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Date: April 6, 1932
Mr. Speaker:
The Committee on Rules has had SB 801

"An Act relatiig to financial statement:; of corporations

under consideration and reports it back as follows:

L 1 do pass [ 1 do not pass

[ 1 do pass with attached amendments(s)
[ ] same title
[

[ 1 replace with CS for 1 new title

and recommends

L 1 AND attaches a "Letter of Intent” [ 1 New Fiscal Note

[ 1 reports it back without recommendation

[ 1 referred to the Committee
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Mr. Speaker: \
The Committee on LABOR & COMMERCE has had SB 801

"An Act relating to financial statements of corporations.”

under consideration and (ma-ma3epi-ty-ef-fehe-eemmi-fetee)---ftbe-e&mmittee-)--
reports it back with the following recommendations:

[ 1] do pass [ ] do not pass
[ 1] do pass with attached amendments(s)

[ 1 same title
[ 1 replace with CS for f ] new title

and recommends

[ 1 AND attaches a "Letter of Intent"” [ 1 New Fiscal Note
[ ] reports it back without recommendation
[ 1 referred to the Committee
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TO: Representative Terry Martin, Chairman
House Labor and C","iumerce Committee

FROM: Representative Albert P. Adams,
House Finance Committee A

DATE: March 17, 1982

SUBJ: HB 886, "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 (2)
protects directors of Alaska business corporations from such
fgability, both jointly and severally, only i1f he relied iIn

od faith on the financial statements of the corporation

or his analysis in determining a legal dividend, Confusion
exists in the 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 886 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 determination.

This concept has also been incorporated by the Code Revision
Commission, 1in 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 886. Thank you.
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Mr. Chairman:

My name 1i1s Elizabeth Johnston, Gent-val Counsel for
Bristol Bay Native Corporation. 1 am here to testify iIn
support of Senate Bl ;I 801

Senate Bill 601 amends the profit corporation "'statutes
to "specifically defiie the phrase "financial statements of
the corporation.”™ Wiy is this definition needed?

> "Financial stab iments of the corporation™ is a key
phttese iIn determining a director"s defense against personal
liability for dividend payments. AS 10.05.219(1). Yet the
phcose iIs ambiguous, Th5 s ambiguity creates unnecessary
risks for directors ittcmpting to comply with statutory
requirements. Clari -V would serve to protect directors from
ex post facto dofini. cions and liability.

The definition DFf "financial statements of the corpora**
tion”™ 1n Senate Bill 801 contains two basic concepts. The
first i1s that the fiinncial statements will be prepared
according to general ly accepted accounting principles then
applicable. The sec »d is that the statements will be

consolidated, where appropriate. Both of these concepts are



basic to the publisher financial statements required by the
Securities Exchange Ccmmlssinn to be sent to all
shareholders. Both ccncepts have also been i1ncorporated by
the Code Revision Comn ission, iIn Its working draft of the
corporation statutes. The American Institute of Certified
Public Accountants, tle SEC and the Code Revision
Commission, all endon e these concepts because they produce
economically meaningfi 1 data and because they protect
shareholders and credi tors from the manipulation of
financial data.

In short, 1 euppc rt the definition because it will
protect directors and i1t will protect creditors and

shareholders as well..



SENATE BILL 801

Alaslra corporate law makes directors of a profit
corporation jointly nd severally liable for excessive
dividend payments. AS 10.0S.216(aj- However, this same law
also provides a defetjyse or a safe harbor. A director is not
liable for excessive dividends if he in good faith relied on
the financial stateimknfocc of the.corporation for his analysis
of a legaJdividfittd sovicce. AS 10.05.219(1).

The problem is hat the scope of this defense is
ambiguous. The mean ng of "financial statements™ is unclear
and therefore, creatf:s unnecessary risks for directors as
they try to comply w th dividend requirements,

The solution i1s to define the "financial statements of
the corporation.”™ T > definition proposed In Senate
Bill GOi includes, w lere appropriate, consolidated balance
sheets and iIncome sttements prepared according to generally
acaepted accounting principles. While other financial
documents are useful for other corporate purposes, only the
preceding are useful for a. analysis of a legal source for

dividends under AS 1K05.219 (@) .



DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
DIVISION OF BANKING, SECURITIES AND CORPORATIONS

HB 866

This is a comprehensive definitio of a financial statement.
It is one that clearly defines wh«t a financial statement
should be, yet is simplistic in both form and content.

Inasmuch as it is a definition only, | see no reason not to
use it in its present form.

tdward W. Lboch 3/1?1g
Deputy Commissioner

Willis F. m i Nuatr/iUN

Director TN de sy



DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
DIVISION OF BANKING, SECURITIES AND CORPORATIONS

Position o and-HB- &6fr

This is a comprehensive definition of a financial statement.
It is one that clearly defines what a financial statement
should be, yet is simplistic in both form and content.
Inasmuch as it is a definition only, | see no reason not to
use it in its present form.

Edward W Eboch
Deputy Commissioner

.
Willis F. Kirkpatrick

Director / '3//V /8*
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