
vho are depicted .is at host benighted and at worst barbaric. Gun
owners are routinely characterized as uneducated, intolerant, possi-
ble paranoid red netits—people urgently in need ofre-education.and
"consciousness-raising" from the liberal agenda. In Mario Cuonio's
depiction, gun owners are "hunters who drink beer, don't vole and
lie to their wives about where they were all weekend." ICuomo
qlifickly recanted this. Gun owners do vote.) Actually, the gun
owning population is nrettv much like the general population Le
cause approximately one of every two households has a gun.

Now. Saytler is Fight that ihe gun control movement olten radi-
ates dist-nst ofaverage citizens, whose supposed mental and moral
deficiencies are such that "only lack of immediate access to guns
prevents the blond from flowing in the streets." Nevertheless, it i>
reasonable to wonder whether n nation whose citizens cannot

IContinued on page 93i
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program their VCRs and who increasingly will noi respect stop-
lights isorely you have noticed die increasing lawlessness ol ((ris-
ers) is a nalion whose citizens arc insufficiently dexterous and loo
aggressive to be safely armed.

~.Snvder savs llie idea that only the police ire Qualified lo use
lirp:irm: IS a-Ip |o~sTivima dial "only conceit oiaiiisls mav nlav the
piano.mui onRxarpfcsstonal atliletes mav nlav sports." The llaw m
Snyder's analogy is that if you play lho piano unskillfuily. you
neither idll nor wound anyone. However. Snyder iias evidence
more powerful than his analogy.

In 13 states citizens who wish lo cany arms may do so. having
met certain requirements. Consider Florida, which in 1987 enacted
a concenled-earry law guaranteeing a gun permit to any resident
who is at least 21. has no record of crime, mental illness or drug or
alcohol abuse, and who has completed a firearms safety course.
Florida’s homicide rate fell following the enactment of tins law, as|
did the rate in Oregon nlter
the enactment of a similar
law. Through June 1993
there had been 1U0.523 pet,
inits issued in Florida. Onlv
330. or 0,33 percent, of the
applicants have been denie
permits. This indicates tha
the law is serving the law
abiding.Onlv 10 permits, loss
than 11011th of 1 percent.
have been rescinded because
ot the commission, alter is-
suance. ol a engac involving.
a lirearm.

Ninety percent of violent
crimes arc committed by
persons not carrying hand-
guns. This isone reason why
the mere brandishing of a
gun by a potential victim of
violence often is a sufficient
response to a would-be at-
tacker. In most cases where
a gun is used in self-defense
it is not lircd*"Can the average citizen he tnisl
judge accurately when he or she is in ivonaniv
Snvder answers that "rape, robbery nnd attempted
orstibtletv.” Furthermore: |

"Florida State University criminologist Gary
Kleck, using surveys and other data, has determined
that armed citizens defend their lives or property
with firearms against criminals approximately i mil-
lion times a year. In 98 percent of these instances,
the citizen merely brandishes the weapon or fires a warning shot.
Only in 2 percent of the cases do citizens actually shoot their
assailants. In defending themselves with their firearms, armed
citizens kill 2.000 to 3.000 criminuls each year, three times the
number killed by the police. A nationwide study by Don Kates, the
constitutional lawyer and criminologist, found that onlv 2 percent.
of civilian shootings involved an innocent person mistakenly iden-
tified as a criminal. The ‘error rate’ lor the police, however 'was il
percent, more than five times as high.""?

Concerning what we mav call "the running of red lights syn-
drome" incontemporary America. | put the point to Snyder and he
fired back a fax:

Equalizer: Is this a citizen taking his responsibility seriously?

*CRIME IS
RAM PANT
mnrderaixejot tvpicnilv actions rifewTfh unoicmlv_L BECAUSE THE
LAW-ABIDING
SUBMIT TO IT'

“Regarding your observation about our society's general level ol
aggressiveness and disregard for rules, you may wish to consider
Robert Ileiiilein's lamous dictum that 'An armed soeielv is a noiitc
society." Knowing that one's leilow citizens are armed, greater care is
natural!; taken noi to give olfensc. The proposition is. of course,
difficult to prove, but you can line! some support for it in English
literature. (ihserve the polite lornmlity with which strangers address
each other in inns in. for example. Fielding's 'Tom Jones' or (with
conuxlir exaggerationmin Dickens's 'Pickwick Papers." While no
doubt attributable in pan to England's class structure and the educa-
tion received by the aristocracy, f would hesitate to say that it had
nothing lo do with the fact that gentlemen generally were armed. "

Orasislamousiy said in American literature, by the heroofOwen
Wi ister's "The Virginian." "When von call ine that, saute!" Such was
politeness in the armed society of 19th-century Wyoming.

Finally, there is the matter of the Second Amendment. This
Republic's Founders constitutionalized. which means they made
fundamental, die right to
possess firearms, and they
did not do so nnreflectivelv.
Thev placed that right sec-
ond in the Bill of Rights.
yielding precedence oniv to
rights pertaining to speech
worship and association
and thev did (hat for nhiio-
sopincallv serious reasons.
The philosophy of Hnskl
republicanism recocniz.es
crucial relationship between
personal liberty nnd posses
sion ol arms hv a people
prepared to use them.”Snv-
der believes that the Sec-
ond Amendment is as much
a product of this philoso-
phy as of the Revolutionary
War experience or the exi-
gencies of frontier life: “To
own firearms is to affirm
that freedom is not a alit
.from government ..\ As th
Founding Fathers knew well, a government that
does not trust its honest, law-abiding, taxpaving citi-
zens witn the means of sell-dcfense is not itselfwor-
thy o! trust.")

Yes. and yet... no society car. be called successful
where violence is so prevalent and random that law-
ful citizens must go about prepared to dispense vio-
lence in self-defense. No one wants to live, raise
children and grow old in such a society. But govern-
ment is constituted to provide, first and foremost,
domestic tranquillity sufficient to make unnecessary the sort of
personal measures that Snyder recommends. If such measures are
becoming necessary, do not blame Snyder.

Snyder writes thai “the association ofpersonal disarmament with
civilized behavionsoneofthe greatunexamined beliefsofourtime."”
Notanymore itisn't. His searching examination ofitmay not compel
yourassent—I remain tmpersundcd —but it must shake some sooth-
ing assumptions regarding crime and civic responsibilities. | am
among those whom Snyder faults, civilly hut firmly, for insufficient
rigorin rcasoningubout these matters. | find being reproved by hima
bracing experience because it enlarges my understanding while
subtracting from my certainties. | salute him and thank him.

(ONLLW-QAMM | (-
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Now thatthe law-abiding citizensofseveralstateslegally have the rightto defend
themselves, even anti-gun officials have adm itted thattheyare saferstates to live in
than before thepassage ofaconcealedweapons carry law.

M 33-year-old Miami cab driver was
among the first to apply for and
_receive a concealed weapons
license under the new concoaled
weapons Imensmg reform law that went
into effect in Florida on October 1,1907.
A few short months after receiving
his license, Miami police reported that
on March 5, 1988 he became the first
license holder to be invol/ed In a
shooting. .

Forced to defend himaolf, the driver
shot and killed a robber who po'oted a
firearm at him. demanded money, then
after taking the money told tho
moonlighting cab driver hé i/a9 going
to kill him. .

The robber, a 29-yeai*old.ax-"
convict with a history of attempting to
kill poiica officers, tried to fire @ Smith

Wesson Omm semi-automatic
handgun at the cabby at point-blank
range. But he had forgotten to
disengage the safet¥. In those few split
seconds when the robber was
distracted the cab driver pulled and
fired hi$ own gun—a Colt ,45-caliber
semi-automatic handgun—mortally
wounding the attacker. Pronounced

“The bottom line is that
Florida isa safer place to live
because of the law-*."

dead at the hospital, the robber still
fad the cabby's wallet In hi3 pocket.

The ox-convlct’s past Included
[rests for armed robbery, gun
violations and attempted first-degree
murder of a police officer. In 1981 he
shot out the windshield of a Hlateah
patrol car, which then crashed. He also™
shot at Miami Spring police during a-
chase. He was sentenced to 12 yearo
In prison, but seven years later ho was
on the street Bull!ng the trigger on a
law-abiding cab driver.

By MarionP. Hammer

The criminal !)USIICE system failed to
protect the cahby by not keeping this
violent criminal In prison to serve.out
his time. But Florida's, new concealed
weapons licensing law made |t
possible for him to protect nis own life.
As reported In a newspaper- following

executjve dimetorfcr Uni ortsmen
oot et e ot

the Incident; the-.pab driver'fTised tho
weapon'correctly'tof defend himself.
Without the. law In effect, he would ho-
a dead man thismorning."
A IVyhile'thls incident was reported to
be the first Involving a concealed, cany
permit holder. Ithas not been the last
justifiable self-defense shooting,
mvoIvmg, law-abiding license holders.
No one Tikes to see headlines filled with
bloodshed, but all'sane and reasonable
America,is must surely applaud when a
terrlblo-crime Is thwartod and an
Innocent citizen saved. In this case a
3u.|et, h'ard-working and honest cab
river prevented hie own death at the

Marion P. )a,ammer asse#'i\égdsas *

hands of a criminal with a history of
brmtal violence.

The Miami police sergeant on the
scene told reporters that the incident
"sends a message to the rest of the
robbers out there.” I think tho incident
also sent a message to those who
worked against the passage or me

"The issue iS, ,iuj ays
been, one of the ritvht of self-
defense."

concealed carry reform law.

The media have always been quick
to report the emotional, inflammatory
hysterics of the anti-gunners any time
the subject of firearms emerges, and
slow to report positive results of
firearms ownership. During tho figt for
passage of tho licensing reform
legislation, itwas commonplace to read
and hear a steady media drumbeat
about Dodge City, frontler-style justice,
the 0.K. Corral forguns, an invitation
a Wild West mentality, blood on tne
hands of those who vote for passage,
etc. Somo editorials, like the
Suntattler$, got a little more creative,
declaring: “I.a3tate law that welcomes
virtually everyone to pack a rod would
Increase lawlessness— and death.
Forget that a pistol-packing citizenry
will mean Itchier trigger fingers...Forget
"that South Florida®s climate of
Smoldering fear would flash like napalm
when every stronger totes a piece, and
_every mental snap in traffic could lead
"to the crack of gunfire. ©

Now, “Four veara after Implementing
the oonratileri carry reforms In Florida._
tho critics and doomsaverc have been
forced to recant their hysterical
predictions. They have ba”n forced to
abandon the parade of horribles ihey
contrived In the heat ofdefaate. \

lhose of us who labored lor seven
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veara to reform the nightmarish
" patchwork of concealed ‘weapons'
ordinances found in Florjda's counties
are prou to point to Its rar.nrri- nf
succo n’ ew co cealed carry

ermrt Iswor Ing W

Before passage of the reform, law,
our hodgepodge of laws either
disregarded the Constitution's Second
Amendment, were interpreted locally or
were left up to hureaucratic whim.
There was no uniform procedure in
Florida's 67 counties and_citizens were
subject to varying criteria depending
upon where they lived.

Now this vefy basic right no_longer
vacillates accor mg to Jocal palitics or
the authority of a powerful rew. We now
have a, state arTrency that handles

applications and Tssues licenses based
on statewide statutory criteria, and the
license is valid statewide—not just in a
particular county as In the past,

3Ayear after the law took efféct Willis
Booth, executive director of the Florida
Chiefs Association, tola the press. “The
minute the bill was passed, we asked
our chiefs in the state to be particularly
alert for any cases in their jurisdiction
that would "give us knowledge of the
fact that there was some abuse. At this
j}ornt it wouldra pear the Iaw IS,
working very welO fileere are no horrori
storres that can be attributed to the
passage of the law.

QOhn_Fuller, general counsel for the
Florida Sheriff's ‘Association, agreed. 'l
haven't seen where we have had any
instance of persons with permits
causin vroE t rimes, ang I'm
con3tan -On the lookout-""he said.

Florida Department of Law
Enforcement spokesman has told
reporters. that the new law hasn’t
affected firearms violence in Florida,
mdrcatrng that any increase in cnme IS
attributed to the growing drug problem,
not the concealed firearis la.

FLORIDA CONCEALED |,
1 WEAPONS licensing:
> STATISTICS TO DATE >

Applications received: 104.249
743
301

442

Applications denied:
Denied lor Incomplete application:
Denied for criminal history*:

Licenses revoked lor
offenses alléf licensure: 61

Rovoked for offense/firearm prosent*1 10

Revoked for other reasons": 51

Wsronr ot rv»er u ru owtottm menu OUb.
COI’I’ vnyn.

"00b. reruns dery Inobdtd.

ho riWﬁorientliife'Kal dia trom

ot Suto, OrviiianU Uaranp
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Even Robert Creighton, agent In

charge of thg L1.S. Bureau of Alcohol.
Tobacco and Firearms (BATF1 im
Iorrlda aoknrltvrjledged that thte.
opular concealed weapons permits
gre%ta tC ctor In crime, paatth "Th
criminal element has no permits, |

Anti-gun groups and the media

redicte an outbreak of shootings in
ho Sunshine State. But, since
assage nearly four years ago. this
air and more uniform toncealéd cany
law simply hasn't shaken
foundations of the Florida lec |
sBstem or cr"eateg ld Wild West,

i Corral orthugts ino State," as t
oomsayers predicte

gut d the P media have been
unenthusrastrc about reporting the
success of tho Jaw and rarely report
incidents when license holders defend
themselves with a firearm, or simply
bury a very short report somewhere in
the’back of the paper. Nonetheless
many Floridians are alive and well
toda% because wo stuck with it for
seven years and passed a law that
the¥cred|t with saving thoir lives,

ake the case of a Miami attorney
who believes ho and ni3 wife are alive
today beoause of Passage of the law.
He and his wife returned home from a
basketball;ame late on tho evening of
Februar 1991, After opening the
door for his wife to enter tho home he
turned around in the garage Z got a
leash 10 walk his g He ‘was
confronted by two attackere standrng
In his garage, wearing ski masks an
carrying guna. Ha ducked behind the
door as ‘one attacker fired a shot,
Rullad his .45-caliber semi-automatic

andgun and opened fire through the

doorway. The attackers ran from the
garac - and fled in a waiting vehicle
riven ay a third person.

The attorney said if tha concealed
weapons law had not passed he would
not have been a‘'mod, and syrel
would not be alive to read tha brief 2-
Inch-long story—burled Inside the
newspapér—reporting the incident.

Clearly, tha law has worked aa wo
sard itwould, Provrng what those of us
who sup it said all along.
Statrstrcs rom the Florida Department
of State—t 0 agency handling
applications and Issurng icenses— are
ga?hrcall y clear. Th e¥ rove. that

pplicants are conscienti us crtrzens
concerned about and taking

resgonsrbrlrty for therr personal safetﬁ/

Issue 15, and has always b

one of the right of self- defense Law-
abiding Florida citizens do not wish to
harm anyone. Yet neither do they feel
they should suffer harm at the hands of

14

the lawless. It is, patently obvious trom
tho aocomrpanyrn ¢ art that license
holders are everyday, law-abiding
eople who srmelgr want to be ablo to
Bro ect t emselvés and their families
ould the need arise.
hat should come as no surprise. Ai
study conductea ov tne si ioutsC
University School of Law found that
armed crtrzens were exceedrngly
responsible_in. carrjyrnn hand guns on i
the street. iTha study found IHal while
police were suocessful in shooting or
grtving otf criminals 68 percent nf te.
time, rlva?e citizens succeeded in 63
Peroent Of their encounters.I Most
mportantly, while 11 percent ol tne
individuals involved in police shootrnrlr
were later found to be innocents
misidentified as criminals, only 2
percent of those in civilian shootrnﬁ
were so misidentified. In IIgint of t
fact that in urban areas private Citizens
encounter and kill up to three times as

avrdReﬁ Eier (Pr lSsrétor Dr @,[
Egig er eni ¢ n gﬁianoneﬁpons
ammer er. Iog%a ew concealed
Weapons

Egpors%lélgr;%} r1da, %edwn%;and

nse Iegr aion

many criminals as do law enforcement
authorities, tho track record of the
private citizen is very impressive
indeed, Florida's experience simply
proves it once again,

Law-abiding Floridians who choose
lo protect thémselves by carryrng a
concealed firearm may for a
license—and recerve lt— thesyameot the

standardized criteria. low
mandates that a license be issued
within 90 days from receipt of a

completed gpplication if the applicant is
21 years ot ago or older, has been a
resident of Florida for six months, has
no criminal record, can document

knowledge or training In the safe use
: r:ontrnr?od1 on %atﬁ( page
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and handling of a firearm, has no record
of alcohol or drug abuse, no record of
mental illnesa or mental Incompetency,
no physical infimity that would prevent
safe handling of a firearm and desires
to carry a concealed firearm for lawful
self-defense.

The stato must issue the license or
prove the Individual is disqualified
based solely on the statutory criteria.
There 1is no arbitrary or subjective
discretion by anyone, and rule-making
authority that could alter the intent of
the law is specifical ly prohibited.

