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Needless to say, such expansions of bank credit canrot create any 
useful capital goods. All that such bank credit, as these authors 
propose and endorse, can do is to transfer ownership of existing capital 
goods from their rightful owners to chose receiving the proceeds of the 
bank loan- It is done by a process that probably not one in a nillion 
can detect, for ec^h loan reduces each person’s purchasing power only 
infinitesimally. However, over a period of time such loans have a 
tremendous effect. Any expansion on the scale proposed by these authors 
wou'd quickly depreciate the already shaky value of the dollar.

The authors propose that their plan will make everyone a capitalist 
merely by the creation of such bank credits. They believe that future 
earnings from the capital so created will pay off the loans with interest 
and that thereafter the borrowers will be entitled to all further earnings 
for evermore. Such income is then supposed to make it possible to 
sustain millions without any further effort on their part.

Such a program is absolute nonsense. It could not work once people 
realized what it meant. It would certainly not encourage an Increase in 
real savings, the only kind businessmen can use. The greatest incentive 
for the increase of capital is for people to believe that their savings 
are safe from either direct or indirect confiscation. The scheme pro­
posed is an indirect confiscation of the wealth of others. It could not 
and would not increase wealth in any useful form. It would merely 
dilute titles tc existing wealth until the point was reached when people 
no longer .'ound it profitable to invest: their savings in capitalistic 
production. They would then put their savings in gems. Jewelry and 
precious metals that they could hide and quickly move should the autho­
rities become too nosy.

VII. Proposals provide for a free society.

The first fifty or more pages of the book make no mention c>f the 
government controls involved. However, starting on about page 55, such 
controls are mentioned on almost every succeeding page. In short, the 
scheme provides that a governmental agency would Insure all lending 
banks against all future human errors of their borrowers in investing 
their loans so they can be repaid by earnings without any further claim 
on the sum lent or what was bought with the sum so lent. A government 
agency would thus be forced to determine all future Investments as well 
as the amounts banks might lend for the purpose of creating capitallsts 
out of bank borrowers. By such a fantastic scheme of government con­
trols of the very life-blood of business we would "start the process of 
Industrialization without resort to past savings." (Pg. 55)

To get the plan started, they would force present corporations to 
pay out all earnings in dividends. To keep it going and put an end to 
uncontrolled investments, they would enact inheritance taxes ”hlc!> 
equalize the dividend Income of the entire population, or co they think. 
They would prohibit those owning a certain amount of Income from capital 
from working and thus competing for Jobs. The government could control 
all monopolies by shutting off capital and creating competitors. The 
government would, of course, prevent all malii.vcatm»nt.
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"Each loan would be made in accordance with policies established by 
Congress and administered by the Federal Reserve System" or some other 
agency "as Congress might determine." (Pg. 61) If the politicians would 
decide which industries and which managements could have capital, pray 
tell where would any free enterprise exist??

On page 75 we learn that the government would impose "high standards 
fur demonstrating feasibility of new enterprises or new expansions 
before their se urities could qualify for CDIC-insured loans." Shades 
of Thomas A. Edison I!! Could he have gotten the capital for his 
inventions?

On page 69 we learn that American political history has been charac­
terized by changes "required to increase its efficiency in the face of 
its large-scale tasks by eliminating much of its original decentralization." 
Shades of Adolf Hitler!!!

They do admit, "there is no doubt that government would exercise 
considerable power." However, they do not admit that it would exercise 
totalitarian power over the access to capital, without which no business 
could even exist. If men were not free in the economic realm, they 
would soon find that they had lost all that freedom had eve., meant. Who 
cou.1 d print books and papeis? Those the politicians selected and al­
located the needed capital. Who could build churches and schools?
Those the politicians selected and allocated the needed capital. Who 
could work? Those the politicians decided were eligible

One could go on and on but the reader who has read this far should 
easily sec that it is merely another scheme for milking those who have 
produced, saved and invested wealth for the benefit of those who will 
keep the politicians in office. The book's authors would make everybody 
a capitalist by giving them a share of the wealth already produced by 
others.

If such a scheme were ever attempted, capital accumulation, the 
source of the ever higher American standard of living, would soon dry 
up. Men do not save and Invest when they k.,ow their savings will be 
despoiled or confiscated. Workers and consumers alike are heavily 
indebted to those who have aaved in the past. Without such additions to 
capital by every succeeding generation, our standard of living would 
have stood still. If the capital so carefully accumulated over the 
decades should be dissipated by anv such illogical wild scheme as this 
proposal, Americans would be compelled to return to the living standard 
of the Indians. Our population would also have to shrink to that of a 
century or more ago.
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WARNING

A person who signs a nane other than his own on the petition, or who 
knowingly signs his name more than once for the same proposition at one 
election or who s’gns the petition knowing he cr she is not a qualified 
voter, upon conviction is punishable by a fine of not more than $1,000 or 
by imprisonment for not mo*e than one year, or by both. (AS 15.45.100)

SUMMARY OF THE INITIATIVE 

The proposed law will create a new private corporation, the Alaska General 

Stock Ownership Corporation (AGSOC), owned by Alaskans. AGSOC will invest 

in major projects within the state. It is required to distribute annually 

to its shareholders at least ninety percent of its income. The law 

creates a fund not to exceed $5 mi1lion subject to legislative appropria­

tion to guarantee loans to AGSOC for startup expenses, but provides no 

other state support for the corporation.

One share of AGSOC stock will be distributed free of charge to each 

Alaskan who is a resident at the time of the law's effective date. Only 

individual Alaskans may own AGSOC shares, and no one may own more than 

ten shares. The public must be notified of stock availability, and res­

idents may elect not to receive stock. Residents have one year in whicn

to receive a share without charge and an additional year during which 

they may purchase their share at book value. The stock may not be sold 

for five years unless the shareholder permanently leaves the state, in 

which case he must sell his stock to the AGSOC at book value.

Each share of stock may be voted at annual shareholder meetings with one- 

third required for a quorum. A corporate ballot and shareholder pamphlet 

will be prepared by the AGSOC, under regu'ations Insuring fairness, and 

mailed to each shareholder. Shareholders vote their ballot by mail. 

Sharenolders nay (1) amend *hr bylaws and articles of the AGSOC, (2) nom­

inate directors and p’ace issues on the ballot by petition, (3) remove

the entire board or any director at any time, (4) sue to remove a

director for fraud or abuse of authority and, (5) in limited circum­

stance? sue on benalf of the AGSOC.



AGSOC will be organized by three people appointed one each by the 

Governor, Speaker of the Alaska House of Represencatives, and President 

of the Alaska Senate. These three people will select nine people as 

the original board of directors, subject to disapproval by two of the 

th**ee state officials named above. The directors form the governing 

board of AGSOC. The initial arpointed directors se~ve only until the 

first shareholders meeting, w.;en they must stand for election. The or­

ganizational documents of the AGSOC must be submitted to the legislature, 

which may disapprove any provision. Legislative disaporoval may bt 

overridden by a shareholder vote.

The directors h- ve management responsibility for AGSOC. The chairman 

and a* least three-fourths of the nine member board must be Alaskans. 

Members will serve for two years with half the board elected each year. 

Officers of the AGSOC are appointed by the board which also defines 

their duties.

AGSOC may not endorse political candidates or ballot issues nor lobby 

the legislature. The legislature may amend the AGSOC law so long as 

the creditors of AGSOC arp protected. Carried over substantially in­

tact from existing Alaska law are provisions regarding sa’es of assets, 

dissolution of AGSOC, restatement of articles, annual reports, filing 

feer, procedural provisions, and regulatory authority of the Commis­

sioner of Commerce.



IT’S TIME TO TAKE STOCK IN ALASKA
ALASKA GENERAL STOCK OWNERSHIP CORPORATION

i

Everything You Always
Wanted To Know 
About AGSOC... *

’ ...But Were Afraid To Ask.



