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c r im e ,  h a d  a c q u i r e d  i l i e i r  last c r im e  h a n d g u n  a t a g u n  
s io re .  O f  tho se , a h u m  o n e  q u a r t e r  h a d  s to le n  th e  g u n  
IVom a s to re :  a la r g e  n u m b e r  o f  th e  re s t , W r i g l u  a n d  
Rossi s u g g e s t e d ,  had' p r o b a b l y  p r o c u r e d  th e  g u n  t h r o u g h  
a lega l s u r r o g a t e  b u y e r ,  s u c h  as a g i r l f r i e n d  w ith  a c le a n  
re c o rd .  F o r  the  few r e m a in i n g  f e lo n s  w h o  a c tu a l l y  d i d  
b u y  t h e i r  ow n  g u n s ,  t h e  p u r c h a s e  m ig h t  h a v e  b e en  law fu l  
b e c a u se  th e  p u r c h a s e r  as ye t  h a d  110 f e lo n y  r e c o rd .

T h e  s u r v e y  f u r t h e r  in d i c a t e d  th a t  515 p e r c e n t  o f  th e  
p r i so n e r s  s a id  tha t  a c r im in a l  w o u ld  no t a t t a c k  a p o te n t ia l  
v ic t im  w h o  was kn ow n  lo  he a rm e d .  S e ven ty- fou r  p e r c e n t  
a g re e d  w i th  t h e  s t a t e m e n t  tha t  “O n e  re a so n  b u r g l a r s  
a v o id  h o u s e s  w h e r e  p e o p le  a r e  at h o m e  is th a t  they  fe a r  
b e in g  s h o t  d u r i n g  th e  c r im e . "  T h ir ty - n in e  p e r c e n t  o f  th e  
f e lo n s  h a d  p e r s o n a l l y  d e c i d e d  no t to c o m m i t  a c r im e  
b e ca u se  t h e y  t h o u g h t  th e  v i c t im  m ig h t  h a v e  a g u n ,  a n d  
8 p e r c e n t  s a id  th e  e x p e r i e n c e  h a d  o c c u r r e d  “m an y  
t im e s ."  C r im in a l s  in s ta le s  w i th  h i g h e r  c i v i l i a n  gun-owner- 
s l i ip  ra te s  w o r r i e d  th e  m o s t  a b o u t  a rm e d  v ic t im s ,

S in c e  c r im in a l s  can  n e v e r  b e  e n t i r e l y  s u r e  w h ic h  
b u r g l a r y  ta r g e t s  m ay  o r  may  n o t  c o n ta in  a h o m e o w n e r  
w i th  a g u n ,  o r  w h ic h  p o te n t ia l  r o b b e r y  o r  rap e  v i c t im s  
m ay  be c a r r y i n g  a c o n c e a l e d  f i r e a rm ,  th e  o w n e r s h ip  o f  
f i r e a rm s  b y  h a l f  o f  A m e r i c a n  h o u s e h o l d s  p ro v id e s  a 
g e n e r a l  d e t e r r e n t  to  c r im e  t h a t  b e n e f i t s  th e  e n t i r e  
p o p u la t io n .

H o w  G u n s P r e v e n t  C rim e
C o n s i s t e n t  w i th  th e  r e p o r t s  o f  c r im in a l s ,  o r d in a r y  

c i t i z e n s  a l s o  r e p o r t  t h a t  g u n  ow n e r s h ip  p la y s  an  im p o r ­
tan t  ro le  in  p r e v e n t in g  c r im e .  P ro fe s so r  KJeck e s t im a te s  
tha t  h a n d g u n s  a re  u s e d  a p p r o x im a te l y  845,000 t im e s  fo r  
d e fe n s e  a g a in s t  an  a t t a c k e r  e v e ry  y e a r  in  th e  U n i t e d  
S ta le s .

T h e  f i g u r e ,  i r o n ic a l l y ,  is b a s e d  on  d a ta  f r o m  a su rv ey  
c o n d u c t e d  o n  b e h a l f o f  th e  p ro- con tro l  N a t i o n a l  A l l i a n c e

C a r t e r ’s  r e s e a r c h e r s  f o u n d  n o  

p e r s u a s i v e  e v i d e n c e  t h a t  a n y  

o f  A m e r i c a ’s  g u n - c o n t r o l  l a w s  

h a d  r e d u c e d  c r i m i n a l  v i o l e n c e .

A ga in s t  V io l e n c e  (N A A V ) .  N A A V  h i r e d  P e te r  H a r t ,  a 
le a d in g  D e m o c r a t i c  p o l l s t e r ,  to  s u r v e y  A m e r i c a n s  on  
g u n s ,  a s k in g ,  a m o n g  o t h e r  t i l i n g s :  "W i th in  t h e  past f iv e  
years , h a ve  you  y o u r s e l f  o r  a n o t h e r  m e m b e r  o f  y o u r  
h o u s e h o ld  u s e d  a h a n d g u n ,  e v en  i f  it was n o t  f i r e d ,  fo r  
sc l l '-p ro tcc t ion  o r  p r o t e c t io n  o f  p r o p e r t y  at h o m e ,  w o rk , 
o r  e l s ew h e r e ,  e x c l u d i n g  m i l i t a r y  s e r v ic e  o r  p o l i c e  work?" 
S ix  p e r c e n t  a n sw e re d  "yes." Fo l low-up q u e s t i o n s  r e v e a le d  
th a t  3 p e r c e n t  o f  th e  r e s p o n d e n t s  h a d  u s e d  t h e  h a n d g u n  
a g a in s t  a p e r s o n ,  2 p e r c e n t  a g a in s t  an  a n im a l ,  a n d  I 
p e r c e n t  a g a in s t  b o th .  T h a t  4 p e r c e n t  s a id  " ye s” to d e f e n ­
s ive g u i .  i c  a g a in s t  p e r s o n s  m e a n t  t h a t n b o u t  18 p e r c e n t  
o f  h o u s e h o l d s  w h e r e  a h a n d g u n  was o w i r  .» . o r  p ro t e c ­

t io n  h a d  a c tu a l l y  u s e d  th e  h a n d g u n  fo r  p ro t e c t io n .
K lc c k ' s  an a ly s i s  s t a r t e d  w i th  the  ‘f-percen t “yes"  f rom  

M a r t ' s  d a ta .  K le c k  m a d e  (he e o n se i v a t i v e  a s s um p t io n  tha t  
e a ch  “y e s ” r e la t e d  to o n ly  o n e  g u n  u s a g e  in th e  la s t  f ive 
y ea r s— 1 l in t no  h o u s e h o l d  u s e d  a f i r e a rm  fo rse l f-de fen .se  
two o r  m o r e  t im e s  in th e  f ive yea rs . T h u s ,  3,224,880 
h o u s e h o l d s  r e p o r t e d  s e l f- d e fe n se  u s a g e .  K le c k  th e n  
d i v i d e d  hv  f ive ( s in c e  th e  q u e s t i o n  h a d  a s k e d  a b o u t  u sage  
in th e  la s t  l i v e  ye " rs )  to  a r r i v e  a t an  e s t im a te  fo r  the 
a n n u a l  n u m b e r  o f  u se s  o f  a h a n d g u n  fo r  se l f-de fense : 
044,97(5— o r  r o u g h ly  o n c e  e v e i y  48 s e co n d s .

S in c e  K le c k ’s e s t im a te  is b a se d  o n  re sp on se s  to a 
p o l l s t e r  it s h o u l d  b e  e m p h a s i z e d  tha t th e  045,000 f ig u r e  
is n e c e s s a r i l y  im p r e c i s e .  T h e  o r i g in a l  q u e s t io n  p o se d  by 
P e te r  H a r t  c o u l d  h a ve  e l i c i t e d  a “yes" an sw e r  f r o m  an 
in s e c u r e  g u n  o w n e r  w h o  h a d  p e r c e i v e d  a  c r im in a l  th re a '  
th a t  d i d  n o t  in fac t  e x is t .  K le c k  p a r t l y  c o n t r o l l e d  s'. f- 
t l c f e n s e  in f l a t i o n  f ro m  fa lse  “yes" an sw e r s  by  a ssu  . l i n g  
th a t  no  “yes"  a n sw e r  r e la t e d  to  m o r e  th an  o n e  d e fe n s iv e  
u se . In  a d d i t i o n ,  th e  045,000 e s t im a te  ap p l i e s  o n ly  to 
h a n d g u n s :  th e  o r i g i n a l  q u e s t i o n  d i d  n o t  ask  a b o u t  d e f e n ­
s iv e  u se  o f  l i l i e s  o r  s h o t g u n s .

In  1990, P ro fe s so r  C a r y  M a u s e r ,  o f  C a n a d a ’s S im on  
F ra s e r  U n iv e r s i t y ,  a s k e d  A m e r i c a n s  a b o u t  u s e  o f  a h a n d ­
g u n  o r  a lo n g  g u n  fo r  se l f-de fense ; th e  re sp on se s  s u g ­
g e s t e d  a p p r o x im a te l y  091,000 a n n u a l  d e fe n s iv e  u se s  o f  
g u n s  o f  a l l  types . A c c o r d in g l y ,  we m ay  c o n c l u d e  th a t  g u n s  
a r e  u s e d  d e f e n s i v e l y  a t le a s t  h a l f  a m i l l i o n  t im e s  a year .

O f  c o u r s e ,  th e  fac t t h a t  a g u n  is u s e d  fo r  d e fe n s e  do e s  
n o t  m e a n  th a t  a s h o t  is f i r e d ,  o '  an  a t t a c k e r  w o u n d e d  o r 
k i l l e d .  A b o u t  95 p e r c e n t  o f  se l f- de fen se  u sag e , says K le ck . 
i n v o lv e s  m e r e l y  th e  b r a n d i s h i n g  o f  a w e a p o n  to  d e t e r  a 
p e r c e i v e d  a t ta ck .

W h i l e  th e  m a jo r i t y  o f  d e fe n s i v e  h a n d g u n  use  is s im p ly  
b r a n d i s h i n g  a w e a p o n  to f r i g h t e n  away a n  a t t a c k e r ,  K le c k  
su g g e s t s  th a t  1,700 to  3,100 h o m ic id e s  a y ea r  a re  a c tu a l ly  
j u s t i f i a b l e  h o m ic i d e s  c o m m i t t e d  by  c i t i z e n s  u s i n g  a 
f i r e a rm  to d e f e n d  th em s e lv e s  o r  a n o t h e r  p e r so n  ag a in s t  
v i o l e n t  a t ta c k .

O n e  B u l l e t  a t  a  T i m e
W h i l e  m o s t  A m e r i c a n s  b e l i e v e  th e y  have a r i g h t  to 

ow n  a g u n ,  a n d  b e l i e v e  t h a t  g u n s  c an  be  p ro te c t i v e ,  even 
m a n y  g u n  ow n e r s  a r e  b a f f l e d  a t  th e  g u n  lo b b y ’s a p p a r e n t  
i n t r a n s i g e n c e  in  i ts r e f u s a l  to a c c e p t  a b a n  on  so-cal led 
a s s a u l t  w e a p o n s  o r  a w a i t i n g  p e r io d  on  g u n  p u rc h a se s .

T h e  a s sau l t-w capon  i s s u e ,  h ow e ve r ,  t u rn s  o u t  to i n ­
vo lv e  m u c h  less t h a n  m e e t s  th e  eye. F i r s t  o f  a l l ,  i t  s h o u ld  
b e  e m p h a s i z e d  t h a t  m o s t  p e o p l e  w h o  ow n  s e m i ­
a u to m a t i c s  s u p p o r t  s t r o n g  c o n t r o l s  on  a c tu a l  m a c h in e  
g u n s .  E v e r  s in c e  d i e  N a t io n a l  F i r e a rm s  A c t o f  1934, 
a c q u i s i t i o n  o f  re a l  m a c h in e  g u n s — g u n s  th a t  c o n t in u e  to 
f i r e  b u l l e t s  r e p e a t e d ly  as l o n g  as th e  t r ig g e r  is h e ld  
d o w n — has r e q u i r e d  a d i f f icu l t- to-ob ta in  f e d e ra l  l i c en se .  
T h e  N R A  d i d  n o t  o p p o s e  th e  r e s t r i c t i v e  m a c h in e  g u n  
law  w h e n  it was e n a c t e d ,  a n d  h a s  n e v e r  i n d i c a t e d  any  
d e s i r e  to  r e p e a l  t h e  law.

W h i l e  m a c h in e  g u n s  d o  h a ve  a u n i q u e  c ap a c i ty  for 
r a p id  f i r e ,  w h a t  w e  k n o w  as a s s a u l t  w e apo n s  d o  no t. 
A l t h o u g h  m o s t  o f  t h e  p u b l i c  b e l i e v e s  t h a t  a s s a u l t  
w e a p o n s  a r e  m a c h i n e  g u n s ,  th e  g u n s  in  q u e s t io n  s im p ly  
lo o k  l ik e  m i l i t a r y  w e a p o n s .  A p p e a r a n c e s  n o tw i th s t a n d ­
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The waiting period prom oted by Sarah Brady would not have stopped 
John Hinckley from shooting her husband Jim.

in g ,  t h e  g u n s  f i r e  j u s t  as e v e r y  o t h e r  c o m m o n  A m e r i c a n  
g u n  do e s :  s q u e e z i n g  th e  t r i g g e r  t i r e s  o n e ,  a n d  o n ly  o n e ,  
b u l l e t .  A c c o r d i n g  to  M a r t in  F a c k le r ,  f o rm e r  d i r e c t o r  o f  
th e  L e i t e rm a n  A rm y  I n s t i t u t e  o f  R e s e a r c h ,  a s s a u l t  
w e a p o n s  a r e  a c tu a l l y  less l e t h a l  t h a n  m a n y  f i r e a rm s  c o m ­
m o n ly  a s so c ia t e d  w i th  h u n t i n g ,  s u c h  as a n  o ld- fa sh io n ed  
12-gauge W in c h e s t e r  s h o t g u n .  T h e  B u r e a u  o f  A lc o h o l ,  
T o b a c c o ,  a n d  F i r e a rm s  s ta te s  th a t  n o  g u n s  a v a i la b le  fo r  
sa le  to  th e  p u b l i c  c a n  be  ea s i ly  c o n v e r t e d  to  f i r e  a u to ­
m a t ic a l l y .

H ard to Convert
T h e  fa c t  th a t  s e m ia u t o m a t i c  a s s a u l t  w e a p o n s  d i f f e i  

f rom  o t h e r  g u n s  o n ly  c o sm e t i c a l l y  is o n e  re a son  why 
le g i s la t i v e  b o d ie s  h a ve  h a d  so m u c h  t r o u b l e  d e f i n i n g  
th em . S in c e  th e  g u n s  d o  n o t  f i r e  f a s te r  t h a n  o t h e r  g u n s ,  
le g i s la t i v e  d e f i n i t i o n s  s o m e t im e s  fo c u s  o n  e x t r a n e o u s  
f e a tu r e s ,  s u c h  as th e  p r e s e n c e  o f  a b a y o n e t  l u g — as i f  we 
we re  s u f f e r i n g  f r o m  a  ra sh  o f  c r im in a l s  b a y o n e t t i n g  
p e op le .

O t h e r  d e f i n i t i o n s  a r e  m e r e l y  a l i s t  o f  p a r t i c u l a r  g u n s  
w i th  a m i l i t a r y  a p p e a r a n c e .  A m o n g  th e  g u n s  t a r g e t e d  by 
a ssau l t-weapons le g i s la t i o n  a r e  th e  M I  C a r b in e ;  th e  AKS 
R i l le ;  t h e  Uzi P is to l a n d  C a r b in e ,  t h e  C o l t  AR-15 H-Bar 
R i l le ;  th e  S p r i n g f i e l d  A rm o r y  4800 R i l le ;  t h e  M10 Pisto l 
a n d  C a r b in e ;  a n d  th e  AK.-56 r i l l e .  Yet s o m e  o f  th e se  g u n s  
a re  in  n o  way d i s t i n g u i s h a b l e  f r o m  m a n y  o t h e r  g u n s  n o t  
on  th e  l is ts , s u c h  as t h e  p o p u l a r  h u n t i n g  r i f l e s  m a d e  by 
W in c h e s t e r ,  R e m in g t o n ,  a n d  R u g e r .  .As f o rm e r  A t to rn e y  
G en e r a l  R i c h a r d  T h o r n b u r g h  n o te d ,  t h e  m a in  c h a r a c ­
te r is t ic  o f  an  a s sa u l t  w e a p o n  s eem s  to  b e  th a t  it has a 
b la c k  p la s t i c  s to c k  r a t h e r  t h a n  a b r ow n  w o o d e n  s to c k .

In  p r a c t i c a l  t e rm s ,  th e  le g i s la t i v e  d e f i n i t i o n  o f  a s sa u l t  
w e a p o n  a m o u n t s  to “th e  la r g e s t  n u m b e r  o f  g u n s  th a t  a 
g iv e n  le g i s l a t u r e  c an  b e  c o n v in c e d  to b a n . "  T h e  N ew  
J e r se y  a s sau l t-weapon  p r o h ib i t i o n  e v en  o u t l a w s  BB g u n s .

W h i l e  a s s a u l t  w e a p o n s  have b e e n  c la im e d  to b e  th e  
“w eapon  o f  c h o i c e "  o f  c r im in a l s ,  s u ch  g u n s  c o n s t i t u t e  a 
ve ry sm a l l  n u m b e r  o f  th e  c r im e  g u n s  s e i ze d  by th e  p o l i c e .  
T h e  F lo r i d a  A s s a u l t  W ea p o n s  C om m is s io n ' s  1990 r e p o r t  
f o u n d  th a t  a s s a u l t  w e a p o n s  w e re  u s e d  in 17 o f  7,500 g u n  
c r im e s  in  th e  y e a r s  1986-1989. T h e  W a sh in g to n ,  D .C . 
d i r e c t o r  o f  th e  p o l i c e  f i r e a rm s  s e c t io n  s ta te d  in  e a r ly  1989 
th a t  n o t  o n e  o f  t h e  m o re  th an  3,000 w eap o n s  the 
W a s h in g t o n  p o l i c e  c o n f i s c a t e d  in 1988 was a s em i ­
a u to m a t i c  a s s a u l t  r i l l e .

W h i l e  s om e  g u n - p ro h ib i t io n  a d vo c a te s  h a ve  c l a im e d  
th a t  a r e c o r d  n u m b e r  o f  p o l i c e  a r e  b e in g  m u r d e r e d  by  
a s sa u l t  w e a p o n s ,  p o l ice-o f f ice r  d e a th s  in the  l in e  o f  d u t y  
a re  a t t h e i r  low e s t  le ve l  s in c e  1968. T h e  p e r c e n t a g e  o f  
p o l i c e  h o m ic id e s  p e rp e t r a te d  w i th  a s sau l t  w e a p o n s  is 
a b o u t  4 p e r c e n t ,  a f i g u r e  tha t  has s ta yed  c o n s t a n t  o v e r  
the  la s t  d e c a d e .  T h e  FB I' s  U n i f o rm  C r im e  R e p o r t in g  
P ro g r am , w h ic h  c o l l e c t s  e x te n s iv e  d a ta  o n  a l l  m u r d e r s  
o f  p o l i c e  o f f i c e r s ,  r e p o r t s  no  in s ta n c e  o f  a d r u g  d e a l e r  
e v e r  k i l l i n g  a p o l i c e  o f f i c e r  w i th  an U z i .

T h a t  a s s a u l t  w e a p o n s  s h o u l d  a p p e a r  so ra re ly  as c r im e  
g u n s  s e i z e d  m a k e s  s en se . S t r e e t  c r im in a l s  n e e d  concea l-  
a b le  w e a p o n s ,  a n d  a C o l t  o r  a K a la sh n ik o v  r i l l e  is p r e t t y  
d i f f i c u l t  to s t i c k  in a p o cke t .  I n d e e d ,  r i l l e s  o f  a l l  types 
c o n s t i t u t e  a t in y  p e r c e n t a g e  o f  c r im e  g u n s .  A c c o r d i n g  to 
th e  W a s h in g t o n ,  D .C . , M e t r o p o l i t a n  P o l i c e  D ep .u  i n t e n t ,  
r i l l e s  a r e  u s e d  in  less t h a n  one- ten th  o f  1 p e r c e n t  o f  
a rm e d  r o b b e r i e s  in  th e  D is t r ic t .  N a t io n a l l y ,  o n ly  a b o u t  4 
p e r c e n t  o f  th e  w e a p o n s  u s e d  in h o m ic id e s  a re  r i f le s .

O c c a s io n a l l y ,  so-ca l led a s sa u l t  w e a p o n s  a re  u s e d  in 
g r u e s o m e  m a s s  m u r d e r s ,  In  S to c k to n ,  C a l i f o r n ia  in 
J a n u a r y  1991, P a t r ic k  P u r d y  u s e d  a K a la s lm ikov- type  
s e m i a u t o m a t i c  r i f l e  to  f i r e  105 sho ts  in  a b o u t  f o u r  
m in u t e s  a t a s c h o o ly a r d  fu l l  o f  C a m b o d i a n  im m ig r a n t  
c h i l d r e n .  Th ir ty- f ive  p e o p le  w e re  w o u n d e d ,  s ix  o f  w h o m  
d ie d .  P u r d y ' s  r a te  o f  f i r e  c o u l d  ha ve  b e e n  d u p l i c a t e d  by
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C h i l d r e n  p r a y in g  f o r  d i e i r  s l a in  s c h o o lm a t e s  in  
S to c k to n ,  C a l i f o r n ia .  T h e  m e d i a ’s  i n n a c c n r a te  
d e s c r i p t i o n  o f  the  m u r d e r e r ’s  g u n  e n a b l e d  d ie  

C a l i f o r n i a  a u d i o r i t i e s  to e s c a p e  c e n s u r e  
f o r  h a v in g  f r e e d  th i s  d a n g e r o u s  m a n .

a n yo n e  w i th  a n  o ld - fa sh io n e d  bo lt-a c t ion  r i l l e  o r  s im p le  
re vo lv e r ,  a n d  a u to p s ie s  o f  th e  v i c t im s  s h o w e d  th a t  the  
w o u n d s  w e re  a p p r o x im a t e l y  e q u a l  in  s e v e r i t y  to w o u n d s  
a s so c ia te d  w i th  a m e d iu m - s i z e d  h a n d g u n ,  w h i c h  e x p la in s  
why  29 o f  d i e  35 p e o p le  w h o  w e r e  s h o t  s u r v i v e d .

T h u s ,  P u r d y  c o u l d  h a ve  c o m m i t t e d  th e  s am e  c r im e  
u s in g  m an y  o t h e r  t vp c s  o f  g u n s .  B u t  th e  n a t i o n a l  m e d ia  
i n c o r r e c t l y  t o ld  t h e  A m e r i c a n  p u b l i c  th a t  P u r d y  h a d  u s e d  
an  a u to m a t i c  AK-17 r i l l e ,  a n d  th a t  s u c h  g u n s  c o u l d  be  
b o u g h t  o v e r  t h e  c o u n t e r .

Lo s t  in t h e  m e d i a  f r e n z y  o v e r  P u r d y ' s  g u n  was P u r d y  
h im s e l f ,  w h o  c o m m i t t e d  s u i c i d e  w i th  a p i s to l  a t  th e  e n d  
o f  h is  sp re e .  P u r d y  p e r p e t r a t e d  h is  c r im e  a f t e r  l i e  h a d  
to ld  a s ta te  m c n ta l- h c a l lh  w o r k e r  t h a t  he t h o u g h  a b o u t  
c o m m i t t i n g  a m a s s  m u r d e r  w i th  a  g n u  o r  a b o m b ,  a n d  
even  t h o u g h  a p a r o le  r e p o r t  c a l l e d  h im  "a d a n g e r  to 
h im s e l f  a n d  o th e r s . "

P u r d y  h a d  a  l e n g th y  h i s to r y  o f  c r im e  a n d  a r re s t s ,  
i n c l u d i n g  a r o b b e r y  in  w h ic h  a 55-year-old w o m a n  was 
s e r io u s ly  i n j u r e d ,  r e c e ip t  o f  s to l e n  p r o p e r t y ,  c r im in a l  
co n sp i ra c y ,  p o s s e s s io n  o f  i l l e g a l  w e a p o n s ,  a n d  a s s a u l t  o f  
a p o l i c e  o f f i c e r ,  a l l  r e d u c e d  to  m i s d e m e a n o r  c h a rg e s .  
H is  c r im e  c a r e e r  b e g a n  w h e n  h e  was 14 y ea r s  o l d  a n t i  
c o n t in u e d  u n a b a t e d  l o r  th e  n e x t  d e c a d e ,  u n t i l  l i e  k i l l e d  
h im s e l f  a t  S to c k to n .  N o t  o n e  oT P u r d y ' s  two-dozen  e n ­
c o u n t e r s  w i th  th e  law  e v e r  le d  to  m o r e  th a n  a few  w eek s

in p r i s o n .  T h e  m e d ia ' s  h y s te r ic a l  fo cu s  on  P u rd y ' s  g u n  
e n a b l e d  C a l i f o r n i a ’ s d e c r e p i t  c r i m i n a l - j u s t i c e  
b u r e a u c r a c y  to e s cap e  p u b l i c  c e n s u r e  fo r  a l l o w in g  P u rd v  
lo  ro am  th e  s t r e e ts ,  f r e e  lo  c o m m i t  h is  l in a l ,  h o r r ib le  
c r im e .

“Cooling O ff”
T h e  w a i t i n g  p e r io d ,  l ik e  th e  assau lt-weapon b a n ,  b e ­

c o m e s  c o n s i d e r a b l y  less a t t r a c t i v e  w h e n  e x a m in e d  c a re ­
fu l ly .  W h i l e  t h e  w a i t in g-p e r io d  in i t ia t i v e  is o f t e n  c a l l e d  
th e  "B ra d y  B i l l , "  it w o u ld  n o t  h a ve  p r e v e n t e d  J o h n  
H in c k le y  f r o m  s h o o t i n g  R o n a ld  Reagan  a n d  J im  B rady . 
W h e n  H in c k le y  b o u g h t  two h a n d g u n s  in O c t o b e r  1980, 
h e  h a d  no  f e lo n y  r e c o rd ,  a n d  n o  p u b l i c  r e c o r d  o f  m en ta l  
i l ln e s s .  T h e  s im p le  p o l i c e  a n d  m en ta l  h e a l th  r e co rd s  
c h e c k  p r o p o s e d  b y  the  B ra d y  B i l l  w o u ld  n o t  h a ve  t u r n e d  
u p  a n y t h in g  o n  h im .  A n d  s in c e  H in c k le y  b o u g h t  the  g u n s  
m o r e  th an  l i v e  m o n th s  in a d v a n c e ,  n one-week w a i l  w o u ld  
n o t  h a ve  m a d e  an y  d i f f e r e n c e  to  h im .

I n d e e d ,  a "coo l ing-o f f”  p e r io d  fo r  h a n d g u n  p u rc h a se s  
r e q u i r e s  a n u m b e r  o f  u n l i k e l y  a s s u m p t io n s  in o r d e r  to 
w o r k .  F ir s t ,  t h e  p o te n t ia l  m u r d e r e r— d e n i e d  a h a n d g u n  
im m e d ia t e l y — m u s t  th en  d e c i d e  n o t  to b u y  a r i f l e  o r  a 
s h o t g u n ,  w h i c h  th e  B ra d y  B i l l  w o u ld  a l lo w  h im  to do . 
T h e n ,  h e  m u s t  n o t  k n ow  how  to b u y  a h a n d g u n  on  the 
b l a c k  m a r k e t ,  o r  how  to o b t a in  o n e  f rom  f r i e n d s ,  re la ­
t ives , o r  a c q u a in t a n c e s .  In  a d d i t i o n ,  the  type o f  m u r d e r  
h e  i n t e n d s  m u s t  n o t  b e  o n e  f o r  w h ic h  r e a d i l y  a v a i la b le  
a l t e r n a t i v e  w e a p o n s ,  s u c h  as kn iv e s ,  a u to m o b i l e s ,  o r  ba re  
h a n d s  w i l l  w o rk .  F in a l ly ,  t h e  p e r so n  w ho  was l i t e r a l l y  
r e a d y  to c o m m i t  a m u r d e r  o n  d a y  o n e  o f  th e  w a i t in g  
p e r i o d  m u s t  c a lm  d ow n  by  d a y  s e ven ,  a n d  s tay c a lm  f rom  
th a t  d a y  fo rw a rd .

T h i s  s c e n a r io ,  w h i l e  im p la u s i b l e ,  is n o t  im po s s ib le :  it 
is a t  le a s t  t h e o r e t i c a l l y  im a g in a b l e  th a t  a w a i t i n g  p e r io d  
c o u l d  “save at le a s t  o n e  l i f e . "  B u t  a w a i t in g  p e r i o d  can 
co s t  l ives , too .

‘T l i  Be Dead by Then”
Even  a s h o r t  w a i t in g  p e r i o d  w i l l  in e v i ta b ly  p re v en t  

p e o p le  f rom  p r o t e c t i n g  th em s e lv e s  a g a in s t  c r im in a l  a t ­
ta c k  d u r i n g  th e  w a it .  W h e n  Lo s  A n g e le s  c i t i z e n s  w en t  to 
g u n  s to r e s  to b u y  f i r e a rm s  to p ro te c t  l i fe  a n d  p r o p e r ly  
d u r i n g  th e  r e c e n t  r io ts , th e y  w e r e  to ld  to c o m e  b a c k  15 
d a y s  la te r ,  to c o m p l y  w i th  C a l i f o r n ia ' s  w a i t in g  p e r io d  on 
a l l  g u n s .

A f t e r  H u r r i c a n e  A n d r ew ,  F l o r i d a ’s lo o te r s  d i d  c o n s id ­
e r a b ly  less  d a m a g e  th an  t h e i r  C a l i f o r n ia  c o u n te r p a r t s ,  in 
p a r t  b e c a u s e  F lo r i d a  has o n ly  a t lu ce- da y  h a n d g u n  wa it ­
i n g  p e r i o d ,  a n d  n o  wa it  a t  a i l  o n  lo n g  g u n s .

N o r  a r c  w a i t i n g  p e r io t l  v i c t im i z a t io n s  c o n f in e d  on ly  
to  p e r io d s  o f  c iv i l  d i s o r d e r .  I n  S e p t e m l  r  1990, a ma i l  
c a r r i e r  n a m e d  C a t h e r i n e  L a t t a  o f  C l  a r lo t t c .  N o r th  
C a r o l i n a ,  w e n t  to  th e  p o l i c e  to  o b ta in  p e rm is s io n  to b u y  
a h a n d g u n .  H e r  e x-boy f r ie n d  h a d  p re v io u s ly  r o b b e d  he r ,  
a s s a u l t e d  h e r  s e v e ra l  t im e s ,  n n d  r a p e d  he r .  T h e  d e r k  at 
t h e  sh e r i f f " s  o f f i c e  i n f o rm e d  h e r  th e  g u n  p e rm i t  w o u ld  
ta k e  two to f o u r  w eek s .  "1 to ld  h e r  I ’d  b e  d e a d  b y  th en ,"  
L a t t a  l a t e r  r e c a l l e d .  T h a i  a f t e r n o o n ,  sh e  b o u g h t  a n  i l lega l 
S20 s e m ia u t o m a t i c  p is to l  o n  th e  s t ree t .  F ive h o u r s  la te r , 
h e r  e x- b o y f r ie n d  a t t a c k e d  h e r  o u t s id e  h e r  h o u s e ,  a n d  
s h e  s h o t  h im  d e a d .  T h e  c o u n t y  p r o s e c u to r  d e c i d e d  no t
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‘ to p r o s e c u te  L .m a  rot* e i t h e r  th e  s e l f- de fe n se  h o m ic id e  
o r  th e  i l l e g a l  g u n .

A W is c o n s in  w o m a n .  D o n n ie  E lm a s r i ,  was n o t  so  lu c k y .  
O n  M a r c h  5, 1991 s h e  c a l l e d  a f i r e a rm s  in s t r u c t o r ,  w o r ­
r i e d  th a t  h e r  h u s b a n d — w ho  was s u b j e c t  to  a r e s t r a in in g  
o r d e r  to s tay away f r o m  h e r— h a d  b e e n  t h r e a t e n in g  h e r  
a n d  h e r  c h i l d r e n .  W h e n  sh e  a s k e d  th e  in s t r u c t o r  a b o u t  
g e t t i n g  a h a n d g u n ,  t h e  i n s t r u c t o r  e x p l a i n e d  th a t  W i s c o n ­
s in has a 48-hour w a i t i n g  p e r io d .  E lm a s r i  a n d  h e r  two 
c h i l d r e n  w e re  m u r d e r e d  by  h e r  h u s b a n d  24 h o u r s  la te r .