Three years after passage, in
November 1990, the press revisited
the issue In an interview with State
Representative Ron Silver. Silver, an
arrtant snnpnrtar nf Hanrinun Contml
Inc., and the ornanizationl
chairwoman, Sarah Brady, told the
press. “There are lots of people”
nciuOmg myself, whc thought things

NRA

~protectlon] is concerned.

would ba a lot worse as far sis that
particular situation [pooplo being"
licensed to carry firearms for

say they'renot. 1\ =~

Silver also said that Florida has a
long way to go to rid itself of its Wild
West reputation and the “GUNshlne
State" label that he and HCI helped
create with their emotional
predictions of misuse and abuse. He
added, "All of us are trying to do
away with that Im aqiv " --—----mmm-mommm-

iThe bottom lire is that Florida i3 a
safer place to live because of the law,
as Silver admitted]So it’s time for the
anti-gun organizations to back ofF/The
statistics are in. The proof supports
our position. The law ic working very
well. And decent people are alive
today as a result of itspassage. 1

Other states (ldaho, Mississippi,
Montana and Oregon) have already

1"m happyt0~ time for your state to do the same.
>3

9075610800 P.16

used the Florida concealed weapon.,
licensing law as a model and have
passed similar legislation. Perhaps it's
45

Besides being a mother ol three and a
grandmother; Ms. Hammer has been
active boih as a sportswoman and as a
?,olltlcal force working on behalf ol
irearms_rights. Curréntly, she is a
National Rille Association board member
and_ holds a seat on the NRA Legislative
Policies Committee and mé thA
Membership Committee and is chair-
person ol me NRA Ethics Committee. As
a strong supporter of the NRA/ILA, she
has been a media spokesperson on
behalf of our 2nd Amendment rlghts,
giving over 700 interviews in the past lour
years for national television, radio and Ihe
Bnntmedm. For the ?st 12 ve?rs. Manon
. Hammer has held lo post of Executive
Director ot Untlied Sportsmen of Florida
206 S. Maonroe St Suite 5. P.0. Box
6565. Tallahassee. FL 32314

Permission to reprintgranted to NRA Institute for Legislative Action
by Guns and Ammo, pp. 22-23, and 92. November, 1991 issue.
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From waiting periods and
registration schemes to state
and federal firearms laws,
brochures available frEe
from the NRA
Legislative Action
timely,accurate inform ation
concerning every aspect of
the firearms issue. For the
inform ation YOUneed, write:

Institute for
provide

Research and Information Division
NRA Institute for

Legislative Action
1600 Rhode Island Avenue, NW
Washington, DC 20036

R.1/92 JOM
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TALLAHASSEE, ria.— A criminal without A gun Isclaorip

likely to hurt you than U gqrimin&l with one. Y 0 u t 0 be
rabbod, or to bo hu.rt in a robbery, ii you tUve a gun for defense,
And an a/aailAntl is no mora likely to X ill you if h« has
a gun than ii he daasr.;e.
Those findings Are contained in a ntv baox, "Point 31*nXi
Guns ftnd Violence in-Amaribs, " by Gary Xleck, a criminologist at

Tlorida State Uiiversity,

"It appears that the net effect of gun A vailability on
crim- la -Just <Uiouc rero,** aaid KlecX. "Victims with guns may
depress crime a little and offenders with guns may increase it a
little, My resoarch indicates they cancel each other out."”

Tho 300-plua-page book, due out Nov, 3, notes that guns
aro used for defense in this country about the earns number of times
each year as they are used to commit crimes — and usuallx with no
one getting hurt.

'sIn a robbery, puople who us* guns in self-defense’avoid
injury 83 percent of the time and in most cases they don’t have tha
crime completed against them , f KlecX found. "The results art similar

far assaults and rapaa.
"It turns out you’re leas liXaly to be hurt if you rasist

with a gun, even compared to doing nothing it all to resist. This
shouldn't be »urprising. if a gun works in committing a crime, why
wouldn't it also work, in preventing one?"

Kleck found that people who do nothing to protect
themselves ere injured in 25 percent of xobbaries, while those who
use a gun for protection are hurt only 17 percent of tho time.

% He said vould-ba victims thwart many crime* by carrying a
gun, and assailants oftan find just flashing a firearm can keep the
situation rrom escalating into a fight,

"You art actually lass likely to be injured if a robber

"more-
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has a gun than if he doesn't/" he eaid, "And you're leaa likely to

be injured if you have a gvm,

"It's actually *afar Li either party has a gun."

Flack, & processor in the ?SU School of Criminology and
Criminal Juaticn, studied i$ types of gun control and found that
almost non* — including waiting periods and owner registration --
had any effect cn crime xatoa, Sinning guns, hi said* is no longer

an option.
e "This country has 200 million guna, minimum, in private

hands,” ha said. "To think of $oma method that works by controlling
the overall supply of guna is hopwidss, Ke passed Chat point leng
ago."

Instead, Xleck says, background chocks ahould ba
inacituced .'to make it harder for convicted viclaj.\ offenders to buy
guns ond penalties should b* strrngthad for those caught with thorn,
lavs also ahould be passed to more closely regulate the carrying of
guna, he said, to decrease the number of opportunistic robberies.

Kleck bases his recommendations on data that show mcst
violent offenders are not average citisand who become enraged, pick

up a gun and commit a crime.
"Repeatedly violent offenders account for moat casoa of

domestic violence and practically all homicidef,” he said. "Thera
aren’t many average-Joe, honest-to-God, they-did-ic-out-of-now here
killers. It's a wonderful media myth — the average Joe killer,"
Xleck said 70 percent of all homicides in the United
States are committed by someone with at'least one prior arrest.

"Point Blank,” published by AJ.dine do Oruyter/ is a firat

in ac least two respects.
It is the first to use nationally representative eamples

of violent incidents -- from minor threats to homicides/ including
those reported and thoae not reported to the police — to
distinguish between A ttack/ injury and death is outcomes of violent
situations. It also ia the firat to combine national data on both

fatal and non-fatal violent incidents to study how weapon Use

affects death rates.
-30 -

Dr. Kleck can be reached at (304) 644-4050, Audio tapes containing

actualities by Dr, Kleck, and videotapes and photographs of Or,
Kleck, can be obtained by calling the fSU Media R»iacicne Of--.ce,
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(907) «183-0862 (907) 465-3745

House District 34
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The Pacific Institute for Public Policy, in February 1990, published a
Policy Briefing entitled GUNS, MURDERS, AND THE CONSTITUTION; a
Realistic Assessment of Gun Control, by Don B. Kates, Jr.

The author does an excellent job of addressing the issue of gun
control laws, giving the pros and cons and comparing the actual facts
with the assumptions of the wvarious attitudes which are prevalent.
Two positions are attached here foi your information:

1. Sagecraft Summarized

2. Police Protection vs Capacity to Defend Oneself



L Sagecraft: Summarized

Lest the sagecraft concept seem unduly harsh, | will briefly review five par-
ticularly insupportable anti-gun claims (they and others are further detailed in the
body of this paper):

a)  The claim thai homicide is predominantlg amatter of"ordinary law-abiding
people” falling a relative oracquaintancebecause aloaded gun happened to be
avallable during a moment of anger.

This claim is contradicted by all national and local studies of homicide, which
uniformly show that murderers are not "ordinary law-abiding people.” Rather,
murderers (like gun accident perpetrators) are highly aberrant individuals,
characterized by felony records, alcohol and/or drug dependence, and life histories of
irrational violence against people around them.10

8Bruce-Briggs, above.

9Tonso, above, applying concepts based on F. Znaniedd, Tne Social Role ofthe Man of Knowledge, 72-74
(N.Y.: Harpers, ]968fpy : d :

. DStraus, 'Domestic Violenc: and Homicide Antecedents,' 62Bull N.Y. Acad. Med. 446 (1986); cf. Bruce-
Briggs, "The Great American Gtn War," 45 The Public Interest 37, 40 (1976, .
The calculatjon of family homicides and accidents as costs of gun qwnershi F is false. The qreat
ma]o,rlt)f of these kllllnqs,are among poor, restless, alcoholic, troubled people, usually with'long
criming] records. Apﬁ 0yln the domestic homicide rate of these people to the presumably
uRstandm citizens whom ey preesupon IS seriously misleading. , ,
See also Kates, ‘Firearms and Violence: Old Premises, Current Evidence,” in T. Gurr (ed), 1 Violencg in
Amerlc?, 203-2X4 {1989 weremafter cited %s 'Current Fs]earc,h’?' Kleck, "Poucy Lessons from Recent Gug
(%og,trothResear,(%h,d 49Law < Contemp. Prons. 3 (1986) (hereina ter cited as "Policy Lessons’) at <041, an
studies there cite -

2/1Guns, Murders, and the Constitution



(

b)  Tne claim thai (though banning all gum may not be politically feasible) banning
only handguns would save lives because gun “attacks are more ‘lethal than Icnife

attacks.

In a recent National Instinte of Justice survey among about 2,000 incarcerated
felons, well over 80 percent of those who had often misused handguns said that if
handguns were unavailable they wou’d turn to long guns (rifles or shotguns) instead.ll
Thus, a crucial issue in any handgun ban is that, while handgun wounds are 13 to 3
times more lethal than knife wounds, a rifle or shotgun wound kills 5 to 11.4 times
more often than a handgun wound. Far from decreasing homicide, if a handgun ban
caused only 30 percent of handgun attackers to turn to long guns, the homicide rate
might nearly double; if 50 percent switched, homicides could more than triple.12
Astoundingly, not one academic who argued that banning handguns would save lives
(because knives are less deadly) even mentioned the necessary corollary that not
controlling long guns would cost lives because rifles and shotguns are far more lethal.

¢)  The claim that comparinﬁ American statistics to those of selected gun-banning
foreign countries proves that gum cause crime and that banning them reduces it.

Differentials in international crime rates reflect basic socio-cultural and econo-
mic differences that have nothing to do with gun laws. First, Western Europe has not
only far less gun violence but also less violence of all kinds PEr Caplfa. Second, this
difference between the United States and Western Europe was even greater before
the latteris gun laws were adopted in the 1920s and 1930s. Third, those laws were
adopted to control political violence-to which those countries have always been far
more subject than the United States. Fourth, as American violence skyrocketed from
the mid-1960s on, violence rates increased even more rapidly in the gun-banning
countries (particularly gun violence). And fifth, in such equally crime-free countries
as Switzerland, lIsrael, and New Zealand, there is even more gun availability than

there is in the United States.13

d)  The claim that gum are generally not useful and not used for self-defeme

Gary Kleck recendy has found that, while handguns are used in vast numbers
of crimes annually, they are used even more often by good citizens to repel crime

u. J Wright & P. Rossi, Armed and Dangerous:A Survey of Felons and Their Firearms 221, tahle 123(N.Y-
Aldine, 1986) (hereinafter called NU Felon Survey).

PPolicy Lessons at 4350 Lizotte, The Costs of Using Gun Control to Reduce Homicide," 62Bull N.Y.
Acad. Med. 539, 541 (1986).
u See discussion_iu Current Evidence at pp. 200ff and below in ttis paper.
Guns, Murccrs, and the Constitution/3



(approximately 581,000 crimes vs. about 645.000 defense uses annually).’4

e)  The claim that there is no individual right to arms because the Second Amend-
ment to the US. Constitution protects oniy the states' right to arm the militia.

Though mere control is constitutional, wholesale prohibition and confiscation is
not; the Constitution precludes laws barring responsible, law-abiding adults from
choosing to own guns for self-defense. Sanford Levinson, a leading constitutional
scholar (who personally opposes gun ownership), recently dismissed academic obiiv-
iousness to this clear fact in a paper fittingly entitled 'Tne Embarrassing Second

Amendment"5



1 Police Protection-vs. the Capacity to Defend Oneself -«
, - o

Perhaps the Si~3ie most common argument against ueedom of choice is that
personal self-defense has been rendered obsolete by the existence of a professional
police force.™ For decades, anti-gun officials in Chicago, San Francisco, New York,
and Washington, D.C., have admonished the citizenry that they don't need guns for
self-defense because the police will defend them This advice is mendacious: wnen
those cities are sued for failure to provide police protection those same officials send

forth their city attorneys to invoke

[the] fundamental principle of American law that a government and its
agents are under no general duty to provide public services, such as
police protection to any individual citizen.'0

Even as a matter of theory (much less in fact), the police do NOT exist to
protea the individual citizen Rather their function is to deter crime in general by
pitroi activities and by apprehension after the crime has ocairred. If circumstances
permit, the police should and will protea a citizen in distress. But they are not
legally duty bound even to do that nor to provide any direa protection-no matter
how urgent a distress call they may receive. A foniori the police have no duty to, and
do not, protea citizens who are under death threat (e.g.. women threatened by former

boyfriends or husbands).

~ All discussion of gun-aimed self-defense in this paper is directed to hand uns because they axe |nf|n||t|e|

more efficacious for defense than rifles or shotquns— In contrast to the unW|e r gun the short-barrelle
handgun 1s much easier to bring into play at close quarters and much harder for an assailant to wrest away.
Consider tiz situatjon of a woman holdi ng anintruder at bay while crying to dial the police. With a rifle, this is
difficult anu hazardous at best. Given only the two-inch barrel of a snUp=nosed handgun to grasp, not even the

strongest man can lever it from a woman E45r|§45_efore she shoots him. M. Ayodb, The Truth About Seif-
Proteaion (N.Y| Bantam, 1983) 5

@Thus Ramsey Clark denounces precautlonary%un ownership as an atavisncinsult to Amencan government;
‘A state In WhICh a cnlzen nee s a gun_to proted himself from crime has failed to perform its first purpose';

it s oanarc n order under law-a ]unlgle where each relics on himself for survival-* R. dark. Crime in
Amerlca 1). For similar views, sec also Wills, ‘Handguns that Kill," Washington Star, Jan. 181981 "John

Leanon's W icago Sun Times Dec. 12 980and 'Or Worldwide Gun Contral* Philadelphia Inguirer, May
17 1981 edltona 'Guns and the C|V|||2|ng Process,” Washington Post, Sepc. 26 1972

X Warren V. District of Columbia, 444A 2d 1 D. C CL o f 1981% For similar cases from New York and
Chicago, see Riss V. CtyofNeWYork N.Y. 2 il 20N £ 20830 (N.Y. CL of A % 199)

Keane V. Cty of Chicago, B 240NE 1968). See also the cases deed in the next two
footnotes a% Bowers I 1 DeVito, 63(? @gm 19) (no( eder)al constnutlona? requirement tha th at state or
local agendes provide suffident pohce protection)

Guns, Murders, and die Constitution/19



An illustrative case IS rrui/cn v. ulsuu™i U U nuw —-- --r-
victims sued the city under the following facts. Two of the victims were upstairs
when they heard the- 'er being attacked by men who har' broken Jin downstairs.
Half an hour having ~..,sed and their roommate's screams aving ceased, they
assumed the police must have arrived in response to their repeated phone calls. In
fact, their calls had somehow been lost in the shuffle while the roommate was being
beaten into silent acquiescence. When the roommates went downstairs to see to her,
as the court's opinion graphically describes it, "For the next fourteen hours the women
were held captive, raped, robbed, beaten, forced to commit sexual acts upon each
other, and made to submit to the sexual demands" of their attackers.

Having set out these facts, the District of Columbia's highest coun exonerated
the District and its police, because it is "fundamental [in] American law" that the
police do not exist to provide personal protection to individual citizens.7l In addition
to the case law | have cited, this principle has been expressly enunciated over and
over again in s. " e law.72

The fundamental principle that the police have no duty to protect individuals
derives equally from practical necessity and from legal history. Historically, there
were no police, even in large American or English cities, before the mid-19th century.
Citizens were not only expected to protect themselves (and each other), but also
legally required in response to the hue and cry to chase down and apprehend crimi-
nals. The very idea of a police was anathema, American and English liberalism
viewing any such force as a form of the dreaded "standing army."7l3 This view yielded
only grudgingly to the fact that citizens were unwilling to spend their leisure hours
patrolling miles of city streets and were incapable even of chasing fleeing criminals
down on crowded city streets-much less tracing and apprehending them or detecting
surreptitious crimes.

Eventually, police forces were established to augment citizen self-protection by
systematic patrol to deter crime and to detea and apprehend criminals if a crime
should occur. Historically, there was no thought of the police displacing the citizen's
right of self-protectiocL Nor, as a practical matter, is that displacement remotely

0 the
gr ]4%3%«\](1 B/
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71484 A 2d at 6; see also Morgan V. District of Columbia, 463 AlJd 1356 (D.C. Ct. 0
same effect, See Calogrides V. City of Mobile, 475 S0, 20 50 éSC Ala. Morris V. M
) Davidson V. Cty of Westmirster, 32C3d L R tr 22 69 p2d 8A

man V. Cgt%gofPhllad hia, 44 A AIZd 73 Sup. C Penn. 1981): Weutrich V. Delia
326%8 d%ﬁpv CE/ ofTaI ahassee 34880Jd (Fla. CL of A ﬁ

Fair V. Evanswlle P Sllverv Cty of Minneapolis, 170
1969); and the other authorltles dtcd In the foo notes preceding and following this one.