1. Q . What la AGSOC?
A .  AGSOC stands fo r  HAlaska General Stock Ownership Corporation. ” It would be a private owning and 
operating enterprise In Alaska. Every resident o f A laska as o f the date o f Incorporation would be given a 
share o f stock In the AGSOC. and Its profits would be distributed to them as dividends.

2. Q .  D oes AGSOC exist now?
A. No. It must be created through law by the State Legislature o r by popular vote.

3. Q. Why should we create an AGSOC?
A. There are five main benefits:

A l AGSOC gives a ll Alaskans a second Income. This second Income derives from  production and 
development In the state. So:
B) It helps promote economic activity In Alaska. And just as Important:
C) It keeps the profits from  that activity In A laska, rather than enriching outside companies. Also:
D ) It puts the profit directly Into the hands o f Alaskans, without passing It through the state govern­
ment and Its costly bureaucracy. And:
E) It can give a preference fo r  local hire, despite recent court decisions, by establishing a corporation 
policy to hire shareholders first.
AGSOC gives Alaskans a real stake In the free enterprise system because It allows them to par­
ticipate In that system, as owners o f capital.

4 . Q. "low  does AGSC'C woik?
A .  There are six steps:

A) AGSOC is created by the State.
B ) Each resident o f the state on the date o f incorporation gets one share In AGSOC. There Is no cost 
to get the share.
C) AGSOC management looks fo r  sound Investments In Alaska.
D ) Having decided on an investment. AGSOC borrows money and makes the investment.
E) AGSOC operates the enterprise It has Invested In. and this produces earnings fo r  the AGSOC.
F) The eumlngs are used to pay o ff the loan and to pay dividends to shareholders.

5 . Q. What kinds o f investment would AGSOC make?
A. AGSOC would probably look fo r  large and relatively low-risk projects. One possibility would be to 
purchase a part ownership o j the trans-Alaska pipeline, which would produce earnings Immediately. 
Other energy o r resource projects, communications, o r sim ilar large industries would be appropriate fo r  
AGSOC Investment.

6. Q. How do we know this w ill work?
A. It has the same chance, o r better, as any sizable corporation dealing in sound Invcstr.tents. In fact. It 
has an extra safety valve—since It will operate entirely with borrowed money. It will benefit ffom  the judg­
ment o f the lenders as to the soundness o f Its Investments.

7. Q. How much will shareholders get?
A. That depends on how much i s  Invested and on the rate o f return from  each Investment. As an exam­
ple, AGSOC could purchase British Petroleum's share o f TAPS. Last yeur, B .P . * pre-tax profit from  TAPS 
was $127 .2  million. Divided among 405 ,000 Alaskans, that would come to $314 per person ($1 ,256 per 
fam ily o f fou r). This Is an Indication o f the kind o f opportunities that ere available, although It should not 
be taken as a precise Indication o f whut an AGSOC share would earn. Generally, AGSOC would aim at a 
20  percent annual return on Investment, as other corporations do. The more AGSOC Invested, assuming 
sound Investment, the more each share would eventually earn.

8. Q. Isn ’ t this something (or nothing, like  a government handout?
A. No. It Isn't. What the AGSOC does Is use a credit device, debt financing, to acquire capital tools to 
produce wealth. It ’s the capital 'oof Itseff that produces the wealth to pay fo r  Its cost. When that debt Is 
satisfied o r being satisfied the balance o f the money, the profit, goes to the owner o f the capital tool. This 
plan Is to spread out the ownership o f new productive wea'th to m »re people, without taking one dime from  
the rich to give to the poor. The gift, and there Is one, Is from  the genius o f man In developing productive 
technology In our Industrial society.



9. Q .  If an Investment turns sour, what liability do Alaskans have?
A. The Individual ahareho’ Jer has no liability. That’s an Important reason fo r  form ing any corporation.

10 . Q . Why would anybody lend money to  the AGSOC if the shareho lders are not responsib le  fo r the 
debt?
A. Because the loan is made on the strength o f the productive Investments. This is not unlike the mort­
gage on a building. The loan is made on the value and productive capacity, rental income, o f the building. 
Often they are 100%  financed.

11. Q .  Has anybody tried this before?
A . Not exactly. People have form ed corporations before, o f course. But this Is a new Idea fo r  a state to 
fo rm  a private corporation on behalf o f its citizens. It Is made possible by a federa l tax law written by 
Senator Mike Gravel and passed by Congress last year.

12. Q . Isn't this like soc ia lism ?
A . Not at a l l - i n  fact, just the opposite. AGSOC would be a private corporation owned by private in­
dividuals. like General Motors o r U .S . Steel o r any other large American corpor. ‘ion. Under Socialism, 
corporations like these are run by the government. Socialism Is a concentration c f power by the state. 
AGSOC would operat”  completely Independently o f the state, just like U .S . corporations that are Involved 
in Alask  i o r the rest o f the country today.

13. Q .  But doesn't the state set up AGSOC?
A. Yes. But It's like the Alaska Native Regional Corporations. They were set up by the government. A ll o f 
A laska ’s natives were named by the government as shareholders. But then the corporations embarked on 
their own independent courses. They're not run by the government—they’re private companies, a part o f 
the normal free enterprise system. AGSOC would be the same: created by the State, but then cut loose to 
operate Independently In the private market.

14. Q .  But wouldn ’t there be a con flic t o f In terests? The same peop le who would be voting in A laska 
on state po licy would be owners o f the AGSOC?
A. Yes, there would be a conflict. It Is a conflict which already exists between private enterprise and the 
State. And It already affects Individual Alaskans like those who own Native Corporation stock, o r those 
who own General Motors o r Alaska Airlines stock o r any other stock In corporations operating In Alaska 
who also vote on S ta le policy. When a ll Alaskans see that they have a stake In the private market, through 
their ownership o f AGSOC stock, they will probably consider much more thoughtfully the Implications o f 
state regulation and other state policies toward private ouslness. So yes, this conflict will exist 
—just as It aheady exists. And that will be good, because It will give a stronger constituency to the needs o f 
private enterprise, and it will make fo r  better considered state policies.

15. Q . Since the AGSOC is statew ide, won’t a position  on the board o f d irectors be used as a step* 
ping stone to  higher p o litica l o ffice?
A. No more so than other positio ns like the head o f a statewide bank, an owner o f hotels or the president 
o f a statewide communications company. The test o f those positions and that o f being an AGSOC board 
member Is success, competence and skill. There’s nothing wrong with proving one’s seff In that manner. 
It ’s the best criteria fo r political and private leadership.

AGSOC: OPERATION AND SUPERVISION
16. Q . W ou ld  AGSOC get money from  the s la te?

A . No. AGSOC would gel a relatively small loan guarantee from  the state fo r start-up costs probably 
about $5 mfP'on. But there would not be a transfer o f money to AGSOC like there was under tne Native 
Claims Settlement Act.

17. Q .  W here does AGSOC get Its money?
A. AGSOC would borrow money to make Its investments In Alaskan enterprises. This would be done by
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telling bonds, the tam e way other corporations do. The bonds would be purchased by traditional large 
lenders like banks and Insurance companies.

18. Q. Why would they be w illing to  lend to AGSt *C?
A. Mostly on the strength o f the Investment to be made. An Investment in the Trans-Alaskan pipeline, fo r  
example, would be looked at as a secure investment. In the first years, state guarantees o f AGSOC loans 
might be desirable. Eventually the overall financial strength c f the AGSOC would also help secure Its bor­
rowing.

19. Q. W ho would be running AGSOC?
A. It would be run by a regular management team: President, Vice-presidents in charge o f various areas, 
investmert specialists and so on. The management would be accountable to the Board o f Directors, and 
the Directors would be accountable to the shareholders (A laska residents).

