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A GSOC may useful as a device for capturing and redirecting federal tax 

revenues on earning assets. However, the GSOC's own budget,no matter spartan, 

can only draw from the subsidy pool. Moreover, even before the subsidies get to 

the GSOC, a portion will be diverted to asset sellers in the form of inflated 

market prices. An additional portion of the subsidies will be absorbed by banks 

and other lenders who earn more money from engaging in leverage-arbitrage of 

their own than they do by creating those opportunities for others.

This observation explains why the powerful bank lobby did not oppose the 

"enabling" federal legislation. That lobby would almost certainly have opposed 

any serious attempt at diffusing stock ownership since it is precisely this 

issue— disintermediation— that the banks have lobbied against for so many years. 

However, the GSOC lesgislation promises to cut banks in on the subsidy (at least 

those banks who win the favor of the GSOC directors).

Under scrupulous and cold-blooded financial management, it might be 

possible to hold the subsidy diversions to a minimum. But to do so, the GSOC's 

directors must turn a deaf ear to the pleas of spe *ial interest groups. It is to be 

expected, however, that the GSOC directors will be beseiged with requests for 

help from particular firms or industries that might be deemed essential to the 

State or local economy. Moreover, the subsidy diversion would be largely hidden 

in the sense that the GSOC still would be able to show a "profit" as long as it 

retains enough of the subsidy. Thus it may be difficult for GSOC directors to 

defend a decision to "support" some firms and some banks but not others. Such 

dilemma's always raise the possibility that political or other nonfinancial factors 

may influence the operating decisions of a GSOC.

In sum, while supporters may yet be able to show that GSOC benefits 

outweigh the additional costs that a State must bear under the federal "enabling"
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legislation, thus far, little evidence has been offered in support of that conten­

tion. Instead, the case that has been presented is long on moral posturing, and 

long on railing against the sorry state of affairs that now exists, but painfully 

short in terms of sound economic -easoning that would lead one to believe that a 

GSOC offers any reasonable hope of achieving the expressed objectives. If left 

unattended, the existing biases in the federal legislation would funnel benefits to 

existing capitalists, as stockholders in banks and capital intensive firms, and to 

new GSOC bureaucrats, leaving an as yet undetermined fraction for (excess) 

distribution to citizen-shareholders. Even this distribution is regressive in the 

sense that the federal tax savings is greater for those in higher tax brackets. 

Since the same citizens must pay for the State subsidies (as well as their portion 

of the federal subsidy) either in the form of increased taxes or in the form of 

increased inflation (assuming that taxes are not raised), it is far from clear that 

the benefits outweigh the costs for an^ group of citizens. It should be clear, 

however, that the society as a whole loses since new costs are created but no 

new revenues are created to pay for those costs.

In the absence of "clarifying" analysis, the decision before the Alaska State 

Legislature appears to be one of whether or not to assist capital intensive firms 

in recovering part of the taxes they currently pay to the federal and State 

government. If so, a GSOC might be an appropriate vehicle, one that would also 

benefit selective banks and would create supporting jobs through its own 

bureaucracy. If sufficiently subsidized through tax benefits, loan guarantees, 

etc, a GSOC might even produce a modest excess cash flow to citizen- 

shareholders. However, if this is the ultimate goal, the State would be far better 

off to scrap the proposal for a costly administrative structure (the GSOC) and 

eliminate the subsidy diversions by simply distributing to its citizens the 

equivalent of the
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propose d State subsidies to the GSOC. If it is deemed essential that checks be 

considered as "dividend" dispersements rather than as transfer payment (which 

they will be in either case), then the State might adopt a more ennobling title 

such as "the return on a citizen's share in State Wealth." It is doubtful that many 

citizens will feel all that different once they have cashed their checks. Only the 

banks and the capital intensive firms appear to have a strong financial incentive 

for favoring the more cumbersome and costly GSOC alternative.
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A s s i s t a n t  A t t o r n e y  G e n e r a l

I  h a v e  b r i e f l y  r e v i e w e d  t h e  K e l s o  R e p o r t  a n d  w o u ld  
l i k e  t o  p a s s  o n  t o  y o u  tw o  o f  my com m ents .

F i r s t ,  a t  p a g e  4 o f  C h a p t e r  1 ,  a n d  a g a i n  i n  Summary
T a b l e  IV ,  t h e  r e p o r t  a  t e m p t s  t o  p r o j e c t  t h e  a m o u n t  o f  GSOP
s h a r e h o l d e r  d i s t r i b u t i o n s  g i v e n  v a r i o u s  t a r i f f s  a n d  v a r i o u s  
p u r c h a s e  p r i c e s  f o r  B P ' s  p o r t i o n  o f  TAPS. I t  a p p e a r s  t h a t  
t h e  a s s u m p t i o n  u n d e r l y i n g  t h e  p r o j e c t i o n s  i s  t h a t  t h e  f u l l  
p u r c h a s e  p r i c e ,  w h a t e v e r  i t  may b e ,  w i l l  be  i n c l u d e d  i n  t h e  
r a t e  b a s e .  F o r  t h e  f o l l o w i n g  r e a s o n ,  I  t h i n k  t h a t  a s s u m p t i o n  
i s  n o t  o n l y  q u e s t i o n a b l e ,  b u t  p r o b a b l y  c o m p l e t e l y  i n  e r r o r .

The i n c l u s i o n  i n  t h e  r a t e  b a s e  o f  t h e  f u l l  p u r c h a s e
p r i c e  o f  a  p i p e l i n e  was  w h a t  l e d  t o  t h e  W i l l i a m s  B r o t h e r s
p i p e l i n e  l i t i g a t i o n .  P e t r o l e u m  P r o d u c t s ,  W i l l i a m s  B r o t h e r s  
P i p e l i n e  Company , 355 I . C . C .  102 ( 1 9 7 5 ) ( W i l l i a m s  I ) ;  355 
I . C . C .  479 ( 1 9 7 6 ) ( W i l l i a m s  I I ) . T h e r e ,  W i l l i a m s  B r o t h e r s  
p u r c h a s e d  a  p i p e l i n e  f ro m  t h e  G r e a t  L a k e s  P i p e l i n e  Company 
f o r  $ 2 8 7 . 6  m i l l i o n  d o l l a r s .  W i l l i a m s  t h e n  t u r n e d  a r o u n d  a n d  
i n c l u d e d  t h e  f u l l  p u r c h a s e  p r i c e  i n  t h e  r a t e  b a s e  f o r  
p u r p o s e s  o f  c o m p u t i n g  t h e  t a r i f f s ,  r e s u l t i n g  i n  i n c r e a s e d  
t a r i f f s .  S h i p p e r s  o b j e c t e d  t o  t h i s  i n c l u s i o n  o f  t h e  f u l l  
p u r c h a s e  p r i c e  a s  p a r t  o f  t h e  r a t e  b a s e  b e c a u s e  ( 1 ) t h e  
p r i c e  w as  much h i g h e r  t h a n  t h e  sum o f  t h e  money a c t u a l l y  
s p e n t  o v e r  t h e  y e a r s  b y  G r e a t  L a k e s  i n  p u t t i n g  t h e  p i p e l i n e  
t o g e t h e r  a n d  (2) G r e a t  L a k e s  h a d  a l r e a d y  b e e n  c o m p e n s a t e d ,  
t h r o u g h  d e p r e c i a t i o n ,  f o r  a l m o s t  $100 m i l l i o n .  E s s e n t i a l l y ,  
t h e  p o s i t i o n  o f  t h e  s h i p p e r s  was  t h a t  t h r o u g h  t h e  r a t e s  t h e y  
h a d  p a i d  f o r  t r a n s p o r t a t i o n  o f  o i l  t h r o u g h  t h e  p i p e l i n e ,  
t h e y  h a d  a l r e a d y  p a i d  f o r  much o f  t h e  p i p e l i n e .  F o r  a  
p u r c h a s e r  t o  come a l o n g  a n d  c h a r g e  a  h i g h e r  t a r i f f  b a s e d  on 
a h i g h  p u r c h a s e  p r i c e  w o u ld  b e  t o  co m p e l  s h i p p e r s  t o  a g a i n  
p a y  f o r  t h e  c o n s t r u c t i o n  o f  t h e  p i p e l i n e .  I n  t h e  s h i p p e r s '  
v i e w ,  t h e  r a t e  b a s e  s h o u l d  h a v e  b e e n  co m p u te d  on  t h e  b a s i s  
o f  t h e  o r i g i n a l  c o s t  l e s s  d e p r e c i a t i o n ,  w h i c h  i n  t h e  W i l l i a m s '  
c a s e  w o u ld  h a v e  p r o v i d e d  a  r a t e  b a s e  o f  a p p r o x i m a t e l y  
$ 1 0 1 .1  m i l l i o n ,  a s  o p p o s e d  t o  W i l l i a m s '  $ 2 8 7 . 6  m i l l i o n .
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The lrC'J s t a f f ,  u s i n g  a  " v a l u a t i o n "  r a t e  b a s e ,  
co m p o se d  p a r t l y  o f  o r i g i n a l  c o s t  a n d  p a r t l y  o f  c o s t  o f  
r e c o n s t r u c t i o n ,  came up w i t h  a  s u g g e s t e d  r a t e  b a s e  o f  $ 1 6 7 . 6  
m i l l i o n .

I n i t i a l l y ,  t h e  ICC s i d e d  w i t h  W i l l i a m s  B r o t h e r s  
a n d  a p p r o v e d  t h e  i n c r e a s e d  t a r i f f s .  The s h i p p e r s  a p p e a l e d ,  
a n d  t h e  U. S .  C o u r t  o f  A p p e a l s  f o r  t h e  D i s t r i c t  o f  C o lu m b ia  
r e m a n d e d  t h e  e n t i r e  m a t t e r  t o  t h e  new F e d e r a l  E n e r g y  R e g u l a ­
t o r y  C o m m is s io n  f o r  p u r p o s e s  o f  r e a s s e s s i n g  w h e t h e r  i n  t h i s  
d a y  a n d  a g e  t h e  " v a l u a t i o n "  r a t e  b a s e  i s  a p p r o p r i a t e .
F a r m e r s  U n io n  C e n t r a l  E x c h a n g e  v .  F e d e r a l  E n e r g y  R e g u l a t o r y  
C o m m i s s i o n , 584 F . 2 d  408 (D.C.  C i r .  1 9 6 8 ) .

The w h o l e  q u e s t i o n  o f  w h e t h e r  a  v a l u a t i o n  r a t e  
b a s e  o r  a n  " o r i g i n a l  c o s t  l e s s  d e p r e c i a t i o n "  r a t e  b a s e  
s h o u l d  b e  u s e d  i n  p i p e l i n e  r e g u l a t i o n  i s  p e n d i n g  b e f o r e  FERC 
i n  two c a s e s  i n  a d d i t i o n  t o  W i l l i a m s  B r o t h e r s . I n  o n e ,  t h e  
A s s o c i a t i o n  o f  O i l  P i p e  L i n e s ,  c o m p o se d  o f  a p p r o x i m a t e l y  50 
p i p e l i n e  c o m p a n i e s ,  h a s  p e t i t i o n e d  FERC t o  s t a y  e v e r y t h i n g  
u n d e r  t h e  s u n  u n t i l  t h e  c o m p l e t i o n  o f  D o c k e t  No.  RM 7 8 - 2 ,  
V a l u a t i o n  o f  Common C a r r i e r  P i p e l i n e s , f o r m e r l y  Ex p a r t e  
3 0 8 .  T h a t  p r o c e e d i n g  i s  a  g e n e r a l  r u l e - m a k i n g  p r o c e d i n g  
a d d r e s s i n g  t h e  w h o l e  q u e s t i o n  o f  w h a t  m e t h o d o l o g y  s h o u l d  b e  
u s e d  i n  t h e  f u t u r e  t o  s e t  p i p e l i n e  t a r i f f s .

The s e c o n d  c a s e  w h i c h  h a s  r a i s e d  t h e  i s s u e  i s  t h e  
T r a n s - A l a s k a  P i p e l i n e  t a r i f f  c a s e .  T h e r e ,  t h e  S t a t e  o f  
A l a s k a ,  t h e  D e p a r t m e n t  o f  J u s t i c e  a n d  t h e  s t a f f  o f  t h e  
F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m is s io n  h a v e  a l l  s t r o n g l y  
a r g u e d  i n  f a v o r  o f  t h e  u s e  o f  an  " o r i g i n a l  c o s t  l e s s  
d e p r e c i a t i o n "  r a t e  b a s e .  My b e s t  g u e s s  a t  t h _ s  p o i n t  i s  
t h a t  FERC w i l l  u l t i m a t e l y  a d o p t  a n  o r i g i n a l  c o s t  l e s s  
d e p r e c i a t i o n  a p p r o a c h  t o  r a t e m a k i n g .  I f  i t  d o e s ,  K e l s o ' s  
a p p a r e n t  a s s u m p t i o n  t h a t  p u r c h a s e  p r i c e  w i l l  b e  d i r e c t l y  
r e l a t e d  t o  t h e  t a r i f f  w h i c h  c a n  b e  c h a r g e d  i s  e r r o n e o u s .
Even  i f  f e r e  a d h e r e s  t o  a v a l u a t i o n  r a t e  b a s e ,  t h e  f u l l  
p u r c h a s e  p r i c e  i s  n o t  n e c e s s a r i l y  i n c l u d e d  i n  t h e  r a t e  
b a s e ,  a s  shown by  t h e  ICC s t a f f ' s  r ecom m ended  r a t e  b a s e  
f o r  W i l l i a m s  B r o t h e r s .

A lo n g  t h e  same l i n e s ,  I  a l s o  n o t e d  t h a t  K e l s o ' s  
p r o j e c t i o n s  o f  d i v i d e n d s  t o  GSOP s t o c k h o l d e r s  a p p e a r  t o  be  
b a s e d  o n  a  t a r i f f  w h i c h  w o u ld  r e m a i n  t h e  same t h r o u g h o u t  t h e  
l i f e  o f  t h e  p i p e l i n e .  They may h a v e  t a k e n  t h i s  a p p r o a c h  
s o l e l y  b e c a u s e  i t  i s  e x t r e m e l y  d i f f i c u l t  a t  t h i s  j u n c t u r e  t o  
f o r e c a s t  w h a t  t h e  t a r i f f  w i l l  b e  f ro m  y e a r  t o  y e a r  when i t  
i s n ' t  e v e n  known y e t  w h a t  t h e  f i n a l  t a r i f f  w i l l  b e  f o r  t h e  
f i r s t  y e a r  o f  o p e r a t i o n .  H ow ever ,  I  m e r e l y  n o t e  t h a t  i f  
" o r i g i n a l  c o s t  l e s s  d e p r e c i a t i o n "  r a t e  b a s e  m e t h o d o l o g y  i s
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a d o p t e d  b y  FERC, t a r i f f s  w i l l  n e c e s s a r i l y  d e c l i n e  o v e r  t h e  
l i f e  o f  t h e  l i n e  a s  d e p r e c i a t i o n  r e d u c e s  t h e  r a t e  b a s e .  I n  
t h e  u n l i k e l y  e v e n t  t h a t  FERC a d h e r e s  t o  t h e  " v a l u a t i o n "  ;r a t e  
b a s e  a p p r o a c h ,  t a r i f f s  b a s e d  t h e r e o n  w i l l  i n c r e a s e  o v e r  t h e  
l i f e  o f  t h e  l i n e  a s  t h e  c o s t  o f  r e c o n s t r u c t i o n  i n c r e a s e s  
b e c a u s e  o f  i n f l a t i o n .

I f  y o u  h a v e  a n y  q u e s t i o n s  o r  i f  I  may b e  o f  a n y  
f u r t h e r  a s s i s t a n c e  t o  y o u ,  p l e a s e  d o n ' t  h e s i t a t e  t o  c o n t a c t  
me.

RMB:cb
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LEGISLATIVE AFFAIRS AGENCY
M E M O R A  N D U M • March 22, 1979

SUBJECT: AGSOC Dividends From Purchase of BP Share of Pipeline 

(AKPRIG memo) (W.O. 6934)

TO: The Honorable Hugh Malone

FROM: Larry Eppenbach
Senior Policy Analyst

In this memo I shall comment on several issues that relate to the 
dividends AGSOC shareholders may receive from a purchase of B P’s share 

of the TAP's pipeline. The issues include BP's unused Investment Tax 

Credit and how the tax free status of the AGSOC will affect the pipeline 
tariff it may file.

First, AGSOC shareholders shouldn't count on receiving BP pipeline's 

unused investment tax credit —  at least under the proposed transfer 
plan. For the AGSOC to receive the investment tax credit (ITC) it would 
have to acquire all of the shares of BP Pipeline Inc. and then liquidate 
that corporation while preserving the credit. This is a very complicated 

area of iux law and it is arguable whether or not the AGSOC could emerge 
with the credits intact. There is little doubt, however, that if the 
AGSOC attempted to purchase only the pipeline's assets and liabilities 
and not the corporation itself, then it would not be entitled to the 
ITC. The Kelso report appears to contemplate only the transfer of 
pipeline assets and liabilities to the AGSOC.

In addition, although BP Pipeline Inc. now has an estimated $14D million 
dollar unused ITC, by the time a purchase by the AGSOC is consummated 

the ITC may be far smaller. The TAPS pipeline is now operating profitably 
under original tariff filings causing BP's U.S. tax l i a b i U i e s  to mount 
rapidly. The investment tax credit is more likely to be drawn down in 
payment of these liabilities than increased by additional investment in 
the line. It is impossible to predict how long the investment tax 
credit may remain, but three to five years appears to be a reasonable 

estimate.

For all of these reasons it is not likely that shareholders of the AGSOC 
would ever receive benefits of an investment tax credit when purchasing 
BP's interest in the pipeline. This is not to argue against any attempt 
to capture the credit but to suggest that its expected value may be so
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small as to eliminate it from consideration in any analysis.

A second major question is the effect of an AGSOC owned pipeline's tax 

exempt status on its ability to file high pipeline tariffs and issue 
large cash dividends. This is also a highly technical area of both tax 
and regulatory law. To begin, the assumption that an AGSOC pipeline 
would be exempt from state income taxes may be erroneous — particularly 

the state tax on oil and gas production and transportation income. If 
the state grants the AGSOC tax exemption then, to the extent the state 
gives up revenue it would otherwise receive, the state is subsidizing 
the AGSOC. Since the real incidence of the tax is passed on in the form 
of a higher tariff to the oil shippers the tax exemption represents a 
real net revenue loss to the state and an expensive subsidy to the 

AGSOC.

The assumption that the AGSOC will pay no federal tax liability on 
income from pipeline ownership appears justified providing it flows 

through the income to shareholders. The assumption, however, that the 
AGSOC filed pipeline tariff will be in the same neighborhood of tariffs 
filed by taxpaying pipeline companies may not be justified. FERC is
not likely to look favorably on "in lieu" tax provisions that would keep 

a tariff higher than it would otherwise be without the taxes. Although 
no one can forecast eventual FERC action this issue, any view that they 

may split the difference is not justified.

Further, as outlined in the attached memorandum from Deputy Attorney 
General Rich Burnham, there is no reason to believe that FERC would 
allow the rate base to increase if the purchase price of the pipeline 
should exceed the FERC set valuation. All of these factors suggest that 
the tariff of a AGSOC owned pipeline may be lower than those of other 

pipelines and, as Mr. Burnham further points out in his memorandum, 
they may go lower still should the original cost less depreciation rate 

base methodology be adopted by FERC.

How much lower? The amount of tariff reduction depends upon the size of 
the initial tariff. For example, assuming BP Pipeline's original filed 
tariff of $6.35 a barrel, then the elimination of the federal tax liability 
would reduce that tariff $1.26 to $5.09 per barrel. At the other extreme, 
under the conditions imposed by the interim tariff of $4.68 (now suspended) 
the elimination of federal tax liability would reduce that tariff only 
40£ to $4.28. Should FERC move to reduce the eventual tariff by the 
amount of any federal tax liability then the eventual tariff should fall 
within the range of $4.28 to $5.09. These adjusted tariffs place the 
line outside the feasible range identified by Kelso and Company unless 
the AGSOC would be able to purchase the pipeline for $1.3 billion and 
borrow those funds at an interest rate of seven per cent. These are not 
considered to be likely conditions.
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A final question involves how the State of Alaska may benefit from a 

tariff reduction? Possibly the state could tender its own oil to the 
AGSOC pipeline and because of the lower tariff and resulting higher 
wellhead value the state would be able to receive more annual oil revenue.

However, the common carrier staLus of the TAPS line would tend to mitigate 

against any substantial revenue increase to tin' state. All other oil 
shippers would have to agree not to tender their oil to the AGSOC pipeline 

for the state to receive the entire benefit. In addition, at the present 
time, the state is not in the position to exercise its choice since it 

has a contract with ALPETCO for the sale of its oil at Pump Station 1.

I would be pleased to comment further on these issues should you so 

d ;ire.'

L E : l m k
E n c l o s u r e
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In this memo I shall comment on several issues that relate to the 
dividends AGSOC shareholders may receive from a purchase of BP's share 

of the TAP's pipeline. The issues include BP's unused Investment Tax 

Credit and how the tax free status of the AGSOC will affect the pipeline 
tariff it may file.

First, AGSOC shareholders shouldn't count on receiving BP pipeline's 

unused investment tax credit —  at least under the proposed transfer 
plan. For the AGSOC to receive the investment tax credit (ITC) it would 

have to acquire all of the shares of 3P Pipeline Inc. and then liquidate 
that corporation while preserving the credit. This is a very complicated 

area of tax law and it is. arguable whether or not the AGSOC could emerge 
with the credits intact. There is little doubt, however, that if the 

AGSOC attempted to purchase only the pipeline's assets and liabilities 
and not the corporation itself, then it would not be entitled to the 
ITC. The Kelso report appears to contemplate only the transfer of 
pipeline assets and liabilities to the AGSOC.

In addition, although BP Pipeline Inc. now has an estimated $140 million 

dollar unused ITC, by the time a purchase by the AGSOC is consummated 

the ITC may be far smaller. The TAPS pipeline is now operating profitably 
under original tariff filings causing BP's U.S. tax liabilties to mount 
rapidly. The investment tax credit is more likely to be drawn down in 
payment of these liabilities than increased by additional investment in 
the line. It is impossible to predict how long the investment tax 
credit may remain, but three to five years appears to be a reasonable 
estimate.

For all of these reasons it is not likely that shareholders of the AGSOC 
would ever receive benefits of an investment tax credit when purchasing 
BP's interest in the pipeline.' This is not to argue against any attempt 
to capture the credit but to suggest that its expected value may be so
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small as to eliminate it from consideration in any analysis.

A second major question is the effect of an AGSOC owned pipeline's tax 

exempt status on its ability to file high pipeline tariffs and issue 
large cash dividends. This is also a highly technical area of both tax 
and regulatory law. To begin, the assumption that an AGSOC pipeline 
would be exempt from state income taxes may be erroneous --particularly 

the state tax on oil and gas production and transportation income. If 

the state grants the AGSOC tax exemption then, to the extent the state 
gives up revenue it would otherwise receive, the state is subsidizing 

the AGSOC. Since the real incidence of the tax is passed on in the form 
of a higher tariff to the oil shippers the tax exemption represents a 

real net revenue loss to the state and an expensive subsidy to the 

AGSOC. •

The assumption that the AGSOC will pay no federal tax liability on 

income from pipeline ownership appears justified providing it flows 

through the income to shareholders. The assumption, however, that the 
AGSOC filed pipeline tariff will be in the same neighborhood of tariffs 

filed by taxpaying pipeline companies may not be justified. FERC is
not likely to look favorably on "in lieu" tax provisions that would keep 

a tariff higher than it would otherwise be without the taxes. Although 
no one can forecast eventual FERC action this issue, any view that they 

may split the difference is not justified.

Further, as outlined in the attached memorandum, from Deputy Attorney 

General Rich Burnham, there is no reason to believe that FERC would 
allow the rate base to increase if the purchase price of the pipeline 
should exceed the FERC sot valuation. All of these factors suggest that 

the tariff of a AGSOC owned pipeline may be lower than those of other 

pipelines and, as Mr. Burnham further points out in his memorandum, 
they may go lower still should the original cost less depreciation rate 

base methodology be adopted by FERC.

How much lower? The amount of tariff reduction depends upon the size of 
the initial tariff. For example, assuming BP Pipeline's original filed 
tariff of $6.35 a barrel, then the elimination of the federal tax liability 
would reduce that tariff $1.26 to $5.09 per barrel. At the other extreme, 
under the conditions imposed by the interim tariff of $4.68 (now suspended) 

the elimination of federal tax liability would reduce that tariff only 
40C to $4.28. Should FERC move to reduce the eventual tariff by the 
amount of any federal tax liability then the eventual tariff should fall 
within the range of $4.28 to $5.09. These adjusted tariffs place the 

line outside the feasible range identified by Kelso and Company unless 
the AGSOC would be able to purchase the pipeline for $1.3 billion and 
borrow those funds at an interest rate of seven per cent. These are not 
considered to be likely conditions.
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A final question involves how the State of Alaska may benefit from a 

tariff reduction? Possibly the state could tender its own oil to the 

AGSOC pipeline and because of the-lower tariff and resulting higher 
wellhead value the state would be able to receive more annual oil revenue.

However, the common carrier status of the TAPS line would tend to mitigate 

against any substantial revenue increase to the state. All other oil 
shippers would have to agree not to tender their oil to the AGSOC pipeline 

for the state to receive the entire benefit. In addition, at the present 
time, the state is not in the position to exercise its choice since it 

has a contract with Ai.PETCO for the sale of its oil at Pump Station 1.

I would be pleased to comment further on these issues should you so 

desire.'

L E : l m k
E n c l o s u r e



D E S I G N  O F  A N  A L A S K A N  

G E N E R A L  S T O C K  O W N E R S H I P  P L A N  

V O L U M E  I

A  R E P O R T  T O  T H E  A L A S K A  S T A T E  L E G I S L A T U R E

P R I N C I P A L  R E S E A R C H E R S :

L o u i s  0, K e l s o  

J o h n  A, Mi s k i  m e n  

N o r m a  R. J o h n s o n

K E L S O  S  C O . ,  I N C O R P O R A T E D  

S A N  F R A N C I S C O ,  C A L I F O R N I A

F E B R U A R Y  1 5 ,  1 9 7 9

.itfi-inurrr-i



THE LEGISLATURE

H O G t T  m o  A m  C M I T T H

FINANCE DIVISION 
POUCH WF-STATE CAPITOL 
JUNEAU, Al-ASKA 39817 
PHONE: (907) 465-3795

F e b r u a r y  2 1 ,  1979

A l l  Members
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A l a s k a  99811

P u r s u a n t  t o  a n  a p p r o p r i a t i o n  t o  t h e  L e g i s l a t i v e  F i n a n c e  
D i v i s i o n  c o n t a i n e d  i n  C h a p t e r  1 6 3 ,  SLA 1 9 7 8 ,  t h e  B u d g e t  a n d  
A u d i t  C o m m i t t e e  e n t e r e d  i n t o  a  c o n t r a c t  w i t h  K e l s o  & C o . ,  I n c .  
o f  S a n  F r a n c i s c o  t o  p r o v i d e  a  l e g a l  a n d  f i n a n c i a l  d e s i g n  o f  
a  c o r p o r a t i o n  w h i c h  w o u l d  (1)  b e  owned b y  a l l  A l a s k a n  c i t i z e n s ; 
(2) i n v e s t  i n  t h e  d e v e l o p m e n t  o f  A l a s k a ' s  r e s o u r c e s  a n d  i t s  
eco n o m y ;  a n d  (3) do  s o  w i t h  s p e c i a l  t a x  s t a t u s ,  i n  f u r t h e r a n c e  
o f  t h e  f i r s t  tw o  g o a l s .