W a i l in g  p e r io d s  t h a t  a p p e a r  r e a s o n a b le  in  a l e g i s la t i v e  
c h a m b e r  m ay  b e c o m e  u n r e a s o n a b le  t h r o u g h  a d m in i s t r a ­
t ive a b u s e .  .A l th o ugh  N ew  J e r s e y  law  r e q u i r e s  t h a t  th e  
a u th o r i t i e s  a c t  o>' g u n  l i c e n s e  a p p l i c a t i o n s  w i t h in  30 days , 
d e la y s  o f  90 day s  a r e  r o u t in e ;  s o m e  a p p l i c a t io n s  a re  
d e la y e d  fo r  yea r s  f o r  n o  v a l i d  r e a s o n .  In  M a r y la n d ,  w h e r e  
an  ap pe a ls  p ro c e s s  ex is t s ,  th e  p o l i c e  a r e  o v e r r u l e d  o n  78 
p e r c e n t  o f  th e  d e n i a l s  t h a t  a re  a p p e a le d .

In stan t R eco rds Check
I f  i t  is d e t e rm in e d  t h a t  th e  way to k e e p  c r im in a l s  f r o m  

g e t t i n g  g u n s  is to im p o s e  b a c k g r o u n d  c h e c k s  on  re ta i l  
h a n d g u n  s a le s— a q u e s t i o n a b l e  d e t e rm i n a t i o n — a m a n ­
da to ry  in s t a n t  r e c o r d s  c h e c k  m a k e s  s en se .  T h e  s am e  
t e c h n o lo g y  th a t  a l low s  a s to r e  to re c e iv e  v e r i f i c a t i o n  o f  
c r e d i t  c a r d  v a l i d i t y  w i t h in  a few  m in u t e s  c an  a lso  a l low  
f i r e a rm s  d e a l e r s  to d i a l  a  s ta te  g o v e r n m e n t  re g i s t r y  a n d  
ve r i fy  t h a t  a g u n  b u y e r  ha s  n o  f e lo n y  r e c o r d .

P o l l in g  d a ta  s u g g e s t s  d i a t  m o s t  A m e r i c a n s  p r e f e r  d i e  
in s ta n t  c h e c k  to the  w a i t i n g  p e r i o d ,  p a r t i c u l a r l y  w h e n  
p r e s e n t e d  w i th  the  c h o i c e  o f  m a n d a t o r y  im m e d ia t e  
c h e c k  ( th e  NPA. p ro p o sa l)  v e r s u s  a  w a i l i n g  p e r io d  w i th  
no  r e q u i r e m e n t  th an  a n y  c h e c k  b e  c o n d u c t e d  ( th e B ra d v  
B i l l ) .  I n  r e c e n t  years , m an y  s ta te s  h a v e  m a d e  m a jo r  
p ro g re s s  in  b r i n g i n g  t h e i r  c r im in a l- r e c o r d s  h i s to r ie s  o n ­
l in e . T h u s ,  an  in s ta n t  c h e c k  s h o u l d  b e c o m e  f e a s ib le  in 
th e  n e a r  f u t u r e .

A n d  i f  r e c o r d s  a r e  n o t  s u f f i c i e n t l y  a c c u r a t e  to s u p p o r t  
an  in s ta n t  c h e c k ,  th e y  a r e  a l s o  n o t  s u f f i c i e n t  to  s u p p o r t  
a c h e c k  w i th  a one-week wa i t .  F o rm e r  A t to r n e y  G en e r a l  
T h o r n b u r g h ' s  task f o r c e  f o u n d  t h a t  e v en  i f  t h e r e  w e re  
n o  im p r o v e m e n t  in  s ta te  c r im in a l  r e c o r d s ,  an  in s ta n t  
c h e c k  w o u ld  be  j u s t  as a c c u r a t e  as a c h e c k  t h a t  c o u l d  be  
c o m p le t e d  in  o n e  w eek .

U n fo r tu n a t e l y ,  i f  a d e q u a t e  s a f e g u a r d s  a r e  n o t  in  p la c e ,  
th e  in s t a n t  c h e c k ,  l i k e  th e  w a i t i n g  p e r i o d ,  c a n  b e  m i s u s e d  
by  p o l i c e  d e p a r tm e n t s  to  c r e a te  a r e g i s t i y  o f  g u n  owne rs .  
In  1991, C a l i f o r n ia  a d m i t t e d  t h a t  i t  h a d  u s e d  th e  s t a t e ’s 
h a n d g u n  w a i t in g  p e r i o d  to c r e a t e  a l is t  o f  h a n d g u n  
o w n e r s ,  e v e n  t h o u g h  n o t h i n g  i n  C a l i f o r n i a  l aw  
a u th o r i z e s  th e  c o m p i la t i o n  o f  s u c h  a l is t .

A l t h o u g h  th e  f e d e r a l  g u n- co n t ro l  d e b a t e  ta lk s  a lm o s t  
e x c lu s iv e ly  a b o u t  re ta i l  h a n d g u n  s a le s  a n d  th e  B rad y  B i l l ,  
th e  m o s t  e f f e c t i v e  m e t h o d  to d e a l  w i t h  c r im in a l s  o b t a in ­
in g  g u n s  m ig h t  be  to  f o c u s  o n  th e  m a jo r  s o u r c e  o f  
c r im in a l  g u n s :  th e  b l a c k  m a r k e t .  A  s e n s ib le  f i r s t  s tep  in 
d e a l in g  w i th  th e  b la c k  m a r k e t  w o u ld  b e  to  in c r e a se  
p e n a l t i e s  f o r  f e n c in g  a g u n  k n o w n  to  b e  s to le n .  In  s om e  
s ta te s , th e f t  a n d  sa le  o f  a $75 g u n  a m o u n t s  o n ly  to pe t ty  
la r cen y . S e l l i n g  a “h o t "  $75 p is to l  o u g h t  to  b e  a m o re  
s e r io u s  o f f e n s e  th a n  s e l l i n g  a "h o t "  $75 toas te r-ovcn .

NRA ’s R efo rm  Proposal
W h i l e  C o n g r e s s  has s p e n t  m o s t  o f  its g u n- co n t ro l  

e f f o r t  d e b a t i n g  n ew  re s t r i c t io n s  o n  g u n  a c q u i s i t i o n ,  the  
d i s c u s s i o n  in m a n y  s ta te  l e g i s la tu r e s  has s h i f t e d  to  the  
c a r r y i n g  o f  f i r e a rm s .  T h e  S e c o n d  A m e n d m e n t  re fe r s  to 
a  r i g h t  " to  k e e p  a n d  b e a r  a rm s , "  a n d  i f  th e  te x t  is re ad  
c o n s i s t e n t l y  w i th  o r i g in a l  i n t e n t  a n d  j u d i c i a l  i n t e r p r e t a ­
t io n s  o f  th e  f o l lo w in g  c e n tu r y ,  th e  g o v e r n m e n t  c a n n o t  
r e q u i r e  d i a t  c i t i z e n s  ask f o r  p e rm is s io n  to c a n y  an  u n ­
c o n c e a l e d  g u n  in  p u b l i c .

B u t  in  m a n y  s ta te s ,  th e  r i g h t  to  c a n y  h a s  b e e n  
o b l i t e r a t e d  by  law s t h a t  r e q u i r e  a p o l i c e  l i c e n s e  to c a n y ,  
a n d  b y  p o l i c e  a d m in i s t r a to r s  w h o  g iv e  o u t  c a n y  l ic e n s e s  
o n ly  to  t h e  p o l i t i c a l  e l i te .  In  N ew  York C ity , c r im e  v i c t im s  
w ho  w i l l  t e s t i l y  a t  a f o r t h c o m in g  t r ia l ,  a n d  w h o  a re  
r e c e i v i n g  d e a t h  th r e a t s  f r om  th e  c r im in a l ' s  f r i e n d s ,  a re  
d e n i e d  c a r r y  p e rm i t s— w h i le  p o l i t i c a l l y  p o w e r fu l  c i t i z e n s  
a r e  r o u t i n e l y  g r a n t e d  th em .  W h i l e  N ew  Yo rk ’s a b u s e  o f  
l i c e n s i n g  d i s c r e t i o n  is n o to r io u s ,  the  l i c e n s in g  sy s tem s  in 
m a n y  o t h e r  c i t i e s  a r e  a lso  s k ew e d  a g a in s t  p e o p le  w i t h o u t  
s o m e  k i n d  o f  c lo u t .

E a s e d  on  a l i t e r a l i s t  r e a d in g  o f  the  C o n s t i t u t io n ,  
S e c o n d - A m e n d m e n t  a d vo c a te s  s h o u l d  lo b b y  f o r  r e p e a l  
o f  a l l  law s  r e q u i r i n g  a l ic e n s e  lo  c a r t y  a g u n .  B u t  in s te a d ,  
th e  N R A  s u g g e s t s  o n ly  r e f o rm  o f  ea s i ly  a b u s e d  g u n  
l i c e n s i n g  sy s tem s .

T h e  N R A  p r o p o s a l  r e q u i r e s  th a t  a p p l i c a n t s  f o r  a p e r ­
m i t  to  c a n y  a  p r o t e c t i v e  f i r e a rm  m u s t  u n d e r g o  sa fe ty  
t r a in in g  a n d  m u s t  s u b m i t  to a p o l i c e  b a c k g r o u n d  ch e c k .  
T h e n ,  i f  th e  a p p l i c a n t  passes the  s a fe ly  c lass  a n d  back-

E v e r y  4 8  s e c o n d s ,  a n  

A m e r i c a n  u s e s  a  h a n d g u n  f o r  

d e f e n s e  a g a i n s t  a n  a t t a c k e r .

g r o u n d  c h e c k ,  l i e  o r  sh e  is to  b e  g r a n t e d  a l i c e n s e  to 
c a n y .  T h e  b u r e a u c r a t i c  d i s c r e t io n  to d e n y  p e rm i t s  to 
q u a l i f i e d  c i t i z e n s  s im p ly  b e c a u s e  th e  b u r e a u c r a t  d o e s  n o t  
l ik e  g u n s  w o u ld  b e  r em o v e d .

Progress in the Gunshine State
C a r r y  r e f o rm  was f ir s t  e n a c t e d  in F lo r id a  in  1987, 

am id s t  v o c i f e r o u s  c r i e s  f r o m  g un- con t ro l  s u p p o r t e r s  in 
t h e  l e g i s l a t u r e  th a t  b lo o d  w o u ld  r u n  in  th e  s t r e e t s  as 
F lo r i d i a n s  s h o t  e a c h  o t h e r  w h i l e  j o s t l i n g  in  l in e  a t fast- 
f o o d  r e s t a u r a n t s .  F lo r i d a  w o u ld  b e c o m e  th e  "G u n s h in e  
S ta te , "  i t  w as  w a r n e d .

T o d a y ,  th o s e  s a m e  c r i t i c s  h a ve  a d m i t t e d  th a t  th e y  w e r e  
w ro n g ,  a n d  t h a t  t h e y  r e g r e t  th e  h a rm  d o n e  to F lo r id a ' s  
r e p u t a t i o n  by  t h e  h i s t r i o n i c  c a m p a ig n  a g a in s t  c a r t y  
r e f o rm .  I n d e e d ,  w h i l e  th e  m u r d e r  ra te  has r i s e n  14 
p e r c e n t  n a t i o n a l l y  f r o m  198(> to 1991, it ha s  f a l l e n  20 
p e r c e n t  in  F lo r i d a .  T h e  s ta le ' s  to ta l  m u r d e r  ra te  was 315 
p e r c e n t  h i g h e r  t h a n  th e  U.S. m u r d e r  ra te  in 1986, a n d  
is n o w  4 p e r c e n t  b e lo w  th e  n a t io n a l  a v e rage .  In  t h e  s am e
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Ban s  on  sem i- a u tom a t ic  " a s s a u l t  w e a p o n s ” a re  b a s e d  
on  th e  m i s c o n c e p t io n  d ia t  d i e y  f i r e  r a p i d l y  l ik e  

m a c h in e  g u n s .  T h e y  a c t u a l l y  f i r e  l i k e  e v e r y  o d ie r  
c o m m o n  g u n — one  b u l l e t  p e r  s q u e e z e  o f  d ie  t r igge r .

p e r io d ,  r o b b e r y  ro se  9 p e r c e n t  in F lo r id a ,  a n d  21 p e r c e n t  
n a t io n a l ly .

T h e r e  l ia s  b e en  n o  re s e a r c h  p r o v in g  th a t  F lo r id a ' s  
c a r r y  r e f o rm  was p a r t  o f  t h e  re a son  f o r  F l o r i d a ’s re la t iv e  
im p r o v e m e n t  in r e c e n t  yea r s .  B u t  th e  e x p e r i e n c e  o f  
F lo r id a ,  a n d  o f  o t h e r  c a r r y  r e f o rm  s ta te s  s u c h  as O r e g o n .  
M o n t a n a ,  M is s i s s ip p i ,  a n d  P e n n s y lv a n ia ,  d e m o n s t r a t e s  
tha t p e o p le  w ho  a r e  a l r e a d y  g o o d  c i t i z e n s  a n d  w ho  a re  
w i l l i n g  to  pass  t h r o u g h  a l i c e n s i n g  p ro c e s s  d o  n o l  s u d ­
d e n ly  t u r n  in to  m u r d e r o u s  p s y ch o p a th s  w h e n  g r a n t e d  a 
p e rm i t  to  carry' a f i r e a rm  fo r  p ro t e c t io n .

In te rrup tin g  a Mass M urde r 
W h i l e  t r a g ic  m ass  m u r d e r s  a re  f r e q u e n t l y  u s e d  by  the  

p io- con t ro l  l o b b y  to  p u sh  re s t r ic t i v e  laws, e v i d e n c e  s u g ­
gests  t h a t  law s p r o h i b i t i n g  f i r e a rm s  c a r r y in g  m ay  be  
c o s t in g  i n n o c e n t  l ives .

In  O c t o b e r  1991 in K i l l e e n .  T e x a s ,  a p sy chop a th  
n a m e d  G e o r g e  H e n n a r d  r a m m e d  h is  p i c k u p  t r u c k  
t h r o u g h  th e  p la te  g la s s  w in d o w  o f  a L u b y ' s  c a fe te r ia .  
U s in g  a p a i r  o f  o rd in a ry '  p i s to l s ,  h e  m u r d e r e d  23 p e o p le  
in 10 m in u t- s ,  s t o p p in g  o n ly  w h e n  th e  p o l i c e  a r r i v e d .

Dr. S u z a n n a  G ra t ia ,  a c a f e t e r i a  p a t r o n ,  b a d  a g u n  in 
h e r  ca r ,  b u t .  in c o n f o rm i t y  to  T e x a s  law, s h e  d i d  n o t  c a r r y  
the g u n ;  T e x a s ,  d e s p i t e  its W i ld-W est  im a g e ,  has th e  m o s t  
seve re  law  in  th e  c o u n t r y  a g a in s t  c a r r y in g  f i r e a rm s .  Carry- 
r e fo rm  le g i s la t io n  h a d  a lm o s t  p a s sed  th e  s ta te  le g i s la tu r e ,  
b u t  h a d  b e e n  s to p p e d  in  H o u s e  R u le s  C o m m i t t e e  by  th e  
g u n- con t ro l  lo bby .

G ra t ia  l a t e r  te s t i f ie d  t h a t  i f  s h e  h a d  b e e n  c a r r y in g  h e r  
g u n .  s h e  c o u l d  have  s h o t  a t  H e n n a r d :  “I k n o w  wha t  a lo t  
o f  p e o p le  t h in k ,  they  t h in k ,  ’O h ,  m y  G o d ,  t h e n  you  w o u ld  
have h a d  a g u n f i g h t  a n d  t h e n  m o r e  p e o p le  w o u ld  have  
b e en  k i l l e d . ’ U n h im h ,  no . 1 was d o w n  o n  th e  f loo r ;  th is  
g u y  is s t a n d i n g  up ; e v e r y b o d y  e ls e  is d o w n  o n  th e  f lo o r .

I h a d  a p e r f e c t  s h o t  a t h im .  l t  w o u ld  h a ve  been  c le a r .  I 
h a d  a p la c e  to p rop  m y  h a n d .  T h e  g u y  was no t  even 
aw a re  o f  w h a t  we w e re  d o in g .  Cm no t s a y in g  th a t  I c o u ld  
h a ve  sa ve d  a n y b o d y  in th e r e ,  b u t  I w o u ld  have  had  a 
c h a n c e . ” H e n n a r d  r e lo a d e d  f ive t im e s ,  a n d  h a d  to th row  
away o n e  p is to l  b e c a u se  i t  j a m m e d ,  so th e r e  was p le n tv  
o f  o p p o r t u n i t y  foi. s o m e o n e  to f i r e  a t  h im .

E ven  i f  G r a t ia  h a d n ’t k i l l e d  o r  w o u n d e d  H e n n a r d .  he 
w o u ld  h a ve  h a d  to d o d g e  h o s t i l e  g u n f i r e ,  a n d  w o u ld n ' t  
h a v e  b e en  a b le  m e t h o d i c a l l y  to f in ish  o f f  h is  v ic t im s  as 
th e y  lay w o u n d e d  on  th e  f lo o r .  T h e  h y p o th e t i c a l  r isks  o f  
a s tray  b u l l e t  f r om  G ra t ia  w o u ld  ha ve  b e e n  r a t h e r  sm a l l  
c o m p a r e d  w i th  the  a c tu a l  r isk s  o f  H e n n a r d  n o t  fa c in g  
a n y  re s i s ta n ce .  B u t  b e c a u s e  o f  th e  T e x a s  law , G ra t ia  h a d  
le f t  h e r  g u n  in th e  c a r  a n d  c o u l d n ' t  ta k e  a .m o t at 

3 H e n n a r d .  In s t e a d ,  s h e  w a t c h e d  h im  m u r d e r  b o th  h e r 
i  p a ren t s .
r  T w o  m o n th s  la te r ,  a p a i r  o f  c r im in a l s  w ith  s to len  
> p is to ls  h e r d e d  20 c u s t o m e r s  a n d  em p lo y e e s  i n to  the  
jj walk-in r e f r i g e r a t o r  o f  a S h o n e y ’s r e s t a u r a n t  in A n n is to n .  
'  A la b am a .  H i d i n g  u n d e r  a  ta b le  in th e  r e s t a u r a n t  was 
< T h o m a s  G l e n n  T e r r y ,  a rm e d  w i th  t h e  .45 s em ia u to m a t i c  

p i s to l  h e  c a r r i e d  le g a l l y  u n d e r  A la b a m a  law. O n e  o f  the  
r o b b e r s  d i s c o v e r e d  T e r r y ,  b u t  T e r r y  k i l l e d  h im  w ith  five 
s h o t s  in t i i e  ch e s t .  T h e  s e c o n d  r o b b e r ,  w h o  h ad  b e en  
h o ld i n g  th e  m a n a g e r  h o s t a g e ,  s h o t  at Terry' a n d  g ra z e d  
h im .  T e r r y  r e t u r n e d  f i r e ,  a n d  m o r ta l l y  w o u n d e d  the 
r o b b e r .

Tw en ty- th re e  p e o p le  d i e d  in  K i l l e e n ,  w h e r e  c a r r y in g  
a g u n  fo r se l f- de fen se  was i l l e g a l .  T w e n ty  l ive s  w e re  saved , 
a n d  o n ly  t h e  two c r im in a l s  d i e d  in A n n is to n ,  w he re  
se l f- de fen se  p e rm i t s  a re  le g a l .  Yet w h i le  A n n is to n  n e ve r 
m a d e  the  n e tw o r k  news, K i l l e e n  d i d ,  a n d  is u s e d  to th is 
d a y  as s u p p o s e d  p r o o f  o f  t h e  n e e d  fo r  se ve re  g u n  co n ­
t ro l s .  P r e c i s e l y  b e c a u s e  l iv e s  a r e  s a v e d ,  in s ta n ce s  o f  
c i t i z e n s  u s i n g  f i r e a rm s  c a r r i e d  on  t h e i r  p e r so n s  to d e fe n d  
th em s e lv e s  a n d  o th e r s  r a r e ly  m a k e  th e  n a t io n a l  news, 
e v en  t h o u g h  s u c h  d e f e n s i v e  ac ts  o c c u r  w i th  g r e a t  f re ­
q u e n c y ,  as t h e  re se a r ch  o f  P ro fe s so r s  K le c k  a n d  M a u se r  
d e m o n s t r a t e s .

Emphasis on Gun Safety 
G u n  c o n t r o l ,  p r o p e r ly  c o n c e iv e d ,  is n o t  s im p ly  a  m a t ­

t e r  o f  p a s s in g  laws , o r  a d d i n g  to th e  p a p e rw o rk  in vo lv ed  
in  re ta i l  g u n  p u rc h a s e s .  G u n  c o n t r o l  n e e d s  to in vo lv e  
p e o p le  c o n t r o l ,  o r  m o re  p re c is e ly ,  h e lp in g  p e o p le  take 
c o n t r o l  o f  t h e i r  own a c t io n s .  In  th i s  r e g a r d ,  the  NRA 's 
g u n  sa fe ty  p r o g r am s  r a n k  as A m e r i c a ’s m o s t  s u cce s s fu l  
g u n- co n t ro l  e f fo r t s .

T h e  N a t io n a l  R i f le  A s so c ia t io n  was f o u n d e d  in  1871 
b y  U n i o n  A r m y  g e n e r a l s  d i s m a y e d  a t  t h e  p o o r  
m a r k sm a n s h ip  d i s p la y e d  b y  U n io n  fo rc e s  d u r i n g  the 
r e c e n t  war . T h e  N R A  a lw ays  ha s  p la c e d  he a vy  em pha s is  
o n  i ts  m is s io n  to  t r a in  A m e r i c a n  c i t i z e n s  in re sp on s ib le  
a n d  e f f e c t i v e  f i r e a rm s  h a n d l i n g .

H ap p i ly ,  t h e  fa ta l  g u n  a c c i d e n t  ra te  is now  a t  an 
a l l- t im e low . In  1945, fo r  e v e r y  m i l l i o n  A m e r i c a n s ,  there  
w e r e  a b o u t  350,000 f i r e a rm s  a n d  18 fa ta l g u n  a cc iden ts .  
T o d a y ,  the  pe r-m i! l ion ra te  is 850,000 a n d  6 acc iden ts .  
A s  th e  g u n  s u p p ly  p e r  c a p i t a  m o r e  th an  d o u b l e d ,  fatal 
a c c i d e n t s  fe l l  b y  two-th irds .

N R A  sa fe ty  p r o g r am s  im p l e m e n t e d  b y  t h e  32,000
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i n s t r u c to r s  a n d  c o a c h e s  w h o  have e a r n e d  NRA In s t r u c t o r  
c e r t i f i c a t io n  ha ve  p la y e d  an  im p o r t a n t  ro le  in th e  a c c i ­
d e n t  d r o p ,  a n d  w i l l  b e c o m e  even  m o r e  im p o r t a n t  in 
c o m in g  yea r s  as m o r e  a n d  m o re  w om e n  ch o o se  lo  own 
h a n d g u n s .  S in c e  w o m e n  g u n  ow n e r s  a re  m o r e  l ik e ly  to 
own  fo r  p r o t e c t io n ,  a n d  less  l ik e ly  to ha ve  b e e n  in i t i a t e d  
in sp o r t  s h o o t i n g  by  a n  o l d e r  m a le  r e la t iv e ,  sa fe ty  t r a in in g  
fo r  th e se  n ew  g u n  o w n e r s  is e sp e c ia l l v  w o r th w h i le ,  a n d  
th e  N R A  has , a c c o r d in g ly ,  s e t  up  a p r o g r am  o f f e r i n g  f re e  
sa fe ty  t r a in in g  to w o m e n .

T h e  n u m b e r  o f  fa ta l  f i r e a rm  a c c id e n t s  fo r  c h i l d r e n  
a g e d  0-14 ha s  fa l le n  f r o m  550 in  1075 to *250 in  1088. 
W h i l e  the  N R A  a lw ays  h a s  h ad  j u n i o r  s h o o t i n g  a n d  
h u n t i n g  p r o g r am s  t h a t  em p h a s i z e  th e  d e v e lo p m e n t  o f  
sa fe  s p o r t i n g  g u n  itse u n d e r  a d u l t  s u p e r v i s io n ,  in  1088 
the  o r g a n i z a t i o n  l a u n c h e d  a sa fe ty  c am p a ig n  a im e d  at 
the  m i l l i o n s  o f  c h i l d r e n  w h o  n e ve r  ha ve  an y  e x p o s u r e  to 
the  s h o o t i n g  spo r ts .

T h e  N RA 's  E d d i e  E a g le  E l em e n t a r y  G u n  Sa fe ty  E d u c a ­
t io n  P r o g r a m  is g e a r e d  f o r  c h i l d r e n  in  p re- schoo l 
t h r o u g h  s ix th  g r a d e .  U s in g  teache r- te s ted  m a te r ia l s  s u c h  
as an  a n im a t e d  v id e o ,  c a r t o o n  w o rk b o o k s ,  ro le-p la y ing , 
a n d  f u n  s a fe ly  a c t i v i t ie s ,  E d d i e  E a g le  t e a ch e s  th e  s im p le  
le s son :  " I f  y o u  see a g u n :  Stop! D o i i ' t  T o u c h .  L eave  th e  
A rea .  T e l l  a n  A d u l t . ”

T o  d a te ,  t h e  E d d i e  E a g le  p r o g r am  ha s  r e a c h e d  a lm o s t  
4 m i l l i o n  c h i l d r e n  a n d  t h e i r  p a re n t s  t h r o u g h  s ch o o ls ,  
l a w - e n f o r c e m e n t  p r o g r a m s ,  a n d  a v a r i e t y  o f  y o tu h  
p ro g r am s .  U n f o r t u n a t e l y ,  i t  has b e e n  e x c l u d e d  f r o m  
so m e  u r b a n  s c h o o ls  by  a d m in i s t r a to r s  w h o  re fu se  to  a l low  
p u p i l s  to c o n t a c t  a n y t h in g  r e la t e d  to d i e  N R A , e ven  
t h o u g h  th e  E d d i e  E a g le  c u r r i c u l u m  d o e s  n o t  d i s c u s s  
p o l i t i c a l  issues .

Contro lling  C rim inals, Not Guns
T h e  N R A ’s m o s t  c o n t r o v e r s ia l  r e c e n t  e f f o r t  is th e  

o r g a n i z a t i o n ’s C r im e S t r i k e  p r o g r am ,  w h ic h  takes a im  at 
a sp e c ts  o f  th e  c r im in a l  j u s t i c e  sy s tem  th a t  th e  NILA 
c o n s i d e r s  to o  l e n i e n t .  I n  p u s h in g  fo r  laws a l lo w in g  
g r e a t e r  p r e t r i a l  d e t e n t io n  o f  v i o l e n t  r e p e a t  o f f e n d e r s ,  
the  N R A  a d h e r e s  to its c o n se rv a t iv e  roo ts ,  to th e  c h a g r in  
o f  s o m e  its l i b e r t a r i a n  s u p p o r t e r s ,  w h o  a re  u n w i l l i n g  to 
p r o t e c t  t h e  S e c o n d  A m e n d m e n t  b y  w e a k e n i n g  the  
E i g h th  .A m e n dm e n t  r i g h t  to ba i l .

O t h e r  a sp e c t s  o f  C r im e S t r i k e ,  s u c h  as s u p p o r t  fo r  
v ic t im s '  r i g h t s  laws , c a u s e  n o  d i s s e n t  w i th in  th e  pro- 
S e c o n d  A m e n d m e n t  c o a l i t i o n ,  a n d  o f f e r  an  o p p o r t u n i t y  
to im p ro v e  a c r im in a l  j u s t i c e  b u r e a u c r a c y  th a t  s om e t im e s  
le ts  th e  d e s i r e  to  p ro ce s s  ca se s  o v e r sh a d o w  th e  ne ce s s i t y  
to d o  j u s t i c e  to  th e  c r im in a l  and t h e  v ic t im .

N R A  C r im e S t r i k e  s t r a t e g ie s ,  l ik e  N R A  lo b b y in g ,  re ly  
h e a v i ly  on  g r a s s r o o t s  p r e s s u r e .  In  a r e c e n t  T e x a s  case , 
C h a r le s  E d w a r d  B r u to n  h a d  b e e n  s e n t e n c e d  to two 10- 
yea r  t e rm s  fo r  s h o o t i n g  at a w om an  a n d  fo r  c o m m i t t i n g  
a h e in o u s  s e x u a l  assa ' a g a in s t  h e r  11-year o l d  d a u g h te r .

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

H a v in g  s e r v e d  o n ly  t h r e e  yea rs , B r u t o n  was u p  f o r  p a ro le  
la s t  S e p t e m b e r .  .A lte r th e  s h o o t i n g  v i c t im  a ske d  C i im e-  
S t r i k e  f o r  a s s i s t a n c e ,  N R A  m e m b e r s  w e r e  n o t i f i e d  
t h r o u g h  N R A  m a g a z in e s  d e s t i n e d  f o r  T e xa s ;  th e  T e x a s  
B o a rd  o f  P a r d o n s  a n d  A p p e a ls  was f lo o d e d  w i th  c a l l s  a n d  
le t te r s ;  th e  p a ro le  was d e n i e d .

C r im e S t r i k e  w i l l  n o t  s in g le - h a n d e d ly  f ix  th e  c r im in a l  
j u s t i c e  sy s tem , n o r  w i l l  s a fe ty  e d u c a t i o n  e l im in a t e  a l l  
a c c i d e n t s ,  n o r  w i l l  c a r t y  r e fo rm  w ip e  o u t  a l l  s t r e e t  c r im e .  
B u t  e a c h  o f  th e se  e f fo r t s  w i l l  im p r o v e  p u b l i c  sa fe ty  f o r  
a l l  c i t i z e n s ,  w h e th e r  th ey  own  g u n s  o r  n o t .  E v e r yo n e  
b e n e f i t s  f r o m  a p r i s o n  sys tem  th a t  k e ep s  v io le n t  f e lo n s  
o f f  th e  s t ree ts ;  e v e r y o n e  b e n e f i t s  f r o m  r e d u c e d  r i s k s  of 
g u n  a c c i d e n t s ;  a n d  e v e r y o n e  b e n e f i t s  f r o m  s t r e e t  
c r im in a l s  f a c i n g  in c r e a s e d  o d d s  o f  v i c t im s  r e s i s t in g  s u c ­
c e s s fu l l y .

T o d a y ,  r a t h e r  th an  m e r e l y  o p p o s in g  p o o r ly  c o n c e iv e d  
g u n- co n t ro l  l e g i s la t i o n ,  r igh i-to-keep-and-bear-ar ins s u p ­
p o r t e r s  a r c  w o r k in g  in  po s i t iv e  ways. T h e s e  e f f o r t s  w i l l  
e n h a n c e  n o t  o n ly  t h e  r i g h t s  o f  t h e  50 p e r c e n t  o f  
A m e r i c a n  f am i l i e s  w h o  ow n  g u n s ,  b u t  a lso  th e  sa fe ty  o f  
th e  50 p e r c e n t  w h o  dc. -o r . j
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l-l-THr.V SNVIJKH S I IMI.VC IS KITiIKH I'l'Hl’KC I .Mi I’riifKOTl.Y 
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.-" 

I k J  in The Public Interest quarterly, lie argues, with a jjnlcnt
blonil ol’philosophy anti fact, as follows; ___

  “Crime is rampant because tlio key-abiding. ■•■:ieh o f :  s. .vo i l .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 . . .  'la e  
detect is there. ;n our ciiaruc'.er. v»h are a nation ot 
••owarcls 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 intern!.'.! 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 
'rained in the use of bis wcanon. and will detenu

portam - r f  Moynihan's New York City w oole are slain by 't r a y — 
that'- ru in , 'tra v -b u lle ts . Moyniliaii says: Cams do not kill 
people, builets do. We have a -UV) y ea r  supply of guns 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. dem urs, comprehensively. America, he 
<>'y«. is wrongly called an "armed society." He thinks wc would be 
bettor ot* if;: •«-. V- ‘Y the 'juus r.vno-i bv iu "•-..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 m m m uniiv coasi-tts orimariiv of the no­
tice ant! viii d e m ennnn; Is. .M u lt ip ly in g  th e lonne
can.to; make us sate from the latter.