20. Q. W ho appoints the directors
A. At first, the nine directors would be appointed by a board which was selected by the Gove rnor, the 
President o f the State Senate and the Speaker o f the State House o f Representatives. But this appointed 
Board o f Directors would stand fo r  election by the shareholders at AGSOC ’s first annual meeting. And a ll 
directors would subsequently be elected by shareholders. The directors’ terms would be staggered so that 
three seats would be up fo r  election each year. The Important point is that the directors are elected by the 
shareholders. The directors can be challenged and removed from  the board by vote o f the shareholders. 
This Is the same as other corporations.

21. Q. W hat’s to keep the directors o r the management from  making a k illin g  on the money they han­
d le?
A. The same laws which protect shareholders In other corporations: securities laws as well as state and 
federa l laws on fraud, embezzlement, mismanagement and so on. In addition, the AGSOC cannot have re­
tained earnings to reinvest o r manipulate. A ll the money that comes In must be paid out by serving debt 
and paying dividends to shareholders except a small percentage o f up to 10 % to be used fo r paying the 
cost o f operating the corporation.

22 . Q. W ho m on ito rs AGSOC?
A. Again like other corporations: the Securities and Exchange Commission, the IRS , the State's Depart­
ment o f Commerce and most important, the shareholders themselves. In addition, several committees o f 
the Congress will have a special interest In AGSOC.

23 . Q. W ho decides what investments AGSOC w ill m ake?
A. The management, subject to the approval o f the Board o f Directors, and ultimately a majority o f  the 
shareholders.

24 . Q. W ho hires AGSOC ’s staff?
A. The Board o f Directors would appoint the corporation's officers, the officers would be responsible fo r  
hiring the rest o f the AGSOC stqff.

25 . Q. How big would AGSOC ’s staff be?
A. A l'.SOC* start-up staff Is estimated at about 25, from  officers to secretaries. The number o f AGSOC  
employees eventually depends on AGSOC's investments.

26 . Q. What would AGSOC ’s budget be?
A. The budget fo r  running AGSOC during the start-up period. 18 months to two years, has been 
estimated very roughly at about 55 million.

27 . Q. What con tro ls  do A laskans have over AGSOC?
A . Am shareholders, they control the corporation. They elect the Board o f Directors, and they can 
remove a director by vote at any time. At annual meetings, shareholders can place Issues and candidates 
on the corporation ballot. They can vole to dissolve the corporation. Individual shareholders can sue the 
directors on behalf o f the corporation. A majority o f the Board o f Directors must always be Alaskans.
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28. Q. What kind of reports will AGSOC make to the people?
A. An annual report will go to each shareholder, detailing the operations and financial situation o f the 
AG SO C . Sem iannua l o r quarterly reports will also be Issued.

29 . Q. Will A G SO C  financial records be available to the public?
A. Yes.

30. Q. What controls do the Governor and the legislature have over A G SO C ?

A. The same control they have over a ll other corporations chartered In Alaska.

AGSOC STOCK OWNERSHIP
31. Q. Who is qualified to own A G SO C  stock?

A .  Only residents o f Alaska.
32. Q. Who is going to be given shares of A G SO C  stock?

A. All those who are residents o f A laska as o f a date set by law— in the case o f the initiative petition, a ll 
those who are ref -tents on the day 60 days after passage o f the proposition.

33. Q. What if an A G SO C  shereho.der m oves out of A laska?
A. He o r she must sell the stock to the AGSOC. The price o f the stock would be set according to the 
book value o f the AGSOC. as determined by independent accoun*rnts fo r  the first five years.

34. Q. What about people who move into the sta te  (or who are born) after A G SO C  is formed?

A. They can buy the stock, o r it can be bought fo r  them, as it becomes available from  AGSOC  
—first come, first-served. The price, again, would be based on book value. A/ifer/?ue years, a market would 
probably de >chp in Alaska fo r  the stock and people would be free to sell ot iy as long as they arc 
Alaskans. To take care o f new births and new residents, additional A G SO C ’s <ju.d be formed o r with a 
change in federa l law, different classes o f stock could be issued fo r  different time frames o r different invest­
ment portfolios.

35. Q. What about share-holders who die?

A. They can will their AGSOC stock to a qualified Alaskan, o r it will be purchased at book value by the 
corporation fo r  the first five years. Later, it could be sold fo r  fa ir  market value by the shareholders’ estate 
to any Alaskan.

36. Q. How many shares can one person own?
A. No more than ten.

37. Q. How often will dividends be paid?
A. Al least yeaily.

38. Q Will dividends be taxed?

A. Ves. like any other personal income.
39. Q Can an A G SO C  shareholder sell his stock?

A. During the first five years. It can be sold only to the AGSOC Itself, at book value. After five years, the
stock can be sold to any Al an so long as he doesn't end up with more than ten shares.

40. Q. What about minors?
A. A parent cannot sell his child's stock. Only the child  can sell his o r her stock upon reaching majority 
assuming the first five years have elapsed. Until majority, the dividends are paid to the parents.

AGSOC HISTORY
41. Q. Where did the idea of A G SO C  get started?
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J- AA. You could say It atarted with Adam Smith, since his name and his Wealth o j Nations, published In 
1776, Is often associated with the beginnings o f a theory o f the modem free-enterprise system. More to the 
point, though. It grew out o f the nation's recent success with ESOPs (Employee Stock Ownership Plans). 
And It was made possible in 1978 when Congress adopted an amendment to the tax code outlined by 
Senator Mike Gravel.

42 . Q. What is ESOF?
A. ESOP is a tax-assisted means fo r  employees to buy the company they work fo r. In the words o f ESOP  
organizer Louis Kelso, it’s a way to "r lake everyone a capitalist. ”  I f  the employees o f a company also own 
the company, they have a bigger stake in how well the company performs. They get the rewards (i.e ., the 
profits) when the company performs well, and they have a real stake in the free enterprise system. Many 
companies in Alaska are ESOPs now, including Yukon Office Supply, the Fairbanks Daily News-Miner, 
Alaska Northwest Publishing and Alaska Bank o f the North.

4 3  Q. How would AGSOC be lik e  ESOPs?
A. First, AGSOC has the same purpose: to make more people the owners o f capital. As shareholders o f 
AGSOC. each Alaskan would be part owner o f a ca/ Ital instrument, a corporation, that produces a profit 
fo r  its owners. The ownership o f capital is what constitutes wealth, because capital Is what produces an in­
come. So the main purpose o f AGSOC, like that o f ESOPs. is to gradually spread America’s wealth 
among a ll the people.
Second, AGSOC is given tax assistance, as E SO P s are. in order to help achieve that goal.

4 4 . Q. What kind o f  tax assistance does AGSOC get?
A . It does not pay corpora ‘ lon tax. It can therefore use a ll its earnings to pay back Its lenders and to pay 
dividends to its shareholders, without having to pay the government first. Other corporations usually face 
taxes o f about 45 percent.

45 . Q. Why shou ld AGSOC je t  specia l lax treatm ent?
A . Because 'he goal o f spreading capital ownership is worth it. AGSOC will operate eien more than
most corporations on borrowed funds. The exemption from  corporatn tax is what makes it possible fo r  
AGSOC to pay Its lenders and pay dividends at the same time.

46. Q. Does the shareholder pay tax on his dividend incom e?
A . Yes, it would be part o f his o r her personal Income and would be t.ixed the same as other personal in­
come.

47 . Q. Isn't wealth already pretty well spread among Americans?
A . No. The income we earn fo r  our work is spread more equally, but wealth, which is ownership o f
capital. Is not. About 5 percent o f Americans own some 50 percent o f the nation's wealth. In fact, only I 
percent own about 25 percent o f the wealth. And that has been the case since the beginning o f this century. 
Without a deliberate effort to spread new wealth more fairly . It will remain concentrated In this tvay.