723ec CaL Govt. Code H 82, 845 %nd 8 OL Rev. StaL 4-102 construed in Stone V. State, 106 CA3d
924 166 Cal Rptr. 39 (Cal C and Jamison V. City of Chicago, 43 [1L App. 567 (UL CL of Ap.
1977) respectively; sec generally 18MCQU|IIen on Municipal Corporations, S&C. 5380

BSec generally &mich. L Rev. ahove af 214-16 and F. Morn, "Firearms Use and the Police: A Historic
Evolution of American Values,” in D. Kales (cd.), Firearms and Violence (1984),

c
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feasible in light of the demands a high-crime society makes on the limited resources
available to police it. Even if all 500,000 American police officers were assigned to
patrol, they could not protect 240 million citizens from upwards of 10 million crimi-
nals who enjoy the luxury of .deciding when and where to strike. But we have
nothing -like 500,000 patrol officers: to determine how many police are actually
available for any one shift, we must divide the 500,000 by four (three shifts per day,
plus officers who have days off, are on sick leave, etc.). The resulting number must
be cut in half to account for officers assigned to investigations, juvenile, records,

laboratory, traffic, etc., rather than patrol."4

Doubtless the deterrent effect of the police helps ensure that many Americans
will never be so unfortunate as to live in circumstances requiring personal protection.
But for those who do need such protection, police do not and cannot function as
bodyguards for ordinary citizens (though in New York and other major cities police
may perform bodyguard services for the mayor and other prominent officials).
Consider just the number of New York City women who each year seek police help,
reporting threats by ex-husbands, ex-boyfriends, etc. To bodyguard just those women
would exhaust the resources of the nation's largest police department, leaving no
officers available for street patrol, traffic control, crime detection, apprehension of
perpetrators, responses to emergency calls and so forth.®

Given what New York courts have called "the crushing nature of the burden,"6
the police cannot be expected to protect the individual citizen. Individuals remain
responsible for their own personal safety, with police providing only an auxiliary
general deterrent. The issue is whether those individuals should be free to choose
gun ownership as a means of protecting themselves, their homes, and their families.

74 See the extended discussion in Bowman, "An Open Letter," Police Marksman, J.", -Ug. 198G

»

.5 Silver and Kates, ‘Handgun Ownersh(iP, Self-Defense and the Independence of Women in a Violent, Sexist
Society,’ in D. Kates (ed.), Restriction Handguns at 144-47, Prof. Leddy, formerly a N.Y. officer, cites personal

EXperience:

The ability of the state to protect us from personal violence is limited by resources and
personnel shorta?es (I addition to WhIChL the state is usually unable to know that we need
protection yntil it'is too late. By the time tnat the police can be notified and then arrive at the
scene, the violent criminal has ample opportunity to do serious harm. 1 once waited 20 minutes
for the New York City Police to respond tg an "'officer needs assistance™ call which has their highest
priority. On the other hand, a gun provides immediate protection. Even where the police are

prompt and efficient, the gun is speedier.

From "The Ownership and Carrying of Personal Firearms," forthcoming in IntL J. Victimol. (Emp

addegz. CL the Riss and Silver cases cited above, as wall as wong V. Cty of Afiami, 2217 SO>20 132 (Fla®
All'emphasize the need for judicial Wcrencc to administrators* allocation of scarce police resources as a reas

for denying liability for failure to protect.

76 Wiener V. Metropolitan TransitAuthority, 433 NE. 2d 124 127, 55N.Y. 20 175 48 N.Y.S. 2d 141 (N.Y.
App. Div. 1982)
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D4 Anchorage Daily News Sunday,

Move legislature to Wasilla

The new capital designation which is coming
onto the ballot in the general election in

February 6, 1994

Forum ZLetters
Concealed weapons protect victims, not criminals

Let’s get one thing straight at the be%mnlng:
Police don't protect. Period. In fact, t,eK are
required by law toreact aftera crime is either in
proT%resls orisover. Police retaliate.

e illusion of police protection is one of the
great myths that I, as a self-defense for women
instructor, have to overcome. One of the other
myths is that |fawoman,pullsa?un on a bad guy,
he will summarily take itaway from her and use
iton her, That doesn't happen either.

But back to the police. TheY have been very
good at findin wags to protect themselves. The
concern that C.E. Swackhammer, Ron Otte and
Brian Porter have about HB 351 (the bill to allow
concealed carry of firearms) is that the passage
of this bill might make it more dangerous for
police officers. It might, but it definitely would
make it more dangerous for the criminals.

Supporters of this bill have pointed to the
Florida experience as a way of demonstrating
what the passaﬁeofthls bill means.

In total, there are 13 states that allow
concealed carry. To date, there has been no
research on the effects of concealed carry that
includes all of these states.

But information has been developed about the
Florida experience bP/ Florida State University
criminologist Gary Kleck. According to his data,
approximately Imillion times a year an armed
citizen defends himself or his propert?/.
Nmeéy-sm ﬁercent of the time, he merely
brandishes the weapon or fires twarnln? shot. In
2percent of the cases, the citizen actually shoots
the assailant. While defending themselves with
firearms, the armed Florida citizen ended Uﬁ
killing between 2000 to 3000 criminals eac:
year since 1987 when the law was enacted. This
Is three times the number killed by police during
the same time-frame.

In a nationwide study, Kates found that about
2 percent of civilian shootings involved the

injury of an innocent citizen mistakenly
identified as an assailant. The error rate for
police, however, was 1lpercent.

The difference in the “identification"
problem is fairly easy to understand. If a citizen
Is standing at the bus stop of life and a bad guy
comes up. pulls a knife and says. “Your money or
your life," it is pretty obvious that a crime is in
progress. Police, on the other hand, are usually
not privy to that kind of exchan%e. They
retaliate, after the fact, and try to sort out who
did what to whom. .

Self-defense laws, in general, favor protection
of the police, the criminal justice sys*em, and
those who make their living off of those
institutions. In short, if a citizen is ?omg toactin
self-defense, he must first try to run away.
Failing that, he cannot escalate past what 1s
being done to him (e.g., if the bad gquy is
unarmed, the %ood uy cannot start hitting the
bad ﬁuywnh a -by-Z%. .

Then, once the bad guy is on the ground, the
good guy must stop, wait for the bad gug to get up
and present himselfas a danger again before the
good guy can act aﬁam. Additionally, the good
guy canonly use lethal force if he can provetoa
jury that he was in fear of losing his life (or he
was preventing another from losing his/her I|fe?1.

If'1 had followed these guidelines as | fought
my way throu?h my early life, wouldn't be alive
today. Combat strategies that actually work will
not fit neatly into those restrictive guidelines.

The fact is: Only the intended victim of a
crime is in a position to: 1) establish that a crime
is in progress, and 2) prevent that crime from
occurring. No one else is in any position to do
much of anything else except pick up the pieces
— after the fact. .

Another fact is: The handgun is the mos
powerful tool for prevention and protection tha
there is. A woman, trained in the use of il
hanld?un, stands a good chance a?amst thi
rapist, the estranged husband or boyfriend, tin
mugger, etc. FBI statistics say that in less than
percent of the cases reported did the assailan
take a woman's gun away from her and use it oi

her. Again, compared topolice giving their gun.
away, the citizen did better.
hat does happen is that women are full;

capaEIe of defending themselves from violen
attack:

*92-year-old. wheelchair-bound Bessie Jone:
shot herassailants (USA Today, Nov. 10,1993);

e After being blindfolded and raped, Madeline
Morehouse reached the %un inherpurse and helt
her raP|st.at gunpoint while she called the police
(Seattle Times, May 13,1993);

«"Woman Feeding Baby At Home Shoot;
Intruder" (San Antonio Express News, Aug. 10

3);

-')Widow of Police Chief Shoots Intruder’
(Sacramento Bee. April 22, 1993).

The experience of the armed citizen is not that
gun owners are homicidal, emotionally der-
anged, sub-human throwbacks who are just
looking for an excuse to blow somebody away.
They are, rather, decent, Iaw-lovm% people who
accept the fact that only they, the intended
victims, can prevent crime.

J Bruce Bibee Is a seventh-degree black belt. He Is the

owner of Kung-Fu San Soo Center, and he has been

leaching women's self-defenso classes since 1976.

has been spent. Why not let those who
misappropriated our money personally return it.
Gov. Hickel, then-Attorney General Cole,

BALNA-ENgig it nnrl flip rost” of thesJggislaiimL -
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB 242
1994 LEGISLATIVE SESSION
Rovision Dalo: Oopt. AKoctod:  All State Agencies
Titlo: 'An Acl rclaling lo ollico hours of Stalo agencies.* BRU:
Component:

Taylor
Requestor: (S) Sta COMPONENT SERI/ NO.
Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY95 FY96 FY97 FY98 FY99 FY00
PERSONAL SERVICES 0.0 0.0 0.0 0.0 0.0 0.0
TRAVEL 0.0 0.0 0.0 0.0 0.0 0.0
CONTRACTUAL 0.0 0.0 0.0 0.0 0.0 0.0
SUPPLES 0.0 0.0 0.0 0.0 0.0 0.0
EQUIPMENT 0.0 0.0 0.0 0.0 0.0 0.0
LAND & STRUCTURES 0.0 0.0 0.0 0.0 0.0 0.0
GRANTS, CLAIMS 0.0 0.0 0.0 0.0 0.0 0.0
MISCELLANEOUS 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL. OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITU. .ES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands ol Dollars)

1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1003 GF Match 0.0 0.0 0.0 0.0 0.0 0.0
1004 GF 0.0 0.0 0.0 0.0 0.0 0.0
1005 GF/Program Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1006 GF/MHTIA 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0
Total 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of current year (FY94) cost: none

POSmONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS:  (Attach a separate page if necessary)

Assumes Ihat Stale agencies will continue to periodically assess the preferences
and needs of clients with respect to accessing State offices.

Prepared hy; Kevin Ritchie, Director Phono; 465-4430
Division: Porsonnol/OEEQ Dato:
Approvod by Commissioner; Nancy Bear Usera' Dato:
Agency: Administration
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution inlormation call tho Governor's Legislative Offico Pago t ol |

(e MBI N I/14M






Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500

(907) 465-2047
MEMORANTDUM
DATE: April 12, 1994
TO: Senator Loren Leman

Chairman, Senate State Affairs Com m ittee

FROM: W illiam H. Scott
Executive Director

SUBJECT: Senate Bill 244

Senate Bill 244, introduced at the request by the Board of Trustees, would
amend current law with respect to equity investing. Specifically, it would
allow the Permanent Fund to purchase - under certain conditions - more
than five percent ofthe ste,k ofa corporation.

The bill sets out general policies and guidelines for alternative asset
investing. The purpose of the alternative asset investment program is to
prudently employ a modest percentage of Permanent Fund assets to
alternative investments to produce a well-diversified, profitable portfolio
which will enhance the Fund's total return. The goals ofthe program are:
(1) to achieve superior total returns compared to traditional asset classes;
and (2) to diversify away from traditional capital market risks.

Even though alternative investments as an asset class are employed by
hundreds of public and private corporations and institutions around the
country, including universities and state retirement systems, they would
represent a new type ofinvestment for the Permanent Fund. As such, it is
understood that a significant amount of education will be required both
within the Corporation and within the legislature before such investments
would be initiated, even on a limited basis.



Senator Loren Leman
April 12, 1994
Page 2

To begin the educational process, I am enclosing the following six
attachments:

Attachment #1 is draft language for a proposed committee substitute for
SB 244. This language, rather than focusing on the transaction
mechanics of the new investments, more properly addresses alternative
investments as simply a new asset class to be made available to your Fund
managers for investment under the very stringent guidelines set forth by
the Prudent Investor Rule. Itis important to recognize that the particular
selection criteria for each of these investments will most likely evolve and
be adjusted over time as a result of the interaction between the staff, the
Board and our consultants.

Attachment #2 is the Board of Trustees resolution dated December 6,
1993 in support of the original legislation. The Trustees adopted this
resolution by a vote of five to one.

Attachment #3 contains excerpts from the minutes of the December 6
Board meeting in which Trustee Brady made the case for the proposed
change.
‘'ur'  ent #4 is the Executive Summary from the '1992 Survey of
sve Investments by Pension Funds, Endowments and
junctions.”™ This document indicates that investment by our peers in
the asset class of alternative investments is widespread, significant and
growing. For example, the top 200 funds in the U.S. and Canada
currently have $36 billion invested; this represents 3.6 percent of the
assets of those funds that allocate dollars to alternative investments.

Attachment #5 is a reprint from the Spring 1994 issue of The Journal of
Investing. The headline of the featured article is ""Alternative Investments
Grow Rapidly at Tax-Exempt Funds." Interestingly, this article indicates
that it is the largest funds which are most the active in alternative
investing. In fact, of the 33 $10 billion-plus funds surveyed, more than 80
percent participate in at least one alternative investment asset.

Attachment #6 is a copy of a letter from Dave Rose, the Fund's previous
executive director, stating his support for the legislation and his
reasoning, as well as some thoughts about the specific prohibitions
included in the proposed committee substitute.



Senator Loren Leman
April 12, 1994
Page 3

The bottom line is that the Board wishes to have the authority contained
in this amendment because we are convinced it will help us to do a better
job protecting and enhancing the Permanent Fund. | would ask for your
support and stand ready to provide additional information at any time.



Be itenacted by the Legislature of the State of Alaska:

*Sec ILAS.13.120.(g) is amended by adding a new paragraph to read:

(21) Notwithstanding 37.13.120(i), equity investments may comprise
more than five percentofthe stock of a corporation only through ail interestin a

partnership, orownership in a collective investmentvehicle, under the following

conditions:

(A) the Fund shall notown more than a60% interestin a

partnership or collective investment vehicle;

(B) the aggregate investmentof the Fund under this paragraph

may notexceed five percentof the total investments of the Fund:

(C) atno time may the Fund own directly or indirectly,
through a corporation, partnership or collective investment vehicle, more

that 5% of any entity which has substantial oil and gas operations in the

State of Alaska;

(D) appropriate policies and procedures for investments under

this section shall be reviewed and approved annually by the Board of

Trustees.



Attachment If2
RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION
PERTAINING TO LEGISLATIVE CHANGES IN THE ALASKA STATUTES

RELATING TO ALTERNATIVE INVESTMENTS BY THE
ALASKA PERMANENT FUND CORPORATION

RESOLUTION 93-12

BE IT RESOLVED, THAT the Board of Trustees directs staff to
seek legislative changes to provide that, notwithstanding any other provision of
law, but subject to the prudent investor provisions, the Alaska Permanent Fund

Corporation may invest in the category of ""Alternative Investment Strategies."

PASSED AND APPROVED by the Board of Trustees of the Alaska

Alaska Permanent Fund Corporation

ATTEST:

Corporate Secretary



Attachment

CHAIR SEEKINS: Yes. Mr. Brady.

MR.

Alaska Permanent Fund -54-

BRADY: I'm gome to follow our senior Trustee s example of trying

take the floor tor a while and stand up here and talk to you about this
subject. No offense, Mr. Freeman. | think Mr. Surz's presentation
highlighted an opportunity here that wasn't presented necessarily by
his presentation, but presented to you in the fashion ofunderstanding
of something that sounds to be very complicated and possibly even
beyond the grasp ofmost of the activities we do. in your mind.

Il probably am the one responsible for all of this today and it has to do
with a number of chings. Firstly, we've all concluded one wav or
another, | believe, that the strategy of diversification through asset
allocation is the primary key to our success. As a matter of fact. |
don't know how many ofyou saw this article in Forbes Magazine
recently, with which | don't agree, but which basically asks why
spend a lot of money with money managers because, ifyou just
bought into 6&Ps and saved all that money, you'd end up with
approximately the same results? | don't concur that, over a long

period of time, this is true.

[fwe're going to continue to grow in profit in the style and manner at
which we've set our objectives, this horizontal development of asset
allocation, | think, is very important to all ofus. Ifwe don't, that
pyramid in the middle, our bonds, keeps getting bigger and higger
and we have a shallower horizontal allocation. | think that, to
continue to diversify, we've got to continue to do this. We're in
alternative investment strategy right now. That's all real estate is.
We're betting on Pete and Llewellyn and others to find the deals that
make the most sense. That's an alternative investment strategy. |
don't want to confuse this with venture capital or with the other
investment funds that the State of Alaska does. This is not building a
water pipeline to California or buying into a gold mine. | think were
looking at here a strategy that would allow us to do some ofthe things

that we're currently prohibited from doing.

Forexample, we re limited to the extent of 5% on any publicly traded
equity. This summer, when all this started. | met some very bright
fellows. We've heard over and overand over that the key to a lot of
this is the people you find for your partners. | think that's true in any
successful entrepreneurial enterprise. These guys and gals have
rates of return that are phenomenal. They're doing partnerships
with people like ourselves. Ifwe had an alternative investment
strategy of 57c, whether we fund it or not. by resolution we can restrict
ithowever we wish. Let's say we don'twant to do timber, although
that's been very successful recently, we don't want to do dairy farms,
we don't want to do gold raining, and we don't want to even get into
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some or the IPOs or some Olthe other things that are happening. But.
let's say that we wanted to partnership with some peopie who buy
what they feel are undervalued smail-cap, publicly traded companies,
for whatever reasons. They can either influence the board or put
themselves on the board or do things to maximize their rates of
return that otherwise aren't happening. It may be that there's one
senior shareholder that's got a large percentage of it and you can
recapitalize, do ail the things that need to be done to tIx the company,
and get the rates of return thatcompany is likely to get being fixed, if

you will

Bill Scott and | met with these folks. These kinds of people are real
interesting. | think this issomething we ought to da. | don't think
we should take Iff and throw it out there for a home run. but | think
we should take some percentage as we broaden our diversification
and look at opportunities with peopie and companies that are
successful at making a lot of money.