Soif-rnspect: 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.

voters in liberal Washington 
PH percenti approval to .'he ' diree s.-ii.Ci .... 
whic!; .T.a.uiaivs iii'o imprisonment without

himself wr.cn faced with lethal violence."
before examining his argument ibr in armed 

citizenry, consider tlic freshest evidence ot the na­
tion's quickened concern about crime.

On Election Day 
slate gave em phatic! 
you’re out" initiative
parole ibt people roaeieteii of three m ala  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 m e a facet of ud ikvinr.'s a mien 
..bout crim e; i'isea'ly conservative ‘le.-.as endorsed a si biiiion 
bond is^ue :•< bnild more prisons and mental health facilit:"*

T ilt 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, 01 
oO.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 that 03 percent of the guns obtained by 
violent criminals are not 
are the focus of most gun control legislation.

More interesting, the day after the elections Son. Bat Movmhnn 
proposed whopping las increases on various kinds of handgun 
ammunition. lie  oven favors a 10,000 percent tax on the Winches­
ter 0-rnm hollow-tipped Black Talon cartridge. (“Penetrates soft 
tissue like a throwing s ta r—very nasty." boasts an advertisement.) 
Chat las would make 20 cartridges cost about ‘>1.500. In large

F X A M i N l N C

T H E
vlUJUM IlXT 
FOR AN A R M E D  
i : r r i > ; ; . N R v

a: judgment has both piuucntinl and raorr.i rli- 
■ii"'C ii>ns| Chiu owners i-vc to suv. "Call for a coo. 
?:.i11 ;or ar. ambulance and evil for a nixza. See which 
tom es first.” The Department ofjustice reports that 
in B!)!. fur all crimes of •■’ii'ence. only 2S percent of 
•sals ;o the police were responded to within five 
m inutet. A m l it is now more likely thai an ,

~ed bv violent crime tiwn llint lv

F
'vi'l be injured 1 
ininie:! in mi :minto accident.

an .'.n’l-ricaiil 
mt bv will b e |

■n m in e  : 
vie.liv.es tc 

vtim a

IVininisfs. says Snvrier. rigatly insist that rape is 
aw  .il’imt ses but about domination. What is a; issue 

nol just property but dignity. Crime, h" says, always 
victim's dignity, which can hardly be said to exist if the 
not deem it worth fighting for. Crime "m  art nt'

E
evslavemi"*,!" and a personal rcat 
regarai'ti a.- a vrcrecinisitc ul self-

readiness to resist ;t snouid be
respect, p rrueiiv  iindersiou;.

ttint tM percent ol (lie guns untamed by quickly recanted tin: 
; obtained through lawful transactions that I owning population is 
in control legislation. /  cause approximately
dnv after the eleclions ken. Put Mnvmhnn Nmv. Snviler is ric

He notr< "sell esnuc:." which implies standards by winch 
oiiejtidgej 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 in any 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 net its—people urgently in need of re-education.and 
"consciousness-raising" from the liberal agenda. In M ario Cuonio's 
depiction, gun owners are "hunters who drink beer, don't vole and 
lie to their wives about where they were all weekend." I Cuomo 
[ilicklv recanted this. Gun owners do vote.) Actually, the gun 

is nrettv much like the general population Le
approximately one of every two households has a gun.

Now. Snyder is right that ihe gun control movement olten radi- 
ates dist-nst o f average 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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iCoiltiiUicd from  p a g e !) I)
program their VCRs and who increasingly will noi respect stop­
lights i sorely 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 I lie idea that only the police ire Qualified lo use 
lirp:irm: is a-ip | o~sTivl'na 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 Iho piano unskillfuily. you 
neither idll nor wound anyone. However. Snyder iias evidence 
more powerful than his analogy.

In 13 states citizens who wish lo ca n y  arms may do so. having 
met certain requirem ents. 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 I 
did the rate in Oregon nIter
the enactment of a similar
law. Through June 1993 
there had been 1U0.523 p e t ,  
inits issued in Florida. Onlv

“Regarding your observation about our society's general level ol 
aggressiveness and disregard for rules, you may wish to consider 
Robert I leiiilein's lamous dictum that 'An armed soeielv is a noi it c 
society.' Knowing that one's lei low citizens are armed, greater care is 
natural!; taken noi to give olfensc. The proposition is. o f 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 exaggeration■ in 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. " 

O rasislam ousiy  said in American literature, by the hero of Owen 
W ister's "The Virginian." "W hen von call ine that, saute!" Such was 
politeness in the arm ed society o f 19th-century Wyoming.

Finally, there is the m atter o f 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.

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 1 101 Ith of 1 percent. 
have been rescinded because
ot the commission, alter is-
suance. ol a enm c involving. ■■a lirearm.

Ninety percent of violent 
crimes arc committed by 
persons not carrying hand­
guns. This is one 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

Thev placed that right sec­
ond in 
yielding

the Bill of Rights.
precedence oniv to

rights pertaining to speech 
worship and association
and thev did (hat for nhiio-
sopincallv serious reasons. 
The philosophy o f HnskI
republicanism recocniz.es
crucial relationship between
personal liberty nnd posses
sion ol arm s hv a people 
prepared to use them.^Snv-

(pN I.I.VV-QAMMvl I (I-
Equalizer: Is this a citizen taking his responsibility seriously?

it is not lircd^Can the average citizen he tn is1 
judge accurately when he or she is in ivonaniv
Snvder answers that "rape, robbery nnd attempted 
m nrderaixejot tvpicnilv actions rifewTfh unoiciiiiv 
orstibtletv." Furtherm ore: I

'  "Florida State University criminologist Gary 
Kleck, using surveys and other data, has determined

•CRIME IS 
RAM PANT 

-L BECAUSE THE 
LAW-ABIDING 
SUBMIT TO IT'

der believes that the Sec­
ond Amendm ent is as much 
a product of this philoso­
phy as of the Revolutionary 
W ar experience or the exi­
gencies of frontier life: “To 
own firearms is to affirm 
that freedom is not a a lit 

.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 itself w or­
thy o! trust.")

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, arm ed 
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 percen t.
of civilian shootings involved an innocent person mistakenly iden­
tified as a criminal. The ‘erro r ra te ’ lor the police, however 'w as i I 
percent, more than five times as high.""?

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

Yes. and y e t . . .  no society car. be called successful 
w here 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 m easures that Snyder recommends. If such m easures are 
becoming necessary, do not blame Snyder.

Snyder writes thai “the association o f personal disarm am ent with 
civilized behav ionsoneofthe  great unexamined beliefs o four time." 
Not anymore it isn't. His searching examination of it may not compel 
your assent —I remain tmpersundcd —but it must shake some sooth­
ing assumptions regarding crime and civic responsibilities. I am 
among those whom Snyder faults, civilly hut firmly, for insufficient 
rigor in rcasoningubout these matters. I find being reproved by him a 
bracing experience because it enlarges my understanding while 
subtracting from my certainties. I salute him and thank him.
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PRO-GUN LAWS

N o w  tha t th e  la w -a b id in g  c it iz e n s  o f  s e v e r a l s t a t e s  le g a l ly  h a v e  th e  r ig h t  to  d e fe n d  
th e m se lv e s , e v e n  a n t i-g u n  o f f ic ia ls  h a v e  a d m it t e d  th a t th e y  a re  s a fe r  s ta te s  to  l iv e  in  

th a n  b e fo r e  th e  p a s s a g e  o f  a  c o n c e a le d w e a p o n s  c a r r y  law .

M  33-year-old M iam i cab driver w a s  
am on g  the  f ir s t  to  app ly  for a n d  
r e c e i v e  a c o n c e a l e d  w e a p o n s  

l i c e n s e  u n d e r  t h e  n e w  c o n c o a l e d  
w eapon s  licensing reform law that went 
into e f fec t in Florida on O ctobe r 1,1907.

A  f ew  sho r t m on th s  a f te r rece iv ing 
his l ic en se , Miami po l ice  reported that 
on M arch  5, 1988. he b e cam e  the first 
l i c e n s e  h o ld e r  to  b e  i n v o l/ e d  In a 
shoo t ing .

Fo rced  to de fend  hlmaolf , the driver 
shot a n d  killed a ro bbe r  who  po'o ted a 
f irearm a t  him. d em an d e d  money, then 
a f t e r  t a k i n g  t h e  m o n e y  t o l d  t h o  
moon ligh t ing c a b  d r ive r he i /a9 go ing 
to kill h im .

T h e  r o b b e r ,  a  2 9 - y e a i* o ld . a x - '  
conv ic t  w ith a h is tory o f  a t tempting to 
kill po i ic a  officers, tr ied to fire a  Smith 
& W e s s o n  0mm s e m i- a u t o m a t i c  
h a n d g u n  a t  the c a b b y  a t po in t-b lank 
r a n g e .  B u t  h e  h a d  f o r g o t t e n  to  
d i s e n g a g e  the safety . In tho se  few  sp l i t  
s e c o n d s  w h e n  t h e  r o b b e r  w a s  
d i s t r a c t e d  the  c a b  d r i v e r  p u l le d  a n d  
fired hl$ own  gun— a  Co lt  ,45-caliber 
s em i- a u to m a t i c  h a n d g u n — m o r ta l l y  
w o u n d in g  th e  a t t a c k e r .  P r o n o u n c e d

“T h e  b o t t o m  line is that 

Florida is a  safer p l a c e  to live 

b e c a u s e  of the law-*."

d e a d  a t  th e  ho sp i ta l ,  the  ro b b e r  s t i l l  
f  ad the  ca b b y ' s  w a l le t  In hl3 pocke t .

T h e  o x - c o n v l c t ’s  p a s t  I n c l u d e d  
/ r e s t s  f o r  a rm e d  r o b b e r y ,  g u n  

v io la t io n s  and a t t em p te d  f ir s t-deg ree 
m urde r o f a po lice officer. In 1981, he 
sho t  o u t  the  w in d s h ie ld  o f a Hlateah_ 
patrol car, which then c ra sh ed .  He a lso" 
s ho t  a t  M iam i Sp r in g  po l ice  du r in g  a- 
ch a se . He w a s  s e n te n c e d  to  12 yearo 
In pr ison , bu t s e v e n  y e a r s  la ter ho w a s  
o n  t h e  s t r e e t  pu l l in g  th e  t r ig g e r  on  a 
law-abid ing c a b  driver.

B y  M a rio n  P . H a m m e r
The criminal ju s t i c e  s y s t e m  fa i led to 

protect the c a b b y  b y  not keep ing  th is 
vio len t cr im ina l In p r ison  to  s e r v e .o u t  
his t ime. Bu t F lor ida's, n ew  co n ce a le d  
w e a p o n s  l i c e n s i n g  l a w  m a d e  It 
po ss ib le  for h im to  p ro tec t  n i s  own  life. 
As reported In a  newspaper- fo l low ing

Marion P. Hammer has seivod as * 
executive dime tor fcr Unified. Sportsmen 
of Florida for the past 12 years and is also 
a member of the NRA Board of Directors.

the In c iden t ;  the-.pab d r ive r ' fT ised  tho 
w e a p o n 'c o r r e c t ly ' to f  d e f e n d  h im se l f .  
W ithout the. law  In e f fec t , he  w o u ld  bo- 
a d e ad  m an  t h i s  morn ing ."  

^ . IV yh i le ' th ls  in c id en t  w a s  repo rted to 
be  the first Involv ing a  concea led , c a n y  
permit ho lder. l t h a s  no t  b e en  the la s t  
j u s t i f i a b l e  s e l f - d e f e n s e  s h o o t i n g ,  
invo lv ing law-ab id ing  l i c e n s e  ho ld e r s .  
No one  likes to s e e  head l in e s  filled with 
b loodshed , bu t a l l ' sane  and  reasonab le  
America , is m u s t  su re ly  app lau d  when  a  
t e r r l b lo - c r im e  I s  t h w a r t o d  a n d  a n  
Innocen t c i t i zen  s a v e d .  In th i s  c a s e  a 
q u ie t ,  h 'ard-work lng a n d  h o n e s t  c a b  
dr iver p reven ted  hie ow n  d e a th  a t  the

hands of a criminal with a history of 
brntal 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 m essage to those who 
worked against the passage or m e

"The issue is, ,iuj ays 

b e e n ,  o n e  of the rit»ht of self-

d e f e n s e . "

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 fight for 
passage of tho licensing reform 
legislation, it was commonplace to read 
and hear a steady media drumbeat 
about Dodge City, frontler-style justice, 
the O.K. Corral for guns, an invitation to 
a Wild West mentality, blood on tne 
hands of those who vote for passage, 
etc. S o m o  editorials, like the 
Suntattler’s, got a little more creative, 
declaring: “...a 3tate 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
a b an d on  th e  p a ra d e  o f ho rr ib le s  ihey 
contr ived In the hea t o fde faa te . \

l h o se  of u s  w ho  labo red  lor seven
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ve a ra  to re form the n igh tm ar ish  
' p a t c hw o rk  of c o n c e a le d  w e a p o n s '

ordinances found in Florida's counties
are p ro u d  to po in t to its rn r .n r r i  nf
s u c c o s s .| Tha new  con c e a le d  ca r ry  
permit law Is working well.

Before passage  of the reform law, 
our h o d g e p o d g e  o f  law s e i th e r  
disregarded the Constitution's Second 
Amendment, were interpreted locally or 
were le f t up to b u re a u c ra t ic  whim . 
There w a s  no un iform procedure in 
Florida's 67 counties and citizens were 
su b je c t  to varying criteria depending 
upon where they lived.

Now this very bas ic  right no longer 
vacil lates according to local politics or 
the authority of a powerful few . We now 
have  a s t a t e  a g e n c y  that h a n d le s  
applications and Issues licenses based 
on statew ide statutory criteria, and the 
license is valid statewide—not just in a
particular county as In the past._________

 3 A year after the law took effect. Willis
Booth, executive director of the Florida
Chiefs Association, tola the press. “The
minute the bill w as passed , we asked 
our chiefs in the state to be particularly 
alert for any ca se s  in their jurisdiction 
that w ou ld  g ive u s  know ledge of the 
fact that there was some abuse. At this 

_ j } o in t ,  it w ou ld  a p p e a r  the law  isI app 
O n eworking very well. There are no horrori 

s to r ies th a t can be a ttr ibuted to the
passage of the law. 

 Oc

*

Ohn Fuller, general counsel for the 
Florida Sheriff’s  Association, agreed. "I 
haven’t seen  where we have had any 
in s t a n c e  of p e r s o n s  w ith  p e rm its  
c a u s in g  v io len t c r im e s ,  and  I'm 
con3tantlV-Qn the lookout-” he said.

A F lo r id a  D epa r tm en t of Law 
E n fo rc em en t  sp o k e sm a n  has to ld  
re p o r te r s  th a t the  n ew  law  h a s n ’t 
affected firearms v io lence in Florida, 
indicating that any increase in crime is 
attributed to the growing drug problem, 
not the concealed firearms law.

F L O R I D A  C O N C E A L E D  ,

1 W E A P O N S  l i c e n s i n g :

>' S T A T I S T I C S  T O  D A T E  >'

Applications received: 104.249

Applications denied: 743

Denied lor Incomplete application: 301

Denied for criminal history*: 442

Licenses revoked lor 

offenses a tier licensure: 61

Rovoked for offense/firearm pro sent* 1 10

Revoked for other reasons': 51

•Wsionr, ot o«»rv»ei m u  runMowt o ttm  men u  OUb. 
wcntttu cft»cU ta} txraottO-uraiaxt corr.vnyn.

"00b. reruns dipUy Inobdtd.

H O rtT h i cnin cor\a.nt orient liifeiKal d ia  trom hondt Otctrmtrt ot Suto, Orviiian d Uaranp

Even Robe r t  Cre igh ton , a gen t In
charge of thg LJ.S. Bureau of Alcohol.
Toba cco  a n d  F i r e a rm s  (BATF1 in̂
F lo r id a , a c k n o w le d g e d  th a t the.
popular concea le d  weapons permits 
aren't a factor in crime, adding. ."The
criminal element has no permits. I

Anti-gun g ro up s  and  th e  m ed ia  
predicted an outbreak of shootings in 
tho S u n s h in e  S t a t e .  B u t ,  s in c e  
p a s sag e  near ly  four y ea r s  ago . this 
fair and more uniform concea led cany 
law  s im p ly  h a sn ' t  s h a k e n  
f o u n d a t io n s  of th e  F lo r id a  lec I 
system or created “an Old Wild West, 
“O.K. Corral" or “GUNshino State," as t 
doomsayers predicted.

8ut th e  m e d ia  h a v e  been  
u n en th u s ia s t ic  a bo u t  report ing the 
s u c c e s s  of tho law and rarely report 
incidents when license holders defend 
themse lves with a firearm, or s imply 
bury a very short report somewhere in 
the b ack  of the paper. Nonethe le ss 
many F lo r id ian s  a re  a l iv e  and we l l 
today b e c a u s e  wo s t u c k  with it for 
seven y ea r s  and p a s s e d  a law  that 
they credit with saving thoir lives.

Take the ca se  of a Miami attorney 
who believes ho and hl3 wife are alive 
today becau se  of p assage  of the law. 
He and his wife returned home from a 
basketball gam e late on tho evening of 
February 24, 1991. After opening the 
door for his wife to enter tho home he 
turned around in the garage tz got a 
le a s h  to w a lk  h is  d o g .  He w a s  
confronted by two attackere standing 
in his garage, wearing sk i masks and 
carrying guna. Ha ducked  behind the 
doo r a s  o n e  a t t a c k e r  f i red  a sho t , 
pullad his .45-caliber semi-automatic 
handgun and opened fire through the 
doorway. The a ttackers ran from the 
garac -. and f led in a wait ing veh ic le 
driven ay a  third person.

The attorney sa id if tha concea led 
weapons law had not passed he would 
no t ha ve  b e e n  a 'm o d ,  an d  su r e ly  
would not be alive to read tha brief 2- 
Inch-long s t o r y— bu r le d  In s id e  the  
newspaper—reporting the incident.

Clearly, tha law  has worked aa wo 
said it would, proving what those of us 
w ho  s u p p o r t e d  it s a i d  a l l a lo n g .  
Statistics from the Florida Department 
of S t a t e — tho  a g e n c y  h a n d l in g  
applications and  Issuing l icenses— are 
g rap h ic a l ly  c le a r .  They  p ro ve  that 
applicants are consc ien t ious c it izens 
c o n c e rn e d  a b o u t  a n d  ta k in g  
responsibility for their personal safety. 
The Issue  is , and  has a lw a y s  been , 
one of the right of self-defense. Law- 
abiding Florida cit izens do not wish to 
harm anyone. Yet neither do  they feel 
they should suffer harm a t the hands of

the lawless. It is patently obvious trom 
tho accompany ing chart that license 
h o ld e r s  are e v e ry d a y , law-ab id ing 
people who simply want to be ablo to 
protect them se lves and their families 
should the need arise.

That should come as no surprise. Ai 
s t u d y  c o n d u c t e a  o v  tne s i  i outsC 
Univers ity S choo l of Law found that
a rm ed  c i t i z e n s  w e re  e x c e e d in g ly
respons ib le  in.carryinn handguns on i
the street. iTha s tudy  found lhal while
police were succe ss fu l in shooting or
grtving otf criminals 68 percent nf the.
time, private citizens succeeded in 63
p e rc e n t  of the ir  e n co un te r s . I  M ost 
Importantly , while 11 percent ol tne 
individuals involved in police shootings 
w e re  la t e r  fo un d  to be  in n o ce n ts  
m i s id e n t i f i e d  a s  c r im in a ls ,  on ly  2 
percent of those in civi lian shootings 
were so  m is identi f ied . In llgnt of the 
fact that in urban areas private citizens 
encounter and kill up to three times as

David Register, Director, Div. of 
Licensing, Florida Dept, ot State (left), 
and Florida Sec. of State Jim Smith 
(right) present “Concealed Weapons 
License Number 1 “ to Marion P. 
Hammer under Florida's new concealed 
weapons licensing law. Ms. Hammer, 
representing the NRA and Unified 
Sportsmen of Florida, helped write and 
pass the self-defense legislation.
many criminals as do law enforcement 
au tho r i t ie s ,  tho tra ck  record  of the 
p r iv a te  c i t i z e n  is  v e r y  im p re s s iv e  
indeed . F lo r ida 's expe r ience  s imply 
proves it once again.

Law-abiding Floridians who choose
lo pro tec t th em se lv e s  by  carry ing a 
c o n c e a le d  f irearm  may app ly  for a 
l icense—and receive It—if they meot the 
s t a n d a r d i z e d  c r i te r ia .  Sa to  low 
m an d a te s  th a t a l i c e n se  be i s s u e d  
w ith in 90 d a y s  from re ce ip t  of a 
completed application if the applicant is 
21 years of ago or older, has been a 
resident of Florida for six months, has 
no c r im ina l r e co rd ,  can  d o cum en t 
knowledge or training in the safe use 

continuod on back page
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and handling of a firearm, has no record 
of alcohol or drug abuse, no record of 
mental illneaa or mental Incompetency, 
no physical infirmity 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 is no arbitrary or subjective 
discretion by anyone, and rule-making 
authority that could alter the intent of 
the law is specifically prohibited.

Three years after passage, in 
November 1990, the press revisited 
the issue In an interview with State 
Representative Ron Silver. Silver, an 
a rrta n t s n n p n r t a r  n f  H a n r in u n  C o n t m l  

Inc., and the ornanization’tL 
chairwoman, Sarah Brady, told the 
press. “There are lots of people" 
nciuOmg myself, whc thought things

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

~~protectlon| is concerned. I'm happy to~ 
say they're not.11 \ ‘ ”

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
a way with that I m a q i v " ------------------
iThe bottom line 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 w orking very 
well. And decent people are alive 
today as a result of its passage. 1 

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

u s e d  t h e  F lo r id a  c o n c e a le d  w e a p o n . ,  

l ic e n s i n g  la w  a s  a  m o d e l  a n d  h a v e  

p a s s e d  s im ila r  le g is la t io n .  P e r h a p s  it 's  

t im e  fo r  y o u r  s t a te  to  d o  th e  s a m e .  4S

Besides being a mother o l three and a 
g randm othe r, Ms. H am m er h a s  been  
active boih as a sportswoman and as a 
p o lit ic a l fo rc e  w ork ing on b e h a lf  o l 
f ire a rm s  rights . C u rren tly , sh e  is a 
National Rille Association board member 
and holds a seat on the NRA Legislative 
P o lic ie s  C om m ittee an d  m e  NRA  
M em bersh ip  Com m ittee an d  is c h a ir­
person o l me NRA Ethics Committee. As 
a strong supporter o f the NRA/lLA, she 
h a s  been  a m edia s p o k e s p e rs o n  on 
b e h a lf o f  o u r 2n d  Am endm ent rights , 
giving over 700 interviews in the past lour 
years for national television, radio and Ihe 
print media. For the past 12 vears. Manon 
P. Hammer has held lo post o f Executive 
Director ot Untlied Sportsmen o f Florida 
2 0 6  S . M onroe S t., Su ite 5. P .O . Box  
6565. Tallahassee. FL 3231 a.

Permission to reprint granted to NRA Institute for Legislative Action 
by Guns and  Ammo, pp. 22-23, and 92. November, 1991 issue.

K n o w  t h e  F a c t s !

F r o m  w a i t i n g  p e r i o d s  a n d  
r e g i s t r a t i o n  s c h e m e s  t o  s t a t e  
a n d  f e d e r a l  f i r e a r m s  l a w s ,  
b r o c h u r e s  a v a i l a b l e  free 
f r o m  t h e  N R A  I n s t i t u t e  f o r  
L e g i s l a t i v e  A c t i o n  p r o v i d e  
t i m e l y ,  a c c u r a t e  i n f o r m a t i o n  
c o n c e r n i n g  e v e r y  a s p e c t  o f  
t h e  f i r e a r m s  i s s u e .  F o r  t h e  
i n f o r m a t i o n  you n e e d ,  w r i t e :

R e se a r c h  and I n f o rm a t io n  D iv i s io n  
N R A  In s t i t u t e  fo r  

L e g i s l a t i v e  A c t io n  
1600 R h o d e  I s l a n d  Avenue, N W  
W a s h in g to n ,  D C  20036

R.l/92 J0M
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TALLAHASSEE, r i a . — A c r i m i n a l  w i t h o u t  A g u n  l s c l a o r i p
l i k e l y  t o  h u r t  y o u  t h a n  u q r i m i n & l  w i t h  o n e .  Y o u t o  b e

r a b b o d ,  o r  t o  b o  h u . r t  i n  a  r o b b e r y ,  i i  y o u  tU v e  a  g u n  f o r  d e f e n s e ,

A n d  a n  a / a a i l A n t l  i s  n o  m o ra  l i k e l y  t o  X i l l  y o u  i f  h «  h a s

a gun  t h a n  i i  h e  d a a s r . ; e .

T h o s e  f i n d i n g s  A re  c o n t a i n e d  i n  a n t v  b a o x ,  " P o i n t  3 1 * n X i
G uns f tn d  V i o l e n c e  i n - A m a r i b s ,  " b y  G a ry  X l e c k ,  a c r i m i n o l o g i s t  a t

T l o r i d a  S t a t e  U i i v e r s i t y ,

" I t  a p p e a r s  t h a t  t h e  n e t  e f f e c t  o f  g u n  A v a i l a b i l i t y  o n
c r i m -  l a  - J u s t  <Uiouc r e r o ,* *  a a i d  K le c X . " V i c t i m s  w i t h  g u n s  m ay

d e p r e s s  c r i m e  a  l i t t l e  a n d  o f f e n d e r s  w i t h  g u n s  m ay  i n c r e a s e  i t  a

l i t t l e ,  My r e s o a r c h  i n d i c a t e s  t h e y  c a n c e l  e a c h  o t h e r  o u t . "

T h o  3 0 0 - p l u a - p a g e  b o o k ,  d u e  o u t  N o v , 3 ,  n o t e s  t h a t  g u n s

a r o  u s e d  f o r  d e f e n s e  i n  t h i s  c o u n t r y  a b o u t  t h e  ea rn s  n u m b e r  o f  t i m e s
e a c h  y e a r  a s  t h e y  a r e  u s e d  t o  c o m m it c r i m e s  —  a n d  u s u a l l y  w i t h  n o■
o n e  g e t t i n g  h u r t .

'• I n  a  r o b b e r y ,  p u o p l e  who u s *  g u n s  i n  s e l f - d e f e n s e ’ a v o i d  

i n j u r y  83  p e r c e n t  o f  t h e  t i m e  a n d  i n  m o s t  c a s e s  t h e y  d o n ’t  h a v e  t h a  
c r im e  c o m p l e t e d  a g a i n s t  t h e m , lf K lecX  f o u n d .  "T h e  r e s u l t s  a r t  s i m i l a r  
f a r  a s s a u l t s  a n d  r a p a a .

" I t  t u r n s  o u t  y o u ’ r e  l e a s  l i X a l y  t o  b e  h u r t  i f  y o u  r a s i s t  

w i t h  a  g u n ,  e v e n  c o m p a r e d  t o  d o i n g  n o t h i n g  i t  a l l  t o  r e s i s t .  T h i s  

s h o u l d n ' t  b e  » u r p r i s i n g .  i f  a  g u n  w o r k s  i n  c o m m i t t i n g  a  c r i m e ,  why 

w o u l d n ' t  i t  a l s o  w o rk , i n  p r e v e n t i n g  o n e ? "

K l e c k  f o u n d  t h a t  p e o p l e  w ho d o  n o t h i n g  t o  p r o t e c t  

t h e m s e l v e s  e r e  i n j u r e d  i n  25  p e r c e n t  o f  x o b b a r i e s ,  w h i l e  t h o s e  w ho 
u s e  a g u n  f o r  p r o t e c t i o n  a r e  h u r t  o n l y  17  p e r c e n t  o f  t h o  t i m e .  
v H e s a i d  v o u l d - b a  v i c t i m s  t h w a r t  m any  c r i m e *  b y  c a r r y i n g  a

g u n ,  a n d  a s s a i l a n t s  o f t a n  f i n d  j u s t  f l a s h i n g  a  f i r e a r m  c a n  k e e p  t h e  

s i t u a t i o n  r r o m  e s c a l a t i n g  i n t o  a  f i g h t ,
" Y o u  a r t  a c t u a l l y  l a s s  l i k e l y  t o  b e  i n j u r e d  i f  a  r o b b e r

" m o r e -



r

h a s  a g u n  t h a n  i f  h e  d o e s n ' t / "  h e  e a i d ,  " A n d  y o u ' r e  l e a a  l i k e l y  t o  
b e  i n j u r e d  i f  y o u  h a v e  a  gvm ,

" I t ' s  a c t u a l l y  * a f a r  L i  e i t h e r  p a r t y  h a s  a  g u n . "

F l a c k ,  & p r o c e s s o r  i n  t h e  ?SU  S c h o o l  o f  C r i m i n o l o g y  a n d  

C r i m i n a l  J u a t i c n ,  s t u d i e d  i $  t y p e s  o f  g u n  c o n t r o l  a n d  f o u n d  t h a t  

a l m o s t  n o n *  —  i n c l u d i n g  w a i t i n g  p e r i o d s  a n d  o w n e r  r e g i s t r a t i o n  - -  

h a d  a n y  e f f e c t  c n  c r im e  x a t o a , S i n n i n g  g u n s ,  h i  s a i d *  i s  n o  l o n g e r  
a n  o p t i o n .

• " T h i s  c o u n t r y  h a s  2 0 0  m i l l i o n  g u n a ,  m in im u m , i n  p r i v a t e  

h a n d s , "  h a  s a i d .  "T o t h i n k  o f  $oma m e th o d  t h a t  w o r k s  b y  c o n t r o l l i n g  

t h e  o v e r a l l  s u p p l y  o f  g u n a  i s  h o p w i d s s , Ke p a s s e d  C h a t  p o i n t  l e n g  

a g o . "

I n s t e a d ,  X le c k  s a y s ,  b a c k g r o u n d  c h o c k s  a h o u l d  b a  
i n a c i t u c e d  . ' t o  m ake i t  h a r d e r  f o r  c o n v i c t e d  v i c l a j . \  o f f e n d e r s  t o  b u y  

g u n s  o n d  p e n a l t i e s  s h o u l d  b *  s t r r n g t h a d  f o r  t h o s e  c a u g h t  w i t h  th o rn ,  

l a v s  a l s o  a h o u l d  b e  p a s s e d  t o  m o re  c l o s e l y  r e g u l a t e  t h e  c a r r y i n g  o f  
g u n a ,  h e  s a i d ,  t o  d e c r e a s e  t h e  n u m b e r  o f  o p p o r t u n i s t i c  r o b b e r i e s .

K l e c k  b a s e s  h i s  r e c o m m e n d a t io n s  o n  d a t a  t h a t  sh o w  m c s t  

v i o l e n t  o f f e n d e r s  a r e  n o t  a v e r a g e  c i t i s a n d  who b e c o m e  e n r a g e d ,  p i c k  

u p  a  g u n  a n d  c o m m it a c r i m e .
" R e p e a t e d l y  v i o l e n t  o f f e n d e r s  a c c o u n t  f o r  m o a t  c a s o a  o f  

d o m e s t i c  v i o l e n c e  a n d  p r a c t i c a l l y  a l l  h o m i c i d e f , "  h e  s a i d .  " T h e r a  

a r e n ’ t  m a n y  a v e r a g e - J o e ,  h o n e s t - t o - G o d ,  t h e y - d i d - i c - o u t - o f - n o w h e r e  

k i l l e r s .  I t ' s  a w o n d e r f u l  m e d ia  m y th  —  t h e  a v e r a g e  J o e  k i l l e r , "

X l e c k  s a i d  7 0  p e r c e n t  o f  a l l  h o m i c i d e s  i n  t h e  U n i t e d  
S t a t e s  a r e  c o m m i t t e d  b y  so m e o n e  w i t h  a t '  l e a s t  o n e  p r i o r  a r r e s t .