43 . Q. Is AGSOC taking money away from  somebody to "spread capita l ownersh ip '?
A .  No. AGSOC would be a new corporation. Its profitr. would represent newly-created wealth, Just os any 
corporation creates wealth through Its successful enterprises. It's thir newly-created wealth that Is being 
distributed more fa irly  among a larger number o f people by means o f A G SO C  and other general stoc ’ 
ownership corporations.

49. Q. Is this the same as Governor Hammond's A laska Inc .?
A. No. Under Alaska Inc., the state would be In charge. It would decide how to distribute the wealth that 
was produced from  A laska’s resources. Some o f this money would Inevitably be "creamed off"  to pay fo r  a 
growing state bureaucracy. AGSOC, on the other hand, is separate from  the state. A ll Its profits would go 
directly to Its Alaskan shareholders.

50 . Q. I ’m confused as to who own* this wealth of A laska now.
A. The Alaska state government owns the oil, gas and minerals. They are leased to permit these exploita­
tions. The state receives royalties and taxes. That is the wealth that Hammond’s Alaska Inc. would 
distribute.
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The taxes that exploit Alaska's resources like pipelines, refineries and communications systems, are 
generally owned by large outside companies. Gravel's AGSOC Is a device to acquire ownership o f some o f 
those tools fo r  Alaskans so that the profit from  the productive capability o f those tools will go to Alaskans. 
In other words, its getting hold o f wealth we don’t already have as opposed to passing out the wealth In the 
state treasury.

51 . Q. I f  AGSOC is such a good idea, why aren ’t other states starting their own general stock owner­
ship corporations?
A. Oth '  uates are looking into GSOPs, just as Alaska is. But Alaska has many unusual advantages: in­
vestment possibilities that appear well-suited to AGSOC, a small population, the experience o f a 
somewhat sim ilar enterprise in the regional Native corporations and the fact that an Alaskan Senator, 
Mike Gravel, thought up the whole idea.

52 . Q. Does Senator G ravel stand to benefit financia lly  if AGSOC passes?
A. He and his fam ily stand to get one share each in AGSOC just like other Alaskans.

THE PETITION
53 . Q. What does this petition do?

A. It requires the state to submit to the voters the question o f whether AGSOC shouW be formed. The 
question would be put on the November, 1980, ballot. I f  AGSOC were created by the legislature next year, 
the question would not be put on the ballot.

54 . Q. Why is the petition needed?
A. There’s a limited me during which AGSOC can be formed, un le r the tax amendment passed by 
Congress last year. Alaska has until 1983. The state Legislature failed to pass AGSOC legislation during 
the 1979 session, although a bill was created. The petition ensures that Alaskans will have the opportunity 
to create AGSOC If they want to, even if the Legislature fa lls  to create i: o r the Governor vetos it.

55 . Q.lf I sign the petition , do I have to vote for AGSOC?
A. No. Signing the petition only means you’re In favor o f giving Alaskans the opportunity to decide fo r 
themselves about AGSOC.

56 . Q. W on ’t p lacing the issue on the ba llo t in 1980 d iscourage the leg is la ture from  action next ses­
sion, passing the buck to the ’8 0  e lections?
A. No. the legislature Is sensitive to the decreasing time available to create an AGSOC. The House com­
mittee chaired by Representative Miller has done excellent work on a bill which will surely be brought to 
the fu ll legislature.

57 . Q. Again, why do we need the petition?
A. As a safety net—just In case. Also it’s an educational device to Inform a ll Alaskans on le  proposition. 
Your signature, though not a vote, does show interest In the undertaking and serves ft encourage the 
legislature.

58 . Q. W ho supports the petition?
A. Here are some legislators who have signed the petition. In the order they signed It: Jim Duncan 
(Juneau). Senator Bettye Fahrenkamp (Fairbanks), Senator Frank Ferguson (Kotsebue), Senator Mike 
Colletta (Anchorage), Senator Ja lm ar Kerttula (Palmer). Representative O ra l Freeman (Ketchikan), 
Representative A l Osterback (Sand Point), Representative Dick Eliason (Sitka), Representative Leo P. 
Schaeffer (Kotsebue), Representative Vern Hurlbert (Sleetmute), Representative Terry Martin (Fairbanks). 
Representative Mike Beime (Anchorage). Representative Joe McKinnon (Anchorage), Representative 
Sally Smith (Fairbanks), Senator Clem Til I ion (Halibut Cove), Representative Pappy Moss (Delta Junc­
tion). Representative Fred Zharo jf (Kodiak), Senator George Hohman (Bethel). Senator B ill Sumner (An­
chorage), Representative Nels Anderson (Dillingham), Senator Terry S llm son (Anchorage). Represen­
tative Joyce Munson (Anchorage), Senator Pete Meland (Sitka).

l i t  Time 1 "  Tale Slink In tlmkii
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Report 4 
AGSOC Study

Dear Jim:

In this report we will update our report on TAPS, summarize our research into the 
potential of AGSOC engaging in the leasing business and report on the results of our 
research into other potential AGSOC in-estmen .

During this past month we have reviewed the past year's performance of TAPS and 
the current status of the FERC hearings on TAPS rates. In addition, we have undated our 
files on the BP ownership interest in TAPS.

The FERC hearings are proceeding at a slow pace with current interim rates in 
effect at the operators' requested levels. However, there is still the possibility that 
carrier* nay have to refund revenues if permanent rates are set by FERC at a level 
lower than the current rates. It is expected that final rate determination will be made by 
mid 1980.

Although no new oil has been discovered and totai proven reserves are still 9.1 
billion barrels, expansion of TAPS capacity is under way. Current flow capacity has been 
raised to 1.36 million barrels per day (up from the initial capacity of 1.16 million barrels 
per day) and should reach 1.42 n . ion barrels per day by the end of 1980. Mos’ of the 
higher flow capacity has been achieved through use of a special chemical additive, 
without construction of new pump stations, although new pump stations are being 
completed.

To date, only Arco, Exxon, and BP are participating in the capital expansions and 
BP'S share should increase to a 16.8% ownership of TAPS by the end of l'J80. Other 
revenue and expense items are in line with past projections except for the high cost of 
the additive. However, profitable operations exist with the interim rates in effect.

Ill F I N E  S T R E E T ,  S A N  r K A N C I S C O .  C A L I F O R N I A  0 4 1 1 1  [41#] 7 a a - f 4 S 4

TAPS
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LEASING

As we mentioned in our last report, leveraged leasing could offer some favorable 
tax advantages for AGSOC. Additionally, an AGSOC leasing program could stim ulate 
many segments of the Alaskan economy which are currently restricted  by lack of capital.

Although leasing is an alternative source of financing capital equipment, it offers 
advantages to both sides o. the relationship. Both have some tax advantages, and 
although the leasing com. any assumes more risk, the lessee grants compensation for its  
diminished risk in higher rental payments.

