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

(907) 465-2047
MEMORANDUM Aph
DATE: April 11,2001
TO: Representative Norm Rokeberg, Chair

House Judiciary Committee

FROM: Robert D. Storer A"
Executive Director

SUBJECT: House Joint Resolution 15 - Permanent Fund
Constitutional Inflation-Proofing Amendment

This is to request a hearing at your earliest convenience on House Joint
Resolution 15, "Proposing amendments to the Constitution of the State of Alaska

relating to inflation-proofing the permanent fund."

HJR 15 accomplishes inflation-proofing by constitutionally limiting the annual
payout of Fund income to no more than 5 percent of the Fund's five-year average
market value. This amount comprises all of the Fund's expected "'real," i.e.,
inflation-adjusted, income. For example, the Board's current asset allocation is
designed ,o0earn 8.25 percent annually and inflation is expected to average 3.25
percent. By retaining that difference between v hat is earned and what is paid
out, the purchasing power of the Permanent Fund is fully protected against

inflation.

The Board is unanimous in its support for this proposal. They believe its benefits
are compelling:

1. Provides constitutional protection against inflation for the total Permanent
Fund, thereby more effectively safeguarding the Fund and increasing the

amount protected.
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2. Establishes a limit on annual distributions which helps ensure that the Fund
will continue to grow in perpetuity in both nominal and real, inflation-

adjusted dollars.

3. Maximizes the total amount of Fund income which can be paid out in tlie
future, at least as compared to higher payout rates, and provides for
intergenerational equity by striking a fine balance between short-term and

long-term distributions.

4. Beginning in 2003, makes available $175-$300 million per year, depending on
the Fund's market value, for purposes other than inflation-proofing and
dividends. This amount will grow over time as the Fund grows.

5. Uses the percent of market value (POMV) payout methodology which
smoothes volatility, treats realized and unrealized income equally as
investment return, and is consistent with generally accepted accounting
principles and modem endowment practice.

6. Lets lawmakers know in advance, within a relatively narrow range, how
much Fund income will be available for appropriation each year.

In short, the Trustees believe HIR 15 serves the best interests of the Fund and the
people of Alaska, and we request an opportunity this session to begin discussing
with the members of your Committee the very important issues addressed in this

resolution.

Thank you for your consideration.



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

May 10, 2001

Honorable Norman Rokeberg
Chairman, House Judiciary
State Capitol, Room 118
Juneau, Alaska 99801-1182

Re:  HJR 15 — Constitutional amendment for inflation-proofing the Alaska
Permanent Fund

Dear Representative Rokeberg:

This is to provide some information and make a request regarding HJR 15, the Board's
proposed constitutional amendment for inflation-proofing the Alaska Permanent Fund.

Late in the session, we had a hearing on SJR 13 (the companion bill to HJR 15) in the
Senate State Affairs Committee. At that hearing we were presented with a copy of a
February 12, 2001 memo prepared by Tamara Cook, the director of Legal Services,
raising certain legal issues. Subsequently, we asked Ron Lorensen, outside counsel for
the Alaska Permanent Fund Corporation (APFC), to review and comment on Ms. Cook's
memo discussing the above-referenced bill. A copy of Ms. Cook’s memo and Mr.
Lorensen's memo, dated May 9, 2001, are enclosed for your information.

The APFC Board of Trustees held one of its regular meetings here in Juneau on
April 30 - May 1 During the Board's work session on May 1, the Board, staffand Mr.
Lorensen spent over an hour discussing several of Ms. Cook's comments and concerns.
After those discussions, the clear consensus on the Board continues to be strong support
for maintaining the existing distinction between principal and income contained in the
Constitution and for continuing the Constitution's present protection of principal Irom

appropriation by the Legislature.

In this regard, the Board considered alternative approaches both to the operation of the
amendment and to the language of the amendment. At the conclusion of those
discussions, the members of the Board reaffirmed their view that the proposed
amendment as presently drafted provides the best approach to implementing the Board's
policy goals for protecting the Fund for the benefit of both present and future Alaskans.
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While it is likely that interpretational issues will arise, the Board believes it is important
to keep the proposed amendment as short and uncomplicated as possible. The Trustees
further believe that they can, in the course of presenting written and oral testimony which
helps create the legislative record, make it quite clear that the proposal is definitely
intended to continue to keep the principal inviolate.

Now that the fust session of this legislature has drawn to a close, the Board asked that |
express its hope that your committee and the remaining committees of referral in both
houses will continue to move ahead with deliberations on the proposed amendment over
the interim and into the second session. In particular, we urge that further hearings on the
bills be scheduled so that, if they continue to receive favorable support from the
committees, they can be taken up by each house relatively early in that session.

By approving the amendment early next year and avoiding pulling it into the last-minute
flurry of negotiations and compromises over funding mechanisms and sources that can
arise in the closing days of a legislative session, the Legislature would likely be seen by
the public as making a strong statement of its support for providing additional protection
to the Fund. Also, the earlier the amendment is passed by the Legislature, the sooner the
public discussion and debate over the merits of the proposal can begin in advance of the

2002 general election.

Thank you for your continued interest in the Permanent Fund and attention to this issue.

Sincerely,

Robert D. Storer
Executive Director

Enclosures

c: Board of Trustees



To:
From:
Date:

Re:

Law O ffices of
Simpson, Tillinghast, Sorensen & Longenbaugh, P.C.

One Sealaska Plaza, Suite 300 * Juneau, Alaska 99801
TELEPHONE: 907-586-1400 e FAX: 907-586-3065

Jim Kelly, APFC
Ronald W. Lorensen, STS&L

May 9,2001

SJR 13/HJR 15-Constitutional amendment for inflation-proofing the Alaska

Permanent Fund
Our File No.: 846.14

You have asked for my comments on the February 12, 2001 memo from Tamara

Brandt Cook, director of the Legislature's Division of Legal and Research Services, to
Senator Gene Therriault discussing the Board of Trustee's proposed constitutional
amendment for inflation-proofing the fund. | address her concerns in the order they are

discussed in that memo:

L Title of bill. 1think Ms. Cook's observation that the title of the proposed
resolution does not reflect its contents is probably the result of an insufficient
understanding of the use of percent of market value (POMV) payout rules. On its
face, the POMV rule expressed by the resolution appears to be intended simply as
a limit on the Legislature's ability to appropriate Fund income (which is not
expressed by the title). However, as the Board and those of us who have been
studying endowment models and the use of POMV payout rules have come to
understand, the real purpose of such a rule is to assure the long-term viability ofa
fund by allowing, over the long term, only the real portion of the income earned
by that fund to be spent. With a POMV spending rule, a fund retains that portion
of its income attributable to inflation, with the expectation that the fund will grow
(again, over the long term) at the same rate as inflation-thereby "inflation-

proofing" the fund.

2. Distinction between principal and income. Ms. Cook does not explain
why she believes that retaining the distinction between principal and income of
the Fund makes little sense. In any event, it is my understanding that continuing
this distinction and assuring that Fund principal remains “inviolate" is an
important policy goal for the Board in proposing this constitutional amendment
(see my further discussion of this point at Paragraph 3, below). | think Ms. Cook
is correct that, by retaining the distinction, the constitution's current requirement
that Fund principal be used only for those income-producing investments
specifically authorized by law would not apply directly to the Fund's income.

E. Budd Simpson eJon K. Tillinghast ®Stephen F. Sorensen eLeslie Longenbaugh
L. Merrill Lowden *Ronald w . Lorensen (of counsel)
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However, the Legislature has already addressed that issue in AS 37.13.145(a) by
requiring that money in the earnings reserve account be invested in investments
authorized for the investment of Fund principal under AS 37.13.120 ("the legal

list").

3. Continued protection of Fund principal. It appears from Ms. Cook's
discussion in the third paragraph of her memo that she does not interpret the
proposed constitutional amendment to continue to protect Fund principal from
appropriation and expenditure by the Legislature (i.e., if the earnings reserve
account in a particular year was smaller than the permissible payout for that year,
the difference could be satisfied out of principal). As indicated above, that
interpretation runs counter to the Board's policy goal of keeping Fund principal

"Inviolate."

In our (the Board's and staffs) efforts to keep the proposed amendment as short
and uncomplicated as possible, we have recognized that this interpretational issue
may arise. However, because (i) the amendment retains the distinction between
principal and income and (ii) does not in any way alter the existing constitutional
language that provides the basis for treating Fund principal as "inviolate",1 |
believe that the better interpretation of the amendment is that principal must
continue to bhe inviolate and that the Legislature cannot "dip into" principal in
order to make a payout otherwise permitted under new subsection (b). As we
have discussed with the Board, one way to strengthen the analytical basis for this
latter interpretation is for the Board and staff to create a written and testimonial
record that makes it clear that the intended effect and interpretation of the
amendment is to continue the special protection that Fund principal currently
enjoys. This has, in fact, been done consistently since the Board first formally
proposed the amendment at its December, 2000 meeting in Anchorage.

4, Effective date of the amendment. Under Section 1, Article XIII of our
constitution, a proposed amendment to the constitution must be presented to the
voters at the next general election after it is passed by the Legislature. Under that
same provision, if the amendment is approved by the voters, it takes effect 30
days after the election results are certified by the lieutenant governor, unless a
different date is provided for in the amendment. The amendment as presently
proposed docs not specify an effective date. Given the timing of the next general
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The proposed amendment does not change this language.
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election (November 5, 2002)—and assuming there is no unusual, protracted
election contest as recently occurred in the 2000 “residential election in Florida-
the amendment, if approved by the voters, wo ild almost certainly take effect
before the beginning of the 23rd Alaska Legislature on January 21, 2003 (the third
Tuesday in January following a gubernatorial election—AS 24.05.090).

In her memorandum, Ms. Cook suggests that having the amendment take effect in
the middle of a fiscal year would be awkward, as it would allow the Legislature to
appropriate any amount of the Fund's income in the earnings reserve account
during the first part of the 2003 fiscal year, while restricting die amount available
to the Legislature during the latter part of that fiscal year, after the amendment
takes effect. Why or how this situation might be awkward is not readily apparent
to me, however, considering that, unless the 22nd Alaska Legislature convenes
itself in special section after its regular adjournment in May, 2002 for the express
purpose of appropriating money from the Permanent Fund, its first opportunity in
FY 2003 to approx late funds from the Fund will not arise until after the

amendment takes effect.

In any event, the timing of the effective date of the proposed amendment raises a
policy question for the Legislature, rather than a legal one. In terms of policy
considerations, one could actually argue that providing for a July 1, 2003 effective
date as suggested by Ms. Cook could actually undermine the chances for passage
of the amendment. This is because the delayed effective date might be seen by
those who are exceptionally distrustful of the Legislature and the political process
as providing an after-the-fact opportunity for the Legislature to "raid" the Fund
before the amendment, although passed by the voters, actually goes into effect.

5. Status of earnings reserve account when amendment takes effect. At the
end of her memo, Ms. Cook indicates uncertainty about the status of the earnings
reserve account when the amendment takes effect and then states her assumption
that the entire balance of that account would be available for appropriation under
the constitutional provision as it read before the amendment. | do not believe this
assumption is correct-once the amendment takes effect, for any fiscal year, the
POMV payout rule expressed in new subsection (b) will operate to limit the
Legislature's ability to appropriate from the earning reserve account to the amount
calculated under that rule. Subsection (b) expressly applies to "appropriations
from the permanent fund," and, under existing AS 37.13.145(a), the earnings
reserve account is already a part of the Fund.-/ Unless the Legislature changes
current law before the amendment takes effect, that account will continue to be a
part of the Fund on the effective date of the amendment and, thus, subject to the
limitation of subsection (b) on appropriations from the Fund.