By the wav. although I know this doesnt carry a lot of weight with
you. Mr. Freeman, almost everybody else is doing this. It is notjust
the swingers, the universities, and the colleges, but the public
entities, the states, and the corporations are in th's category. lgot a
sampling of this myselfand over 100 entities sinmar to ourselves
have an alternative investment strategy. That doesn't mean we take
5% ofour money and threw it at the wall and say, "Do deals, whatever
they are, and we just trust you." That's not the suggestion | have
here. The suggestion | have here is that we pass a resolution that
allows us to incorporate, inour legislative package, the ability to
invest in alternative categories, then, through our own means and
devices, such as limitations as we talked about with real estate, we
control through resolutions what it is we want and wish to do. | don't
have anybody in mind. There's not many Duraceil deals floating
around. Those come around once in a while. There are. however, a
lot of small-cap companies and other situations that come along that
are good. The rates ofreturn some ofthese people are generating are
really good. As our oil revenues go down and other things take place,
you could create a scenario that we ought to have other opportunities

and ways to make money around here.

Having said that, the example that | tried to lay out here to do this is
prohibited because, in many instances, we may find ourseives in a
partnership wherein we would own more than 5% of a specific stock.
We can't do that. But. ifwe had an alternative investment category
and we invested with partners and itwas understood that these
investments, made from time to time, in most cases, we would find
ourselves in a situation where we would have 20% to 30% of this
partnership that would own 30% to 50% ofa publiclv traded company.
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Wejust tlipped over the eace. W liat I want to do is convince you. as
best | can. that throuen our asset allocation and diversification, we
should have this category. Once we have tins category and the
authority to do these sorts of things. then we come back and we look at
the opportunities through presentations to learn the history, the track
records, the benchmarks, and all the things we talked about earlier
that we need and want to have to teei comfortable about this. Then, if
we choose to do this, we can do it. Mr. Surz said itand Mr. Stone said
it. Notjust because everybody else is doing it. | do believe it's a missed
opportunity, ifwe don't have ourselves positioned so that we can take
advantage of these kinds ofopportunities as they continue to come

along.

With S80 million to S120 million a month coming in. the pyramid
keeps getting bigger and were shallower on our diversification.
That's why | feel, after having learned a little bit about this from
reading stacks of information and discussing those with
Commissioner Rexwinkel. it's something we shouid bhe doing. The
other board Commissioner Rexwinkel sits on is going to do it. We're
not throwing something at the wall, closing our eyes, and looking out
the corner to see what's going to happen. This is something that's

got some premeditated thought to it and some pre-examination. | feel
very strongly that this is something we should have in a resolution to
be able to incorporate. l've got a copy ofthe New York statute, if

anybody wants to see what they did. They just authorized up to "X"
percent of their allocation for that category.

That doesn't force us into any position to have to do anything. It
would just allow, if the timing is such that we can convince the
Legislature we re right about this, the passage of legislation to
authorize us to engage in these different opportunities, as they come

along. Thank you.
CHAIR SEEKINS: Are there any comments? Mr. Freeman.

MR. FREEMAN: | would assume from your remarks, Mr. Brady, that a
change in legislative authorization would be necessary for what you

want to do?

MR. BRADY: | think so. only as respects, from what | understand, the
potential of intentionally going out and having an indirect, but real,
ownership in more than 59c of a publicly traded company. That's
where the Legislature would have to come into play.

MR. SCOTT: Ifyou can't do that, then you can't accomplish the types of
private buy-outs involved here. Ifyou can'town more than 596, then

you can't effectively operate in this arena.
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It's interesting to me. and it mav be just coincidental help, that it's
been demonstrated over the years that higher tax rates dry up
entrepreneurial capital. The only reason 1 make that point is that
we're y" ng into a period of higher tax rates, unless Congress and
Clintor. change their minds, and we're going to see a drying up of
entrepreneurial capital and it may very well be that also
demonstrates an opportunity for the institutional investor to take the

place ofsome of that.
CHAIR SEEKINS: Commissioner Usera.

COMMISSIONER USERA: I'm wondering what is your experience in
terms of the necessity of having staffinvolved. Did you feel that the
Washington and Oregon funds felt it was necessary to staffup to do

oversight of this process?

MR.STONE: Itwas interestine that, at the time we gotinvolved, staffdid it
all. There was no outside expertise. To be honest with you. I don t
think they increased their staffat ail with respect to what they were
doing. That's not true. In Washington, they added one person who
was specifically involved in alternative investments.

COMMISSIONER USERA: The impression | get is thatyou do have to
know whatyou're doing. You have to be tuned into it and not, like
with passive investments.-say that you'll check back in six months or
a couple ofyears. Certainly, it requires close monitoring and having
a sound communication system between the funds, as well as the
gatekeeper and the company that's going to be a parent. IfI'm
hearing you right, what they're doing is saying they're in agreement
and they collectively, as partners, are going to insure the success of
this company bv using these very best and brightest people who are
going to go in and add value to the investment.

MR. STONE: That is true, to a certain degree. Let me add this. John was
mentioning Paul Saylor earlier with respect to real estate. He is very
well know and very good. Surprisingly, in this area there are some
very good peopie. We found some excellent, ifyou will. Paul Saylor
types who could monitor this and have done a very good job for

Washington and Oregon.
COMMISSIONER USERA: They were on a contract hasis?

MR. STONE: Yes. I'm notrecommending adding staff. This guy talked
earlier about smart people. There is some real talent out there in
terms of companies who are overseeing this as consultants and
advisors who do a wonderful job.
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COMMISSIONER USERA; Mr. Chairman, could | ask just one other
question? W hat is the competition for the pood deais?

MR. STONE: What vve tound to happen is. in the 1980s. this asset category
got flooded with money. | think thatis one ofthe reasons you've got
so many problems. What has happened now is a lot of that money
has puiled back. Thats in the form of insurance companies. Banks
can't do it any more because the regulations have changed and they
can no longer be involved in this type ofasset category. So, the
number of good deals have increased dramatically with the available
dollar that's out there. The funds are having potential deals go
across their table that are very attractive.

COMMISSIONER USERA; Do the deals come to you or do you go out and
look for the deals?

MR. STONE: They come to the fund.

COMMISSIONER REXWINKEL: Mr. Chairman. | have a question. Do we
have legislative authority to do some of these that Mr. Surz pointed
out on page 2 of his presentation, which include hedged funds,
market neutral, and managed futures?

MR. BRADY: No.
COMMISSIONER REXWINKEL: None ofthem?

MR. SCOTT: We can hedge individual positions, but not on a speculative
basis.

CHAIR SEEKINS: Mr. Freeman.

MR. FREEMAN: | suspect that my feelings and position on this and my
lack of enthusiasm doesn't come as a surprise to Mr. Brady. | don't
want to make a long-winded pitch on the merits of it. 1'll be a little
more practical than that. | asked the question whether you thought
this was going to require legislative approval and a change in the
statute and I'm sure that it will. From a practical standpoint, how do
[ put that? One of the lessons | learned in politics is. once in a while,
you try to do something you think should be done, but it's very
unpopular politically. Even though something is unpopular, ifyou
can get it done, it's a lose/win situation, as far as politics is
concerned. But anytime you tackle something that's very unpopular
and don't get the job done, all you've done is diminish your credibility,
harmed your reputation politically, and haven't accomplished

anything other than that.
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From a practical standpoint. 1994 is an election year and you know,
as well as | do. the concern that our politicians have tor reaction from
the public as far as tampering with the Permanent Fund. The
chances of accomplishing the changes in the law that you need are
just about nil. Ifyou're not going to accomplish that and can't get the
job done, | think it's harmful to the Permanent Fund with regard to
the feelings of the public as far as the Permanent Fund Board of
Trustees is concerned to attempt it, ifyou can't get the job done. You
can do as you wish, but whether this is good or bad. there are a lot of
peopie in the Legislature today that | served with years ago and were
there when the Permanent Fund was created. They are well aware
of the background, the history, and the philosophy all along the line
and most of those people have enough seniority that they're in
positions of reasonable intluence today. When | have serious
thoughts about the Permanent Fund. | don t hesitate to talk to them
and | have a pretty good idea what are some of their feelings.
Regardless of the merit of what you're trying to do. it's not going to
happen. My suggestion would be to discuss it and whatever you want
to do. but I wouldn't put my foot on the line to get it done. That's just

my opinion.
MR, BRADY: Mr. Chairman.

CHAIR SEEKINS: Mr. Brady.

MR. BRADY: Mr. Freeman, | respectfully disagree. You know better than
| the evolution of the investment strategy of this Fund. At one time,
we didn't have a real estate portfolio. At one time, we didn't invest in
stocks. We simply started with some bonds and some cash. | think
that the Fund was late in making the proper decisions in those
investment strategies. The results will bear that out.

Having said that. | don't think this is an attempt to hoodwink the
Legislature. I'm attempting to. as convincing as | can be, go back to
our asset allocation strategy and | think we can make awfully good
sense to all ofour legislators that the success in our Fund has been
largely due to that, to date. | think we need tocontinue to bhroaden
that. | don't know what's going to be coming next. You said $10
billion and | think it's more than that. Whatever it is. there are
nedging opportunities through diversification that we re ['ooiish to

ignore. | believe this is one we should give very serious consideration
and we should move forward in a continued asset allocation through
diversification, ifyou will. What we end up purchasing, at the end of

the day, remains to be seen. The fact is. the timing is here. As |
spoke at the last Fund meeting when | said | wanted to bring this up,
| said | wanted to bring in somebody who could try to explain that
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this isn t sometning tnat is novel, new. or unique to one or two private
investors, but this is something that's going on in lots of ways with
lots of funds with lots of money.

The interesting thing is that this concentration of money is not in the
traditional risk-takers. | say traditional risk-takers are typically
colleges and universities. | guess they figure, if they lose some
money, they can go back and get some more and have it replaced.
They do swing more than the state retirement funds. Having said
that, it's notjust the colleges and universities, it's universal. I'm
sorry that maybe we haven't had a work session prior to this to go
through and exemplify some ofthe activities with proven results.
I've had the opportunity ofhaving done that and have seen those
results. | see the future here and it's very clear to me that we're
amiss, ifwe don't do this. Ifit's a gamble at this point in time
because of politicians going off and being re-elected. I'm prepared to
take that gamble because | feel that it's important to this Fund to be
able to have this diversification. Then we can sit down and decide
where it makes the most sense to go forward.

CHAIR SEEKINS: Mr. Brady, ifyou perhaps want to bring some action, you
might want to do that during New Business.

MR. BRADY: | intend to do so.

CHAIR SEEKINS: Thank you very much. We are one-halfhour behind on
our agenda.

MR. SCOTT: Mr. Chairman, because we are one-halfhour behind, could |
intercede here? | have checked with Mr. O'Leary and he could
switch to a point later on in the agenda. We do have Capital
Guardian here to address you and one part of their presentation is
going to be a conference telephone hook-up Those people are ready
and waiting and. ifit's all right with you, | think we should go on to

that one next.

CHAIR SEEKINS: We would like to then go ahead with Capital
Guardian, who is right on time.

MS. YORBA: They had to goout and place a quick telephone call.

CHAIR SEEKINS: So. we will have two new items under New Business.
One will be a real estate resolution and one will be dealing with

alternative investments.

Mr. Scott, would you introduce the next presenters on the agenda,

please?
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Investments

Buyout funds and venture capital have heen the predominant investment strategies.
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Is head of the Pension Services Group at Goldman, Sachs & Co. in New
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DONALD J. HARDY
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is the director of Private Investment Services at the Frank Russell Company
in Tacome, Weshington. He has been unth Frank Russell sinee 1977. M.
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hen interest rates on U.S. Treasury

bills dipped below 3% last summer

to their lowest level in thirty yean,

investors and the public alike were
caught by surprise.

But no one was more alert to this drop than
pension fund managers. These specialists knew that
the continuation of this trend could make it difficult
to match the high investment returns of the 1980s.

One look at the figures illustrates the prob-
lem: between the end of 1991 and the end of 1992,
total returns on equities dropped from 33.0% to
9.0%; on cash, from 5.75% to 3.61%; and on fixed-
income investments, from 16.1% to 7.6%.*

NEW ASSET CLASSES IN SPOTLIGHT

Tax-exempt funds, appropriately, arc explor-
ing new ways to increase returns. One result is
greater interest in categories like alternative invest-
ments, which have a strong potential for higher

returns.
A number of studies have shown that private

of irvestrent experience, and hes
anda trst offier. He
S. from Boston Unlversnyand an M.B.A.fiom the University of

U.S. equities produced returns of 18% or 19%
during the latter part of the 1980s, while some lever-
aged buyout funds did considerably better.

Of course, the illiquidity of these private
investments makes them subject to greater due dili-
gence and oversight. But the results can be worth it,
especially when other potentially high-yielding asset
classes like real estate are still under water.

Additionally, with traditional sources of capi-
tal like insurance companies and banks facing major
constraints, tax-exempt funds find themselves in a
new role — providing a much more active source of
capital. They are offered a much wider range of
private investment opportunities at extremely attrac-
tive returns.

Yet this asset category still suffers from one
major problem, along with its potential cyclicality
and relative youth: Very little systematic data are
available. Funds traditionally have been secretive
about their most successful alternative investments,
and the variety of strategies involved has made it
hard to develop useful benchmarks.

To start building a more accurate picture,



Goldman, Sachs & Co. and the Frank Russell
Company joined forces last summer to iaunch the
first truly comprehensive study of this investment
category. The study requested data on alternative
investment participation from the 228 largest tax-
exempt funds in the U.S. and Canada (assets ranging
from $500 million to $68 billion).

194 (85%) of the 228 funds contacted respond-
ed, a remarkably high response rate (Exhibit 1). The
results of the study, endded “1992 Survey of Alterna-
tive Investments by Pension Funds, Endowments and
Foundations,” wete released in the fall of 1992.

STRONG PARTICIPATION IN
ALTERNATIVE INVESTMENTS

This article discusses the findings of the
survey, using the terms tax-exempt fund and investor
interchangeably to refer to respondents. Percentages
arc rounded in the text and shown to the nearest
tenth of a percentage point in the exhibits.

The survey defines alternative investments
(Al) as illiquid private investments that have not
been registered with the Securities and Exchange
Commission. It focuses on eight different types of
strategies within the asset class, strategies typically
grouped together under the rubric of "alternative
investments.”2

These strategies are buyout funds, venture
capital, mezzanine financing, oil and gas programs,
distressed companies, targeted investments, timberland
(and/or farmland), and other. All strategies involve an
equity or equity-like component (Exhibit 2).

LARGEST FUNDS MOST ACTIVE
IN THIS MARKET

One of the most impressive findings of the
survey is the fast growth rate of this asset class. The
assets held by tax-exempt funds have tripled over the
past sue years.

More specifically, in 1986 about one-third of
the respondents in the survey held $12 billion in this
investment category (Exhibit 3). Today over half
(54%) have invested a total of $36 billion in alterna-
tive investments. This is a compound annual growth
rate of 20%.

The survey reveals that the largest funds are
most active in alternative investing (Exhibit 4). These
investors dominate the asset category. By and large,
they are the ones that have committed professional
staff and developed consistent strategies within this

EXHIBIT 1

Survey Participation: Breakdown of
Funds Surveyed
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investment category.

Over 80% of investors with assets of $10
billion or mote participate in at least one alternative
investment asset. Put another way, thirty-three funds
with assets of $10 billion or more account for 69%,
or $24.6 billion of all alternative investment assets.

Among the remaining funds, those with assets
from $5 billion to $9.9 billion account for only

EXHIBIT 2

Asset Allocation

SOUTCES: pensions & investments, Goldman Sachs/Frank
Russell 1992 Suivey.



EXHIBIT 3

Estimated Growth of Alternative
Investments

17.9%, or $6.4 billion, while funds with under $5
billion have 13%, or $4.8 billion, in Al assets.

The largest funds certainly have significantly
greater resources to investigate opportunities in this
market. They also have the potential to obtain better
returns and gain more control than smaller players.
Furthermore, large funds can make significant invest-
ments in private equity without exceeding their asset
allocation guidelines.

For example, funds with over $10 billion in
assets commit, on average, $750 million to Al assets,
versus a mere $106 million for funds under $4 billion
(Exhibit 5). Yet alternative investments comprise
only 3% of total assets for these giants, compared to
5% for the funds with under $4 billion in assets.

EXHIBIT 4
Participation in Alternative
Investments by Fund Size

FudSor.

EXHIBIT 5

Average Allocation to Alternative
Investments by Fund Size

MO StAfirm

1247mm

Total Fund 4u«u

“Includes ill funds committed whether drawn down or not.

This docs not mean that smalle. funds cannot
invest efficiently in alternative investments. It just
means that when they do, the investment usually
involves a larger portion of their asset allocation. And it
usually means that they invest more heavily in certain
types of Al investment than do their larger peers.

BEHAVIOR DIFFERS BY FUND TYPE
The historical behavior of tax-exempt funds

differs not only by fund size, but also by fund type
(Exhibit 6). Endowments and foundations were the

EXHIBIT 6

Alternative Investments by Fund Type
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first to enter this market, investing steadily in the
1970s and 1980s. This early involvement probably
stemmed from the long-range thinking of their
boards, as well as a shorter chain of command. Even
today, these funds are the most committed to alter-
native investing, keeping 10% of their assets in Al
funds versus only 5% for corporate funds and 3% for
public funds. Despite their smaller size, endowments
and foundations continue to commit a greater
portion of their assets to alternative investments than
corporate or public funds.

Corporate and public funds did not start
participating heavily in this market until 1982. Today
their total investment in this asset class far surpasses
the others. This fact is probably more a function of
their size than a greater commitment.