There are many variables in the structure of a lease so that a single financial model 
would not cover all cases. However for illustreative purposes, the following example 
shows the advantages to AGSOC:

Suppose a company were to lease *, $1,000,000 piece of equipment 
through AGSOC. If this equipment had a 20 year life, possible lease 
payments (under today's high interest rates) might be as high as $175,000 per 
year or higher if a short term lease were executed. On the other hand, 
AGSOC's principal and in terest payment could be under $150,000 per year.
Thus AGSOC could achieve a cash flow spread of at least 2-1/2% of the 
equipment value per year and under certain conditions this could be as much 
as 5%. However, the significant tax factors which would benefit AGSOC and 
its stockholders would be the investment tax credit and depreciation. In the 
first year of the investment, 10% of the value of the equipment could be 
clai ned as a tax credit. Under the Federal legislation, Subchapter U to the
Internal Revenue Code, this would be passed through directly to AGSOC's

_  shareholders. The distribution of profits could be controlled by the 
depreciation schedule used so that up to the full value of the positive cash 
flow could b<» retained by AGSOC without tax penalty. This rc rve could be
used to offset future cash requirements or for new investment

A major attractiveness of leasing for AGSOC is that it could borrow nearly 100% of 
the purchase price cf certain investments. Our recent discussions with major banks,
indicate that the banks would loan to AGSOC at favorable rates assuming a reasonable

-AGSOC capitalization. Additionally, for large investments, most institutions will provide 
necessary expertise in structuring the lease and managing the asset through the lease 
term .

Leasing is a competitive business. Initially, we investigated AGSOC leasing 
aircraft to Alaska Air Lines, for example. However, Alaska Air Lines has multiple
proposals for such leases and at **>uch more favorable rates than could be offered by
AGSOC. The reasons for strong competition, especially in a ircraft, are the favorable tax 
advantages (increasing for those in higher than 50% tux brackets) and high resale residual 
values for aircraft afte r the initial lease terms. Many lessors will therefore sacrifice 
short term cash flow for current tax benefits and long term profits. The best
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opportunities for AGSOC would seem to be areas of leasing where lease competition is 
not so high, e .p , for leasing to start-up  business ventures, and in other situations where 
financing sources are difficult to obtain.

We have reviewed the component parts of the Alaskan economy outlined in our 
October 2, report and have identified some possible areas where leasing opportunities 
may be found. We will s Mini arize these findings here.

MOTEL AND HOTEL

We are currently reviewing opportunities in sale and leasebacks of hotel/model sites 
and structures. This industry offers more favorable opportunities for AGSCC basing 
since thcr? are more favorable tax credits available in m otel/hotel leasing than for other 
forms of commercial real esta te .

FISHING

Currently, there are investment opportunities in Alaika for h^th processing vessels 
and on-shore processing plants. The vessels offer good opportunities since interim 
financing during construction would not be as big a handicap as construction of new 
plants. Leasing of fishing vessels, or sple and leasebacks of converted fishing vessels, 
also offer opportunities in the fishing industry. We are continuing to investigate these 
posSbilities.

HARD ROCK MINERALS

There seen 3 to be a potential for leasing mining equipment. We will investigate 
further.

OIL AND GAS

In gas pipeline construction, leasing opportunities exist in rolling stock used during 
construction. There also are opportunities for leasing drilling rigs or LNG storape 
tanks. The high value of storge tanks is a ttrac tive  for an AGSOC investment.

PETROCHEMICALS

The development of a petrochemical industry using Alaskan resources has 
stim ulated much interest in parts of Alaska. Construction financing is not an a ttractive 
leasing opportunity, but certain installed equipment may offer a ttrac tive  opportunities.

AGRICULTURE

Agricultural equipment offers some lease o p p o rtu n ity  although AGSOC might not 
want to compete in the financing for the leasing of relatively low value equipment.
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ELECTRIC POWER

Potential for the leasing of prefabricated plants exists in Alaska. Major users of 
electric power or new hydroelectric plants may have financing difficulties. AGSOC may 
be able to lease a full plant to potential operators.

ALASKA RAILROAD

While we are studying the actual purchase of the ARR, there is also a potential 
lease opportunity in freight cars, locomotives and other equipment. As in the airline 
industry, rail car leasing is comp, ♦itive with many players. We will analyze this further 
in our study of the Alaska Railroad.

TRANSPORTATION

We are currently investigating other surface transportation opportunities within 
which areas lee.ing potential is generally good.

FURTHER CANADIAN MOVES TO 
BROADEN OWNERSHIP OF INDUSTRY

The Federal Progressive Conservative Government of Canada has announced that if 
it .s reelected in the forthc< ming Federal election, it would offer five free shares in the 
$3.3 billion integrated petroleum corporation, Petro-Canada, to every Canadian adult and 
to young Canadians upon their becoming eighteen years of age. Individuals and 
institutions in Canada would e perm itted to purchase up to a maximum of 3% of Petro- 
Canadi shares, but one-third of the equity would be retained by the Federal Government.

This is further evidence that Canada is moving in the direction of encouraging 
broad ownership of basic industry and resources by Canadians.

Very truly yours,
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ALASKA

GENERAL STOCK O W N E RSHIP CORPORATIO N

BILL S U MMAR Y

Federal law requies state author i z a t i o n  of general stock 

o w n e r s h i p  c o r por ations receiving  special tax treatment under 

S u b c h a p t e r  "U" of the Internal Revenue Code. The hill creates 

the A laska General Stock O w n e r s h i p  C orp oration (AGSOC). This 

c o r p o r a t i o n  is a c o m p l e t e l y  p r i v a t e  for profit corporation 

w h i c h  will operate under the A l a s k a  Business Corporations Act 

to the extent consi s t a n t  w ith the A G S O C  act. The shares of 

the AGSOC  will be owned and voted by the citizens of Alaska 

w i t h  each resident h o l d i n g  a share of stock.

The bill d i r ects the G o v ern or to appoint incorporators 

to form the AGSOC and sets forth the following:

1) Board m e m b e r s h i p  limitations assuring A l a 3kan control;

2) Federal r equirements for corporate articles;

3) Stock ’istribution to all Alaska residents:

4) Penalties for fraudulent  a c quisition of A G SOC stock.

5) One year statute of l imitations on AGSOC challenges;

6) Financing for AGSOC startup costs; and,

7) Technical amendments required to Alaska statutes.

The c o rporation is d e s i g n e d  to have as its shareholders 

e x i s t i n g  A l a skan residents. Stock will be d i stribute d to 

el i g i b l e  individuals without cost. Investments by the AGSOC

will be made through the use of borrowed funds and the earnings

from thoso investments used to retire the loan and distribute 

d i v i d e n d s  to the shareholders. Except for minor exemptions the 

A G S O C  will be subject to the same rules as all other Alaska 

corporations.



D E T A IL E D  EXPLANATIO N

The bill creates a new C h a p t e r  50, entitled "Alaska 

General Stock Ownership Corporation", within Title 10, the 

C orporations and Associations title, of Alaska Statutes.

The act contains nine sections w h i c h  may be summaried as 

f o l l o w s :
i

Section 1 sets forth those areas where the AGSOC differs 

from a typical Alaska business corporation organized under 

Ch apter 5 of Title 10. To the extent that these provisions 

do not conflict with the p rovisions of Chapter 5, the Alaska 

Business Corporations Act, Chapt r 5 will apply;

Section 2 includes the corpor a t i o n  among those o r g a n i­

zations eligible to receive secured loans from the Permanent

Fund;

♦

Section 3 allows the investment of surplus state funds 

in bonds of the AGSOC;

Section 4 exempts the AGSOC from registration under the 

Alaska securities laws while  pro viding protection from fraud;

Section 5 creates a one year statute of limitations on 

suits brought to challenge legality of the AGSOC;

Section 6 makes the provisions  regarding eligibility for 

stock ownership "nonseverable" in order  to assure that if this 

fundamental section is found unconstitutional the entire law 

will be voided;

Section 7 makes fraud or m i s r e p r e s e n t a t i o n  in obtaining 

or selling shares of the A GSOC a Class C felony; and,

Sections 9 and 9 provide effective dates immediately 

following the G o v e r n o r’s signature for most of the legislation.