E n c l o s e d  i s  Volume I  o f  K e l s o  & C o . ' s  r e p o r t  w h i c h  p r o v i d e s  
a n  a n a l y s i s  o f  t h e  s a l i e n t  f e a t u r e s  o f  s u c h  a  c o r p o r a t i o n ,  now 
d e s i g n a t e d  a s  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n s  (GSOC's) 
u n d e r  S u b c h a p t e r  "U" o f  t h e  I n t e r n a l  P e v e n u e  C o d e .  Volume I  
c o n t a i n s  a  summary o f  t h e  r e p o r t ,  p r o p o s e d  A l a s k a  l e g i s l a t i o n  
t o  e s t a b l i s h  a  GSOC, r e c e n t l y  e n a c t e d  am e n d m e n ts  t o  t h e  I n t e r n a l  
R e v e n u e  Code w h i c h  p r o v i d e  s p e c i a l  t a x  t r e a t m e n t  f o r  s u c h  
c o r p o r a t i o n s ,  a n d  p r o p o s e d  a r t i c l e s  o f  i n c o r p o r a t i o n  a n d  b y - l a w s .

Volum e I I  o f  K e l s o  & C o . ' s  r e p o r t  i s  a v a i l a b l e  f r o m  t h e  
L e g i s l a t i v e  F i n a n c e  D i v i s i o n .  Volum e I I  i s  a n  a p p e n d i x  w h i c h  
c o n t a i n s  l e g a l  m em oranda  r e g a r d i n g  ( 1 ) f e d e r a l  c o n s t i t u t i o n a l  
i s s u e s  a n d  ( 2 ) t h e  a p p l i c a t i o n  o f  f e d e r a l  s e c u r i t i e s  l a w s  t o  
G S O C 's .  A l s o  c o n t a i n e d  i n  Volume I I  a r e  o t h e r  s e c t i o n s  o f  t h e  
I n t e r n a l  R e v e n u e  Code r e f e r e n c e d  i n  S u b c h a p t e r  "U" .

S e n a t o r  Mike C o l l e t t a  
P r o j e c t  D i r e c t o r

^ R e p r e s e n t a t i v e  J i m  D uncan 
P r o j e c t  D i r e c t o r

3 1 -0 1 LH



TABLE OF CONTENTS

FOREWORD ......................................................................................................................  1

SUMMARY ............    2

ECONOMIC REASONING SUPPORTING THE BILL  .......................................... 15

STOCK AND FINANCING MATTERS .....................................................................  27

PROPOSED BILL .................................   42

PROPOSED BILL ANNOTATED ................................................................................ 52

ANALYSIS RECOMMENDED TO ACCOMPANY AGSOC BILL .........................    69

FEDERAL ENABLING LA W .......................................................................................  81

FOOTNOTES TO FEDERAL ENABLING LAW.........................................................  89

PROPOSED ARTICLES OF INCORPORATION ......................................   102

PROPOSED BY-LAWS .............................................................   109

DIAGRAM ....................................................................................   130

- i  -



t

T h i s  vo lum e c o n t a i n s  t h e  s a l i e n t  f e a t u r e s  o f  t h e  d e s i g n  

f o r  an  A l a s k a n  G e n e r a l  S t o c k  O w n e r s h i p  P l a n .

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

r e v i e w .  The s e p a r a t e  a p p e n d i x  r e p o r t  (Volume I I )  c o v e r i n g  t h e  

s u b j e c t  i n  g r e a t e r  d e t a i l  i s  a v a i l a b l e  f ro m  t h e  L e g i s l a t i v e  

F i n a n c e  D i v i s i o n .

FOREWORD



SUMMARY OF REPORT

The N a t u r e  o f  T h i s  R e p o r t

T h i s  r e p o r t  h a s  b e e n  p r e p a r e d  by K e l s o  & C o . ,  I n c o r p o r a t e d  

p u r s u a n t  t o  i t s  c o n t r a c t  d a t e d  S e p t e m b e r  1 ,  1 9 7 8 ,  w i t h  t h e  

S ; t a t e  o f  A l a s k a ,  L e g i s l a t i v e  F i n a n c e  D i v i s i o n .  T h a t  c o n t r a c t  

p r o v i d e d  t h a t  K e l s o  & C o . ,  I n c o r p o r a t e d  ( t h e  " C o n t r a c t o r " )  w i l l  

p r o v i d e  t o  t h e  L e g i s l a t i v e  F i n a n c e  D i v i s i o n  a n d  t h e  A l a s k a  S t a t e  

L e g i s l a t u r e ,  o n * o r  b e f o r e  F e b r u a r y  1 ,  1 9 7 9 ,  a  d e s i g n  s t u d y  f o r  

a  G e n e r a l  S t o c k  O w n e r s h i p  P l a n  i n  t h e  m a n n e r  d e s c r i b e d  i n  Con­

t r a c t o r ' s  p r o p o s a l  t o  t h e  S t a t e  o f  A l a s k a  d a t e d  J u l y  1 0 ,  1 9 7 8 ,  

a s  amended by m o d i f i c a t i o n s  i n d i c a t e d  o n  a n  e x h i b i t  a t t a c h e d  t o  

t h e  c o n t r a c t .  The d e l i v e r y  d a t e  f o r  t h e  c o m p l e t e d  r e p o r t  was 

s u b s e q u e n t l y  e x t e n d e d  by Amendment I  t o  F e b r u a r y  1 5 ,  1 9 7 9 .

B r o a d l y  s p e a k i n g ,  C o n t r a c t o r ' s  p r o p o s a l  t o  t h e  S t a t e  o f  

A l a s k a  c o n t e m p l a t e d  t h e  d e v e l o p m e n t  o f  a  l e g a l  a n d  f i n a n c i a l  

d e s i g n  o f  a  c o r p o r a t i o n  t o  a c q u i r e  an d  f i n a n c e  i n v e s t m e n t s  i n ­

v o l v e d  i n  t h e  ec o n o m ic  d e v e l o p m e n t  o f  A l a s k a  i n  s u c h  m an n e r  a s  

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

z e n s "  o f  t h e  S t a t e  o f  A l a s k a  a s  t h e s e  may b e ,  f ro m  t i m e  to  t i m e ,  

d e f i n e d  by t h e  L e g i s l a t u r e .  A b s e n t  c o r r e l a t i v e  l e g i s l a t i o n  a t  

t h e  C o n g r e s s i o n a l  l e v e l ,  w h ic h  d i d  n o t  e x i s t  a t  t h e  t i m e  t h e  

c o n t r a c t  was  e n t e r e d  i n t o ,  i t  was  a n t i c i p a t e d  t h a t  a  c o r p o r a t e  

e n t i t y  c o u l d  be  d e s i g n e d  o f  s u c h  n a t u r e  t h a t  i t  c o u l d ,  d u r i n g  

an i n i t i a l  p e r i o d  o f  y e a r s  w h i l e  m a j o r  p a y m e n t s  o n  t h e  p u r c h a s e  

p r i c e  o r  c o n s t r u c t i o n  p r i c e  o f  i t s  a s s e t s  w e r e  b e i n g  a m o r t i z e d ,  

and  p r i o r  t o  i t s  d i s t r i b u t i o n  o f  d i v i d e n d  in co m e  t o  i t s  s h a r e ­

h o l d e r s ,  e n j o y  t h e  c h a r a c t e r  o f  a n  a g e n c y  o f  t h e  S t a t e  o f  A l a s k a .
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Such an  a g e n c y  w o u ld  b e  e n t i t l e d  t o  t h e  im m u n i ty  o f  t h e  s o v e r ­

e i g n  S t a t e  o f  A l a s k a  f ro m  F e d e r a l  t a x a t i o n .  I t  w o u ld  i n  t h e  

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

o f  t h e  p e o p l e  o f  A l a s k a .  N e v e r t h e l e s s ,  i t  was c o n t e m p l a t e d  

t h a t  e f f o r t s  w o u ld  b e  m ade ,  b e g i n n i n g  i m m e d i a t e l y  a f t e r  t h e  a c ­

t i v a t i o n  o f  s u c h  a  c o r p o r a t e  e n t i t y ,  t o  s e e k  a p p r o p r i a t e  F e d ­

e r a l  l e g i s l a t i o n  g i v i n g  i t  a n d  i t s  s h a r e h o l d e r s  t a x  e x e m p t i o n  

u n d e r  F e d e r a l  l a w  s o  l o n g  a s  i t s  incom e i s  b e i n g  u s e d  t o  a m o r t i z e  

t h e  a c q u i s i t i o n  c o s t  o f  a s s e t s ,  a n d  t o  t h e r e a f t e r  f u n c t i o n  a s  

a  p r i v a t e  c o r p o r a t i o n  b r o a d l y  owned by i t s  A l a s k a n  s h a r e h o l d e r s .

As i t  h a p p e n e d ,  h o w e v e r ,  S e n a t o r  Mike G r a v e l  o f  A l a s k a ,  

w i t h  o u r  c o o p e r a t i o n ,  d rew  a  F e d e r a l  G e n e r a l  S t o c k  O w n e r s h ip  

C o r p o r a t i o n  B i l l  t h a t  w o u ld  t a k e ,  i f  e n a c t e d ,  t h e  l o n g  f i r s t  

s t e p  t o w a r d s  m a k in g  GSOCs r e a d i l y  f e a s i b l e .  A g a i n s t  i n c a l c u ­

l a b l e  o d d s ,  S e n a t o r  G r a v e l  managed t o  g e t  C o n g r e s s  t o  a d o p t  t h e  

l a w ,  a n d  on  November  6 , 1 9 7 8 ,  t h e  P r e s i d e n t  s i g n e d  i n t o  l a w  t h e  

R evenue  A c t  - ' f  1 9 7 8 ,  T i t l e  VI o f  w h ic h  a u t h o r i z e s  t h e  e s t a b l i s h ­

m ent  o f  G e n e r a l  S t o c k  O w n e r s h ip  C o r p o r a t i o n s ,  g i v i n g  im m u n i ty  

f rom F e d e r a l  c o r p o r a t e  incom e t a x e s  t o  c o r p o r a t i o n s  s p e c i a l l y  

c h a r t e r e d  by a  S t a t e  L e g i s l a t u r e  and  c o n t a i n i n g  t h e  r e q u i s i t e  

c h a r a c t e r i s t i c s  s e t  f o r t h  i n  t h e  F e d e r a l  l a w .  Thus  t h e  u l t i m a t e  

g o a l  o f  t h e  c o n t r a c t  was  i n  p a r t  a c c o m p l i s h e d :  Gej e r a l  S t o c k

O w n e r s h ip  C o r p o r a t i o n s  (GSOCs) o r g a n i z e d  a f t e r  Decem ber  3 1 ,  1 9 7 8 ,  

an d  b e f o r e  J a n u a r y  1 ,  1 9 8 4 ,  w e re  g r a n t e d  p e r m a n e n t  im m u n i ty  f ro m  

F e d e r a l  c o r p o r a t e  in co m e  t a x .  The new F e d e r a l  l a w ,  h o w e v e r ,  h a s  

o n e  s h o r t c o m i n g :  The c o r p o r a t e  t a x e s  t h a t  w ou ld  o t h e r w i s e  be

c o l l e c t i b l e  f ro m  t h e  c o r p o r a t i o n  i t s e l f  a r e  t o  b e  b o r n e ,  p r o  r a t a , 

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

I n  t e r m s  o f  p r a c t i c a l  m e a n i n g ,  t h i s  w ou ld  s u g g e s t  t h a t  

A l a s k a  G e n e r a l  S t o c k  O w n e r sh ip  C o r p o r a t i o n  (AGSOC) s h o u l d  i n i ­

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

t h e  c o m b in e d  i n v e s t m e n t  t a x  c r e d i t ,  d e p r e c i a t i o n  an d  i n t e r e s t  

c o s t s  w o u ld  e l i m i n a t e  a n y  t a x  on  s h a r e h o l d e r s  i n  t h e  e a r l y  y e a r s  

o f  o p e r a t i o n  an d  q u i t e  p o s s i b l y  p e r m i t  t h e  p a y m e n t  o f  d i v i d e n d s .  

Such  d i v i d e n d s  w ould  b e  t a x e d  a s  o r d i n a r y  incom e i n  t h e  p a r t i ­

c u l a r  s t o c k h o l d e r ' s  t a x  b r a c k e t .

D i s c u s s i o n  w i t h  t h e  L e g i s l a t i v e  F i n a n c e  D i v i s i o n  y i e l d e d  a 

m u t u a l  u n d e r s t a n d i n g  t h a t  K e l s o  & C o . ' s  c o n t r a c t  s h o u l d  be  i n ­

t e r p r e t e d  a s  c a l l i n g  f o r  t h e  d e s i g n  o f  a  G e n e r a l  S t o c k  O w n e r sh ip  

C o r p o r a t i o n  t h a t  w o u ld  t a k e  a d v a n t a g e  o f  t h e  p i o n e e r i n g  new F e d ­

e r a l  l a w ,  a n d  t h i s  r ->ort r e f l e c t s  t h r  t  a c c o m m o d a t io n .  I m p l i c i t  

i n  f a v o r a b l e  a c t i o n  by t h e  A l a s k a n  L e g i s l a t u r e  i n  t h e  a d o p t i o n  

o f  AGSOC a s  h e r e i n  p r o p o s e d ,  o r  a n y  v a r i a t i o n  t h e r e o f ,  i s  t h e  

a s s u m p t i o n  t h a t  e f f o r t s  w o u ld  s o o n  t h e r e a f t e r  b e  i n i t i a t e d  t o  

p e r s u a d e  C o n g r e s s  t o  p e r f e c t  t h e  o n e  s h o r t c o m i n g  i n  T i t l e  VI o f  

t h e  R ev en u e  A c t  o f  1978 t o  u l t i m a t e l y  e x t e n d  t h e  im m u n i ty  f rom  

F e d e r a l  in c o m e  t a x a t i o n  t o  GSOC s h a r e h o l d e r s  t o  t h e  e x t e n t  o f  

in co m e  a p p l i e d  t o  p u r c h a s e  p r o d u c t i v e  c a p i t a l  a s s e t s  f o r  t h e  c o r  

p o r a t i o n .  I f  t h e  a s s e t . s  i n i t i a l l y  p u r c h a s e d  by AGSOC a r e  c h a r a c  

t e r i z e d  by h i g h  d e p r e c i a t i o n  an^  i n v e s t m e n t  c r e d i t  d e d u c t i o n s ,  

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

t h e  e n d  r e s u l t  w o u ld  be b e t t e r  t h a n  t h e  d e s i g n  c o n t e m p l a t e d  by 

t h e  l i t e r a l  t e r m s  o f  t h e  c o n t r a c t  b e c a u s e  o f  t h e  p e r m a n e n t  im­

m u n i t y  t o  c o r p o r a t e  F e d e r a l  incom e t a x e s ,  t h e  l i m i t s  on  c o n c e n ­

t r a t i o n  o f  o w n e r s h i p ,  and  t h e  r e q u i r e m e n t  o f  a  h i g h  p a y o u t  o f



e a r n i n g s  a s  d i v i d e n d s .

R ec o m m en d a t io n s  o f  t h e  R e p o r t  C o n c e r n i n g  t h e  O p e r a t i o n s  o f  AGSOC

The F e d e r a l  l a w  m akes  t h e  i n i t i a l l y  i s s u e d  s t o c k  n o n - t r a n s -  

f e r a b l e  by t h e  s h a r e h o l d e r s  f o r  a  p e r i o d  o f  f i v e  y e a r s  f o l l o w i n g  

i n i t i a l  i s s u a n c e  e x c e p t  i n  t h e  c a s e  o f  d e a t h  o f  a s h a r e h o l d e r  o r  

upon t h e  s h a r e h o l d e r ' s  c e a s i n g  t o  b e  a  " q u a l i f i e d  r e s i d e n t "  o f  

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

t h i s  r e p o r t  r e s t r i c t s  t r a n s f e r s  o f  s h a r e s  u n t i l  t h e  s h a r e h o l d e r  

r e a c h e s  t h e  a g e  o f  m a j o r i t y  a s  p r o v i d e d  f o r  by A l a s k a  l a w  an d

d o e s  n o t  p e r m i t  an y  a s s i g n m e n t ,  p l e d g e ,  m o r t g a g e  o r  o t h e r  encum­

b r a n c e  o f  s h a r e s  f o r  f i v e  y e a r s .  The F e d e r a l  l a w  d o e s  n o t  r e ­

q u i r e  t h a t  a s h a r e h o l d e r  l e a v i n g  t h e  s t a t e  s e l l , t r a n s f e r  o r  f o r ­

f e i t  h i s  s t o c k ,  and  t h e  d e s i g n  p r o p o s e d  i n  t h i s  r e p o r t  p e r m i t s

s u c h  e m i g r a t i n g  s h a r e h o l d e r  t o  t a k e  h i s  s t o c k  w i t h  him i n  o r d e r

t o  c o n t i n u e  t o  e n j o y  i t s  incom e i n  t h e  f u t u r e .  H ow ever ,  he w o u ld  

n o t  be a b l e  t o  s e l l ,  o r  o t h e r w i s e  t r a n s f e r ,  h i s  s h a r e  t o  a n y  p e r ­

so n  who i s  n o t ,  a t  t h e  t i m e  o f  s u c h  t r a n s f e r ,  a q u a l i f i e d  r e s i ­

d e n t  o f  t h e  S t a t e  o f  A l a s k a .  The o b j e c t  b o t h  o f  t h e  F e d e r a l  

GSOC l a w  a n d  o f  t h e  e n a b l i n g  l e g i s l a t i o n  p r o p o s e d  h e r e i n  i s  t o  

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

d e n t s .  The w h o le  t e n o r  o f  b o t h  t h e  F e d e r a l  l a w  a n d  t h e  e n a b l i n g  

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

t h e  o w n e r s h i p  o f  AGSOC s h a r e s .

M a r k e t a b i l i t y  a n d  S a l e  V a l u e  o f  AGSOC S h a r e s

S i n c e  AGSOC s h a r e s  c a n  o n l y  b e  owned by i n d i v i d u a l s ,  a n d  

no i n d i v i d u a l  may a c q u i r e  m ore  t h a n  t e n  s h a r e s  o f  t h e  c o r p o r a -
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t i o n ' s  s t o c k ,  a  p u b l i c  m a r k e t  i n  t h e  s h a r e s  i n  t h e  u s u a l  s e n s e  

o f  p u b l i c  s t o c k  m a r k e t s  i n  t h e  U n i t e d  S t a t e s  t o d a y  w i l l  p r e s u m ­

a b l y  n e v e r  a r i s e .  P u b l i c  s t o c k  m a r k e t s  a r e  i n  e s s e n c e  s p e c u l a ­

t o r  m a r k e t s .  F o r  t h e  m o s t  p a r t ,  b u y e r s  buy t o  s e l l  a t  h i g h e r  

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

t h a t  w i l l  r i s e  i n  v a l u e  s o  t h a t  i t  c an  be  s o l d  " f o r  p r o f i t " .

T h i s  d o e s  n o t  m ean ,  h o w e v e r ,  t h a t  l i m i t e d  s e l l i n g  an d  b u y i n g  o f  

AGSOC s h a r e s  a s  p e r m i t t e d  i n  t h e  e v e n t  o f  d e a t h  o f  a  s h a r e h o l d e r ,  

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

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

t i o n  im p o se d  by  F e d e r a l  l a w .  U n d o u b t e d l y ,  i n  t h e  e v e n t  o f  a 

d e s i r e  t o  s e l l  s u c h  s h a r e s ,  e i t h e r  a  d i r e c t  q u a l i f i e d  r e s i d e n t  

b u y e r  w o u ld  be  f o u n d  by t h e  s e l l e r ,  o r  t h e  s h a r e s  w o u ld  b e  t em ­

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

t r u s t  and  e s c r o w  d i v i s i o n  o f  AGSOC, o r  i n  an y  d u l y  a p p o i n t e d  o u t ­

s i d e  t r a n s f e r  an d  e s c r o w  a g e n t ,  u n t i l  t h e  s e l l e r ' s  r e p r e s e n t a ­

t i v e s ,  o r  a  q u a l i f i e d  s t o c k  b r o k e r ,  c o u l d  f i n d  a  b u y e r .  I n  

s u c h  c a s e ,  t h e  b r o k e r  w o u ld  be p r e c i s e l y  t h a t ,  b r i n g i n g  s e l l e r  

and  b u y e r  t o g e t h e r  a n d  c h a r g i n g  a  f e e ,  w i t h  t h e  t r a n s f e r  b e i n g  

made d i r e c t l y  f ro m  t h e  i n d i v i d u a l  s e l l e r  t o  t h e  i n d i v i d u a l  b u y e r .  

T h i s  p r o p o s e d  d e s i g n  recommends  t h a t  s u c h  s a l e s  d u r i n g  t h e  i n i ­

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

t h e  s t a t e ,  be  a t  t h e  t h e n  c u r r e n t  book  v a l u e .  D u r i n g  t h i s  f i v e  

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

s a l  t o  p u r c h a s e  s u c h  s h a r e s  i f  i t  d e s i r e s  t o  do s o .

A f t e r  t h e  e x p i r a t i o n  o f  t h e  f i v e  y e a r  p e r i o d  o f  r e s t r i c t e d  

a l i e n a b i l i t y ,  o r  t h e  a t t a i n i n g  o f  m a j o r i t y  a g e  by t h e  s h a r e ­

h o l d e r ,  w h i c h e v e r  i s  l a t e r ,  a  s t r i c t l y  i n v e s t o r  m a r k e t  f o r  AGSOC
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s h a r e s  w i l l  u n d o u b t e d l y  a r i s e .  The r e p o r t  recom m ends  t h a t  

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

any  s a l e  o f  AGSOC s t o c k ,  w h e re  t h e  r e a s o n  f o r  t h e  s a l e  i s  e m i ­

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

c o u r a g e  s u c h  s a l e s .  S a l e s  o f  AGSOC s t o c k  by  e s t a t e s  o f  d e c e ­

d e n t s  w o u ld  be  d e t e r m i n e d  by  n e g o t i a t i o n s  o f  t h e  b u y e r  a n d  s e l l e r .  

A f t e r  a l l ,  t h e  o b j e c t  o f  AGSOC i s  t o  b u i l d  t h e  o w n e r s h i p  o f  i n ­

come p r o d u c i n g  c a p i t a l  i n t o  A l a s k a n  r e s i d e n t s .  GSOCs, be  F e d ­

e r a l  l a w ,  c o n f e r  a h i g h  d e g r e e  o f  p r i v a t e  p r o p e r t y  upon  t h e i r  

s h a r e h o l d e r s  i n a s m u c h  a s  t h e y  w i l l  e f f e c t i v e l y  be  r e q u i r e d  t o  

pay  o u t  90% o f  t h e i r  n e t  incom e i n  d i v i d e n d s  e a c h  y e a r .  T h i s  

g i v e s  t h e  "wages  o f  c a p i t a l "  r e p r e s e n t e d  by AGSOC s t o c k  some­

t h i n g  o f  t h e  c h a r a c t e r  o f  p r i v a t e  p r o p e r t y  e n j o y e d  by  t h e  wages  

o f  l a b o r :  They a r e  p a i d  p e r i o d i c a l l y  a n d  d e p e n d a b l y ,  i f  e a r n e d .

K e l s o  & Co. recommends  a f a r - r a n g i n g  e d u c a t i o n a l  a n d  com m unica ­

t i o n s  p r o g ra m  b e tw e e n  AGSOC dnd  i t s  s h a r e h o l d e r s  t o  e n c o u r a g e  

them t o  n o t  s e l l  t h e i r  AGSOC s h a r e s ,  a n d  t o  l o o k  t o  th em  a s  a 

s o u r c e  o f  in c o m e .

K e l s o  & Co. a l s o  recommends  t h a t  q u a r t e r l y  v a l u a t i o n s  o f  

AGSOC s h a r e s  be made an d  t h a t  t h i s  i n f o r m a t i o n  be  made a v a i l a b l e ,  

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

h o l d e r s .  P r e s u m a b l y ,  t h e r e f o r e ,  i n  a  f r e e  i n v e s t o r  m a r k e t ,  t h e  

e x p e r t  a p p r a i s a l  o f  i n d e p e n d e n t  p r o f e s s i o n a l  a p p r a i s e r s  w i l l  i n ­

f l u e n c e  t h e  p r i c e  a t  w h ic h  s h a r e s  o f  AGSOC s t o c k  a r e  t r a d e d .

The investor interest of buyers should dominate such a m a rket  

and it should be r e l a t i v e l y  free of speculator interest.
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T h e  G o v e r n a n c e  o f  A G S O C

A s  a  p r i v a t e  b u s i n e s s  c o r p o r a t i o n ,  A G SO C ,  i t  i s  r e c o m m e n d e d ,  

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

f e s s i o n a l s  a v a i l a b l e  a n d  a  B o a r d  o f  D i r e c t o r s  o f  w h i c h  a  m a j o r ­

i t y  w o u l d  b e  A l a s k a  r e s i d e n t s .  B e c a u s e  i t  w o u l d  b e  o w n e d  i n i ­

t i a l l y  b y  a l l  r e s i d e n t s  o f  A l a s k a ,  i t  c o u l d  p r o p e r l y  e n j o y  f i n a n ­

c i a l  s u p p o r t  o f  t h e  S t a t e  o r  i t s  a g e n c i e s  i n  a  n u m b e r  o f  w a y s .

I t  c o u l d  r e c e i v e ,  i f  a u t h o r i z e d  b y  t h e  L e g i s l a t u r e ,  a  l o a n  o r  

g u a r a n t y  o f  a  l o a n  o f  s t a r t - u p  f u n d s  t o  e n a b l e  i t  t o  o r g a n i z e ,  

h i r e  p r o f e s s i o n a l  m a n a g e m e n t ,  p a y  d i r e c t o r s '  f e e s ,  n e g o t i a t e  f o r  

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

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

a u t h o r i z e d ,  b y  t h e  S t a t e ,  o r  r e c e i v e  S t a t e  g u a r a n t y  o r  g u a r a n t y  

b y  a  S t a t e  a g e n c y .

T h e r e  i s  n o  l i m i t  o n  t h e  n u m b e r  o r  a m o u n t  o f  a s s e t s  w h i c h  

AGSOC c o u l d  a c q u i r e  u n d e r  t h e  r e c o m m e n d a t i o n s  h e r e i n  s e t  f o r t h .  