In fact, corporate funds today lead their
public fund peers, although the public funds appear
to be catching up. With the possible exception of
targeted investments (assets with a special component
such as a social or geographic imperative), union
pension funds that flirted briefly with the idea of
alternative investing seem to be sitting on the side-
lines. This may be the result of membership
constraints.

THE EIGHT MAJOR INVESTMENT
STRATEGIES

Our study breaks alternative investments into
eight different investment strategies (Exhibit 2).
Some of these, like venture capital and oil and gas
programs, have been around for yean, and thus have
solid track records.

But others came of age in the 1980s. These
include several corporate finance-related strategies
such as leveraged buyout equity funds (LBOSs),
mezzanine financing (subordinated debt), and
distressed companies (restructuring or bankruptcy
funds). The remaining strategies include farmland
and/or timberland and “targeted investments."

The alternative investment assets of respon-
dents that did not provide a detailed breakdown
were assigned to the “other" category. Coinvest-
ments and project financings are likely to be among
the investments in this category.

Inclusion of these newer strategies dramati-
cally expands the Al category. This expansion has
given Al assets more importance in the overall asset
mix and is probably the reason why alternative assets
are considered such an important, newly recognized
asset class today.

EXHIBIT 7

Fund Participation by Investment
Strategy

Percent of Funds that Participate in Each Investment Strategy
and Plan to Commit Initial/Additional Funds
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FUNDS DIFFER IN THEIR
INVESTMENT M IX

When tax-exempt funds first consider Al
investing, they usually start with venture capital,
complementing it with one or two other strategics.
Within this structure, most investors do not seem to
have one preferred plan for Al asset allocation.

Given this pattern, it is no surprise that
venture capital is the most popular asset on a partici-
pation basis (Exhibit 7). Almost 90% of the funds
with alternative investments have allocated some
dollars to this strategy. Investors also report that they
are more interested in investing in venture capital in
the future than in any other investment strategy.

Even though venture capital attracts more
participants, however, it attracts far fewer dollars than
leveraged buyouts (Exhibit 2). Investors have invest-
ed $9 billion in venture capital versus $14 billion in
buyout funds.

LBOs represent 41% of all Al assets, which
makes them the largest Al investment component
(Exhibit 2). Venture capital comprises 26% of all Al
assets, while mezzanine financing accounts for 10%.
These top three strategies represent 77% of all Al
assets. Of the remaining 23%, investors have put 7%
in oil and gas programs, perhaps because these have
been around the longest, 4% in distressed companies,
3% in targeted investments, 2% in timberland or
farmland, and 6% in "other."

The popularity of LBOs is related to the size
of each investment. Despite the attraction of venture
capital, it is difficult for investors to commit large
amounts of assets to these deals because of the small



EXHIBIT 8
Leading Strategies. Investor Profiles

b ;R . ﬁwﬁwﬂ"m

size of individual venture investments.
Leveraged buyouts, however, give equity
investors an opportunity to commit large dollar
amounts in far fewer deals. In doing this, the investor
usually purchases significant control of a company.
Given die asymmetry between the two most popular
Al strategies, it is not surprising that large investors
and public funds, in particular, gravitate toward
buyout funds, while smaller investors, endowments,
and foundations focus on venture capital (Exhibit 8).

EXHIBIT 9

Investment Process — Vehicles?

"Limited partnerships and other commingled vehicles.

Coinvestment/Add-on Investment with Funds: The investor
invests in parallel with or in different securities from the
Limited Partnership.

Fund of Funds: A multiple-manager vehicle with investments
in more than one fond.

Direct Investments: The investor does not use an intermedi-
ary such as a Limited Partnenhip or Fund of Funds.

The largest funds keep 46% of their Al assets
in buyout funds, while public funds keep 50%. On
the other hand, smaller funds have 39% of their assets
in venture capital, while the largest invest only 20%
in that strategy.

REASONS FOR INVESTING IN
THIS ASSET CLASS

The study examines the main reasons funds
invest in alternative investments. Predictably, 63%
said they were looking for superior returns. But
another 33% said their main motive was diversifica-
tion. This is understandable because the volatility of
this asset class has a low correlation with other asset
classes. Of the remaining participants, 2% said they
are looking for an inflation hedge, while 2% believe
these assets enhance their reputation.

The lack of information about alternative
investing has made it difficult to understand the
investment process itself. To clarify this, the study
looks at three different aspects of the process: the
choice of investment vehicle; organization and deci-
sion-making; and monitoring and measurement.

THE POPULARITY OF LIMITED
PARTNERSHIPS

Limited partnerships are by far the most
popular investment vehicle, accounting for 80% of
all alternative investment dollars (Exhibit 9). Direct
investment accounts for 13%, while coinvestment
with funds represents 4% and fund ot funds are 3%.

With limited partnerships, investors can rely
on outside experts for assistance in making their
investment decisions. This is particularly helpful for
smaller investors with limited staff.

Although many investors reported seeking
out coinvestment opportunities with general part-
ners. only the largest funds have been able to do this
on a consistent basis. To date, comvcstment attracts
approximately $1.6 billion.

The study shows that limited partnerships
have been, and will likely continue to be, the prima-
ry vehicle for alternative investing (Exhibit 9). But it
also reveals that certain pressures are changing the
typical partnership structure. As pension funds gain
more experience in alternative investing, they want
to take a more active role.

For instance, investors rank negotiating terms
and conditions as the most important contractual
issue. Additionally, investors are putting pressure on



partnerships to establish priority returns and to
reduce the carry jx>m the traditional 20%.

While some investors do not emphasize these
cost issues, they do search for general partners that
put their own capital at risk rather than relying solely
on investors’ capital. Overall, the bottom line seems
to be a trend toward selecting a general partner with
whom the investor can forge long-term partnerships.

Although direct investment is the second
favorite investment vehicle, with 13% of alternative
investment dollars, it is difficult to gauge whether
more funds arc going to move toward this vehicle in
the future. There is no consensus on the subject.

Clearly, the largest and most experienced
funds arc those that do the most direct investing.
They are also the ones that plan to do the most direct
investing in the future (Exhibit 9). For example, 50%
of the investors with over $10 billion in assets plan to
commit additional funds through direct investing,
compared to only 25% of the smaller funds.

Direct investing allows the larger funds to
avoid the fees charged by general partners. Many
smaller funds say they would like to do more direct
investing, but they simply do not have the resources,
time, or staffto do the necessary groundwork.

DECISION-MAKING

Participation in alternative investments brings
with it a unique set of risks and rewards. As private
investments, these assets are much less liquid than
traditional stocks and bonds. Thus the due diligence
process is different, more complex, subjective, and
more judgmental. In addition, investments must be
held longer than many others to yield the expected
results.

To determine whether investors handle this
category differently, the study looks at who is
responsible for the decision-making process, includ-
ing the initial decision to participate in alternative
investments; allocation by strategy; and, finally, selec-
tion of individual investments.

The study shows that top-level management
exercises unusually strong control over this entire
three-tier process. The investment committee or
board of directors maintains total control over the
first two decisions virtually 100% of the time. They
maintain control over the selection of individual
investments about two-thirds of the time. When
they do give up control, the board or investment
committee delegate the third tier of decisions to the
chief investment officer or other professional staff

29% of the time and to an outside consultant % of
the time.

Nearly half (4996) of the investors use outside
consultants to help evaluate or manage this asset
category. The study defines consultants as external
advisors who provide either non-discretionary advice
or handle selection and oversight of investments on a
discretionary basis.

Looking at the specific functions performed
by these advisors, survey respondents said they use
consultants in an advisory capacity (22%), to handle
due diligence (18%), to take on the entire decision-
making process (6%), and as Qualified Plan Asset
Managers (QPAMS) (3%).

MONITORING AND MEASUREMENT

There is no consensus among respondents
about how to measure performance in this asset cate-
gory. Although 52% report using a benchmark, there
appears to be little consistency. Many tunds consider
their benchmarks to be proprietary information.

When it comes to measuring actual perfor-
mance, most investors report turning this risk over to
the internal staffor the trustee bank. The respondents
are split on measurement methods. 53% use internal
rate of return as their primary method; 48% use time-
weighted race of return; and 16% use cash on cash.

A large majority of respondents (84%) say
they would welcome development of generally
accepted performance measurement standards for

this asset class.

THE FUTURE OF
ALTERNATIVE INVESTMENTS

Looking toward the future, 71% of the
funds say they intend to expand their alternative
investment assecs in the future. This answer
suggests a strong appetite for these investments.
More specifically, the funds selected four strategies
as most popular going forward; venture capital,
buyout funds, distressed companies, and mezzanine
financing.

Investors were also asked which single invest-
ment strategy they would favor if they were just
starting out. The three top choices were venture
capital (39%), buyout funds (16%), and mezzanine
financing (8%), in that order.

However, when asked to select three invest-
ment strategies, investors still rank venture capital
first (81%), but mezzanine financing is second



(56%) and buyout funds third (52%). This suggests
that venture capital and mezzanine financing may
be the leading alternative investment strategies in

the tuture.

GREATER OPPORTUNITIES FOR
INVESTORS

The timing seems right. Today, the economy
has started to expand. Yet many traditional lenders
arc still relegated to the sidelines until they solve
their own capital adequacy and loan problems.

In the meantime, pension funds, endow-
ments, and foundations are filling this gap. These
tax-exempt investors have suddenly become a much
more important source of capital to the economy as
a whole. Thus, they receive a much larger flow of
more sophisticated transactions to evaluate and select
from. And many of these transactions fall into the
alternative investment category.

To evaluate and track these transactions may
take more expertise than other investments. But with
the potential for double-digit returns, clearly the
rewards justify the extra effort.

It is clear today that alternative investments
offer investors an unusual opportunity. By investing
in these strategies, tax-exempt funds may achieve
both the higher returns and the diversification they
will need in the 1990s to succeed in the new, lower-
return investment environment.

ENDNOTES

The authors with to thank for their assistance with the
research anil preparation ot' thij article: W. Dlair GatfT. Matthew A.
Bernstein. and Jill Byatt of Goldman, Sacht 4c CO : diiaron L.
Hammel. Holly F. D'Annunzio. Heide L. Brttger, and Sandra M.
Sullivan of The Frank Russell Company; and April W. Klimley of
Rlimley Communication!.

'Sources for these figures: equities, the Ruuell 1000
index; cash, ninety-day Treasury bills; fixed-income, the Lehman
Brothers Long-Term High Quality Government/Corporate Bond
Index.

following is how the study defines the eight strategies
commonly considered alternative investments:

\B‘ﬂmczmd Equity investments in companies that have
undeveloped or developing products or revenue.

Buyoutfunds: Equity investmenu in public or private
companies that result in the purchare of a significant portion or
majority control of the company.

Distressed conpanies: Investments made through the
purchase of debr or trade claims in companies that are m financial
distress, restructuring, or bankruptcy.

KlezaanmeJinanarf: Investment in the subordinated debt
of pnvately owned companies. The debtholder participates m equity
apprecianon through conversion features such as rights, warrants, or
options.

Oil and ges prograTs: Investment m the exploration for oil
and/or gas resetvei or in the development of proven reserves.

Timberland or farmland: Investment in land to harvest
timber or farm commodities.

Targeted investments: Investments that have a special
component, usually related to geographical, economic, or social
issues. These investments are somenmes referred to as “ETIs,” or
"economically targeted investments,” and include investment in
minority-owned businesses and state-financed housing.

Ciher: This category is a catchall that includes assets that
respondents did not break down into individual strategies. Coinvcst-
ments and project financings may be among the investments in this

category.
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Alaska Permanent

Capital Management Company

900West Fifth Avenue, Suite 701
Phoe: (907) 272-7575 Ao AR o Faje (907) 272-To74

February 2,194
Mr. Carl Brady, J.

Board Member
AlaskaPermanent Fund Corporation

VIA COURIER

Dear Car:

Thank you for providing acopy of the Permranent Fund Trustees' Resolution 93-12
which setsin motion a legislative request to authorize Altermative Investment Strategics.
Thankyou, also, for acopy of the proposed legislation and the andlysis thered.

At the autset, allow me to coment that this praposal gpears to have beenwell thought
out The Trustees startedwith the lroed conogpt of Altermative Investments: (which
could have involved everything from investments in tinoer, agricuttural land, and venture
capital) and quickly narrowned it down to investirents in corporate stodk

Having estaldished rint focus, cartainimportant investiment paranreterswerewisely
establishect

1. Other institutional co-invertors are required This insures thet additiondl
partidpants—institutional investor pears— scrutinize each transadtion

2. A significant level of other institutional participation Is established. Whenthe
Fund started real estate investing, it usedthe same goprcechand it provided for the
important useful exchange of information between largefunds. 1t also provided aneeded
comfortand confidence level aud "eased” us into investirents and relationships over time.
This gave us an gpportunity to expand our knonledge, inareese our returs and revise and
estallish policy over along praracted period

3. A cap laplaced on the amount of such investment. Thisiswise asit contrasthe
amount of non-diversificationwhich could ooour and restridts the Fund to activity in the

small and medium capitalization conpany field. Youwon't keddetojoinin ue
Paramount takeover under this legislation; andyou shouldn't!!

rizturtd W Us. curitui @V OranUiiw



FISCAL NOTE

STATE OF ALASKA BILL NO.  Senate Bill No. 214
19A LEGISLATIVE SESSION

Revision Dale: Dept. Affected: Department of Revenue
Title: ‘An Act relating to investments ot the permanont fund in certain BRU: APFC

limited partnerships each ol who principal purpose is investment In
securities of public or private companies; and providing for an

effective date.*
Component: APFC

Sponsor: Senate Rules Committee by Request.
Requestor: SenateState Affairs. COMPONENT SERIALNO. 109

OPERATING FY95 FY9%6 FY97 FY98 FY99 FY00

PERSONAL SERVICES

TRAVEL

CONTRACTUAL 200.0 206.0 215.0 223.0 232.0 240.0
SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 200.0 206.0 215.0 2230, 232.0 240.0

CAPITAL

REVENUE FUND SOURCE:

FUNDING: (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA
Other (Corporation Receipts » 1022) 200.0 206.0 «15.0 223.0 232.0 240.0

TOTAL 200.0 206.0 215.0 223.0 232.0 240.0

POSITIONS:
FULL-TIME

PART-TIME
TEMPORARY
Estimate of current year (FY94) Impact: S

ANALYSIS:  (Attach a separate page if necessary) The Corporation intends to begin expending money for due diligence relating to these
investments on July 1,1994. These costs will Include a 'gatekeeper* fee similar to current real estate advisory fees; and will Increase annually at

the 3.75% Inflation ra te .

Prepared by: William H. Scott. Executive Director Phono: (907) 465-2047
Division: Alaska Permanent Fund Corporation Date: April 12.1994
Approved by . .

Commissioner: Darrel J. Rexwinkel. Commissioner Date:

Agency: Department of Revenue

R D502 I atoh 21 2 oo LagaE O - Orrc-
e/ on y g0 10t
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4. An effort is made to spedfically exdude conmpanies in die oil and ges sectorswho
may operate in Alaska. This, too, is prudent in thet it would ke wise to avoid even the
gopearance of involverment in this sectarin anoil and ges Stdle.

| think that you and the Trustees have done afinejob and thet the reguest for the
legislationis reasoralde andwell thought out  You areto e conmrended onreaching for
the gpportunity to increase battomline yield and tho pessage of the legislation will penmit
that

Finally, allownotoobserve that the curentlegislative dratt is adequate andwill permit
youto dothejob. Itisnotasartfully wittenas| would have preferredbecause it gopears
to be precocuypied with the buainess form of howa transadtionmight e put together
rather than the investment itself. Eachtransadiionis differentand it could be a limited
partnership, ajoint venture, acorparation, eic. Each venture might use a financial
adviser, aconsutant, albraerage mergerand acquisition teeam etc. 1f| hadadanceto
rewrite the legislation, | would dwell an the investment notwho pulls the dedl together
andhowitis organized

| have takentho liberty of endasing my view of nore fooused legislative verbiage.

As aways, thanks for giving me an ggportunity to comment. | gojoy being "keptin the
looplandhope thet | have teen costructive.

Please give my regardsto the ather Trustess.

Sincerely,

David A, Rose
Chainman



STATE OF ALASKA
Boards and Commissions

PERMANENT FUND

BOARD: Board of Trustees of the Alaska Permanent Fund Corporation

BOARD IDENTIFICATION NUMBER: 076

DEPARTMENT: Department of Revenue

AUTHORITY: AS 37.13.040

STATUS: Active

REQUIREMENTS: Financial Disclosure

PROHIBITIONS: Conflicts of Inteiest - Ownership of interest in entities in which corporation
assets are invested; public members may not hold any other state or federal office/position
except as a member of the armed forces.

TERM: 4 years

DESCRIPTION: 6 members appointed by Governor: 4 public members (may not hold any other
state or federal office, position or employment, either elective or appointive, except as
member of armed forces) with recognized competence/wide experience in finance,
investments, or other business management-related fields; 2 heads of principal departments,
1 being the Commissioner of the Department of Revenue; board elects chair; vacancies to be
filled promptly; terms of public members shall be staggered so that no more than one term of

a public member expires each year.

FUNCTION: Manage and invest the assets of the permanent fund and other funds designated
by law.

CHAIR: Board elects.

SPECIAL FACTS: Quorum - 4 members; may be removed by the Governor with a written
explanation; report (by September 30) to Governor/Legislature/public.

COMPENSATION: Standard Travel and Per Diem. Public members receive honorarium of $400
per day.