ANALYSIS: SECTION 1

Section 1 of the bill constitutes the primary legis­

lative section. It creates a new chapter, Chapter 50, of 

the Alaska Statutes, Title 10, setting forth technical 

requirements for the Alaska General Stock Ownership C orpor­

ation. The Chapter is divided into nine sections dealing 

w i t h  creation of the AGSOC, federally required charter limi­

tations, board of directors, notification of shareholders' 

eligibility, limitations on corporate liability, restrictions 

on a pplication for shares, fraud penalties, corporate d i v i­

dends and definitions. A section by section analysis of 

Chapter 50 follows.

50.010. ALASKA GENERAL STOCK OWNERSHIP CORPORATION C R E A T E D .

Thi3 section directs the Governor to appoint 
nine people as the incorporators and initial board 
members of the Alaska General Stock Ownership C o r p o r­
ation. These nine people, a majority of whom must 
be Alaskans, will adopt corporate articles and b y­
laws and file with the state to create the corpor­
ation as required unuar the Alaska Business Corpor­
ations Act. The bill allows the appointment of 
some non-Alaskan directors to provide flexibility 
in obtaining special expertise.

The status of the general stock ownership 
corporation is made clear by this section. AGSOC 
is not and may not be considered to be an agency, 
instrumentality or political subdivision of the 
State of Alaska. This parallels the federal statute 
which provides that a GSOC shall be treated as a 
private corporation and not as a governmental unit. 
The section also clarifys AGSOC status in relation 
to other statutes by requiring that it comply with 
the provisions of Subchapter U of the Internal 
Revenue Code and the Alaska Business Corporations 
Act. To the extent that the AGSOC authorizing 
legislation is not inconsistant with Chapter 5 of 
Alaska Statutes Title 10, AGSOC will be subject to 
all the rules applicable to any other Alaska 
business corporation.



5 0 . 0 2 0 .  A R T IC L E S  OF IN CO RPO RA TIO N .

F< deral law requires certain charter provisions 
for general stock o w n e r s h i p  corpora tions and these 
are set out as requirements for the articles of in cor­
poration of the Alaska G e n e r a l  Stock Ownership 
Corporation. Each of the subsections in .020 set 
forth a diff e r e n t  requirement which  must be included 
in the AGSOC articles.

Subsection 1 prov ides that the AGSOC m a y  issue 
only one class of stock which impliedly must be voting 
common stock.

Subsection 2 provides that stock may be issued 
only to a certain class of individuals. The group 
to who m stock m a y  be issued, a closed class of 
original issue shareholders, are those people who 
fulfill two tests:

a) They were residents of Alaska, as defined 
by the d e f i n i t i o n  Section .900, as of the 
effecti "e date of the legislation which, 
under S e c t ion 8 of the bill, will De the 
day following the Governo r's signing; and,

b) They remain residents of Alaska until the 
shares are issued.

50. '00 defines resident as a person who lives 
in Alaska and intends to remain here permanently.
T he defin.tion allows for temporary travel or e m p l o y­
ment outside without loss of residency. I a dispute 
arises over residency all of the facts ani c i r c u m­
stances indicative of permanent residency must be 
considered.

Subsection 3 pro vides that at least ore share 
of stock must be issued to each eligible resident 
unless that person elects within o ne year not to 
receive the stock. The leg islation contemplates 
issuance of shares to elig ie individuals free of 
charge with cor porate investments financed entirely 
with borrowed funds. The one year period allows 
shareholders who do not wish to receive stock for 
w h a t ever reason to reject their share, tut this 
olection not to receive stock is irrevocable and 
once made may not be changed.



Subsection 4 provides for limitations on the 
t r a n s f e r r a b i l i t y o f  the stock so that shares may not 
be sold or used as security for a loan during the 
first five years unless, the shareholder dies or 
moves out of the stata. Shares may only be trans­
ferred to another Alaska resident and then cnly if 
that parson would not own more than ten shares of 
AGSOC stock after the transfer. Corporations and 
other artificial persons may not be shareholders. 
Finally, In ord*.r to protect minors, shares may not 
be transferred until the shareholder reaches 18.

Subsection 5 provides that the corporation 
shall qualify as a general stock ownership corpor­
ation subject to the special tax provisions of 
Subchapter U of the Internal Revenue Code.

Subsection 6 provides for a limitation on 
investments which the corporation may purchase.
The corporation may not invest in assets acquired 
by it or for its benefit through the power of 
eminent domain. This is not to imply that the 
AGSCC has the power of condemnation since that 
power may be exercised only by the government.
The limitation is designed to prevent the AGSOC 
from acting in collusion with an agency or local 
government to acquire a going business from an 
unwilling seller. It is not intended to prevent 
the purchase at arm's lenght of a business where 
a portion of the seller's assets may have been 
acquired by condemnation. The AGSOC would not be 
prevented from investing in a project where some 
minor portion of the assets must be acquired 
through eminent domain is the State or local 
government determines that the exercise of its 
condemnation power is appropriate. Such a situ­
ation might occur should the AGSCC become invol­
ved in the c onstruction of a  major pipeline.



Subsection 7 provides the AGSOC w ith a right 
of first option to purchase, at a price not lest; 
than boox value, any stock offered for sale during 
the first five years of the corporation. The terms 
and conditions for exercise of this right will be 
set forth in detail in the corporate bylaws and a 
notice of the restriction will appear on the stock 
c e r tificat es or receipts.

The five year pe riod for the right of first 
c p tio n parallels the time during which shareholders 
are p r ohibited from selling their stock. Only a 
limited number of shares will become available for 
sale during this period of time and it is unlikely 
that an organiz ed market to*- AGSOC stock will develo p 
d urin g this period. Discretion is left with the 
c orporation  to pay prices higher than book value 
for the stock, but it is likely that the directors 
will determine that book value is the appropriate 
p r i c e .

Since shareholders who become non-residents 
during the five year period of transfer restrictions 
m a y  be able to sell their stock at a high price 
in an uncontrolled m a r k e t  emigration might be 
encouraged. The option by the corporation p r o­
vides a controlled m a r k e t  during the transfer 
restriction period and allows time to structure 
the full public market which will develop after 
the transfer restrictions lapse.

50.030. BOARD OF D I R E C T O R S .

This section sets out the provisions for AGSOC 
directors which differ from those applicable under 
Alaska Statutos Ti tle 1 0 ,  Chapter 5 .  The nine 
incorporators serve is the o riginal board of directors 
and are divided into three groups in accordance with 
AS 1 0 . 0 5 . 1 8 6 ,  except that onl y one-third of the 
directo rs will stand for election at the first annual 
meeting, one-third at the second annual meeting and 
o n e - third that the third annual meeting. Thereafter 
each director will serve for a term of three years 
as p r o vided in AS 1 0 . . 5 . 1 8 6 .  Nono of the other 
p rovision! of the Alaska Business Corporations Act 
regarding directors are changed and the normal rules 
of C h a pte r 5 apply to the AGSOC.



5 0 . 0 4 0 .  N O T IF IC A T IO N  OF E L IG I B L E  SH A R EH O LD ER S.

50.050.

50.050.

Since stock is to be distributed free of charge 
all Alaska residents must be notified of its avail­
ability. This section sets out the minimum notice 
requirements of weekly broadcast ard publication for 
at least three months before stock :ribution and 
monthly broadcast and publication for eleven months 
after distribution. These are minimum requirements 
only and the board of directors may determine that 
the corporation should take other steps to identify 
and notify pote itial shareholders. The AGSOC might 
want to compile mailing lists from various sources 
to develop a list of potential shareholders while 
in the bush it might be appropriate for it to hire 
census personel to locate and identify eligible 
Alaskans.

CORPORATION NOT LIABLE TO S H A R E H O L D E R S .

This section makes it clear that although the 
AGSOC is required to take reasonable steps “o notify 
potential shareholders of their right to stock the 
burden of applying for stock lies with the resident 
and the corporation is not liable for failure to 
notify cr issue stock to i potential shareholder.
If a resident makes application for stock after the 
distribution of one or more dividends he looses his 
right to those dividends and is entitled to receive 
only those dividends declared and paid after the 
date upon which his stock was issued to him.