W h i l e ,  w i t h  t h e  p a s s a g e  o f  t i m e ,  t h e r e  w i l l  b e  a  g r o w i n g  n u m b e r  

o f  A l a s k a  r e s i d e n t s  w h o  d i d  n o t  m e e t  t h e  e l i g i b i l i t y  t e s t  a t  t h e  

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

i n  a s  s h a r e h o l d e r s  t h r o u g h  t h e  i s s u a n c e  o f  a d d i t i o n a l  s t o c k .

R e c o m m e n d e d  d r a f t s  o f  A r t i c l e s ,  B y - L a w s ,  a n d  g e n e r a l  r e c o m ­

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

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

a n d  t h e  F  d e r a l  c o n s t i t u t i o n a l  p r o v i s i o n s  a f f e c t i n g  A l a s k a  GSOC 

a r e  a l s o  i n c l u d e d  i n  t h e  r e p o r - . T h e  p r o p o s e d  B i l l  w o u l d  e l i m i ­

n a t e  r e g u l a t i o n  u n d e r  S t a t e  s e c u r i t i e s  l a w  a s  u n n e c e s s a r y .  S t a t e  

c o n s t i t u t i o n a l  q u e s t i o n s  h a v e  b e e n  r e f e r r e d  t o  t h e  A l a s k a  A t t o r n e y  

G e n e r a l ' s  o f f i c e  f o r  r e v i e w .
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S t a t e  P a r t i a l  G u a r a n t y  o f  A G S O C * s  P r o j e c t  F i n a n c i n g

P r o j e c t  f i n a n c i n g  f o r  AGSOC, w h e t h e r  f o r  t h e  a c q u i s i t i o n  

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

w i l l  e v o l v e  f ro m  a  r e q u e s t  f ro m  AGSOC t o  t h e  S t a t e  o f  A l a s k a .

The AGSOC B i l l  p r o v i d e s  t h a t  i f  t h e  L e g i s l a t u r e  d e t e r m i n e s  

t h a t  t h e  p a r t i a l  f i n a n c i n g  o r  t h e  g u a r a n t y  o f  f i n a n c i n g  f o r  

an  AGSOC p r o j e c t  i s  n e c e s s a r y  o r  d e s i r a b l e ,  a  s p e c i a l  e l e c t i o n  

( i f  a g e n e r a l  e l e c t i o n  i s  n o t  s c h e d u l e d  t o  b e  h e l d  w i t h i n  

s i x t y  d a y s )  w i l l  be  s c h e d u l e d  f o r  v o t e r  a p p r o v a l .

The F u t u r e  o f  AGSOC

C e r t a i n l y  g r e a t  c a r e  i n  t h e  e s t a b l i s h m e n t  o f  AGSOC i s  w a r ­

r a n t e d .  At t h e  same t i m e ,  i t  n e e d s  t o  b e  r e c o g n i z e d  t h a t  t h e  o l d  

t e c h n i q u e s  o f  b u s i n e s s  f i n a n c e ,  by w h i c h  t h e  a l r e a d y  r i c h  a r e  

c o n s t a n t l y  made s t i l l  r i c h e r ,  a r e  d e e p l y  e n t r e n c h e d ,  a n d  w i l l  

t a c i t l y  i n s i s t  upon  t h e  d i v i n e  r i g h t  o f  t h e  r i c h  t o  g e t  r i c h e r ,  

an d  t h e  n o n e x i s t e n t  r i g h t  o f  t h e  p o o r  t o  g e t  r i c h e r .  So t h e  

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

a t t e m p t  t o  c h a n g e  t h e  c o u r s e  o f  A m e r ic a n  e c o n o m ic  h i s t o r y ,  and  

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

m in d s  o f  a l l  c o n c e r n e d .  The o w n e r s h i p  o f  p r o d u c t i v e  c a p i t a l  by 

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

t h e  n o n - o w n e r s h i p  o f  p r o d u c t i v e  c a p i t a l  by  t h e  95% o f  s u c h  c o n ­

sum er  u n i t s ,  co m b in ed  w i t h  t h e i r  p r e s e n t  p r a c t i c a l  i n a b i l i t y  t o  

a t t a i n  s u c h  o w n e r s h i p ,  i s  t h e  w e a k n e s s  t h a t  i n s u r e s  t h e  c o l l a p s e



e i t h e r  o f  p o l i t i c a l  f r e e d o m ,  o r  o f  e c o n o m ic  s t a b i l i t y  i n  a l l  

m a r k e t  e c o n o m ie s  o f  t h e  w o r l d .  The p r o p o s a l  h e r e  u n d e r  d i s c u s ­

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

n o t  a n o t h e r  f e e b l e  s t a b  a t  t h e  symptoms o r  e f f e c t s  o f  p o v e r t y .

G e n e r a l  E x p l a n a t i o n  o f  t h e  G e n e r a l  S t o c k  O w n e r sh ip  P r o v i s i o n s  

o f  t h e  Revenue  A c t  o f  1978

The R eve nue  A c t  o f  1978 p r o v i d e s  incom e t a x  a d v a n t a g e s  t o  

s p e c i a l l y  c h a r t e r e d  c o r p o r a t i o n s  w h ic h  a r e  b r o a d l y  ow ned .  T h e s e  

c o m p a n i e s ,  known a s  G e n e r a l  S t o c k  O w n e r s h ip  C o r p o r a t i o n s ,  w i l l  

be exem pt  f ro m  t h e  c o r p o r a t e  incom e t a x  w h ic h  may be  a s  h i g h  a s  

48%. T h ro u g h  t h i s  l e g i s l a t i o n  C o n g r e s s  h o p e s  t o  e n c o u r a g e  b r o a d ­

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

income a s  a  s u b s t i t u t e  f o r  t r a n s f e r  p a y m e n t s .  G e n e r a l  S t o c k  

O w n e r sh ip  C o r p o r a t i o n s  a r e  t o  b e  p r i v a t e l y  owned a n d  m a n ag e d ,  

b u t  t o  i n s u r e  t h a t  a l l  o f  a  s t a t e ' s  c i t i z e n s  h a v e  an  o p p o r t u n i t y  

t o  become s h a r e h o l d e r s ,  F e d e r a l  law  r e q u i r e s  t h a t  e a c h  c o r p o r a ­

t i o n  be  s e p a r a t e l y  a u t h o r i z e d  by t h e  S t a t e  L e g i s l a t u r e  o r  by 

r e f e r e n d u m  p r i o r  t o  J a n u a r y  1 ,  1 9 8 4 .  F o r  p u r p o s e s  o f  i d e n t i f i ­

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

i z e d  i n  A l a s k a  " A la s k a  G e n e r a l  S t o c k  O w n e r s h ip  C o r p o r a t i o n "  o r  

"AGSOC" f o r  s h o r t .

C h a r t e r  P r o v i s i o n s

S p e c i a l  c h a r t e r  p r o v i s i o n s  a r e  r e q u i r e d  f o r  a company t o  

q u a l i f y  a s  a  GSOC u n d e r  t h e  new F e d e r a l  l a w .  To a s s u r e  b r o a d  

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

c l a s s  o f  s t o c k  d i s t r i b u t e d  t o  e a c h  " q u a l i f i e d  r e s i d e n t "  who d o e s
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n o t  e l e c t  a g a i n s t  r e c e i v i n g  t h e  s t o c k  w i t h i n  o n e  y e a r  o f  i s s u ­

a n c e .  C o r p o r a t i o n s ,  t r u s t s ,  p a r t n e r s h i p s  a n d  o t h e r  o r g a n i z a t i o n s  

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

s o n s .  T r a n s f e r s  o f  t h e  i n i t i a l l y  i s s u e d  s t o c k  m u s t  b e  r e s t r i c t e d  

a n d  m a y  n o t  o c c u r  b e f o r e  t h e  e a r l i e s t  o f  ( 1 ) t h e  d a t e  f i v e  y e a r s  

f r o m  t h e  d a t e  o f  i s s u e ,  ( 2 )  d e a t h  o f  t h e  s h a r e h o l d e r ,  o r  ( 3 )  t h e  

s h a r e h o l d e r ' s  e m i g r a t i o n  f r o m  A l a s k a .  I n  a d d i t i o n ,  n o  s h a r e ­

h o l d e r  m a y  o w n  o r  a c q u i r e  m o r e  t h a n  t e n  s h a r e s  o f  GSOC s t o c k .

GSOC I n v e s t m e n t s

GSOC i n v e s t m e n t s  a r e  s u b j e c t  t o  o n l y  t w o  l i m i t a t i o n s .  A 

GSOC m a y  n o t  o w n  m o r e  t h a n  2 0%  o f  t h e  s t o c k  i n  a n o t h e r  c o r p o r a ­

t i o n  a n d  i t  m a y  n o t  u s e  t h e  p o w e r  o f  c o n d e m n a t i o n  t o  a c q u i r e  a  

b u s i n e s s  i n v e s t m e n t  f r o m  a n  u n w i l l i n g  s e l l e r .  T h e  F e d e r a l  l a w  

d o e s  n o t  o t h e r w i s e  l i m i t  t h e  n a t u r e  o f  a  G S O C ' s  b u s i n e s s  n o r  t h e  

e x t e n t  o f  i t s  o p e r a t i o n s  w i t h i n  t h e  s t a t e  o f  i t s  i n c o r p o r a t i o n .  

H o w e v e r ,  f r o m  a  t a x  s t a n d p o i n t ,  i n v e s t m e n t  b y  a  GSOC i n  s t o c k  

o f  o t h e r  c o r p o r a t i o n s  d e f e a t s  t h e  s p e c i a l  t a x  a d v a n t a g e s  o f f e r e d  

GSOCs  b e c a u s e  t h e  i n c o m e  o f  t h e  s u b s i d i a r y  c o r p o r a t i o n ,  u n l i k e  

t h e  i n c o m e  o f  t h e  G SO C ,  i s  s u b j e c t  t o  F e d e r a l  c o r p o r a t e  i n c o m e  

t a x .

T a x a t i o n  o f  GSOC

I f  AGSOC m e e t s  t h e  r e q u i r e m e n t s  o f  F e d e i a l  l a w ,  i t  m a y  e l e c t  

t o  b e  t a x e d  a s  a  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n .  T h i s  e l e c ­

t i o n  m a y  n o t  b e  r e v o k e d  w i t h o u t  c o n s e n t  o f  t h e  S e c r e t a r y  o f  t h e

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

c o m e  t a x e s .  I n s t e a d ,  t h e  s h a r e h o l d e r s  r e p o r t  t h e i r  p r o p o r t i o n a t e
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s h a r e  o f  A G S O C ' s  i n c o m e  o n  t h e i r  p e r s o n a l  t a x  r e t u r n s .

I n c o m e  ( o r  l o s s )  i s  c o m p u t e d  b y  t h e  GSOC i n  t h e  s a m e  m a n n e r  

a s  o t h e r  c o r p o r a t i o n s ,  e x c e p t  t h a t  t h e  GSOC i s  n o t  e l i g i b l e  f o r  

t h e  d i v i d e n d  r e c e i v e d  d e d u c t i o n  n o r  a n y  t a x  c r e d i t s .  C r e d i t  

a d j u s t m e n t s  b y  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  a r e  t r e a t e d  a s  i n ­

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

t h e y  a r e  f i n a l l y  a g r e e d  u p o n .

T h e  GSOC r e c e i v e s  s p e c i a l  t r e a t m e n t  w i t h  r e s p e c t  t o  n e t  

l o s s e s ,  s h o u l d  a n y  o c c u r ,  a n d  i n v e s t m e n t  t a x  c r e d i t s .  N e t  l o s s e s  

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

a n  o f f s e t  t o  f u t u r e  i n c o m e  f o r  t e n  y e a r s .  I n v e s t m e n t  t a x  c r e ­

d i t s  a r e  t r e a t e d  i n  a  c o m p a r a b l e  m a n n e r  t o  i n c o m e  a n d  p r o r a t e d  

t o  t h e  s h a r e h o l d e r s  a s  a  c r e d i t  o n  a n  a n n u a l  b a s i s .  N e t  r e c a p ­

t u r e  o f  i n v e s t m e n t  t a x  c r e d i t  w i l l  b e  t r e a t e d  a s  p r o r a t e d  a d d i ­

t i o n a l  t a x  l i a b i l i t y  t o  s h a r s h o l d e r s .

F o r  t a x  p u r p o s e s ,  t h e  GSOC i s  r e q u i r e d  t o  u s e  a n  O c t o b e r  

3 1 s t  f i s c a l  y e a r  e n d  a n d ,  i n  a d d i t i o n  t o  f i l i n g  a n  i n f o r m a t i o n  

r e t u r n  w i t h  t h e  I R S  o n  c o r p o r a t e  o p e r a t i o n s ,  i t  m u s t  p r o v i d e  a  

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

a n d  t a x  c r e d i t s  f o r  t h e  y e a r .

T a x a t i o n  o f  S h a r e h o l d e r s

S h a r e h o l d e r s  o f  t h e  GSOC r e p o r t  o n  t h e i r  p e r s o n a l  i n c o m e  

t a x  r e t u r n s  t h e i r  s h a r e  o f  GSOC i n c o m e  f o r  t h e  GSOC y e a r  e n d i n g  

w i t h i n  t h e  t a x a b l e  y e a r  f o r  w h i c h  t h e y  a r e  f i l i n g  a  r e t u r n .

T h i s  i n c o m e  w i l l  b e  t r e a t e d  a s  " o r d i n a r y  i n c o m e "  f o r  t a x  p u r p o s e s  

a n d  w i l l  n o t  b e  e l i g i b l e  f o r  t h e  $ 1 0 0 . 0 0  d i v i d e n d  e x c l u s i o n  o r  

t h e  m a x im u m  t a x  o n  e a r n e d  i n c o m e .  I f  a  s h a r e h o l d e r  d i s p o s e s  o f
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h i s  s t o c k  d u r i n g  t h e  y e a r ,  t h e  in co m e  o f  t h e  GSOC w i l l  be  p r o ­

r a t e d  t o  him on a  d a i l y  b a s i s .  The s h a r e h o l d e r  w i l l  i n c r e a s e  

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

s a l e  b y  t h e  am ount  o f  GSOC incom e a t t r i b u t e d  t o  him an d  r e d u c e d  

by t h e  a m oun t  o f  c a s h  d i s t r i b u t i o n s  r e c e i v e d  by him f ro m  t h e  

GSOC.

S i n c e  t h e  s h a r e h o l d e r s  o f  t h e  c o r p o r a t i o n  r e p o r t  t h e i r  p r o  

r a t a  s h a r e  o f  c o r p o r a t e  incom e o n  t h e i r  p e r s o n a l  r e t u r n s  a n d  a r e  

t a x e d  o n  t h a t  a m o u n t ,  d i s t r i b u t i o n s  o f  c a s h  f ro m  t h e  c o r p o r a t i o n  

a r e  g e n e r a l l y  t a x  f r e e .  D i s t r i b u t i o n s  g r e a t e r  t h a n  t h e  am oun t  o f  

p r o r a t e d  t a x a b l e  incom e w h ic h  t h e  s h a r e h o l d e r  r e p o r t e d  w i l l  f i r s t  

be t r e a t e d  a s  n o n t a x a b l e  t o  t h e  e x t e n t  o f  t h e  s h a r e h o l d e r ' s  b a s i s  

i n  h i s  s t o c k  a n d  t h e n  t h e  b a l a n c e  w i l l  b e  t a x e d  a t  c a p i t a l  g a i n s  

r a t e s .

I n  o r d e r  t o  a s s u r e  t h a t  s h a r e h o l d e r s  h a v e  s u f f i c i e n t  c a s h  on 

hand t o  p a y  t a x e s  g e n e r a t e d  b y  t h e i r  p r o  r a t a  s h a r e  o f  GSOC t a x ­

a b l e  i n c o m e ,  t h e  GSOC i s  r e q u i r e d  t o  d i s t r i b u t e  90% o f  i t s  t a x ­

a b l e  incom e by J a n u a r y  3 1 s t  e a c h  y e a r .  I f  t h e  c o r p o r a t i o n  f a i l s  

t o  co m p ly  w i t h  t h i s  r e q u i r e m e n t ,  t h e  c o r p o r a t i o n  i t s e l f  w i l l  be  

s u b j e c t  t o  a t a x  e q u a l  t o  20% o f  t h e  d i f f e r e n c e  b e t w e e n  w h a t  s h o u l d  

hav e  b e e n  d i s t r i b u t e d  a n d  w h a t  a c t u a l l y  was d i s t r i b u t e d .

To a s s u r e  a y m en t  o f  t a x e s  by s h a r e h o l d e r s ,  t h e  GSOC i s  

r e q u i r e d  t o  w i t h h o l d  an d  p a y  t o  t h e  T r e a s u r y  25% o f  e a c h  d i s t r i ­

b u t i o n .  T h i s  w i t h h e l d  am ount  i s  t r e a t e d  j u s t  l i k e  t h e  p a y r o l l  

w i t h h o l d i n g  on  s a l a r y  c h e c k s .  The f u l l  am o u n t  w i t h h e l d  i s  a 

d o l l a r  f o r  d o l l a r  c r e d i t  a g a i n s t  in co m e  t a x e s  d u e  a t  t h e  end  o f  

t h e  y e a r .  I t  i s  s i m p l y  a  p r e p a y m e n t  o f  t a x e s  t o  a s s u r e  t h a t  a 

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



f a i l e d  t o  s e t  a s i d e  a n  a m o u n t  f ro m  h i s  GSOC d i s t r i b u t i o n s  t o  

c o v e r  h i s  t a x e s .  I n d i v i d u a l s  who a r e  n o t  r e q u i r e d  t o  p ay  t a x e s  

( b e c a u s e  o f  i n s u f f i c i e n t  o r  t a x  ex e m p t  incom e)  may a v o i d  t h e  

w i t h h o l d i n g  o n  t h e i r  GSOC d i s t r i b u t i o n s .
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THE ECONOMIC REASONING SUPPORTING ADOPTION BY THE LEGISLATURE 
OF THE STATE OF ALASKA OF ENABLING LEGISLATION DIRECTING THE 
ESTABLISHMENT OF A GENERAL STOCK OWNERSHIP CORPORATION FOR THE 
PURPOSE OF FACILITATING THE BUILDING OF CAPITAL OWNERSHIP INTO 

EVERY ALASKAN CITIZEN IN THE COURSE OF DEVELOPMENT OF THE
NATURAL RESOURCES OF ALASKA

E v e r y w h e r e  t h e  r e a l i z a t i o n  i s  g r o w i n g  t h a t  s o m e t h i n g  b a s i c  

i n  m o d e rn  s o c i e t y  i s  r a d i c a l l y  w ro n g ;  t h a t  i n  t h e  w o rd s  o f  Pope  

P a u l ' s  e c o n o m ic  e n c y c l i c a l  o f  a  d e c a d e  o r  so  a g o ,  "The w o r l d  i s  

s i c k . "  T h i s  a s s e s s m e n t  a p p l i e d  t o  t h e  U .S .  economy by f o r m e r  

C h a i rm a n  o f  t h e  F e d e r a l  R e s e r v e  B o ard  who, b e f o r e  l e a v i n g  t h a t  

o f f i c e ,  o b s e r v e d ,  "The o l d  r u l e s  do n o t  seem t o  w ork  t o d a y . "

The m o s t  o b v i o u s  symptom o f  t h i s  s i c k n e s s  i s  t h e  a c c e l e r a t i n g  

t e n d e n c y  o f  t h e  r i c h  t o  g row  r i c h e r ,  a n d  o f  t h e  p o o r  t o  r e m a i n  

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

w h e re  s t a n d s  o u t ,  i t  d o e s  n o t  r e a d i l y  l e a d  i t s  v i c t i m s  t o  i d e n ­

t i f y  t h e  r e s p o n s i b l e  i n s t i t u t i o n s .  The v e r y  f a m i l i a r i t y  o f  i n ­

s t i t u t i o n s  m akes  them  i n v i s i b l e ;  t h e  e f f o r t s  o f  c r i t i c s  a n d  

r e f o r m e r s  a r e  i n v a r i a b l y  d e f l e c t e d  t o  w h a t  t h e y  c a n  s e e  —  symp­

tom s a n d  e f f e c t s .  T h i s  i s  w h a t  p r o m p t e d  T h o r e a u  t o  o b s e r v e :

" T h e r e  a r e  a  t h o u s a n d  h a c k i n g  a t  t h e  b r a n c h e s  o f  e v i l  t o  o n e  who 

i s  s t r i k i n g  a t  t h e  r o o t . "

The p r o p o s a l  o f  K e l s o  & C o . ,  I n c o r p o r a t e d  (K e l s o  & C o . )  i n ­

v o l v e s  an  a p p l i c a t i o n  o f  t h e  t h e o r y  o f  U n i v e r s a l  C a p i t a l i s m  o r  

T w o - F a c t o r  E c o n o m i c s ,  a s  i t  i s  c a l l e d  w i t h  e q u a l  p r o p r i e t y ,  t o  

t h e  d e v e l o p m e n t  o f  a  f i n a n c i a l  a n d  e co n o m ic  d e s i g n  f o r  a G e n e r a l  

S t o c k  O w n e r s h i p  C o r p o r a t i o n  (GSOC) f o r  t h e  S t a t e  o f  A l a s k a ,  

sh o w in g  t h e  e f f i c i e n c y  w i t h  w h ic h  a  p r o p e r l y  d e s i g n e d  GSOC f o r
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t h e  S t a t e  o f  A l a s k a  c a n  b u i l d  g e n e r a l  a f f l u e n c e  i n t o  a l l  A l a s k a n  

c i t i z e n s  o v e r  a  r e a s o n a b l y  b r i e f  s p a n  o f  t i m e .  I t  w i l l  l a y  b a r e  

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

l e s s  c o n c e n t r a t i o n  o f  w e a l t h  i n  a n  i n d u s t r i a l  s o c i e t y ;  i t  w i l l  

s h o w  h o w  t h e y  w o r k ,  h ow  t h e y  m a l f u n c t i o n  i n  t h e  e c o n o m y ,  a n d  h o w  

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

i n i i r e c t l y  r e l a t e d  t o  t h e s e  f a l s e  c o n c e p t s  a n d  d e f i c i e n t  i n s t i ­

t u t i o n s .

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

g e r i a l  a n d  e n g i n e e r i n g  p r e r e q u i s i t e s  f o r  p r o d u c i n g  g e n e r a l  a f f l u ­

e n c e  i s  o n l y  o n e  s y m p t o m  o f  t h e  w e a l t h  c o n c e n t r a t i o n  s y n d r o m e .  

L e s s  o b v i o u s ,  b u t  j u s t  a s  c a u s a l l y  c o n n e c t e d ,  a r e  m i s u s e  o f  t e c h ­

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

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

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

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

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

i r r e v e r s i b l e  a d v a n c e  t o w a r d  a  t o t a l i t a r i a n  s o c i e t y .

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

t h e  S t a t e  o f  A l a s k a ,  w i l l  d e m o n s t r a t e  t h a t  t h e  s p e c i f i c  m e c h a ­

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

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

I t  i s  a p p r o p r i a t e  h e r e  t o  a s k  w h y  s o c i e t y  h a s  s o  l o n g  t o l ­

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

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

y e a r s  o f  t h e  I n d u s t r i a l  R e v o l u t i o n .  Why h a v e  w e  i g n o r e d  t h e  

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

W hy ,  f o r  e x a m p l e ,  a r e  we s t i l l  p r e t e n d i n g  t o  b e l i e v e  t h a t
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l a b o r ' s  p r o d u c t i v i t y  i s  r i s i n g ?  T h a t  t e c h n o l o g y  c r e a t e s  t o i l ?  

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

" f u l l  e m p l o y m e n t "  i n  t h e  U n i t e d  S t a t e s  t o d a y ,  o r  i n  a n y  o t h e r  

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

e v e n  a n  a d e q u a t e  e c o n o m i c  g o a l ?

The e x p l a n a t i o n  for such m a s s i v e  intellectual dishonesty, 

we believe, is to be found in a simple but a n c ient m i s c o n c e p t i o n  

a bout how w e a l t h  is p r o d uced in the real phy si c a l  world. T r a n s­

mit t e d  t h r o u g h  g ener a t i o n s  of econ omists like a d e f e c t i v e  gene,
i

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

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

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

P a s t e u r ' s  e x p e r i m e n t a l  r e s e a r c h e s  c r u m b l e d  o r g a n i z e d  r e s i s t a n c e  

t o  t h e  g e r m  t h e o r y .

W h a t  t h e  d o c t r i n e  o f  s p o n t a n e o u s  g e n e r a t i o n  ( t h e  " h y p o t h e ­

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

t o  1 9 t h  C e n t u r y  m e d i c i n e ,  t h e  l a b o r  t h e o r y  o f  v a l u e  a n d  i t s  o f f ­

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

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

a r e  t o  2 0 t h  C e n t u r y  e c o n o m i c s .  T h e  n o t i o n  t h a t  l a b o r  i s  t h e  

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

v e n t i o n a l  e c o n o m i c  w i s d o m .  L a i s s e z - f a i r e ,  M a r x i a n  S o c i a l i s t  a n d  

K e y n e s i a n  t h e o r e t i c i a n s  a l l  t r e a t  t h e  p h y s i c a l  t h i n g s  t h a t  a r e  

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

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

l a n d  —  a s  i f  t h e y  w e r e  e x t e n s i o n s  o f  t h e  w o r k e r  h i m s e l f  ( t h e  

h a m m e r ,  a n  e x t e n s i o n  o f  t h e  h a n d ;  t h e  w h e e l ,  o f  t h e  f o o t ;  t h e  

c o m p u t e r ,  o f  t h e  b r a i n ) ,  o r  a s  i f  t h e y  w e r e  m a g i c  h e l p e r s  t h a t
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m i r a c u l o u s l y  i n c r e a s e d  l a b o r 1 s  p r o d u c t i v i t y ,  o r  a s  i f  t h e y  

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

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

we n e e d  n o t  c o n c e r n  o u r s e l v e s  w i t h  w h o  o w n s  w h a t  c a p i t a l  i n  t h e  

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

c o n c e n t r a t e d .

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

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

w i t h  t h e  p o w e r  t o  l a b o r ,  t h e  l a b o r  t h e o r y  o f  v a l u e  w a s  a t  l e a s t  

h a l f  a  t r u t h ;  t h e  e v e n t s  t h a t  w o u l d  e x p o s e  t h e  o t h e r ,  a n d  m o s t  

i m p o r t a n t ,  h a l f  h a d  n o t  y e t  o c c u r r e d .  B u t  w i t h  t h e  i n v e n t i o n  

o f  t h e  s p i n n i n g  j e n n y ,  t h e  N e w c o m e n  e n g i n e ,  a n d  t h e  p o w e r  l o o m ,  

a n d  h u n d r e d s  o f  o t h e r  n o n - h u m a n  p r o d u c e r s ,  t h e  n o n - h u m a n  f a c t o r  

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

r a p i d  c o n q u e s t  o f  t  i *  d o m a i n  o f  p r o d u c t i o n  o f  g o o d s  a n d  s e r v i c e s .  