MEETINGS: 8 times per year; 10 days total.
FOR FURTHER INFORMATION CONTACT: Mr. William H. Scott, Executive Director, Alaska

Permanent Fund Corporation. P.O. Box 25500 M/S 0401, Juneau, AK. 99802 5500,
Phone: 907 465 2047, Fax: 907 586 2057

(Raviaed Decambar 23 1999 202



STATE OF ALASKA
Boards and Commissions

Membership Roster

' PERMANENT FUND (076)

Member

Nancy Bear Usera
Commissioner/Principal State Department
Comm/DOA/P.O. Box 110200

Juneau, AK 99811-0200

Carl F. Brady, Jr.
Public

2100 Atwood Drive
Anchorage, AK 99517

Oral E. Freeman
Public

2743 Third Avenue
Ketchikan, AK 99901

John T. Kelsey
Public

P.O. Box 527
Valdez, AK 99686

Darrel J. Rexwinkel
Commissioner/Revenue
Comm/DOR/P.O. Box 110400
Juneau, AK 99811-0400

Ralph C. Seekins

Public -- Chair

1625 Old Steese Highway
Fairbanks, AK 99701

(Rovteod Oacomtd 23, 1993

203

Appointed

11/27/91

02/01/91

02/01/91

03/06/87

10/01/91

02/01/91

Reappointed

07/01/92

07/01/91

07/20/93

Term EXxp.

07/01/96

07/01/94

07/01/95

07/01/97



FISCAL NOTE

Senate Bill No. 244

STATE OF ALASKA BILL NO.
194 LEGISLATIVE SESSION
Revision Date: Dept. Affected:  Department of Revenue
Title: 'An Act relating to Investments of the permanent fund in certain BRU: APFC
limited partnerships each of who principal purpose is investment in
securities of public or private companies; and providing for an
effective date.*
Component: APEFC
Sponsor: Senate Rules Committee by Request.
Requastor: SenateState Affairs. COMPONENT SERIAL NO. 109
OPERATING FY95 FY96 FY97 FY98 FY99
PERSONAL SERVICES
TRAVEL
CONTRACTUAL 200.0 206.0 215.0 223.0 2320
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 200.0 206.0 215.0 223.0 232.0
| CAPITAL
REVENUE FUND SOURCE:
FUNDING: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other (Corporation Receipts - 1022) 200.0 206.0 215.0 223.0 2320
TOTAL 200.0 206.0 215.0 223.0 232.0
POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY
Estimato of current year (FY94) Impact: $ A

FY00

240.0

240.0

240.0
240.0

ANALYSIS:  (Attach a separate page if necessary) The Corporation intends to begin expending money for due diligence relating to these
investments on July 1.1994. These costs will Include a ‘gatekeeper* fee similar to current real estate advisory fees; and will increase annually at

the 3.75% inflationrate.

Prepared by, William H. Scott. Executive Director Phone:
Division: Alaska Permanent Fund Corporation Date:
Approved by

Commissioner: Darre' J. Rexwinkel, Commissioner Date:
Agency: Department of Revenue

(907) 465-2047
April 12,1994

PREPARER TO PﬁRIg)\/I EA%L DISWBUTION COPIES 0 GOVERNOR'% LEGISLATIVE OFFICE

or furthor aistribution Information call the Governor's Legislative

D FHOMR

ICOPage 1¢ 1
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Permanent Fund changes asked

operations inAlaska.

Freeman cast the only dissent—
ing vote on the alternative invest—
ment resolution. He stll opposes
the narrower legislation that re—
sulted, saying the term *“[limited
partnership" istoo vague.

Freeman said Monday that
while limited partnerships pro;
ise greater retums, they aL "f"nme
their investment, while the general then for legislation that would al— with greater risk of big losses.
partner who puts the deal together low investments in the far broader Senate President Rick Halfoiu
assumes the legal lidvility. In re— category of “altemative invest— R-Chugiak. referred both bills to
tum, investors can receive in— ment strategies," which also in— four committees each - a long
come. capital gains and tax bene— cludes leveraged buyouts, oil and path to travel through one cham—

BRIAN S. AKRE
ASSOCIATED PRESS

The Alaska Permanent Fund
ard of trustees wants legislative
rmission to invest a portion of
3 state™ oil-wealth savings ac-
unt in limited partnerships.

But one trustee questions the
sdom of putting hundreds of mil-
ms of dollars into limited part-
~=ips. an area of investments
e considers too broad and risky.
The trustees also are asking
iwmakers t lift the restriction
hat prevents the fund from invest-

The board wants leg! ,.ative permission to
invest some of the state3 savings in limited
partnerships, which carry a higher return

but also a higher risk.

ng inmore than 40 percent of any
Juilding or other real estate.

Supporters say the changes
would allow the fund to adapt to a
changing investment market and
continue bringing in high returns
that lead to larger dividends for
Alaskans.

The two changes are in Senate

Bills 244 and 245, introduced on be— rate stocks. It would require the

foreign stocks, government bonds,

gas projects, and commodities ber. He did not return phone calls
Under state law. the Permanent such as timber. for comment P*riday and Monday .
Fund invests only in domestic and The board, on a 51 wte, ap— Rep. Terry Martin, R-Anchor-
proved a resolution directing its age, said the Legislative Budget
real estate, mortgage securities stafftoseek such legislation. and Audit Committee introduced
and Treasury hills. But the staff “toned down'™ the the bill Friday simply to open up
SB244 would only allow invest— legislation in light of trustee Oral the issue for discussion. Me, too,
ments in limited partnerships that Freeman’ objections, research of— doubted itwould go far,

are principally invested in corpo— ficer Jim Kelly said. SB245, which would remove the
"It was just too wild. He didn’t provision inslate law that says the

half of the board. Both are sched— general partner to have at least think inan election year the Legis— fund cannot own more than 40 per—

uled to have their first hearing Fri-.

day before the Senate State Affairs
Committee.
SB244, the limited partnership

bill, is expected to generate the vestment.

most debate.

Limited partnerships are in— partnerships could not exceed 5

vestments usually sold through
brokerage firms, investors put up
cash that typically goes toward

real estate, stock or major devel—

opments, such as oil and natural
gas drilling projects.

The limited partners risk only

lature would give the board the au— cent of any real estate investment,
thority, basically, todo anything it has a better chance of gaining pas—
sage. Martin said.

The fund began investing in real
estate in 1983. The 40 percent limit
was intended to reduce the risk of

five years experience managing
large securities investments. The
fund could contribute no more than wants todo."

60 percent of the capital for the in— There initially were concerns
that the change was being pushed

Total investment in limited as a way to get the fund to invest
in the trans-Alaska natural gas being a novice investor by allow—
percent of the Permanent Fund, or pipeline, which Gov. Walter J. ing the fund touse the expertise of

experienced partners.
In a recent memo to the board,
Pete Jeans, the fund’ real-estate

Hickel has promoted for years.
But SB244 would specifically
prohibit investment in [limited

about $750 million under the fund"s
current value.

The legislation has been nar-
t
|






Alaska Permanent Fund Corporation
P.0. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

MEMORANDUM

DATE: December 27, 1993

TO:

William H. Scott
Executive Director

FROM: Pete Jeans n

Real Estate Investment Officer

SUBJECT: Elimination of 40% restriction on real estate acquisitions

This memorandum should be attached to the memorandum dated November 18,
1993 to the Board of Trustees as additional information.

The following three investment opportunities are examples that were lost by APFC
during the past three months due to the 40% restriction on real estate acquisitions.

1.

Park 227
Industrial Property
Kent, Washington

This proposal was received from the L & B Group. The proposed investment
included 39 acres with 5 industrial buildings, 100% leased. The total
purchase price was $26,500,000 and the initial cash on cash was 9% after
fees.

After preliminary review, APFC decided to move forward and hired Saylor
Capital to perform in-depth due diligence. APFC was considering 40% and
the Public Employees Retirement Association of Colorado (PERA) was
considering the remaining 60%. The due diligence was completed by both
APFC and PERA and the decision was made to proceed with documentation.
During this process, APFC and its attorneys could not negotiate acceptable
buy-nell arrangements and were forced into backing out of this investment.
PERA is proceeding to do 100%. The interesting thing on this investment is
that it was presented to the APFC first, and we recommended PERA to the
L & B Group as a potential partner.



Mr. William H. Scott
December 27, 1993
Page 2

2. 278 Post Street
San Francisco, CA
(Retail Property on Union Square)

This proposal was received from LaSalle Advisors. The property is being
converted to Nike Town and other upscale retail. The cash on cash is
projected to be over 9% after the renovation. The total investment was
$34,600,000. The same situation occurred as above and PERA is doing 100%.

3. Sequoia Station Shopping Center
Redwood City, CA

This proposal was received from TCW Realty Advisors. The total purchase
price was $33,725,000. The initial cash on cash after fees was 9.33%. The
proposal was presented to APFC toward the end of October and the seller
required a closing by December 15, 1993. We looked at the property and
were interested in proceeding. TCW was unable to locate co-investors that
could close by the December deadline. As a result, we lost the opportunity to
consider this investment.

As more institutional dollars are made available for real estate, it is going to
become more and more difficult for APFC to become involved in the better
investments unless we can control the investment. In order to do this, we need to
have the flexibility to go up to 100% on some of the smaller investment
opportunities.



Alaska Permanent Fund Corporation
P.0. Box 25500 Juneau. Alaska 99802-5500
(907) 465-2047

eJanuary 6, 1994

The Honorable Randy Phillips
Chairman, Legislative Budget & Audit
Room 103, State Capitol Building
Juneau, AK 99801-1182

Dear Senator Phillips:

As you requested last week, please find enclosed proposed draft legislation
(Attachment #1) which would amend the Permanent Fund's list of
authorized investments to provide for up to 100 percent ownership in real
estate investments. | would suggest the bill be titled, "An Act relating to
real estate investments of the permanent fund; and providing for an
iImmediate effective date."

| appreciate the opportunity to appear before the Legislative Budget &
Audit Committee next week to request introduction of the bill. For the
information of the members, | am enclosing a number of supporting
documents which collectively present the rationale for seeking this
legislative change.

Attachment #2 is the Board of Trustees resolution dated December 6, 1993
in support of this proposed change. The Trustees adopted this resolution
unanimously.

Attachment #3 is a memorandum dated November 18, 1993 addressed to
the Board of Trustees from our Real Estate Investment Officer, Pete Jeans.
It explains the need for the change from an historical perspective.

Attachment #4 is a letter dated November 9, 1993 addressed to Mr. Jeans
from the Corporation's outside real estate consultant, Paul Saylor. This
letter provides the consultant's fiduciary opinion in support of the change.



January 6, 1994
Senator Randy Phillips
Page 2

Attachment #5 is a letter dated November 16, 1993 addressed to Mr. Jeans
from the Corporation's real estate legal counsel, Morrison & Foerster,
which also provides a fiduciary opinion in support of the proposed change.

Finally, Attachment #6 is a copy of an article which appeared in the July
1993 issue of The Institutional Real Estate Letter. The article, | think,
makes a compelling case from an uninterested but expert third-party
perspective that the concept of co-investing as currently practiced by the
Alaska Permanent Fund Corporation is not necessarily in the Fund's best
long-term interest.

We are seeking this change primarily because we are convinced it will help
us to do a better job protecting and enhancing the Permanent Fund.

Thanks very much for your willingness to support this proposal, and we
look forward to addressing this issue at the upcoming LB&A meeting on
January 12.

Sincerely,

William H. Scott
Executive Director

WHS:JK:ly

Attachments



Attachment #1

DRAFT LEGISLATION FROM DEPARTMENT OF LAW:

Section 1. AS 37.13.120(g)(16) is amended to read:

(L6) equity interests in, and debt obligations secured by mortgages
granting a first lien on, real estate improved by completed and substantially rented
buildings and located in the United States [[IF THESE INVESTMENTS ARE
MADE

(A) INACORPORATION,PARTNERSHIP, TRUST, OR OTHER

ENTITY IN WHICH, ATTHE CONCLUSION OF EACH INVESTMENT

TRANSACTION, AT LEAST 60 PERCENT OF THE BENEFICIAL

OWNERSHIP INTEREST ARE HELD BY OTHER INSTITUTIONAL

INVESTORS, AND WHICH IS ORGANIZED AND OPERATED FOR THE

PURPOSE OF MAKING REAL ESTATE INVESTMENTS BY A BANK,

INSURANCE COMPANY, OROTHER MANAGER OF INSTITUTIONAL

FUNDS THAT HAS HAD AT LEAST FIVE YEARS OF EXPERIENCE IN

THE MANAGEMENT OF REAL ESTATE INVESTMENTS OF

INSTITUTIONAL INVESTORS,; OR

(B) WITH CORPORATIONS, PARTNERSHIP, TRUSTS, OR

ENTITIES IN WHICH, ATTHE CONCLUSION OF EACH INVESTMENT

TRANSACTION, AT LEAST 60 PERCENT OF THE BENEFICIAL

OWNERSHIP INTERESTS IN THE CO-INVESTING ENTITY OR

ENTITIES AS AWHOLE ARE HELD BY INSTITUTIONAL INVESTORS,

AND IF

(1) ATTHE TIME OF INVESTMENT THE FUND HAS NO
MORE THAN A 40 PERCENT BENEFICIAL OWNERSHIP

INTEREST IN THE REAL ESTATE INVESTED IN ASAWHOLE;



(i)  THE RIGHTS AND OBLIGATIONS OF THE FUND ARE
SUBSTANTIALLY SIMILAR TO THOSE OF THE OTHER
INSTITUTIONAL INVESTORS, EXCEPT FOR THE PERCENTAGE
INTEREST IN THE PROPERTY; AND

(i) THE PROPERTY IS MANAGED AND OPERATED BY
AN ENTITY THAT HAS HAD AT LEAST FIVE YEARS OF
EXPERIENCE IN THE MANAGEMENT OF REAL ESTATE
INVESTMENTS OF INSTITUTIONAL INVESTORS];
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Alaska Permanent Fund Corporation
P.0. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

RESOLUTION OF THE BOARD OF TRUSTEES
OF THE ALASKA PERMANENT FUND CORPORATION
PERTAINING TO LEGISLATIVE CPIANGES IN THE ALASKA STATUTES
RELATING TO REAL ESTATE INVESTMENTS BY THE
ALASKA PERMANENT FUND CORPORATION

RESOLUTION 93-11

WHEREAS, the Fund is limited in directing business decisions on real
estate investments as a 40% participant; and

WHEREAS, the Alaska Permanent Fund Corporation is impaired in its
ability to reach its targeted real estate asset allocation within current parameters; and

WHEREAS, the Alaska Permanent Fund Corporation has lost
opportunities to acquire high return, low risk real estate investments;

NOW, THEREFORE, BE IT RESOLVED, THAT the Board of Trustees
unanimously directs staff to seek legislative changes to provide for up to 100%
ownership in real estate investments.

PASSED AND APPROVED by the Board of Trustees of the Alaska

Permanent Fund Corporation, this 6th day of December;, 1993.
/ .

Chairman, Board™ofTrustees
Alaska Penrnment Fund Corporation

ATTEST:

Corporate Secretary
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Alaska Permanent Fund Corporation
P.O. Box 25500 Juneau. Alaska 99802-5500
m907)465-2047

MEM ORANDUM

DATE: November 18. 1993

TO: Board of Trustees
Alaska Permanent Fund Corporation

FROM: Pete Jeab
Real Estate Investment Officer

THROUGH: William H. Scott
Executive Director

SUBJECT: Recommended Legislative Changes. Real Estate
I am recommending a change to Title 37, Chapter 13, Section 37.13.120. the Alaska

statute that authorizes the Fund's investments in real estate. The reference to real
estate investment responsibilities ofthe Board of Trustees will be changed to read:

0)(16) equity interest in. and debt obligations secured by mortgages
granting a first lien on, real estate located in the L:nited States.

UG6)(A) deleted

(16)(B) deleted

(L6)(B)(i) deleted
M6)(B)(ii) deleted
(16)(B)(iii) deleted

This change removes the restriction on real estate acquisitions. The real
estate "investment list" is stricken from the Statute and transfers to the Board of
Trustees, the responsibility for establishing prudent investment standards and
guidelines through the annual real estate resolution.

In order to justify this recommendation itis necessary togive abrief description of
the Fund's real estate experience overthe past tenyears,along with my views on
the changes thac are taking place in the industry.

In 1983, the year the Alaska Permanent Fund Corporation made its first
investment in real property, the Board of Trustees had allocated 6% of the $3 billion
Fund to real estate. The Board of Trustees hired a real estate consultant to assist

if3
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in selecting three real estate advisors. From 1983 through 1987. the Fund took a
passive role in real westate investing and relied almost exclusively on the
recommendations of the consultant and advisors. Additionally, the 40% co-
investment requirement created a high comfort level for the Trustees. By co-
investing with larger, more sophisticated pension funds and endowments, the
Permanent Fund took advantage of their expertise and leadership in real estate
investing. During this period, control and involvement in property decisions were
not priorities for the APFC.

In the later part of the 80's, there was a turnover in Permanent Fund real estate
staff. Soon after, the Fund employed new real estate consultants and attorneys, all
of which resulted in a more directive approach to real estate investing. The Fund
has become more involved in the real estate investment process, from requiring
certain controls and buv-sell arrangements on each real estate transaction to
initiating disposition activities. Even as a 40% piaver. the Fund has been ab'e to
negotiate either equal or favorable terms and receive coequal treatment from larger

investors.