AS 37.13.145(a) provides in pertinent part: "The earnings reserve account is established as a

separate account in the fund. Income from the fund shall be deposited by the corporation into the account

as soon as it is received
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If you have any questions about these comments or would like to discuss them
further, please do not hesitate to contact me.

cc:  Jim Baldwin, Assistant Attorney General, Department of Law
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MEMORANDUM February 12, 2001
SUBJECT: AlaskaPermanent Fund (Work Order No. 22-LS0534\C)
TO: Senator Gene Therriault, Chair

Legislative Budget and Audit Committee
Attn: Heather Brakes

FROM: Tamara Brandt Cook
Director

You ask for my observations on this draft resolution proposing an amendment to the state
constitution dealing with the permanent fund. The title does not reflect the contents of
the resolution and, because ajoint resolution is supposed to be treated like a bill under the
Uniform Rules, normally the title is drafted to reflect the contents. However, because
Art. 11, sec. 13 only applies to bills, the title defect in this situation is only a procedural
and not a constitutional problem. Likewise, a new subsection is normally added as a new
bill section and the material is not underlined. The way subsection (b) has been added
does not conform to the Legislative Drafting Manual, but will not be fatal to the validity
of the resolution if it is adopted by the legislature and approved by the voters.

Substantively, | observe that it makes little sense to retain the distinction between
principal and income in subsection (a), since appropriations allowed under subsection (b)
are based on averaged market value of the fund and no longer on income generated by the
fund.  Furthermore, by retaining the distinction between principal and interest, the
provision that addresses permanent fund investments applies only to investments of
principal. There is no constitutional requirement that interest retained in the fund also
"be used only for those income-producing investments specifically designated by law as
eligible for permanent fund investments." This seems a bit puzzling, but the legislature
can address the investment of interest by law, so the approach probably does not create

any great problem.

Subsection (b) is not as clear as might be desirable, but I think it can be applied.
However, from my conversation with Mr. Jim Kelly, I gather that it is expected that only
income of the fund will be available for appropriation. If this is the intended result, it has
not been achieved. That is to say, if fund income is low for a period of years, it will be
mathematically possible for an appropriation to be made based on the average of the
market values formula that includes some fund principal. Perhaps, this possibility is so

remote as not to be a serious problem.
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| think it will be awkward for the constitutional amendment to spring into effect in the
middle of a fiscal year and suggest that a July 1, 2003 effective date be added.
Otherwise, for part of the year the legislature will be able to appropriate fund income,
while at the end of the same year it will have access to an amount based on market value
of the fund. Also, | am not sure about the status of the balance in tl: ¢ earnings reserve
account on the day the amendment takes effect. |assume the entire balance on that day is
available for appropriation under the constitutional language as it read prior to the

amendment.






he Permanent Fund means different things
to each g e n14378416 1 skans.

Children horn in this year of the 25th anniversary
of Alaska's Permanent Fund do not yet know what
an important role the state’s savings account will
play in their lives. Their parents do, and so do pio-
neer Alaskans who, over the last quarter century,
have watched the Fund grow beyond their most
h<>peful expectati< ms.
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Alaskans who are 25 years old have never known a
time when the Permanent Fund was not a part of
this stale’s public policy. They don’t remember a
fall season since 19N2 when they didn’t receive
their own personal share of Alaska’s oil wealth.
The Permanent Fund, this great experiment in sav-
ing and sharing public wealth, is an integral part of
their lives.

It took wisdom and leadership, courage and
tenacity 25 years ago to create something of such
enduring and abiding value. One of Alaska’s past
leaders who deserves special thanks is featured
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on the cover of this report. Hugh Malone, who
passed away this year, made such a lasting contri-
bution that the Trustees this year named the
Alaska Permanent Fund Corporation’s board room
in his honor.

This annual report, which marks the 25th anniver-
sary of the creation of the Permanent Fund, will
tell you what happened to the Fund in fiscal 2001.
But, it will also highlight the Fund's history and
demonstrate why we Alaskans today owe so much
to those generations who have come before ..
and to those generations o f Alaskans still to come.
The Permanent Fund belongs to us all.

Flint! income

Stile oil revenues
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The Board of Trustees also made watchful
wddgments as to the two equity managers who

ad been placed under heightened sprutan in
the previous year. The Board determined that
one of the managers had coPed with the
changes and uncertainties of new ownership and
reorganizations well enough to warrant their
retention. The manager went on to post the best

returns for the ¥ear ofall the active stock
managers in both U.S. and international
portfolios. 'I'ne other manager was terminated.

One other challenge facing the Board was how
best to use the increased investment flexibility
authorized by the 2000 legislature. That flexiility
included a SPe_rcent “basket clause” which allows
the Trustees to invest up to Spercent of the Fund
In any investment which meets prudent investor
standards. As part of their due diligence looking
into alternative investments, the Trustees
completed an in-depth study of private eqwtg_
(.e., companies which have not yet gone (Jou lic),
and although they decided not to procee ,
!mmedla%l&the ISSue is certain to come up again
in fiscal

Administrative changes

New directors were hired for two key
departments. Joining the APFC this year were
Allan Moore who replaced retiring Chief
Investment Officer Terry Brown, and Marshal
Kendziorek who became the new Director of
Information “technology. On the Board, Attorney
General Bruce Botelho replaced retiring Trustee
John Shively.

The Corporation has been fortunate indeed in the
caliber of the professionals who have worked here
over the years, and | would like to thank all those
who havé been with the organization in the past
as well as those who continue on with us as we
celebrate the Permanent Fund’s 25th anniversary.

L>

Robert D. Storer
Executive Director



' Year 2001 will he remembered as a time

I:E?En anumber of trends ended and reversed.

The decade—,lon? economic expansion fmal,lk/
ended, the seemmg% inexorable Frowth in capital
expenditures fortechnology finally abated, and
U.S. and international stocks plummeted. Real
estate and fixed-income investments produced
sironger-than-average returns, but their good
performance was insufficient to offset the
magnitude of the kill in stocks, and the Alaska
Permanent Fund recorded its first-ever fiscal
year 10ss.

More trend reversals are evident by comparing
this year's conditions to those reported in last
ear's 2000Annual Report. In 2000 the Federal

eserve tried to slow an overheating economy by
,rm%r}%mterest rates in steps totaling 175 perceri;
in 2001 the Federal Reserve tried to stimulate a
faltering economr by fast steps that lowered rates
b%/ 275 percent. In 2000, the Fund's international
stocks were the best-performing asset class, up
233 percent; in 2001 they were the worst-
performing asset, down 229 percent. In 2000, |
growth stocks continued several years of superior
performance even with a very weak final quarter;
In 2001 value stocks bested growth by never-
befiire-seen margins.
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Changing benchmarks o
Defining abenchmark for a portfolio is how the

Fund establishes objectives and measures results.

This year, the Hoard changed benchmarks for
select portfolios investing'in both stocks and
bonds to better reflect the breadth and depth
of the investable markets.

The Board changed the benchmark for the
internally managed fixed-income portfolio to
the Lehman U. S. Aggregat’ from the Lehman
US. Government/Credit index. This "'simple”
change which adds mort?age—backed securities
to the APFG's investment universe, necessitated
the turnover of some S3hillion of fixed-income
securities, but it will allow the Eortfoho to garner
equivalent returns with less risk.

ftiful 2001 performance .
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The Fund changed the benchmark for two global
portfolios, one mana’aed by Brinson Partners and
one by Lizard Asset Management. Previously, the
benchmark had been a combination of GO percent
S&P 500 — representing U.S. stocks and

40 percent MSCI éMor an Stanley Capital
International) RAFF (Europe, Australia and Far
Fast) index-representing international stocks
of developed countries. The new benchmark is
the MSCI'World Index, which better reflects the
Fund’s objective to obtain a return like that ofall
the global developed markets. It also challenges
the Investment managers to add value by
actively managing the ratio of U.S. versus
international stocks.

Lastly, the benchmark for the Schroders’ Pacific
Basin portfolio was changed from the Pacific
Basin index with a fifty percent weighting for
Japan to the index with Japan fully We|%hted,
thus removing the systemic underweight to Japan.
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1)(//[ arkel events over the past twelve months
JL remindetl investors that ptttience, humility
anti moderation are virtues, that beauty is
subjective, and that financial markets can be very

fickle indeed. Above all, the past year underscored

the importance of diversification, both within and
hetween asset classes.

The Fund's equity performance for the past year
has been consistent with market trends. Overall,
the U.S. stock portfolio returned -131percent.
Style and size were the major determinants of
performance, as value and smali-cap stocks
returned to favor. Brinson Partners led all Fund

U.S. equity managers with an 117 percent return,
and outperformed its benchmark, the Russell
1000 by 26.7 percent.

The Fund's passive S&P 1000portfolio ggonsisting
of the S& MidQip )0 Index and the S&P
SmallCap 600 Index) returned 9.8 percent,
reflecting benchmark returns for smaller-cap
equities, However, the remainder of the Fund's

domestic eqwty portfolios posted negative returns

for the fiscal year, ranging from -03 percent for
hizard Asset Management’s portfolio to-23
percent for Dresdner RUM Global Investors'
small-cap growth product.

The Bottrd concluded its search for an enhanced
SSP 500 index product in SePtember by hiring
Deutsche Asset Management. Deutsche also
manages the Fund's other passive equity port-
folios. In December, the Board terminated a
large-cap value manager, due to poor Ion?-
term performance. To avoid a potential style
imbalance in comparison to the broad market

Le., growth stocks versus value stocks, large
capitalization versus small capitalization), in
April the Board of Trustees subsequently
authorized searches for two value style

managers, one large-cap and one small-cap.
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U;S. equities managers’ performance
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ncreasing c<>rrelations hetween the world’s equity
markets anti the growmgnmterdependence of
global economies contributed to poor returns

for'the Fund’s international stock portfolios.

Developed and emer?ing markets both suffered as
growth in U.S. ('DIJslowed, particularly in capital
goods spending.

/ Was proud gromng up in Alaska
to be talght about the Fund anil how
our ledders took the initialire to
estalish something that, can lire
onfor many generations.

Adrianna Coonrod, 25-year-old Alaskan.

The best absolute and relative performing non-
US. Fund manager was Brinson Partners.
Although Brinson's MSCI FAFF (Morgan Stanley
Capital International Furope. Australia and Far
Fast stock index) portfolio lost 12S percent
during the f|scalﬁear, the firm outperformed its
benchmark by 110percent. Dresdner RCM Global
Investors, because of its strong growth-style
orientation, went from being one of last %ear’s top
performing non-U.S. FAFF managers to the
APFC’s worst this fiscal )Eear, down 300 percent,
The passively managed FAFF index portfolio
returned -233 percent.

Diversification of international stocks
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In the emergmg markets, increasing investors’ risk
aversion contributed significantly to a 259 percent
decline in the MSCI Emerglng arkets Free Index.
The Fund’s emerging markets mana?ers Schroder
Investment Management and Capital Guardian
Trust, who tire benchmarked against the MSCI
Emerging Markets Free Index, returned a
disappointing-312 Percent and -3LS percent,
respectively for the fiscal year, lagging the
benchmark return of-259 percent.

+JO'l.

Global equities markets
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real estate in gteneraJ experienced stronger-
an-average returns in fiscal 2001, the Fund’s
rewl estate portfolio posted an overall return of
143 percent net of fees, compared to its blended

benchmark of 141 percent.

It was the Fund’s best performing asset class for
the year and for the trailing three years.

These positive results in real estate reflect the
value ofasset diversification in a year marked
bﬁ a significant downturn in the stock market.
The portfolio was fully invested at 105 percent
at fiscal year-end, marking the first time it has
ever been ahove its asset allocation target of 10
percent of the total Fund.

Approximately two-thirds of the real estate port-
folio consists of direct holdings of individual
properties. The Fund’s direct investments
rtturned 114 percent net of lees, just short

of the NCRH1F Classic Index of 115 percent
0<;.- (ffees.

ML

“Th's accomplishment is someth
.all Alaskans can take (%reat prldr(;g
I It is also exciting to tink about
how large the Parnel Can groin in the
future Tfwe,continue te prudent
policies of the past. -

Oral Freeman, former trustee.

Another 25 percent of the Fund’s real estate
ortfolio was invested in Real Pstate Investment
rusts (RFI'ls). The APFC’s two RKIT portfolios

managed by AFW Capi al Management contin-

ued to post above-average* returns, with 23H
and 24.2 percent. The returns from the eqw(tjy
securities component of the portfolio exceeded

Neal CMato holdin,,, by type

<;isi»lJuiie.50,2001)

Will¥%'

Morig,lges<\IHN
n.

the benchmark Morgan Stanley REIT index
return of 235 percent.

