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Official business

A l a s k a  i » t a t c  S J e g i a l a t u r E

H o u s e  o f  R e p r e s e n ta t iv e s  Albert P. A.dams
Chairman 

Committee on Finance

WHILE IN SESSION 
Pouch V 

State Capitol 
Juneau, Alaska 99811 

(907) 465-3706

HOM E - DISTRICT 21 
P.O . Box 271 

Kotzebue, Alaska 99752 
(907) 442-3320

TO: Representative Terry Martin, Chairman
House Labor and Commerce Committee

FROM: Representative Albert P. Adams,^Ch
House Finance Committee /

DATE: March 17, 1982

SUBJ: HB 8 8 6 , "An Act relating to financial statements
of corporations"

The phrase, "financial statements of the corporation," found 
in the Alaska State Business Corporation statutes (AS 10.05), 
needs to be defined to protect the directors, creditors, and 
shareholders of coporations from any liability associated 
with payment of excessive dividends. AS 10.05.219 (1) 
protects directors of Alaska business corporations from such 
liability, both jointly and severally, only if he relied in 
good faith on the financial statements of the corporation 
for his a.alysis in determining a legal dividend. Confusion 
exists in Lhe present phrase "financial statement of the 
corporation," upon which the directors rely when determining 
dividend amounts. Under AS 10.15.216 (a), directors become 
liable to the corporation when excessive dividends are made.

Therefore HB 8 8 6  amends and adds a new subsection to AS 
10.15.825, defining the phrase "financial statements of the 
corportation." The clarification and legal definition of 
the phrase would not only protect the directors, creditors 
and shareholders, but would also alleviate common concerns 
and fears of possible liability if excessive dividends were 
disposed according to the directors detei*mination.

This concept has also been incorporated by the Code Revision 
Commission, in its working draft of the corporation statutes. 
The American Institute of Certified Public Accountants, the 
SEC and the Code Revision Commission, all endorse this 
concept because they produce economically meaningful data. 
Also, it protects the shareholders and creditors from the 
manipulation of financial data.

I urge your support for HB 8 8 6 . Thank you.
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March 10, 1982

Honorable Terry Martin 
House of Represenatives
Chairman - Labor and Commerce Committee 
State of Alaska 
Pouch V, Mail Stop 3100 
Juneau, Alaska 99811

Dear Mr. Martin:

I am w riting to you in support of Housq^J3ill 886^
■<„use BiJJ^TTiiLl^ends the pror.it corporation statutes to 
s ecifical'Iydefine the phrase "financial statements of the 
corporation." Why is this definition needed?

"Financial statements of the corporation" is a key 
phrase in determining a director's defense against personal 
liability for dividend payments. AS 10.05.219(1). Yet the 
phrase is ambiguous. This ambiguity creates unnecessary 
risks for directors attempting to comply with statutory 
requirements. Clarity would serve to protect directors from 
ex post facto definitions and liability.

The definition of "financial statements of the corpora­
tion" in House Bill 886 contains two basic concepts. The 
first is that the financial statements will be prepared 
according to generally accepted accounting principles then 
applicable. The second is that the statements will be 
consolidated, where appropriate. Both of these concepts are 
basic to the published financial statements required by the 
Securities Exchange Commission to be sent to all share­
holders. Both concepts have also been incorporated by the 
Code Revision Commission, in its working draft of the 
corporation statutes. The American Institute of Certified 
Public Accountants, the SEC and the Code Revision 
Commission, all endorse these concepts because they produce 
economically meaningful data and because they protect 
shareholders and creditors from the manipulation of 
financial data.



In short, I support the definition because it will 
protect directors and it will protect creditors and 
shareholders as well.

Very truly yours,

Elizabeth B. Johnstcn 
General Counsel

cc: Representative A1 Adams
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HOUSE B ILL  886

A l a s k a  c o r p o r a t e  l a w  m a k e s  d i r e c t o r s  of a p r o f i t  

c o r p o r a t i o n  j o i n t l y  a n d  s e v e r a l l y  l i a b l e  for e x c e s s i v e  

d i v i d e n d  p a y m e n t s .  AS  1 0 . 0 5 . 2 1 6 ( a ) .  H o w e v e r ,  t h i s  same law 

a l s o  p r o v i d e s  a d e f e n s e  o r  a s a f e  h a r bor. A  d i r e c t o r  is not 

l i a b l e  for e x c e s s i v e  d i v i d e n d s  if he in g o o d  f a i t h  r e l i e d  on 

the f i n a n c i a l  s t a t e m e n t s  of the c o r p o r a t i o n  for h i s  a n a l y s i s  

of  a l e g a l  d i v i d e d  source. AS  1 0 . 0 5 . 2 1 9 ( 1 ) .