Historically, market conditions played an important role in negotiations for
favorable terms. During the recent market decline in the industry, many pension
funds sat on the side lines, offering little competition for deals. Now that the
market has shown signs of recovery, pension funds are re-entering the markets.
Like the APFC, our institutional partners are gaining knowledge and confidence in
their abiiities to control investments and they no longer allow us to participate as
an equal partner in a 40/60 deal. The only way to secure the same level of control
that the Fund historically obtained with past investments is to acquire an equal or
majority interest.

Control is by far the greatest benefit of holding a majority position in an
investment. Timing of major capital events, such as a property sale or the funding
of a mall redevelopment designed to head off new competition, is often crucial to
enhancing returns on a property. The inertia of some institutional partners has
caused numerous missed opportunities for the Permanent Fund in the past.

Other advantages also exist. The real estate asset allocation set by the Board of
Trustees will be more easily attainable. Unless a single deal is exceptionally large,
the acquisition of a single property will not materially affect the diversification
strategy. Through resolution, the Board of Trustees will continue to maintain
control over the diversification goals.

Legal costs will be reduced substantially by eliminating or decreasing the
negotiations over control issues in partnership agreements. Complications in
replacing investment advisors are directly correlated with the number of partners
inadeal. The replacement process is simplified in a 50/50 to 100% investment.
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By having the option to take 100% ot an investment, we anticipate an increase in
deal flow. W ith only one or two investors involved, advisors will be more likely to
propose acquisitions to us. particularly those with short closing time frames.

This proposed change to the Statute will give the Board ot Trustees the flexibility to
direct the real estate staff by board resolution. Attached is a letter from our legal
counseland real estate consultant recommending these changes.
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TEL. (4041 251609 new York office

FAX: (404) 251 0271 437 Madison Avenue, aotm floor
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Paul H. Saylor FAX%

November 9, 1993

Mr. Pete Jeans

Investment Officer

The Alaska Permanent Fund Corporation
801 West Tenth Street

Suite 302

Juneau, AK 99801

RE: Proposed Legislation
Dear Pete:

You have asked that | give a few thoughts why | am in favor of a legislative change
to allow you to take up to a 100% interest in an investment.

1) Control

Although co-investment documentation is evolving to the point where a
minority investor will not necessarily be disadvantaged as to influence or
control, there is no such thing as a 40% gorilla. In other words, it would be
preferable for the APFC to invest on a basis that we'd allow it to control major
investment, management and divestment decisions in its own best economic
interests, rather than be influenced by one or more investors which may, at
least over time, have differing objectives.

While | believe the APFC has been advantaged by retaining discretion over
major investment, management and divestment issues, it is currently required
to be totally aligned with one or more partners in order for activities which best
serve it to occur. Examples include the inability to close recent transactions
because of (what | consider) minor differences with a 60% partner, and your
lack of influence in matters associated with Boston Real Estate Counsel assets
in a situation where at least one of your partners was lethargic and
bureaucratically hamstrung from acting in all partners' best interests.

2)  Maximum New Opportunities

As property markets turn back in favor of sellers, the APFC will receive



3)

increasingly fewer high quality investment opportunities, as investment
managers will be less in need of the APFC's capital and wish to conclude
transactions with either one investor or a commingled format over which they
have discretion. Currently, it is relatively complicated for a transaction
originator to identify an asset for the APFC with the condition the APFC will
only pursue due diligence or the consummation of a transaction once a
compatible investment partner has been identified. Recently, transactions have
gone elsewhere to avoid this process.

Additionally, there are increasing concerns regarding potential incompatibility
of APFC requirements with those of certain other active investors. Although
the multi-asset co-investment opportunity which we have collectively pursued
for the last several months will go a long way to establish levels of overall
compatibility among several investors and standardized processes, sellers or
transaction originators generally attempt to avoid the unknowns associated
with due diligence and documentation requirements of multiple investors.

Management Changes

Since the APFC appropriately exercises rights of management oversight, it is
more likely to recognize management program weaknesses and to move to
correct them than most other institutional investors. Existing assets and
portfolios need to be intensively managed in order to improve their performance
and occasionally to position assets for sale. Managers who are ineffective
should be replaced, and manager replacement is most difficult to accomplish
for the APFC as a minority investor especially since most partners of the APFC
are required to live with an "approved list" of investment managers.

I do not at all advocate that the APFC should only pursue acquisition of full interests
in individual assets and portfolios, but | believe a change of legislation to allow you
to do so is most important. It is my view that the immediate effect of such change
will not be termination of your co-investment programs, but rather a gearing ud of the
process contemplated by your co-investor conference tnis past April. Your ability to
be a major partner, rather than (always) a minor partner is most important to the
achievement of your objectives set forth for the asset class of real estate and to your
competitiveness in the marketplace.

Yo Y,
P3ii ii, uayiui
CC: Llewellyn Lutchansky
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November 16, 1993 (415) 677-7048

VTA FACSIMILE

Mr. Pete Jeans _

Real Estate Investment O fficer
Alaska Permanent Fund Corporation
P.0. Box 25500

Juneau, Alaska 99802-5500

Dear Pete:

, ~you have a3ked us to review the Broposed
legislative amendments to Section 37.13.120(g) of the Alaska
Statutes in the context of our eerrlence as Investment
counsel for the Alaska Permanent Fund Corporation (the
"APFC"). We understand that the legislative amendment to be
reviewed by the Board would modify subsection (g)(16) of
Section 37.13.120 to provide:

, (g) Subject to the limitations contained in
N

this section, the board ma¥ invest fund assets at the
competitive national market rates or prices that are
applicable to each investment only in

o (163 Equity interests in, and debt
obligations secured by m,ort%ages granted a first lien
on, real estate located in the United States.

We believe that this proposed amendment would be

beneficial in carrying out the investment policies of the
APFEC for several réasons. First, it would allow the APFC to
effect real estate investments that fu [fill its investment
objectives without imposing legal constraints that may not
be ‘relevant to ensuring that the investments are prudent.
Second, the existing provisions of Section 37.13.120 that
would remain unchanged by this legislative proposal ensure
that sufficient fiduciary safeguards are present in
connection with the acquisition of real estate by tr.e APFC.
Third, and perhaps most significantly, the proposed
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amendment would allow the APFC to invest in real estate on
terms that are comparable to the terms available to ERISA-
reqgulated corporate and Taft-Hartley (union) retirement
plans and a majority of governmental retirement systems. By
adaP,tln?, the standards utilized by most tax-exempt
institutional investors, the APFC w ill be poised to compete
more effectively with such investors for real estate
OPpOF'[UH.I'[IeS and to exert the degree of control that many
of such |rhves,to,rs, have viewed as conducive to maximizing

m

return an inimizing risk in their real estate portfolio

investments.

. The current provisions of Section 37.13.120(qg)(16)
include specific limitations that mandate, among other
requirements, that the APFC not hold greater than a

40 percent beneficial ownership interest in a real estate
investment at the time of acquisition, that the real estate
investment is improved by completed buildings and that ruch
bU|Id|_n(t1,s are substantially leased, These types of
restrictions are typwally referred to as "legal list"
statutes and were commonly used in state statutes applicable
to public and private retitement plan investments prior to

1974.
The enactment'of the federal ERISA statute in 1974

eliminated the applicability of these Ie%al list statutes to
private corporate and union retirement Pans. ERISA imposed
eneral fiduciary standards applicable to all types of

g | . .
mvestments. The foundation of these fiduciary standards is
the prudence and diversification rules of Section 404 cf
ERISA. These rules are incorporated into

fSectlons 37.13.120(a) and éc) of the Alaska Statutes and are

ully applicable to the APFC's real estate investments.

The drafters of ERISA abandoned the legal list
statutes in favor of general rules of Prudence and
diversification for two reasons. First, to the extent that
a restriction found in a legal list is a restriction
appropriate to effecting a prudent and diversified

investment, the legal [Iist restriction is merely duplicative
with the general fiduciary standards. Moreover, to the
extent that the restriction was unneces_sarg to ensuring that
appropriate fiduciary caution was exercised in effecting an
investment, the legal list restriction was viewed as
impeding the plan's ability to pursue prudent acquisition

e

opportunities.

UOAM1«07/1)
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, Since the enactmeud of ERISA, a majority of public
retirement systems have adopted legislative changes that
substitute general fiduciary standards for legal list
statutor% restrictions. The rationale underlying these
changes has been similar to the legislative intent of
Congress in enacting ERISA, that the legal list restrictions
are either dU£,I|cat|_ve with the general standards of
prudence and diversification, are obsolete interpretations
of such standards or are general exa,mP,Ies of such standards

that may not be appropriate in specialized investment

contexts.

, It would be beneficial to the APFC to ?ursue
investment opportunities in real estate under standards
sim.ilar to the fiduciary standards applicable to the
majority of institutional investors competing for these
investment opportunities. Because the APFC w ill be fully
obligated to pursue real estate investments that satisfy the
prudence, diversification and other standards applicable
under Section 37.13.120, to the extent that the legal list
restrictions of current subsection (g)(16) are appropriate
to ensure prudence or diversification, these restrictions
will still apply to r estate investments of the APFC.
Thus, for example, if purchase of more than forty percent
of the beneficial ownership of a particular real estate
investment would not be consistent with the standard of
maintaining a reasonable diversification among investments,
the "forty percent rule” would continue to apply. If,
however, 1t was not onlg prudent and consistent with
dlver3|f|c_at|on standards to invest in a larger percentage
of a particular real estate investment, but would allow
8reater controls with respect to operating buddgets leasin
ecisions and other control features detefmined relevant t
enhance the APFC's investment return, the fort¥ percent ru
would operate to lim it potential investment returns in the
APFC real estate portfolio.

u ry, the legal list restrictions of

) are generally redundant with the prudence
and diversification standards of sections (a) and (c)p of
Section 37.13.120. In those instances where these
restrictions do not duplicate the general standards, but
provide more onerous restrictions, it is difficult to
justify rules that do not further the standards of _P_rudent
real estate acquisitions or may impede such acquisitions.

di
eal
a

g
0
le

mma
(%.6)
i

In s
subsection (g
f|§

It is widely recognized that the current real
estate acquisitions market demands a greater scrutiny of

14VB81* 07/
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current income opportunities than was the case in years
where capital aé)prema,tlon.m real estate could be more
eaSI.|¥ projected. It is significant to note that the APFC's
ab|l|?/] to control decisions that are economically relevant
to both income and potential capital appreciation is lim ited
by its current inability to acquire a majority interest in
its real estate investments. y allowing the board and, to
the extent delegated by the board, the APFC staff, the
ability to balance the economic benefits of control agains
the costs of such a percentage acquisition, the APFC w ill
able to maximize its investment objectives in a context
relevant to each particular investment opportunity it
reviews for potential acquisition.

_ Please contact me if we can be of further
assistance in this matter.

t
he

Very truly yours,

H axkil

Rachel Markun
RM: prad

YRS
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SECURITIZATION by Steve Bergsman
REITs On a Tear
Deja Yu- Have We Been Here Before?

Real estate investm ent trusts have been on a tear. For thefirst
quarter of 1993, REFFsposted returns of 19-1 percent, easily
outdistancing the S& P 500 which only m anaged a 4.3 percent

return. Fhis was an even faster startthan in 1992 when REITS

blistered the market for a 20.“ percent return, again showing up the S&P 500
which only notched a decent 7 “ percent return.

Ic's not just the market performance of REITs that has caught the eye of die
investor— last year, the REIT market raised S6.6 billion, nearly S2 billion greater
than the previous record year of 54.8 billion. More than haif of that S6.6 billion
was raised by existing REITs which were extremely active in the real estate
market, acquiring 52 billion worth of properties. REITs suddenly became the
Japanese of the Nineties. The paradox is. after mugging the U.S. real estate
market with a seemingly inexhaustible su”~p'y of capital, the Japanese have
disappeared. Will the same thing happen Continued. Page 5

CO-INVESTMENT

by Steve Bergsman

The Dark Side

Co investment May Be Trendy,

But It Not Al Wine and Roses

The conceptofcc investing has been around for decades, but

recently, itseem s to have become the in "thing to do.

Increasingly, over the past threeyears, investors and investm ent

managers alike have been dressing theirportfolios up with

co-investments—the institutional
'‘grunge" look.

The "grunge look"—ripped jeans and flannel shirts— may be popular in
some circles today, but it certainly isnt lor everyone. Neither is co-investment.
Even if co-investment is particularly well-suited to the needs of your fund, there
are numerous issues which must be considered to make sure your beneficiaries
don't end up in rags and tags.

Like die gnmge look, the trendsetter for co-tnvesunent came out of the Pacific
Northwest. Since the mid-1980s, the /Alaska Permanent Fund—a S15 billion
endowment organised for the benefit for Continued. Page 15

investment community’s analog of the
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Co-Investment

Trendy, But It's Not All Wine and Roses

@rinedonael
all the citizens of Alaska and funded
by taxes on mineral extraction reve-
nues—has been the leader in the U.S.
co-investment movement.

The reason? As always, necessity
is the mtlier of invention. By statute,
the maximum interest the Permanent
Fund can hold in any single property
is 40%. This means that, in order to
make separate account investments
work—and the Alaska Permanent
Fund's Real Estate Investment Officer.
PeteJeans, very much wants his fund
to be a separate account investor—
the Fund has no choice but to co-in-
vest (join with other tax-exempt funds
to make a purchase).

As a result, for the last eight years.
Jeans has made co-investment after
co-investment, bringing into his real
estate plays more than 100 pension
fund investment partners. The ap-
proach has worked well for the
Alaska Permanent Fund, and now
Jeans has come south to spread his
gospel throughout the "Lower 48 »
(More than aO pension, foundauon and
endowment funds recently attended a
pnvate conference on co-investment in
Dallas, sponsored by the Alaska Per-
manent Fund and its advisors,)

Obviously. Jeans is having some
success spreading the word. He ed-
its this success to the discontent so
many pension plans have been feel-
ing over the real estate investment
programs in which they invested dur-
ing the early to mid-1980s. During
those formative years. Jeans explains,
the institutional investor community
enthusiastically embraced the con-
cept of blind pool commingled fund
investing. With this approach, agroup
of tax-exempt investors would invest
their capital in a specified group trust,
insurance company separate account
or limited partnership organized and
managed bv an investment manager
in order to enable those investors to
acquire a diversified portfolio of real
estate assets. The problem with these
funds, says Jeans, is that inves'ment
decisions and management responsi-

bilities were left in the hands of a third
party who had ultimate discretion
over the funds—and who almost al-
ways had significant conflicts of inter-
est. To make matters worse, when the
real estate market collapsed, funds
trying to escape the calamity discov-
ered they were blocked by poorly-
conceived exit strategies.

Today, pension pians. still tangled
in the webs of commingled funds but
anxious to get in on the buying oppor-
tunity’ of a lifetime, are looking for new
paradigms—alternative forms of real
estate investment that can offer
greater control and liquidity. Of
course, the ultimate control results
when a pension fund acquires prop-
erties directly with no partners. Some
funds are unable or disinclined to go
that route, however, which, according
KOJeans, iswhat makes co-investment
so appealing today.

If one considers investment struc-
tures on a continuum, notes Allen
Andersen, a Principal with the Dallas
office of Arthur Andersen Real Es-
tate Service
Group, they will
fall somewhere
betveer sole
ownership and
commingled
funds. Where on
the continuum co-
investment lies—  |NVEStO[S.
especially in re-
gards to the control issue—'s still
subject to debate. Andersen, for one.
says he would place co-investment
closer to commingled funds on the
spectrum, rather than placing it
squarely in the middle.

Of the many forms of co-invest-
ment. the least popular have been
those which require advisors, operat-
ing partners or developers to put their
own capital at nsk alongside the in-
vestors. While some investors now
require such arrangements, others
shy away because of the obvious
inherent conflicts of interest. (As Bob
Burke, a Principal of AMB Institu-
tional Realty Advisors likes to point

i iioniit
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out. the investment management in-
dustry appears to have come full cir-
cle. The real estate investment man-
agement industry really rook off, ex-
plains Burke, when the Employee
Retirement Income Security Act of
1974 (remember ERISA?] mandated
that pension funds interject a fiduci-
ary between pension plan assets and
deal promoters. Today, notes Burke,
pension funds requiring their advisors
to co-invest effectively are requiring
them to become promoters—creat-
ing, once again, precisely the kind; of
conflicts the provisions of ERISA
sought to eliminate.)

An examination of many of these
structures also will reveal that the
advisor/developer/operator often
stands to receive back in fees during
the first few years of the investment,
an amount equal to or exceeding the
capital it generally committed to the
partnership. In such cases, the pen-
sion fund's coinvesment “partner"
may have little or no capital at risk
after the first few years.

To make matters worse, warns
Allen Andersen, when the other part-
ner is not a tax-exempt fund there
usually is a disproportionate level of
investment. The tax exempt investor
typically funds something akin to 90-
95% of the investment and the advi-
sor, 5-10%. Those kinds of splits don't

Ofthe many forms of co-investment,
the least popular have been those
which require advisors, operating
partners or developers toput their
own capital at risk alongside the

really do what the pension fund
wants them to do.