The remaining 11 percent of the Fund’s real estate
Bortfoho was Invested in mortgages. Managed

y Fend Lease, this is a fully invested, diversified
portfolio of mvestment—_?rade commercial
mortgage-hacked securities (CMBS) and whole
loans. Lend Lease returned 133 percent for the
gea,r compared to the Lehman Brothers Corporate

eries A Index of 125 percent.

During the year, two direct investments - 919
North Michigan and Arboretum bikes - and three
commingled funds were sold, there were no

new acquisitions, and partner’s interests were
Purchased In two apartment properties, making
hose ‘orope,rnes, the Island Club located on
Brickel Key in downtown Miami and licelops
located in 'suburban Philadelphia, 100percent
wholly owned by the Alaska Permanent Fund.

The total portfolio closed the year with a market
value of S28 hillion which included $293 million
in unrealized gains
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F ixed-income performance was quite good last
year. The fund's total domestic fixed income
returned 1l.-t percent versus 11.2 percent for its
benchmark. That small increment of added value
may seem modest, but on a base of $10 billion in
assets it's ,S20 million of profit. Likewise, the
fund's international non-dollar assets return of 0.8
exceeded the benchmark’s return of O.i percent.

Among the domestic bond managers, the
portfolio managed by APfC stall'provided the
best returns, whileJciliiis Baer topped the
non-dollar manager rankings. Please refer to
the accompanying table showing performance
data for more details.

Diversification makes sense

The difference in performance between bonds
and stocks was so large last year that the Trustees
were forced to rebalance in late March in order to
stay within the fund’s asset allocation control
bands. So, the fund sold $750 million of bonds,
on which the fund bad earned a large profit, to
buy stocks, which had fallen in price. If one never
buys stocks when they are down in price, one
never owns cheap stocks. And if one never sells
bonds when prices are high, one always owns
expensive bonds.

Benchmark and procedural changes

There were a number of procedural changes
made during the last year to better assure that the
APfC stall'is taking all reasonable steps to invest
and monitor the fund’s investments in fixed
income. The Board changed the benchmark for

the internal domestic portfolio to the Lehman U.S.

Aggregate from the Lehman IF. S. Government/
Credit index. This change adds mortgage-backed
securities issued by major government-sponsored
agencies such as federal National Mortgage
Association to our investment universe. Mortgage-

“'o most important thingfor my
Jiltnrc is that the hnnil is protected
S0 It can continue togrow. ™

15-year-old Alaskan.

Scott Bell.

hacked securities are a high quality bond sector,
and so this change reduces some of the credit risk
inherent in the previous benchmark.

The Board’s guidelines for fixed-income investing
were rewritten to reflect the new benchmark. At
the same lime, the Board decided to apply the
same guidelines to our external domestic
managers that we apply to the internally managed
portfolio, to consolidate all flxcd-incomc

resolutions into one simpler document. All of the
changes were designed to expand and streamline
oversight of internal and external managers.

How the economy affected bonds

List year was truly a tale o f:wo economies.

The first halfof the fiscal year saw real economic
growth in excess of a i percent annual rate, with
growing capacity constraints, particularly in skilled
labor.

As the year began, the federal Reserve had just
finished raising its target for the federal funds rate
for the sixth time. They raised the rate a total of
1.75 percent in six steps beginning in mid-1999 to
reach 6.50 percent. By the end of the fiscal year, it
was the complete opposite. The federal Reserve
had just finished its sixth reduction in rates,
having dropped them a full 2.50 percent in six
steps beginning at the end of December.

By fiscal year-entl, the economy had slowed
dramatically, capital investment had dropped
precipitously and profits were collapsing. All of
these things were supportive of lower interest
rates and higher bond prices, but also indicated a
deterioration in credit quality of corporate bonds.



Market highlights

There were several noteworthy bond market
developments lasi year. The first is that virtually
the entire decline in interest rates occurred in the
bonds with shortest maturities. Thirty-vear interest
rates fell only one-eighth ofone percent while
one-year rates for treasury notes fell over two
percentage points,

FixecUincome. managers’ performance

ECRIE?IOI? BNCEDIUNI ) 201
PE@E&M Ctal Mt
te (i
Al FCin-house taiffel

Odﬁ%himr%ndWLTSmﬁ%d-incom retum
FIXED INCOVE

lILS .
% kel Pinners
alomon Non-US World Con dond Index (50% Hedged)
Combined Fund non-USS. fixecHincome retum

The second is that during the year 2000 and the
first halfof 2001, the publicly traded securities

portion ofthe U. S. treasury market shrank in size.

This helped treasuries to post excellent results
during the period. Normally, this less-risky asset
also provides a less robust return. The rapidly
disappearing federal budget surplus may cause a
reversal of this trend soon.

. AV S

XS

10.9% 6.5%
11.2% 0.0, 7.4% 7.95 W)
11. 2% 03% 7.5% 7.9/0 0

5% 1% 1%

R

9.3%

00 s
0.4 51%

0%  25%

The third event of note concerns the significant
transformation ol the corporate bond sector. On
the one hand, there has been remarkably strong
foreign investor demand for U. S. corporate
bonds. This has raised prices in the corporate
bond market so far this ca'endar year. On the
other hand, the sharp decline in profits and a
reduced appetite for risk have reduced the prices
for any corporate bonds perceived as likely to be
down-graded by a major rating agency. The market
prices ofsuch bonds can decline precipitously.
The only antidotes are strong research and
widespread diversification of holdings.
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— Trustee Tom Wiltinms. Minnies ofthe Hoard
of ilns/ess™first meeting, September 12. PM)

The Board of Trustees this year put forth a
proposal to solve lhal problem once and for
all. The proposal, introduced in the
legislature as Senate Joint Resolution 13 and
House Joint Resolution 15, calls for
constitutionally limiting the annual payout of
Fund income to no more than 5 percent of
the Fund's five-year average market value.

The proposed constitutional amendment is
designed to

« preserve the Fund’s purchasing power;

* maximize distributions off Fund income over the
long-term; and

¢ limit spending to "real," i.e., after inflation-

proofing, Fund income.

"TrLstees should always have a due
dJar the conlracl with the public
an (hefoundation ofimsl upon which
/nis institution is bullt. »

Tre late Huoh Mlore, former trustee.

The proposal would add a new constitutional limit
on Permanent Fund spending. Principal would
continue to be off-limits forspending, and
appropriations from the earnings reserve would be
limited to no more than 5 percent of the Fund's
average market value for the past five years.

Why limit the payout to 5 percent?

« 3 percent real rate of return is at the high end of
what is actually achievable for the Permanent
Fund;

e 3 percent is the maximum sustainable ¢« yout
rate that still maintains the Fund’s real v 'Tie;

« 3 percent allows greater distributions over time
than a higher payout; and

¢ 3 percent is what the majority of endowments
payout.

The proposal does not impact the existing
dividend program because the 3 percent limit is
set higher than what is needed to accommodate
the annual distribution which, under current law,
pays out the equivalent of approximately 4
percent of the Fund's average market value. All
income not used in excess of the 3 percent payout
limit would he retained in the Fund m offset
inflation.

In the words of Board Chair Clark Grucning, “It's
been 25 years since we've asked the people of
Alaska to make a constitutional change to the
Fund, and it may he another 25 years or longer
before another change is recommended. This
proposal is of the utmost importance as we look
at the long-term. It will keep Alaska's Permanent
Fund permanent.”

S Ao

3.23% Equals projected average annual inllalion/

remains in the Fund as inflation-proofing



Trustees’ proposed constitutional
amendment for complete and protected

inflation-proofing

Section 15. Alaska Permanent Fund, (a) At least
twenty-five percent ofall mineral lease rentals, roy-
alties, royalty sale proceeds, federal mineral rev-
enue sharing payments and bonuses received by
rhe State shall be placed in a permanent fund, the
principal of which shall be used only for those
Income-producing investments specifically desig-
nated by law as eligible for permanent fund
investments. All income from the permanent fund
shall be deposited in the permanent (GF.NFRAI)
fund [UNLESS OTHERWISE PROHIBITED
BYLAW],

(bl For anv fiscal year, appropriations from the
permanent fund shall he limited to five percent of
the average of the year-encl market values of the
permanent fund for the last five fiscal years,
Includiim the fiscal year just ended. No other
appropriations from the permanent may be made.

NOTE: New language 10 he added is underlined: language
removed is (CAPS IN BRACKETS).
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Trustees’ proposed constitutional
amendment for complete and protected

inflation-proofing

Section 15. Alaska Permanent Fund, (a) At least
twenty-five percent ofall mineral lease rentals, roy-
alties, royalty sale proceeds, federal mineral rev-
enue shaiing payments and honuses received by
the State shall be placed in a permanent fund, the
principal of which shall be used only for those
income-producing investments specifically desig-
nated by law as eligible for permanent fund
investments. All income from the permanent fund
shall be deposited in the permanent (GENERAL)
fund [UNLESS OTHERWISE PROHIBITED
BY LAW].

fb) For any fiscal year, appropriations from the
permanent fund shall be limited to five percent of
f] e avenue of the vear-end market values of the
permanent fund for the last five fiscal years,
Includiim the fiscal year just ended. No other
appropriations from the permanent mav be made.

NOTE: New l;ingu:ige to lie tickled is underlined; language
removed is |CAPS IN BRACKETS!,
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ince the APFC was established by statute in

19H0, 37 Alaskans have been members of the
Board of Trustees. The Board is comprised of six
mempers, of whom four are public members
appointed by the governor, and two, including the
Commissioner of Revenue, are Cabinet members.
Ihe board members serve staggered four-year
erms.

"M wishfar /he Permanent Fund
on'I/s 25th hirthday is that it will
groweven Erxﬂer_ and stronger
by Its S0 birthagy. »

Austin Stnre, 9-year-old Alaskan.

This gear, the 25th anniversary of the Fund, the
Board consists of Chair Clark Gruening, who was a
key participant in legislation establishing the Fund,
Vice Chair Melphine Evans, Trustee Wilson
Condon, who served on the original 1980 Board,
and Trustees Jim Sampson, Bruce Botelhoand

Eric Wohlforth.

The APFC Board of Trustees sets policy for the
Corporation and establishes the Fund's asset allo-

cation.

The APFC staff is led by Executive Director Robert
(I},,Storcr, Who overseés the management and

aily operations of the Fund. Allan'Moore
asstmed the position of Chief Investment Officer
in November, 2001. He is responsible for all invest-
ment functions and a staff of ten. Bob

1*min kftto nfil: Chair Clarh S Orueningy. Vieentiirelphini® brans trusteeWilson | Condon,  Ihtsktvjiol Sam/mm,
trusteeUric k. Wbtfordb, trusteeHruce L Hotetboand Iiwenlire Director Hibert I) Storcr

Bartholomew is the Fund's Chief Operating
Officer. Ile is responsible for the APFC's annual
management plan and directs the activities of ll
suPport departments (Administration, Finance,
Information Technology and Communications).

The APFC’s Finance Director is Chris Phillips, who
oversees the financial reporting, accounting and
Supervision of the Finance Department. Marshal
Kend/.iorek is Director of Information Technology,
having joined the organization in March, 2001,
Communications DirectorJim Kelly leads the pub-
lic information program, overseeing communica-
tion with the public, media and legislature, as well
as all external print and electronic publications.
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T he Alaska Permanent Fund owes much of its
success to the efforts of many dedicated

Alaskans. This group includes all the Trustees,
past and present who have worked diligently as
fiduciaries in maintaining the safety of principal
and maximizing income within prudent risk
parameters, 'lb those who have committed their
time, expertise and energy to this challenge, we
pay tribute.

“The Permanent Parel is not a private
business. It is not a pensionJm.
IS no other fund like it on the face of
the earth ... PLbIlcconfdence IS the
very backbone and lifeblood of the
rmanent Pund Corporation.