" P o i n t  B l a n k , "  p u b l i s h e d  b y  A J .d in e  d o  O r u y t e r /  i s  a  f i r a t  

i n  ac  l e a s t  tw o  r e s p e c t s .
I t  i s  t h e  f i r s t  t o  u s e  n a t i o n a l l y  r e p r e s e n t a t i v e  e a m p le s  

o f  v i o l e n t  i n c i d e n t s  - -  f r o m  m i n o r  t h r e a t s  t o  h o m i c i d e s /  i n c l u d i n g  

t h o s e  r e p o r t e d  a n d  t h o a e  n o t  r e p o r t e d  t o  t h e  p o l i c e  —-  t o  
d i s t i n g u i s h  b e t w e e n  A t t a c k /  i n j u r y  a n d  d e a t h  i s  o u t c o m e s  o f  v i o l e n t  
s i t u a t i o n s . I t  a l s o  i a  t h e  f i r a t  t o  c o m b in e  n a t i o n a l  d a t a  o n  b o t h  

f a t a l  a n d  n o n - f a t a l  v i o l e n t  i n c i d e n t s  t o  s t u d y  h o w  w e a p o n  U se  

a f f e c t s  d e a t h  r a t e s .
- 3 0 -

D r . K l e c k  c a n  b e  r e a c h e d  a t  (3 0 4 ) 6 4 4 - 4 0 5 0 ,  A u d io  t a p e s  c o n t a i n i n g  
a c t u a l i t i e s  b y  D r ,  K l e c k ,  a n d  v i d e o t a p e s  a n d  p h o t o g r a p h s  o f  O r ,  
K l e c k ,  c a n  b e  o b t a i n e d  b y  c a l l i n g  t h e  fS U  M e d ia  R » i a c i c n e  O f - - . c e ,
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3 £ o u s e  <iDf l U p r c s e n t a t t o e s

T h e  P a c if ic  In s titu te  fo r  P u b lic  P o lic y ,  in F e b ru a ry  1990 , p u b lis h e d  a 
P o licy  B rie fin g  en titled  G U N S , M U R D E R S , A N D  T H E  C O N S T IT U T IO N ; a 
R e a lis tic  A sse s sm e n t o f  G un  C o n tro l, by  D on B . K ates , Jr.

T h e  a u th o r  d o e s  an e x c e lle n t jo b  o f  a d d re s s in g  th e  is su e  o f  gun  
c o n tro l la w s , g iv in g  th e  p ro s  a n d  c o n s  an d  c o m p a r in g  th e  a c tu a l fac ts  
w ith  th e  a s s u m p tio n s  o f  th e  v a r io u s  a t t i tu d e s  w h ic h  a re  p re v a le n t .

T w o  p o s it io n s  a re  a t ta c h e d  h e re  fo i y o u r  in fo rm a tio n :

1. S a g e c r a f t  S u m m a r iz e d

2 . P o lic e  P ro te c tio n  v s  C a p a c ity  to  D e fe n d  O n e se lf



L Sagecraft: Sum m arized

L est the sagecraft concept seem  unduly  harsh , I will briefly review five par­
ticularly insupportab le  anti-gun claim s (they  and  o thers are fu rth e r detailed  in the 
body o f this paper):

a) The claim thai homicide is predominantly a matter of "ordinary law-abiding
people" falling a relative or acquaintance because a loaded gun happened to be
available during a moment o f anger.

T his claim  is con trad ic ted  by all n a tio n a l and  local studies of hom icide, which 
uniform ly show tha t m urdere rs  a re  no t "ordinary  law -abiding people." R a th er, 
m urderers (like gun acc iden t p e rp e tra to rs )  a re  highly ab e rran t individuals, 
characterized  by felony records, a lcoho l a n d /o r  drug dependence, and  life histories of 
irrational v io lence against peop le  a ro u n d  th em . 10

8 Bruce-Briggs, above.

9 Tonso, above, applying concepts based on F .  Znaniedd, Tne Social Role o f the Man o f Knowledge, 72-74 
(N.Y.: Harpers, 1968).

10 Straus, 'Domestic Violenc: and Homicide Antecedents,' 62 BulL N.Y. Acad. Med. 446 (1986); cf. Bruce- 
Briggs, "The Great American G tn War," 45 The Public Interest 37, 40 (1976):

The calculation of family homicides and accidents as costs of gun ownershi p is false. The great 
majority of these killings are among poor, restless, alcoholic, troubled people, usually with long 
criminal records. Applying the domestic homicide rate of these people to the presumably 
upstanding citizens whom hey prey upon is seriously misleading.

See also Kates, 'Firearms and Violence: Old Premises, Current Evidence," in T. Gurr (ed), 1 Violence in 
America, 203-204 (1989) (hereinafter cited as 'Current Research’); Kleck, 'Poucy Lessons from Recent Gun 
Control Research,* 49 Law <Sc Contemp. Probs. 35 (1986) (hereinafter cited as ‘Policy Lessons') at <‘0-41, and 
studies there cited ”  ’ - . . .
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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 N ational In s t in te  o f Justice survey am ong ab o u t 2,000 incarcerated  
felons, w ell over 80 percen t o f those who had  often  m isused handguns said  that if 
handguns w ere unavailable they w ou’d tu rn  to long guns (rifles o r shotguns) instead . 11 
Thus, a  crucial issue in any handgun  ban  is that, while handgun  w ounds are  1.3 to 3 
times m o re  lethal th an  knife w ounds, a  rifle or shotgun w ound kills 5 to 11.4 times 
m ore o ften  than  a  handgun w ound. F a r from  decreasing hom icide, if a  handgun ban  
caused only 30 p e rcen t of handgun  attackers to turn  to long guns, the hom icide rate  
might nearly  double; if 50 p ercen t sw itched, hom icides could m ore th an  trip le .12 
A stoundingly, not one academ ic who argued th a t banning handguns w ould  save lives 
(because knives are  less deadly) even  m en tioned  the necessary  coro llary  tha t not 
contro lling  long guns w ould cost lives because rifles and  shotguns are  far m ore lethal.

c) The claim that comparing American statistics to those o f selected gun-banning 
foreign countries proves that gum cause crime and that banning them reduces it.

D ifferen tials  in in te rna tional crim e ra tes reflect basic socio-cu ltu ral and econo­
mic d ifferences tha t have nothing to do w ith gun  laws. F irst, W este rn  E u rope  has not 
only fa r less gun vio lence bu t also less v io lence of all k inds per capita. Second, this 
d ifference betw een the  U nited  S ta tes and  W este rn  E u ro p e  w as even g rea te r  before 
the la tteris gun laws w ere adop ted  in the 1920s and 1930s. T h ird , those laws w ere 
ad o p ted  to control po litical v io le n c e -to  which those countries have always been far 
m ore su b jec t than  th e  U nited  S tates. F ourth , as A m erican  vio lence skyrocketed from  
the m id-1960s on, v io lence ra te s  increased  even m ore rapidly  in the  gun-banning 
countries (particu larly  gun vio lence). A nd fifth, in such equally  c rim e-free  countries 
as Sw itzerland, Israel, and N ew Z ea lan d , th e re  is even m ore  gun  availability  than 
there  is in  the U n ited  S tates . 13

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

G a ry  Kleck recendy  has found that, w hile handguns a re  used  in  vast num bers 
of crim es annually, they  are u sed  even  m ore  o ften  by good citizens to  repe l crime

u . J. Wright & P. Rossi, Armed and Dangerous: A Survey of Felons and Their Firearms 221, table 1123 (N.Y- 
Aldine, 1986) (hereinafter called NU Felon Survey).

12 Policy Lessons at 48-50, Lizotte, T h e  Costs of Using Gun Control to Reduce Homicide," 62 Bull N.Y. 
Acad. Med. 539, 541 (1986).

u  See discussion_iu Current Evidence at pp. 200ff and below in tt is paper. .  _ ..
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(approxim ately  581,000 crim es vs. abou t 645.000 defense uses annually) .’4

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

T hough m ere control is constitu tional, w holesale p ro h ib itio n  and  confiscation is 
not; the C onstitu tion  precludes laws barring  responsib le , law -abiding adults from 
choosing to  own guns for self-defense. S anfo rd  Levinson, a  leading constitu tional 
scholar (who personally opposes gun ow nership), recently  dism issed academ ic obiiv- 
iousness to this clear fact in a  p a p e r fittingly en titled  'T n e  E m barrassing  Second 
A m e n d m e n t" 15



1. Police P ro tection-vs. the C apacity  to Defend O neself •
.  .  r  (, I 1 *

P erh ap s the Si~3ie most com m on argum en t against u e e d o m  o f choice is that 
personal self-defense has been ren d ered  obso lete  by the existence o f  a professional 
police fo rce .'*9 For decades, anti-gun officials in C hicago, San Francisco, New York, 
and W ashington, D .C., have adm onished  the citizenry tha t they don 't need guns for 
self-defense because the police will d e fend  th e m  This advice is m endacious: w nen 
those cities are  sued for failure to p rov ide police p ro te c tio n  those sam e officials send 
forth  th e ir  city attorneys to invoke

[the] fundam ental principle of A m erican  law tha t a  governm ent and its 
agents are  u n d er no general duty  to provide public services, such as 
police p ro te c tio n  to any individual citizen . ' 0

E ven  as a m a tte r  o f theory (m uch  less in fact), the police do N O T  exist to 
p r o te a  the  individual c itiz e n  R a th e r th e ir  function is to d e te r crim e in general by 
p itro i activities and by apprehension  a f te r  the crim e has o ca irred . If circum stances 
perm it, th e  police should  and  will p r o te a  a  citizen  in distress. But they a re  not 
legally duty  bound even to do that no r to provide any d i r e a  p ro te c tio n -n o  m a tte r 
how u rg en t a distress call they may receive. A  fo n io r i the  police have no duty to, and 
do not, p r o te a  citizens who are under d ea th  th rea t (e.g.. w om en th rea ten ed  by form er 
boyfriends o r husbands).

^  A ll discussion of gun-aimed self-defense in this paper is directed to handguns because they axe infinitely 
more efficacious for defense than rifles or shotguns- In contrast to the unwieldy long gun, the short-barrelled 
handgun is much easier to bring into play at close quarters and much harder for an assailant to wrest away. 
Consider ti z  situation of a woman holding an intruder 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 snub-nosed handgun to grasp, not even the 
strongest man can lever it from a woman's grip before she shoots him. M. Ayoob, The Truth About Seif- 
Proteaion (N .Y j Bantam, 1983) 332-33, 341-42, 345-55.

69 Thus Ramsey Clark denounces precautionary gun ownership as an atavisnc insult to American government: 
'A state in which a citizen needs a gun to protea himself from crime has failed to perform its first purpose'; 
it is •anarchy, noc order under law-a jungle where each relics on himself for survival-* R. d a rk . Crime in 
America 88 (1971). For .similar views, sec also Wills, 'Handguns that Kill,' Washington Star, Jan. 18,1981; 'John 
Leanon's War,* Chicago Sun Times, Dec. 12,1980; and 'Or Worldwide Gun Control* Philadelphia Inquirer, May 
17, 1981; editorial- 'Guns and the Civilizing Process,' Washington Post, Sepc. 26, 1972.

x  Warren v. District of Columbia, 444 A_2d 1 (D .C  CL of Ap. 1981). For similar cases from New York and 
Chicago, see Riss v. Cty of New York, 22 N.Y. 2d 579, 293 NYS2d 897, 240 N £  2d 860 (N.Y. CL of Ap. 1958); 
Keane v. Cty of Chicago, 98 UL Aop.2d 460, 240 N.EJZd 321 (1968). See also the cases deed in the next two 
footnotes and Bowers v. DeVito, 636 FJd  61 (7 O r. 1982) (no federal constitutional requirement that state or 
local agcndcs provide suffidcnt police protection).
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An illustrative case IS rrui/cn v. ulsuu^i UJ Ui n.uwu — - - --r-
victim s sued the city under the following facts. Two o f the victims w ere upstairs 
w hen they h ea rd  the- ' e r  being a ttacked  by m en who har' b roken  Jin dow nstairs.
H a lf  an  hou r having ^..„sed and their room m ate 's  scream s aving ceased, they 
assum ed the police must have arrived in response to the ir rep ea ted  phone calls. In 
fact, th e ir  calls had som ehow  been  lost in the shuffle while the room m ate  was being 
b ea ten  into silen t acquiescence. W hen the room m ates w ent dow nstairs to see to her, 
as the court's op in ion  graphically describes it, "For the next fo u rteen  hours the w om en 
w ere held  captive, raped, robbed, beaten , forced to com m it sexual acts upon  each 
o the r, and  m ade  to subm it to the sexual dem ands" o f the ir a ttackers.

H aving  set ou t these facts, the D istric t of C olum bia's h ighest co u n  exonerated  
the D istric t and  its police, because it is "fundam ental [in] A m erican  law" tha t the 
police do not exist to provide personal p ro tec tion  to  individual c itizens .71 In addition  
to the case law I have cited, this princip le  has been  expressly enuncia ted  over and  
over again  in s. ^ :e  law .72

T h e  fundam ental princip le tha t the police have no duty to p ro tec t individuals 
derives equally  from  practical necessity and from  legal history. H istorically, the re  
w ere no  police, even in large A m erican  or English cities, before the m id-19th century. 
C itizens w ere no t only expected  to p ro tec t them selves (and  each  o ther), bu t also 
legally req u ire d  in response to the hue and cry to chase down and ap p reh en d  crim i­
nals. T h e  very idea o f a  police was an a th em a , A m erican  and E nglish  liberalism  
viewing any such force as a  form  of th e  d read ed  "standing arm y . "73 This view yielded 
only grudgingly to the fact tha t citizens w ere unwilling to spend the ir leisure hours 
p a tro lling  m iles of city s tree ts  and  w ere incapab le even o f chasing fleeing crim inals 
dow n o n  crow ded city s tre e ts -m u c h  less tracing and apprehend ing  them  or detecting  
su rrep titio u s  crim es.

E ventually , police forces w ere estab lished  to augm ent citizen se lf-p ro tection  by 
system atic  p a tro l to de ter crim e and to  d e t e a  and  app rehend  crim inals if a  crim e 
shou ld  occur. H istorically, the re  was n o  thought o f the police displacing th e  citizen's 
righ t o f self-protectiocL N or, as a p ractical m a tter, is th a t d isp lacem en t rem otely

71 444 A_2d at 6; see also Morgan v. District of Columbia, 463 AJJd 1306 (D.C. Ct. of Ap. 1983). To the 
same effect, see Calogrides v. City of Mobile, 475 So. 2d 560 (S.CL Ala. 1985); Morris v. Musser, 478 A Jd  937 
(1984); Davidson v. Cty of Westminster, 32 C3d 197, 185 CaL Rptr. 252, 649 P2d 894 (S. CL CiL 1982); 
Chapman v. Cty of Philadelphia, 434 AJZd 753 (Sup. CL Penn. 1981); Weutrich v. Delia, 155 N J. Super. 324, 
326,382 A2d 929, 930 (1978); Sapp v. Cty of Tallahassee, 348 SoJd 363 (Fla. CL of Ap. 1977); Simpson's Food 
Fair v. Evansville, 272 NJE. 2d 871 (Ind. CL of Ap.); Silver v. Cty of Minneapolis, 170 N .W Jd 206 (S. CL Minn. 
1969); and the other authorities d tcd  in the footnotes preceding and following this one.

72 Sec CaL Govt. Code H 821, 845, 846, and 85 OL Rev. StaL 4-102, construed in Stone v. State, 106 CA3d 
924, 165 CaL Rptr. 339 (CaL CL ol Ap. 1980); and Jamison v. City of Chicago, 48 I1L App. 567 (UL CL of Ap. 
1977) respectively; sec generally 18 McQuillen on Municipal Corporations, sec. 53.80.

73 Sec generally 82 Mich. L  Rev. above at 214-16. and F. Morn, 'Firearms Use and the Police: A Historic 
Evolution of American Values,’ in D. Kales (cd.), Firearms and Violence (1984).
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feasible in light o f the dem ands a h igh-crim e society m akes on the lim ited  resources 
availab le  to police it. E ven if all 500,000 A m erican  police officers w ere assigned to 
patro l, they could not p ro tec t 240 m illion citizens from  upw ards of 10 m illion crim i­
nals w ho enjoy the luxury o f .deciding w hen  and w here to strike. B ut we have 
noth ing  -like 500,000 patro l officers: to d e te rm in e  how m any police a re  actually 
availab le  for any one shift, we m ust d ivide the 500,000 by four (th ree  shifts per day, 
plus officers who have days off, a re  on sick leave, etc.). T he resu lting  num ber must 
be cut in  half to account for officers assigned  to investigations, juvenile, records, 
labora to ry , traffic, etc., ra th e r  than  p a tro l . '4

D oubtless the d e te rren t effect o f  the  police helps ensure that many A m ericans 
will n ev e r be so un fo rtunate  as to live in circum stances requ iring  personal protection. 
B ut for those who do need  such p ro tec tio n , police do no t and canno t function as 
bodyguards for ordinary  citizens (though  in New Y ork  and  o th e r m ajor cities police 
m ay p erfo rm  bodyguard services for th e  m ayor and  o th e r p rom inen t officials). 
C onsider just the num ber o f New Y ork City w om en who each year seek  police help, 
rep o rtin g  th rea ts  by ex-husbands, ex-boyfriends, etc. To bodyguard ju s t those w om en 
w ould exhaust the  resources of the  na tion 's  largest police d epartm en t, leaving no 
officers availab le  for s tree t patro l, traffic control, crim e detection , app rehension  o f 
p e rp e tra to rs , responses to em ergency calls an d  so fo rth .75

G iven  w hat N ew  Y ork  courts h ave  called  "the crushing na tu re  o f the burden ,'"6 
the po lice canno t be expected  to  p ro te c t th e  individual citizen. Individuals rem ain  
responsib le  for th e ir own p ersonal safety, w ith police provid ing  only an  auxiliary 
g enera l d e te rren t. T he  issue is w h e th e r those  individuals should  be free to choose 
gun  ow nersh ip  as a m eans o f p ro tec ting  them selves, the ir hom es, and  the ir families.

74 See the extended discussion in Bowman, "An Open Letter," Police Marksman, J . ' , ,-.ug. 1986.
»

5 Silver and Kates, ‘Handgun Ownership, 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 shortages [in addition to which] the state is usually unable to know that we need 
protection until it is too late. By the time that 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 to 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 Int'L J. Victimol. (Emphasis 

added). CL the Riss and Silver cases cited above, as wall as Wong v. Cty of A fiami, 2217 So>2d 132 (Fla^ 1970). 
A ll emphasize the need for judicial Wcrcncc to administrators* allocation of scarce police resources as a reason 
for denying liability for failure to protect.

76 Wiener v. Metropolitan Transit Authority, 433 N E . 2d 124, 127, 55 N.Y. 2d 175, 498 N.Y.S. 2d 141 (N.Y. 
App. Div. 1982). \
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D 4  A n c h o r a g e  D a i l y  N e w s  S u n d a y ,  F e b r u a r y  6 , 1994

Fo r u m  / L e t t e r s

Concealed weapons protect victims, not criminals
L e t ’s  g e t  on e  th in g  s t r a i g h t  a t  the  b e g in n in g :  

P o l i c e  d o n ’t p ro te c t .  P e r io d .  In  f a c t ,  t h e y  a r e  
r e q u i r e d  b y  l a w  to r e a c t  a f t e r  a c r im e  is  e i t h e r  in 
p r o g r e s s  o r  i s  o v e r .  P o l i c e  r e t a l i a t e .

T h e  i l l u s i o n  o f  p o l i c e  p ro t e c t io n  i s  one o f  the  
g r e a t  m y th s  th a t  I , a s  a s e l f- d e fe n s e  f o r  w om en  
in s t r u c t o r ,  h a v e  to o v e r c o m e .  One o f  th e  o th e r  
m y t h s  i s  tha t  i f  a w om an  p u l l s  a  g u n  on  a b a d  g u y ,  
he w i l l  s u m m a r i l y  t a k e  i t  a w a y  f rom  h e r  a n d  u s e  
i t  on he r ,  T h a t  do e sn ' t  happen  e i t h e r .

B u t  b a c k  to th e  p o l i c e .  T h e y  h a v e  b e en  v e r y  
good  a t  f in d in g  w a y s  to p r o t e c t  t h e m s e l v e s .  T h e  
c o n c e rn  th a t  C .E . S w a c k h a m m e r ,  Ron O t te  an d  
B r i a n  P o r t e r  h a v e  a b o u t  HB  351 ( the b i l l  to a l l o w  
co n c e a le d  c a r r y  o f  f i r e a rm s )  i s  th a t  th e  p a s s a g e  
o f  th i s  b i l l  m ig h t  m a k e  it m o r e  d a n g e r o u s  f o r  
p o l i c e  o f f i c e r s .  I t  m ig h t ,  b u t  i t  d e f i n i t e l y  w o u ld  
m a k e  i t  m o re  d a n g e r o u s  fo r  th e  c r im in a l s .

S u p p o r t e r s  o f  t h i s  b i l l  h a v e  p o in te d  to th e  
F lo r i d a  e x p e r i e n c e  a s  a w a y  o f  d e m o n s t r a t i n g  
w h a t  th e  p a s s a g e  o f  t h i s  b i l l  m e a n s .

In  to ta l ,  t h e r e  a r e  13 s t a t e s  t h a t  a l l o w  
c o n c e a le d  c a r r y .  T o  d a te ,  t h e r e  h a s  b e en  no 
r e s e a r c h  on th e  e f f e c t s  o f  c o n c e a le d  c a r r y  th a t  
i n c l u d e s  a l l  o f  t h e s e  s t a t e s .

B u t  in f o rm a t io n  h a s  been  d e v e lo p e d  a b o u t  the  
F lo r i d a  e x p e r i e n c e  b y  F l o r i d a  S ta te  U n i v e r s i t y  
c r im in o lo g i s t  G a r y  K le c k .  A c c o r d in g  to h i s  d a ta ,  
a p p r o x im a t e l y  1 m i l l i o n  t im e s  a y e a r  an  a rm e d  
c i t i z e n  d e f e n d s  h im s e l f  o r  h is  p r o p e r t y .  
N in e ty - s ix  p e r c e n t  o f  the  t im e ,  h e  m e r e l y  
b r a n d i s h e s  the  w eapo n  o r  f i r e s  t  w a r n i n g  sho t . In  
2 p e r c e n t  o f  th e  c a s e s ,  th e  c i t i z e n  a c t u a l l y  shoo ts  
t h e  a s s a i la n t .  W h i l e  d e f e n d in g  t h e m s e l v e s  w i t h  
f i r e a rm s ,  the  a rm e d  F lo r i d a  c i t i z e n  e n d e d  up 
k i l l i n g  b e tw e e n  2,000 to  3,000 c r im in a l s  e a ch  
y e a r  s in c e  1987 when  th e  l a w  w a s  e n a c te d .  T h i s  
i s  th r e e  t im e s  th e  n u m b e r  k i l l e d  b y  p o l i c e  d u r i n g  
th e  s am e  t im e- f ram e .

In  a n a t io n w id e  s t u d y ,  K a te s  f o u n d  th a t  a b o u t  
2 p e r c e n t  o f  c i v i l i a n  s h o o t in g s  i n v o l v e d  th e

i n j u r y  o f  an  in n o cen t  c i t i z e n  m i s t a k e n l y  
i d e n t i f i e d  a s  an  a s s a i l a n t .  T h e  e r r o r  r a te  f o r  
p o l i c e ,  h o w e v e r ,  w a s  11 p e r c e n t .  /

Th e  d i f f e r e n c e  in  the ’’i d e n t i f i c a t i o n "  
p r o b le m  i s  f a i r l y  e a s y  to u n d e r s t a n d .  I f  a c i t i z e n  
i s  s t a n d in g  a t  th e  b u s  s to p  o f  l i f e  a n d  a b a d  g u y  
c o m e s  up . p u l l s  a k n i f e  a n d  s a y s .  ‘‘Y o u r  m o n e y  o r  
y o u r  l i f e , "  i t  i s  p r e t t y  o b v io u s  th a t  a c r im e  is  in 
p r o g r e s s .  P o l i c e ,  on the  o th e r  h a n d ,  a r e  u s u a l l y  
no t p r i v y  to  t h a t  k i n d  o f  e x c h a n g e .  T h e y  
r e t a l i a t e ,  a f t e r  th e  f a c t ,  an d  t r y  to s o r t  o u t  who 
d i d  wha t  to w hom .

S e l f- d e fe n se  l a w s ,  in  g e n e r a l ,  f a v o r  p ro te c t io n  
o f  the p o l i c e ,  th e  c r im in a l  j u s t i c e  s y s * em , a n d  
th o s e  w ho  m a k e  t h e i r  l i v i n g  o f f  o f  tho se  
i n s t i t u t io n s .  In  s h o r t ,  i f  a  c i t i z e n  i s  go in g  to a c t  in 
s e l f- d e fe n s e ,  h e  m u s t  f i r s t  t r y  to r u n  aw a y .  
F a i l i n g  th a t ,  he ca n n o t  e s c a la t e  p a s t  w h a t  is  
b e in g  done  to h im  (e .g . , i f  th e  b a d  g u y  is  
u n a rm e d ,  th e  go od  g u y  canno t  s t a r t  h i t t i n g  the  
b a d  g u y  w i t h  a 2-by-4).

Th en , o n c e  th e  b a d  g u y  is  on th e  g r o u n d ,  th e  
go od  g u y  m u s t  s top ,  w a i t  f o r  the b a d  g u y  to ge t  up  
a n d  p r e s e n t  h im s e l f  a s  a d a n g e r  a g a in  b e f o r e  th e  
go od  g u y  c a n  a c t  a g a in .  A d d i t i o n a l l y ,  th e  good 
g u y  can o n ly  u s e  le t h a l  f o r c e  i f  h e  can  p r o v e  to a 
j u r y  that he w a s  in  f e a r  o f  lo s in g  h i s  l i f e  (or he 
w a s  p r e v e n t i n g  a n o th e r  f r o m  lo s in g  h is/he r l i fe ) .

I f  I had f o l lo w e d  th e s e  g u id e l i n e s  a s  I f o u g h t  
m y  w a y  t h r o u g h  m y  e a r l y  l i f e ,  I w o u ld n ' t  be  a l i v e  
to d a y .  C om b a t  s t r a t e g i e s  tha t  a c t u a l l y  w o r k  w i l l  
no t f i t  n e a t ly  in to  th o se  r e s t r i c t i v e  g u id e l in e s .

T h e  f a c t  is: O n ly  th e  in t e n d e d  v i c t im  o f  a 
c r im e  is  in  a p o s i t io n  to: 1) e s t a b l i s h  th a t  a  c r im e  
i s  in  p r o g r e s s ,  a n d  2) p r e v e n t  t h a t  c r im e  f r o m  
o c c u r r i n g .  No one  e l s e  i s  in a n y  p o s i t io n  to do 
m u c h  o f  a n y t h in g  e l s e  e x c e p t  p i c k  up th e  p ie c e s  
— a f t e r  th e  fa c t .

A n o th e r  f a c t  is: T h e  h a n d g u n  is  t h e  mos 
p o w e r f u l  too l f o r  p r e v e n t io n  an d  p ro t e c t io n  tha 
t h e r e  is .  A w om an ,  t r a in e d  in the  u s e  o f  i! 
h a n d g u n ,  s t a n d s  a good c h a n c e  a g a i n s t  thi 
r a p i s t ,  th e  e s t r a n g e d  h u s b a n d  o r  b o y f r i e n d ,  t in 
m u g g e r ,  e t c .  F B I  s t a t i s t i c s  s a y  th a t  in  l e s s  than  
p e r c e n t  o f  th e  c a s e s  r e p o r t e d  d id  the  a s s a i l a n  
t a k e  a w om an ' s  g u n  a w a y  f r o m  h e r  and  u s e  i t  oi 
h e r .  A g a in ,  c o m p a r e d  to p o l i c e  g i v i n g  t h e i r  gun. 
a w a y ,  the  c i t i z e n  d i d  b e t t e r .

W h a t  d o e s  h appen  is t h a t  w om en  a r e  f u l l ;  
c a p a b l e  o f  d e f e n d in g  t h e m s e l v e s  f ro m  v io le n  
a t t a c k :

• 92-year-old. w h e e lc h a i r- b o u n d  B e s s i e  Jone: 
sho t  h e r  a s s a i l a n t s  (USA T o d a y ,  N o v .  10,1993);

• A f t e r  b e in g  b l i n d f o l d e d  an d  ra p e d ,  M ade l in e  
M o r e h o u s e  r e a c h e d  the g u n  in h e r  p u r s e  a n d  he lt 
h e r  r a p i s t  a t  g u n p o in t  w h i l e  sh e  c a l l e d  th e  police 
( S e a t t l e  T im e s ,  M a y  13,1993);

• "W o m an  F e e d in g  B a b y  A t H om e  Shoot; 
I n t r u d e r "  (San A n to n io  E x p r e s s  N ew s ,  A u g .  10 
1993);

• “ W id o w  o f  P o l i c e  C h i e f  Shoo ts  I n t r u d e r ’ 
( S a c r a m e n to  Bee . A p r i l  22, 1993).

T h e  e x p e r i e n c e  o f  the a rm e d  c i t i z e n  is  no t  tha t 
g u n  o w n e r s  a r e  h o m ic id a l ,  e m o t i o n a l l y  d e r ­
a n g e d ,  s u b- hum an  t h r o w b a c k s  who  a r e  j u s t  
lo o k in g  f o r  an  e x c u s e  to b lo w  s o m e b o d y  aw a y .  
T h e y  a r e ,  r a t h e r ,  d e c e n t ,  law - lo v in g  p eop le  who  
a c c e p t  th e  f a c t  t h a t  o n ly  t h e y ,  th e  i n t e n d e d  
v i c t im s ,  c a n  p r e v e n t  c r im e ._________________________
J  B ru c e  B ib e e  Is a s e v e n th -d e g r e e  b la c k  belt. H e  Is the 

o w n e r  o f  K u n g -F u  S a n  S o o  C e n te r, a n d  he h a s  b ee n 

le a c h in g  w o m e n 's  s e lf-d e fe n s o  c la s s e s  s in c e  1976.

Move legislature to Wasilla
T h e  n ew  c a p i t a l  d e s i g n a t io n  w h i c h  is  c o m in g  

on to  t h e  b a l lo t  in th e  g e n e r a l  e l e c t i o n  in

h a s  b e en  sp en t .  W hy  not le t  th o se  who 
m i s a p p r o p r i a t e d  o u r  m on ey  p e r s o n a l l y  r e t u r n  it. 
G o v .  H i c k e l ,  th en-A t to rn e y  G e n e r a l  Co le ,
R n r n e s  H n l f i■SHMHBMmn r r l  n n r l  f l ip  r o s t  o f  th esJgg isla iim L-

NE
WS

 
AR

TI
C

LE





FISCAL NOTE
STATE OF ALASKA
1994 LEG ISLATIVE SESSION

B ILL  NO. SB 242

Rovision Dalo: 
Titlo:

Oopt. AKoctod: All State Agencies
'An Acl rc lalinq lo oll ico hours of Stalo agencies.* BRU: 
______________________________________________________Component:
Taylor

ANALYSIS: (Attach a separate page if necessary)

A s s u m e s  lh a t  S t a l e  a g e n c i e s  wil l c o n t in u e  to p e r io d ic a l ly  a s s e s s  th e  p r e f e r e n c e s  
a n d  n e e d s  of c l i e n t s  w ith  r e s p e c t  to  a c c e s s i n g  S t a t e  o f f ic e s .

Prepared by; 
Division:

K ev in  R i tch ie ,  D i re c to r
Porsonno l/OEEO

Phono; 465-4430 
Dato:

Approvod by Commissioner; 
Agency: __________

N an c y  B e a r  U s e r a ' Dato:
A d m in i s t r a t io n

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution inlormation call tho Governor’s Legislative Offico

Requestor: (S) Sta COMPONENT SERI/ NO.