When pension funds do require
their investment managers to put their
own capital at risk in the deal, adds
Jim Curtis, a Principal with San Fran-
cisco-based workout specialist The
Bristol Group, they typically are
seeking to align the interests of their
partners with their own. The hope,
explains Curtis, is that, by having
their capital at risk alongside the
pension fund’s capital, the operat-
ing partner will be more attentive to
the management of the pension
fund's investments. “That’s the hope,"

Continued, Next Page
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notes Curtis, "We've learned, how-
ever. that People can make equally as
bad investment decrsrons with t err
own .!’”O”EZ as with somebaody
else's." Clearly, therefore, havm
capital at nsk 5.N0 quarantee tha
things will go weil,

urtis “also cautions that fre-
quently the partner doesn't even have
Its own capital at risk. They raise it
from other sources or they borrow it
The problem 1. when ‘the capital
contributed is non-recourse, the in-
vestment mangger o romoter really
isn'tat risk at all. In such cases.” warns
Curtis, "all that these co-Investment
requirements really create is the illu-
sion of comfort."

In addition, an incompatibility of
incentives often exists in these types

co-investments..

of mvestments accordrn% to. Ron
Karp of the Summit. NJ-hased con-
sulting firm Ronald A Karﬁ &As50-
clates. Karp notes that there 1. a
mismatch In the long-term stabllity
and financial staying” power of the
pension plan versus the investment
advisor or operating partner. "If the
Investment gets mto trouble Who s
t{orn% t0 fund the losses? Obvrous r¥
g0ing to be the pension plan. A d
that” is %orng to Create a problem
when It tomes to decision-making,"
The most popular form of co=in-
vestment, however, Is between Simi-
lar investors with similar objectives
and resources, such as wo or more
ension plans, Even here, however,
here are variafions and’ concerns.
One ty‘de of co-investment, for exam-
Pe relies on an advisor who brings
ogether investors wjth a common
Investment strategy The advisor then
executes transactionsaccordingly. Asec-
ond type of co-investment occurs when
Investors unite under their own nitia-
tive—when the co-Investment is inves-
tor-drjven. rather than manader ~(nven,
The principal feature o even( C0-
investment. however, Is that

volyes more than one mveftor (the
typrcal co-Investment involved be-
tween three to five mvestorsﬁ Therein
lies co-investment's strength—and its
weakness.

For a smaller Pensron plan, co-in-
vestment offers the opportunrtt( t0
artrcrpate m transactions |ar%er han
?se the plan otherwise would bﬁ
ble to execute on its own. "Sma
funds mav not be able to invest in
Iarg projects simply. because their
catron IS insutficient.” explains
Terry Ahern, a_Principal wrt the
Clevéland-based Townsend Group.
It also enableé a Iarger investor 1o
achieve more diversification than oth-
erwise would be possible b mvestmq
directly. Accordrnr[; to Ifs href Red
Estate” Investment Officer. Grayson
Sanders, for example, the Ameritech
Pension Trust as

assembled
roughly SI.2 brl-
ion” real estate
nortfolio over

are nothing mere fa ™ past “ten
than a commingled fund warmed over, g

Kears Sanders
otes however
hat because it
has acgurred
much that
ortfolio b%/ C0-investing. with other
ax exempf funds. Ameritechs S12
billion posrtron is covered by a port-
folio of more than 514 billion in'real
estateassets.

Investors who have done co-in-

vestments often say they like bernﬁ
mvo Ived wrth other é)artrcrpants Wit
similar ﬁoas because. there 15 a com-
fort with being associated with other
entities that have the same mvestment
strateg An EV Smith, Presi-
dent o L8JB Rea state Counsel
Inc. says, There | |sawarm and cozx
feeling” about dorng a ar e inves
ment “with others, For Qne
thing, there s a o more due dili-
ence. explains Smith, Each partner
ets fo scrutinize the deal there are
more checks and balances so, it's less
likelv there will be any surprises,

Def ite the lack of ur rises,
therﬁ 0 1S.going t? more
work—and fiduciary lja |||ty—forthe
c0-Investors. By co -investing rather
than commrnqlrng for example, tax-
exempt investors. not only have to
?vrew the potential investments, but

also must participate In the decision
to acquire. In addition, they must be

ongoing management of the P
ertv, and when and how eventually
to.djvest, The problem s, wrthout a
third party frducrarg to share the ns s
a ensron fund su Hect to ER
vrsrons must shoulder the |ducrary
ljahjlit ass?crated with making these
decisions alone
De pite the extra work and liabili-
[{es however, this is Precrsely the
d of control that was lacking In the
commingled funds, and precisely the
kind of control that many tax-exempt
Investors now want. When investors
were P sgrve Eiv Investin m commin-
unds, advisors ana managers
made those decisions. When advisors
became promoters and began strug-
turm fun sas artners ip$ to avoid
ern subjected to |ducra liahiljty
under ERI A they still made the de-
crsrons but, mve tors no Ion%er en-
e any insulation from fiduciary
ability. When investors realized they
weren f gom% to receive any fiduciary
insulation, they started questioning
why they shoufd give up contro|. This
issue, and. this issue ‘alone, Is the
primary driving force behind the co-
Investrent trend. “Investors were
very concerned about the lack of
coritrol in commrnr[rled funds.” ex-
plains Alaska's Pete jeans. They
wanted to be pan of the process.
Co-Investment “gives the investor
more_control.”
Or does it?

involved in decisions concerninﬁ the

LESSONS

The old axiom of real tate used to
be "location, location, location." BUt,
counters Tim Getz. [nvestment Offi-
cer with the Ohio Publrc Employees
Retirement System, the axiom re-
Ih{ should be “control, contral, con-
trol. You're ngt domgoto et that con-
trol," warns Getz, "oy sharing your
decision- makmg DOWEY. Getzspeaks
from experiencé—his fund was a pio-
neer in poth the early commingled
fund and co-investment movements,
"One of the Iefsons that we learned
from commrnr%ed funas was tha(s the
Investor didn make portfolio deci-
sions. The dec jions were alwa s be-
ng made Y someone else. When
things got difficult, it was impossible
t0 achieve consensus.” Getz warns
that the problem 15 no different with
co-investments, which he says are



nothing more than a commingled
fund warmed over,

As noted before, one of the
strengths of co-investment Is the
added layer of scrutiny. This also s a
weakness, however, because It often
can b; difficult if not impossible to
8et multiple parties to come to a
ecision.” And, since co rnvestors
don't always have equal shares, by
definition, Someone is bound fo end
up with @ minority rnterest Obviouslv.
that can be a reai prob em ifthe maior-
Ity rnvrf]stors have a different point of
view than the minority investors.

“Co- rpvestment complrcates
every srng e aspect of a fransaction.
says Susan Hudson-Wilson. Direc-
tor of Portfolio Strategy for Boston-
based Alprrch Edstman and

Waltch. "All of a sudden there are
two or m%re partl s—very rnterested

parties—that need and ought to be
satrsfred on everX srnl_ple aspect o the
Investment.” As Hudson-Wilson
points out. however, a hot button for
one co-investor may not he so hot for
3nother Tltis can make it extremely

Ifficult to structure a transaction.

Once a co-investment has been
completed, however, there essenually
are five decisions upon which co-in-
vestors have to agree: leasing; capital
improvement; budget; sale;” and an
exit strate%y In a co-Investment, the
way for the investors to feel their way
through those processes, savs L&B'S
Smith"(who has been putting to Sther
co-investment deals since the 19/Cs
Is to make sure that one partrcrpan
never has mare than S0percent of the
vote. To make a C0-Investment pro-
gram work, explains Smith, a reason-
?a lﬁs eev | of democracy must be es-

Michael Evans. National Direc-
torwith Ernst &Young's Real Estate
AdvrsorZ Services in San Francisco,
counters that co rnvestment adds an-
oth er unneed eve {0 problem
sovrn over t e Iife ot the asset.
‘W gn there are decisions to be made

Ifferent Investors v.ho have
changrn objectives and strategies,
there’is always going to be the poten-
tial for conflicts of interest.”

Hudson- erson concedes that co
investment may be a great way for a
smaII pension Iplan to participate in
larger rnvestme ts, but rerteraﬁes that,
“tere Is true lack of control when you
need it most." At the point when you

most need and want to do something
or —Ir e invest more or reduce thé

ze of your investment—you di
covert tyouro tions aren t muc
different than if you had invested in
a commingled fund.

A FORMULA
FOR SUCCESS
Co-investors typrcalhf try to.avoid the

roblem of potentidl conflicts of In-

erest by finding other investors with
similar “investment objectives. "The
big key to success in co-investment is
prckrng your partners,” admits Jeans.
%does little %oog to find a partner

who wants to propertres or fne
long term, if you want to sell after
thrée Zgars

C
tor of CB Commercial Realty A
sors. feels that establishing a pre-ex-
Istin assocrauon for co-Investment
can greatly enhance the success of the
co-investment. “These associations of
like-minded investors agree in ad-
vance 10 a defined real gstate invest-
ment Strategy, acriursrtron process
standardized”contracts covering the
decision-mak mci powers of rnvestors
and transferability of interests, and
pre-neqotiated nvesiment manage-
ment fees that are performance -hased
and aligned with the investors’ inter-
ests. The associations and the prede-
fined process allow the rnvestment
manager to move %urc ly and to bet-
ter ne otrate with the selfer." CB com-
pleted its first co-investment in 1981
and has created an active co-invest-
ment association of ||ke minded in-
vestors, Scott Tracy, Grayson's pat-
ner at CB Commercial, adds that, "T
association promps the co- rnvestors
to address mosr. of the issues before-
hand, and minimizes the difficulties
In oarnrn g consensus. Investors agree
tha %nce the initial ac% uisition deci-
sion has, been mae ea vrsor 1S
given a defined level of discretion on
Qperating decisions, thereby reducing
disputes.

When constructing the co-invest-
menr, it is crr{)cal that fhe rrohts of the
co-Investors be stated cleary and de-
frnrtrvely You must have a mecha
nism for resolving drsputes among t e
Bartrcr ants." wams Jim
resident of Kennedy Asso ates
Real Estate Counsel, a Seattle- based
advisor that has been putung together
co investments for the past™ 15Vears.

Grayson. Managrn(g Dr&ec-
Vi-

the INSTmrr al
REAL ESTATE iMMTER

Snvder explains that the problem-
solving prixess among die Co-Inves-
tors stiould be formalized as a general
an of the coinvestment aﬂreement
ometimes the process cotld be as
simple as a maiontv vote among the
co-Investors, but it also should In-
clude a way to allow an unhappy
Investor to exit the coinvestment. As
noted, liquidity Is one reason why
pension plans”are |ook|n? at Co-in-
vestment. Investors, theretore, need
to be assured that there I an easy out
If they want to leave.
ur exRerrence says Jeans,
"n been J at, It we're having a
Rro lem or rsar%reementwrtha part-
er. we call a meeting and sit down
together face-to- face NrnetY nine
percent of the time we ran solve the
problem. In those few instances
Where it absolutely dogsnt work out.
the partner can Igave." According to
Jeans, that usually means the other
arters will buy out the disgruntled

he New York State Teachers
Retirement System also has been
Involved in cO-Investment transac-
tions in the past, but none recently.
"We're not saying we won't do anj-
more. but when we have a choice, we
refer to Invest on our own," notes
m. Campbell. Assistant Rea| Estate
Offrcer at NYSTRS. The Fund wants
to control its own destiny, Campbell
explains, and It is tougher to do that
when hooked into other investors. "
can be frustrating to be in a deal with
an jnvestor who has a shorter ferm
horjzon or is handicapped by political
decision-making processes,
The hottom'line is, co-investment
is a little like the Force™ —that won-
erfuI source of power that Luke Sky-
walker discovers in_George Lucas'
Star Wars. Like the Force, Co-invest-
ment can be either of great benefré or
great harm to the user—depen rnﬁ
0n how you approach it. And, as wit
all sources of power, Investors must
not forget that' co-investment has its
dark side. &

Steve Hervpman is a treelance real
estate writer in Mesa. Arizona.



Alaska Permanent Fund Corporation
P.O. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

January 13, 1994

Senator Randy Phillips

Legislative Budget & Audit Committee, Chainman
State Capitol Building, Room 103

Juneau, AK 99801-1182

Dear Senator Phillips:

Thank you for providing us with Ibbotson's report on the asset allocation of the Alaska
Permanent Fund Corporation (APFC). We are pleased to provide this initial response
to the report. Communication on this issue will continue as the board commences its
annual review of APFC's asset allocation at the February 3 meeting in Juneav.

Since April 1993, the APFC has been involved with a significant portfolio iestructuiing
program under the direction of the Board of Trustees. Upon completion, the APFC will
place significantly less emphasis on passive investment and more on active
management of the equity securities portfolio. This program has been undertaken with
our investment consultant, Callan Assodiates, Inc. (Callan), providing
recommendations and advice at each step of the program. Once conmpleted, a number
of the issues mentioned in the Ibbotson Assocdiates Asset Allocation study will have
been addressed.

After reading the Ibbotson report, Callan made die following olservations:

1 Recent performance has been good because the board and staff have done a good
job of adopting sound strategic allocation policies and employing good managers.

2 Movement toward current strategic targets at an accelerated pace may be
particularly important since much of the strong performance u fer the past severa
years is attributable to extraordinary bond retums which are unlikely to continue
given the current low level of interest rates. Obviously, we all agree with this
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assessiment and you, through significant funding of global portfolios in recent
months, have already essentially reached the strategic target allocations.

3. Diversification within the domestic equity portfolio cculd be improved with a
greater commitment to the small and mid-cap sector. Callan shares this view and
your staff recognizes the under-representation in this area and plans to address it
through the hiring of two small/mid-cap domestic equity managers in the first half
of 1994.

4. Diversification within die fixed-income portfolio could be improved with explicit
allocations to major segments such as norgages. As discussed at length at our
recent meeting, the effects of statutory limitations on fixed-income management
must be carefully considered. The use of derivative securities, lower-rated bonds
and nonUSS denominated bonds are all influenced by current (statutory)
restrictions. In addition, managing liquidity to meet annual dividend requirements
Is increasingly affecting the fixed-income portfolio. Nonetheless, broader
diversification of the fixed-income effort warrants further discussion and already
hes been scheduled for the upcoming board meeting. As an aside, | wes pleased to
e that Ibbotson recognized the fee savings and good performance that has been
achieved to date. It also is important to note that at least over the past several years
an allocation to nortgages would have hindered performance.

5. Ibbotson's expected equity retums are extraordinarily high relative to the firm’s
expected bond retums. While | sincerely hope that they are correct, the very large
premiums and the high albsolute levels may result in an underestimation of near-
term risk assodated with nore aggressive strategies. Relatedly, we, staff and the
board have all acknowledged that heavier equity commitment would result in
greater exppected retums over the long run but we all also recognize that shorter-
term consistency in retums is particularly important to the Fund since the annual
dividend is potentially at issue. Finally, it is important to note that the ""aggressive’
altemative suggested resulits in full utilization of the statutory equity maximum of
50%.

6. lbbotson very clearly aovises that die board control asset allocation at a more micro
level than it hes in the past. Specially, the study advises that the board set specific
allocations within the fixed-income and domestic equity areas and make extensive
use of spedalists in the intemational area. The directions suggest*d are contrary to
the board's movement toward providing less restrictive guidelines to its managers,
particularly the global managers. | think thet this is an important issue that already
hes been discussed at length during 1993 and warrants continued close monitoring



January 13, 1994
Senator Randy Phillips
Page 3

and review as We gain experience with the current structure. My current view is
that the board's basic as=t allocation plan, while theoretically vulnerable to the
actions of the managers, will not be adversely affected. Each manager hes indicated
that it is highly unlikely that they would make sudden drametic shifts from domestic
to intemational portfolios. We, therefore, will be able to identify any potential
problem before it undermines the program. You are continuing to use some
spedialists internationally and are planning to add spedialists in domestic mid-cap
securities. In sum, Ibbotson's management structure comments are important and |
agree that the structure, particularly the domestic structure, should be on the board’s
agenda for 194.

The staff of the APFC agree with Callan's remarks. Should the Legislative Budget &
Audit Committee (LB&A) like to discuss in greater detail these conclusions, we
recommend that myself and a representative of Callan Assocdiates, Inc. be invited to
appear before the Committee. The APFC would be pleased to make the necessary

arrangements.

We would like to express our appreciation for LB&A's efforts and those of Iblbotson in
conducting this review. It is always helpful to receive more than one independent view
of this most important subject of asset allocation.  In addition, we would be pleased to
have Ibbotson present thelr report to the Board of Trustees at its meeting on February 3,
199 at the APFC offices in Juneall

Sincerely,

Executive Director



Alaska Permanent Fund Corporation
P.O. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

MEMORANDUM
DATE: February 1, 1994

TO: Senator Loren Leman
Chairman, Senate State Affairs Committee

FROM: William H. Scott
Executive Director

SUBJECT: Senate Bill 245

In response to the concerns you voiced at last Friday's committee meeting,
here are two workable amendments to SB 245.

1. Remove the 40% ownership limitation on all real estate investments
under $50 million (thus providing the Fund with the flexibility to go
up to 100% on those investments).

2. Change the 40% ownership limitation on all real estate investments
to a 67% ownership limitation on real estate investments in excess
of $50 million.

These changes are less than we would like, but we recognize the
Legislature's prerogative to exercise control over the Permanent Fund's
investment authority. We would like to make it clear, however, that even
though these amendments would be an improvement over the status quo,
the Alaska Permanent Fund Corporation would prefer that the comm ittee
move the bill as originally introduced.

Why should the Legislature eliminate the current 40% limitation?

The primary reason your Fund managers are seeking changes to the
existing real estate statute is to gain increased management control over
the Fund's real estate investments - both for the old as well as the new
investments which the Fund will make in the future. A 40% ownership