March, 19(>1, Trustee Oral Freeman.

“Twerty-fire percent ofthe mineral bou
[, par Permanent Sahue
commitment by the people of Alaska to thefuture.

or another, parked in the

hes been, In oneform
Thatsa

August, 1990, Trustee Hugh Malone.

On the 25th anniversary of the Fund, we'd like
to provide a special acknowledgement of those
Trustees who served the Fund and have passed
away. These include Hugh Malone, a former leg-
islator and House Speaker from the Kena*
Peninsula, who, more than anyone, can properly
he called the father of the Permanent Fund. Also
included are long-time Alaska bankers Rimer
Rasmuson and Arnold Fspe, former
Commissioner of Transportation and Public
Facilities Robert Ward, Anchorage CPA and busi-
ness leader Clyde Sherwood and former
Fairbanks lawmaker Charlie Parr.

These Trustees are each in their own way respon-
sible for part of the foundation upon which the
Fund was firmly constructed. Their hard work and
dedication, their foresight and commitment will
not be forgotten.

7nlhrk %%‘% %l h9

ust thlnk IS ruaent or
fo consm@?1 .

January, 1951, Trustee Rimer Rasmuson.

I'mi g 1011l Amolld &/ iiiffoMi ihlif, Charlie Win, \/nifr /i, Clyde Shenrood /nutKoherl Wind

P roviding benefits to the people of Alaska has

always been a critical part of the APFC’s mis-
sion. Maintaining safety of principal and producing
a competitive rate of return tire the primary ways
the mission is accomplished, but there are other
means as well. One is the APFC’s Alaska college
student internship program.

'The intern program, which began in 19RH as a way
for the Fund to help young Alaskans gain entry
into the field of finance and investing, is a cooper-
ative effort between the APFC and its various
investment managers. Students tire accepted to
intern either directly with the APFC or with one of
the managers. In ascal 2001, there were IS partici-
pating firms and 1! Alaska students were hired.
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Designed to serve as a career springboard for
Alaska college students, the program has a high
success rate of permanent placement. One of the
APFC’s managers, Kennedy Associates of Seattle,
has permanently hired a total of seven Permanent
Fund interns.

In addition to investing in our young Alaskans, the
APFC provides opportunities for established
Alaska money managers. There are currently two
such Alaska businesses serving as Permanent Fund
investment managers.

AIM:C operating expenses
Compare Lnorably Xbilier L.n>e m-auuii. m.il limd=,

MdanFrd

Another means by which the Fund contributes
to the Alaska economy is the Alaska brokerage
program, through which nine Alaska businesses
tire able to share in the commissions that result
from the Fund’s stock trades.

lastly, the APFC manages three other funds
besides the Permanent Fund. See the financial
statements footnote 17 for details.

OlirieiMendoza of VAN an intem thissummer with
Kennedy Aisocialcs in Settle



The Board of Trustees
Aaska Permanent Fund Corporation
(A Component Unit of the Sate of Aladka):

W\é have audited the accompanying statements of assts, lidhliies, principal and eamings resene of the Alada
Permanent Fund as ofjune 30, 2001 and 2000, and the related staterments of revenues and eqoanses, danges in
principal and eamings resenve, and cash flons for the years then ended. These finanad statements are the
responsibility of the Alaska Permmanent Fund Corporation’s (a2 Conponent Unit of the Sate of Alaska) nanege-
ment. Our responsibility is to exaress an opinion on these finanda statenents based on our audits.

W\é conducted our audits in accordance with auditing standards generally acoepted in the United Sates of
Anerica Those standards require that we plan and perform the audit to dotain reesonalde assurance about
whether the finanda staterments are free of meteria misstatenent. An audit indudes examining, on atest besis,
evidence supporting the amounts and disdaosures in the finanda statements. Anaudit aso indudes assessing the
accounting prindples used and significant estimetes mede by managenent, aswall asevaluating the overal finan
dd staterment presentation. W\ believe that our audits provide areasonglde besis for our gpinion.

In our opinion, the finandal staterments referred to aoove present farrly, inal meteria respeds, the finandd posi-
tion of the Aladka Permanent Fund as ofjune 30,2001 and 2000, and the resuits of its operations and its cash flons
for the years then ended in conformity with accounting principles generally acogpted in the United Sates of
Arerica

Icp

Anchorage, Alaska
August 10 201



June 30,

Assets
Cehadtempoay inesiments
Reoaveldes, prepaid eqparsss ad other assdts
Inestments
Virketade deat seaunties
Pefared ad conmon ok
RH etate
Aadaaatificates of deposit
lod ineestments
'‘Cotal assets
Liabilities
Acoounts payade
Incore distribuialle to the Sate of Aeda

Total liabilities

Principal and earnings reserve
Rinopd
Famini'sresave
Unredlixed eamings resanve
Remaningeamings resene
lod eamings resane

Total principal and earnings reserve

Total liabilities, principal and earnings reserve

llie jut

2001

544,014,000
365.158.000

10.005.722.000

12.617.711.000
2,504,466,000
147.423.000

25.275.322.000

$ 26.184,494,000

253,160,000
1,116,444,000

1,369.604,000

21,047,579,000

1.383.576.000
2.383.735.000

3.767.311.000

24,814,890,000

$ 26,184,494,000

notes .ire mi Integral part of the linamial .statements

747.739.000
496.173.000

9.723.751.000

14,663,7 >,000
2.326.403.000
152.318.000

26.866.248.000
28.110.160.000

419,018,000
1.175.231.000

1.594.249.000

20.014.648.000

3.528.804.000
2.972.459.000

6.501.263.000

26.515.911.000

28,110,160,000



Years ended June 30,

Revenues
Investiment income—
Inerest
Divicends
R estae and ather incore
lod investent inoone
Net inoeese (Oboreese) inthe farvaue of inestimants »
Varketahe deat seaunties
Prefared and conmon stiock
R esae
Foeghedae cotrads
Qurerngy
'lad gars (los=s)

Total revenues

Expenses
Qperating eqersss
Net income (loss)
Adusiments to bring net inoarre (loss) to

dauay gt inoore— settlenent
eamings ad uredlized (gains) losses

Statutory net Income

$

710.312.000
155.551.000
225.215.000

1,091,078,000

359.608.000

(2.486.857.000)

119.877.000
37,172,000

(5,280,000)
(1.975.480.000)

(884.402.000)

(39,490,000)

(923,892,000)

2,122,997,000

1,199,105,000

TheantioenyinKnutcsarc an intfinl pan ifte firarod Mtmams

2000

687.158.000
166.816.000
195,570,000

1,049,544,000

(334,289,000)
1,547,321,000
29,186,000
2,296,000
(3,825,000)

1,240,689,000
2,290,233.000

(41,457,000)
2,248,776,000

(26,613,000)
2,222,163,000



Yasarbedlue3)

Principal
Bdae begming of year
Dedicated date revaLes
Sae trardfer fromeamings resene
InflatiorHoroafing
SHtleniert eamiilgs
Balance, end ofyear

Earnings reserve
Belag, begiming of year _

Approiation to other Sate agaaes
Sate trandler froam eamings resane
InflatioHoroofing
Setlenent eamnings
Dvidends
N incae (loss)

Balance, end ofyear

Total
Bdaoe, begming of yeer
Dedicated Sate relaLes
Aporopiiation to other Sate egaaes
Dwvidends
N&t inooe (Ioss)

Balance, end ofyear

Earnings reserve components
Unredlized eamings resane
Remaining eamings resene

Total earnings reserve

2001

$ 20,014,648,000
339,315,000

685,929,000
7,687,000

$ 21,047,579,000

$ 6,501,263,000
(3,843,000)

(685,929,000)
(7,687,000)
(1,112,601,000)
(923,892,000)

$ 3,767,311,000

$ 26,515,911,000
339,315,000
(3,843,000)
(1,112,601,000)
(923,892,000)

$ 24,814,890,000

$ 1,383,576,000
2,383,735,000

$ 3,767,311,000

The urcompanying m<acs are an integral pan of the financial siatements

2000



Years ended June 30,

Cash flows from investments
Net (purdeses), sdes ad netunities of investinents —
Varketahe deat seaunties
Pefared ad coomon stodk
R edae
Aadaaatificates of deposit
Net denge in unsettled tredes
‘tad et (purdheses), sdesand neunties
Investment incore receved
Undistributed red estate inoone

Net cash provided by investments

Cash flows from non-capital financing
Contribuions framthe Stete
Incore distributions

Net cash used by non-capital financing

Cash flows from operations
N&t inoeese (dedreese) in cashard tenporary invesinernts
Cehad terpaay inesinerts & begiming of yeer

Cash and temporary' investments at end ofyear

Reconciliation of net income to net cash used by operations
N&t incoe (loss)
Adusirenss to reconale net incoe (Ioss) to net caeh ussd by goeratias—
Investirent (eamingg) Icss
Nt drenge in prepaid eqoansss anti acauad listlities

Net cash used by operations

23,805,000
(506.180.000)
(54.310.000)

4,896,000
(53.186.000)

(584.975.000)
1,288,180,000
(34,697,000)

668,508,000)

345.382.000
(1.175.231.000)

(829.849.000)

(42.384.000)

(203.725.000)
747.739.000

544,014,000)

(923,892,000)

884,402,000
(2,894,000)

(42,384,000)

The nuximpiinyiiik nines are ;in inie”r.il purl of the lin;mtlul st.nemenis

2000

675330000
(1506015000
(28340L.000)

(QBAN)
3B0ELO0

(L0B4833000)
2320400
(25679000

1191487000

2203500
(1043225000

(/6.840000)
(30080000

3365800
361.181.000

747,/3000

22437600

(2,290,233,000)

23800
(39,082,000



1. Entity

The Constitution of the State of Alaska (the "State") was ‘amended by public referendum in 1976 to dedicate a portion of certain natural
resource revenues to the Alaska Permanent Fund (the "Fund"). The principal of the Fund is to be invested in perpetuity. The Alaska State
Legislature (the "Legislature") created the Alaska Permanent Fund Corporation (the "Corporation"), a component unit of the State that is
administered by a board of trustees (the "Trustees"), to manage the investments of the Fund. By statute, (i) a portion of annual earnings is
transferred to the State's dividend fund, and (ii) a portion of the earnings reserve account sufficient to offset the impact of inflation is trans-
ferred to the principal of the Fund. The balance of the Fund’s earnings is held in the earnings reserve account and is subject to appropri-

ation by the Legislature.

The accounting and reporting policies of the Fund conform to generally accepted accounting principles. The Fund follows the accrual
method of accounting. In preparing the financial statements, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the date of the balance sheet and rev-
enue and expenses for the period. Actual results could differ from those estimates. The more significant accounting and reporting poli-
cies applied in the preparation of the accompanying financial statements are discussed in note 2.

2. Significant Accounting Policies
As allowed by the Governmental Accounting Standards Board Statement No. 20, Accounting und Financial ReportingJar Proprietary

Fundsand Other Govemmental Entities Thet UseProprietary FundAccounting, the Corporation has elected not to apply Statements and

Interpretations issued by the Financial Accounting Standards Board after November 30, 19H9.

Contributions
Contributions from dedicated State revenues are recorded when certain revenues defined by statute are received or reported by the Alaska

Department of Natural Resources. Contributions from appropriations and other sources are recorded when received.

Dividend Appropriations

Current statutes require that one-halfof twenty-one percent of the Fund's net income for the last five fiscal years, excluding earnings from
contributions made in the North Slope royally case (Sﬂ[GVAﬂEI’Ed&l‘E d at) settlements and unrealized gains and losses, be made
available for the payment of dividends and other appropriations each year.



Forward Exchange Contracts
The Fund is party to a variety of forward contracts in its trading activities and in the management of its foreign exchange rate exposure.

These contracts are speculative in nature and the contract amounts do not appear on the balance sheet. Realized and unrealized gains and
losses are currently included in net income, and are determined on the maturity date of the contracts. Unrealized gains and losses are cal-

culated using foreign currency forward rates at the balance sheet date.