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

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

T e c h n o l o g y  w a s  t h e  m o m e n t u m  b e h i n d  t h e  I n d u s t r i a l  R e v o l u t i o n ,  

b u t  p r e - i n d u s t r i a l  l a b o r c e n t r i c  c o n c e p t s  w e r e  n o t  a b l e  t o  p r o v i d e  

a  r a t i o n a l  p h i l o s o p h y  o f  t e c h n o l o g y ;  h e n c e ,  e n l i g h t e n e d ,  r e a l i s t i c  

h um an  g o a l s  l o g i c a l l y  c o n s i s t e n t  w i t h  t h e  t e n d e n c y  o f  t e c h n o l o g y  

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

t o i l  h a d  b e e n  o n l y  a  m e a n s .  N ow  i n  a n  i n d u s t r i a l  a g e  w h e r e  t e c h ­

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

I n s t e a d  o f  t o i l i n g  t o  l i v e ,  m a n  n ow  f i n d s  h i m s e l f  o b l i g e d  t o  

l i v e  t o  t o i l .  U n d e r  o n e - f a c t o r  e c o n o m i c  t h o u g h t ,  t e c h n o l o g y  

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

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

I n  h i s  g r e a t  q u a r r e . 1  w i t h  t h e  m e d i c a l  t r a d i t i o n a l i s t s  w h o  

u p h e l d  t h e  d o c t r i n e  o f  s p o n t a n e o u s  g e n e r a t i o n ,  L o u i s  P a s t e u r  

w r o t e  t h a t  " t h e  c h a r a c t e r i s t i c  o f  e r r o n e o u s  t h e o r i e s  i s  t h e  i m ­

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

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

h y p o t h e s e s  i n  o r d e r  t o  a c c o u n t  f o r  t h e m . "

F o r  t h e  p a s t  f o r t y - e i g h t  y e a r s ,  t h e  p u b l i c  e c o n o m i c  p o l i ­

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

s o p h y  a d v a n c e d  t o  j u s t i f y  t h e m ,  h a v e  b o r n e  w i t n e s s  t o  t h e  a c c u ­

r a c y  o f  P a s t e u r ' s  o b s e r v a t i o n ,  a n d  d e m o n s t r a t e d  t h e  t h e o r e t i c a l  

i n a d e q u a c y  o f  o n e - f a c t o r  e c o n o m i c  t h o u g h t .  A s  e x p e d i e n t s  a r e  

g r a f t e d  o n t o  e x p e d i e n t s ,  t h e  o f f i c i a l  e x p l a n a t i o n s  o f  r e a l i t y  

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

a r e  r e a c h e d  a n d  o v e r r e a c h e d ;  t h e  p r a c t i t i o n e r s  o f  t h e  c o n v e n ­

t i o n a l  w i s d o m  a r e  o b l i g e d  t o  s i d e - s t e p  r e a s o n  e n t i r e l y  a n d  r e ­

s o r t  t o  o p e n  i n t e l l e c t u a l  f r a u d .  I n  t h e  U n i t e d  S t a t e s ,  w h e r e  

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

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

o n e - f a c t o r  t h e o r i e s ,  t h e  F e d e r a l  G o v e r n m e n t  s p e n d s  a n  i n c a l c u ­

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

s k e p t i c a l  a n d  s u s p i c i o u s  p u b l i c  t h a t  p o l i c i e s  a n d  g o a l s  w h i c h  

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

t i v e  a n d  s o u n d .

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

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

n o n - r a t i o n a l  s o u r c e .  We b e l i e v e  t h a t  t h e  v i a b i l i t y  o f  t h e  l a b o r  

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



P r o c r u s t e a n  i n s t i t u t i o n s  b u i l t  u p o n  £ h e m  c a n  b e  t r a c e d  t c  t h e  

P u r i t a n  e t h i c  —  t h e  i d e a  t h a t  " i f  a n y  w o u l d  n o t  w o r k ,  n e i t h e r  

s h o u l d  h e  e a t . "  I n  e s s e n c e ,  t h e  P u r i t a n  e t h i c  i s  a  p r o d u c t i o n  

e t h i c . I t s  m e a n i n g  i s  t h a t  h u m a n  b e i n g s  o u g h t  t o  p r o d u c e  t h e  

e c o n o m i c  e q u i v a l e n t  o f  t h e  w e a l t h  t h e y  w i s h  t o  c o n s u m e . T h i s  

i n j u n c t i o n  i s  p h i l o s o p h i c a l l y ,  e c o n o m i c a l l y ,  a n d  m o r a l l y  s o u n d .  

E x p e r i e n c e  s h o w s  t h a t  m e n  h a t e  b e i n g  o b j e c t s  o f  c h a r i t y  j u s t  a s  

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

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

c o n s u m e ,  a n d  t o  r e c e i v e  t h e  w e a l t h  t h e y  p r o d u c e .  I n  a  p r e - i n d u s ­

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

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

m o u s  w i t h  t o i l .  T h e  M a r x i a n  e t h i c  i s  b a s e d  o n  t h e  i d e n t i c a l  

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

B u t  w h a t  w a s  p r a c t i c a l  c o m m on  s e n s e  a n d  m o r a l i s t i c a l l y  s o u n d  

i n  a  p r e - i n d u s t r i a l  e c o n o m y  b e c o m e s  n o n s e n s e  i n  a n  i n d u s t r i a l  

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

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

s t a t e m e n t  o f  t h e  r a t i o n a l e  o f  t h e  P u r i t a n  e t h i c  f o r  a  o n e - f a c t o r  

e c o n o m y  s i m p l y  w i l l  n o t  s u f f i c e  i n  a  t w o - f a c t o r  e c o n o m y ;  i t  d o e s  

n o t  a c c o m m o d a t e  i t s * I f  t o  t h e  c h a n g e d  f a c t s .  I n d e e d ,  a  p r i n c i p l e  

o f  u n q u e s t i o n e d  j u s t i c e  b e c o m e s  a  s o u r c e  o f  w o e f u l  i n j u s t i c e .

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

o l d e r  g e n e r a t i o n s  a r e  u n c o n s c i o u s l y  s e e k i n g  t o  m a k e  n e w  g e n e r a ­

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

o n  t h e m  a n d  t h e i r  p r e d e c e s s o r s .  T h e  p o e t  R o b e r t  F r o s t  u n d e r s t o o d  

t h e  i n t e n t ,  i f  n o t  t h e  m e c h a n i c s ,  o f  c o n v e n t i o n a l  e c o n o m i c  p o l i ­

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

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

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

e c o n o m y .  T h u s ,  a  o n e - f a c t o r  i n t e r p r e t a t i o n  o f  t h e  P u r i t a n  e t h i c  

t h r e a t e n s  t h e  v e r y  s o u r c e  o f  g e n e r a l  a f f l u e n c e .

I n s t i t u t i o n a l  r e n e w a l  a n d  r e f o r m ,  w e  b e l i e v e ,  m u s t  b e g i n  

w i t h  t h e  r e s t a t e m e n t  o f  t h e  P u r i t a n  e t h i c .  I f  i t s  m o r a l  e s s e n c e  

i s  n o t  t h a t  m en  a n d  w omen  s h o u l d  t o i l  f o r  t o i l ' s  s a k e ,  b u t  t h a t  

t h e y  s h o u l d  p r o d u c e  f o r  p r o d u c t i o n ' s  s a k e ,  t h e  q u e s t i o n  b e c o m e s :  

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

w e a l t h  i s  c h i e f l y  p r o d u c e d  b y  t h i n g s ?  A n  u p d a t e d  P u r i t a n  e t h i c  

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

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

p e r s o n a l  t o i l  ( i . e . ,  t h r o u g h  t h e i r  p r i v a t e l y  a n d  p e r s o n a l l y  o w n e d
t

l a b o r  p o w e r ) .  I n  t h e  e c o n o m i c  s e n s e ,  t h e  o w n e r  o f  a  s i g n i f i c a n t  

e q u i t y  i n t e r e s t  i n  a n  o i l  p i p e l i n e ,  o r  g a s  p i p e l i n e ,  o r  p e t r o ­

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

t h a n  t h e  m o s t  s k i l l e d  a n d  i n d u s t r i o u s  b l a c k s m i t h  i n  a  p r e - i n d u s ­

t r i a l  v i l l a g e .  M o d e r n  i n s t i t u t i o n s  m u s t  r e c o g n i z e  t h i s  p h y s i c a l  

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

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

t h e t i c a l  —  w h a t  s a n e  m a n ,  i n  r e a l  l i f e ,  s e e k s  t o  t o i l  f o r  g o o d s  

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

c h i n e s  a n d  p r o c e s s e s ?  M u c h  c l o s e r  t o  r e a l i t y  i s  t h e  h i s t o r i c a l  

f a c t  t h a t  h u m a n  s l a v e r y  p a r t i a l l y  o r i g i n a t e d  i n  m a n ' s  r e v u l s i o n  

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

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

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

l a b o r  a s  p u n i s h m e n t  f o r  c r i m e .

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

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

t o  d e s i g n  a  r a t i o n a l  e c o n o m i c  s y s t e m  f o r  a  t w o - f a c t o r  w o r l d .

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

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

o f  i t ,  a n d  t o  d e n y  t h e  j u s t  r e q u i r e m e n t s  o f  t h o s e  w h o  n e e d  t o  

ow n  i t  b u t  w h o  d o  n o t  h a v e  a n y  l e g i t i m a t e  m e a n s  o f  a c q u i r i n g  i t ;  

t o  s q u a n d e r  r e s o u r c e s ,  t a l e n t  a n d  h u m a n  l i v e s ;  t o  t h r o w  a w a y  

m a n ' s  o p p o r t u n i t y  f o r  p e a c e f u l ,  a f f l u e n t  l e i s u r e  i n  o u r  p o l i t i c a l  

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

h y p o c r i t i c a l  —  t o  r e c r e a t e  t h e  p r e - i n d u s t r i a l  s t a t e  o f  t o i l  

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

d e s t r o y .

N o t  t o i l ,  b u t  l e i s u r e ;  n o t  t h e  p i n n a c l e  a f f l u e n c e  w h i c h  h a s  

c h a r a c t e r i z e d  a l l  W e s t e r n  i n d u s t r i a l  s o c i e t i e s  t o  d a t e ,  b u t  g e n ­

e r a l  a f f l u e n c e  —  t h e s e  c l e a r l y  m u s t  b e  t h e  g o a l s  o f  a  r a t i o n a l  

a n d  f r e e  i n d u s t r i a l  e c o n o m y .  M o r e o v e r ,  o n c e  r e c o g n i z e d  a n d  a c ­

k n o w l e d g e d ,  t h e y  a r e  g o a l s  t h a t  a r e  e a s i l y  a c h i e v a b l e ,  a s ,  we  

b e l i e v e ,  t h e  A l a s k a  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  f e a s i b i ­

l i t y  s t u d y  s h o w s .

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

b u t  t h e  n o n - h u m a n  f a c t o r ,  i t  i s  n e c e s s a r y  t o  s t r u c t u r e  t h e  e c o ­

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

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

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

t o o l s ,  m a c h i n e s ,  s t r u c t u r e s ,  f a c i l i t i e s  a n d  p r o d u c t i v e  l a n d  t h a t
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p r o d u c e  w e a l t h ,  a n d  (under the i r r e f u t a b l e  S a y ' s  Lav/) s i m u l­

t a n e o u s l y  g e n e r a t e  e x a c t l y  e n o u g h  p u r c h a s i n g  p o w e r  to e n a b l e  

the p r o d u c e r s  to c o n s u m e  it. F o r  a l t h o u g h  t h e  " b o o m - b u s t "  

c y c l e s  c h a r a c t e r i s t i c  o f  i n d u s t r i a l  e c o n o m i e s  a r e  c a u s e d  by  

i n s u f f i c i e n t  p u r c h a s i n g  p o w e r  (this is t h e  d e f e c t  K e y n e s i a n  

r e d i s t r i b u t i o n  p u r p o r t s  to c o r r e c t ) , t h e  p h y s i c a l  f a c t  is t h a t  

e v e r y  p r o d u c t i o n  c o s t  in a m a r k e t  e c o n o m y  is t h e  i n c o m e  o f  s o m e  

p a r t i c i p a n t  in p r o d u c t i o n .  Thus, t h e r e  c o u l d  1 a no p h y s i c a l  

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

m a d e  a v i a b l e  p r o d u c t i v e  i n p u t  a n d  r e c e i v e d  the i n c o m e  its i n p u t  

pr o d u c e d .

T h e  t e c h n i q u e s  i n v o l v e d  i n  t h e  G e n e r a l  S t o c k  O w n e r s h i p  P l a n  

a r e  t e c h n i q u e s  for c o n n e c t i n g  e v e r y  h o u s e h o l d  in the e c o n o m y  

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

cin g  m e t h o d s  t h a t  m a k e  s t o c k h o l d e r s  o f  a l l  A l a s k a n  r e s i d e n t s ,  

s u c h  a s  t h e  A l a s k a  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n .  Today, 

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

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

is c o n c e n t r a t e d  in no m o r e  t h a n  t h e  top f i v e  p e r c e n t  o f  U.S. 

f a m i l i e s .  C o n v e n t i o n a l  b u s i n e s s  f i n a n c e  o p e r a t e s  to s h r i n k  the 

p r o p r i e t a r y  b a s e  even fu r t h e r .  F i n a n c i n g  m e t h o d s ,  s u c h  a s  the 

E m p l o y e e  S t o c k  O w n e r s h i p  P l a n  ( E S O P ) , t h e  C o n s u m e r  S t o c k  O w n e r­

sh i p  P l a n  ( C S O P ) , a n d  the G e n e r a l  S t o c k  O w n e r s h i p  Pl a n  ( G S O P ) , 

d e v e l o p e d  b y  K e l s o  & Co., I n c o r p o r a t e d ,  f i n a n c e  c a p i t a l  o w n e r s h i p  

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

I
or c h a n g e s  in the o w n e r s h i p  o f  c a p i t a l  a s s e t s .  T h u s  f i n a n c i n g  

t e c h n i q u e s  e m p l o y i n g  t w o - f a c t o r  e c o n o m i c  p r i n c i p l e s  c r e a t e  new 

c a p i t a l  o w n e r s  s i m u l t a n e o u s l y  v/ith n e w  p r o d u c t i v e  po w e r ,  a n d  c a n
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c r e a t e  b r o a d e r  i n d i v i d u a l  o w n e r s h i p  in c o n n e c t i o n  w i t h  t r a n s f e r s  

of o w n e r s h i p  f r o m  o n e  e n t i t y  to ano t h e r .

N e w  p r o d u c t i v e  p o w e r  is a n  a b s o l u t e  r e q u i s i t e  f o r  g e n e r a l  

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

of p o l i t i c i a n s  a n d  e c o n o m i s t s  to t h e  c o n t r a r y  —  no  e c o n o m y  in 

the w o r l d  t o d a y  is p h y s i c a l l y  c a p a b l e  of  p r o v i d i n g  a n  a f f l u e n t  

s t r e a m  o f  g o o d s  a n d  s e r v i c e s  to all the p e o p l e  in  it, a l t h o u g h  

the p o t e n t i a l  p h y s i c a l  c a p a c i t y  to do so t h r o u g h  a c c e l e r a t e d  

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

is p r e s e n t  in  m o s t  o f  t h e  w o r l d ' s  e c o n o m i e s .  T h e  " a f f l u e n t  

e c o n o m y "  of  t h e  U n i t e d  States, w e  f l a t l y  a s s e r t ,  is i l l u s o r y .

But t h e  U n i t e d  S t a t e s ,  C a n a d a  a n d  m o s t  o f  t h e  W e s t e r n  e c o n o m i e s  

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

p r o d u c e  g e n e r a l  a f f l u e n c e  w i t h i n  a s p a c e  of  two d e c a d e s  o r  so, 

a n d  so d o e s  t h e  S t a t e  of  A l a s k a .  T h e  l i m i t a t i o n s  t h a t  b i n d  

t h e m  ;now a r e  n o t  p h y s i c a l ,  but i n s t i t u t i o n a l .  W h a t  is l a c k i n g  

is a n  e c o n o m i c  s y s t e m  b u i l t  o n  the r a t i o n a l e  o f  t w o - f a c t o r  c o n­

c e p t s  t h a t  w o u l d  b u i l d  the e c o n o m i c  p o w e r  of t h e  p e o p l e  to c o n­

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

e c o n o m i e s  to p r o d u c e  a n d  d i s t r i b u t e  a l e v e l  of g o o d s  a n d  s e r­

v i c e s  e q u i v a l e n t  to g e n e r a l  a f f l u e n c e .

In t o d a y ' s  i l l o g i c a l  e c o n o m i e s ,  the c o r p o r a t e  s e c t o r  p u t s  

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

c o m e  it w i l l  p r o d u c e  to the a l r e a d y  a f f l u e n t  f e w  w h o  p e r f o r c e  

m u s t  i n v e s t  it, r a t h e r  th a n  to the many, w h o  p e r f o r c e  w o u l d  

s p e n d  it o n  m u c h - n e e d e d  c o n s u m e r  g o o d s  a n d  s e r v i c e s ,  a n d  in so 

d o i n g ,  f u l l y  c l o s e  t h e  p r o d u c t i o n - c o n s u m p t i o n  c i r c u i t .  Thus, 

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

- 24 -



d i s t r i b u t i o n  b y  g o v e r n m e n t  a n d  o r g a n i z e d  p o w e r  b l o c s  in the 

p r i v a t e  s e c t o r  (with t h e  b l e s s i n g  o f  g o v e r n m e n t )  a n d  t h r o u g h  

that d e l u s i v e  d o c t r i n e ,  fu l l  e m p l o y m e n t .  S i n c e  t h e  c o r p o r a t e  

s e c t o r  p r o d u c e s  87% o f  n o n - a g r i c u l t u r a i , n o n - g o v e r n m e n t a l  g o o d s  

a n d  s e r v i c e s ,  it a l s o  g e n e r a t e s  87% o f  the e c o n o m y ' s  p u r c h a s i n g  

power. In n o t  s t r u c t u r i n g  the i n v i s i b l e  s e c t o r  o f  c o r p o r a t e  

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

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

o n e - h a l f  o f  its p r i m e  r e s p o n s i b i l i t y  a n d  o p p o r t u n i t i e s .  In so 

doi n g ,  it is s p e a r h e a d i n g  t h e  d e s t r u c t i o n  o f  p r i v a t e  p r o p e r t y  

in the A m e r i c a n  e c o n o m y ,  a n d  h a s t e n i n g  the t o t a l i t a r i a n  s o c i e t y  

in w h i c h  the c o r p o r a t i o n  w i l l  s e r v e  a s  the w e l f a r e  a r m  o f  the 

state. T h e  A l a s k a  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  c a n  c o r­

rec t  this for A l a s k a n s ,  b e g i n n i n g  in a v e r y  s h o r t  time.

T h e  p r o p o s e d  G S O P  f o r  A l a s k a  s h o u l d  a p p e a l  to the t h r e e  

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

me n t  —  to b e g i n  n o w  to p l a n  an  e c o n o m y  in w h i c h  e v e r y  f a m i l y  

has the o p p o r t u n i t y  to p r o d u c e  w e a l t h  in a w a y  c o m p a t i b l e  w i t h  

a t e c h n o l o g i c a l l y  a d v a n c e d  e c o n o m y :  t h r o u g h  e m p l o y m e n t  (to the

e x t e n t  the l e g i t i m a t e  d e m a n d  for e m p l o y m e n t  h a s  n o t  b e e n  t e c h n o­

l o g i c a l l y  e l i m i n a t e d ) , a n d  t h r o u g h  its p r i v a t e  o w n e r s h i p  of  the 

n o n - h u m a n  f a c t o r  o f  p r o d u c t i o n .  T h i s  is w h a t  the t e c h n i q u e s  of 

t w o - f a c t o r  f i n a n c i n g  a r e  d e s i g n e d  to a c c o m p l i s h .  T h r o u g h  u p­

d a t i n g  the P u r i t a n  e t h i c  to c o n f o r m  to the t e c h n o l o g i c a l  f acts 

of p r o d u c t i o n ,  w e  w o u l d  b e  r e n e w i n g  o u r  i n s t i t u t i o n s  in the 

spi r i t  of  t h e  A m e r i c a n  id e a l ,  r a t h e r  t h a n  s e eking, a s  do the 

p r o p o n e n t s  o f  t h e  N e g a t i v e  I n c o m e  Tax, the G u a r a n t e e d  A n n u a l  

Income, a n d  s i m i l a r  sc h e m e s ,  to r e p e a l  the u n d e r l y i n g  e t h i c a l
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law. For A m e r i c a n  p o l i t i c a l  i n s t i t u t i o n s  a s s u m e  a c i t i z e n r y  

w h i c h  is e c o n o m i c a l l y  i n d e p e n d e n t  a n d  p r o d u c t i v e .  T h e  F o u n ^ x n g  

F a t h e r s  k n e w  t h a t  f r e e d o m  is i n s e p a r a b l e  f r o m  p r o p e r t y .  O n  

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

i n s p i r a t i o n  to all m a n k i n d .

T h e  S t a t e  o f  A l a s k a  h a s  b e f o r e  it t h e  o p p o r t u n i t y  to l e a d  

ou r  n a t i o n  a n d  the w o r l d  t h r o u g h  e c o n o m i c  c h a n g e  t h a t  w o u l d  

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

si g n e d  to p r o v i d e  e f f e c t i v e  e c o n o m i c  o p p o r t u n i t y  to the m a n y  in 

an i n d u s t r i a l i z e d  w o r l d  —  a n d  to do it b e f o r e  t i m e  a n d  h o p e  

run out.



STOCK AND FINANCING MATTERS

M A R K E T  A S P E C T S

W e  r e c o m m e n d  t h a t  A G S O C  be a p r i v a t e  c o m p a n y  as 

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

for its f i r s t  five y e a r s  o f  e x i s t e n c e .  E v e n  t h r o u g h  A G S O C  

w i l l  ha v e  some 4 0 0 , 0 0 0  s h a r e h o l d e r s ,  t h e r e  are a n u m b e r  of 

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

w o u l d  be p r e f e r a b l e  to t h a t  o f  a p u b l i c l y - t r a d e d  s e c u r i t y .  

F i r s t l y ,  the F e d e r a l  G S O C  l e g i s l a t i o n  p l a c e s  c o n s i d e r a b l e  

r e s t r i c t i o n s  o n  the t r a n s f e r a b i l i t y  o f  s h a r e s  d u r i n g  the 

first f i v e  years. S e c o n d l y ,  the r e q u i r e m e n t  o f  the F e d e r a l  

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

p r o h i b i t  the o w n e r s h i p  of  s h a r e s  b y  b r o k e r - d e a l e r s  r e q u i r e d  

for o v e r - t h e - c o u n t e r  t y p e  t r a d i n g  t r a n s a c t i o n s .  Th i r d ,  the 

un i t  o f  t r a d i n g  in s e c u r i t y  m a r k e t s  g e n e r a l l y  is 100 shares, 

yet in the c a s e  of A G S O C  o n l y  o n e  s h a r e  w i l l  be i s s u e d  t o  

e a c h  e l i g i b l e  s h a r e h o l d e r .  W h i l e  t h i s  is n o t  an  i n s u r m o u n t­

abl e  o b s t a c l e ,  it p r e s e n t s  u n i q u e  p r o b l e m s  if a p u b l i c  m a r ­

ket  w e r e  to be e s t a b l i s h e d .  F o u r t h ,  the c o n c e p t  of  A G S O C  

is as a l o n g - t e r m  i n v e s t m e n t ,  r a t h e r  t h a n  a s h o r t - t e r m  o r

t r a n s i t o r y  t y p e  of c o m m i t m e n t .  F i f t h ,  o w n e r s h i p  o f  s h a r e s

/
is r e s t r i c t e d  t o  r e s i d e n t s  o f  A l a s k a ,  l i m i t i n g  t h e  a b i l i t y  

to d e v e l o p  a c o m p e t i t i v e  a n d  r e a l i s t i c  m a r k e t  for the s h a r e s  

of AGSOC.

S e c t i o n  6 of t h e  A G S O C  A c t  p r o v i d e s  f o r  the c o m p a n y  to 

h a v e  a r i g h t  o f  f irst r e f u s a l  to p u r c h a s e  a n y  s h a r e s  o f  s t o c k
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o f f e r e d  to be t r a n s f e r r e d  b y  the h o l d e r .  T h u s ,  A G S O C  i t s e l f  

c o u l d  p r o b a b l y  p r o v i d e  a n  a d e q u a t e  m a r k e t  for t h o s e  s h a r e s  

t h a t  m u s t  b e ' s o l d .  W e  f u r t h e r  r e c o m m e n d  t h a t  the p r i c e  

p a i d  for t h o s e  s h a r e s  b y  A G S O C  d u r i n g  the i n i t i a l  f i v e - y e a r  

r e s t r i c t e d  t r a d i n g  p e r i o d  be set at  t h e  t a n g i b l e  b o o k  v a l u e  

p e r  s h a r e  a s  o f  the m o s t  r e c e n t  q u a r t e r l y  r e p o r t i n g  date.

T h e  a c q u i s i t i o n  by A G S O C  o f  t h e s e  l i m i t e d  n u m b e r  of 

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

b e  u s e d  to a l l o w  n e w  r e s i d e n t s  t o  A l a s k a  to p a r t i c i p a t e  in 

t he o w n e r s h i p  o f  A G S O C .  T h e  B o a r d  of  D i r e c t o r s  of A G S O C  

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

w o u l d  be e l i g i b l e  t o  a p p l y  for p u r c h a s e  of  the s h a r e s  a c q u i r e d  

by t h e  c o m p a n y  in t h i s  m a n n e r .  A  w a i t i n g  l i s t  c o u l d  be 

e s t a b l i s h e d  b a s e d  o n  the d a t e  o f  a p p l i c a t i o n  to A G S O C  by 

the n e w  r e s i d e n t s .  By t h i s  p r o c e d u r e  t h o s e  w h o  had c o m p l e t e d  

the n e c e s s a r y  l e n g t h  of r e s i d e n c e  d u r i n g  the i n i t i a l  f i v e -  

y e a r  p e r i o d  f o l l o w i n g  o r i g i n a l  issue, w o u l d  b e  a b l e  to 

p u r c h a s e ,  at b o o k  va l u e ,  t h e  s h a r e s  t h a t  a r e  a c q u i r e d  by 

A G S O C  f r o m  t i m e  to time. W h i l e  c o n s t i t u t i o n a l  i s s u e s  w i t h  

r e g a r d  to t h i s  p r o c e d u r e  w i l l  h a v e  to be  c a r e f u l l y  r e v i e w e d  

b y  the A t t o r n e y  G e n e r a l ' s  o f f i c e ,  w e  b e l i e v e  t h a t  t h i s  

o r o c e d u r e  w o u l d  o f f e r  the m o s t  f a i r  s o l u t i o n  to the p r o b l e m  

o f  the n e w  r e s i d e n t  v e r s u s  t h e  r e s i d e n t  w h o  q u a l i f i e d  as 

of J a n u a r y  1, 1979.
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O v e r  t h e  l o n g e r  term, the m a n a g e m e n t  of A G S O C  and the 

B o a r d  o f  D i r e c t o r s  w i l l  h a v e  to c a r e f u l l y  m o n i t o r  the m a r k e t  

a s p e c t s  of A G S O C  stock. E c o n o m i c  a n d  s t o c k  m a r k e t  c o n d i t i o n s  

c h a n g e  as w e l l  as  S t a t e  a n d  F e d e r a l  l a w  so t h a t  w h a t  is 

a p p r o p r i a t e  t o d a y  m a y  of n e c e s s i t y  be  c h a n g e d  in f u t u r e  

years. T h e r e  a r e  s e v e r a l  p o s s i b l e  w a y s  t o  a c c o m m o d a t e  the 

p r o b l e m  o f  t h e  o t h e r w i s e  " q u a l i f i e d  r e s i d e n t "  w h o  b e c o m e s  

s u c h  a f t e r  t h e  s p e c i f i c  d a t e  f i x e d  b y  t h e  A G S O C  l a w  a n d  as 

r e q u i r e d  by t h e  F e d e r a l  G S O C  law. O n e  a p p r o a c h  w o u l d  be, 

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

n a l l y  e l i g i b l e  has a r i sen, to i s s u e  a n e w  c l a s s  o f  stock, 

r e p r e s e n t i n g  a n e w l y - f i n a n c e d  i n v e s t m e n t ,  a n d  i s s u i n g  the 

s h a r e s  to a l l  t h e n - q u a l i f i e d  r e s i d e n t s .  T h i s  w o u l d  r e q u i r e  

m o d i f i c a t i o n s  in the S t a t e  and F e d e r a l  G S O C  l a w s  w h i c h  n o w  

p e r m i t  o n l y  o n e  c l a s s  o f  stock.