LATE APPLICATION FOR SHARES.

The legislation provides that stock is to be 
issued to all qualifying residents ar.d the c o r p o r­
ation d irected to use reasonable efforts to identify 
potential shareholders. The burden of application 
is upon the resident. Those residents who are 
identified or who identify themselves will have one 
year in which to elect not to rect .ve stock. To 
protect against tho-a eligible residents who are 
not identified and fail to identify themselves hoping 
to 3 e e  how the corporation fares before applying 
for their stock, a final cutoff date is provided 
after which distributions of stock will be made only 
upon payment to the corporation of book value.



5 0 . 0 7 0 .  P E N A L T IE S  FO R M ISR E PR E SE N T A T IO N  OF E L I G I B I L I T Y  AS
S H A R E H O L D E R ,

This section provides a civil right of action 
against indiv iduals who obtain stock through fraud 
or m i s r e p r e s e n t a t i o n  and w h o  sell stock o n  the same 
basis. It allows the stock to be voided, div idends 
to be rec overed w i t h  interest and costs of the suit 
to be paid by the defendant.

50.080. DIVIDENDS OF THE C O R P O R A T I O N .

Under the rules of the Alaska  Business C o r p o r­
ations A c t  a c o r p o r a t i o n  m a y  pay dividends  only out 
of ea rned s- rplus, the retained earnings of the 
corporation. Since the A GS OC is required by federal 
law to d i s t r i b u t e  90% of its taxable income to its 
shareholders on an annual basis is m a y  be necessary 
to d i s t r i b u t e  a dividend in excess of earned surplus 
Such ? situ ation can arise because accoun t i n g  for 
tax pur poses and for purpose s of the corporation's 
books may not and aie not requir ed to be the same. 
For this reason ar» e x c e p t i o n  to the general rule of 
Chapter 5, Title 10, is required allowing the AGSOC 
tc d i s t r i b u t e  di vidends as required to m e e t  the 
terms of Internal Revenue Code Sub chapter U except 
where such d i s t r i b u t i o n  wou ld cause the c orporat ion 
to b ecome bankrupt or when the' c o r p o r a t i o n  is 
already bankrupt. B ankr uptcy in this situation 
means 'when the corpor a t i o n  is unabla to m e e t  its 
current obligations.

50.090. EXEMPTION FROM AS 10.05

This section exempts the AGSOC from the p r o­
visions of the Alaska Business C j rpora tions Act 
which requires $1,000 of paid in capital before 
operation of the c o r p o r a t i o n  commences.

50.100. LOAN GUAR.\N TEE FUND .

This section esta blishes a fund w ithin the 
D epar tment of Revenue which is to be used to 
guarantee loan3 to the A GSOC by private lenders. 
This fund i3 intended to provide security for 
private credit to be used by the AGSOC for its 
startup e x p ens es such as the costs of stock 
issue and the investigation of potential 
i n v e s t m e n t s .

50.900. D E F I N I T I O N S .

This section defines the terms us_i in C h apter 
50. E s p e c i a l l y  important is the defini t i o n  of 
resident 3ince that d e f i n i t i o n  will determine who 
is eligi b l e  to receive AGSOC stock w i t h o u t  charge.
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SUBJECT: M o d i f i c a t i o n  of O ur P r o p o s a l  to the Budget  £. A udit  C o m m ittee
of the State of Alaska d a t e d  June .‘>2, 1979

D e a r  Mr. Chairman:

In c o n v e r s a t i o n s  that have taken p lace b e t ween  you and several of 
y o u r  c o l l e a g u e s  and o f f i c e r s  of this firm since our p r o posal letter to 
yo u  of June 12, 1979, (the " I n t e r i m  W o r k  Proposal"), you have indicated 
to us that the b u d g e t a r y  funds a v a i l a b l e  for i n t e r i m  work on the A GSOC 
p r o j e c t  are of a smaller m a g n i t u d e  than those c o n t e m p l a t e d  by our In­
terim Work troposal; that the B udget  & A udit C o m m i t t e e  w i s h e s  to see 
the scope of our work limited to the three basic areas m e n t i o n e d  below, 
and that the C o m m i t t e e  w o u l d  like a m o r e  d e t a i l e d  d e s c r i p t i o n  of the 
scope of w o r k  e n v i s a g e d  in e a c h  of these three s p e cifi c areas. A  reduc 
tion in our charges for the d i m i n i s h e d  scope of w o r k  would, o f  course, 
follow.

A L L O C A T I O N  O F  S P E C I F I C  C O S T  E S T I M A T E S  TO S P E C I F I C  ITEMS IN T H E  W O R K  
P .OJECT

In our Interim Work Proposal, at Pages 9 and 10, we stated:

"In our p r e l i m i n a r y  d i s c u s s i o n  of this p r o posal w i t h  
m e m b e r s  o f  the A l a s k a n  L e g i s l a t u r e  and staff m e m b e r s  on 
June 11-13, 1979, it w a s  e m p h a s i z e d  that it w o u l d  be d e­
sirable tor us to suggest s epar a t e  fee a m ounts for each 
of the w o r k  items in the proposal. We think that this is 
not feasible b e c a u s e  of the nature o f  the w o r k  proposed.

None of the tasks s p e c i f i e d  herein is a fini tely- 
b o u n d e d  work project. Rather, each is in the i a t u r e  of 
b r i d g e  work to connect the p r i m a r y  w o r k  Jone so far with 
the m o r e  a d v a n c e d  st atus of the project that can be p r e­
sent e d  to the next session of the A l a s k a  Legislature. It 
is m o m e n t u m - m a i n t a i n i n g  work; it is work that advances 
n e c e s s a r y  p r e p a r a t i o n s  to the lau nching of A G S O C  if the
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p e n d i n g  l e g i s l a t i o n  b e comes  law and by its very nature can 
save many times its cost in a void i n g  future A G S O C  s t a r t - u p  
d e l a y s ."

On c a r eful r e e x a m i n a t i o n  and d i s c u s s i o n  of this p r o b l e m  amon g the 
s e n i o r  o f f i c e r s  o f  our firm, w e  are still of the o p i n i o n  that there is 
no w a y  to i d e ntify p a r t i c u l a r  steps in any of the areas of w o r k  pro po s e d  
and to affix fee e s t i m a t e s  to those steps. Rather, w e  p r o p o s e  controls 
in the n a t u r e  of b i - w e e k l y  progr e s s  reports to the a p p r o p r i a t e  r e p r e s e n­
tative of the Alaska L e g i s l a t u r e  and its B u d g e t  & Audi t Committee, w ith 
our c o m m i t m e n t  to r e s pond  to any suggested  changes in d i r e c t i o n  or e m­
phasis of the work, and, of course, i m p l i c i t l y  the right of the C o m m i t­
tee's r e p r e s e n t a t i v e  to t e r m i n a t e  our work on any payment date if it 
appears unsa tisfactory.

We still believe these contr ols to be the only r e a l i s t i c  ones that 
can be d e s i g n e d  for the type of w o r k  involved. We could bill the L e g i s­
lature r etrospec tively, f o l l o w i n g  e a c h  b i - w e ekly report, but this w o u l d  
r e n d e r  the e ntire p r oject e x c e s s i v e l y  speculative, preven t i n g  our e m­
plo y i n g  s u b c o n t r a c t o r s  or c onsultants, and placing burdens on our w o r k­
ing c a pital w h i c h  we are not p r e p a r e d  to assume.

We hope that the q u a l i t y  of our w o r k  under our p r e viou s con tr a c t  
has g i v e n  the L e g i s l a t u r e  and the B u d g e t  & Audit C o m m i t t e e  some m e a s u r e  
of c o n f i d e n c e  in our integrity.