E x p e n d i t u r e s/ R e v e n u e s (Thousands of Dollars)
OPERAT ING  EXPEND ITURES FY95 FY96 FY97 FY98 FY99 FY00

PERSONAL SERV ICES 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. O PERA T IN G 0.0 0.0 0.0 0.0 0.0 0.0

CAP ITAL  EXPEND ITU . .ES 0.0 0.0 0.0 0.0 0.0 0.0

C H A N G E  IN R E V E N U E S  ( ) 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands ol Dollars)
1002 F e d e r a l  R e c e ip t s 0 .0 0.0 0.0 0.0 0.0 0.0
1003 G F  M a tch 0.0 0.0 0.0 0.0 0.0 0.0
1004 G F 0.0 0.0 0.0 0.0 0.0 0.0
1005 GF/P ro g ram  R e c e ip t s 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
O th e r 0.0 0.0 0.0 0.0 0.0 0.0
T o t a l 0 .0 0.0 0.0 0.0 0.0 0.0
Est im a te  of cu rren t year (FY94) co st : n o n e

P O S m O N S :
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Pago t ol I
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A la s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n
P.O . B o x  2 5 50 0  J u n e a u , A la s k a  9 9 8 0 2 -5 5 0 0  

(907) 465-2047

M E M O R A N D U M

D A T E : A p r il  12 , 1 9 9 4

T O : S e n a to r  L o re n  L e m a n
C h a i r m a n ,  S e n a te  S t a t e  A ffa ir s  C o m m it te e

F R O M : W ill ia m  H . S c o tt
E x e c u tiv e  D ire c to r

S U B J E C T : S e n a t e  B i l l  2 4 4

S e n a t e  B ill 2 4 4 , in t r o d u c e d  a t  t h e  r e q u e s t  b y  th e  B o a rd  o f  T r u s te e s ,  w o u ld  
a m e n d  c u r r e n t  la w  w i th  r e s p e c t  to  e q u i ty  in v e s t in g .  S p e c if ic a lly , i t  w o u ld  
a l lo w  th e  P e r m a n e n t  F u n d  to  p u r c h a s e  -  u n d e r  c e r t a in  c o n d i t io n s  -  m o re  
t h a n  fiv e  p e r c e n t  o f  th e  s te „ k  o f  a  c o rp o ra t io n .

T h e  b ill s e t s  o u t  g e n e r a l  p o lic ie s  a n d  g u id e l in e s  f o r  a l t e r n a t i v e  a s s e t  
in v e s t in g .  T h e  p u rp o s e  o f  t h e  a l t e r n a t iv e  a s s e t  i n v e s tm e n t  p r o g r a m  is  to  
p r u d e n t l y  e m p lo y  a  m o d e s t  p e r c e n ta g e  o f  P e r m a n e n t  F u n d  a s s e t s  to  
a l t e r n a t i v e  in v e s tm e n t s  to  p ro d u c e  a  w e ll-d iv e rs if ie d , p ro f i ta b le  p o r tfo l io  
w h ic h  w ill e n h a n c e  th e  F u n d 's  to ta l  r e t u r n .  T h e  g o a ls  o f  t h e  p r o g r a m  a re :  
(1) to  a c h ie v e  s u p e r io r  to ta l  r e t u r n s  c o m p a re d  to  t r a d i t i o n a l  a s s e t  c la s s e s ;  
a n d  (2) to  d iv e r s i fy  a w a y  f ro m  t r a d i t i o n a l  c a p i ta l  m a r k e t  r is k s .

E v e n  th o u g h  a l t e r n a t iv e  in v e s tm e n t s  a s  a n  a s s e t  c la s s  a r e  e m p lo y e d  b y  
h u n d r e d s  o f  p u b lic  a n d  p r iv a t e  c o rp o ra t io n s  a n d  in s t i t u t i o n s  a r o u n d  th e  
c o u n t ry ,  in c lu d in g  u n iv e r s i t ie s  a n d  s t a t e  r e t i r e m e n t  s y s te m s ,  th e y  w o u ld  
r e p r e s e n t  a  n e w  ty p e  o f  in v e s tm e n t  fo r  th e  P e r m a n e n t  F u n d .  A s s u c h ,  i t  is  
u n d e r s to o d  t h a t  a  s ig n i f ic a n t  a m o u n t  o f  e d u c a t io n  w il l  b e  r e q u i r e d  b o th  
w i th in  t h e  C o rp o ra t io n  a n d  w ith in  t h e  le g is la tu r e  b e fo re  s u c h  in v e s tm e n t s  
w o u ld  b e  i n i t i a t e d ,  e v e n  o n  a  l im i te d  b a s is .



r r *r :r~____ .____ •

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

A ttachm ent #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. It is 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.

A ttachm ent #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.

A ttachm ent #3 contains excerpts from the minutes of the December 6 
Board meeting in which Trustee Brady made the case for the proposed 
change.

'ur' en t #4 is the Executive Summary from the "1992 Survey of 
•ve 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.

A ttachm ent #5 is a reprint from the Spring 1994 issue of The Journal o f 
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.

A ttachm ent #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.

S e n a to r  L o re n  L e m a n
A p ril  12, 1994
P a g e  2



EH

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. I would ask for your 
support and stand ready to provide additional information at any time.



B e  it e n a c t e d  b y  t h e  L e g i s l a t u r e  o f  t h e  S t a t e  o f  A l a s k a :

* S e c  l . A S . 1 3 . 1 2 0 . ( g )  i s  a m e n d e d  b y  a d d i n g  a  n e w  p a r a g r a p h  t o  r e a d :

( 2 1 )  N o t w i t h s t a n d i n g  3 7 . 1 3 . 1 2 0 ( i ) ,  e q u i t y  i n v e s t m e n t s  m a y  c o m p r i s e  

m o r e  t h a n  f i v e  p e r c e n t  o f  t h e  s t o c k  o f  a  c o r p o r a t i o n  o n l y  t h r o u g h  a i l  i n t e r e s t  i n  a  

p a r t n e r s h i p ,  o r  o w n e r s h i p  i n  a  c o l l e c t i v e  i n v e s t m e n t  v e h i c l e ,  u n d e r  t h e  f o l l o w i n g  

c o n d i t i o n s :

( A )  t h e  F u n d  s h a l l  n o t  o w n  m o r e  t h a n  a  6 0 %  i n t e r e s t  i n  a  

p a r t n e r s h i p  o r  c o l l e c t i v e  i n v e s t m e n t  v e h i c l e ;

( B )  t h e  a g g r e g a t e  i n v e s t m e n t  o f  t h e  F u n d  u n d e r  t h i s  p a r a g r a p h  

m a y  n o t  e x c e e d  f i v e  p e r c e n t  o f  t h e  t o t a l  i n v e s t m e n t s  o f  t h e  F u n d :

( C )  a t  n o  t i m e  m a y  t h e  F u n d  o w n  d i r e c t l y  o r  i n d i r e c t l y ,  

t h r o u g h  a  c o r p o r a t i o n ,  p a r t n e r s h i p  o r  c o l l e c t i v e  i n v e s t m e n t  v e h i c l e ,  m o r e  

t h a t  5 %  o f  a n y  e n t i t y  w h i c h  h a s  s u b s t a n t i a l  o i l  a n d  g a s  o p e r a t i o n s  i n  t h e  

S t a t e  o f  A l a s k a ;

( D )  a p p r o p r i a t e  p o l i c i e s  a n d  p r o c e d u r e s  f o r  i n v e s t m e n t s  u n d e r  

t h i s  s e c t i o n  s h a l l  b e  r e v i e w e d  a n d  a p p r o v e d  a n n u a l l y  b y  t h e  B o a r d  o f  

T r u s t e e s .



Attachment If 2

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 if3

C H A I R  S E E K I N S :  Y e s .  . M r .  B r a d y .

M R .  B R A D Y :  I ' m  g o m e  t o  f o l l o w  o u r  s e n i o r  T r u s t e e  s  e x a m p l e  o f  t r y i n g
t a k e  t h e  f l o o r  t o r  a  w h i l e  a n d  s t a n d  u p  h e r e  a n d  t a l k  t o  y o u  a b o u t  t h i s  
s u b j e c t .  N o  o f f e n s e ,  M r .  F r e e m a n .  I  t h i n k  M r .  S u r z ' s  p r e s e n t a t i o n  
h i g h l i g h t e d  a n  o p p o r t u n i t y  h e r e  t h a t  w a s n ' t  p r e s e n t e d  n e c e s s a r i l y  b y  
h i s  p r e s e n t a t i o n ,  b u t  p r e s e n t e d  t o  y o u  i n  t h e  f a s h i o n  o f  u n d e r s t a n d i n g  
o f  s o m e t h i n g  t h a t  s o u n d s  t o  b e  v e r y  c o m p l i c a t e d  a n d  p o s s i b l y  e v e n  
b e y o n d  t h e  g r a s p  o f  m o s t  o f  t h e  a c t i v i t i e s  w e  d o .  i n  y o u r  m i n d .

I  p r o b a b l y  a m  t h e  o n e  r e s p o n s i b l e  f o r  a l l  o f  t h i s  t o d a y  a n d  i t  h a s  t o  d o  
w i t h  a  n u m b e r  o f  c h i n g s .  F i r s t l y ,  w e ' v e  a l l  c o n c l u d e d  o n e  w a v  o r  
a n o t h e r ,  I  b e l i e v e ,  t h a t  t h e  s t r a t e g y  o f  d i v e r s i f i c a t i o n  t h r o u g h  a s s e t  
a l l o c a t i o n  i s  t h e  p r i m a r y  k e y  t o  o u r  s u c c e s s .  A s  a  m a t t e r  o f  f a c t .  I  
d o n ' t  k n o w  h o w  m a n y  o f  y o u  s a w  t h i s  a r t i c l e  i n  F o r b e s  M a g a z i n e  
r e c e n t l y ,  w i t h  w h i c h  I  d o n ' t  a g r e e ,  b u t  w h i c h  b a s i c a l l y  a s k s  w h y  
s p e n d  a  l o t  o f  m o n e y  w i t h  m o n e y  m a n a g e r s  b e c a u s e ,  i f  y o u  j u s t  
b o u g h t  i n t o  6 & P s  a n d  s a v e d  a l l  t h a t  m o n e y ,  y o u ' d  e n d  u p  w i t h  
a p p r o x i m a t e l y  t h e  s a m e  r e s u l t s ?  I  d o n ' t  c o n c u r  t h a t ,  o v e r  a  l o n g  
p e r i o d  o f  t i m e ,  t h i s  i s  t r u e .

I f  w e ' r e  g o i n g  t o  c o n t i n u e  t o  g r o w  i n  p r o f i t  i n  t h e  s t y l e  a n d  m a n n e r  a t  
w h i c h  w e ' v e  s e t  o u r  o b j e c t i v e s ,  t h i s  h o r i z o n t a l  d e v e l o p m e n t  o f  a s s e t  
a l l o c a t i o n ,  I  t h i n k ,  i s  v e r y  i m p o r t a n t  t o  a l l  o f  u s .  I f  w e  d o n ' t ,  t h a t  
p y r a m i d  i n  t h e  m i d d l e ,  o u r  b o n d s ,  k e e p s  g e t t i n g  b i g g e r  a n d  b i g g e r  
a n d  w e  h a v e  a  s h a l l o w e r  h o r i z o n t a l  a l l o c a t i o n .  I  t h i n k  t h a t ,  t o  
c o n t i n u e  t o  d i v e r s i f y ,  w e ' v e  g o t  t o  c o n t i n u e  t o  d o  t h i s .  W e ' r e  i n  
a l t e r n a t i v e  i n v e s t m e n t  s t r a t e g y  r i g h t  n o w .  T h a t ' s  a l l  r e a l  e s t a t e  i s .  
W e ' r e  b e t t i n g  o n  P e t e  a n d  L l e w e l l y n  a n d  o t h e r s  t o  f i n d  t h e  d e a l s  t h a t  
m a k e  t h e  m o s t  s e n s e .  T h a t ' s  a n  a l t e r n a t i v e  i n v e s t m e n t  s t r a t e g y .  I  
d o n ' t  w a n t  t o  c o n f u s e  t h i s  w i t h  v e n t u r e  c a p i t a l  o r  w i t h  t h e  o t h e r  
i n v e s t m e n t  f u n d s  t h a t  t h e  S t a t e  o f  A l a s k a  d o e s .  T h i s  i s  n o t  b u i l d i n g  a  
w a t e r  p i p e l i n e  t o  C a l i f o r n i a  o r  b u y i n g  i n t o  a  g o l d  m i n e .  I  t h i n k  w e  r e  
l o o k i n g  a t  h e r e  a  s t r a t e g y  t h a t  w o u l d  a l l o w  u s  t o  d o  s o m e  o f  t h e  t h i n g s  
t h a t  w e ' r e  c u r r e n t l y  p r o h i b i t e d  f r o m  d o i n g .

F o r  e x a m p l e ,  w e  r e  l i m i t e d  t o  t h e  e x t e n t  o f  5 %  o n  a n y  p u b l i c l y  t r a d e d  
e q u i t y .  T h i s  s u m m e r ,  w h e n  a l l  t h i s  s t a r t e d .  I  m e t  s o m e  v e r y  b r i g h t  
f e l l o w s .  W e ' v e  h e a r d  o v e r  a n d  o v e r  a n d  o v e r  t h a t  t h e  k e y  t o  a  l o t  o f  
t h i s  i s  t h e  p e o p l e  y o u  f i n d  f o r  y o u r  p a r t n e r s .  I  t h i n k  t h a t ' s  t r u e  i n  a n y  
s u c c e s s f u l  e n t r e p r e n e u r i a l  e n t e r p r i s e .  T h e s e  g u y s  a n d  g a l s  h a v e  
r a t e s  o f  r e t u r n  t h a t  a r e  p h e n o m e n a l .  T h e y ' r e  d o i n g  p a r t n e r s h i p s  
w i t h  p e o p l e  l i k e  o u r s e l v e s .  I f  w e  h a d  a n  a l t e r n a t i v e  i n v e s t m e n t  
s t r a t e g y  o f  5 7c, w h e t h e r  w e  f u n d  i t  o r  n o t .  b y  r e s o l u t i o n  w e  c a n  r e s t r i c t  
i t  h o w e v e r  w e  w i s h .  L e t ' s  s a y  w e  d o n ' t  w a n t  t o  d o  t i m b e r ,  a l t h o u g h  
t h a t ' s  b e e n  v e r y  s u c c e s s f u l  r e c e n t l y ,  w e  d o n ' t  w a n t  t o  d o  d a i r y  f a r m s ,  
w e  d o n ' t  w a n t  t o  d o  g o l d  r a i n i n g ,  a n d  w e  d o n ' t  w a n t  t o  e v e n  g e t  i n t o
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s o m e  o r  t h e  I P O s  o r  s o m e  01 t h e  o t h e r  t h i n g s  t h a t  a r e  h a p p e n i n g .  B u t .  
l e t ' s  s a y  t h a t  w e  w a n t e d  t o  p a r t n e r s h i p  w i t h  s o m e  p e o p i e  w h o  b u y  
w h a t  t h e y  f e e l  a r e  u n d e r v a l u e d  s m a i l - c a p ,  p u b l i c l y  t r a d e d  c o m p a n i e s ,  
f o r  w h a t e v e r  r e a s o n s .  T h e y  c a n  e i t h e r  i n f l u e n c e  t h e  b o a r d  o r  p u t  
t h e m s e l v e s  o n  t h e  b o a r d  o r  d o  t h i n g s  t o  m a x i m i z e  t h e i r  r a t e s  o f  
r e t u r n  t h a t  o t h e r w i s e  a r e n ' t  h a p p e n i n g .  I t  m a y  b e  t h a t  t h e r e ’ s  o n e  
s e n i o r  s h a r e h o l d e r  t h a t ' s  g o t  a  l a r g e  p e r c e n t a g e  o f  i t  a n d  y o u  c a n  
r e c a p i t a l i z e ,  d o  a i l  t h e  t h i n g s  t h a t  n e e d  t o  b e  d o n e  t o  t l x  t h e  c o m p a n y ,  
a n d  g e t  t h e  r a t e s  o f  r e t u r n  t h a t  c o m p a n y  i s  l i k e l y  t o  g e t  b e i n g  f i x e d ,  i f  
y o u  w i l l .

B i l l  S c o t t  a n d  I  m e t  w i t h  t h e s e  f o l k s .  T h e s e  k i n d s  o f  p e o p l e  a r e  r e a l  
i n t e r e s t i n g .  I  t h i n k  t h i s  i s  s o m e t h i n g  w e  o u g h t  t o  d a .  I  d o n ’ t  t h i n k  
w e  s h o u l d  t a k e  I f f  a n d  t h r o w  i t  o u t  t h e r e  f o r  a  h o m e  r u n .  b u t  I  t h i n k  
w e  s h o u l d  t a k e  s o m e  p e r c e n t a g e  a s  w e  b r o a d e n  o u r  d i v e r s i f i c a t i o n  
a n d  l o o k  a t  o p p o r t u n i t i e s  w i t h  p e o p i e  a n d  c o m p a n i e s  t h a t  a r e  
s u c c e s s f u l  a t  m a k i n g  a  l o t  o f  m o n e y .

B y  t h e  w a v .  a l t h o u g h  I  k n o w  t h i s  d o e s n t  c a r r y  a  l o t  o f  w e i g h t  w i t h  
y o u .  M r .  F r e e m a n ,  a l m o s t  e v e r y b o d y  e l s e  i s  d o i n g  t h i s .  I t  i s  n o t  j u s t  
t h e  s w i n g e r s ,  t h e  u n i v e r s i t i e s ,  a n d  t h e  c o l l e g e s ,  b u t  t h e  p u b l i c  
e n t i t i e s ,  t h e  s t a t e s ,  a n d  t h e  c o r p o r a t i o n s  a r e  i n  t h ' s  c a t e g o r y .  I  g o t  a  
s a m p l i n g  o f  t h i s  m y s e l f  a n d  o v e r  1 0 0  e n t i t i e s  s i n m a r  t o  o u r s e l v e s  
h a v e  a n  a l t e r n a t i v e  i n v e s t m e n t  s t r a t e g y .  T h a t  d o e s n ' t  m e a n  w e  t a k e  
5 %  o f  o u r  m o n e y  a n d  t h r e w  i t  a t  t h e  w a l l  a n d  s a y ,  " D o  d e a l s ,  w h a t e v e r  
t h e y  a r e ,  a n d  w e  j u s t  t r u s t  y o u . "  T h a t ' s  n o t  t h e  s u g g e s t i o n  I  h a v e  
h e r e .  T h e  s u g g e s t i o n  I  h a v e  h e r e  i s  t h a t  w e  p a s s  a  r e s o l u t i o n  t h a t  
a l l o w s  u s  t o  i n c o r p o r a t e ,  i n  o u r  l e g i s l a t i v e  p a c k a g e ,  t h e  a b i l i t y  t o  
i n v e s t  i n  a l t e r n a t i v e  c a t e g o r i e s ,  t h e n ,  t h r o u g h  o u r  o w n  m e a n s  a n d  
d e v i c e s ,  s u c h  a s  l i m i t a t i o n s  a s  w e  t a l k e d  a b o u t  w i t h  r e a l  e s t a t e ,  w e  
c o n t r o l  t h r o u g h  r e s o l u t i o n s  w h a t  i t  i s  w e  w a n t  a n d  w i s h  t o  d o .  I  d o n ' t  
h a v e  a n y b o d y  i n  m i n d .  T h e r e ' s  n o t  m a n y  D u r a c e i l  d e a l s  f l o a t i n g  
a r o u n d .  T h o s e  c o m e  a r o u n d  o n c e  i n  a  w h i l e .  T h e r e  a r e .  h o w e v e r ,  a  
l o t  o f  s m a l l - c a p  c o m p a n i e s  a n d  o t h e r  s i t u a t i o n s  t h a t  c o m e  a l o n g  t h a t  
a r e  g o o d .  T h e  r a t e s  o f  r e t u r n  s o m e  o f  t h e s e  p e o p l e  a r e  g e n e r a t i n g  a r e  
r e a l l y  g o o d .  A s  o u r  o i l  r e v e n u e s  g o  d o w n  a n d  o t h e r  t h i n g s  t a k e  p l a c e ,  
y o u  c o u l d  c r e a t e  a  s c e n a r i o  t h a t  w e  o u g h t  t o  h a v e  o t h e r  o p p o r t u n i t i e s  
a n d  w a y s  t o  m a k e  m o n e y  a r o u n d  h e r e .

H a v i n g  s a i d  t h a t ,  t h e  e x a m p l e  t h a t  I  t r i e d  t o  l a y  o u t  h e r e  t o  d o  t h i s  i s  
p r o h i b i t e d  b e c a u s e ,  i n  m a n y  i n s t a n c e s ,  w e  m a y  f i n d  o u r s e i v e s  i n  a  
p a r t n e r s h i p  w h e r e i n  w e  w o u l d  o w n  m o r e  t h a n  5 %  o f  a  s p e c i f i c  s t o c k .  
W e  c a n ' t  d o  t h a t .  B u t .  i f  w e  h a d  a n  a l t e r n a t i v e  i n v e s t m e n t  c a t e g o r y  
a n d  w e  i n v e s t e d  w i t h  p a r t n e r s  a n d  i t  w a s  u n d e r s t o o d  t h a t  t h e s e  
i n v e s t m e n t s ,  m a d e  f r o m  t i m e  t o  t i m e ,  i n  m o s t  c a s e s ,  w e  w o u l d  f i n d  
o u r s e l v e s  i n  a  s i t u a t i o n  w h e r e  w e  w o u l d  h a v e  2 0 %  t o  3 0 %  o f  t h i s  
p a r t n e r s h i p  t h a t  w o u l d  o w n  3 0 %  t o  5 0 %  o f  a  p u b l i c l v  t r a d e d  c o m p a n y .
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W e  j u s t  t l i p p e d  o v e r  t h e  e a c e .  W l i a t  I  w a n t  t o  d o  i s  c o n v i n c e  y o u .  a s  
b e s t  I  c a n .  t h a t  t h r o u e n  o u r  a s s e t  a l l o c a t i o n  a n d  d i v e r s i f i c a t i o n ,  w e  
s h o u l d  h a v e  t h i s  c a t e g o r y .  O n c e  w e  h a v e  t i n s  c a t e g o r y  a n d  t h e  
a u t h o r i t y  t o  d o  t h e s e  s o r t s  o f  t h i n g s .  t h e n  w e  c o m e  b a c k  a n d  w e  l o o k  a t  
t h e  o p p o r t u n i t i e s  t h r o u g h  p r e s e n t a t i o n s  t o  l e a r n  t h e  h i s t o r y ,  t h e  t r a c k  
r e c o r d s ,  t h e  b e n c h m a r k s ,  a n d  a l l  t h e  t h i n g s  w e  t a l k e d  a b o u t  e a r l i e r  
t h a t  w e  n e e d  a n d  w a n t  t o  h a v e  t o  t’e e i  c o m f o r t a b l e  a b o u t  t h i s .  T h e n ,  i f  
w e  c h o o s e  t o  d o  t h i s ,  w e  c a n  d o  i t .  M r .  S u r z  s a i d  i t  a n d  M r .  S t o n e  s a i d  
i t .  N o t  j u s t  b e c a u s e  e v e r y b o d y  e l s e  i s  d o i n g  i t .  I  d o  b e l i e v e  i t ' s  a  m i s s e d  
o p p o r t u n i t y ,  i f  w e  d o n ' t  h a v e  o u r s e l v e s  p o s i t i o n e d  s o  t h a t  w e  c a n  t a k e  
a d v a n t a g e  o f  t h e s e  k i n d s  o f  o p p o r t u n i t i e s  a s  t h e y  c o n t i n u e  t o  c o m e  
a l o n g .

W i t h  S 8 0  m i l l i o n  t o  S 1 2 0  m i l l i o n  a  m o n t h  c o m i n g  i n .  t h e  p y r a m i d  
k e e p s  g e t t i n g  b i g g e r  a n d  w e  r e  s h a l l o w e r  o n  o u r  d i v e r s i f i c a t i o n .
T h a t ' s  w h y  I  f e e l ,  a f t e r  h a v i n g  l e a r n e d  a  l i t t l e  b i t  a b o u t  t h i s  f r o m  
r e a d i n g  s t a c k s  o f  i n f o r m a t i o n  a n d  d i s c u s s i n g  t h o s e  w i t h  
C o m m i s s i o n e r  R e x w i n k e l .  i t ’ s  s o m e t h i n g  w e  s h o u i d  b e  d o i n g .  T h e  
o t h e r  b o a r d  C o m m i s s i o n e r  R e x w i n k e l  s i t s  o n  i s  g o i n g  t o  d o  i t .  W e ' r e  
n o t  t h r o w i n g  s o m e t h i n g  a t  t h e  w a l l ,  c l o s i n g  o u r  e y e s ,  a n d  l o o k i n g  o u t  
t h e  c o r n e r  t o  s e e  w h a t ' s  g o i n g  t o  h a p p e n .  T h i s  i s  s o m e t h i n g  t h a t ' s  
g o t  s o m e  p r e m e d i t a t e d  t h o u g h t  t o  i t  a n d  s o m e  p r e - e x a m i n a t i o n .  I  f e e l  
v e r y  s t r o n g l y  t h a t  t h i s  i s  s o m e t h i n g  w e  s h o u l d  h a v e  i n  a  r e s o l u t i o n  t o  
b e  a b l e  t o  i n c o r p o r a t e .  I ’ v e  g o t  a  c o p y  o f  t h e  N e w  Y o r k  s t a t u t e ,  i f  
a n y b o d y  w a n t s  t o  s e e  w h a t  t h e y  d i d .  T h e y  j u s t  a u t h o r i z e d  u p  t o  " X "  
p e r c e n t  o f  t h e i r  a l l o c a t i o n  f o r  t h a t  c a t e g o r y .

T h a t  d o e s n ' t  f o r c e  u s  i n t o  a n y  p o s i t i o n  t o  h a v e  t o  d o  a n y t h i n g .  I t  
w o u l d  j u s t  a l l o w ,  i f  t h e  t i m i n g  i s  s u c h  t h a t  w e  c a n  c o n v i n c e  t h e  
L e g i s l a t u r e  w e  r e  r i g h t  a b o u t  t h i s ,  t h e  p a s s a g e  o f  l e g i s l a t i o n  t o  
a u t h o r i z e  u s  t o  e n g a g e  i n  t h e s e  d i f f e r e n t  o p p o r t u n i t i e s ,  a s  t h e y  c o m e  
a l o n g .  T h a n k  y o u .

C H A I R  S E E K I N S :  A r e  t h e r e  a n y  c o m m e n t s ?  M r .  F r e e m a n .

M R .  F R E E M A N :  I  w o u l d  a s s u m e  f r o m  y o u r  r e m a r k s ,  M r .  B r a d y ,  t h a t  a  
c h a n g e  i n  l e g i s l a t i v e  a u t h o r i z a t i o n  w o u l d  b e  n e c e s s a r y  f o r  w h a t  y o u  
w a n t  t o  d o ?

M R .  B R A D Y :  I  t h i n k  s o .  o n l y  a s  r e s p e c t s ,  f r o m  w h a t  I  u n d e r s t a n d ,  t h e
p o t e n t i a l  o f  i n t e n t i o n a l l y  g o i n g  o u t  a n d  h a v i n g  a n  i n d i r e c t ,  b u t  r e a l ,  
o w n e r s h i p  i n  m o r e  t h a n  59c o f  a  p u b l i c l y  t r a d e d  c o m p a n y .  T h a t ' s  
w h e r e  t h e  L e g i s l a t u r e  w o u l d  h a v e  t o  c o m e  i n t o  p l a y .

M R .  S C O T T :  I f  y o u  c a n ' t  d o  t h a t ,  t h e n  y o u  c a n ' t  a c c o m p l i s h  t h e  t y p e s  o f
p r i v a t e  b u y - o u t s  i n v o l v e d  h e r e .  I f  y o u  c a n ' t  o w n  m o r e  t h a n  596, t h e n  
y o u  c a n ' t  e f f e c t i v e l y  o p e r a t e  i n  t h i s  a r e n a .
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I t ' s  i n t e r e s t i n g  t o  m e .  a n d  i t  m a v  b e  j u s t  c o i n c i d e n t a l  h e l p ,  t h a t  i t ' s  
b e e n  d e m o n s t r a t e d  o v e r  t h e  y e a r s  t h a t  h i g h e r  t a x  r a t e s  d r y  u p  
e n t r e p r e n e u r i a l  c a p i t a l .  T h e  o n l y  r e a s o n  1 m a k e  t h a t  p o i n t  i s  t h a t  
w e ' r e  y "  n g  i n t o  a  p e r i o d  o f  h i g h e r  t a x  r a t e s ,  u n l e s s  C o n g r e s s  a n d  
C l i n t o r .  c h a n g e  t h e i r  m i n d s ,  a n d  w e ' r e  g o i n g  t o  s e e  a  d r y i n g  u p  o f  
e n t r e p r e n e u r i a l  c a p i t a l  a n d  i t  m a y  v e r y  w e l l  b e  t h a t  a l s o  
d e m o n s t r a t e s  a n  o p p o r t u n i t y  f o r  t h e  i n s t i t u t i o n a l  i n v e s t o r  t o  t a k e  t h e  
p l a c e  o f  s o m e  o f  t h a t .

C H A I R  S E E K I N S :  C o m m i s s i o n e r  U s e r a .

C O M M I S S I O N E R  U S E R A :  I ' m  w o n d e r i n g  w h a t  i s  y o u r  e x p e r i e n c e  i n
t e r m s  o f  t h e  n e c e s s i t y  o f  h a v i n g  s t a f f  i n v o l v e d .  D i d  y o u  f e e l  t h a t  t h e  
W a s h i n g t o n  a n d  O r e g o n  f u n d s  f e l t  i t  w a s  n e c e s s a r y  t o  s t a f f  u p  t o  d o  
o v e r s i g h t  o f  t h i s  p r o c e s s ?

M R .  S T O N E :  I t  w a s  i n t e r e s t i n e  t h a t ,  a t  t h e  t i m e  w e  g o t  i n v o l v e d ,  s t a f f  d i d  i t  
a l l .  T h e r e  w a s  n o  o u t s i d e  e x p e r t i s e .  T o  b e  h o n e s t  w i t h  y o u .  I  d o n  t  
t h i n k  t h e y  i n c r e a s e d  t h e i r  s t a f f  a t  a i l  w i t h  r e s p e c t  t o  w h a t  t h e y  w e r e  
d o i n g .  T h a t ' s  n o t  t r u e .  I n  W a s h i n g t o n ,  t h e y  a d d e d  o n e  p e r s o n  w h o  
w a s  s p e c i f i c a l l y  i n v o l v e d  i n  a l t e r n a t i v e  i n v e s t m e n t s .

C O M M I S S I O N E R  U S E R A :  T h e  i m p r e s s i o n  I  g e t  i s  t h a t  y o u  d o  h a v e  t o  
k n o w  w h a t  y o u ' r e  d o i n g .  Y o u  h a v e  t o  b e  t u n e d  i n t o  i t  a n d  n o t ,  l i k e  
w i t h  p a s s i v e  i n v e s t m e n t s . - s a y  t h a t  y o u ' l l  c h e c k  b a c k  i n  s i x  m o n t h s  o r  
a  c o u p l e  o f  y e a r s .  C e r t a i n l y ,  i t  r e q u i r e s  c l o s e  m o n i t o r i n g  a n d  h a v i n g  
a  s o u n d  c o m m u n i c a t i o n  s y s t e m  b e t w e e n  t h e  f u n d s ,  a s  w e l l  a s  t h e  
g a t e k e e p e r  a n d  t h e  c o m p a n y  t h a t ' s  g o i n g  t o  b e  a  p a r e n t .  I f  I ' m  
h e a r i n g  y o u  r i g h t ,  w h a t  t h e y ' r e  d o i n g  i s  s a y i n g  t h e y ' r e  i n  a g r e e m e n t  
a n d  t h e y  c o l l e c t i v e l y ,  a s  p a r t n e r s ,  a r e  g o i n g  t o  i n s u r e  t h e  s u c c e s s  o f  
t h i s  c o m p a n y  b v  u s i n g  t h e s e  v e r y  b e s t  a n d  b r i g h t e s t  p e o p l e  w h o  a r e  
g o i n g  t o  g o  i n  a n d  a d d  v a l u e  t o  t h e  i n v e s t m e n t .