Inflation Impact
The impact of inflation is measured by the change in the pri<>r calendar year average of the 1Jnited States consumer price index for all urban

consumers, applied against the balance of contributed equity at the end of the fiscal year. The inflation rates were 3.37% and 2.19%) and
applied to the years ended June 30, 2001 and 2000, respectively.

Interest Income
Interest income is accrued monthly as earned.

Income ‘faxes
As integral parts of the State, the Fund and the Corporation are not subject to Federal or State income taxes. In addition, the Internal

Revenue Code provides that gross income for tax purposes does not include income accruing to a state or any subdivision thereof, which
is derived from the exercise of any essential governmental function. The Fund and the Corporation perform an essential governmental
function and are therefore exempt from Federal income taxes under that provision, as well.

Investments
The Fund's marketable securities, excluding direct real estate investments, are reported at fair value in the financial statements. Unrealized

gains and losses are reported as components of net income. Fair values are obtained from independent sources for marketable debt and
equity securities and real estate investment trusts.

Real estate commingled funds, direct real estate investments and direct commercial mortgages are carried at historical cost plus the Fund's
share of undistributed earnings. If, in the opinion of management, a permanent impairment of value has occurred, the investment is writ-
ten down to fair market value by a charge to operations.

Securities Transactions
Securities transactions are recorded on the trade date that securities are purchased or sold.

Statement of Cash Flows
The Fund considers all highly liquid short-term investments purchased with an original maturity of one year or less to be cash equivalents

for purposes of the statement of cash flows.



3. to /j and Temporary Investments

All cash and temporally investments bear interest at competitive rates, and are summarized as follows atJune 30:

2001 _
Cash $ 111,649,000
U.S. agencies 60,839,000
Commercial paper'0 /11,526,000
Total Cash and
Temporary Investments $ 544,014,000

a) Share onwnership in a money market fund, payable on demand.
Collateralized by underlying securities held by thefund in the name ofthe custodian.

b) Delat obligation guaranteed by the US govermment.
¢) Commerdial paper rated investmentgrade.

4. Receivables, Prepaid Expenses and Other Assets
Receivables, prepaid expenses and other assets at June 30 are as follows:

2001
Interest receivable $ 144,902,000
Dividends receivable 13.973.000
Sales receivable 154,712,000
Foreign exchange contracts 8,152,000
Contributions receivable 43.419.000
Total Receivables, Prepaid
Expenses and Other Assets $ 365,158,000

2000
rm" rtffnfiMrrvntrm

99,981,000
212.719.000
435.039.000

747,739,000

2000

173.928.000
13.761.000
255.660.000
3.337.000
49.487.000

496,173,000



5. Marketable Debt Securities
The Corporation is authorized by statute to invest Fund assets in (i) corporate bonds rated investment grade; (ii) obligations of the

United States Treasury, its agencies and instrumentalities; and (iii) foreign obligations of comparable quality. All marketable debt secu-

rities are held by custodian banks in the name of the Corporation on behalfof the Fund.

Marketable debt securities at lime 30 are summarized as follows:

Unrealized

Cost Market Gains/(Losses)
2001
Treasury notes/bonds $ 2.,266,045,000 2,214,159,000 (51,886,000)
Mortgage-backed securities 2,516,102,000 2,521,856,000 5,754,000
Other federal agencies 1,657,298,000 1,708,042,000 50,744,000
Corporate bonds 2,954,476,000 3,005,088,000 50,612,000
Non-domestic bonds 587,719,000 556,577,000 (31,142,000)
Total Marketable
Debt Securities $ 9,981,640,000 10,005,722,000 24,082,000
2000
Treasury notes/bonds $ 3,234,534,000 3,191,033,000 (43,501,000)
Mortgage-backecl securities 811,435,000 786,199,000 (25,236,000)
Other federal agencies 1,675,307,000 1,650,972,000 (24,335,000)
Corporate bonds 3,751,391,000 3,587,763,000 (163,628,000)
Non-domestic bonds 532,778,000 507,784,000 (24,994,000)

Total Marketable
Debt Securities $ 10,005,445,000 9,723,751,000 (281,694,000)



6. Preferredand Common Stock
The Corporation is authorized by statute to invest Fund assets in the preferred and common stock of United States and non-domestic

corporations. All preferred and common stock investments are held by custodian banks in the name of the Corporation on behalf of
the Fund.

The Corporation may invest Fund assets in (!) equity securities up to 55% of total Fund investments, and (ii) other investments, which
meet the test of prudence, including those currently authorized by law, up to 5% of total Fund investments.

Preferred and common stocks atJune 30 are summarized as follows:

Unrealized
Cost Market Gains/(Losses)
2001
Domestic $ 7,608,189,000 8,924,945,000 1,316,756,000
Non-domestic 3,752,908,000 3,692,766,000 (60,142,000)
Total Preferred
and Common Stock $ 11,361,097,000 12,617,711,000 1,256,614,000
2000
Domestic $  7.469,847,000 10,297,594,000 2,827,747,000
Non-domestic 3,385,069,000 4,366,182,000 981,113,000

'lotal Preferred
and Common Stock S 10,854,916,000 14,663,776,000 3,808,860,000



7. Real Estate

The Corporation is authorized by statute to invest Fund assets in real estate improved by substantially rented buildings located in the
United States. Real estate investments may take the form of direct equity interests, real estate title-holding entities, real estate invest-
ment trusts, real estate operating companies or other entities whose assets consist primarily of real property, debt obligations secured
by real property or similar entities. All real estate investments are held by the Corporation in its own name on behalfof the Fund, and
are managed by professional reai estate management firms. Real estate investment trusts and commercial mortgage backed securities

are held by custodian banks in the name of the Corporation on behalf of the Fund.

The carrying value of real estate at June 30 was $2,504,466,000 in 2001 and $2,326,403,000 in 2000. Carrying value consists of the equi-
ty value of direct real estate investments, commingled funds and commercial mortgages and the market value of real estate investment

trusts and commercial mortgage backed securities.

In the ordinary course of business, the Corporation has made commitments related to real estate investments. In the opinion of man-
agement, meeting these commitments will not have a material adverse effect on the Corporation’s financial position, results of opera-

tion or liquidity.



2001
Commingled funds
Real estate investment trusts
Commerical m<>rtgage
backed securities

Commercial me>rrgages
Alaska residential mortgages
Direct investments -

Retail

Office

Industrial

Residential

Total Real Estate

2000
Commingled funds
Real estate investment trusts
Commerical mortgage
backed securities

Commerical mortgages
Alaska residential mortgages
Direct investments -

Retail

Office

Industrial

Residential

'final Real Estate

Real estate investments atJune 30 are summarized as follows:

$

Book
Value

4,783,000
559,071,000

221,026,000
72,035,000
117,000

398,817,000
625,644,000
184,223,000
343,484,000

$2,409,200,000

S

12,338,000
510.621.000

225,937,000
65,644,000
198,000

385,377,000
636,194,000
172,459,000
311,423,000

S 2,320,191.000

Market

8,984,000
651,590,000

223.773,000
72,035,000
117,000

430,200,000
725,416,000
197,485,000
388,148,000

2,697,748,000

18,236,000
520,799,000

221,971,000
64,278,000
198,000

385,166,000
753,364,000
177,166,000
329,820,000

2,470,998,000

Unrealized
Gains/(Losses)

4,201,000
92,519,000

2,747,000

31,383,000
99,772.000
13,262,000
44,664,000

288,548,000

5,898,000
10,178,000

(3,966,000)
(1,366,000)

(211,000)
117,170,000
4.707,000
18,397,000

150,807,000



8. Alaska Certificates ofDeposit
The Corporation is authorized by statute to invest Fund assets in certificates of deposit or the equivalent instruments of banks, savings

and loan associations, mutual savings banks, and credit unions doing business in Alaska. Letters of credit from the Federal Home Loan

Bank secure these investments. The market value of these certificates approximates cost.

9. Accounts Payable
Accounts payable at June 30 are summarized as follows:

2001 2000
Accrued liabilities $ 9,505,000 12,398,000
Service fees payable 1,754,000 3,275,000
Foreign exchange contracts 740,000 8,051,000
Securities purchased 241,161,000 395,294,000

Total Accounts Payable $ 253,160,000 419.018,000



10. Income Distributable to The State ofAlaska

The Legislature appropriated a portion ofthe Fund's statutory net income for various purposes, including the payment ofdividends to qual-
ified residents of the State of Alaska. In addition, the Legislature appropriated a portion of the Fund's earnings reserves to fund various
other agency activities. Income distributable to the State atJune 30 is summarized as follows:

2001 2000
Dividends $ 1,082,300,000 1,142,148,000
Appropriation to the Departments of-
Corrections 3.615.000 2,929,000
Health and Social Services 16,147,000 17,518,000
Revenue 5.099.000 4.985.000
Public Safety 5.376.000 4.871.000
Legislature 64,000
Total to Dividend Fund 1,112,601,000 1,172,451,000
Other agencies 3,843,000 2,780,000
Total Income Distributable $ 1,116,444,000 1,175,231,000
11. Principal
The principal balance of the Fund at June 30 is shown as follows:
2001 2000
Dedicated State revenues $ 7,070,741,000 6.731.426.000
Appropriations from the State 6,885,906,000 6.885.906.000
Inflation-proofing 6,929,350,000 6.243.421.000
Settlement earnings 161,582,000 153,895,000
Total Principal $21,047,579,000 20,014,648,000



OnJune 30,2000, a $250,000,000 transfer was made from earnings reserve to the principal of the Fund. The transfer was authorized by the

Legislature through House Bill 18, ‘ANAct makinga spedal appropriation in an amount not to exoeed®250,000000from the eamings
reserve acoount to theprincipal ofthepermanentfund; andprovidingfo r an effecive dale.”

The Fund received dedicated State revenues from North Slope royalty case (SateVv. AmeradaHss etal) settlements. By statute, rer’eci
earnings from these settlements are to be treated in the same manner as other Fund income, except that these earnings on settlements
are excluded from the dividend calculation. Total realized earnings on settlement principal were $22,230,000 in 2001 and $38,638,000 in
2000. Ofthese amounts, $14,543,000 and $8,307,000 during 2001 and 2000 respectively, were added to inflation-proofing. The remaining
earnings of $7,687,000 and $30,331,000 during 2001 and 2000 respectively, have been added to Fund principal in accordance with law.
Accumulated settlement related activity, which is included in the principal balance of the Fund atJune 30, is shown as follows:

LT — -NBBHEBRB

Settlement -
Principal $ 229,242,000 215,655,000
Earnings 161,582,000 153,895,000
Inflation-proofing 62,948,000 48,405,000

Total Settlement Principal $ 453,772,000 417,955,000



12. Investment Income by Source

Investment income during the years ended June 30 is summarized as follows:

2001 (1l 2000

Interest
Marketable debt securities $ 656,442,000 672,348,000
Alaska certificates of deposit 7,633,000 8,189,000
Cash and other interest 46,237,000 6,621,000
Total Interest $710,312,000 687,158,000
Dividends
Domestic preferred

and common stock $ 89,212,000 100,122,000
Non-domestic preferred

and common stock 66,339,000 66,694,000
Total Dividends $155,551,000 166,816,000

Real Estate and Other Income

Real estate interest $ 22,297,000 21,568.000
Real estate dividends 39,130,000 34,086,000
Other real estate income 150,226,000 129,963,000
Loaned security and other income 13,562,000 9,953,000
Total Real Estate

and Other Income $225,215,000 195,570,000

Under Statute 37.13.120(f), the Corporation is authorized to enter into .securities lending transactions. The Corporation, through an agreement with
the 13'nk of New York (the "Bank"), lends marketable debt and equity securities. These loans are fully collateralized at not less than one hundred two
percent (102*\9 of the market value of the loaned securities for U.S. securities and one hundred live percent (105%) of market value for non-U.S. secu-
rities. The Corporation is fully indemnified by the Bank against any loss resulting from a deiault on a loaned security. The Corporation is able to sell
anv securities out on loan. The Bank may sell collateral upon borrower default. The Bank receives a fee based on earnings from securities lending. At
June 30, 2001. there was S3,070,925,000 in loaned securities outstanding. During the years ended June 30, 2001 and 2000, there were no losses incurred

as a result of securities lending transactions.