STOCK TRANSFER FUNCTION

T h e  e s s e n t i a l s  for t h e  t r a n s f e r  of s t o c k  a r e  (1) a 

c h a n g e  in o w n e r s h i p ;  (2) p r o p e r  e n d o r s e m e n t ,  e i t h e r  on the 

c e r t i f i c a t e  i t s e l f  o r  b y  a s e p a r a t e  i n s t r u m e n t ;  (3) s u r r e n d e r  

of the c e r t i f i c a t e  for c a n c e l l a t i o n ;  a n d  (4) i s s u a n c e  of  a 

n e w  c e r t i f i c a t e  to the t r a n s f e r e e .

A  s t o c k  c e r t i f i c a t e  a s s i g n e d  in b l a n k  m a y  be p a s s e d  

f r o m  t r a n s f e r o r  t o  t r a n s f e r e e  a n y  n u m b e r  of t i m e s  w i t h o u t  

c h a n g e  o f  the a s s i g n m e n t .  If the n a m e  of the t r a n s f e r e e  

is i n s e r t e d ,  t h e  c e r t i f i c a t e  m u s t  be s u r r e n d e r e d  a n d  a n e w  

c e r t i f i c a t e  i s s u e d  in t h e  n a m e  o f  the t r a n s f e r e e  b e f o r e  it 

m a y  a g a i n  be t r a n s f e r r e d .  If t h e  c e r t i f i c a t e  is d e l i v e r e d  

w i t h o u t  e n d o r s e m e n t ,  b u t  is a c c o m p a n i e d  by an a s s i g n m e n t ,  it 

has t h e  s a m e  e f f e c t  as a n  e n d o r s e m e n t  u p o n  the c e r t i f i c a t e  

i t s e l f  a n d  m u s t  be s u r r e n d e r e d  for the i s s u a n c e  of a n e w  

c e r t i f i c a t e  in the n a m e  o f  t h e  t r a n s f e r e e .

A  c o r p o r a t i o n  is r e s p o n s i b l e  for a n y  f r a u d  o r  e r r o r  

c o m m i t t e d  by its o f f i c e r s  o r  a g e n t s  in the i s s u a n c e  or 

t r a n s f e r r i n g  of  its stock. To  p r e v e n t  the p o s s i b i l i t y  of 

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

t r a n s f e r  a g e n t  s h o u l d  d e m a n d  a g u a r a n t e e  o f  the s i g n a t u r e  

o f  the t r a n s f e r o r .  P r o o f  of the a u t h o r i t y  s h o u l d  be d e m a n d e d  

w h e n  the a s s i g n m e n t  is m a d e  by a n  e x e c u t o r ,  t r u s t e e ,  and the 

like.
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T h e  m a n a g e m e n t  of A G S O C  m u s t  d e c i d e  w h e t h e r  to e m p l o y  

a t r a n s f e r  a g e n t  or p r o v i d e  t h e  s t o c k  t r a n s f e r  f u n c t i o n  

i n t e r n a l l y .  If a c o r p o r a t i o n  has a t r a n s f e r  agent, u s u a l l y  

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

l e d g e r  a r e  h a n d l e d  by him. T h e  e x t e n t  o f  t h e  t r a n s f e r  

a g e n t ' s  w o r k  a n d  l i a b i l i t y  d e p e n d s  u p o n  the a g r e e m e n t  

b e t w e e n  h i m  a n d  the c o r p o r a t i o n .  G e n e r a l l y ,  a t r a n s f e r  

a g e n t  is a u t h o r i z e d  to s i g n  a n d  i m p r e s s  the c o r p o r a t e  seal 

o n  the c o r p o r a t i o n ' s  s t o c k  c e r t i f i c a t e s  i s s u e d  by  h i m  and 

to m a i n t a i n  the s t o c k  b o o k s  a n d  s t o c k h o l d e r s  l e d g e r  c o n­

ta i n i n g  the n a m e s  and a d d r e s s e s  of  all s t o c k h o l d e r s .  The 

s e c r e t a r y  s h o u l d  r e c e i v e  a d a i l y  r e c o r d  f r o m  the t r a n s f e r  

a g e n t  of  a l l  s t o c k  t r a n s f e r s  m a d e  b y  him.

If, h o w e v e r ,  the c o m p a n y  d o e s  n o t  e m p l o y  a t r a n s f e r  

agent, the s e c r e t a r y  is r e s p o n s i b l e  for the p r o p e r  i s s u a n c e  

a n d  t r a n s f e r  o f  c o r p o r a t e  s t o c k  and m a i n t e n a n c e  o f  p r o p e r  

s t o c k  books, l e d g e r s  a n d  r ecords.

i. r e g i s t r a r  m a i n t a i n s  a r e c o r d  of all s t o c k  c e r t i f i c a t e s  

i s s u e d  and s u r r e n d e r e d  s h o w i n g  the n a m e  of t h e  t r a n s f e r o r  

and t r a n s f e r e e .  He m a i n t a i n s  a r e c o r d  to a s s u r e  th a t  t h e r e  

is no o v e r i s s u e  o f  the s e c u r i t i e s .  He p a s s e s  u p o n  the 

c o r r e c t n e s s  of all c e r t i f i c a t e s  issued. If c o r r e c t l y  issued, 

he c o u n t e r s i g n s  them. T h e  n a t i o n a l  s t o c k  e x c h a n g e s  r e q u i r e  

t h a t  s e c u r i t i e s  l i s t e d  by t h e m  be i s s u e d  t h r o u g h  a t r a n s f e r
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a g e n t  a n d  r e g i s t r a r .  T h i s  r e q u i r e m e n t  is n o t  a p p l i c a b l e  to 

A G S O C  as no  l i s t i n g  is c u r r e n t l y  c o n t e m p l a t e d .  A r t i c l e  VI, 

S e c t i o n  6.06, of t h e  p r o p o s e d  A G S O C  B y - L a w s  p r o h i b i t s  the 

c o m p a n y  f r o m  a c t i n g  b o t h  a s  t r a n s f e r  a g e n t  a n d  as r e g i s t r a r  

for its o w n  shares.

It is o u r  r e c o m m e n d a t i o n  t h a t  A G S O C ' s  c o r p o r a t e  s e c r e t a r y  

a s s u m e  t h e  d u t i e s  of s t o c k  t r a n s f e r  a n d  d i v i d e n d  d i s b u r s e m e n t  

and e m p l o y  a n  i n d e p e n d e n t  o u t s i d e  r e g i s t r a r .  O u r  s t u d i e s  

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

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

r e g u l a t i o n s .
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PROJECT FINANCING

S e c t i o n  11 o f  the A G S O C  A c t  s t a t e s  t h a t  "at s u c h  t i m e  

a s  A G S O C  c o m e s  f o r w a r d  w i t h  a r e q u e s t  for p r o j e c t  f i n a n c i n g  

that t h e  G o v e r n o r  s h a l l  c a l l  a s p e c i a l  s e s s i o n  o f  t h e  l e g­

i s l a t u r e  to  c o n s i d e r  s u c h  r e q u e s t .  '• In the e v e n t  t h a t  the 

L e g i s l a t u r e  d e t e r m i n e s  t h a t  t h e  f i n a n c i n g  o r  t h e  g u a r a n t y  

o f  the f i n a n c i n g  for an  A G S O C  p r o j e c t  is n e c e s s a r y  or  

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

for v o t i n g  on  the a p p r o v a l  o f  the e x t e n s i o n  of  t h e  c r e d i t  

o r  the g u a r a n t y i n g  o f  c r e d i t  t o  A G S O C  b y  t h e  S t a t e  o f  A l a s k a .

P r i o r  to g o i n g  to t h e  L e g i s l a t u r e  w i t h  a r e q u e s t  for 

f i n a n c i n g ,  the m a n a g e m e n t  of A G S O C  w i l l  h a v e  to a c c o m p l i s h  

m a n y  p r e p a r a t o r y  i n v e s t i g a t i o n s  a n d  st u d i e s .  A l t h o u g h  

e a c h  m a n a g e m e n t  f u n c t i o n  w i l l  be i m p o r t a n t  to t h e  o v e r a l l  

s u c c e s s  o f  A G S O C ,  b u y i n g  a g o i n g  b u s i n e s s  is p r o b a b l y  the 

m o s t  i m p o r t a n t  d e c i s i o n  t h e  c o m p a n y  has to m a ke. T h e  

o b j e c t i v e  of t h i s  s e c t i o n  is t o  p r o v i d e  g u i d a n c e  by s e t t i n g  

f o r t h  the e l e m e n t s  o f  a buy d e c i s i o n :  i n v e s t i g a t i o n ,  v a l u a t i o n ,

a n d  f i n a n c i n g  p r o p o s a l s  for t h e  L e g i s l a t u r e .

/
E a c h  s i t u a t i o n  is o b v i o u s l y  u n i q u e ,  b u t  e x p e r i e n c e  h a s  

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

m i s t a k e s  w e r e  n o t  the r e s u l t  of  p o o r  j u d g m e n t  b a t <d o n  k n o w n  

facts. M o s t  m i s t a k e s  r e s u l t ,  i n s t e a d ,  f r o m  e l e m e n t s  o f  the 

t r a n s a c t i o n  that w e r e  not k n o w n  at t h e  t i m e  t h e  d e c i s i o n  w a s  

made.
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1. I N V E S T I G A T I O N

M u c h  i n f o r m a t i o n  is r e q u i r e d  p r i o r  to u n d e r t a k i n g  a 

b u s i n e s s  a c q u i s i t i o n .  T h i s  i n f o r m a t i o n  c a n  be g a t h e r e d  by 

t r a i n e d  p e o p l e  in the A G S O C  o r g a n i z a t i o n ,  o r  w i t h  the a s s i s t­

an c e  o f  i n d e p e n d e n t  a c c o u n t a n t s ,  l a w y e r s ,  m a r k e t i n g  a n a l y s t s ,  

m a n a g e m e n t  c o n s u l t a n t s  o r  o t h e r s  w h o  c a n  b e  c a l l e d  on or  

c o m b i n e d  to c a r r y  o u t  an a p p r o p r i a t e  i n v e s t i g a t i o n .  S e t  

f o r t h  in the a p p e n d i x  is a n  o u t l i n e  to a s s i s t  in c a r r y i n g  

o u r  an a c q u i s i t i o n  i n v e s t i g a t i o n .  O b v i o u s l y  it is an a s s i s t  

o nly, f o r  t h e r e  c a n  be no s u b s t i t u t e  for an e x p e r i e n c e d  

i n v e s t i g a t o r  p e r f o r m i n g  the work.

2. V A L U A T I O N

T h e  "value" of a b u s i n e s s  is n o r m a l l y  m e a n t  as its 

p o t e n t i a l  for e a r n i n g  inco m e ,  n o t  t h e  p r e s e n t  r e p l a c e m e n t  

cost, t h a t  is, a p p r a i s a l  v a l u e  o f  t h e  a s s e t s .

G e n e r a l l y ,  the b a s i s  f o r  d e t e r m i n i n g  the a s k i n g  or  

o f f e r i n g  p r i c e  of a b u s i n e s s  w h o s e  p r e s e n t  w o r t h  is d e p e n­

de n t  l a r g e l y  on a c o n t i n u a n c e  o f  t h e  b u s i n e s s  —  as a g a i n s t  

l i q u i d a t i o n  o f  a s s e t s  —  is the p r e s e n t  v a l u e  of the p o t e n­

tia l  for f u t u r e  e a r n i n g s .  T h e  p r i m a r y  p r o b l e m s  of  v a l u a t i o n ,  

then, a r e  (1) the q u e s t i o n  o f  e s t i m a t i n g  the f u t u r e  e a r n i n g s  

o f  the b u s i n e s s  a n d  (2) t h e  m u l t i p l i e r  to a p p l y  to  the 

e s t i m a t e  ( p r i c e / e a r n i n g s  r a t i o ) .
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C o n s i d e r  f i r s t  the q u e s t i o n  of e s t i m a t i n g  f u t u r e  

e a r n i n g s :

1. A r e  p a s t  e a r n i n g s  a g u i d e  to e a r n i n g s  p o t e n t i a l ?

a) H o w  m a n y  y e a r ' s  p a s t  e a r n i n g s  s h o u l d  b e  u s e d  

in t h e  c o m p u t a t i o n ?

b) S h o u l d  a v e r a g e  e a r n i n g s  f o r  t h e  p a s t  p e r i o d  

b e  u s e d  o r  s h o u l d  e a r n i n g s  b e  w e i g h t e d ?

2. A l t e r n a t i v e l y ,  if p a s t  e a r n i n g s  a r e  n o t  a g u i d e  

b e c a u s e  a n t i c i p a t e d  c h a n g e s  w ill, it is b e l i e v e d ,  

r e n d e r  h i s t o r i c a l  e a r n i n g r  m e a n i n g l e s s ,  a n  i t e m -  

b y - i t e m  s a l e s  a n d  c o s t s  b u s i n e s s  f o r e c a s t  is 

c a l l e d  for.

3. In e i t h e r  (1) o r  (2) ab o v e ,  a d j u s t m e n t s  s h o u l d  

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

a c q u i s i t i o n  b y  A G S O C :

a) In p e r s o n n e l .

b) In e l i m i n a t i o n  o f  f a c i l i t i e s .

P R I C E / E A R N I N G S  R A T I O

H a v i n g  e s t a b l i s h e d  p o t e n t i a l  e a r n i n g s ,  w h a t  p r i c e  

s h o u l d  be p a i d  for t h o s e  e a r n i n g s ?  T h e r e  is c o n s i d e r a b l e  

g u i d a n c e  in t h i s  a r e a  w h i c h  m u s t  be s e a r c h e d  o u t  a n d  

e v a l u a t e d .

FUTURE EARNINGS

a
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S E C O N D A R Y  F A C T O R S

In a d d i t i o n  to e a r n i n g s  a n d  t h e  a p p r o p r i a t e  m u l t i p l i e r ,  

t h e r e  a r e  s e c o n d a r y  f a c t o r s  w h i c h  s h o u l d  be  w e i g h e d  in d e t e r­

m i n i n g  r e l a t i v e  v a l u e s .  N o  o n e  o f  t h e  s e c o n d a r y  f a c t o r s  is 

n e c e s s a r i l y  d e t e r m i n a t i v e ,  b u t  t h e y  t e n d  to be c u m u l a t i v e  in 

e f f e c t .

C a p i t a l  E m p l o y e d  in t h e  B u s i n e s s

C a p i t a l  e m p l o y e d  in t h e  b u s i n e s s  is a f a c t o r  w h i c h  

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

c a p i t a l  i n v e s t e d  n o t  r e q u i r e d  t o  p r o d u c e  e a r n i n g s  p o t e n t i a l ,  

u p o n  w h i c h  t h e  p r i m a r y  e v a l u a t i o n  i s  based.

B o o k  V a l u e

O c c a s i o n a l l y ,  a c c o u n t i n g  b o o k  v a l u e s  p o s s i b l y  g i v i n g  

e f f e c t  to r e p l a c e m e n t  c o s t s  a r e  a v a l u a t i o n  factor, e s p e c i a l l y  

if a c a p i t a l i z e d  e a r n i n g s  p o w e r  e v a l u a t i o n  r e s u l t s  in a 

f i g u r e  b e l o w  book.

D i v i d e n d - P a y i n g  C a p a c i t y

D i v i d e n d - p a y i n g  c a p a c i t y  is a f a c t o r ,  for o n e  a i m  of 

b u s i n e s s  is t o  p a y  d i v i d e n d s  to j u s t i f y  t h e  e m p l o y m e n t  of 

c a p i t a l  in t h e  b u s i n e s s .  T h u s ,  a c o m p a n y  s h o u l d  h a v e  n o t  

o n l y  e a r n i n g s  p o t e n t i a l ,  b u t  a c a s h  t h r o w - o f f  p o t e n t i a l  

s u f f i c i e n t  to  p r o d u c e  a r e t u r n  c o m m e n s u r a t e  w i t h  the risk. 

P r o f i t  S h a r i n g ,  B o n u s  A r r a n g e m e n t s  a n d  E m p l o y m e n t  C o n t r a c t s  

P r o f i t  s h a r i n g  a n d  b o n u s  a r r a n g e m e n t s  m a y  b e  f a c t o r s  

b e c a u s e  the m e t h o d  of c o m p e n s a t i n g  t h e  m a n a g e m e n t  in the 

c o m p a n y  to b e  b o u g h t  m a y  e f f e c t i v e l y  r e p r e s e n t  p a r t  o f  the
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p u r c h a s e  p r i c e  r a t h e r  t h a n  c o m p e n s a t i o n  for s e r v i c e s .

3. F I N A N C I N G  A N  A G S O C  A C Q U I S I T I O N

A f t e r  the v a l u a t i o n  q u e s t i o n ,  t h e  m a n a g e m e n t  o f  A G S O C ' s  

a t t e n t i o n  w i l l  be d i r e c t e d  t o w a r d  w a y s  to f i n a n c e  t h e  a c ­

q u i s i t i o n .  A G S O C  b a s i c a l l y  h a s  t w o  c h o i c e s  in a c a s h  a c­

q u i s i t i o n :  1) D e b t  c a p i t a l  f r o m  t h i r d  p a r t i e s ;  2) De b t  

c a p i t a l  f r o m  t h e  seller.

D e b t  C a p i t a l  f r o m  T h i r d  P a r t i e s

D e b t  c a p i t a l  f r o m  t h i r d  p a r t i e s  is f r e q u e n t l y  a n e c e s s a r y  

i n g r e d i e n t  to e f f e c t  a c a s h  a c q u i s i t i o n .  T h e  a b i l i t y  to 

o b t a i n  l o a n s  d e p e n d s  u p o n :  1) t h e  s p e c i f i c  a s s e t s  th a t  c a n

b e  a s s i g n e d  or p l e d g e d  a s  s e c u r i t y ;  2) t h e  c a s h  t h r o w - o f f  

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

the inter e s t ;  3) t h e  e a r n i n g s  p o t e n t i a l  o f  t h e  b u s i n e s s  to 

be a c q u i r e d .

T h e  s e c u r i t y  r e q u i r e m e n t  c a n  be m e t  by the a c q u i r i n g  

c o m p a n y ' s  r e s o u r c e s  o r  t h e  a c q u i r e d  c o m p a n y ' s  r e s o u r c e s .  

S e c u r i t y  c a n  i n c l u d e  a c c o u n t s  r e c e i v a b l e ,  i n v e n t o r y ,  r e a l  

p r o p e r t y  a n d  e q u i p m e n t .  T h e  a b i l i t y  to r e p a y  a l o a n  w i t h  

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

t h r o w - o f f .  L e n d e r s  a r e  u s u a l l y  m o r e  c o n c e r n e d  a b o u t  the 

p r o s p e c t i v e  a b i l i t y  to p a y  o f f  d e b t  t h a n  the u n d e r l y i n g  net 

w o r t h  of t h e  b a l a n c e  sheet, j u s t  as p u r c h a s e r s  a n d  s e l l e r s  of 

b u s i n e s s e s  a r e  m o r e  c o n c e r n e d  a b o u t  p o t e n t i a l  e a r n i n g s  t h a n
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a s s e t  power. T h e  l e n d e r  m a y  l o o k  to t h e  d e b t  r e p a y m e n t  p o w e r  

o f  the p u r c h a s e r ' s  p r e s e n t  b u s i n e s s ,  the b u s i n e s s  to be a c­

q u i r e d  ( b o o t s t r a p ) , o r  the c o m b i n e d  e a r n i n g  p o w e r  of b o t h  

( p a r t i a l  b o o t s t r a p ) .

D e b t  C a p i t a l  f r o m  the S e l l e r

In s i t u a t i o n s  w h e r e  the p u r c h a s e r  is u n a b l e  to r a i s e  

d e b t  c a p i t a l  f r o m  h i s  o w n  or  t h i r d - p a r t y  r e s o u r c e s ,  the 

s e l l e r  m a y  e f f e c t u a t e  t h e  d e a l  by c o n s e n t i n g  to an  i n s t a l l m e n t  

p a y m e n t  o f  t h e  s a l e s  price. T h i s  is a n o t h e r  f o r m  of b o o t s t r a p .  

A n o t h e r  t e c h n i q u e  w h i c h  m a y  be a p p l i c a b l e  to A G S O C  is t h e  

a s s u m p t i o n  o f  t h e  d e b t  of the a c q u i r e d  c o m p a n y .  In a d d i t i o n  

to m a k i n g  a d e a l  p o s s i b l e  at all, a n  i n s t a l l m e n t  sa l e  o r  

a s s u m p t i o n  o f  d e’t is not w i t h o u t  o t h e r  a d v a n t a g e s  to the 

sell e r .

1) V e r s u s  p a y m e n t  in full, a n  i n s t a l l m e n t  s a l e  w i t h  

n o t  m o r e  t h a n  30% p a y m e n t  in the f i r s t  y e a r  s p r e a d s  

o u t  the t a x  p a y m e n t  o n  t h e  c a p i t a l  gain.

2) T h e  s e l l e r  m a y  r e c e i v e  a h i g h  i n t e r e s t  r e t u r n  on  

t h e  u n p a i d  i n s t a l l m e n t ,  p o s s i b l y  his b e s t  i n v e s t m e n t  

o p p o r t u n i t y .

T h e  p r i n c i p a l  d i s a d v a n t a g e  to t h e  s e l l e r  is his c o n t i n u e d  

a s s u m p t i o n  of b u s i n e s s  r i s k  for f u t u r e  i n s t a l l m e n t  p a y m e n t s  

o r  t h e  p o s s i b i l i t y  o f  d e f a u l t  o n  a s s u m e d  debt.

T h e  p r o b l e m s  of  b u y i n g  a g o i n g  b u s i n e s s  a r e  m o s t  c o m­

p l i c a t e d .  T h e y  g o  to e v e r y  a s p e c t  o f  t h e  t r a n s a c t i o n .  T h e



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

a r e  c h a l l e n g e s  to m a n a g e m e n t  w h i c h  r e q u i r e  not o n l y  ke e n  

b u s i n e s s  judgm e n t ,  but t e c h n i c a l  a n s w e r s .  T h e r e  a r e  m a n y  

q u e s t i o n s  w h i c h  A G S O C  m a n a g e m e n t  m u s t  c o n s i d e r  in a m o s t  

c a r e f u l  w a y  if it is to m a k e  t h e  p r o p e r  d e c i s i o n .  T h e  end 

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

L e g i s l a t u r e  and, if a p p r o v e d ,  a n d  if it i n v o l v e s  t h e  g e n e r a l  

c r e d i t  of the State, s u b m i t t e d  to a v o t e  o f  t h e  people.

E a c h  p o t e n t i a l  a c q u i s i t i o n  c a n d i d a t e  w i l l  h a v e  d i f f e r e n t  

c h a r a c t e r i s t i c s  and r e q u i r e  s e p a r a t e  f i n a n c i n g  t e c h n i q u e s .
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START-UP COST

T h e  a p p r o p r i a t e  w a y  to o b t a i n  f u n d s  for A G S O C ' s  s t a r t - u p  

c o s t s  a n d  e x p e n s e s  u n t i l  it g e n e r a t e s  i n c o m e  w o u l d  a p p e a r  to 

be by w a y  o f  a f i s c a l  bi l l  w h i c h  w o u l d  b e  s e p a r a t e  f r o m  the 

e n a b l i n g  l e g i s l a t i o n .  •

S u c h  a bill s h o u l d  p r o v i d e  s u f f i c i e n t  f u n d s  in t h e  n a t u r e  

of  a s h o r t - t e r m  l o a n  o r  o t h e r w i s e  t o  c o v e r  t h e  o r g a n i z a t i o n a l  

and s t a r t - u p  e x p e n s e s  of A G S O C ,  i n c l u d i n g  b u t  n o t  l i m i t e d  to: 

o r g a n i z a t i o n  a n d  q u a l i f i c a t i o n  as a d o m e s t i c  c o r p o r a t i o n ;  

c o n t r a c t i n g  for legal, a c c o u n t i n g ,  i n v e s t m e n t  b a n k i n g  c o u n s e l ,  

a n a l y s t s ,  a n d  o t h e r  p r o f e s s i o n a l  s e r v i c e s ;  e m p l o y m e n t  of 

m a n a g e m e n t  a n d  s t a f f  p e r s o n n e l  to s e a r c h  out, a n a l y z e  and 

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

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

S t a t e  G o v e r n m e n t s ;  a r r a n g i n g  f i n a n c i n g  for a c q u i s i t i o n  of . 

a p p r o p r i a t e  i n v e s t m e n t s ;  i d e n t i f y i n g  t h e  p e r s o n s  w h o  w i l l  be 

e l i g i b l e  to b e c o m e  s t o c k h o l d e r s  of the c o r p o r a t i o n ;  p r e p a r i n g  

a d a t a  b a s e  o f  s t o c k h o l d e r s  e l i g i b l e  for i n i t i a l  i s s u a n c e  o f  

A G S O C  shar e s ;  e s t a b l i s h i n g  or a r r a n g i n g  for a p p r o p r i a t e  t r u s t  

a nd e s c r o w  d e p a r t m e n t s  or s e r v i c e s ;  a r r a n g i n g  for b a n k i n g ,  s t o c k  

r e g i s t r a r  a n d  o t h e r  a p p r o p r i a t e  s e r v i c e s ;  p a y i n g  d i r e c t o r s '  

fees and e x p e n s e s ;  o b t a i n i n g  n e c e s s a r y  l i c e n s e s  and p a y i n g  fees 

a n d  taxes, if any; p r o c u r i n g  o f f i c e  f a c i l i t i e s ,  e q u i p m e n t  a n d  

s u p p l i e s ,  t r a vel, c o m m u n i c a t i o n  e x p e n s e ,  a n d  all o t h e r  e x p e n s e s
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n o r m a l l y  e x p e n d e d  in s t a r t i n g  u p  a n e w  e n t e r p r i s e .