M R .  S T O N E :  T h a t  i s  t r u e ,  t o  a  c e r t a i n  d e g r e e .  L e t  m e  a d d  t h i s .  J o h n  w a s  
m e n t i o n i n g  P a u l  S a y l o r  e a r l i e r  w i t h  r e s p e c t  t o  r e a l  e s t a t e .  H e  i s  v e r y  
w e l l  k n o w  a n d  v e r y  g o o d .  S u r p r i s i n g l y ,  i n  t h i s  a r e a  t h e r e  a r e  s o m e  
v e r y  g o o d  p e o p i e .  W e  f o u n d  s o m e  e x c e l l e n t ,  i f  y o u  w i l l .  P a u l  S a y l o r  
t y p e s  w h o  c o u l d  m o n i t o r  t h i s  a n d  h a v e  d o n e  a  v e r y  g o o d  j o b  f o r  
W a s h i n g t o n  a n d  O r e g o n .

C O M M I S S I O N E R  U S E R A :  T h e y  w e r e  o n  a  c o n t r a c t  b a s i s ?

M R .  S T O N E :  Y e s .  I ' m  n o t  r e c o m m e n d i n g  a d d i n g  s t a f f .  T h i s  g u y  t a l k e d  
e a r l i e r  a b o u t  s m a r t  p e o p l e .  T h e r e  i s  s o m e  r e a l  t a l e n t  o u t  t h e r e  i n  
t e r m s  o f  c o m p a n i e s  w h o  a r e  o v e r s e e i n g  t h i s  a s  c o n s u l t a n t s  a n d  
a d v i s o r s  w h o  d o  a  w o n d e r f u l  j o b .
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C O M M I S S I O N E R  U S E R A ;  M r .  C h a i r m a n ,  c o u l d  I  a s k  j u s t  o n e  o t h e r  
q u e s t i o n ?  W h a t  i s  t h e  c o m p e t i t i o n  f o r  t h e  p o o d  d e a i s ?

M R .  S T O N E :  W h a t  v v e  t o u n d  t o  h a p p e n  i s .  i n  t h e  1 9 8 0 s .  t h i s  a s s e t  c a t e g o r y  
g o t  f l o o d e d  w i t h  m o n e y .  I  t h i n k  t h a t  i s  o n e  o f  t h e  r e a s o n s  y o u ' v e  g o t  
s o  m a n y  p r o b l e m s .  W h a t  h a s  h a p p e n e d  n o w  i s  a  l o t  o f  t h a t  m o n e y  
h a s  p u i l e d  b a c k .  T h a t  s  i n  t h e  f o r m  o f  i n s u r a n c e  c o m p a n i e s .  B a n k s  
c a n ' t  d o  i t  a n y  m o r e  b e c a u s e  t h e  r e g u l a t i o n s  h a v e  c h a n g e d  a n d  t h e y  
c a n  n o  l o n g e r  b e  i n v o l v e d  i n  t h i s  t y p e  o f  a s s e t  c a t e g o r y .  S o ,  t h e  
n u m b e r  o f  g o o d  d e a l s  h a v e  i n c r e a s e d  d r a m a t i c a l l y  w i t h  t h e  a v a i l a b l e  
d o l l a r  t h a t ' s  o u t  t h e r e .  T h e  f u n d s  a r e  h a v i n g  p o t e n t i a l  d e a l s  g o  
a c r o s s  t h e i r  t a b l e  t h a t  a r e  v e r y  a t t r a c t i v e .

C O M M I S S I O N E R  U S E R A ;  D o  t h e  d e a l s  c o m e  t o  y o u  o r  d o  y o u  g o  o u t  a n d  
l o o k  f o r  t h e  d e a l s ?

M R .  S T O N E :  T h e y  c o m e  t o  t h e  f u n d .

C O M M I S S I O N E R  R E X W I N K E L :  M r .  C h a i r m a n .  I  h a v e  a  q u e s t i o n .  D o  w e  
h a v e  l e g i s l a t i v e  a u t h o r i t y  t o  d o  s o m e  o f  t h e s e  t h a t  M r .  S u r z  p o i n t e d  
o u t  o n  p a g e  2  o f  h i s  p r e s e n t a t i o n ,  w h i c h  i n c l u d e  h e d g e d  f u n d s ,  
m a r k e t  n e u t r a l ,  a n d  m a n a g e d  f u t u r e s ?

M R .  B R A D Y :  N o .

C O M M I S S I O N E R  R E X W I N K E L :  N o n e  o f  t h e m ?

M R .  S C O T T :  W e  c a n  h e d g e  i n d i v i d u a l  p o s i t i o n s ,  b u t  n o t  o n  a  s p e c u l a t i v e  
b a s i s .

C H A I R  S E E K I N S :  M r .  F r e e m a n .

M R .  F R E E M A N :  I  s u s p e c t  t h a t  m y  f e e l i n g s  a n d  p o s i t i o n  o n  t h i s  a n d  m y
l a c k  o f  e n t h u s i a s m  d o e s n ' t  c o m e  a s  a  s u r p r i s e  t o  M r .  B r a d y .  I  d o n ' t  
w a n t  t o  m a k e  a  l o n g - w i n d e d  p i t c h  o n  t h e  m e r i t s  o f  i t .  I ' l l  b e  a  l i t t l e  
m o r e  p r a c t i c a l  t h a n  t h a t .  I  a s k e d  t h e  q u e s t i o n  w h e t h e r  y o u  t h o u g h t  
t h i s  w a s  g o i n g  t o  r e q u i r e  l e g i s l a t i v e  a p p r o v a l  a n d  a  c h a n g e  i n  t h e  
s t a t u t e  a n d  I ' m  s u r e  t h a t  i t  w i l l .  F r o m  a  p r a c t i c a l  s t a n d p o i n t ,  h o w  d o  
I  p u t  t h a t ?  O n e  o f  t h e  l e s s o n s  I  l e a r n e d  i n  p o l i t i c s  i s .  o n c e  i n  a  w h i l e ,  
y o u  t r y  t o  d o  s o m e t h i n g  y o u  t h i n k  s h o u l d  b e  d o n e ,  b u t  i t ' s  v e r y  
u n p o p u l a r  p o l i t i c a l l y .  E v e n  t h o u g h  s o m e t h i n g  i s  u n p o p u l a r ,  i f  y o u  
c a n  g e t  i t  d o n e ,  i t ' s  a  l o s e / w i n  s i t u a t i o n ,  a s  f a r  a s  p o l i t i c s  i s  
c o n c e r n e d .  B u t  a n y t i m e  y o u  t a c k l e  s o m e t h i n g  t h a t ’ s  v e r y  u n p o p u l a r  
a n d  d o n ' t  g e t  t h e  j o b  d o n e ,  a l l  y o u ' v e  d o n e  i s  d i m i n i s h  y o u r  c r e d i b i l i t y ,  
h a r m e d  y o u r  r e p u t a t i o n  p o l i t i c a l l y ,  a n d  h a v e n ' t  a c c o m p l i s h e d  
a n y t h i n g  o t h e r  t h a n  t h a t .
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F r o m  a  p r a c t i c a l  s t a n d p o i n t .  1 9 9 4  i s  a n  e l e c t i o n  y e a r  a n d  y o u  k n o w ,  
a s  w e l l  a s  I  d o .  t h e  c o n c e r n  t h a t  o u r  p o l i t i c i a n s  h a v e  t o r  r e a c t i o n  f r o m  
t h e  p u b l i c  a s  f a r  a s  t a m p e r i n g  w i t h  t h e  P e r m a n e n t  F u n d .  T h e  
c h a n c e s  o f  a c c o m p l i s h i n g  t h e  c h a n g e s  i n  t h e  l a w  t h a t  y o u  n e e d  a r e  
j u s t  a b o u t  n i l .  I f  y o u ' r e  n o t  g o i n g  t o  a c c o m p l i s h  t h a t  a n d  c a n ' t  g e t  t h e  
j o b  d o n e ,  I  t h i n k  i t ' s  h a r m f u l  t o  t h e  P e r m a n e n t  F u n d  w i t h  r e g a r d  t o  
t h e  f e e l i n g s  o f  t h e  p u b l i c  a s  f a r  a s  t h e  P e r m a n e n t  F u n d  B o a r d  o f  
T r u s t e e s  i s  c o n c e r n e d  t o  a t t e m p t  i t ,  i f  y o u  c a n ' t  g e t  t h e  j o b  d o n e .  Y o u  
c a n  d o  a s  y o u  w i s h ,  b u t  w h e t h e r  t h i s  i s  g o o d  o r  b a d .  t h e r e  a r e  a  l o t  o f  
p e o p i e  i n  t h e  L e g i s l a t u r e  t o d a y  t h a t  I  s e r v e d  w i t h  y e a r s  a g o  a n d  w e r e  
t h e r e  w h e n  t h e  P e r m a n e n t  F u n d  w a s  c r e a t e d .  T h e y  a r e  w e l l  a w a r e  
o f  t h e  b a c k g r o u n d ,  t h e  h i s t o r y ,  a n d  t h e  p h i l o s o p h y  a l l  a l o n g  t h e  l i n e  
a n d  m o s t  o f  t h o s e  p e o p l e  h a v e  e n o u g h  s e n i o r i t y  t h a t  t h e y ' r e  i n  
p o s i t i o n s  o f  r e a s o n a b l e  i n t l u e n c e  t o d a y .  W h e n  I  h a v e  s e r i o u s  
t h o u g h t s  a b o u t  t h e  P e r m a n e n t  F u n d .  I  d o n  t  h e s i t a t e  t o  t a l k  t o  t h e m  
a n d  I  h a v e  a  p r e t t y  g o o d  i d e a  w h a t  a r e  s o m e  o f  t h e i r  f e e l i n g s .  
R e g a r d l e s s  o f  t h e  m e r i t  o f  w h a t  y o u ' r e  t r y i n g  t o  d o .  i t ' s  n o t  g o i n g  t o  
h a p p e n .  M y  s u g g e s t i o n  w o u l d  b e  t o  d i s c u s s  i t  a n d  w h a t e v e r  y o u  w a n t  
t o  d o .  b u t  I  w o u l d n ' t  p u t  m y  f o o t  o n  t h e  l i n e  t o  g e t  i t  d o n e .  T h a t ' s  j u s t  
m y  o p i n i o n .

M R ,  B R A D Y :  M r .  C h a i r m a n .

C H A I R  S E E K I N S :  M r .  B r a d y .

M R .  B R A D Y :  M r .  F r e e m a n ,  I  r e s p e c t f u l l y  d i s a g r e e .  Y o u  k n o w  b e t t e r  t h a n  
I  t h e  e v o l u t i o n  o f  t h e  i n v e s t m e n t  s t r a t e g y  o f  t h i s  F u n d .  A t  o n e  t i m e ,  
w e  d i d n ’ t  h a v e  a  r e a l  e s t a t e  p o r t f o l i o .  A t  o n e  t i m e ,  w e  d i d n ' t  i n v e s t  i n  
s t o c k s .  W e  s i m p l y  s t a r t e d  w i t h  s o m e  b o n d s  a n d  s o m e  c a s h .  I  t h i n k  
t h a t  t h e  F u n d  w a s  l a t e  i n  m a k i n g  t h e  p r o p e r  d e c i s i o n s  i n  t h o s e  
i n v e s t m e n t  s t r a t e g i e s .  T h e  r e s u l t s  w i l l  b e a r  t h a t  o u t .

H a v i n g  s a i d  t h a t .  I  d o n ' t  t h i n k  t h i s  i s  a n  a t t e m p t  t o  h o o d w i n k  t h e  
L e g i s l a t u r e .  I ' m  a t t e m p t i n g  t o .  a s  c o n v i n c i n g  a s  I  c a n  b e ,  g o  b a c k  t o  
o u r  a s s e t  a l l o c a t i o n  s t r a t e g y  a n d  I  t h i n k  w e  c a n  m a k e  a w f u l l y  g o o d  
s e n s e  t o  a l l  o f  o u r  l e g i s l a t o r s  t h a t  t h e  s u c c e s s  i n  o u r  F u n d  h a s  b e e n  
l a r g e l y  d u e  t o  t h a t ,  t o  d a t e .  I  t h i n k  w e  n e e d  t o  c o n t i n u e  t o  b r o a d e n  
t h a t .  I  d o n ' t  k n o w  w h a t ' s  g o i n g  t o  b e  c o m i n g  n e x t .  Y o u  s a i d  $ 1 0  
b i l l i o n  a n d  I  t h i n k  i t ' s  m o r e  t h a n  t h a t .  W h a t e v e r  i t  i s .  t h e r e  a r e  
n e d g i n g  o p p o r t u n i t i e s  t h r o u g h  d i v e r s i f i c a t i o n  t h a t  w e  r e  l ' o o i i s h  t o  
i g n o r e .  I  b e l i e v e  t h i s  i s  o n e  w e  s h o u l d  g i v e  v e r y  s e r i o u s  c o n s i d e r a t i o n  
a n d  w e  s h o u l d  m o v e  f o r w a r d  i n  a  c o n t i n u e d  a s s e t  a l l o c a t i o n  t h r o u g h  
d i v e r s i f i c a t i o n ,  i f  y o u  w i l l .  W h a t  w e  e n d  u p  p u r c h a s i n g ,  a t  t h e  e n d  o f  
t h e  d a y ,  r e m a i n s  t o  b e  s e e n .  T h e  f a c t  i s .  t h e  t i m i n g  i s  h e r e .  A s  I  
s p o k e  a t  t h e  l a s t  F u n d  m e e t i n g  w h e n  I  s a i d  I  w a n t e d  t o  b r i n g  t h i s  u p ,
I  s a i d  I  w a n t e d  t o  b r i n g  i n  s o m e b o d y  w h o  c o u l d  t r y  t o  e x p l a i n  t h a t
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t h i s  i s n  t  s o m e t n i n g  t n a t  i s  n o v e l ,  n e w .  o r  u n i q u e  t o  o n e  o r  t w o  p r i v a t e  
i n v e s t o r s ,  b u t  t h i s  i s  s o m e t h i n g  t h a t ' s  g o i n g  o n  i n  l o t s  o f  w a y s  w i t h  
l o t s  o f  f u n d s  w i t h  l o t s  o f  m o n e y .

T h e  i n t e r e s t i n g  t h i n g  i s  t h a t  t h i s  c o n c e n t r a t i o n  o f  m o n e y  i s  n o t  i n  t h e  
t r a d i t i o n a l  r i s k - t a k e r s .  I  s a y  t r a d i t i o n a l  r i s k - t a k e r s  a r e  t y p i c a l l y  
c o l l e g e s  a n d  u n i v e r s i t i e s .  I  g u e s s  t h e y  f i g u r e ,  i f  t h e y  l o s e  s o m e  
m o n e y ,  t h e y  c a n  g o  b a c k  a n d  g e t  s o m e  m o r e  a n d  h a v e  i t  r e p l a c e d .
T h e y  d o  s w i n g  m o r e  t h a n  t h e  s t a t e  r e t i r e m e n t  f u n d s .  H a v i n g  s a i d  
t h a t ,  i t ' s  n o t  j u s t  t h e  c o l l e g e s  a n d  u n i v e r s i t i e s ,  i t ' s  u n i v e r s a l .  I ' m  
s o r r y  t h a t  m a y b e  w e  h a v e n ' t  h a d  a  w o r k  s e s s i o n  p r i o r  t o  t h i s  t o  g o  
t h r o u g h  a n d  e x e m p l i f y  s o m e  o f  t h e  a c t i v i t i e s  w i t h  p r o v e n  r e s u l t s .
I ' v e  h a d  t h e  o p p o r t u n i t y  o f  h a v i n g  d o n e  t h a t  a n d  h a v e  s e e n  t h o s e  
r e s u l t s .  I  s e e  t h e  f u t u r e  h e r e  a n d  i t ' s  v e r y  c l e a r  t o  m e  t h a t  w e ' r e  
a m i s s ,  i f  w e  d o n ' t  d o  t h i s .  I f  i t ' s  a  g a m b l e  a t  t h i s  p o i n t  i n  t i m e  
b e c a u s e  o f  p o l i t i c i a n s  g o i n g  o f f  a n d  b e i n g  r e - e l e c t e d .  I ' m  p r e p a r e d  t o  
t a k e  t h a t  g a m b l e  b e c a u s e  I  f e e l  t h a t  i t ' s  i m p o r t a n t  t o  t h i s  F u n d  t o  b e  
a b l e  t o  h a v e  t h i s  d i v e r s i f i c a t i o n .  T h e n  w e  c a n  s i t  d o w n  a n d  d e c i d e  
w h e r e  i t  m a k e s  t h e  m o s t  s e n s e  t o  g o  f o r w a r d .

C H A I R  S E E K I N S :  M r .  B r a d y ,  i f  y o u  p e r h a p s  w a n t  t o  b r i n g  s o m e  a c t i o n ,  y o u  
m i g h t  w a n t  t o  d o  t h a t  d u r i n g  N e w  B u s i n e s s .

M R .  B R A D Y :  I  i n t e n d  t o  d o  s o .

C H A I R  S E E K I N S :  T h a n k  y o u  v e r y  m u c h .  W e  a r e  o n e - h a l f  h o u r  b e h i n d  o n  
o u r  a g e n d a .

M R .  S C O T T :  M r .  C h a i r m a n ,  b e c a u s e  w e  a r e  o n e - h a l f  h o u r  b e h i n d ,  c o u l d  I  
i n t e r c e d e  h e r e ?  I  h a v e  c h e c k e d  w i t h  M r .  O ' L e a r y  a n d  h e  c o u l d  
s w i t c h  t o  a  p o i n t  l a t e r  o n  i n  t h e  a g e n d a .  W e  d o  h a v e  C a p i t a l  
G u a r d i a n  h e r e  t o  a d d r e s s  y o u  a n d  o n e  p a r t  o f  t h e i r  p r e s e n t a t i o n  i s  
g o i n g  t o  b e  a  c o n f e r e n c e  t e l e p h o n e  h o o k - u p  T h o s e  p e o p l e  a r e  r e a d y  
a n d  w a i t i n g  a n d .  i f  i t ' s  a l l  r i g h t  w i t h  y o u ,  I  t h i n k  w e  s h o u l d  g o  o n  t o  
t h a t  o n e  n e x t .

C H A I R  S E E K I N S :  W e  w o u l d  l i k e  t o  t h e n  g o  a h e a d  w i t h  Capital 
G uardian, w h o  i s  r i g h t  o n  t i m e .

M S .  Y O R B A :  T h e y  h a d  t o  g o  o u t  a n d  p l a c e  a  q u i c k  t e l e p h o n e  c a l l .

C H A I R  S E E K I N S :  S o .  w e  w i l l  h a v e  t w o  n e w  i t e m s  u n d e r  N e w  B u s i n e s s .
O n e  w i l l  b e  a  r e a l  e s t a t e  r e s o l u t i o n  a n d  o n e  w i l l  b e  d e a l i n g  w i t h  
a l t e r n a t i v e  i n v e s t m e n t s .

M r .  S c o t t ,  w o u l d  y o u  i n t r o d u c e  t h e  n e x t  p r e s e n t e r s  o n  t h e  a g e n d a ,  
p l e a s e ?

A la sk a  P e r m a n e n t  F u n d  -60- D ecem ber 6, 1993
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E x e c u t i v e  S u m m a r y

T h e  2 0 0  l a r g e s t  

p e n s i o n  f u n d s ,  
e n d o w m e n t s  a n d  

f o u n d a t i o n s  I n  t h e  
U n i t e d  S t a t e s  a n d  
C a n a d a  c u r r e n t l y  

h a v e  $ 3 6  b i l l i o n  
I n v e s t e d  I n  
a l t e r n a t i v e  
I n v e s t m e n t s

Pension funds, endowments and foundations have invested significant assets in 
alternative Investments^) -- the top 200 funds In the United States and Canada!2) have 
invested $36 billion. This represents 3.6% of the assets of those funds that allocate 
dollars to alternative investments.
Alternative investments have, until recently, been the province of a small group of 
Investors; participation is broadening significantly:

• 54% of all respondents participate in alternative investments
9 Over 80% of funds with greater than $10 billion in assets participate in alternative 

Investments
Buyout funds and venture capital have been the predominant investment strategies.
Limited partnerships are the most common investment vehicle; 80% of all alternative 
investment dollars are channelled through them.
There Is a strong appetite for alternative Investments going forward:

9 71% of all respondents plan to increase commitments to alternative investments
• Venture capital continues to dominate Investor Interest

(1) ’ARMMrihrt bwtrtntnli* »re difin«d»»n o r H m d W o n * ) l h » t  «r» KfquMandhavs t  •ubitanW aqulty component So»p.22for«nwi« 
(XHMpfcte difWfcvt.(2) 8m p. 2  lo t t  br*«kriawn of IntttMlOfu sutvtycd. A sunny o< 72 of lha top 100 pcn»fcn furvis in t*  U.8. and Csnsria wm» psrformsd by 
QoWmsn Sachs In 1991.

1002 Survey c# Altemstfvs Invstfmsnta 
QoWman, Sachs 8 Co /Frsnh Rums! Company
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is head of the Pension Services Group at Goldman, Sachs & Co. in New 
York. He joined Goldman in 1985 in change of real estate capital markets 
and became a partner in 1988. Mr. Healey was previously the assistant 
secretary for domestic finance at the U.S. Treasury Department in Washing­
ton. He holds an A.B. degree from Georgetown University and an A 1.B.A. 
from Harvard.

DONALD J. HARDY

is the director of Private Investment Services at the Frank Russell Company 
in Tacoma, Washington. He has been unth Frank Russell since 1977. Mr. 
Hardy has more than twenty-five years of investment experience, and has 
previously been a fimd manager, a securities analyst, and a trust officer. He 
holds a B.S. from Boston University and an M.B.A.fiom the University of 
San Francisco.

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 o f 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

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

O f  course, the illiquidity o f  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 o f 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 o f 
capital. They are offered a much wider range o f  
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 o f 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 o f 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 PARTICIPATIO N IN  
ALTERNATIVE INVESTM ENTS

This article discusses the findings o f 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 o f "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 AC TIVE 
IN  TH IS M ARKET

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 o f $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

S u r v e y  P a r t i c i p a t i o n : B r e a k d o w n  o f  
F u n d s  S u r v e y e d

EXHIBIT 1

No Information obtained 34 funds (15%)$209 billion (12%)
Union7 fund* (3%)$35 billon (2%)

Endowment/ Foundation 19 funds (0%) $66 biion (4%)

Total Fund* S u w y M  - 228. r*pm »nong *1.7 tnlUon u n d  
Total Fu rd*  fltnpond irtg • 194. f* fxm a<n jngS1 .5 ln iN onuM ta

investment category.
Over 80% o f investors with assets o f $10 

billion or mote participate in at least one alternative 
investment asset. Put another way, thirty-three funds 
with assets o f $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
A s s e t  A l l o c a t i o n

Sources: Pensions & In vestm e n ts , Goldman Sachs/Frank 
Russell 1992 Suivey.



EXHIBIT 3
E s t i m a t e d  G r o w t h  o f  A l t e r n a t i v e  
I n v e s t m e n t s

EXHIBIT 5
A v e r a g e  A l l o c a t i o n  t o  A l t e r n a t i v e  
I n v e s t m e n t s  b y  F u n d  S i z e

17.9%, or $6.4 billion, while funds with under $5 
billion have 13%, or $4.8 billion, in A1 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 AI 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.

‘ Includes ill funds committed whether drawn down o r 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 AI 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 4
P a r t i c i p a t i o n  i n  A l t e r n a t i v e  
I n v e s t m e n t s  b y  F u n d  S i z e

EXHIBIT 6
A l t e r n a t i v e  I n v e s t m e n t s  b y  F u n d  T y p e

FwdSor.
<U  bibon (U turn*) 159.«t»llon (28 Krvla)

lOt 
fUKM)

inkrnntnu CoiporU* P\i*oFoutataen
«% m in

MOOt  S74flmm

1247mm

StOflmm

Total Fund 4u«u



first to enter this market, investing steadily in the 
1970s and 1980s. This early involvement probably 
stemmed from the long-range thinking o f their 
boards, as well as a shorter chain of command. Even 
today, these funds are the most committed to alter­
native investing, keeping 10% o f their assets in AI 
funds versus only 5% for corporate funds and 3% for 
public funds. Despite their smaller size, endowments 
and foundations continue to com m it a greater 
portion o f 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 o f  m em bership 
constraints.

THE E IG H T MAJOR INVESTM ENT 
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 o f age in the 1980s. These 
include several corporate finance-related strategies 
such as leveraged buyout equity funds (LBOs), 
m ezzanine 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 AI category. This expansion has 
given AI 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
F u n d  P a r t i c i p a t i o n  b y  I n v e s t m e n t  
S t r a t e g y

Percent of Funds that Participate in Each Investment Strategy 
and Plan to Commit Initial/Additional Funds
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FUNDS DIFFER IN  TH E IR  
INVESTM ENT M IX

W hen tax-exempt funds first consider AI 
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 AI 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 AI assets, which 
makes them the largest AI investment component 
(Exhibit 2). Venture capital comprises 26% of all AI 
assets, while mezzanine financing accounts for 10%. 
These top three strategies represent 77% of all AI 
assets. O f 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 o f the small



E X H IB IT  8
L e a d i n g  S t r a t e g i e s : I n v e s t o r  P r o f i l e s
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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 
AI 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
I n v e s t m e n t  P r o c e s s  —  V e h i c l e s *

'Lim ited partnerships and other commingled vehicles.

Coinvestm ent/Add-on Investment w ith Funds: The investor 
invests in parallel w ith  o r in d iffe ren t securities from  the 
Lim ited Partnership.
Fund o f  Funds: A  multiple-manager vehicle with investments 
in more than one fond.
Direct Investments: T h e  investor does no t use an intermedi­
ary such as a Lim ited Partnenhip o r Fund o f Funds.

The largest funds keep 46% of their AI 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  
TH IS 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. O f 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 o f the process: the 
choice of investment vehicle; organization and deci­
sion-making; and monitoring and measurement.

THE PO PULARITY OF LIM ITE D  
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 staff to do the necessary groundwork.

D EC ISIO N -M AKIN G

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 o f 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 to% 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 o f 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%).

M O N ITO R IN G  AN D  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 staff or 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 o f respondents (84%) say 
they would welcome developm ent o f generally 
accepted performance measurement standards for 
this asset class.

TH E FUTURE OF 
ALTERNATIVE INVESTM ENTS

Looking toward the future, 71% o f  the 
funds say they intend to expand their alternative 
investm ent assecs in the fu tu re . T his answ er 
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 O PPO RTUNITIES 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 o f 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:

Venture capital: Equity investments in companies that have 
undeveloped or developing products or revenue.

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

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

Klezaamne Jinananf: 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 gas programs: 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.

Other: 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.



A laska Permanent 
Cap ita l M anagement Company

900 West Fifth Avenue, Suite 701 
Anchorage, Alaska, 99501Phone: (907) 272-7575 Fajc (907) 272-7574

February 2,1994

Mr. Carl Brady, Jr.
Board Member
Alaska Permanent Fund Corporation 

VIA COURIER 

Dear Carl:

Thank you for providing a copy of the Permanent Fund Trustees' Resolution 93-12 
which sets in motion a legislative request to authorize Alternative Investment Strategics.
Thank you, also, for a copy of the proposed legislation and the analysis thereof.

At the outset, allow me to comment that this proposal appears to have been well thought 
out The Trustees started with the broad concept of Alternative Investments (which 
could have involved everything from investments in timber, agricultural land, and venture 
capital) and quickly narrowed it down to investments in corporate stock.

Having established rhnt focus, certain important investment parameters were wisely 
established:

1. Other institutional co-invertors are required This insures that additional 
participants—institutional investor peers— scrutinize each transaction.

2. A significant level of other institutional participation Is established. When the 
Fund started real estate investing, it used the same approach and it provided for the 
important useful exchange of information between large funds. It also provided a needed 
comfort and confidence level aud "eased" us into investments and relationships over time.
This gave us an opportunity to expand our knowledge, increase our returns and revise and 
establish policy over a long protracted period.

3. A cap la placed on the amount of such investment. This is wise as it controls the 
amount of non-diversification which could occur and restricts the Fund to activity in the 
small and medium capitalization company field. You won't be able to join i n  uie 
Paramount takeover under this legislation; and you shouldn't!!
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R tZ tU rtd wUJi U S. UcurilU i «mJ OranUiiw



1994 LEGISLATIVE SESSION
Revision Dale:
Title:

STATE OF ALASKA
F ISCA L NOTE

BILL NO.

■A \  V 

Senate  Bill No. 2-14

'An Act relating to investments ot the permanont fund in certain 
limited partnerships each ol who principal purpose is investment In 
securities of public or private companies; and providing for an 
effective date.*

Dept. Affected: 
BRU:

Component:

Department of Revenue
APFC

APFC
Sponsor:
Requestor:

Senate Rules Committee by Request.
Sena teS ta te  Affairs. COMPONENT SERIAL NO. 109

OPERATING FY95 FY96 FY97 FY98 FY99 FY00
PERSO NAL S ER V IC ES
TRAVEL
CONTRACTUAL
SU PPL IES
EQUIPMENT
LAND & STRU CTU RES
GRANTS, CLAIMS
MISCELLANEOUS

200.0 206.0 215.0 223.0 232.0 240.0

TOTAL OPERATING 200.0 206.0 215.0 223.0----------- 232.0 240.0

CAPITAL

REVENUE FUND SOURCE:

FUNDING:______________________________________________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 G F 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 Ju ly  1,1994. These  costs will Include a ’ gatekeeper* fee  similar to current real esta te  advisory fees; and will Increase annually at 
the 3.75% Inflation r a t e .     _______________

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________________________________  D a te :_____________________________
Agency: Department of Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For furthor distribution Information call the Govornor's Loglslatlvo Office

iti#vie92)93iijnoju!/D0n Pago 1 o' t
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4. An effort is made to specifically exclude companies in die oil and gas sectors who 
may operate in Alaska. This, too, is prudent in that it would be wise to avoid even the 
appearance of involvement in this sector in an oil and gas stale.

I think that you and the Trustees have done a fine job and that the request for the 
legislation is reasonable and well thought out You are to be commended on reaching for 
the opportunity to increase bottom line yield and tho passage of the legislation will permit 
that

Finally, allow mo to observe that the current legislative draft is adequate and will permit 
you to do the job. It is not as artfully written as I would have preferred because it appears 
to be preoccupied with the business form of how a transaction might be put together 
rather than the investment itself. Each transaction is different and it could be a limited 
partnership, a joint venture, a corporation, etc. Each venture might use a financial 
adviser, a consultant, a brokerage merger and acquisition team, etc. If I had a chance to 
rewrite the legislation, I would dwell on the investment not who pulls the deal together 
and how it is organized.

I have taken tho liberty of enclosing my view of more focused legislative verbiage.

As always, thanks for giving me an opportunity to comment. I cpjoy being "kept in the 
loop1' and hope that I have teen constructive.

Please give my regards to the other Trustees.

Sincerely,

David A, Rose 
Chairman



S T A T E  O F  A L A S K A
B o a r d s  a n d  C o m m i s s i o n s

PERMANENT FUND
BOARD: Board of  T r u s t e e s  of t h e  Alaska  P e r m a n e n t  Fund Corporat ion

BOARD IDENTIFICATION NUMBER: 0 7 6

DEPARTMENT: D e p a r t m e n t  of  R evenue

AUTHORITY: AS 3 7 . 1 3 . 0 4 0

STATUS: Act ive

REQUIREMENTS: Financial Disclosure

PROHIBITIONS: Conf l ic ts  of I n t e i e s t  - O w n e r s h i p  of i n te r e s t  in en t i t i e s  in w h ic h  corpora t ion  
a s s e t s  a re  inves ted ;  publ ic m e m b e r s  m a y  n o t  hold a n y  o the r  s t a t e  or federal  o f f ice/pos i t ion 
e x c e p t  a s  a m e m b e r  of  the  a rm e d  fo rces .