13. NetRealized Losses On Currency
Net realized losses on foreign currency inventory were $5,280,000 and $3,825,000 for the years ended June 30, 2001 and 2000, respec-

tively. Currency gains and losses resulting from the purchase and sale of securities are included as part of the net increase or decrease
in the fair value of the traded securities.

14. Foreign Exchange Contracts and Off-Balance Sheet Risk

The Corporation entered into foreign currency forward exchange contracts to buy and sell specified amounts of foreign currencies at
specified rates on specified future dates for the purpose of hedging existing cash positions in these currencies. The maturity periods
for these contracts ranged from one to five months. AtJune 30, 2001, the Corporation had net unrealized gains with respect to such

contracts.

The counterparties to the foreign currency forward contracts consisted of a diversified group of financial institutions. The Corporation
is exposed to credit risk to the extent of non-performance by these counterparties; however, the Corporation considers the risk of
default to be remote. The Corporation's market risk is limited to the difference between contractual rates and forward rates at the end

of the fiscal year.

The Corporation had net sale contracts outstanding totaling $8,053,000 and $263,447,000 for the years ended June 30, 2001 and 2000,
respectively. The market value of these contracts, using the forward rate at June 30, 2001 and 2000, was $506,000 and $268,228,000,
respectively. This resulted in net unrealized gains of $12,328,000 for the year ended June 30, 2001 and net unrealized losses of
$11,690,000 for the year ended June 30, 2000, including prior year reversals in each year. The Fund had realized gains amounting to
$24,844,000 and $13,986,000 for the years ended June 30, 2001 and 2000, respectively.



15- Operating Expenses

Operating expenses of the Corporation for the years ended June 30 are summarized as follows:

2001 2000
Salaries and benefits $ 2,687,000 2,810,000
Travel 235,000 245,000
Communications 978,000 864,000
Custody and safekeeping fees 1,701,000 2,047,000
Consulting fees 369,000 595,000
Investment management fees 32,135,000 32,784,000
Jxegal and audit fees 278,000 433,000
Public information and subscriptions 245,000 231,000
Rent 154,000 308,000
Property and equipment 203,000 340,000
Other expenses 505,000 800,000
Total Operating Expenses $39,490,000 41,457,000

16. Pension Plan
Mi full-time employees of the Corporation participate in the State of Alaska Public Employees Retirement System (PERS), a multiple

employer public employee retirement system. Total salaries and benefits for employees covered by PERS for the years ended June 30,
2001 and 2000 amounted to $2,687,000 and $2,810,000, respectively.

Corporation employees are required to contribute 6.13% of riieir annual salaries to PERS. The Corporation contributes the remaining
amounts necessary to pay benefits when due. These contribute >ns represented 8.09% and 8.13% of covered salary expenses in the years
ended June 30, 2001 and 2000, respectively.



17. InvestmentsManaged on BehalfofOther Entities
By statute, the Alaska Science and Technology Endowment Fund, the Alaska Mental Health Trust Fund and the International Trade and

Business Endowment Fund (other funds) are invested by the Corporation under the same investment authority as the Fund is man-
aged. The assets of the other funds are commingled with the assets of the Fund for investment purposes. Earnings are separately allo-
cated to the other funds on the basis of unit and fractional unit shares, which have undivided beneficial interests in the commingled
assets equal to the proportion that such shares bear to the total units outstanding. Unit shares are credited to the other funds on the
basis of amounts contributed to the investment pool. The following represents the other funds’ shares of the commingled net assets,

which are not reflected in the accompanying financial statements:

2001 2000

Alaska Science and

Technology Endowment Fund $ 106,680,000 117.715.000
Alaska Mental

Health Trust Fund 306,406,000 327.301.000
International Trade and

Business Endowment Fund 5,647,000 5,917,000
Total Other Funds $418,733,000 450,933,000

This publication on tin." activities and financial condition of the Alaska Permanent Pund Corporation is submitted in
accordance with AS 37.13.170. This re|xin was printed at a cost of *2.59 per copy on recycled paper in Anchorage, Alaska
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Representatlve Joe Hayes
Sponsor Statement

H.JR 17- Destroy Brady Bill Records

When the United Stales Congress passed the Brady Bill in 1993 to establish a system to
keep firearms out of the hands of criminals, it was clear that this system was not to be
used by government as a way to monitor legitimate firearm ownership by law-abiding
Americans.

The Brady Bill established the “ national instant criminal background check system” to
check criminal backgrounds during firearm purchases. In order to ensure that non-
criminal records were not retained, language was included that directly addressed this
fundamental issue. Under the section referring to lawful firearm purchases, the code
clearly states the intent to “destroy all records of the system with respect to the call (other
than the identifying number and the date the number was assigned) and all records of the
system relating to the person or the transfer.” 1

The problem arose when the Administration gave this clear statutory language a novel
interpretation. Final regulations purporting to implement the Brady Bill stale Ihal all
information regarding legitimate firearm purchases would be retained for “audit”
purposes and “will be destroyed after not more than six months after the transfer is

allowed.”2

By extending the holding of non-criminal records for up to one hundred and eighty days,
the Administration has violated both the spirit and letter of the original Brady Bill.

HJR 17 urges the President of the United States and the Congress to prevent federal

agencies from using the Brady Bill Act as a vehicle to unlawfully collect data about

legitimate firearm owners. HJR 17 also requests that necessary statutory changes be
implemented to ensure this docs not occur again in the future.

1lrespectfully ask you tojoin me in seeing that this message is clearly heard at our
nation’s capitol.

118 USC Sec. 922 (t)(2)(c)
228 CFR Sec. 25.9(a)(1)

------------- District 30 -------e--

representativc_joeJiuyes@legis.siate.ak.us


mailto:representativc_joeJiuyes@legis.siate.ak.us

Alaska Civil Liberties Union
An Affiliate ofthe American Civil Liberties Union
P. O. Box 201844, Anchorage, AK 99520-1844
Phone: (907) 258-0044 Fax: (907) 258-0288 Email: akclu@alaska.net

February 28, 2001

ALASKA CIVIL LIBERTIES UNION STATEMENT IN SUPPORT OF
HOUSE JOINT RESOLUTION NO. 17

The Alaska Civil Liberties Union (AKCLU) strongly supports the passage of
House Joint Resolution Number Seventeen. The AKCLU believes that the privacy of an
individual is directly affected by the collection, maintenance, use and dissemination of
personal information by government agencies and the private sector. The increasing use
of computers and sophisticated information technology has substantially magnified the
harm to individual privacy that can occur from any collection, use, maintenance or
dissemination of personal information. The AKCLU supports HIJR 17 because it urges
the government to destroy lawfully collected information once that information is no
longer necessary to carry out the government's purpose.

Government agencies and the private sector possess billions of records containing
personal information, and there is often no provision or plan for disposal of that
information in such a way that the privacy of the individual is protected. The collection
and use of such enormous quantities of personal information raise a number of privacy
and civil liberties concerns. Presently, many government agencies have nearly
unrestrained access to each other’'s computerized record systems containing personal,
sensitive information. Although much of the information is initially given voluntarily by
individuals to government agencies, those agencies then match and verify separate record
systems for purposes unrelated to their initial collection.

There is a danger in the aggregation and linking of multiple agency databases.
Databases maintained for purposes of the Brady Bill in the Department of Justice and the
Federal Bureau of Investigation may become or already are linked to other agency
databases such as those maintained by the Internal Revenue Service, the Immigration and
Naturalization Services, Health and Human Services or other agencies. The government,
including state government, is increasingly moving towards the instant linkage of
separate databases in order to verify information. Information collected for purposes of
the Brady Bill should be destroyed consistent with the intent of the law. It should not be
maintained nor spread to other databases.

It is nearly impossible for individuals to control information about themselves
once it is in the hands of the government. Computer-driven techniques such as data
matching and front-end verification make it possible for information to be stored in
decentralized databases but then matched, merged or verified with information in one or
more separate databases. A centralized national data bank is no longer necessary given

the new technologies.


mailto:akclu@alaska.net

HJR 17 position paper - AkCLU
Page 2 of 2

The Alaska Civil Liberties Union supports efforts on the part of government
entities and the private sector to properly dispose of information collected provided that
such information is originally gathered for a necessary and legitimate purpose. The fact
that an agency may have been justified in collecting such information does not justify
maintaining the information if it is not necessary for a lawful government purpose. The

AkCLU urges the members of the legislature to pass HIR 17.

Please feel free to contact me if you have any questions or civil liberties concerns.
Thank you very much for your consideration of this matter.

Very truly yours,

Jennifer Rudinger
Executive Director
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of this section; and
(© the transferor has verified the identity of the transferee
by examining a valid identification document (as defined in
section 1028(d)(1) of this title) of the transferee containing a
photograph of the transferee.
@ If receipt of a firearm would not violate subsection (g) or
(") or State law, the system shall -
(A assign a unique identification number to the transfer;
® provide the licensee with the number; and
(© destroy all records of the system with respect to the call
(other than the identifying number and the date the number was
assigned) and all records of the system relating to the person or
the transfer.
(@ Paragraph (@) shall not apply to a firearm transfer between a
licensee and another person if -
(A)(@) such other person has presented to the licensee a permit
that -
(D allows such other person to possess or acquire a firearm;
and
() was issued not more than 5 years earlier by the State in
which the transfer is to take place; and
an the law of the State provides that such a permit is to be
issued only after an authorized government official has verified
that the information available to such official does not indicate
that possession of a firearm by such other person would be in
violation of law;
®) the Secretary has approved the transfer under section 5812
of the Internal Revenue Code of 1986; or
@© on application of the transferor, the Secretary has
certified that compliance with paragraph (1)() is impracticable
because -
O) the ratio of the number of .lav enforcement officers of

the State in which the transfer is to occur to the number of

23 0f 71 1/21/99 1:55 PM
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FRs25.9
8CFR. 8259

CODE OF FEDERAL REGULATIONS
TITLE 28-JUDICIAL
ADMINISTRATION

CHAPTER I--DEPARTMENT OF
JUSTICE
PART 25-DEPARTMENT OF JUSTICE
INFORMATION SYSTEMS

SUBPART A-THE NATIONAL

INSTANT CRIMINAL BACKGROUND

CHECK SYSTEM
Current through January 1, 1999; 63 FR
72352

8§ 25.9 Retention and destruction of records in
the system.

() The NICS will retain NICS Index records
that indicate that receipt of a firearm by the
fiduals to whom the records pertain would
Tate Federal or state law. The NICS will
such records indefinitely, unless they
are canceled by the originating agency. In
cases where a firearms disability is not
permanent, e.g., a disqualifying restraining
order, the NICS will automatically purge the
pertinent record when it is no longer
disqualifying. Unless otherwise removed,
records contained in the NCIC and 11l files
that are accessed during a background check
will remain in those files in accordance with
established policy.

(b) The FBI will maintain an automated
NICS Audit Log of all incoming and outgoing
transactions that pass through the system.

(1)  The Audit Log will record the following

information: type of transaction (inquiry or
response), line number, time, date of inquiry,
header, message  key, ORI, and
J7jiry/response data (including the name and

Audit Log related to the person or the transfer,
other than the NTN assigned to the transfer
and the date the number was assigned, will be
destroyed after not more than six months after
the transfer is allowed. Audit Log records
relating to denials will be retained for 10
years, after which time they will be
transferred to a Federal Records Center for
storage. The NICS will not be used to
establish any system for the registration of
firearms, firearm owners, or firearm

etransactions or dispositions, except with

respect to persons prohibited from receiving a
firearmby 18 U.S.C. 922(g) or (n) or by state
law.

(2) The Audit Log will be used to analyze
system performance, assist users in resolving
operational problems, support the appeals
process, or support audits of the use of the
system. Searches may be conducted on the
Audit Log by time frame, i.e., by day or
month, or by a particular state or agency.
Information in the Audit Log pertaining to
allowed transfers may only be used by the FBI
for the purpose of conducting audits of the use
and performance of the NICS.  Such
information, however, may be retained and
used as long as needed to pursue cases of
identified misuse of the system. The NICS,
including the NICS Audit Log, may not be
used by any department, agency, officer, or
employee ofthe United States to establish any
system for the registration of firearms, firearm
owners, or firearm transactions or
dispositions. ~ The Audit Log will be
monitored and reviewed on a regular basis to
detect any possible misuse of the NICS data.