T h e  term, a m o u n t  a n d  r a t e  of i n t e r e s t  o f  s u c h  a l o a n  w o u l d  

p r e s u m a b l y  b e  e s t a b l i s h e d  b y  t h e  C o m m i s s i o n e r  o f  R e v e n u e  of  

t h e  S t a t e  o f  A l a s k a .  W e  r e c o m m e n d  t h a t  a n  i n i t i a l  i n s t a l l m e n t  

o f  $ 2 , 5 0 0 , 0 0 0  b e  i m m e d i a t e l y  l o a n e d  to A G S O C  to a l l o w  the 

B o a r d  o f  D i r e c t o r s  t o  p r o c e e d  w i t h  the r e c r u i t m e n t ,  s e l e c t i o n  

a n d  e m p l o y m e n t  o f  the m a n a g e m e n t  g r o u p .



A BILL

F O R  A N  A C T  E N T I T L E D  "AN A C T  E S T A B L I S H I N G  A L A S K A  G E N E R A L  S T O C K  

O W N E R S H I P  C O R P O R A T I O N ;  A M E N D I N G  C E R T A I N  A L A S K A  S T A T U T E S ;  A N D  

P R O V I D I N G  F O R  A N  E F F E C T I V E  D A T E . "

BE IT  E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

S e c t i o n  1. A L A S K A  G E N E R A L  S T O C K  O W N E R S H I P  C O R P O R A T I O N  

O R G A N I Z A T I O N .  T h e  G o v e r n o r  of the S t a t e  of A l a s k a  be, a n d  h e r e­

by is, a u t h o r i z e d  a n d  d i r e c t e d  to c a u s e  the i n c o r p o r a t i o n  o f  

A l a s k a  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  ( A G S O C ) , b y  the f i l i n g  

of a p p r o p r i a t e  A r t i c l e s  o f  I n c o r p o r a t i o n  w i t h  the D i v i s i o n  of 

B a n k i n g  a n d  S e c u r i t i e s  o f  t h e  D e p a r t m e n t  of C o m m e r c e  a n d  to  

a p p o i n t  as i n c o r p o r a t o r s  a n d  as the f i r s t  B o a r d  o f  D i r e c t o r s  of 

A G S O C  n i n e  (9) i n d i v i d u a l s ,  at l e a s t  f i v e  (5) o f  w h o m  a r e  r e s i­

d e n t s  o f  A l a s k a .

S e c t i o n  2. G E N E R A L  S T O C K  O W N E R S H I P  C ) R P O R A T I O N  U N D E R  I N­

T E R N A L  R E V E N U E  CODE. A G S O C  s h a l l  b e  o r g a n i z e d  as a G e n e r a l  S t o c k  

O w n e r s h i p  C o r p o r a t i o n  u n d e r  T i t l e  V I  of t h e  I n t e r n a l  R e v e n u e  

C o d e  o f  1954, as a m e n d e d ,  a n d  u n d e r  t h i s  Act.

S e c t i o n  3. O R G A N I Z E D  AS A  D O M E S T I C  C O R P O R A T I O N .  A G S O C

s h a l l  b e  a d o m e s t i c  c o r p o r a t i o n  for p r o f i t  u n d e r  t h e  la w s  o f  

the S t a t e  o f  A l a s k a ,  a n d  s h a l l  n o t  b e  a n  a g e n c y  o r  p o l i t i c a l  

s u b d i v i s i o n  o f  t h e  S t a t e  o f  A l a s k a  f o r  a n y  p u r p o s e .
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Section 4. INITIAL BOARD OF DIRECTORS.

(a) T h e  i n i t i a l  B o a r d  o f  D i r e c t o r s  o f  A G S O C  ( h e r e i n a f t e r  

r e f e r r e d  t o  as t h e  "Board") s h a l l  c o n s i s t  of  n i n e  (9) m e m b e r s ,  

at l e a s t  f i v e  (5) o f  w h o m  s h a l l  a t  all t i m e s  d u r i n g  t h e i r  t e r m s  

as m e m b e r s  o f  t h e  B o a r d  be  r e s i d e n t s  o f  t h e  S t a t e  o f  A l a s k a .

(b) M e m b e r s  o f  the i n i t i a l  B o a r d  s h a l l  be  d i v i d e d  i n t o  

t h r e e  (3) c l a s s e s ,  e a c h  c l a s s  c o n s i s t i n g  o f  t h r e e  (3) i n d i v i­

duals, d e s i g n a t e d  a s  C l a s s  O n e  d i r e c t o r s ,  e a c h  w i t h  a t e r m  of 

o n e  (1) y e a r  a n d  u n t i l  t h e i r  s u c c e s s o r s  are e l e c t e d  a n d  q u a l i­

fied; C l a s s  T w o  d i r e c t o r s ,  e a c h  w i t h  a t e r m  of  t w o  (2) y e a r s  

a n d  u n t i l  t h e i r  s u c c e s s o r s  a r e  e l e c t e d  a n d  q u a l i f i e d ;  a n d  C l a s s  

T h r e e  d i r e c t o r s ,  e a c h  w i t h  a t e r m  o f  t h r e e  (3) y e a r s  and u n t i l  

t h e i r  s u c c e s s o r s  a r e  e l e c t e d  a n d  q u a l i f i e d .

S e c t i o n  5. I S S U E  A N D  T R A N S F E R  O F  STOCK. A l a s k a  G e n e r a l  

S t o c k  O w n e r s h i p  C o r p o r a t i o n  is h e r e b y  a u t h o r i z e d  a n d  d i r e c t e d :

(a) t o  i s s u e  o n l y  o n e  (1) c l a s s  o f  stock;

(b) to i s s u e  s h a r e s  o n l y  to r e s i d e n t s  (elig i b l e  i n d i v i­

duals) of A l a s k a  as d e f i n e d  h e r e i n ;

(c) to i n i t i a l l y  i s s u e  a t  l e a s t  o n e  (1) s h a r e  o f  its

s t o c k  to  e a c h  r e s i d e n t  o f  A l a s k a ,  u n l e s s  s u c h  r e s i d e n t  e l e c t s

w i t h i n  o n e  (1) y e a r  a f t e r  the d a t e  of s u c h  i s s u a n c e  n o t  to r e­

ceive  s u c h  share;
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(d) to p r o v i d e  t h a t  n o  s h a r e  o f  s t o c k  s h a l l  be sold, 

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

ta r i l y  o r  i n v o l u n t a r i l y ,  o r  o t h e r w i s e  t r a n s f e r r e d  —

(i) by  a s h a r e h o l d e r  o t h e r  t h a n  b y  w i l l  or  the a p­

p l i c a b l e  la w s  of  d e s c e n t  a n d  d i s t r i b u t i o n  u n t i l  a f t e r  the 

e x p i r a t i o n  o f  f i v e  (5) y e a r s  f r o m  t h e  d a t e  s u c h  s t o c k  is 

i s s u e d  b y  A G S O C  e x c e p t  in t h e  e v e n t  the s h a r e h o l d e r  c e a s e s  

to be a r e s i d e n t  o f  t h e  S t a t e  o f  A l a s k a  a n d  t h e r e u p o n  

e l e c t s  t o  m a k e  s u c h  t r a n s f e r ;

(ii) to a n y  p e r s o n  o t h e r  t h a n  a n  i n d i v i d u a l  w h o  is at 

the t i m e  of s u c h  t r a n s f e r  a n  i n d i v i d u a l  r e s i d e n t  o f  A l a s k a  

as d e f i n e d  h e r e i n ;

(iii) to a n y  i n d i v i d u a l  who, a f t e r  t h e  t r a n s f e r ,  w o u l d  

o w n  m o r e  t h a n  t e n  (10) s h a r e s  o f  the s t o c k  of AGSOC;

(iv) by a n y  s h a r e h o l d e r  u n t i l  s u c h  s h a r e h o l d e r  s h a l l  

r e a c h  t h e  a g e  o f  m a j o r i t y ,  as d e f i n e d  by  A l a s k a  law;

(e) to p e r f o r m  a l l  a c t s  a n d  c o n f o r m  to all l e g a l  r e q u i r e­

m e n t s  t o  q u a l i f y  a n d  t h e r e a f t e r  to c o n t i n u e  t o  q u a l i f y  as a G e n­

eral S t o c k  O w n e r s h i p  C o r p o r a t i o n  u n d e r  t h e  I n t e r n a l  R e v e n u e  C o d e  

of 1954, as a m e n d e d ,  a n d  u n d e r  t h i s  Act, u n l e s s  the Board, w i t h  

the c o n s e n t  o f  the S e c r e t a r y  in a c c o r d a n c e  w i t h  a p p l i c a b l e  p r o­

vi s i o n s  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  a n d  r e g u l a t i o n s  t h e r e u n d e r ,  

s hall e l e c t  to  t e r m i n a t e  s u c h  q u a l i f i c a t i o n ;  a n d
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(f) not t o  i n v e s t  in o r  a c q u i r e  a n y  i n t e r e s t  in p r o p e r­

ties a c q u i r e d  b y  i t  o r  for i t s  b e n e f i t  t h r o u g h  e x e r c i s e  of  the 

r i g h t  of  e m i n e n t  d o m a i n .

S e c t i o n  6. R I G H T  O F  F I R S T  R E F U S A L  T O  P U R C H A S E  O W N  STOCK. 

A G S O C  s h a l l  h a v e  a r i g h t  o f  f i r s t  r e f u s a l  to  p u r c h a s e  a n y  s h a r e s  

of  s t o c k  o f  A G S O C  o f f e r e d  to be t r a n s f e r r e d  b y  the h o l d e r  t h e r e­

of. S u c h  s h a r e s  m a y  b e  h e l d  b y  A G S O C  in t h e  g e n e r a l  e s c r o w  

o r  t r u s t  a c c o u n t  of  its t r u s t  o r  e s c r o w  d i v i s i o n ,  in w h i c h  e v e n t  

s u c h  s t o c k  s h a l l  c o n t i n u e  its s t a t u s  as i s s u e d  a n d  o u t s t a n d i n g  

s t o c k  o f  A G S O C  for a l l  p u r p o s e s ,  e x c e p t  t h a t  s u c h  s h a r e s ,  w h i l e  

so held, s h a l l  n o t  b e  v o t e d  n o r  s h a l l  t h e y  be e n t i t l e d  to d i v i­

de n d s  d e c l a r e d  on s h a r e s  of A G S O C  stock. T h e  B o a r d  o f  D i r e c­

tors b y  r e s o l u t i o n  s h a l l  h a v e  the p o w e r  to c a n c e l  s u c h  r e a c q u i r e d  

s h a r e s  a n d  s u c h  s h a r e s  s h a l l  t h e r e u p o n  r e t u r n  to the s t a t u s  of  

a u t h o r i z e d  a n d  u n i s s u e d  shares.

S e c t i o n  7. E S C R O W  O F  S T O C K  BY  A G S O C .  A G S O C  s h a l l  h a v e  the 

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

r e s p e c t  to  the e s t a b l i s h i n g  o f  e s c r o w  a c c o u n t s  e i t h e r  w i t h i n  its 

o w n  t r u s t  a n d  e s c r o w  d e p a r t m e n t  o r  o t h e r w i s e  for e a c h  s t o c k­

ho l d e r  o f  the c o r p o r a t i o n ;  f o r  r e l e a s i n g  s h a r e s  o f  s t o c k  to the 

o w n e r  o r  b u y e r  t h e r e o f  s u b j e c t  to the c o n t i n u i n g  r e s t r i c t i o n s  

se t  f o r t h  in t h i s  A c t  at the e x p i r a t i o n  of the p e r i o d  o f  five 

(5) y e a r s  f o l l o w i n g  d a t e  o f  i s s u e  t h e r e o f ,  o r  t h e  d a t e  u p o n  

w h i c h  t h e  s h a r e h o l d e r  s h a l l  r e a c h  t h e  a g e  o f  m a j o r i t y ,  as d e­

fined  b y  A l a s k a  law, o r  t h e  d a t e  w h e n  t h e  s h a r e h o l d e r  s h a l l  h a v e  

c o m p l i e d  w i t h  a l l  r e a s o n a b l e  r u l e s  a n d  r e g u l a t i o n s  o f  A G S O C  

p e r t a i n i n g  to t h e  r e l e a s e  o f  s u c h  s h a r e s  f r o m  e s c r o w ,  w h i c h e v e r
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of s a i d  e v e n t s  s h a l l  b e  t h e  l a s t  to  o c c u r ,  e x c e p t  in the e v e n t  

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

to be a r e s i d e n t  of  t h e  S t a t e  o f  A l a s k a  a n d  t h e r e u p o n  e l e c t i n g  

to t r a n s f e r  s u c h  s h a r e s  t o  an e l i g i b l e  t r a n s f e r e e ;  for the o p e r a­

tio n  o f  its t r u s t  a n d  e s c r o w  d i v i s i o n ;  f o r  t h e  t r a n s f e r  a n d  

r e c o r d i n g  o f  t r a n s f e r s  o f  its s t o c k  if i t  d e t e r m i n e s  to a c t  as 

its o w n  t r a n s f e r  agent; f o r  t h e  o p e r a t i o n  o f  its t r u s t  a n d  

e s c r o w  d i v i s i o n  if  it d e t e r m i n e s  t o  e s t a b l i s h  a t r u s t  a n d  e s c r o w  

d i v i s i o n ,  a n d  w i t h  r e s p e c t  to the issue, t r a n s f e r ,  r e p u r c h a s e  

a n d  o t h e r  h a n d l i n g  or  d e a l i n g  w i t h  its s t o c k  as its B o a r d  of 

D i r e c t o r s  m a y  a d o p t  a n d  p r o m u l g a t e .  A l l  s u c h  r u l e s  a n d  r e g u­

la t i o n s  s h a l l  b e  p u b l i s h e d  to t h e  s t o c k h o l d e r s  o f  A G S O C  a n d  

s h a l l  be  a v a i l a b l e  in s u i t a b l e  f o r m  to a n y  s t o c k h o l d e r  at any 

time u p o n  r e q u e s t  d u r i n g  r e g u l a r  b u s i n e s s  hours.

S e c t i o n  8. D E F I N I T I O N  O F  R E S I D E N T .

(a) F o r  p u r p o s e s  o f  o r i g i n a l  i s s u e  o f  s h a r e s  of  A G S O C  

s t o c k  u n d e r  t h i s  Act, t h e  t e r m s  " r e s i d e n t " ,  " e l i g i b l e  i n d i v i d u a l "  

or " q u a l i f i e d  i n d i v i d u a l "  s h a l l  h a v e  the s a m e  a n d  i d e n t i c a l  

m e a n i n g ,  a n d  s h a l l  m e a n  a n  i n d i v i d u a l ,  b o r n  p r i o r  to 1 2 :00 

o ' c l o c k  m i d n i g h t  on  J a n u a r y  1, 1979, r e g a r d l e s s  o f  age, w h o  ,

as c f  1 2:00 o ' c l o c k  m i d n i g h t  o n  J a n u a r y  1, 1979, w a s  a r e s i d e n t  

of a n d  w a s  d o m i c i l e d  in t h e  S t a t e  o f  A l a s k a  a n d  w h o  r e m a i n s  a 

r e s i d e n t  of  A l a s k a  t h r o u g h  the d a t e  d e t e r m i n e d  by the B o a r d  of 

D i r e c t o r s  o f  A G S O C  a n d  p u b l i c l y  a n n o u n c e d  as such, to be the 

d a t e  the s h a r e s  o f  s t o c k  o f  A G S O C  a r e  i n i t i a l l y  issued.

(b) F o r  p u r p o s e s  o f  t r a n s f e r  o f  A G S O C  s h a r e s  s u b s e q u e n t  to
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i n i t i a l  i s s u a n c e ,  " r e s i d e n t "  s h a l l  m e a n  an i n d i v i d u a l ,  r e g a r d­

less o f  age, w h o  is a r e s i d e n t  a n d  is d o m i c i l e d  in the S t a t e  o f  

A l a s k a  o n  the d a t e  s u c h  t r a n s f e r  is m a d e  e f f e c t i v e .

S e c t i o n  9. I D E N T I F I C A T I O N  O F  R E S I D E N T S  O F  A L A S K A  E L I G I B L E  

T O  B E C O M E  A G S O C  S H A R E H O L D E R S .

(a) P r i o r  to i s s u i n g  a n y  s h a r e s  o f  stock, A G S O C  s h a l l  

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

t e l e v i s i o n  b r o a d c a s t i n g ,  a n d  o t h e r w i s e ,  to m a k e  k n o w n  to all 

r e s i d e n t s  o f  t h e  S t a t e  o f  A l a s k a  its i n t e n t i o n  to  i s s u e  s t o c k  

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

larly  n o t i f y  a l l  A l a s k a  r e s i d e n t s  o f  t h e  e l i g i b i l i t y  r e q u i r e­

me n t s  t o  b e c o m e  a r e g i s t e r e d  s h a r e h o l d e r  o f  AG S O C .  S u c h  e f f o r t s  

s h all b e  m a d e  f r o m  t i m e  t o  t i m e  a n d  s h a l i  c o n t i n u e  f o r  a p e r i o d  

of  at l e a s t  n i n e t y  (90) d a y s  p r i o r  to t h e  d a t e  for i s s u a n c e  of 

s t o c k  o f  A G S O C ,  a n d  s h a l l  be m a d e  at  l e a s t  o n c e  e a c h  m o n t h  o v e r  

the n e x t  e l e v e n  (11) m o n t h s ,  a n d  a s  f r e q u e n t l y  t h e r e a f t e r  as

the B o a r d  o f  D i r e c t o r s  o f  A G S O C  m a y  d e e m  a p p r o p r i a t e .  T h e  p r o­

ce d u r a l  d e t a i l s  p e r t a i n i n g  to the i d e n t i f i c a t i o n  o f  s u c h  p e r s o n s  

as s h a r e h o l d e r s ,  e i t h e r  in person, o r  if t h e y  a r e  m i n o r s  r e p r e­

se n t e d  b y  a p a r e n t a l  or  l e g a l  g u a r d i a n ,  or if t h e y  be i n c o m p e­

tent p e r s o n s  by a l e g a l  g u a r d i a n ,  s h a l l  be f u l l y  p r o v i d e d  to 

e a c h  p e r s o n  m a k i n g  i n q u i r y  at a p r o p e r l y  d e s i g n a t e d  o f f i c e  by a 

r e p r e s e n t a t i v e  o f  AGSOC.

(b) T h e  d u t y  a n d  r e s p o n s i b i l i t y ,  h o w e v e r ,  o f  e a c h  q u a l i­

fied r e s i d e n t  t o  m a k e  a p p l i c a t i o n  for r e g i s t r a t i o n  as a s h a r e­

ho l d e r  o f  A G S O C  s h a l l  r e s t  s o l e l y  a n d  e x c l u s i v e l y  u p o n  su c h
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q u a l i f i e d  r e s i d e n t  a n d  u p o n  t h e  p a r e n t a l  a n d  l e g a l  g u a r d i a n s  of 

q u a l i f i e d  r e s i d e n t s ,  a n d  A G S O C  s h a l l  n o t  be l i a b l e  for a n y  loss, 

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

o r  i n d i r e c t l y  f r o m  t h e  f a i l u r e  o f  s u c h  q u a l i f i e d  r e s i d e n t  to 

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

vided.

(c) A G S O C  s h a l l  h a v e  n o  o b l i g a t i o n  to r e i m b u r s e  a n y  e l i­

g i b l e  i n d i v i d u a l  w h o  m a y  i n c u r  i n c o m e  t a x  l i a b i l i t y  as the r e­

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

a s h a r e h o l d e r  o f  A G S O C ,  n o r  s h a l l  A G S O C  b e  l i a b l e  for r e i m b u r s i n g  

p r e v i o u s l y  d e c l a r e d  o r  p a i d  d i v i d e n d s  to w h i c h  a n  a p p l i c a n t  for 

r e g i s t r a t i o n  as a s h a r e h o l d e r  w o u l d  h a v e  b e e n  e n t i t l e d  h a d  t i m e l y  

a p p l i c a t i o n  t h e r e f o r  b e e n  m a d e .  S u b j e c t  to t h e s e  l i m i t a t i o n s ,  

h o w e v e r ,  a n  e l i a i b l e  r e s i d e n t  w h o  w o u l d  h a v e  b e e n  e n t i t l e d  to 

the i s s u a n c e  o f  a s h a r e  o r  s h a r e s  o f  s t o c k  o f  A G S O C ,  h a d  a p p l i­

ca t i o n  b e e n  m a d e  p r i o r  to t h e  t i m e  o f  s u c h  i s s u a n c e ,  o r  a t r a n s­

feree  b y  w i l l ,  o r  b y  t h e  l a w s  o f  d e s c e n t  a n d  d i s t r i b u t i o n ,  or 

o t h e r  l e g a l  t r a n s f e r e e ,  a n d  h a d  s u c h  q u a l i f i c a t i o n  c o n t i n u e d  

t h r o u g h  t h e  d a t e  o f  s u c h  i s s u a n c e ,  m a y  a t  a n y  t i m e  t h e r e a f t e r  

m a k e  s u c h  a p p l i c a t i o n  a n d  r e c e i v e  t h e  s t o c k  (or e s c r o w  c e r t i f i­

cat e  r e p r e s e n t i n g  s u c h  stock) t o  w h i c h  he s h a l l  t h u s  b e  e s t a b­

li s h e d  as b e i n g  e n t i t l e d .

S e c t i o n  10. C I V I L  A N D  C R I M I N A L  P E N A L T I E S  F O R  M I S R E P R E S E N­

T A T I O N  O F  F A C T S  D E T E R M I N I N G  E L I G I B I L I T Y  T O  B E C O M E  A G S O C  S H A R E­

HOLDER.

(a) A n y  i n d i v i d u a l  w h o  s h a l l  h a v e  r e c e i v e d  s t o c k  u p o n  o r i g -



inal i s s u e  b y  A G S O C  t h r o u g h  f r a u d u l e n t  o r  m i s l e a d i n g  r e p r e s e n t a­

tio n s  sh a l l ,  u p o n  d e m a n d  t h e r e f o r  in  w r i t i n g  b e i n g  m a d e  b y  or  o n  

b e h a l f  of  A G S O C ,  r e t u r n  a l l  c e r t i f i c a t e s  or  o t h e r  e v i d e n c e  of 

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

w h e t h e r  in cash, in s t o c k  o r  o t h e r w i s e ,  r e c e i v e d  t h e r e o n ,  t o­

g e t h e r  w i t h  i n t e r e s t  at t h e  r a t e  o f  e i g h t  p e r c e n t  (8%) p e r  a n n u m  

f r o m  t h e  d a t e  t h a t  s u c h  d i v i d e n d  o r  d i v i d e n d s  w e r e  r e c e i v e d  to 

the d a t e  o f  s u c h  r e p a y m e n t .  In t h e  e v e n t  o f  f a i l u r e  o f  s u c h  i l­

legal h o l d e r  o f  s h a r e s  o f  A G S O C  to  m a k e  s u c h  r e s t i t u t i o n  in full, 

A G S O C  s h a l l  b e  e n t i t l e d  b y  c i v i l  a c t i o n  in a n y  S u p e r i o r  C o u r t  

in t h e  S t a t e  o f  A l a s k a  to e n f o r c e  s u c h  r e c o v e r y ,  t o g e t h e r  w i t h  

p a y m e n t  of  all l e g a l  fees a n d  c o u r t  c o s t s  i n c u r r e d  b y  A G S O C  in 

e f f e c t i n g  s u c h  r e c o v e r y .

(b) A n y  p e r s o n  w h o  s h a l l  o b t a i n  f o r  h i m s e l f  o r  for a p e r s o n  

as to w h o m  h e  is or h a s  r e p r e s e n t e d  t h a t  he is a p a r e n t a l  or 

legal g u a r d i a n  t h e  i s s u a n c e  o f  s h a r e s  of  A G S O C  t h r o u g h  fraud, 

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

g u i l t y  o f  a C l a s s  C felony.

S e c t i o n  11. S P E C I A L  S E S S I O N  T O  A P P R O V E  F I N A N C I N G .  It is 

the i n t e n t  o f  t h e  l e g i s l a t u r e  t h a t  at s u c h  t i m e  as A G S O C  c o m e s  

f o r w a r d  w i t h  a r e q u e s t  for p r o j e c t  f i n a n c i n g  t h a t  the G o v e r n o r  

s h all c a l l  a s p e c i a l  s e s s i o n  o f  the l e g i s l a t u r e  to c o n s i d e r  s u c h  

r e q u e s t .  H o w e v e r ,  n o  s p e c i a l  s e s s i o n  n e e d  be  c a l l e d  if the 

l e g i s l a t u r e  is s c h e d u l e d  to m e e t  w i t h i n  s i x t y  (60) d a y s  o f  the 

da t e  o f  s u c h  r e q u e s t .  In the e v e n t  the l e g i s l a t u r e  s h a l l  d e t e r­

m i n e  t h a t  f i n a n c i n g  o r  t h e  g u a r a n t y  of f i n a n c i n g  for a n  A G S O C  

p r o j e c t  is n e c e s s a r y  o r  d e s i r a b l e ,  the l e g i s l a t u r e  s h a l l  at t h e
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e a r l i e s t  c o n v e n i e n t  t i m e  c a l l  a s p e c i a l  e l e c t i o n  (unless an e l e c­

tion  is s c h e d u l e d  t o  b e  h e l d  w i t h i n  s i x t y  (60) days) f o r  v o t i n g  

o n  the a p p r o v a l  o f  the e x t e n s i o n  of c r e d i t  to A G S O C  b y  the 

S t a t e  of  A l a s k a ,  o r  the g u a r a n t y i n g  b y  t h e  S t a t e  o f  A l a s k a  o r  

by a n y  a g e n c y  o r  i n s t r u m e n t a l i t y  t h e r e o f  o f  the c r e d i t  o f  AG S O C .

S e c t i o n  12. T R U S T  A C C O U N T  W I T H  D E P A R T M E N T  OF  R E V E N U E .

T h e r e  is h e r e b y  e s t a b l i s h e d  a t r u s t  a c c o u n t  w i t h i n  t h e  D e p a r t­

m e n t  of  R e v e n u e  w h i c h  a c c o u n t  s h a l l  b e  u s e d  s o l e l y  a n d  e x c l u­

s i v e l y  for p u r p o s e s  of g u a r a n t y i n g  loans, p u b l i c  o r  p r i v a t e ,  to 

A G S O C  for the a c c o m p l i s h m e n t  o f  its p u r p o s e s .