TERM: 4  yea rs

DESCRIPTION: 6 m e m b e r s  a p p o in t e d  by Governor :  4  publ ic m e m b e r s  (may  no t  hold a n y  other  
s t a t e  or federal off ice ,  posi t ion or e m p l o y m e n t ,  e i the r  e lec t ive  or appo in t iv e ,  e x c e p t  a s  
m e m b e r  of a r m e d  fo rces)  wi th  recogn ized  c o m p e t e n c e / w i d e  e x p e r i e n c e  in f inance ,  
i n v e s tm e n t s ,  or o ther  b u s in e s s  m a n a g e m e n t - r e l a t e d  fields; 2  h e a d s  of principal d e p a r t m e n t s ,  
1 being th e  C om m iss ione r  of t h e  D e p a r t m e n t  of  R e ve nue ;  board  e l e c t s  chair ;  v a c a n c i e s  to  be 
filled promptly; t e r m s  of  publ ic m e m b e r s  shall  b e  s t a g g e r e d  s o  t h a t  no  m o r e  t h a n  one  te rm of 
a public m e m b e r  exp ir es  e a c h  year .

FUNCTION: M a n a g e  a n d  inves t  t h e  a s s e t s  of t h e  p e r m a n e n t  fund an d  o th e r  fu n d s  d e s ig n a t e d  
by law.

CHAIR: Board e le c t s .

SPECIAL FACTS: Quorum  - 4  m e m b e r s ;  m a y  be  r e m o v e d  by the  Governor  w i th  a w r i t t en  
explana t ion;  repor t  (by S e p t e m b e r  30)  to  Governor/Legis la ture /publ ic .

COMPENSATION: S t a n d a r d  Travel  a n d  Per  Diem. Public m e m b e r s  r ece iv e  honorar ium  of $ 4 0 0  
per day.

MEETINGS: 8 t im e s  pe r  year ;  10 d a y s  to tal .

FOR FURTHER INFORMATION CONTACT: Mr. William H. S c o t t ,  Execu t ive  Director,  Alaska  
P e r m a n e n t  Fund Corporat ion.  P.O.  Box 2 5 5 0 0  M/S 0 4 0 1 ,  J u n e a u ,  AK. 9 9 8 0 2  5 5 0 0 ,  
Phone:  9 0 7  4 6 5  2 0 4 7 ,  Fax: 9 0 7  5 8 6  2 0 5 7

(Raviaed Decambar 23. 1993)
2 0 2



S T A T E  O F  A L A S K A
B o a r d s  a n d  C o m m i s s i o n s

M e m b e r s h ip  Ros te r  
'  PERMANENT FUND (076)

M em ber Appointed Reappointed

Nancy Bear Usera 11 /2 7 /91
Commissioner/Principal State Departm ent 
C om m /D O A /P .O . Box 1 1 0 2 0 0  
Juneau, AK 9 9 8 1 1 -0 2 0 0

Carl F. Brady, Jr.
Public
2 1 0 0  A tw ood Drive 
Anchorage, AK 9 9 5 1 7

Oral E. Freeman 
Public
2 7 4 3  Third Avenue 
Ketchikan, AK 99901

John T. Kelsey 
Public
P.O . Box 527  
Valdez, AK 9 9 6 8 6

Darrel J. Rexwinkel 
Commissioner/Revenue 
Com m /DOR/P.O . Box 1 1 0 4 0 0  
Juneau, AK 9 9 8 1 1 -0 4 0 0

Ralph C. Seekins 0 2 /0 1 /9 1  0 7 /2 0 /9 3
Public -- Chair 
1 625  Old Steese Highway  
Fairbanks, AK 99701

0 2 /0 1 /9 1  0 7 /0 1 /9 2

0 2 /0 1 /9 1

0 3 /0 6 /8 7  0 7 /0 1 /9 1

1 0 /01 /91

Term  Exp.

0 7 /0 1 /9 6

0 7 /0 1 /9 4

0 7 /0 1 /9 5

0 7 /0 1 /9 7

(Rovt«»d Oacomb«f 23, 1993) 2 0 3



1994 LEGISLATIVE SESSION
Revision Date:
Title:

STA TE O F ALASKA
F I S C A L  N O T E

B IL L  NO. Senate Bill No. 244

'An Act relating to Investments of the permanent fund in certain 
limited partnerships each of who principal purpose is investment in 
securities of public or private companies; and providing for an 
effective date.*

Dept. Affected: 
BRU:

Component:

Department of Revenue
APFC

APFC
Sponsor:
Requastor:

Sena te  Rules Committee by Request.
S ena teS ta te  Affairs. COMPONENT S ER IA L  NO. 109

OPERATING FY95 FY96 FY97 FY98 FY99 FY00
PERSO NAL S E R V IC E S
TRAVEL
CONTRACTUAL
SU PP L IE S
EQUIPMENT
LAND & STRU CTU RES
GRANTS, CLAIMS
M ISCELLANEOUS

200.0 206.0 215.0 223.0 232.0 240.0

TO TAL OPERATING 200.0 206.0 215.0 223.0 232.0 240.0

| CAP ITAL

REVEN U E FUND SO U RCE:

FUNDING:______________________________________    (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 GF
1005 GF/Program  Receipts
1006 GF/MHTIA
Other (Corporation Receipts - 1022) 200.0 206.0 215.0 223.0 232.0 240.0
TOTAL 200.0 206.0 215.0 223.0 232.0 240.0

POSITIONS:
FULL-TIME
PART-TIM E
TEM PO RARY
E stlm a to  o f cu rren t yea r (FY94) Impact: $  ^

AN ALYSIS : (Attach a separate page if necessary) The Corporation intends to begin expending money for due diligence relating to these 
investments on Ju ly  1.1994. These  costs will Include a ‘ gatekeeper* fee similar to current real e sta te  advisory fees; and will increase annually at 
the 3.75% inflation rate.

Prepared by; 
Division:
Approved by
Commissioner:
Agency:

William H. Scott. Executive Director
Alaska Permanent Fund Corporation

Darre' J .  Rexwinkel, Commissioner 
Department of Revenue

Phone:
Date:

Date:

(907) 465-2047
April 12,1994

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
Fcr furthor distribution Information call the Governor's Legislative Offlco(H#v tl/92) 93lijno xlVDBR Page 1 Of 1
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P erm a n en t F u n d  c h a n g e s  a s k e d
T h e  b o a r d  w a n t s  leg! ,.ative p e r m i s s i o n  to 

invest s o m e  of t h e  s t a t e’s  s a v i n g s  in limited 

p a r t n e r s h i p s ,  w h i c h  c a r r y  a  h i g h e r  return 

b u t  a l s o  a  h i g h e r  risk.

BRIAN S. AKRE
ASSOCIATED PRESS
The Alaska Permanent Fund 
ard of trustees wants legislative 
rmission to invest a portion of 
3 state’s 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- 
.•rships. an area of investments 
e considers too broad and risky. 
The trustees also are asking 

iwmakers to lift the restriction 
hat prevents the fund from invest- 
ng in more 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
half of the board. Both are sched­
uled to have their first hearing Fri-. 
day before the Senate State Affairs 
Committee.

SB244, the limited partnership 
bill, is expected to generate the 
most debate.

Limited partnerships are in­
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

their investment, while the general 
partner who puts the deal together 
assumes the legal liability. In re­
turn, investors can receive in­
come. capital gains and tax bene­
fits.

Under state law. the Permanent 
Fund invests only in domestic and 
foreign stocks, government bonds, 
real estate, mortgage securities 
and Treasury bills.

SB244 would only allow invest­
ments in limited partnerships that 
are principally invested in corpo­
rate stocks. It would require the 
general partner to have at least 
five years experience managing 
large securities investments. The 
fund could contribute no more than 
60 percent of the capital for the in­
vestment.

Total investment in limited 
partnerships could not exceed 5 
percent of the Permanent Fund, or 
about $750 million under the fund's 
current value.

The legislation has been nar-
t
I

then for legislation that would al­
low investments in the far broader 
category of “alternative invest­
ment strategies," which also in­
cludes leveraged buyouts, oil and 
gas projects, and commodities 
such as timber.

The board, on a 5-1 vote, ap­
proved a resolution directing its 
staff to seek such legislation.

But the staff “toned down" the 
legislation in light of trustee Oral 
Freeman’s objections, research of­
ficer Jim Kelly said.

"It was just too wild. He didn’t 
think in an election year the Legis­
lature would give the board the au­
thority, basically, to do anything it 
wants to do."

There initially were concerns 
that the change was being pushed 
as a way to get the fund to invest 
in the trans-Alaska natural gas 
pipeline, which Gov. Walter J. 
Hickel has promoted for years.

But SB244 would specifically 
prohibit investment in limited

operations in Alaska.
Freeman cast the only dissent­

ing vote on the alternative invest­
ment resolution. He still opposes 
the narrower legislation that re­
sulted, saying the term “limited 
partnership" is too vague.

Freeman said Monday that 
while limited partnerships pro; 
ise greater returns, they aL ' f'nme 
with greater risk of big losses.

Senate President Rick Halfoiu 
R-Chugiak. referred both bills to 
four committees each - a long 
path to travel through one cham­
ber. He did not return phone calls 
for comment P'riday and Monday.

Rep. Terry Martin, R-Anchor- 
age, said the Legislative Budget 
and Audit Committee introduced 
the bill Friday simply to open up 
the issue for discussion. Me, too, 
doubted it would go far,

SB245, which would remove the 
provision in slate law that says the 
fund cannot own more than 40 per­
cent of any real estate investment, 
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 
being a novice investor by allow­
ing the fund to use the expertise of 
experienced partners.

In a recent m e m o  to the board, 
Pete Jeans, the fund’s real-estate





Alaska Perm anent Fund Corporation
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047

M E M O R A N D U M

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.O. Box 25500 Juneau. Alaska 99802-5500 

(907) 465-2047

•Ja n u a ry  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. I would suggest the bill be titled, "An Act relating to 
real estate investments of the permanent fund; and providing for an 
immediate effective date."

I 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, I 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.



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 T h e  I n s t i t u t i o n a l  R e a l  E s t a t e  L e t te r . The article, I 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,

J a n u a r y  6, 1994
S e n a to r  R a n d y  P h illip s
P a g e  2

William H. Scott 
Executive Director

WHS:JK:ly

Attachments



Attachment #1

Section 1 .  A S  3 7 . 1 3 . 1 2 0 ( g ) ( 1 6 )  i s  a m e n d e d  t o  r e a d :

( 1 6 )  e q u i t y  i n t e r e s t s  i n ,  a n d  d e b t  o b l i g a t i o n s  s e c u r e d  b y  m o r t g a g e s  

g r a n t i n g  a  f i r s t  l i e n  o n ,  r e a l  e s t a t e  i m p r o v e d  b y  c o m p l e t e d  a n d  s u b s t a n t i a l l y  r e n t e d  

b u i l d i n g s  a n d  l o c a t e d  i n  t h e  U n i t e d  S t a t e s  [ ,  I F  T H E S E  I N V E S T M E N T S  A R E  

M A D E

( A )  I N  A  C O R P O R A T I O N ,  P A R T N E R S H I P ,  T R U S T ,  O R  O T H E R  

E N T I T Y  I N  W H I C H ,  A T  T H E  C O N C L U S I O N  O F  E A C H  I N V E S T M E N T  

T R A N S A C T I O N ,  A T  L E A S T  6 0  P E R C E N T  O F  T H E  B E N E F I C I A L  

O W N E R S H I P  I N T E R E S T  A R E  H E L D  B Y  O T H E R  I N S T I T U T I O N A L  

I N V E S T O R S ,  A N D  W H I C H  I S  O R G A N I Z E D  A N D  O P E R A T E D  F O R  T H E  

P U R P O S E  O F  M A K I N G  R E A L  E S T A T E  I N V E S T M E N T S  B Y  A  B A N K ,  

I N S U R A N C E  C O M P A N Y ,  O R  O T H E R  M A N A G E R  O F  I N S T I T U T I O N A L  

F U N D S  T H A T  H A S  H A D  A T  L E A S T  F I V E  Y E A R S  O F  E X P E R I E N C E  I N  

T H E  M A N A G E M E N T  O F  R E A L  E S T A T E  I N V E S T M E N T S  O F  

I N S T I T U T I O N A L  I N V E S T O R S ;  O R

( B )  W I T H  C O R P O R A T I O N S ,  P A R T N E R S H I P ,  T R U S T S ,  O R  

E N T I T I E S  I N  W H I C H ,  A T  T H E  C O N C L U S I O N  O F  E A C H  I N V E S T M E N T  

T R A N S A C T I O N ,  A T  L E A S T  6 0  P E R C E N T  O F  T H E  B E N E F I C I A L  

O W N E R S H I P  I N T E R E S T S  I N  T H E  C O - I N V E S T I N G  E N T I T Y  O R  

E N T I T I E S  A S  A  W H O L E  A R E  H E L D  B Y  I N S T I T U T I O N A L  I N V E S T O R S ,  

A N D  I F

( i )  A T  T H E  T I M E  O F  I N V E S T M E N T  T H E  F U N D  H A S  N O

M O R E  T H A N  A  4 0  P E R C E N T  B E N E F I C I A L  O W N E R S H I P  

I N T E R E S T  I N  T H E  R E A L  E S T A T E  I N V E S T E D  I N  A S  A  W H O L E ;

D R A F T  L E G IS L A T IO N  F R O M  D E P A R T M E N T  O F  LAW :

1



(ii) 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

(iii) 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];

2



Attachment II2

Alaska Permanent Fund Corporation
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047

R E S O L U T I O N  O F  T H E  B O A R D  O F  T R U S T E E S  
O F  T H E  A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N  

P E R T A I N I N G  T O  L E G I S L A T I V E  C P I A N G E S  I N  T H E  A L A S K A  S T A T U T E S  
R E L A T I N G  T O  R E A L  E S T A T E  I N V E S T M E N T S  B Y  T H E  

A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N

RESOLUTION 93-11

W H E R E A S ,  t h e  F u n d  i s  l i m i t e d  i n  d i r e c t i n g  b u s i n e s s  d e c i s i o n s  o n  r e a l  

e s t a t e  i n v e s t m e n t s  a s  a  4 0 %  p a r t i c i p a n t ;  a n d

W H E R E A S ,  t h e  A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n  i s  i m p a i r e d  i n  i t s  

a b i l i t y  t o  r e a c h  i t s  t a r g e t e d  r e a l  e s t a t e  a s s e t  a l l o c a t i o n  w i t h i n  c u r r e n t  p a r a m e t e r s ;  a n d  

W H E R E A S ,  t h e  A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n  h a s  l o s t  

o p p o r t u n i t i e s  t o  a c q u i r e  h i g h  r e t u r n ,  l o w  r i s k  r e a l  e s t a t e  i n v e s t m e n t s ;

N O W ,  T H E R E F O R E ,  B E  I T  R E S O L V E D ,  T H A T  t h e  B o a r d  o f  T r u s t e e s  

u n a n i m o u s l y  d i r e c t s  s t a f f  t o  s e e k  l e g i s l a t i v e  c h a n g e s  t o  p r o v i d e  f o r  u p  t o  1 0 0 %  

o w n e r s h i p  i n  r e a l  e s t a t e  i n v e s t m e n t s .

P A S S E D  A N D  A P P R O V E D  b y  t h e  B o a r d  o f  T r u s t e e s  o f  t h e  A l a s k a

P e r m a n e n t  F u n d  C o r p o r a t i o n ,  t h i s  6 t h  d a y  o f  D e c e m b e r ; ,  1 9 9 3 .
/ •

C h a i r m a n ,  B o a r d ^ o f  T r u s t e e s  
A l a s k a  P e n r n m e n t  F u n d  C o r p o r a t i o n

A T T E S T :

C orporate  S ecre tary



•• r.ic ’ti Attachment if3

Alaska Permanent Fund Corporation
P.O. Box 25500 Juneau . Alaska 99802-5500 

■907)465-2047

M E M  O R A N D U M

D A T E : N o v e m b e r  1 8 .  1 9 9 3

T O : B o a r d  o f  T r u s t e e s
A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

F R O M :  P e t e  J e a 5
R e a l  E s t a t e  I n v e s t m e n t  O f f i c e r

T H R O U G H :  W i l l i a m  H .  S c o t t  
E x e c u t i v e  D i r e c t o r

S U B J E C T :  R e c o m m e n d e d  L e g i s l a t i v e  C h a n g e s .  R e a l  E s t a t e

I  a m  r e c o m m e n d i n g  a  c h a n g e  t o  T i t l e  3 7 ,  C h a p t e r  1 3 ,  S e c t i o n  3 7 . 1 3 . 1 2 0 .  t h e  A l a s k a  
s t a t u t e  t h a t  a u t h o r i z e s  t h e  F u n d ' s  i n v e s t m e n t s  i n  r e a l  e s t a t e .  T h e  r e f e r e n c e  t o  r e a l  
e s t a t e  i n v e s t m e n t  r e s p o n s i b i l i t i e s  o f  t h e  B o a r d  o f  T r u s t e e s  w i l l  b e  c h a n g e d  t o  r e a d :

g ) ( 1 6 )  e q u i t y  i n t e r e s t  i n .  a n d  d e b t  o b l i g a t i o n s  s e c u r e d  b y  m o r t g a g e s
g r a n t i n g  a  f i r s t  l i e n  o n ,  r e a l  e s t a t e  l o c a t e d  i n  t h e  L : n i t e d  S t a t e s .  

U 6 ) ( A )  d e l e t e d  
( 1 6 ) ( B )  d e l e t e d  
( 1 6 ) ( B ) ( i )  d e l e t e d  
l l 6 ) ( B ) ( i i )  d e l e t e d  
( 1 6 ) ( B ) ( i i i )  d e l e t e d

T h i s  c h a n g e  r e m o v e s  t h e  r e s t r i c t i o n  o n  r e a l  e s t a t e  a c q u i s i t i o n s .  T h e  r e a l  
e s t a t e  " i n v e s t m e n t  l i s t "  i s  s t r i c k e n  f r o m  t h e  S t a t u t e  a n d  t r a n s f e r s  t o  t h e  B o a r d  o f  
T r u s t e e s ,  t h e  r e s p o n s i b i l i t y  f o r  e s t a b l i s h i n g  p r u d e n t  i n v e s t m e n t  s t a n d a r d s  a n d  
g u i d e l i n e s  t h r o u g h  t h e  a n n u a l  r e a l  e s t a t e  r e s o l u t i o n .

In order to justify this recommendation it is necessary to give a brief description of
the Fund's real estate experience over the past ten years, 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

’_____



i n  s e l e c t i n g  t h r e e  r e a l  e s t a t e  a d v i s o r s .  F r o m  1 9 8 3  t h r o u g h  1 9 8 7 .  t h e  F u n d  t o o k  a  
p a s s i v e  r o l e  i n  r e a l  e s t a t e  i n v e s t i n g  a n d  r e l i e d  a l m o s t  e x c l u s i v e l y  o n  t h e  
r e c o m m e n d a t i o n s  o f  t h e  c o n s u l t a n t  a n d  a d v i s o r s .  A d d i t i o n a l l y ,  t h e  4 0 %  c o ­
i n v e s t m e n t  r e q u i r e m e n t  c r e a t e d  a  h i g h  c o m f o r t  l e v e l  f o r  t h e  T r u s t e e s .  B y  c o ­
i n v e s t i n g  w i t h  l a r g e r ,  m o r e  s o p h i s t i c a t e d  p e n s i o n  f u n d s  a n d  e n d o w m e n t s ,  t h e  
P e r m a n e n t  F u n d  t o o k  a d v a n t a g e  o f  t h e i r  e x p e r t i s e  a n d  l e a d e r s h i p  i n  r e a l  e s t a t e  
i n v e s t i n g .  D u r i n g  t h i s  p e r i o d ,  c o n t r o l  a n d  i n v o l v e m e n t  i n  p r o p e r t y  d e c i s i o n s  w e r e  
n o t  p r i o r i t i e s  f o r  t h e  A P F C .

I n  t h e  l a t e r  p a r t  o f  t h e  8 0 ' s ,  t h e r e  w a s  a  t u r n o v e r  i n  P e r m a n e n t  F u n d  r e a l  e s t a t e  
s t a f f .  S o o n  a f t e r ,  t h e  F u n d  e m p l o y e d  n e w  r e a l  e s t a t e  c o n s u l t a n t s  a n d  a t t o r n e y s ,  a l l  
o f  w h i c h  r e s u l t e d  i n  a  m o r e  d i r e c t i v e  a p p r o a c h  t o  r e a l  e s t a t e  i n v e s t i n g .  T h e  F u n d  
h a s  b e c o m e  m o r e  i n v o l v e d  i n  t h e  r e a l  e s t a t e  i n v e s t m e n t  p r o c e s s ,  f r o m  r e q u i r i n g  
c e r t a i n  c o n t r o l s  a n d  b u v - s e l l  a r r a n g e m e n t s  o n  e a c h  r e a l  e s t a t e  t r a n s a c t i o n  t o  
i n i t i a t i n g  d i s p o s i t i o n  a c t i v i t i e s .  E v e n  a s  a  4 0 %  p i a v e r .  t h e  F u n d  h a s  b e e n  a b ’ e  t o  
n e g o t i a t e  e i t h e r  e q u a l  o r  f a v o r a b l e  t e r m s  a n d  r e c e i v e  c o e q u a l  t r e a t m e n t  f r o m  l a r g e r  
i n v e s t o r s .

H i s t o r i c a l l y ,  m a r k e t  c o n d i t i o n s  p l a y e d  a n  i m p o r t a n t  r o l e  i n  n e g o t i a t i o n s  f o r  
f a v o r a b l e  t e r m s .  D u r i n g  t h e  r e c e n t  m a r k e t  d e c l i n e  i n  t h e  i n d u s t r y ,  m a n y  p e n s i o n  
f u n d s  s a t  o n  t h e  s i d e  l i n e s ,  o f f e r i n g  l i t t l e  c o m p e t i t i o n  f o r  d e a l s .  N o w  t h a t  t h e  
m a r k e t  h a s  s h o w n  s i g n s  o f  r e c o v e r y ,  p e n s i o n  f u n d s  a r e  r e - e n t e r i n g  t h e  m a r k e t s .  
L i k e  t h e  A P F C ,  o u r  i n s t i t u t i o n a l  p a r t n e r s  a r e  g a i n i n g  k n o w l e d g e  a n d  c o n f i d e n c e  i n  
t h e i r  a b i i i t i e s  t o  c o n t r o l  i n v e s t m e n t s  a n d  t h e y  n o  l o n g e r  a l l o w  u s  t o  p a r t i c i p a t e  a s  
a n  e q u a l  p a r t n e r  i n  a  4 0 / 6 0  d e a l .  T h e  o n l y  w a y  t o  s e c u r e  t h e  s a m e  l e v e l  o f  c o n t r o l  
t h a t  t h e  F u n d  h i s t o r i c a l l y  o b t a i n e d  w i t h  p a s t  i n v e s t m e n t s  i s  t o  a c q u i r e  a n  e q u a l  o r  
m a j o r i t y  i n t e r e s t .

C o n t r o l  i s  b y  f a r  t h e  g r e a t e s t  b e n e f i t  o f  h o l d i n g  a  m a j o r i t y  p o s i t i o n  i n  a n  
i n v e s t m e n t .  T i m i n g  o f  m a j o r  c a p i t a l  e v e n t s ,  s u c h  a s  a  p r o p e r t y  s a l e  o r  t h e  f u n d i n g  
o f  a  m a l l  r e d e v e l o p m e n t  d e s i g n e d  t o  h e a d  o f f  n e w  c o m p e t i t i o n ,  i s  o f t e n  c r u c i a l  t o  
e n h a n c i n g  r e t u r n s  o n  a  p r o p e r t y .  T h e  i n e r t i a  o f  s o m e  i n s t i t u t i o n a l  p a r t n e r s  h a s  
c a u s e d  n u m e r o u s  m i s s e d  o p p o r t u n i t i e s  f o r  t h e  P e r m a n e n t  F u n d  i n  t h e  p a s t .

O t h e r  a d v a n t a g e s  a l s o  e x i s t .  T h e  r e a l  e s t a t e  a s s e t  a l l o c a t i o n  s e t  b y  t h e  B o a r d  o f  
T r u s t e e s  w i l l  b e  m o r e  e a s i l y  a t t a i n a b l e .  U n l e s s  a  s i n g l e  d e a l  i s  e x c e p t i o n a l l y  l a r g e ,  
t h e  a c q u i s i t i o n  o f  a  s i n g l e  p r o p e r t y  w i l l  n o t  m a t e r i a l l y  a f f e c t  t h e  d i v e r s i f i c a t i o n  
s t r a t e g y .  T h r o u g h  r e s o l u t i o n ,  t h e  B o a r d  o f  T r u s t e e s  w i l l  c o n t i n u e  t o  m a i n t a i n  
c o n t r o l  o v e r  t h e  d i v e r s i f i c a t i o n  g o a l s .

L e g a l  c o s t s  w i l l  b e  r e d u c e d  s u b s t a n t i a l l y  b y  e l i m i n a t i n g  o r  d e c r e a s i n g  t h e  
n e g o t i a t i o n s  o v e r  c o n t r o l  i s s u e s  i n  p a r t n e r s h i p  a g r e e m e n t s .  C o m p l i c a t i o n s  i n  
r e p l a c i n g  i n v e s t m e n t  a d v i s o r s  a r e  d i r e c t l y  c o r r e l a t e d  w i t h  t h e  n u m b e r  o f  p a r t n e r s  
i n  a  d e a l .  T h e  r e p l a c e m e n t  p r o c e s s  i s  s i m p l i f i e d  i n  a  50/50 t o  100% i n v e s t m e n t .

B oard  of T ru s te e s
N ovem ber 18. 1993
P age  2



B y  h a v i n g  t h e  o p t i o n  t o  t a k e  1 0 0 %  o t  a n  i n v e s t m e n t ,  w e  a n t i c i p a t e  a n  i n c r e a s e  i n  
d e a l  f l o w .  W i t h  o n l y  o n e  o r  t w o  i n v e s t o r s  i n v o l v e d ,  a d v i s o r s  w i l l  b e  m o r e  l i k e l y  t o  
p r o p o s e  a c q u i s i t i o n s  t o  u s .  p a r t i c u l a r l y  t h o s e  w i t h  s h o r t  c l o s i n g  t i m e  f r a m e s .

T h i s  p r o p o s e d  c h a n g e  t o  t h e  S t a t u t e  w i l l  g i v e  t h e  B o a r d  o t  T r u s t e e s  t h e  f l e x i b i l i t y  t o  
d i r e c t  t h e  r e a l  e s t a t e  s t a f f  b y  b o a r d  r e s o l u t i o n .  A t t a c h e d  i s  a  l e t t e r  f r o m  o u r  l e g a l  
c o u n s e l  a n d  r e a l  e s t a t e  c o n s u l t a n t  r e c o m m e n d i n g  t h e s e  c h a n g e s .

B oard  of T ru s te e s
N ovem ber IS . 1993
P age  3
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D E C  6 1993

S a y l o r  P r o p e r t y  C a p i t a l , I n c .
Eight piedmont center 

SUITE 320 
ATLANTA. GEORGIA 30305 A tta c h m e n t t/4

TEL. (4041 251 -6049 
FAX: (404) 251 0271

new York o ffice  
437 Madison Avenue, aotm f lo o r
NEW YORK. NEW YORK 10022-7380 

TEL. (212) 754-6260 
FAX 1212) 754-6264

P a u l  H .  S a y l o r

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 I give a few thoughts why I 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 w e '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 I 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 I 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



i n c r e a s i n g l y  f e w e r  h ig h  q u a l i ty  i n v e s t m e n t  o p p o r t u n i t i e s ,  a s  i n v e s t m e n t  
m a n a g e r s  will b e  l e s s  in n e e d  o f  t h e  A P F C ' s  c a p i t a !  a n d  w i s h  t o  c o n c l u d e  
t r a n s a c t i o n s  w i t h  e i t h e r  o n e  i n v e s t o r  o r  a  c o m m i n g l e d  f o r m a t  o v e r  w h i c h  t h e y  
h a v e  d i s c r e t i o n .  C u r r e n t l y ,  it is r e l a t ive ly  c o m p l i c a t e d  fo r  a  t r a n s a c t i o n  
o r i g i n a t o r  to i d en t i fy  a n  a s s e t  fo r  t h e  A P F C  w i t h  t h e  c o n d i t i o n  t h e  A P F C  will 
o n l y  p u r s u e  d u e  d i l i g e n c e  or  t h e  c o n s u m m a t i o n  o f  a  t r a n s a c t i o n  o n c e  a 
c o m p a t i b l e  i n v e s t m e n t  p a r t n e r  h a s  b e e n  id e n t i f i e d .  R e c e n t l y ,  t r a n s a c t i o n s  h a v e  
g o n e  e l s e w h e r e  t o  a v o id  t h i s  p r o c e s s .

Add i t iona l ly ,  t h e r e  a r e  i n c r e a s i n g  c o n c e r n s  r e g a rd i n g  p o t e n t i a l  i n c o m p a t i b i l i t y  
o f  A P F C  r e q u i r e m e n t s  w i t h  t h o s e  o f  c e r t a i n  o t h e r  a c t i v e  i n v e s t o r s .  A l t h o u g h  
t h e  m u l t i - a s s e t  c o - i n v e s t m e n t  o p p o r t u n i t y  w h i c h  w e  h a v e  c o l l e c t i v e l y  p u r s u e d  
f o r  t h e  las t  s e v e r a l  m o n t h s  will g o  a lo n g  w a y  t o  e s t a b l i s h  l e v e l s  o f  o v e ra l l  
c o m p a t ib i l i t y  a m o n g  s e v e r a l  i n v e s t o r s  a n d  s t a n d a r d i z e d  p r o c e s s e s ,  s e l l e r s  o r  
t r a n s a c t i o n  o r i g i n a t o r s  g e n e r a l l y  a t t e m p t  t o  a v o i d  t h e  u n k n o w n s  a s s o c i a t e d  
w i t h  d u e  d i l i g e n c e  a n d  d o c u m e n t a t i o n  r e q u i r e m e n t s  o f  m u l t ip l e  i n v e s t o r s .

3) Management Changes

S i n c e  t h e  A P F C  a p p r o p r i a t e l y  e x e r c i s e s  r ig h t s  o f  m a n a g e m e n t  o v e r s i g h t ,  it is 
m o r e  likely t o  r e c o g n i z e  m a n a g e m e n t  p r o g r a m  w e a k n e s s e s  a n d  t o  m o v e  t o  
c o r r e c t  t h e m  t h a n  m o s t  o t h e r  i n s t i t u t i o n a l  i n v e s t o r s .  E x i s t ing  a s s e t s  a n d  
p o r t f o l i o s  n e e d  t o  b e  i n t e n s i v e l y  m a n a g e d  in o r d e r  t o  i m p r o v e  t h e i r  p e r f o r m a n c e  
a n d  o c c a s i o n a l l y  t o  p o s i t i o n  a s s e t s  fo r  s a l e .  M a n a g e r s  w h o  a r e  i n e f f e c t i v e  
s h o u l d  b e  r e p l a c e d ,  a n d  m a n a g e r  r e p l a c e m e n t  is m o s t  d i f f icu l t  t o  a c c o m p l i s h  
fo r  t h e  APFC a s  a  m in o r i ty  i n v e s t o r  e s p e c i a l l y  s i n c e  m o s t  p a r t n e r s  o f  t h e  A P F C  
a r e  r eq u i r ed  t o  live w i t h  a n  " a p p r o v e d  l ist" o f  i n v e s t m e n t  m a n a g e r s .

I d o  n o t  a t  all a d v o c a t e  t h a t  t h e  A P F C  s h o u l d  on ly  p u r s u e  a c q u i s i t i o n  o f  full i n t e r e s t s  
in i n d iv id u a l  a s s e t s  a n d  p o r t f o l i o s ,  b u t  I b e l i e v e  a c h a n g e  o f  l e g i s l a t i o n  t o  a l l o w  y o u  
to  d o  s o  is m o s t  i m p o r t a n t .  It is m y  v i e w  t h a t  t h e  i m m e d i a t e  e f f e c t  o f  s u c h  c h a n g e  
will n o t  b e  t e r m in a t i o n  o f  y o u r  c o - i n v e s t m e n t  p r o g r a m s ,  b u t  r a t h e r  a g e a r i n g  u d  o f  t h e  
p r o c e s s  c o n t e m p l a t e d  b y  y o u r  c o - i n v e s t o r  c o n f e r e n c e  t n i s  p a s t  April .  Y o u r  a b i l i t y  t o  
be  a  m a j o r  p a r t n e r ,  r a t h e r  t h a n  ( a l w a y s )  a m in o r  p a r t n e r  is m o s t  i m p o r t a n t  t o  t h e  
a c h i e v e m e n t  o f  y o u r  o b j e c t i v e s  s e t  f o r t h  for  t h e  a s s e t  c l a s s  o f  rea l  e s t a t e  a n d  t o  y o u r  
c o m p e t i t i v e n e s s  in t h e  m a r k e t p l a c e .