T h e  p r o b l e m  is t h a t  the s c o p e  o f  th i s  d e f e n s e  is 

a m b i g u o u s .  T h e  m e a n i n g  of " f i n a n c i a l  s t a t e m e n t s "  is u n c l e a r  

a n d  t h e r e f o r e ,  c r e a t e s  u n n e c e s s a r y  r i s k s  for d i r e c t o r s  as 

t h e y  t r y  to c o m p l y  w i t h  d i v i d e n d  r e q u i r e m e n t s .

T h e  s o l u t i o n  is to d e f i n e  t h e  " f i n a n c i a l  s t a t e m e n t s  of 

the c o r p o r a t i o n . "  T h e  d e f i n i t i o n  p r o p o s e d  in H o u s e  B i l l  886 

i n c l u d e s ,  w h e r e  a p p r o p r i a t e ,  c o n s o l i d a t e d  b a l a n c e  s h e e t s  and 

i n c o m e  s t a t e m e n t s  p r e p a r e d  a c c o r d i n g  to g e n e r a l l y  a c c e p t e d  

a c c o u n t i n g  p r i n c i p l e s .  W h i l e  o t h e r  f i n a n c i a l  d o c u m e n t s  are 

u s e f u l  for o t h e r  c o r p o r a t e  p u r p o s e s ,  o n l y  the p r e c e d i n g  are 

u s e f u l  for an a n a l y s i s  of a l e gal s o u r c e  for d i v i d e n d s  u n d e r  

AS 1 0 . 0 5 . 2 1 9  (.1) .
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Joint space labv possible
Cocoa, F la , — The acm inis- 

tra to r of the Am erican space 
program  sa y s  th e  U nited S ta tes

: m ay jo in  w ith  Japan and E u ­
rope w ith in  the next f iv e  yea rs  
to bu ild  an oro iting space s ta ­
tion. Jam es Beggs o f the N a ­
tional A eronautics and Space 
A dm in istra tion  to ld  the new s­
paper Cocoa TODAY in a r  in­
te rv iew  pub lished Sunday m at 
the sta tion  wou ld use European 
Space Agency technology in 
bu.,‘d ing space lab s and Japa­
nese compute- e x p e t is e . He 
sa id  hab itab:* m odules con­
nected by s te e l beam s wou ld be 
designed a t the Johnson Space 
Center in Houston and launched 
plece-by-piece from  the Ken­
nedy Space Center in F lo r id a .

Nuclear sub protest planned
Tacom a, Wash. — A Roman 

Catho lic archb ishop says he w ill 
take part in a b l o n d e  designed 
to preven t a T riden t n u c le a r 
subm arine , the USS Ohio, from  
reach ing the Bangor N ava l 
Base. Raymond Hunthausen, 
archbishop of S ea ttle , sa id  a t a 
ra lly  Sunday S . would p a rtic ­
ipate th is sum m er in the e ffo rt 
to keep the subm arine out o f the 
the K itsap  Pen insu la base west 
of Seattle .

Boat house collapses
| G ilfo rd , N .H . — Boats draw n 

out of Lake W inn ipesaukec to 
protect them from  w in te r ice 
fe ll v ic tim  to heavy  snow when 
a boathouse co llap sed on 169 
p leasu re c ra ft vu lu ed  a t $3 m il­

lion . G era ld  F agan , owner o f the 
G ilfo rd  M arina bu ild ing  which 
co llap sed  F r id a y  .night, sa id  it 
w ou ld  take  up to  s ix  w eeks to re ­
m ove the boats th a t w ere s to red  
five-high on ra ck s . D am age to 
the 300-foot m e ta l shed w as es­
t im a te d  a t 5700,000.

Car crashes into bus
Los Angeles — When a bus 

w as s tru ck  in the re a r b y  a ca r , 
b y stan de rs in southw est Los An­
ge le s  jum ped onto the Rapid 
T ran s it A utho rity  veh ic le  and 
c la im ed  to be in ju re d , po lice 
say . The d r iv e r  o f the ca r , Shel­
ton Eugene Kn igh t, 31, w as a r ­
re s te d  S a tu rday fo r in ve s tig a ­
tion of fe lony d r iv in g  under the 
in fluence of d rug s . Sgt Roger 
L ind say  sa id  the in ju ry  count, 
which jum ped to 26 when b y ­
s tan de rs  jum ped on the bus, 
dropped to nine when they found 
out the bus d r iv e r  w as not a t 
fau lt.

Factories emit cancerous gas
Akron, Ohio — There a re  no 

regu la tions to stop tire  m anu­
fa c tu re rs  from  em itting  thou­
sands of pounds a y ea r of a can ­
cer-causing gas, a lobbying 
group says . The National C lean 
A ir Coalition sa id  In a report 
Sunday that Goodyear and B .F . 
Goodrich p lan ts in Akron re ­
lease  more than 350,000 pounts 
of a c ry lo n ltr ile  a year. The com ­
panies acknow ledged the sub ­
s tan ce  is em itted  from  the ir 
p lan ts , but sa id  they w ere In 
com pliance w ith  a ll fede ra l, 
s ta te  and loca l law .
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