S e c t i o n  13. T h e  f o l l o w i n g  a m e n d m e n t s  s h a l l  b e  a n d  h e r e b y  

a re m a d e  to  the A l a s k a  S t a t u t e s :

(a) T i t l e  10, S e c t i o n  1 0 . 0 5 . 0 1 2 ,  is h e r e b y  a m e n d e d  b y  i n­

se r t i n g  p r i o r  to  the f i r s t  w o r d  in the s e c o n d  s e n t e n c e  t h e r e o f  

the wor d s :  " E x c e p t  w i t h  r e s p e c t  to G e n e r a l  S t o c k  O w n e r s h i p

C o r p o r a t i o n s , ".

(b) T h e  l a s t  s e n t e n c e  o f  T i t l e  10, S e c t i o n  1 0 . 0 5 . 1 8 6 ,  is 

h e r e b y  a m e n d e d  t o  read: " E x c e p t  w i t h  r e s p e c t  t > G e n e r a l  S t o c k

O w n e r s h i p  C o r p o r a t i o n s ,  n o  c l a s s i f i c a t i o n  o f  d i r e c t o r s  is e f f e c­

tive p r i o r  to the f i r s t  a n n u a l  m e e t i n g  o f  s h a r e h o l d e r s . "

(c) T i t l e  10, S e c t i o n  1 0 . 0 5 . 2 0 4 ,  is h e r e b y  a m e n d e d  by 

a d d i n g  a n e w  S u b s e c t i o n  (7) at the e n d  t h e r e o f  as follows:

"(7) N o t w i t h s t a n d i n g  the f o r e g o i n g  o r  a n y  o t h e r  p r o -
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v i s i o n s  o f  T i t l e  10 o f  t h e  A l a s k a  S t a t u t e s ,  d i v i d e n d s  

m a y  b e  d e c l a r e d  a n d  p a i d  b y  a G e n e r a l  S t o c k  O w n e r s h i p

C o r p o r a t i o n ,  o r g a n i z e d  u n d e r  A S  _______________ , at any

t i m e  a n d  f r o m  a n y  s o u r c e  to t h e  e x t e n t  d e e m e d  b y  the 

B o a r d  o f  D i r e c t o r s  t h e r e o f  n e c e s s a r y  t o  c o m p l y  w i t h  the 

d i s t r i b u t i o n  r e q u i r e m e n t s  of t h e  l a w s  o f  A l a s k a  a n d  of  

t h e  U n i t e d  S t a t e s ,  e x c e p t  t h a t  n o  d i v i d e n d  s h a l l  be  d e ­

c l a r e d  w h e n  s u c h  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  

is i n s o l v e n t  o r  w h i c h  w o u l d  c a u s e  it  to b e c o m e  i n s o l­

vent. "

(d) T i t l e  45 is h e r e b y  a m e n d e d  by  a d d i n g  a n e w  S e c t i o n

4 5 . 5 5 . 1 4 1  t h e r e t o  to read:

" S e c t i o n  4 5 . 5 5 . 1 4 1 .  T h e  s t o c k  o f  a G e n e r a l  S t o c k  

O w n e r s h i p  C o r p o r a t i o n  o r g a n i z e d  u n d e r  t h e  A l a s k a  G e n­

e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  A c t  (AS ____ . _______ ) is

n o t  a s e c u r i t y  a n d  the i s s u e  o r  s a l e  o f  s t o c k  u n d e r  that 

A c t  s h a l l  n o t  b e  c o n s t r u e d  as a s a l e  o f  a s e c u r i t y  for 

p u r p o s e s  o f  t h i s  c h a p t e r . "

S e c t i o n  14. A G S O C  S H A L L  B E  E X E M P T  F R O M  P R O V I S I O N S  OF 

T I T L E  6, C H A P T E R  25, O F  A L A S K A  S T A T U T E S .  A G S O C  s h a l l  b e  

a u t h o r i z e d  to e n g a g e  in t r u s t  a n d  e s c r o w  a c t i v i t i e s  w i t h  r e s­

pe c t  o n l y  to m a t t e r s  i n v o l v i n g  its o w n  s t o c k  a n d  t o  s u c h  e x­

tent  A G S O C  s h a l l  b e  e x e m p t  f r o m  c o m p l i a n c e  w i t h  t h e  p r o v i s i o n s  

o f  T i t l e  6, C h a p t e r  25, of A l a s k a  S t a t u t e s .
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E X P L A N A T O R Y  F O O T N O T E S  TO  P R O P O S E D  " B I L L  

F O R  A N  A C T  E N T I T L E D  'AN A C T  E S T A B L I S H I N G  A L A S K A  

G E N E R A L  S T O C K  O W N E R S H I P  C O R P O R A T I O N ;  A M E N D I N G  

C E R T A I N  A L A S K A  S T A T U T E S ;  A N D  P R O V I D I N G  F O R  A N  

E F F E C T I V E  D A T E ' "

S e t  f o r t h  b e l o w  is a c o p y  o f  t h e  p r o p o s e d  Bill, to w h i c h  

f o o t n o t e s  h a v e  b e e n  a d d e d  a t  a p p r o p r i a t e  p l a c e s  a b o v e  the 

p a r t i c u l a r  w o r d s  to w h i c h  the f o o t n o t e s  a r e  p e r t i n e n t .  T h u s  

the p r e c e d i n g  d r a f t  o f  p r o p o s e d  B i l l  a n d  t h e  f o l l o w i n g  d r a f t  

of  p r o p o s e d  Bi l l  are i d e n t i c a l  e x c e p t  t h a t  in the f o l l o w i n g  

d r a f t  the f o o t n o t e  r e f e r e n c e s  h a v e  b e e n  ad d e d .  T h e  f o o t n o t e s  

t h e m s e x v e s  a p p e a r  i m m e d i a t e l y  f o l l o w i n g  the s e c o n d  draft.



A BILL

F O R  A N  A C T  E N T I T L E D  "AN A C T  E S T A B L I S H I N G  A L A S K A  G E N E R A L  S T O C K  

O W N E R S H I P  C O R P O R A T I O N ;  A M E N D I N G  C E R T A I N  A L A S K A  S T A T U T E S ;  A N D  

P R O V I D I N G  F O R  A N  E F F E C T I V E  D A T E . " (1)

BE I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

S e c t i o n  1. A L A S K A  G E N E R A L  S T O C K  O W N E R S H I P  C O R P O R A T I O N  

O R G A N I Z A T I O N .  T h e  G o v e r n o r  of t h e  S t a t e  o f  A l a s k a  be, and h e r e­

by is, a u t h o r i z e d  a n d  d i r e c t e d  to c a u s e  t h e  i n c o r p o r a t i o n  of 

A l a s k a  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  ( A G S O C ) , by  the f i l i n g

of a p p r o p r i a t e  A r t i c l e s  of  I n c o r p o r a t i o n  w i t h  the D i v i s i o n  of

(2)
B a n k i n g  a n d  S e c u r i t i e s  of  the D e p a r t m e n t  o f  C o m m e r c e  a n d  to

a p p o i n t  as i n c o r p o r a t o r s  a n d  as t h e  f i r s t  B o a r d  of  D i r e c t o r s  of

A G S O C  n i n e  (9) i n d i v i d u a l s ,  at  l e a s t  fi v e  (5) o f  w h o m  are re.?i-

(3)
d e n t s  of  A l a s k a .

S e c t i o n  2. G E N E R A L  S T O C K  O W N E R S H I P  C O R P O R A T I O N  U N D E R  I N­

T E R N A L  R E V E N U E  CODE. A G S O C  s h a l l  be o r g a n i z e d  as a G e n e r a l  S t o c k

O w n e r s h i p  C o r p o r a t i o n  u n d e r  T i t l e  VI o f  the I n t e r n a l  R e v e n u e

(4)
C o d e  of 1954, as a m e n d e d ,  a n d  u n d e r  th i s  Act.

S e c t i o r  ' O R G A N I Z E D  A S  A  D O M E S T I C  C O R P O R A T I O N .  A G S O C

s h a l l  be  a dc .• »tic c o r p o r a t i o n  for p r o f i t  u n d e r  t h e  laws of
/

the S t a t e  o f  A l a s k a ,  a n d  s h a l l  n o t  be  an a g e n c y  o r  p o l i t i c a l

(5)
s u b d i v i s i o n  o f  the S t a t e  o f  A l a s k a  for a n y  pu r p o s e .



Section 4. INITIAL BOARD OF DIRECTORS.

(a) T h e  i n i t i a l  B o a r d  o f  D i r e c t o r s  o f  A G S O C  ( h e r e i n a f t e r  

r e f e r r e d  t o  as t h e  "Board") s h a l l  c o n s i s t  o f  n i n e  (9) m e m b e r s ,  

at l e a s t  f i v e  (5) o f  w h o m  s h a l l  a t  all t i m e s  d u r i n g  t h e i r  t e r m s  

as m e m b e r s  of  t h e  B o a r d  b e  r e s i d e n t s  o f  t h e  S t a t e  o f  A l a s k a .

(b) M e m b e r s  o f  t h e  i n i t i a l  B o a r d  s h a l l  be d i v i d e d  in t o  

t h r e e  (3) c l a s s e s ,  e a c h  c l a s s  c o n s i s t i n g  o f  t h r e e  (3) i n d i v i­

duals, d e s i g n a t e d  as C l a s s  O n e  d i r e c t o r s ,  ich w i t h  a t e r m  of 

o n e  (1) y e a r  a n d  u n t i l  t h e i r  s u c c e s s o r s  a r e  e l e c t e d  a n d  q u a l i­

fied; C l a s s  T w o  d i r e c t o r s ,  e a c h  w i t h  a t e r m  o f  t w o  (2) y e a r s  

a n d  u n t i l  t h e i r  s u c c e s s o r s  a r e  e l e c t e d  a n d  q u a l i f i e d ;  a n d  C l a s s  

T h r e e  d i r e c t o r s ,  e a c h  w i t h  a t e r m  o f  t h r e e  (3) y e a r s  a n d  u n t i l  

t h e i r  s u c c e s s o r s  are e l e c t e d  a n d  q u a l i f i e d .  ^

S e c t i o n  5. I S S U E  A N D  T R A N S F E R  O F  STOCK. A l a s k a  G e n e r a l  

S t o c k  O w n e r s h i p  C o r p o r a t i o n  is h e r e b y  a u t h o r i z e d  a n d  d i r e c t e d :

(a) to i s s u e  o n l y  o n e  (1) c l a s s  o f  s t o c k ; ^

(b) to  iss le s h a r e s  o n l y  to r e s i d e n t s  ( e l i gible i n d i v i­

duals) o f  A l a s k a  as d e f i n e d  h e r e i n ;  ^

(c) to i n i t i a l l y  i s s u e  a t  l e a s t  o n e  (1) s h a r e  o f  its 

s t o c k  to  e a c h  r e s i d e n t  o f  A l a s k a ,  u n l e s s  s u c h  r e s i d e n t  e l e c t s  

w i t h i n  o n e  (1) y e a r  a f t e r  the d a t e  o f  s u c h  i s s u a n c e  n o t  to r e­

ce i v e  s u c h  share; ^
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(d) to p r o v i d e  t h a t  n o  s h a r e  o f  s t o c k  s h a l l  b e  sold, 

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

t a r i l y  o r  i n v o l u n t a r i l y ,  o r  o t h e r w i s e  t r a n s f e r r e d  —

(i) b y  a s h a r e h o l d e r  o t h e r  t h a n  b y  w i l l  o r  t h e  a p­

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

e x p i r a t i o n  o f  fi v e  (5) y e a r s  f r o m  t h e  d a t e  s u c h  s t o c k  is 

i s s u e d  b y  A G S O C  e x c e p t  in  the e v e n t  t h e  s h a r e h o l d e r  c e a s e s  

to b e  a r e s i d e n t  o f  t h e  S t a t e  of  A l a s k a  a n d  t h e r e u p o n  

e l e c t s  to m a k e  s u c h  t r a n s f e r ;

(ii) to a n y  p e r s o n  o t h e r  t h a n  an i n d i v i d u a l  w h o  is at 

the t i m e  o f  s u c h  t r a n s f e r  a n  i n d i v i d u a l  r e s i d e n t  of A l a s k a  

as d e f i n e d  h e r ein;

(iii) to a n y  i n d i v i d u a l  who, a f t e r  the t r a n s f e r ,  w o u l d  

o w n  m o r e  t h a n  ten (10) s h a r e s  o f  the s t o c k  of  A G S O C ;

(iv) b y  a n y  s h a r e h o l d e r  u n t i l  s u c h  s h a r e h o l d e r  s h a l l  

r e a c h  the age o f  m a j o r i t y ,  as d e f i n e d  b y  A l a s k a  law;

(e) to p e r f o r m  a l l  a c t s  a n d  c o n f o r m  t o  a l l  l e g a l  r e q u i r e­

m e n t s  to q u a l i f y  a n d  t h e r e a f t e r  to c o n t i n u e  to q u a l i f y  as a G e n­

e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  u n d e r  the I n t e r n a l  R e v e n u e  C o d e  

o f  1954, a s  a m e n d e d ,  a n d  u n d e r  this Ac t ,  u n l e s s  the Board, w i t h  

the c o n s e n t  o f  the S e c r e t a r y  in a c c o r d a n c e  w i t h  a p p l i c a b l e  p r o­

v i s i o n s  o f  the I n t e r n a l  R e v e n u e  C o d e  a n d  r e g u l a t i o n s  t h e r e u n d e r ,  

s h a l l  e l e c t  to t e r m i n a t e  s u c h  q u a l i f i c a t i o n ; a n d
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(f) n o t  t o  i n v e s t  in o r  a c q u i r e  a n y  I n t e r e s t  in p r o p e r­

tie s  a c q u i r e d  b y  it o r  f o r  i t s  b e n e f i t  t h r o u g h  e x e r c i s e  o f  the

(15)
r i g h t  o f  e m i n e n t  d o m a i n .

S e c t i o n  6. R I G H T  O F  F I R S T  R E F U S A L  T O  P U R C H A S E  O W N  STOCK. 

A G S O C  s h a l l  h a v e  a r i g h t  of f i r s t  r e f u s a l  to  p u r c h a s e  a n y  s h a r e s  

o f  s t o c k  o f  A G S O C  o f f e r e d  to  b e  t r a n s f e r r e d  by  t h e  h o l d e r  t h e r e -

/ 1 g \
of. S u c h  s h a r e s  m a y  be h e l d  b y  A G S O C  in  t h e  g e n e r a l  e s c r o w

o r  t r u s t  a c c o u n t  o f  its t r u s t  o r  e s c r o w  d i v i s i o n ,  in w h i c h  e v e n t

su c h  s t o c k  s h a l l  c o n t i n u e  i t s  s t a t u s  as i s s u e d  a n d  o u t s t a n d i n g

s t o c k  o f  A G S O C  for a l l  p u r p o s e s ,  e x c e p t  t h a t  s u c h  s h a r e s ,  w h i l e

so held, s h a l l  n o t  b e  v o t e d  n o r  s h a l l  t h e y  be e n t i t l e d  to d i v i -

(17)
d e n d s  d e c l a r e d  on s h a r e s  of A G S O C  stock. T h e  B o a r d  o f  D i r e c­

tor s  b y  r e s o l u t i o n  s h a l l  h a v e  the p o w e r  to c a n c e l  s u c h  r e a c q u i r e d

s h a r e s  a n d  s u c h  s h a r e s  s h a l l  t h e r e u p o n  r e t u r n  to t h e  s t a t u s  o f  

a u t h o r i z e d  a n d  u n i s s u e d  shares.

S e c t i o n  7. E S C R O W  O F  S T O C K  B Y  A G S O C .  A G S O C  s h a l l  h a v e  the 

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

r e s p e c t  to t h e  e s t a b l i s h i n g  o f  e s c r o w  a c c o u n t s  e i t h e r  w i t h i n  its 

o w n  t r u s t  a n d  e s c r o w  d e p a r t m e n t  o r  o t h e r w i s e  for e a c h  s t o c k­

h o l d e r  of  the c o r p o r a t i o n ;  f o r  r e l e a s i n g  s h a r e s  o f  s t o c k  to the 

o w n e r  o r  b u y e r  t h e r e o f  s u b j e c t  t o  the c o n t i n u i n g  r e s t r i c t i o n s  

set f o r t h  in t h i s  A c t  at  the e x p i r a t i o n  of  the p e r i o d  o f  five

(5) y e a r s  f o l l o w i n g  d a t e  of i s s u e  t h e r e o f ,  o r  t h e  d a t e  u p o n

w h i c h  t h e  .shareholder s h a l l  r e a c h  the a g e  o f  m a j o r i t y ,  as d e­

fined  b y  A l a s k a  law, o r  the d a t e  w h e n  t h e  s h a r e h o l d e r  s h a l l  h a v e  

c o m p l i e d  w i t h  all r e a s o n a b l e  r u l e s  a n d  r e g u l a t i o n s  o f  A G S O C  

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

to b e  a r e s i d e n t  of  t h e  S t a t e  o f  A l a s k a  a n d  t h e r e u p o n  e l e c t i n g

(18)
to t r a n s f e r  s u c h  s h a r e s  to a n  e l i g i b l e  t r a n s f e r e e ;  for the

o p e r a t i o n  of its t r u s t  a n d  e s c r o w  d i v i s i o n ;  f o r  t h e  t r a n s f e r  a n d

r e c o r d i n g  of t r a n s f e r s  of  i t s  s t o c k  if  it d e t e r m i n e s  t o  a c t  as

(19)
its o w n  t r a n s f e r  agent; for t h e  o p e r a t i o n  o f  i t s  t r u s t  a n d

e s c r o w  d i v i s i o n  if it d e t e r m i n e s  to e s t a b l i s h  a t r u s t  a n d  e s c r o w  

d i v i s i o n ,  a n d  w i t h  r e s p e c t  to  the issue, t r a n s f e r ,  r e p u r c h a s e  

a n d  o t h e r  h a n d l i n g  o r  d e a l i n g  w i t h  i t s  s t o c k  as its B o a r d  of 

D i r e c t o r s  m a y  a d o p t  a n d  p r o m u l g a t e .  A l l  s u c h  r u l e s  a n d  r e g u­

la t i o n s  s h a l l  b e  p u b l i s h e d  to  t h e  s t o c k h o l d e r s  of  A G S O C  a n d  

s h a l l  be a v a i l a b l e  in s u i t a b l e  f o r m  t o  a n y  s t o c k h o l d e r  at a n y  

t i m e  u p o n  r e q u e s t  d u r i n g  r e g u l a r  b u s i n e s s  hours.

S e c t i o n  8. D E F I N I T I O N  O F  R E S I D E N T .

(a) F o r  p u r p o s e s  o f  o r i g i n a l  i s s u e  o f  s h i r e s  o f  A G S O C  

s t o c k  u n d e r  t h i s  Act, t h e  t e r m s  " r e s i d e n t " ,  " e l i g i b l e  i n d i v i d u a l " ,  

o r  " q u a l i f i e d  i n d i v i d u a l "  s h a l l  h a v e  t h e  s a m e  a n d  i d c n t i c a 1 

m e a n i n g ,  a n d  s h a l l  m e a n  an i n d i v i d u a l ,  b o r n  p r i o r  t o  1 2 : 0 0  

o ' c l o c k  m i d n i g h t  on J a n u a r y  1, 1979, r e g a r d l e s s  of age, w h o  as

of  12:00 o ' c l o c k  m i d n i g h t  o n  J a n u a r y  1, 1 9 7 9 , ^ ^  w a s  a r e s i d e n t  

o f  a n d  w a s  d o m i c i l e d  in the S t a t e  o f  A l a s k a  a n d  w h o  r e m a i n s  a 

r e s i d e n t  o f  A l a s k a  t h r o u g h  t h e  d a t e  d e t e r m i n e d  b y  t h e  B o a r d  of 

D i r e c t o r s  of A G S O C  a n d  p u b l i c l y  a n n o u n c e d  as such, to be  the 

d a t e  the s h a r e s  o f  s t o c k  of A G S O C  are i n i t i a l l y  issued.

(b) F o r  p u r p o s e s  o f  t r a n s f e r  of  A G S O C  s h a r e s  s u b s e q u e n t  to

of said events shall be the last to occur, except in the event
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i n i t i a l  i s s u a n c e ,  "resident"' .shall m e a n  an i n d i v i d u a l ,  r e g a r d­

less of  age, w h o  is a r e s i d e n t  a n d  is d o m i c i l e d  in the S t a t e  of 

A l a s k a  o n  t h e  d a t e  s u c h  t r a n s f e r  is m a d e  e f f e c t i v e .

S e c t i o n  9. I D E N T I F I C A T I O N  O F  R E S I D E N T S  O F  A L A S K A  E L I G I B L E  

T O  B E C O M E  A G S O C  S H A R E H O L D E R S .

(a) P r i o r  t o  i s s u i n g  a n y  s h a r e s  o f  st o c k ,  A G S O C  s h a l l  

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

t e l e v i s i o n  b r o a d c a s t i n g ,  a n d  o t h e r w i s e ,  to m a k e  k n o w n  to  all 

r e s i d e n t s  o f  t h e  S t a t e  o f  A l a s k a  its i n t e n t i o n  t o  i s s u e  s t o c k  

to e a c h  p e r s o n  e l i g i b l e  to b e c o m e  a s h a r e h o l d e r  a n d  to s i m i­

larly n o t i f y  a l l  A l a s k a  r e s i d e n t s  o f  t h e  e l i g i b i l i t y  r e q u i r e -

(21)
m e n t s  to b e c o m e  a r e g i s t e r e d  s h a r e h o l d e r  o f  A G S O C .  S u c h

e f f o r t s  s h a l l  b e  m a d e  f r o m  t i m e  t o  t i m e  a n d  s h a l l  c o n t i n u e  for 

a p e r i o d  o f  at l e a s t  n i n e t y  (90) d a y s  p r i o r  to the d a t e  for i s s u­

anc e  o f  s t o c k  o f  AGS O C ,  a n d  s h a l l  be m a d e  a t  l e a s t  o n c e  e a c h  

m o n t h  o v e r  the n e x t  e l e v e n  (11) m o n t h s ,  a n d  as f r e q u e n t l y  t h e r e­

a f t e r  as the B o a r d  o f  D i r e c t o r s  o f  A G S O C  m a y  d e e m  a p p r o p r i a t e .

T h e  p r o c e d u r a l  d e t a i l s  p e r t a i n i n g  to t h e  i d e n t i f i c a t i o n  o f  s u c h  

p e r s o n s  as s h a r e h o l d e r s ,  e i t h e r  in p e r s o n ,  o r  if t h e y  a r e  m i n o r s  

r e p r e s e n t e d  b y  a p a r e n t a l  or  l e g a l  g u a r d i a n ,  o r  if t h e y  b e  i n­

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

to e a c h  p e r s o n  m a k i n g  i n q u i r y  at a p r o p e r l y  d e s i g n a t e d  o f f i c e  by 

a r e p r e s e n t a t i v e  o f  AGSOC.

i
(b) T h e  d u t y  a n d  r e s p o n s i b i l i t y ,  h o w e v e r ,  of  e a c h  q u a l i­

fied r e s i d e n t  to  m a k e  a p p l i c a t i o n  for r e g i s t r a t i o n  a s  a s h a r e­

ho l d e r  o f  A G S O C  s h a l l  r e s t  s o l e l y  a n d  e x c l u s i v e l y  u p o n  su c h
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q u a l i f i e d  r e s i d e n t  a n d  u p o n  the p a r e n t a l  a n d  l e g a l  g u a r d i a n s  of

q u a l i f i e d  r e s i d e n t s ,  a n d  A G S O C  s h a l l  n o t  b e  l i a b l e  for any loss,

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

o r  i n d i r e c t l y  f r o m  the f a i l u r e  of s u c h  q u a l i f i e d  r e s i d e n t  to

m a k e  s u c h  t i m e l y  a p p l i c a t i o n  e x c e p t  as h e r e i n  s p e c i f i c a l l y  p r o -

(22)
v i d e d . K ‘

(c) A G S O C  s h a l l  h a v e  n o  o b l i g a t i o n  t o  r e i m b u r s e  a n y  e l i­

g i b l e  i n u i v i d u a l  w h o  m a y  i n c u r  i n c o m e  t a x  l i a b i l i t y  as the r e­

sul t  o f  f a i l u r e  to m a k e  t i m e l y  a p p l i c a t i o n  for r e g i s t r a t i o n  as 

a s h a r e h o l d e r  o f  A G S O C ,  n o r  s h a l l  A G S O C  b e  l i a b l e  for r e i m b u r s i n g  

p r e v i o u s l y  d e c l a r e d  o r  p a i d  d i v i d e n d s  to w h i c h  an a p p l i c a n t  for 

r e g i s t r a t i o n  as a s h a r e h o l d e r  w o u l d  h a v e  b e e n  e n t i t l e d  h a d  t i m e l y  

a p p l i c a t i o n  t h e r e f o r  b e e n  m a d e .  S u b j e c t  to  t h e s e  l i m i t a t i o n s ,  

h o w e v e r ,  an e l i g i b l e  r e s i d e n t  w h o  w o u l d  h a v e  b e e n  e n t i t l e d  to 

th e  i s s u a n c e  o f  a s h a r e  o r  s h a r e s  o f  s t o c k  o f  A G S O C ,  h a d  a p p l i­

c a t i o n  b e e n  m a d e  p r i o r  to t h e  t i m e  o f  s u c h  i s s u a n c e ,  o r  a t r a n s­

fer e e  b y  will, o r  b y  the laws of d e s c e n t  a n d  d i s t r i b u t i o n ,  o r  

o t h e r  l e g a l  t r a n s f e r e e ,  a n d  h a d  s u c h  q u a l i f i c a t i o n  c o n t i n u e d  

t h r o u g h  t n e  d a t e  o f  s u c h  i s s u a n c e ,  m a y  at a n y  t i m e  t h e r e a f t e r  

m a k e  s u c h  a p p l i c a t i o n  a n d  r e c e i v e  the s t o c k  (or e s c r o w  c e r t i f i­

cat e  r e p r e s e n t i n g  s u c h  stock) to w h i c h  he s h a l l  t h u s  be e s t a b -

(23)
l i s h e d  as b e i n g  e n t i t l e d .

S e c t i o n  10. C I V I L  A N D  C R I M I N A L  P E N A L T I E S  F O R  M I S R E P R E S E N­

T A T I O N  O F  F A C T S  D E T E R M I N I N G  E L I G I B I L I T Y  T O  B E C O M E  A G S O C  S H A R E­

HOLDE R .