(c) The following records in the FBI-operated
terminals of the NICS will be subject to the

Qjner identifying information about the Brady Act's requirements for destruction:

prospective transferee and the NTN). Incases

of allowed transfers, all information in the / (1) AIl inquiry and response messages



gcardless of media) relating to a background
P&k that results in an allowed transfer; and

(2) All information (regardless of media)
contained inthe NICS Audit Log relating to a
background check that results in an allowed
transfer.

(d) The following records of state and local
law enforcement units serving as POCs will
be subject to the Brady Act's requirements for
destruction:

(1) Al inquiry and response messages
(regardless of media) relating to the initiation
and result of a check of the NICS that allows
a transfer that are not part of a record system
created and maintained pursuant to
independent state law regarding firearms
transactions; and

(2)  All other records relating to the person or
tfe||transfer created as a result of a NICS
JAEK that are not part of a record system
Nseated and maintained pursuant to
independent state law regarding firearms

transactions.

<General Materials (GM) - References,
Annotations, or Tables>

28C.F.R §259

28 CFR §25.9
END OF DOCUMENT
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§4.24*TGBydﬂIsdm required.

* % %

3) Must be placed as follows, unless
otherwise specified by Commission
rules, provided that where a two-part
document is used pursuant to rules
promulft;_ated by a eglstered futures
association pursuant to Section 170) of

the A%t. all su(%)lemental Information
must be provided In the second part of

Elie two-part dgcunlent:

TR AR M
[ U X
Peadgas POHSV%/S.) y

sa.25 Performance disclosures.

Implement a NICS appeals policP,/ for
gersons denied acquisition of a firearm
ased on Information In the NICS that
they believe to be erroneous or
InComplete.
EFFECTIVE DATE: November 30, 1998.
FOn FURTHER INFORMATION CONTACT:
Emmet A, Rathbun, Unit Chief, Federal
Bureau of Investigation. Module C-3,
1000 Custer Hollow Road, Clarksburg,
West Virginia 26306-0147, telephone
number (304) 625-2000. _
SUPPLEMENTARY INFORMATION: This rule
finalizes two notices of propc “ d
rulemaking: the Natl(?nal Insia.
Criminal Background Check System
Regulation published in the Féderal
Register on'June 4. 1998 é63, FR 30430),
and the National Instant Criminal

* % %
g With respect to commodity tradin ack?ro,und Check System User Fee

advisors and jnvestee pools for which
performance is not required to be
disclosed pursuant to §4.25(c)(3) and
(4), the pool operator must provide a
summary description of the
performance history of each of such
advisors and pools including the
following information, Prowded that
where the pool operator uses a two-part
document pursuant to the rules

romuk{;_ated bry a re9|stered futures
ssoclation P]u suant'to Section 17{j) of
the Act, such summary descrlPtlon may
be provided In the second part of the
two-part dogumegt:

Dated: October 26. 1998.

JeaBP{ K%&Bmission_. |
d 102% 86m)

BLLING GXE 651-01-P

DEPARTIVENT OF JUSTICE

N CRPart %
(AG Order No. 2186-98)
RINL105-A%L

NG i eckround

AGENCY: Federal Bureau of _
Investigation, Department of Justice.

ACTION; Final rule.

SUMMARY: The United States Department
Ole,iStICe &DOJ) IS publ|sh|P a final rule
Implemen mithe National nstant
Criminal Background Check System
(NICS) pursuant to the Brady Handgun
Violence Prevention Act (“Brady Act"),
to provide notice of the establisnment of
the NICS. to establish policies and
procedures for ensuring the privacy and
security of this system,"and to

egufation, published In the Federal
Registeron Au?ust 17 1d998n(|63 FR
43893). The FBT accepted comments on
the proposed rules from Interested

parties until Segtember 16. 1998, and
approximately 2,000 comments were

received. . . .

?n pu%hshmg this final rule, the
Department also, 1s glvmg notice,
pursuant to section 103%) 0f the Brady
ct. Public Law 103-159, 107 Stat.

536, to Federal Firearm Licensees
FELS) and the chief law enforcement
fficer of each state that the NICS Is
established as of October 31. 1998, With
limited exceptions, FFLs are required by
the Brady Act to begin contacting the
system hieginning on November 30,
1998, thirty days after the establishment
of the systém, before they mag transfer
a firearm to a non-licensée. FFLs shall
contact the NICS bg contacting either
the FBI NICS Operations Center or a
state point of contact (POC) for the
NICS. as specified by the Bureau of
Alcohol, Tobacco, and Firearms (ATF).
United States Department of the
Treasury. The ATF will notify each FFL
of the niethod by which FFLS must
contact the NICS in their state.

Significant Comments or Changes

The NICS User Fee

The largest number of comments
Pertame to the FBI's proposed user fee
0 be charged FFLs that contact the FBI
NICS Operations Center directly for a
NICS background check. All ofthose
who commented on the proposed user
fe ,oppt)osed the fee. This Issue was the
subject of Congressional action since the
time of the inifial publication of the
proposed NICS rule. The Omnibus
Appropriations Act for fiscal year 1999
Prowded additional monjes to the FBI
0 fund the operation of the NICS and
Prohlbned the FBI from charging a fee
or NICS checks. Accordingly, the FBI

T

o

will not be charging the user fee set
forth in the1proposed NICS user fee
requlanon. his does not preclude state
or local agencies acting as POCs for the
NICS from charging such fees as may be
appropriate understate or local law.

The NICS Audit Log

A significant number of comments
were received o%posm ‘he retention by
the NICS ofa temporary log of
background check transactions that
allow"a firearm transfer to proceed. Most
of these comments expressed an opinion
that such a log would constitute a
national firearms registry, the
establishment of which is prohibited by

the Brady Ac .

_ erheangl W1l nog establish a federa
firearms registry. The FBI Is express)
barred from doing so by section 103(i
of the Br,%dy Act.’In order t%m,eet her
responsiblifity to maintain the integrity
of Department systems, however, the
Attorney General must establish an
adequate system of gversight and
review. Consequently, the'FBI haa
E)ro osed to retain records of approved
ransactions in an audit log fora limited
eriod.of time solel forthe,Purpose of
atistying the statutory requirementof
ensuring the privacy and se,cur|t¥ of the
NICS and the proper operation ot the
system. Although the Brady Act
mandates the destruction ofall
&ersonally [dentified information in the

ICS associated with approved firearms
transactions %mher than the identifying
number and the date the number was
asslgnedp, the statute does not specify a
period of time within which records of
approvals must be destroyed. The
Department attempted to°balance
various Interests involved and comply
e

| c0rds | (

Audit Lg }Jor aﬁmned,%utsufllment,

eriod of'time to conduct audits of the

ICS. . : :
. The NICS Audit Log will contain
information relating to each NICS
background check requested by FFLS
and will allow the FBI to audif use of
the system by FFLs and POCs. By
auditing the system, the FBI can identify
Instances_In which the NICS Is used for
unauthorized purposes, such as running
checks of people other than actual gun
transferees, and protect against the
invasions of privacy that would result
from such misuse. Audits can alsg
detemine whether Rotentlal handgun
purchasers or FFLs have stolen the’
Jdent_léy of Innocent and unsuspecting
individuals or otherwise supmitted false
identification Information, in order to
thwart the name check system. The

U?It Log will also allow the FBI to
perform guahty control checks on the
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(iixo 5 business csys (Moaning days
on which State offices are open) have
elapsed from the date tlie transferor
fumished notice of mo contents of the
stotemont to the chief taw enforcement
officer, during which period the transfe-
ror has not received information from
the chief law enforcement officer that
receipt or possession of the handgun
by the transferee would be in violation
of Federal, State, or local law; or

(N there is an absence of telecom-
munications facilities In the geographi-
cal area in which the business premises
are located.

(2) A chief law enforcement officer to
whom a transferor has provided notice pursu-
ant to paragraph ( sha* make *
reasonable effort to ascertain within 5 busi-
ness days whether receipt or possession
would be In violation of me law, including
research In whatever State and local record-

0) the transferor has received(€EPINg systems are available and In a nation-

notice from the chief law enforce-
ment officer that the officer ha* no
information Indicating that receipt or
possession of the handgun by the
transferee would violate Federal,
State, or local lew,

(D) the transferee has presented to the
transferor a written statement. Issued by
the chief low enforcement officer of the
place of residence of ME transferee during
the 10-day period ending on the data of
the most recent proposal of such transfer
by the transferee, stating that the transfer-
ee requires access to 0 handgun because
of athreat to the Ua of the transferee or of
any member of the household of the
transferee:

(CXi) the transferee has presented to
the transferor a permit that—

(O allows the transferee to poss-
ess or acquire a handgun; and

Q1) was issued not more man 5
years earlier by the Stato In which
me transfer Is to take pace: and

(ii) the law of the State provides that
such a pemit is to be issued only after
on authorized government official has
verified that the Information available to
such official does not indicate that
possession of a handgun by the trans-
feree wouta Do In violation of tho law;

al system designated by the Attorney General.
(3) The statement referred to In paragraph
PXAXWI) shax» contain only—

(A) the name, address, and date of
birth appearing on a valid identification
document (as defined in section
1028(d)(1)) of the transferee containing a
photograph of the transferee and a de-
scription of ME identification used;

(B) a statement that the transferee—

(i) is not under indictment for. and
has not been convicted in any court of,
a crime punishable by Imprisonment for
a term exceeding 1 year.

(i) is not a fugUve from justice;

(i) is not en uniawfu user ol or
addicted to any controlled lubsunce
(as defined in section 102 of the Con-
trrted Substances Act);

(tv) has not been adjudicated as a
menial detective or been committed to
a mental institution;

(V) b not an alien wno Is lllegally or
unlawfully in the United States:

(vi) has not Deen discharged from
the Amrmed Foods under disnonoranwe
conditions; and

(vi) is not a person who. having
been a citizen of me United States, has
yenounced such citizenship;

(C) mo date me statement is mode; and

(0)  the taw of the Stato requires mat. (D) notice mat me transferee intends to

before any licensed importer, licensed
manufacturer, or Scensed dealer com-
pletes the transfer of a handgun to an
individual who b not licensed under sec-
tion 923. an authorized government official
verify that the information available to such
official does rot Indiceto mat possession
ol a handgun by the transferee would be in
violation ol taw;

(E) the Secretary has approved the
transfer under section 5812 of the Intermal
Revenuo Code of 19B6; or

(F) on Bppteation of mo transferor, me
Secretary has certified mat compliance
with subparagraph (A)()0<)f3 impract'cnOkj
because—

obtain a handgun from the transferor.

(4) Any transferor 0?a handgun who. after
such transfer, receives a report from a chief
taw enforcement officer containing information
that receipt or possession of M€ handgun by
the transferee violates Federal, State, or local
taw shall, witnin 1 business day aher receipt of
such request, communicate any information
related to the transfer that me transferor has
about tho transfer and tne transferee to—

(A) the chief taw enforcement ohicor of

tho place of business of mo transferor, and
(B) the chief taw enforcement officer of

the place of residence of the transferee.
(5) Any transferor who receives Informa-
tion, not otherwise available lo the puDfoc, in a

@ tho ratio of the number of laweport under this subsection 6hail not disclose

enforcement officers of die State In
which the transfer Is to occur to the
number of square miles of land area of
the State does not oncond 0.0025;

(S tho business premises of the
transferor at which tho transfer is to
occur are extremely remote in relation
lo me ehtal taw enforcement officer;
and

such information except to me transferee, to
law enforcement authorities, or pursuant to
the direction of a court of taw.