Yo ‘y,

P3_ii i i, uay iui

CC: L le w e l lyn  L u t c h a n s k y
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R e a l  E s t a t e  I n v e s t m e n t  O f f i c e r  
A la s k a  P e rm a n e n t  F u n d  C o r p o r a t i o n  
P .O .  B o x  25500 
J u n e a u ,  A l a s k a  99802-5500
D e a r  P e t e :

y o u  h a v e  a 3 k e d  u s  t o  r e v i e w  t h e  p r o p o s e d  
l e g i s l a t i v e  a m e n d m e n ts  t o  S e c t i o n  3 7 .1 3 .1 2 0 (g )  o f  t h e  A l a s k a  
S t a t u t e s  i n  t h e  c o n t e x t  o f  o u r  e x p e r i e n c e  a s  i n v e s t m e n t  
c o u n s e l  f o r  t h e  A l a s k a  P e rm a n e n t  F u n d  C o r p o r a t i o n  ( t h e  
" A P F C " ) .  We u n d e r s t a n d  t h a t  t h e  l e g i s l a t i v e  am endm en t t o  b e  
r e v i e w e d  b y  t h e  B o a r d  w o u ld  m o d i f y  s u b s e c t i o n  ( g ) (1 6 )  o f  
S e c t i o n  3 7 .1 3 .1 2 0  t o  p r o v i d e :

(g) S u b j e c t  t o  t h e  l i m i t a t i o n s  c o n t a i n e d  i n  
t h i s  s e c t i o n , t h e  b o a r d  m a y i n v e s t  f u n d  a s s e t s  a t  t h e  
c o m p e t i t i v e  n a t i o n a l  m a r k e t  r a t e s  o r  p r i c e s  t h a t  a r e  
a p p l i c a b l e  t o  e a c h  in v e s t m e n t  o n l y  i n

(16) E q u i t y  i n t e r e s t s  i n ,  a n d  d e b t  
o b l i g a t i o n s  s e c u r e d  b y  m o r t g a g e s  g r a n t e d  a f i r s t  l i e n  
o n ,  r e a l  e s t a t e  l o c a t e d  i n  t h e  U n i t e d  S t a t e s .

We b e l i e v e  t h a t  t h i s  p r o p o s e d  am endm en t w o u ld  b e  
b e n e f i c i a l  i n  c a r r y i n g  o u t  t h e  i n v e s t m e n t  p o l i c i e s  o f  t h e  
A P FC  f o r  s e v e r a l  r e a s o n s .  F i r s t ,  i t  w o u ld  a l l o w  t h e  A P F C  t o  
e f f e c t  r e a l  e s t a t e  in v e s t m e n t s  t h a t  f u l f i l l  i t s  in v e s t m e n t  
o b j e c t i v e s  w i t h o u t  im p o s in g  l e g a l  c o n s t r a i n t s  t h a t  m ay n o t  
be  r e l e v a n t  t o  e n s u r i n g  t h a t  t h e  in v e s tm e n t s  a r e  p r u d e n t .  
S e c o n d ,  t h e  e x i s t i n g  p r o v i s i o n s  o f  S e c t i o n  3 7 .1 3 .1 2 0  t h a t  
w o u ld  r e m a in  u n c h a n g e d  b y  t h i s  l e g i s l a t i v e  p r o p o s a l  e n s u r e  
t h a t  s u f f i c i e n t  f i d u c i a r y  s a f e g u a r d s  a r e  p r e s e n t  i n  
c o n n e c t i o n  w i t h  t h e  a c q u i s i t i o n  o f  r e a l  e s t a t e  b y  t r .e  A P F C . 
T h i r d ,  a n d  p e r h a p s  m o s t  s i g n i f i c a n t l y ,  t h e  p r o p o s e d
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am en dm en t w o u ld  a l l o w  t h e  A P FC  t o  i n v e s t  i n  r e a l  e s t a t e  o n  
t e rm s  t h a t  a r e  c o m p a r a b le  t o  t h e  t e rm s  a v a i l a b l e  t o  E R IS A -  
r e g u l a t e d  c o r p o r a t e  a n d  T a f t - H a r t l e y  ( u n io n )  r e t i r e m e n t  
p la n s  a n d  a m a j o r i t y  o f  g o v e r n m e n t a l  r e t i r e m e n t  s y s t e m s .  B y  
a d a p t i n g  t h e  s t a n d a r d s  u t i l i z e d  b y  m o s t  t a x - e x e m p t  
i n s t i t u t i o n a l  i n v e s t o r s ,  t h e  A P F C  w i l l  b e  p o is e d  t o  c o m p e te  
m o re  e f f e c t i v e l y  w i t h  s u c h  i n v e s t o r s  f o r  r e a l  e s t a t e  
o p p o r t u n i t i e s  a n d  t o  e x e r t  t h e  d e g r e e  o f  c o n t r o l  t h a t  m an y  
o f  s u c h  i n v e s t o r s  h a v e  v ie w e d  a s  c o n d u c i v e  t o  m a x im i z i n g  
r e t u r n  a n d  m i n im i z i n g  r i s k  i n  t h e i r  r e a l  e s t a t e  p o r t f o l i o  
i n v e s t m e n t s .

T h e  c u r r e n t  p r o v i s i o n s  o f  S e c t i o n  3 7 .1 3 .1 2 0 ( g ) (16) 
i n c l u d e  s p e c i f i c  l i m i t a t i o n s  t h a t  m a n d a te ,  am ong  o t h e r  
r e q u i r e m e n t s ,  t h a t  t h e  A P FC  n o t  h o l d  g r e a t e r  t h a n  a 
40 p e r c e n t  b e n e f i c i a l  o w n e r s h ip  i n t e r e s t  i n  a r e a l  e s t a t e  
i n v e s t m e n t  a t  t h e  t im e  o f  a c q u i s i t i o n ,  t h a t  t h e  r e a l  e s t a t e  
i n v e s t m e n t  i s  im p r o v e d  b y  c o m p le t e d  b u i l d i n g s  a n d  t h a t  r u c h  
b u i l d i n g s  a r e  s u b s t a n t i a l l y  l e a s e d .  T h e s e  t y p e s  o f  
r e s t r i c t i o n s  a r e  t y p i c a l l y  r e f e r r e d  t o  a s  " l e g a l  l i s t "  
s t a t u t e s  a n d  w e re  c o m m o n ly  u s e d  i n  s t a t e  s t a t u t e s  a p p l i c a b l e  
t o  p u b l i c  a n d  p r i v a t e  r e t i r e m e n t  p l a n  in v e s t m e n t s  p r i o r  t o  
1974.

T h e  e n a c t m e n t ' o f  t h e  f e d e r a l  E R IS A  s t a t u t e  i n  1974 
e l im i n a t e d  t h e  a p p l i c a b i l i t y  o f  t h e s e  l e g a l  l i s t  s t a t u t e s  t o  
p r i v a t e  c o r p o r a t e  a n d  u n io n  r e t i r e m e n t  p l a n s .  E R IS A  im p o s e d  
g e n e r a l  f i d u c i a r y  s t a n d a r d s  a p p l i c a b l e  t o  a l l  t y p e s  o f  
i n v e s t m e n t s .  T h e  f o u n d a t i o n  o f  t h e s e  f i d u c i a r y  s t a n d a r d s  i s  
t h e  p r u d e n c e  a n d  d i v e r s i f i c a t i o n  r u l e s  o f  S e c t i o n  404 c f  
E R IS A .  T h e s e  r u l e s  a r e  i n c o r p o r a t e d  i n t o
S e c t i o n s  3 7 .1 3 .1 2 0 (a )  a n d  (c)  o f  t h e  A la s k a  S t a t u t e s  a n d  a r e  
f u l l y  a p p l i c a b l e  t o  t h e  A P F C ' s  r e a l  e s t a t e  i n v e s t m e n t s .

T h e  d r a f t e r s  o f  E R IS A  a b a n d o n e d  t h e  l e g a l  l i s t  
s t a t u t e s  i n  f a v o r  o f  g e n e r a l  r u l e s  o f  p r u d e n c e  a n d  
d i v e r s i f i c a t i o n  f o r  tw o  r e a s o n s .  F i r s t ,  t o  t h e  e x t e n t  t h a t  
a r e s t r i c t i o n  f o u n d  i n  a l e g a l  l i s t  i s  a r e s t r i c t i o n  
a p p r o p r i a t e  t o  e f f e c t i n g  a  p r u d e n t  a n d  d i v e r s i f i e d  
in v e s t m e n t ,  t h e  l e g a l  l i s t  r e s t r i c t i o n  i s  m e r e l y  d u p l i c a t i v e  
w i t h  t h e  g e n e r a l  f i d u c i a r y  s t a n d a r d s .  M o r e o v e r ,  t o  t h e  
e x t e n t  t h a t  t h e  r e s t r i c t i o n  w as u n n e c e s s a r y  t o  e n s u r i n g  t h a t  
a p p r o p r i a t e  f i d u c i a r y  c a u t i o n  w as  e x e r c i s e d  i n  e f f e c t i n g  a n  
i n v e s t m e n t ,  t h e  l e g a l  l i s t  r e s t r i c t i o n  w as v ie w e d  as  
im p e d in g  t h e  p l a n ' s  a b i l i t y  t o  p u r s u e  p r u d e n t  a c q u i s i t i o n  
o p p o r t u n i t i e s .

U0AMt1«07/1J
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S in c e  t h e  e n a c tm e u 4  o f  E R IS A ,  a m a j o r i t y  o f  p u b l i c  
r e t i r e m e n t  s y s te m s  h a v e  a d o p t e d  l e g i s l a t i v e  c h a n g e s  t h a t  
s u b s t i t u t e  g e n e r a l  f i d u c i a r y  s t a n d a r d s  f o r  l e g a l  l i s t  
s t a t u t o r y  r e s t r i c t i o n s .  T.he r a t i o n a l e  u n d e r l y i n g  t h e s e  
c h a n g e s  h a s  b e e n  s i m i l a r  t o  t h e  l e g i s l a t i v e  i n t e n t  o f  
C o n g r e s s  i n  e n a c t i n g  E R IS A ,  t h a t  t h e  l e g a l  l i s t  r e s t r i c t i o n s  
a r e  e i t h e r  d u p l i c a t i v e  w i t h  t h e  g e n e r a l  s t a n d a r d s  o f  
p r u d e n c e  a n d  d i v e r s i f i c a t i o n ,  a r e  o b s o le t e  i n t e r p r e t a t i o n s  
o f  s u c h  s t a n d a r d s  o r  a r e  g e n e r a l  e x a m p le s  o f  s u c h  s t a n d a r d s  
t h a t  m ay n o t  b e  a p p r o p r i a t e  i n  s p e c i a l i z e d  in v e s t m e n t  
c o n t e x t s .

I t  w o u ld  b e  b e n e f i c i a l  t o  t h e  A P FC  t o  p u r s u e  
in v e s t m e n t  o p p o r t u n i t i e s  i n  r e a l  e s t a t e  u n d e r  s t a n d a r d s  
s i m i l a r  t o  t h e  f i d u c i a r y  s t a n d a r d s  a p p l i c a b l e  t o  t h e  
m a j o r i t y  o f  i n s t i t u t i o n a l  i n v e s t o r s  c o m p e t in g  f o r  t h e s e  
in v e s t m e n t  o p p o r t u n i t i e s .  B e c a u s e  t h e  A P FC  w i l l  b e  f u l l y  
o b l i g a t e d  t o  p u r s u e  r e a l  e s t a t e  in v e s tm e n t s  t h a t  s a t i s f y  t h e  
p r u d e n c e ,  d i v e r s i f i c a t i o n  a n d  o t h e r  s t a n d a r d s  a p p l i c a b l e  
u n d e r  S e c t i o n  3 7 .1 3 .1 2 0 , t o  t h e  e x t e n t  t h a t  t h e  l e g a l  l i s t  
r e s t r i c t i o n s  o f  c u r r e n t  s u b s e c t i o n  (g)(1 6 ) a r e  a p p r o p r i a t e  
t o  e n s u r e  p r u d e n c e  o r  d i v e r s i f i c a t i o n ,  t h e s e  r e s t r i c t i o n s  
w i l l  s t i l l  a p p l y  t o  r e a l  e s t a t e  i n v e s tm e n t s  o f  t h e  A P F C . 
T h u s ,  f o r  e x a m p le ,  i f  a p u r c h a s e  o f  m o re  t h a n  f o r t y  p e r c e n t  
o f  t h e  b e n e f i c i a l  o w n e r s h ip  o f  a p a r t i c u l a r  r e a l  e s t a t e  
i n v e s t m e n t  w o u ld  n o t  b e  c o n s i s t e n t  w i t h  t h e  s t a n d a r d  o f  
m a i n t a i n i n g  a r e a s o n a b le  d i v e r s i f i c a t i o n  am ong i n v e s t m e n t s , 
t h e  " f o r t y  p e r c e n t  r u l e "  w o u ld  c o n t i n u e  t o  a p p l y .  I f ,  
h o w e v e r ,  i t  w as  n o t  o n l y  p r u d e n t  a n d  c o n s i s t e n t  w i t h  
d i v e r s i f i c a t i o n  s t a n d a r d s  t o  i n v e s t  i n  a l a r g e r  p e r c e n t a g e  
o f  a p a r t i c u l a r  r e a l  e s t a t e  i n v e s t m e n t ,  b u t  w o u ld  a l l o w  
g r e a t e r  c o n t r o l s  w i t h  r e s p e c t  t o  o p e r a t i n g  b u d g e t s ,  l e a s i n g  
d e c i s i o n s  a n d  o t h e r  c o n t r o l  f e a t u r e s  d e t e r m in e d  r e l e v a n t  t o  
e n h a n c e  t h e  A P F C ' s  i n v e s t m e n t  r e t u r n ,  t h e  f o r t y  p e r c e n t  r u l e  
w o u ld  o p e r a t e  t o  l i m i t  p o t e n t i a l  i n v e s t m e n t  r e t u r n s  i n  t h e  
A P FC  r e a l  e s t a t e  p o r t f o l i o .

I n  s u m m a ry ,  t h e  l e g a l  l i s t  r e s t r i c t i o n s  o f  
s u b s e c t i o n  ( g ) (1 6 )  a r e  g e n e r a l l y  r e d u n d a n t  w i t h  t h e  p r u d e n c e  
a n d  d i v e r s i f i c a t i o n  s t a n d a r d s  o f  s e c t i o n s  (a) a n d  (c)  o f  
S e c t i o n  3 7 .1 3 .1 2 0 . I n  t h o s e  i n s t a n c e s  w h e re  t h e s e  
r e s t r i c t i o n s  d o  n o t  d u p l i c a t e  t h e  g e n e r a l  s t a n d a r d s ,  b u t  
p r o v i d e  m o re  o n e r o u s  r e s t r i c t i o n s ,  i t  i s  d i f f i c u l t  t o  
j u s t i f y  r u l e s  t h a t  d o  n o t  f u r t h e r  t h e  s t a n d a r d s  o f  p r u d e n t  
r e a l  e s t a t e  a c q u i s i t i o n s  o r  m ay im p e d e  s u c h  a c q u i s i t i o n s .

It is widely recognized that the current real 
estate acquisitions market demands a greater scrutiny of
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c u r r e n t  in c o m e  o p p o r t u n i t i e s  t h a n  w as  t h e  c a s e  i n  y e a r s  
w h e re  c a p i t a l  a p p r e c i a t i o n  i n  r e a l  e s t a t e  c o u ld  b e  m o re  
e a s i l y  p r o j e c t e d .  I t  i s  s i g n i f i c a n t  t o  n o t e  t h a t  t h e  A P F C ' s  
a b i l i t y  t o  c o n t r o l  d e c i s i o n s  t h a t  a r e  e c o n o m i c a l l y  r e l e v a n t  
t o  b o t h  in c o m e  a n d  p o t e n t i a l  c a p i t a l  a p p r e c i a t i o n  i s  l i m i t e d  
b y  i t s  c u r r e n t  i n a b i l i t y  t o  a c q u i r e  a m a j o r i t y  i n t e r e s t  i n  
i t s  r e a l  e s t a t e  in v e s t m e n t s .  B y  a l l o w i n g  t h e  b o a r d  a n d ,  t o  
t h e  e x t e n t  d e l e g a t e d  b y  t h e  b o a r d ,  t h e  A P FC  s t a f f ,  t h e  
a b i l i t y  t o  b a la n c e  t h e  e c o n o m ic  b e n e f i t s  o f  c o n t r o l  a g a i n s t  
t h e  c o s t s  o f  s u c h  a p e r c e n t a g e  a c q u i s i t i o n ,  t h e  A P F C  w i l l  b e  
a b l e  t o  m a x im iz e  i t s  in v e s t m e n t  o b j e c t i v e s  i n  a c o n t e x t  
r e l e v a n t  t o  e a c h  p a r t i c u l a r  i n v e s t m e n t  o p p o r t u n i t y  i t  
r e v i e w s  f o r  p o t e n t i a l  a c q u i s i t i o n .

P le a s e  c o n t a c t  me i f  we c a n  be  o f  f u r t h e r  
a s s i s t a n c e  i n  t h i s  m a t t e r .

V e r y  t r u l y  y o u r s ,

H a x k i L

Rachel Markun
RM : prad
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S E C U R I T I Z A T I O N by Steve Bergsman

R E IT s O n  a  T e a r
D e j a  Y u — H a v e  W e  B e e n  H e r e  B e f o r e ?

R e a l  e s t a t e  i n v e s t m e n t  t r u s t s  h a v e  b e e n  o n  a  t e a r .  F o r  t h e  f i r s t

q u a r t e r  o f  1 9 9 3 ,  R E F F s  p o s t e d  r e t u r n s  o f  1 9 - 1  p e r c e n t ,  e a s i l y

o u t d i s t a n c i n g  t h e  S & P  5 0 0  w h i c h  o n l y  m a n a g e d  a  4 . 3  p e r c e n t

r e t u r n .  F h i s  w a s  a n  e v e n  f a s t e r  s t a r t  t h a n  i n  1 9 9 2  w h e n  R E I T s

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

C O - I N V E S T M E N T by Steve Bergsman

T h e  D a r k  S id e
C o  i n v e s t m e n t  M a y  B e  T r e n d y ,  

B u t  It’s  N o t  A l l  W i n e  a n d  R o s e s

T h e  c o n c e p t  o f  c c  i n v e s t i n g  h a s  b e e n  a r o u n d  f o r  d e c a d e s ,  b u t

r e c e n t l y ,  i t  s e e m s  t o  h a v e  b e c o m e  t h e  i n "  t h i n g  t o  d o .

I n c r e a s i n g l y ,  o v e r  t h e  p a s t  t h r e e  y e a r s ,  i n v e s t o r s  a n d  i n v e s t m e n t

m a n a g e r s  a l i k e  h a v e  b e e n  d r e s s i n g  t h e i r  p o r t f o l i o s  u p  w i t h

co-investments— the institutional investment community’s analog of the 
'grunge'' look.

The "grunge look"— ripped jeans and flannel shirts— may be popular in 
some circles today, but it certainly isn t 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 Perm anent Fund— a S15 billion 
endowment organised for the benefit for Continued. Page 15
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C o - I n v e s t m e n t  

T re n d y , B u t  I t ' s  N o t  A l l  W ine  a n d  R o s e s
Continued from page I

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 m tlie r  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. 
Pete Jeans, 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, a group 
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 
lO Jeans, is what makes co-investment 
so appealing today.

If one considers investment struc­
tures on a continuum, notes Allen 
A ndersen, a Principal with the Dallas 
office of A rthur A ndersen Real Es­
ta te  S erv ice  
G roup, they will 
fall som ew here 
b e tv e e r  sole 
ow n ersh ip  and 
c o m m i n g l e d  
funds. Where on 
the continuum co­
investment lies— 
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

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

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 G roup, 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 m anagement of the pension 
fund's investments. “That’s the hope," 

Continued, Next Page

Of the many forms o f co-investment, 
the lea st popular have been those 
which require adv iso rs, operating 
partners or deve lopers to pu t their 
own capita l a t r isk  a longside the 
investors.
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notes Curtis. "We've learned, how­
ever. that people can make equally as 
bad investment decisions with their 
own money as w ith som ebody 
else's." Clearly, therefore, having 
capital at risk is no guarantee that 
things will go weil.

Curtis 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 is. when the capital 
contributed is non-recourse, the in­
vestment manager or promoter really 
isn't at 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

of investments, according to Ron 
Karp of the Summit. NJ-based con­
sulting firm Ronald A  Karp & Asso­
ciates. Karp notes that there is a 
mismatch in the long-term stability 
and financial staying power o f the 
pension plan versus the investment 
advisor or operating partner. "If the 
investment gets into trouble, who is 
going to fund the losses? Obviously, 
it's going to be the pension plan. And 
that is going to create a problem 
when it comes to decision-making."

The most popular form of co-in- 
vestment, however, is between simi­
lar investors with similar objectives 
and resources, such as w o  or more 
pension plans. Even here, however, 
there are variations and concerns. 
One type of co-investment, for exam­
ple. relies on an advisor who brings 
together investors with a common 
investment strategy. The advisor then 
executes transactions accordingly. A sec­
ond type of co-investment occurs when 
investors unite under their own initia­
tive—when the co-investment is inves­
tor-driven. rather than manager-dnven.

The principal feature of every co- 
investment. however, is that it in­

volves more than one investor (the 
typical co-investment involved be­
tween three to five investors). Therein 
lies co-investment's strength—and its 
weakness.

For a smaller pension plan, co-in­
vestment offers the opportunity to 
participate in transactions iarger than 
those the plan otherwise would be 
able to execute on its own. "Small 
funds mav not be able to invest in 
large projects simply because their 
allocation is insufficient." explains 
Terry Ahern, a Principal with the 
Cleveland-based Townsend Group. 
It also enables a larger investor to 
achieve more diversification than oth­
erwise would be possible by investing 
directly. According to its Chief Real 
Estate Investment Officer. Grayson 
Sanders, for example, the Ameritech 

Pension Trust has 
assem bled a 
roughly SI.2 bil­
lion real estate 
p o rtfo lio  over 
the past ten 
years . Sanders 
notes, however, 
that because it 
has a cq u ire d  
m uch o f that 

portfolio by co-investing with other 
tax-exempt funds. Ameritech s S1.2 
billion position 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 being 
involved with other participants with 
similar goals because there is a com­
fort with being associated with other 
entities that have the same investment 
strategy. Or, as Andy Smith, Presi­
dent of L&JB Real Estate Counsel 
In c . says, There is a warm and cozy 
feeling about doing a large invest­
ment with others." Why? For one 
thing, there is a lot more due d ili­
gence. explains Smith. Each partner 
gets to scrutinize the deal; there are 
more checks and balances so it's less 
likelv there will be any surprises.

Despite the lack of surprises, 
there also is going to be a lot more 
work—and fiduciary liability—for the 
co-investors. By co-investing rather 
than commingling, for example, tax- 
exempt investors not only have to 
review the potential investments, but 
also must participate in the decision 
to acquire. In addition, they must be

involved in decisions concerning the 
ongoing management of the prop- 
ertv. and when and how eventually 
to divest. The problem is. without a 
third party fiduciary to share the risks, 
a pension fund subject to ERISA pro­
visions must shoulder the fiduciary 
liability associated with making these 
decisions alone.

De pite the extra work and liabili­
ties. however, this is precisely the 
kind 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 passively investing in commin­
gled funds, advisors and managers 
made those decisions. When advisors 
became promoters, and began struc­
turing funds as partnerships to avoid 
being subjected to fiduciary liability 
under ERISA, they still made the de­
cisions, but investors no longer en­
joyed any insulation from fiduciary 
liability. When investors realized they 
weren't going to receive any fiduciary 
insulation, they started questioning 
why they should give up control. This 
issue, and this issue alone, is the 
primary driving force behind the co­
investment trend. "Investors were 
very concerned about the lack of 
control in commingled 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?
LESSONS
LEARNED

The old axiom of real estate used to 
be "location, location, location." But, 
counters T im  Getz. Investment Offi­
cer with the Ohio Public Employees 
Retirement System, the axiom re­
ally should be "control, control, con­
trol. You're not going to get that con­
trol," warns Getz, "by sharing your 
decision-making power." Getz speaks 
from experience—his fund was a pio­
neer in both the early commingled 
fund and co-investment movements. 
"One of the lessons that we learned 
from commingled funds was that the 
investor didn’t make portfolio deci­
sions. The dec jio n s were always be­
ing made by someone else. When 
things got difficult, it was impossible 
to achieve consensus." Getz warns 
that the problem is no different with 
co-investments, which he says are

. . .  co- investm ents. . .  are noth ing mere 
than a comm ingled fund warmed over.
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nothing more than a commingled 
fund warmed over."

As noted before, one o f the 
strengths of co-investment is the 
added layer of scrutiny. This also is a 
weakness, however, because it often 
can b ; difficult if not impossible to 
get multiple parties to come to a 
decision. And, since co-investors 
don’t always have equal shares, by 
definition, someone is bound to end 
up with a minority interest. Obviouslv. 
that can be a reai problem if the maior- 
itv investors have a different point of 
view than the minority investors.

“Co-investment com p lica tes 
every single aspect of a transaction." 
says Susan Hudson-Wilson. Direc­
tor of Portfolio Strategy for Boston- 
based A ld r ic h , E a s tm an  and  
Waltch. "All of a sudden there are 
two or more parties—very interested 
parties—that need and ought to be 
satisfied on every single aspect of the 
investm en t.' As Hudson-W ilson 
points out. however, a hot button for 
one co-investor may not be so hot for 
another. Tltis can make it extremely 
difficult 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 strategy. 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 together 
co-investment deals since the 1970s) 
is to make sure that one participant 
never has more than 50 percent of the 
vote. To make a co-investment pro­
gram work, explains Smith, a reason­
able level of democracy must be es­
tablished.

M ichael Evans. National Direc­
tor with E rnst & Young's Real Estate 
Advisory Services in San Francisco, 
counters that co-investment adds an­
other. unneeded level to problem 
solving over the life of the asset. 
‘When there are decisions to be made 
by different investors v.ho have 
changing objectives and strategies, 
there is always going to be the poten­
tial for conflicts of interest."

Hudson-Wilson concedes that co 
investment may be a great way for a 
small pension plan to participate in 
larger investments, but reiterates that, 
"there is true lack of control when you 
need it most." At the point when you

most need and want to do something 
oig—like invest more or reduce the 
Mze of your investment—you dis­
cover that your options aren t much 
different than if you had invested in 
a commingled fund.

A FORMULA 
FOR SUCCESS

Co-investors typically try to avoid the 
problem of potential conflicts of in­
terest by finding other investors with 
similar investment objectives. "The 
big key to success in co-investment is 
picking your partners," admits Jeans.
It does little good to find a partner 

who wants to hold properties for the 
long term, if you want to sell after 
three years."

Cab Grayson. Managing Direc­
tor of CB Commercia l Realty A dvi­
sors. feels that establishing a pre-ex­
isting associauon for co-investment 
can greatly enhance the success of the 
co-investment. “These associations of 
like-minded investors agree in ad­
vance to a defined real estate invest­
ment strategy, acquisition process, 
standardized contracts covering the 
decision-making powers of investors 
and transferability o f interests, and 
pre-negotiated investment manage­
ment fees that are performance-based 
and aligned with the investors’ inter­
ests. The associations and the prede­
fined process allow the investment 
manager to move quickly and to bet­
ter negotiate with the seller." CB com­
pleted its first co-investment in 1981 
and has created an active co-invest­
ment association of like-minded in­
vestors. Scott Tracy, Grayson's pa.t- 
ner at CB Commercial, adds that, "The 
association prompts the co-investors 
to address mosr of the issues before­
hand. and minimizes the difficulties 
in gaining consensus. Investors agree 
that, once the initial acquisition deci­
sion has been made, the advisor is 
given a defined level of discretion on 
operating decisions, thereby reducing 
disputes.

When constructing the co-invest- 
menr, it is critical that the rights of the 
co-investors be stated clearly and de­
finitively. "You must have a mecha­
nism for resolving disputes among the 
participants." wams J i m  Snyder, 
President of K ennedy Associates 
Real Estate Counsel, a Seattle-based 
advisor that has been putung together 
c o  investments for the past 15 years.

Snvder explains that the problem- 
solving prtxess among die co-inves­
tors should be formalized as a general 
pan of the coinvestment agreement. 
Sometimes the process could 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 looking at co-in­
vestment. Investors, therefore, need 
to be assured that there is an easy out 
if they want to leave.

"Our experience." says Jeans, 
"has been that, if we're having a 
problem or disagreement with a part­
ner. we call a meeting and sit down 
together face-to-face. Ninety-nine 
percent of the time we ran solve the 
problem. In those few instances 
where it absolutely doesn’t work out. 
the partner can leave." According to 
Jeans, that usually means the other 
partners will buy out the disgruntled 
party.

The 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 any­
more. but when we have a choice, we 
prefer to invest on our own," notes 
Jim  Campbell. Assistant Real Estate 
Officer at NYSTRS. The Fund wants 
to control its own destiny, Campbell 
explains, and it is tougher to do that 
when hooked into other investors. "It 
can be frustrating to be in a deal with 
an investor who has a shorter term 
horizon or is handicapped by political 
decision-making processes."

The bottom line is, co- investment 
is a little like "the Force" —that won­
derful source of power that Luke Sky- 
walker discovers in George Lucas' 
Star Wars. Like the Force, co-invest­
ment can be either of great benefit, or 
great harm to the user—depending 
on how you approach it. And, as with 
all sources of power, investors must 
not forget that co-investment has its 
dark side. •>

Steve  H e rvp m a n  is a tree Lance real 
estate writer in Mesa. Arizona.
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January 13, 1994

Senator Randy Phillips
Legislative Budget & Audit Committee, Chairman 
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 Juneau.

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 Associates, Inc. (Callan), providing 
recommendations and advice at each step of the program. Once completed, a number 
of the issues mentioned in the Ibbotson Associates Asset Allocation study will have 
been addressed.

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

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 several 
years is attributable to extraordinary bond returns which are unlikely to continue 
given the current low level of interest rates. Obviously, wc all agree with this
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assessment 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 mortgages. 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 non-USS 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 
has been scheduled for the upcoming board meeting. As an aside, I was pleased to 
see 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 mortgages would have hindered performance.

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

6. Ibbotson very clearly advises that die board control asset allocation at a more micro 
level than it has 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 specialists in the international area. The directions suggest*d are contrary to 
the board's movement toward providing less restrictive guidelines to its managers, 
particularly the global managers. I think that this is an important issue that already 
has been discussed at length during 1993 and warrants continued close monitoring
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and review as we gain experience with the current structure. My current view is 
that the board's basic asset allocation plan, while theoretically vulnerable to the 
actions of the managers, will not be adversely affected. Each manager has indicated 
that it is highly unlikely that they would make sudden dramatic shifts from domestic 
to international portfolios. We, therefore, will be able to identify any potential 
problem before it undermines the program. You are continuing to use some 
specialists internationally and are planning to add specialists in domestic mid-cap 
securities. In sum, Ibbotson's management structure comments are important and I 
agree that the structure, particularly the domestic structure, should be on the board’s 
agenda for 1994.

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 Associates, 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 Ibbotson 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 their report to the Board of Trustees at its meeting on February 3, 
1994 at the APFC offices in Juneau.

Sincerely,

Executive Director
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M E M O R A N D U M

DATE: February 1, 1994

TO: Senator Loren Leman
Chairman, Senate State Affairs Committee

FROM: William H. Scott
Executive Director

SUBJECT: Senate B ill 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 w o u ld  l i k e  to  m a k e  i t  c le a r , h o w e v e r ,  t h a t  e v e n  
t h o u g h  th e s e  a m e n d m e n t s  w o u ld  b e  a n  im p r o v e m e n t  o v e r  th e  s t a t u s  q u o ,  
t h e  A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t io n  w o u l d  p r e fe r  t h a t  th e  c o m m i t t e e  
m o v e  th e  b i l l  a s  o r i g i n a l l y  i n tr o d u c e d .

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