(a) A n y  i n d i v i d u a l  w h o  s h a l l  h a v e  r e c e i v e d  s t o c k  u p o n  o r i g -
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inal i s s u e  by  A G S O C  t h r o u g h  f r a u d u l e n t  o r  m i s l e a d i n g  r e p r e s e n t a­

tions  shall, u p o n  d e m a n d  t h e r e f o r  in w r i t i n g  b e i n g  m a d e  b y  o r  o n  

b e h a l f  o f  A G S O C ,  r e t u r n  a l l  c e r t i f i c a t e s  o r  o t h e r  e v i d e n c e  of 

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

w h e t h e r  in c ash, in s t o c k  o r  o t h e r w i s e ,  r e c e i v e d  t h e r e o n ,  t o­

g e t h e r  w i t h  i n t e r e s t  a t  t h e  r a t e  o f  e i g h t  p e r c e n t  (8%) p e r  a n n u m  

f r o m  t h e  d a t e  t h a t  s u c h  d i v i d e n d  o r  d i v i d e n d s  w e r e  r e c e i v e d  to 

the d a t e  o f  s u c h  r e p a y m e n t .  In t h e  e v e n t  o f  f a i l u r e  o f  s u c h  i l­

lega l  h o l d e r  o f  s h a r e s  o f  A G S O C  to m a k e  s u c h  r e s t i t u t i o n  in full, 

A G S O C  s h a l l  b e  e n t i t l e d  b y  c i v i l  a c t i o n  in a n y  S u p e r i o r  C o u r t  

in t h e  S t a t e  o f  A l a s k a  to e n f o r c e  s u c h  r e c o v e r y ,  t o g e t h e r  w i t h  

p a y m e n t  o f  a l l  l e g a l  fe e s  a n d  c o u r t  c o s t s  i n c u r r e d  by  A G S O C  in 

e f f e c t i n g  s u c h  r e c o v e r y .

(b) A n y  p e r s o n  w h o  s h a l l  o b t a i n  for h i m s e l f  o r  for a p e r s o n  

as to w h o m  h e  is o r  h a s  r e p r e s e n t e d  t h a t  h e  is a p a r e n t a l  or 

le gal g u a r d i a n  the i s s u a n c e  o f  s h a r e s  of A G S O C  t h r o u g h  fraud, 

m i s r e p r e s e n t a t i o n  o r  by  a n y  d e c e i t f u l  o r  i l l e g a l  m e a n s ,  s h a l l  be 

g u i l t y  o f  a C l a s s  C felony.

S e c t i o n  11. S P E C I A L  S E S S I O N  T O  A P P R O V E  F I N A N C I N G .  It is 

the i n t e n t  of  t h e  l e g i s l a t u r e  t h a t  at s u c h  t i m e  as A G S O C  c o m e s  

f o r w a r d  w i t h  a r e q u e s t  for p r o j e c t  f i n a n c i n g  t h a t  the G o v e r n o r  

s h a l l  c a l l  a s p e c i a l  s e s s i o n  of the l e g i s l a t u r e  to c o n s i d e r  s u c h  

r e q u e s t .  H o w e v e r ,  n o  s p e c i a l  s e s s i o n  n e e d  be c a l l e d  if the 

l e g i s l a t u r e  is s c h e d u l e d  to m e e t  w i t h i n  s i x t y  (60) d a y s  o f  the 

d a t e  o f  s u c h  r e q u e s t .  In the e v e n t  the l e g i s l a t u r e  s h a l l  d e t e r­

mi n e  t h a t  f i n a n c i n g  o r  t h e  g u a r a n t y  o f  f i n a n c i n g  f o r  an A G S O C  

p r o j e c t  is n e c e s s a r y  o r  d e s i r a b l e ,  t h e  l e g i s l a t u r e  s h a l l  at the
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e a r l i e s t  c o n v e n i e n t  t i m e  c a l l  a s p e c i a l  e l e c t i o n  (unless an e l e c­

ti o n  is s c h e d u l e d  to b e  h e l d  w i t h i n  s i x t y  (60) days) f o r  v o t i n g  

on  t h e  a p p r o v a l  o f  the e x t e n s i o n  o f  c r e d i t  to A G S O C  b y  the 

S t a t e  of  A l a s k a ,  o r  the g u a r a n t y i n g  b y  the S t a t e  o f  A l a s k a  o r  

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

A G S O C .  (24)

S e c t i o n  12. T R U S T  A C C O U N T  W I T H  D E P A R T M E N T  OF  R E V E N U E .

T h e r e  is h e r e b y  e s t a b l i s h e d  a t r u s t  a c c o u n t  w i t h i n  t h e  D e p a r t­

m e n t  o f  R e v e n u e  w h i c h  a c c o u n t  s h a l l  b e  u s e d  s o l e l y  a n d  e x c l u­

si v e l y  for p u r p o s e s  of g u a r a n t y i n g  loans, p u b l i c  o r  p r i v a t e ,  to 

A G S O C  for t h e  a c c o m p l i s h m e n t  o f  i t s  p u r p o s e s .

S e c t i o n  13. T h e  f o l l o w i n g  a m e n d m e n t s  s h a l l  b e  a n d  h e r e b y  

are m a d e  t o  the A l a s k a  S t a t u t e s :

(a) T i t l e  10, S e c t i o n  1 0 . 0 5 . 0 1 2 ,  is h e r e b y  a m e n d e d  b y  i n­

s e r t i n g  p r i o r  t o  t h e  f i r s t  w o r d  in t h e  s e c o n d  s e n t e n c e  t h e r e o f  

t h e  words: " E x c e p t  w i t h  r e s p e c t  to  G e n e r a l  S t o c k  O w n e r s h i p

C o r p o r a t i o n s , " .  ^2 6 ^

(b) T h e  l a s t  s e n t e n c e  o f  T i t l e  10, S e c t i o n  1 0 . 0 5 . 1 8 6 ,  is 

h e r e b y  a m e n d e d  to read: " E x c e p t  w i t h  r e s p e c t  to G e n e r a l  S t o c k

O w n e r s h i p  C o r p o r a t i o n s ,  n o  c l a s s i f i c a t i o n  o f  d i r e c t o r s  is e f f e c­

tive  p r i o r  to t h e  f i r s t  a n n u a l  m e e t i n g  of s h a r e h o l d e r s . " ^ 2 6 ^

(c) T i t l e  10, S e c t i o n  1 0 . 0 5 . 2 0 4 ,  is h e r e b y  a m e n d e d  by 

a d d i n g  a n e w  S u b s e c t i o n  (7) at  the e n d  t h e r e o f  as fo l l o w s :
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"(7) N o t w i t h s t a n d i n g  the f o r e g o i n g  o r  a n y  o t h e r  p r o­

v i s i o n s  o f  T i t l e  10 o f  t h e  A l a s k a  S t a t u t e s ,  d i v i d e n d s  

m a y  b e  d e c l a r e d  a n d  p a i d  by  a G e n e r a l  S t o c k  O w n e r s h i p

C o r p o r a t i o n ,  o r g a n i z e d  u n d e r  A S  _______________ , a t  a n y

t i m e  a n d  f r o m  a n y  s o u r c e  to t h e  e x t e n t  d e e m e d  b y  the 

B o a r d  o f  D i r e c t o r s  t h e r e o f  n e c e s s a r y  t o  c o m p l y  w i t h  the 

d i s t r i b u t i o n  r e q u i r e m e n t s  o f  the la w s  o f  A l a s k a  a n d  of 

t h e  U n i t e d  S t a t e s ,  e x c e p t  t h a t  no  d i v i d e n d  s h a l l  b e  d e­

c l a r e d  w h e n  s u c h  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  

is i n s o l v e n t  o r  w h i c h  w o u l d  c a u s e  it t o  b e c o m e  i n s o l -  

v e n t . " < 2 7 »

(d) T i t l e  45 is h e r e b y  a m e n d e d  b y  a d d i n g  a n e w  S e c t i o n

4 5 . 5 5 . 1 4 1  t h e r e t o  to read:

" S e c t i o n  4 5 . 5 5 . 1 4 1 .  T h e  s t o c k  o f  a G e n e r a l  S t o c k  

O w n e r s h i p  C o r p o r a t i o n  o r g a n i z e d  u n d e r  the A l a s k a  G e n­

e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  A c t  (AS _____ ._______ ) is

n o t  a s e c u r i t y  a n d  t h e  i s s u e  o r  s a l e  o f  s t o c k  u n d e r  t h a t  

A c t  s h a l l  n o t  b e  c o n s t r u e d  as a s a l e  o f  a s e c u r i t y  for 

p u r p o s e s  o f  t h i s  c h a p t e r ."

S e c t i o n  14. A G S O C  S H A L L  B E  E X E M P T  F R O M  P R O V I S I O N S  OF 

T I T L E  6, C H A P T E R  25, O F  A L A S K A  S T A T U T E S .  A G S O C  s h a l l  be 

a u t h o r i z e d  to  e n g a g e  in t r u s t  a n d  e s c r o w  a c t i v i t i e s  w i t h  r e s­

pe c t  o n l y  t o  m a t t e r s  i n v o l v i n g  its o w n  s t o c k  a n d  to s u c h  e x­

tent  A G S O C  s h a l l  be e x e m p t  f r o m  c o m p l i a n c e  w i t h  t h e  p r o v i s i o n s  

o f  T i t l e  6, C h a p t e r  25, o f  A l a s k a  S t a t u t e s .



F O O T N O T E S

1. T h e  p r o p o s e d  S t a t e  l e g i s l a t i o n  is i n t e n d e d  to c r e a t e  a 
c o r p o r a t i o n  c o n f o r m i n g  to the r e q u i r e m e n t s  o f  the F e d e r a l  
l e g i s l a t i o n  a d o p t e d  as p a r t  of  the R e v e n u e  A c t  of 1978. T h i s  
l e g i s l a t i o n  (H.R. 13511) w a s  e n a c t e d  i n t o  l a w  as T i t l e  VI  o f  
the I n t e r n a l  R e v e n u e  C o d e  o f  1954, a s  a m e n d e d .  T h a t  l a w  is 
r e p r o d u c e d  h e r e i n  u n d e r  the t i t l e  " F e d e r a l  L a w "  a n d  its p r o­
v i s i o n s  a r e  e x p l a i n e d  in f o o t n o t e s  u n d e r  t h e  t i t l e  " F o o t n o t e s "  
f o l l o w i n g  t h e  te x t  of the F e d e r a l  law.

2. S e c t i o n  1 3 9 1 ( a ) ( 3 )  o f  the F e d e r a l  e n a b l i n g  l a w  r e q u i r e s  
that the c o r p o r a t i o n  b e  c h a r t e r e d  " b y  a n  A c t  of a S t a t e  l e g i s­
lat ur e " .  W e  b e l i e v e  th i s  B i l l  is s u c h  a n  A c t ,  e v e n  t h o u g h  the 
p r o c e d u r e  s p e c i f i c a l l y  d i r e c t e d  to b e  u s e d  i n  b r i n g i n g  the 
c o r p o r a t i o n  into e x i s t e n c e  is a d i r e c t i o n  b y  the L e g i s l a t u r e  
to the G o v e r n o r  s p e c i f y i n g ,  to the d e g r e e  r e q u i r e d  by the 
F e d e r a l  e n a b l i n g  A c t  a n d  b y  e x p r e s s i o n  o f  i n t e n t  o f  t h e  
A l a s k a n  L e g i s l a t u r e  c o n c e r n i n g  c e r t a i n  o f  t h e  d e t a i l s  o f  t h e  
A l a s k a  l a w  a n d  r e s u l t i n g  s p e c i a l  c o r p o r a t i o n .  F o r  s i m p l i c i t y ,  
this c o n t e m p l a t e s  t h a t  t h e  A l a s k a  G e n e r a l  B u s i n e s s  C o r p o r a t i o n  
la w s  s h a l l  a p p l y  w h e r e  n o t  i n c o n s i s t e n t  w i t h  the p r o v i s i o n s
of th i s  Act.

3. It is a s s u m e d  t h a t  it m a y  b e  r e g a r d e d  a s  e i t h e r  n e c e s s a r y  
or d e s i r a b l e  by the G o v e r n o r ,  in a p p o i n t i n g  t h e  i n c o r p o r a t o r s ,  
who, u n d e r  t h e  p r o v i s i o n s  o f  t h e  Bi l l  w o u l d  b e c o m e  the i n i t i a l  
B o a r d  o f  D i r e c t o r s ,  to go o u t s i d e  t h e  S t a t e  f o r  c e r t a i n  e x p e r­
tise a n d  e x p e r i e n c e  t h a t  m a y  n o t  b e  a v a i l a b l e  w i t h i n  the 
State. T h e  A c t  d o e s  n o t  p r e c l u d e  a l l  d i r e c t o r s  b e i n g  r e s i d e n t s  
of the S t a t e  o f  A l a s k a  if s u c h  b e  t h e  r e s u l t  of t h e  G o v e r n o r ' s  
a p p o i n t m e n t  o f  t h e  i n i t i a l  B o a r d  a n d  t h e  r e s u l t  o f  s u b s e q u e n t  
e l e c t i o n s  b y  the s t o c k h o l d e r s .  T h i s  t r a c k s  the F e d e r a l  e n­
a b l i n g  Ac t .  ( S e c t i o n  1 3 9 1 ( a ) ( 4 ) ( E ) . )

4. T h e  G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  Ac t ,  w h i c h  b e c a m e  
la w  o n  N o v e m b e r  6, 1978, as  p a r t  o f  t h e  1978 t a x  r e v i s i o n  
l e g i s l a t i o n ,  w a s  the e x t r a o r d i n a r y  a c c o m p l i s h m e n t  o f  S e n a t o r  
M i k e  G r a v e l  o f  A l a s k a .  N o t w i t h s t a n d i n g  t h e  a b s o l u t e  n e w n e s s  
of t h e  c o n c e p t ,  he m a n a g e d  to c o n v i n c e  C o n g r e s s  (and the 
P r e s i d e n t )  o f  t h e  s o u n d n e s s  of  tax l e g i s l a t i o n  t h a t  m a d e  it 
p o s s i b l e  f o r  s t a t e s  to h e l p  the n o n - c a p i t a l  o w n i n g  m a n y  a m o n g  
t h e i r  c i t i z e n s  to b u y  c a p i t a l  o w n e r s h i p  a n d  p a y  for it o u t  of 
w h a t  the n e w l y  a c q u i r e d  c a p i t a l  p r o d u c e d .  T h i s  B i l l  is i n­
t e n d e d  to t a k e  a d v a n t a g e  o f  t h a t  p i o n e e r i n g  law.

5. T h i s  t r a c k s  the F e d e r a l  e n a b l i n g  A c t .  ( S ection 1 3 9 1 ( a ) ( 3 )  
and P a r a g r a p h  (d) o f  that section.)

6. T h e  F e d e r a l  e n a b l i n g  l e g i s l a t i o n  is s i l e n t  o n  b o t h  t h e  
q u e s t i o n  of  the n u m b e r  of  m e m b e r s  o f  t h e  B o a r d  o f  D i r e c t o r s  
of a G S O C  a n d  the q u e s t i o n  o f  w h e t h e r  s u c h  d i r e c t o r s  m a y  be 
d i v i d e d  i n t o  c l a s s e s .  H o w e v e r ,  s i n c e  A l a s k a n  l a w  p e r m i t s  s u c h  
d i v i s i o n  of d i r e c t o r s  i n t o  c l a s s e s ,  t h i s  h a s  b e e n  p r o v i d e d  for
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in o r d e r  to a s s u r e  g r e a t e r  c o n t i n u i t y  o f  e x p e r i e n c e  a n d  p o l i c y  
o n c e  A G S O C  b e c o m e s  o p e r a t i o n a l .  S t o c k h o l d e r s  w o u l d  e l e c t  t h r e e  
d i r e c t o r s ,  e a c h  to a t e r m  o f  t h r e e  ye a r s ,  at A G S O C ’s r e g u l a r  
a n n u a l  m e e t i n g  o f  s t o c k h o l d e r s ,  o r  a t  a s p e c i a l  m e e t i n g  he l d  
in l i e u  thereof.

7. T h i s  t r a c k s  t h e  F e d e r a l  e n a b l i n g  law. (See S e c t i o n  1391
(a) (4) (A) .)

8. T h i s  t r a c k s  t h e  F e d e r a l  e n a b l i n g  law. (See S e c t i o n  1391
( a ) (4) (B) .)

9. T h i s  t r a c k s  the F e d e r a l  e n a b l i n g  law. (See S e c t i o n  1391
(a) (4) (C) .)

10. T h i s  t r a c k s  t h e  F e d e r a l  e n a b l i n g  law. (See S e c t i o n  1391
( a ) (4) (D).) It s h o u l d  b e  n o t e d  t h a t  t h e  F e d e r a l  e n a b l i n g  s t a­
tute d o e s  n o t  p r o h i b i t  a s t o c k h o l d e r  o f  A G S O C  f r o m  c h a n g i n g  
his r e s i d e n c e  f r o m  t h e  S t a t e  of A l a s k a  to a n o t h e r  j u r i s d i c t i o n  
a f t e r  his e l i g i b i l i t y  to be a s t o c k h o l d e r  h a s  b e e n  e s t a b l i s h e d  
b y  r e s i d e n c e  a n d  d o m i c i l e  i n  the S t a t e  of A l a s k a  o n  the d a t e
s p e c i f i e d  b y  t h e  L e g i s l a t u r e  a n d  o n  t h e  d a t e  o f  i s s u a n c e  of
the stock. H o w e v e r ,  as drawn, t h e  A l a s k a  e n a b l i n g  A c t  w o u l d  
p r e v e n t  s u c h  n o n - r e s i d e n t  s t o c k h o l d e r  of A G S O C  f r o m  t r a n s­
fe r r i n g  his A G S O C  stock, e i t h e r  w i t h i n  the i n i t i a l  f i v e  y e a r  
p e r i o d  w h e n  t r a n s f e r s  in g e n e r a l  a r e  p r o h i b i t e d ,  o r  t h e r e­
after, to a n y  p e r s o n  n o t  a q u a l i f i e d  r e s i d e n t  of  t h e  S t a t e
o f  A l a s k a .

11. T h i s  t r a c k s  t h e  F e d e r a l  e n a b l i n g  Act. (See S e c t i o n  1391
(a) (4) (B) (ii) .)

12. T h i s  t r a c k s  the F e d e r a l  e n a b l i n g  law. (See S e c t i o n  1391
(a) (4) (D) (iii) .)

13. T h i s  p r o v i s i o n  is i n s e r t e d  in c o n f o r m i t y  to the g e n e r a l  
p o l i c y  th a t  p r o p e r t y  t r a n s a c t i o n s  b y  m i n o r s  a r e  e i t h e r  v o i d  o r  
v o i d a b l e .  It a l s o  p r o v i d e s  a m e a s u r e  o f  a s s u r a n c e  t h a t  a l t h o u g h  
a p a r e n t a l  o r  l egal g u a r d i a n  o f  a m i n o r  s t o c k h o l d e r  m a y  s p e n d  
the d i v i d e n d s  i n c o m e  a c c r u i n g  to s u c h  m i n o r  s t o c k h o l d e r  f r o m  
his h o l d i n g  o f  A G S O C  s t o c k  o n  h i s  m a i n t e n a n c e ,  e d u c a t i o n ,  e t c . , 
the s t o c k  i t s e l f  is, in e f f e c t ,  s u b j e c t  to a s p e n d t h r i f t  c l a u s e  
that a s s u r e s  t h e  m i n o r  s t o c k h o l d e r ' s  r e c e i p t  o f  h i s  s h a r e  or  
s h a r e s  o f  A G S O C  s t o c k  i n t a c t  u p o n  r e a c h i n g  the a g e  o f  m a j o r i t y .

14. T h e  t h e c r y  o f  t h e  F e d e r a l  e n a b l i n g  l e g i s l a t i o n  is d e s i g n e d  
to f a c i l i t a t e  t h e  a c q u i s i t i o n  of s t o c k  by a l l  e l i g i b l e  r e s i d e n t s  
of  a s t a t e  a d o p t i n g  a G e n e r a l  S t o c k  O w n e r s h i p  C o r p o r a t i o n  l a w
by e l i m i n a t i n g  F e d e r a l  i n c o m e  t a x e s  o n  the c o r p o r a t i o n  a t  the 
c o r p o r a t e  level. U n d e r  A l a s k a n  law, t h i s  h a s  the e f f e c t  of 
e l i m i n a t i n g  S t a t e  c o r p o r a t e  i n c o m e  t a x e s  o n  A G S O C  a s  well. 
C e r t a i n l y  t h e  a c q u i s i t i o n  o f  o w n e r s h i p  of c a p i t a l  s t o c k  in a 
c o r p o r a t i o n  p r i m a r i l y  o u t  o f  the e a r n i n g s  p r o d u c e d  b y  t h e  c a p i­
tal r e p r e s e n t e d  by  t h a t  s t o c k  is m a d e  e a s i e r  b y  t h e  e l i m i n a t i o n  
of o n e  l e v e l  o f  i n c o m e  taxes. E a c h  s t o c k h o l d e r ' s  s h a r e  o f  t h e
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c o r p o r a t e  i n c o m e  is i n c l u d e d  in t h e  s t o c k h o l d e r ' s  i n d i v i d u a l  
i n c o m e  for F e d e r a l  i n c o m e  t a x  p u r p o s e s  (and, u n l e s s  the A l a s k a  
L e g i s l a t u r e  s h o u l d  d e t e r m i n e  o t h e r w i s e ,  for S t a t e  i n d i v i d u a l  
i n c o m e  tax p u r p o s e s ) .  (Federal e n a b l i n g  law, S e c v i o n  1393( a ) . )

T h e  r e q u i r e m e n t  o f  t h e  F e d e r a l  e n a b l i n g  l a w  t h a t  a G e n e r a l  
S t o c k  O w n e r s h i p  C o r p o r a t i o n  d i s t r i b u t e  at l e a s t  90% o f  its 
t a x a b l e  i n c o m e  for a n y  t a x a b l e  y e a r  b y  J a n u a r y  3 . s t  f o l l o w i n g  
th e  c l o s e  o f  s u c h  t a x a b l e  y e a r  is i n t e n d e d  to insure, so far 
as p o s s i b l e ,  t h a t  no s t o c k h o l d e r  s h all h a v e  t a x a b l e  i n c o m e  
a t t r i b u t e d  to h i m  w i t h o u t  c a s h  d i v i d e n d s  to p a y  s u c h  tax.
S e e  t h e  F e d e r a l  e n a b l i n g  law, S e c t i o n  1 3 9 6 ( a ) .  S e e  F o o t n o t e  
23 in t h e  a n n o t a t i o n s  in t h i s  r e p o r t  to the F e d e r a l  e n a b l i n g  
l e g i s l a t i o n .

15. T h i s  t r a c k s  t h e  F e d e r a l  law. (See S e c t i o n  1 3 9 1 ( a ) ( 5 )  a n d  
F o o t n o t e  14 in the a n n o t a t i o n s  to t h e  F e d e r a l  e n a b l i n g  law.)

16. S i n c e  a r i g h t  o f  f i r s t  r e f u s a l  is m e r e l y  a p r i v i l e g e  w h i c h  
m a y  o r  m a y  not b e  e x e r c i s e d  b y  AG S O C ,  t h e  e x i s t e n c e  of s u c h  a 
p r i v i l e g e  d o e s  n o t  in i t s e l f  i m p o s e  a n y  b u r d e n  u p o n  A G S O C  but 
d o e s  p e r m i t  t h e  c o r p o r a t i o n  to p r o v i d e  a s u b s t i t u t e  m a r k e t ,  
p a r t i c u l a r l y  d u r i n g  t h e  i n i t i a l  fi v e  y e a r  p e r i o d  a f t e r  i s s u­
a n c e  o f  A G S O C ' s  s h a r e s  w h e n  the o n l y  p e r m i t t e d  t r a n s f e r s  a r e  
i n c i d e n t a l  to d e a t h  or, a s  t h e  Bill is p r e s e n t l y  d r a f t e d ,  by 
s t o c k h o l d e r s  w h o  c e a s e  to b e  r e s i d e n t s  a n d  e l e c t  to t r a n s f e r  
t h e i r  s h a r e s .

17. B y  a u t h o r i z i n g  A G S O C  to e s t a b l i s h  a n  e s c r o w  a n d  t r u s t  
d i v i s i o n ,  i n t o  w h i c h  s h a r e s  of its s t c c k  a c q u i r e d  p u r s u a n t  to 
its r i g h t  o f  f i r s t  r e f u s a l ,  o r  o t h e r w i s e ,  c o u l d  be t r a n s­
ferred, w i t h o u t  c a u s i n g  s u c h  s h a r e s  to a u t o m a t i c a l l y  r e t u r n  to 
the s t a t u s  o f  a u t h o r i z e d  b u t  u n i s s u e d  s h a r e s ,  m a n y  d e t a i l s  in 
c o n n e c t i o n  w i t h  t r a n s f e r s  o f  s t o c k  to e x i s t i n g  s h a r e h o l d e r s ,  
w h o  m a y  a c q u i r e  up to ten s h a r e s  o f  A G S O C  stock, o r  p e r s o n s  
w h o  b e c o m e  r e s i d e n t s  o f  A l a s k a  in the s e n s e  r e q u i r e d  for e l i­
g i b i l i t y  as A G S O C  s t o c k h o l d e r s  e x c e p t  for the f a c t  th a t  t h e y  
w e r e  n o t  s u c h  o n  t h e  d a t e  o f  o r i g i n a l  issue, the e s t a b l i s h­
me n t  o f  s u c h  a t r u s t  a n d  e s c r o w  d i v i s i o n  c o u l d  s e r v e  a v a l u­
ab l e  f u n c t i o n .  A s  t h e  r e m a i n d e r  of S e c t i o n  6 i n d i c a t e s ,  the 
B o a r d  o f  D i r e c t o r s  c o u l d  c a n c e l  s u c h  r e a c q u i r e d  shares, a s­
su m i n g  th a t  no i n d i v i d u a l  r i g h t s  w i t h  r e s p e c t  t h e r e t o  w e r e  
o u t s t a n d i n g ,  c a u s i n g  t h e m  to r e t u r n  to t h e  s t a t u s  o f  a u t h o r­
ized a n d  u n i s s u e d  shares.

18. S e c t i o n  7 o f  t h e  Bill is d r a w n  to g i v e  the B o a r d  o f  D i r e c­
tor s  a v a r i e t y  o f  o p t i o n s  w i t h  r e s p e c t  to e s t a b l i s h i n g  "in- 
hou s e "  f a c i l i t i e s  for h a n d l i n g  the e s c r o w  a c c o u n t s  a n d  s t o c k  
t r a n s f e r  a c t i v i t i e s  of  its s t o c k h o l d e r s ,  o r  for e m p l o y i n g  o u t­
side f a c i l i t i e s ,  s u c h  as t h o s e  o f  a b a n k  o r  t r u s t  c o m p a n y ,
for t h i s  p u r p o s e .  It w o u l d  s e e m  t h a t  the m a i n t a i n i n g  o f  s h a r e s  
of s t o c k  in e s c r o w  a c c o u n t s  estc-.blished f o r  e a c h  s t o c k h o l d e r  
d u r i n g  t h e  i n i t i a l  f i v e  y e a r  p e r i o d  w h en, u n d e r  the F e d e r a l  
a n a b l i n g  l a w  as w e l l  as u n d e r  the p r o v i s i o n s  o f  t h i s  Bill, 
the s h a r e s  o f  A G S O C ' s  s t o c k  a r e  n o t  g e n e r a l l y  t r a n s f e r a b l e
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