(BXA) Any transferor wtio sells, delvrsrs. or
otherwise transfers a handgun to a transferee
shall retain the copy of the statement of the
transferee with respect to M€ handgun trans-
action, and Shan retain evidence that me
transferor has complied with subdfluses H)

//

and (IV) of paragraph (IXAX<) with respect to
the statement.
® Unless the chief taw enforcement
officer to whom a statement is transmitted
under paragraph OXAXO(*y) dotonmmnes
that a transection would violate Federal.
State, or local law—

@) the officer shall, within 20 busi-
ness days after the date the transferee
mode me statement on tne basis of
which the notice was provided, destroy
me statement, any record containing
information oerivod from the state-
ment and any record created as a
result of me notice required by para-
graph (IXAXiXHI):

o the Information contained in the
statement shall not be conveyed to any
person except a person wno has a
rvsed to know In order to carry out this
subsection: end

(19 the information contained in Mg
statement shall not be used for any
purpose other man to tarry out this
subsection.

© If a Chief taw enforcement officer
determines that an individual is ineligible 10
receive a handgun and the individual re-
quests the officer to provide the reason for
such determination, the officer shall pro-
vide such reasons to the individual in
writing witnin 20 business days after re-
ceipt & me request.

(7) A chief law enforcement officer or other
person responsible for providing criminal his-
tory background information pursuant to this
subsection shaH not be liable in an action at
law tor damages—

(A) for failure to prevent the sale or
transfer of a handgun to a person whose
receipt or possession ol the handgun is
unlawful under this section; or

(B) lor preventing such a sale or trans-
fer lo e person who may tav.fuSy receive or
possess a handgun.

(8) For purposes ol this subsection, the
term "'chief law enforcement officer” means
me chief ol police, the shenff. or an equivalent
officer or the designee of any such individual.

(9) The Secretary shall take necessary
actions to ensure Ihal the provisions ol this
subsection are published and disseminated lo
Heensed dealers, law enforcement officials,
and the public.

(tXI) Beginning on the date that Is 00 days
after the Attorney General notifies licensees
under section 103(d) of the Brady Handgun
Violence Prevention Act that the nations!
Instant criminal background check system is
established, a licensed importer, Scensed
manufacturer, or Scensed dealer shaH not
Pansier e firearm to any other person who is
not licensed under this chapter, unless—

A before the completion ol the trans-
fer. the licensee contacts lhe national
instant criminal bockground check system
established under section 103 of that Act:

(OXO0 the system provides the license*
with a unique Identification number or

n
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(I 3 business days (meaning a da,
on which Sto« offices are open) hove
elapsed since the licensee contacted
the systom. and the system has not
notified the licensee that the receipt of
a firearm by such other person would
violate subsection (g) or (n) ol this
section; and

(@) or (n) or State law. and the licensee
nansfens a firearm to such other person, the
llcen&eo shall indude in the record of the
transfer tho unique Identification nurr.uer pro-
vided by the system with respect to the
transfer.

The fact that a firearm is not xsteo m Appenox
A shall not be construed to moan that para-
graph (D appfes to such firearm. No firearm
exempted by this subsection may be deleted
from Appendix A so long as this subsection Is
In effect.

5) If the licensee knowingly transfers a (4) Paragraph (1) xhaB not apply to—

firearm to such other person and knowingly

© the transferor has verified the iderails to comply with paragraph (1) of this

tity of tho transferee by examining a valid
Identification document (as defined In sec-
tion 102B(dXD of tnis titlo) of tho transfer-
ee containing a photograph of the transfer-
ee.

(2) If receipi of a firearm would not vidato
jon 922(g) or (n) or State law. the system

(A) assign a unique Identification num-
ber to the transfer

(B) provide the licensee with the num-
ber; and

(C) destroy as records ol the system
with respect to the caH (other than the
Identifying number and the date the nurrv
bor was assigned) and dH records of the
system relating to the person or the trans-
fer.
(3) Paragraph (1) shall not apply to a

firearm transfer between a €censed and an-
other person If—

(A such other person has presented
to the licensee a permit that—
() Blows such other person to
possess or acquire a firearm: and
(I) was Issued not more than 5
years earlier by the State in which
the transfer is to take piece; Bnd
O the law of the State provides that
Such a permit Is to be issued only after
an authorized government official has
verified that the information available to
such official does not indicate that
possession of a firearm by such other
person would be in violation of lav,;
(B) the Secretary has approved the
transfer under section 5012 Of the Internal
Revenue Cooe of 1966; or
(C) on application of the transferer, the
Secretary has certified that compliance
with paragraph (1)(A) is Impracticable be-
cause—

@ the ratio of the number of law

enforcement officers of the Staie in
which the transfer Is to occur to the
number of square miles of land area of
the State does not exceed 0.0025;

B the business premises of the

licensee at which tho transfer is to
occur are extremely remote in relation
to the chief bw enforcement officer as
defined In subsection (sXB)); end

()} there is an absence ol telecom-

munications facilities In'the geographi-
cal area In which tha business premises
ora located.

subsection with respect to the transfer and. at
the time such other person most recently
proposed the transfer, the national Instant
Criminal background check system was oper-
ating and Information was available to the
system demonstrating that receipt of b firearm
by such other person would violate subsection
(9) or (n) of tNs section or State law. (ho
Secretary may, after notice and opportunity
for « hearing, suspend for not mono than 6
months or revoke any license issued to tho
licensee under section 923. end may Impose
on the licensee a civil fine of not more than
£5,000.

6) Neither a (oca) government nor
employee of the Federal Government or of
any State or tocal government, responsible for
providing Information 10 tne national Instant
criminal background check system shall be
Bable in an action ai lew for damages—

(A) lor failure to prevent me sale or
transfer of a firearm to a person wnose
receipt or possession oi the firearm is
unlawful under this section; or

(B) for preventing such a sale or trans-
ferto a person who may lawfuly receive or
possess a firearm.

(u) It Shall be unlawful for a person to steal

or unlawfully take cr cany away from me
person or the premises of a person who is
licensed to engage in the business of Import-
ing. manulaciunng. or dealing in firearms, any
firearm in the licensee's business inventory
mat has been shipped or transported in
interstate or foreign commerce.

(vX1) It shall be unlawful for a person to
manufacture, transfer, or possess a semiauto-
matic assaljit weapon.

(2) Paragraph (1) shall not apply to thn
possession or transfer of any semiautomatic
assault weapon otherwise lawfully possessed
under Federal low on the dale of the enact-
ment of this subsection.

(3) Paragraph (1) shal not apply to—

(A) any of the firearms, or replicas or
duplicates of the firearms, spsclflied in
Appendix A to this section, as such fire-
arms wero manufactured on OctoDer 1,
1993;

(B) any firearm that—

() Is manually operated by bolt,
pump, lever, or sfide action:

(I has been rendored permanently
inoperable; or

(H) Is an antique firearm;

(C) any semiautomatic rifle mat cannot
accept a detachable magazine that holds

(A) the manufacture for, transfer to, or
possession by the Unhod Stauw or a
department or agency of the United States
or a State or a department, agency, or
political subdivision of a State, or a trans-
fer to or possession by a law enforcement
officer employed by such an entity for
purposes of law enforcement (whether on
or off duty);

(B) me transfer to a licensee under title
| of the Atomic Energy Act of 1954 for
purposes of establishing and maintaining
an on-site physical protection system and
security organization required by Federal
law. or possession by an employee or
contractor of such licensee orvshe for

an  gsych purposes or off-slte for purposes of

Scensoe-autiiorized training or transporta-
tion of nuclear materials;

(C| the possession, by an individual
who is retired from service with n law
enforcement agency and is not oti. wise
prohibited from receiving a firearm, of a
semiautomatic assault weapon transferred
to the individual by the agency upon such
retrement; or

D) the manufacture, transfer, or pos-

session of a semiautomatic assault weap-
on by a licensed manufacturer or licensed
Importer for Uie purposes of lesting or
experimentation authorized by the Secre-
tary.
(WwX1) Except as provided in paragraph iJ).
it sfiaO be unlawful for a person to transfer or
possess a large capacity ammunition Iceding
device.

(2) Paragraph (1) ahal not apply to the
possession or transfer of any large capacity
ammunition feeding device otherwise lawfully
possessed on or before the cate of tho
enactment of this subsection.

(3) This subsection shaft not apply to—

(A) the manufacture for, transfer to, or

possession by the United States or a

department or agency of the United Stales

or o Statn or a department, agency, or
political subdivision of a State, or a trans-
fer to or possession by a law enforcement
officer employed by such an entity for
purposes of lew enforcement (whether on
or off duty);

(B) tho transfer to alicensee wider title

] df the Atomic Energy Act of 1954 for

purposes of establishing and maintaining

an on-slte physical protection system and
security organization required by Federal
law, or possession by an employee or
contractor of such licensee on-site for
such purposes or off-slte for purposes of
bcensee-outrvorfzed training or transporta-

4 If the national Instant criminal back-
ground check system notifies the licensee that
the information available to the system d0¢3
not domonstrata that the receipt of a firearm
by such other person would violate subsection

12

more than 5 rounds of ammunition; or

(D) any semiautomatic shotgun that
cannot herfd more than 5 rounds of ammu-
nition in a fixed or detachable magazine.

tion of nudeif materials:

(C) the possession, by an individual
who is retired from service with a law
enforcement agency and Is not otherwise



AMENDMENTS TO THE CONSTITUTION.
Article 1.

'T'reedom of religion, of speech, and of the gress Congress shal! make no law
respecting an establishment of religion, or prohibiting the free exercise thereof; or
abridging the freedom ofsgeech, or of the press; or the right of the people peaceably to
assemble, and to petition the government for a redress of grievances.9

Article 11,

Right to keep and bear arms. A Well requlated militia, being necessar¥ to the
security of a free state, the right of the people to keep and bear arms, shall not be

infringed.10

Article 1.

Quartering of soldiers. N0 soldier shall, in time of peace be quartered in any house,
without the consent ofthe owner, nor in time ofwar, but in @ manner to be prescribed by

law. 11

Article v,

Searches and seizures. The right ofthe people to be secure in their persons, houses,
papers, and effects, against unreasonable searches and seizures, shall not be violated,
and no warrants shall issue, but upon probable cause, supported by oath or affirmation,
and particularly describing the place to be searched, and the persons or things to be

seized.12
JagT Article v,

flights of accused in criminal proceedings; due process; eminent domain. No
person shall be held to answer for a capital, or otherwise infamous crime, unless on a
presentment or indictment of a grand jury, except in cases arising in the land or naval
forces, or in the militia, when in actual service in time ofwar or public danger; nor shall
any f)erson be subject for the same offense to be twice put injeopardy of life or limb; nor
shall he be compelled in any criminal case to be a witness against himself, nor be
deprived of life, liberty, or property, wii rut due process of lav,; nor shall private property
be taken for public use, without just compensation.13

L Article v,

Right to Sﬁeedy trial, witnesses, etc. Inall criminal prosecutions, the accused shall
enﬂ']oythe right to a speedy and public trial, by an impartialjurK of the state and district
wherein the crime shall have been committed, which district shall have been previously
ascertained by law, and to be informed of the nature and cause of the accusations; to be
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Section 19. Right to Keep and Bear Arms. A well-regulated militia being neces-
sary to the security of a free state the right of the people to keep and bear arms shall not

be infringed. The Individual rlg tto keeP and bear arms shall not be denied or infringed
by the State or a political subdivision ofthe State.
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NOTES TO DECISIONS
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Section 20. Quartering Soldiers. No member of the armed forces shall in time of
peace be quartered in any house without the consent of the owner or occupant, or in time
of war except as prescribed by law. The military shall be in strict subordination to the

civil power.

M‘e&,&%ﬂg%. —64 Amdur.2d, Militry - 6CJ.S, Amed Services, § 7.

H-ection 21. Construction. The enumeration of rights in this constitution shall not
&@air or deny others retained by the people.

NOTES TO DECISIONS
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idd Iﬁésvrage;’eﬁgces. —16AmJur2d, Constit- COJF%MOYEPM%W & 53 5 16ACJS,

Section 22. Right of Privacy. The ”Pht of the people to privacy is recognized and
shall notbe infringed. The legislature shall implement this section. [Approved August 22,

1977]
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