/ A D D I T I O N A L  DETAILS  -- ANALYSIS, C A T A L O G I N G  A N D  EVALUATIO N O F  F I N A N C I N G  
^  S O UR CES

The r esea r c h  u nder this c a t e g o r y  must be cor related to the research 
u n d e r  the c a t e g o r y  of "DEV EL O P M E N T  O F  TYPES OF POTENTIAL I N V E S T M E N T  O P­
POR T U N I T I E S  T O  AGSOC". For each type of potential investment, we w ould 
e x p e c t  to identify the p o t e n t i a l  financing sources, to eva luate the 
f e a s i b i l i t y  of success in o b t a i n i n g  financing, or portions of the f i n a n­
cing, from e a c h  such source, and to analyze the imp lic a t i o n s  of reliance 
upon such financing sources.

We would include w i t h i n  the scope of our analysis each p o t e n t i a l  
financing source and o u r  e s t i m a t e  of the limits of funding avail a b l e  
from each source for e a c h  p a r t i c u l a r  type of investment. P o l i tica l and 
e c o n o m i c  s i de-eff ects of the use of e a c h  p a r t i c u l a r  financing source 
w o u l d  be studied and the c o n c l u s i o n s  and relevant o b s e r v a t i o n s  w o u l d  be 
i n c l uded in o u r  report.

All known c o n ventio nal sources, including banks, in surance c o m p a n­
ies, and o t h e r  private suppliers, as well as all p u b l i c  sources, both 
w i t h i n  and w i t h o u t  the S ‘:ate of A l a s k a  w o u l d  be studied. Each of there 
woulci bo a n a lyze d in the light of p o t e n t i a l l y  available collateral or 
se c u r i t y  or g u a r a n t e e  a r r angeme nts, and the e f fects upon interes costs 
w o u l d  be estimated.
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U n l e s s  o b j e c t e d  to by tne C o m m i t t e e  o r  its repres entative, w e  would 
e x p l o r e  the levels of r e s i s t a n c e  w h i c h  n i g h t  be e ncounte red in s e eking 
u n p r e c e d e n t e d  sources for financing, such as arranging, t h rough l e g i s l a­
tive c h a n g e s  if necessary, for the d i s c o u n t  of AGSOC loan paper w i t h  
the F e d eral Reserve  Bank.

All t a c ti cal i n f o r m a t i o n  d e v e l o p e d  in the course of these stud ies 
w o u l d  be c a r e f u l l y  c a t a l o g e d  for use by AGSOC at such time as it needs 
f i n a n c i n g .

F U R T H E R  D E T A I L S  —  L A Y I N G  T H E  F O U N D A T I O N  F O R  W O R K I N G  WI TH T H E  1980 F E D­
ERA L  C E N S U S  IN O R D E R  TO DEVEL OP A  S T O C K H O L D E R  C O N S T I T U E N C Y  D A T A  B..SE

B e cau se the p r i n t i n g  of q u e s t i o n n a i r e  forms for use in the 1980 
U n i t e d  States c e nsus has a l r eady begun, this is an area of g reat urgency. 
P r e l i m i n a r y  c o n v e r s a t i o n s  w i t h  ce nsus o f f i c i a l s  indicate little p r e c e­
dent for e n l a r g i n g  the a c t i v i t i e s  of census w o r k e r s  to include what will 
be b a s i c a l l y  S t a t e - o r i e n t e d  data. Neve r t h e l e s s ,  a w i l l i n g n e s s  to e x­
plore the a d m i n i s t r a t i v e  rulings and p r o c e d u r e s  necessar y to enable the 
c o l l e c t i o n  of da ta w h i c h  w o u l d  be vital to AGSOC in building its s t o c k­
hol d e r  i d e n t i f i c a t i o n  bas<* has been evidenced. All relevant legislation, 
a d m i n i s t r a t i v e  regulations, and judicial p r e c e d e n t s  will of n e c e s s i t y  be 
r e v i e w e d  s i m u l t a n e o u s l y  w i t h  the carrying on of confe r e n c e s  both at the 
regiona l and n a t i o n a l  levels of the B ureau of the Census.

It is cle ar that the data for A GSOC p u r poses must be of a h igher 
o r d e r  than that required for census purposes, since a flow o f  funds and 
a l l o c a t i o n  of lia bil i t i e s  b e twe en A G S O C  and its stockholder c o n s t i t u e n­
cies will be involved, w h e r e a s  no such r e l a t i o n s h i p s  arise o u t  of the 
n a t i onal census as such.

O n l y  the in* :iation and diligent p r osecution of this w o r k  can throw 
liaht on mo re of the detai ls that will be encountered.

, F U R T H E R  D E T A I L S  -- D E V E L O P M E N T  OF TYPES OF P O T E N T I A L  INVESTMENT O P P O R -  
T U N I T I E S  F O R  AGSOC

This work will involve not only an a n a l y s i s  of the A l a s k a n  e c o n o m y  
and its total range of p o t e ntial investment o p p o r tunities , but i n t e r­
views w i t h  those who se long i n v o l v e m e n t  in the A l askan e c o n o m y  has g i ven 
t h e m  a familiari ty w i t h  facets of the econom ic structure unique to t h e m  
or b e y o n d  the range of i m a g i n a t i o n  of the analyst lacking such p a r t i c u­
larized experience. C e r t a i n l y  n u m e r o u s  r e p o s i t o r i e s  of i nformation 
b e a r i n g  on i d e n t i f i c a t i o n  of the types of potential investment o p p o r t u n i­
ties for A G S O C  e x i s t  th roug h o u t  d e p a r t m e n t s  and agencies of the Statu 
Government, the Federal G o v e r n m e n t  in Alaska, and State and p r i vate 
u n i v e r s i t i e s  and r e s e a r c h  centers. We will undertake, to the extent 
that the time avail a b l e  permits, to ferret out e very type of such i n v e s t­
ment o p p o r t u n i t y  and e v a l u a t e  it in terms of its p r i ority and its i m p l i­
cat i o n s  for the o r derly e c o n o m i c  d e v e l o p m e n t  of Alaska.
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S P E C I A L  NOTE C O N C E R N I N G  C O N F E R E N C E S  W I T H  T H E  SE CURI T I E S  A N D  E X C H A N G E  
C O M M I S S I O N

On Pages 8 and 9 of our I n terim Work P r o p o s a l  of June 12, 1979, we 
o u t l i n e d  our basis for b e l i e v i n g  that we should d e v e l o p  a w o r k i n g  r e l a­
tion s h i p  for A G S O C  w i t h  the S e c u r i t i e s  and Exchange Com mission. The 
C o m m i t t e e  p r o p o s e s  that this be one of the subjects e l i m i n a t e d  from the 
pr e s e n t l y  p r o p o s e d  contract. In e a r l i e r  discussions, someone m e n t i o n e d  
the p o s s i b i l i t y  that the W a s h i n g t o n  law firm of Wilmer, C u t l e r  & P i c k e r­
ing migh t be employed, p o s s i b l y  by the Budget & Audit Committee, to 
discuss  A G S O C  w i t h  the Sec ur i t i e s  and Exchange Commission. That  firm, 
because  of its p r e v i o u s  resea r c h  on this subject for the C o m m i s s i o n e r  
of the D e p a r t m e n t  of Revenue, would, of co\, se, be e m i n e n t l y  q u a l i f i e d  
to n e g o ti ate the ant ici p a t e d  status of AGSOC's securities u nder the F e d­
eral secur ities laws.

We w o u l d  like to reemphasize, however, that the theory of c a p i t a­
lism appears, for w h a t e v e r  reason, to be e x t r e m e l y  d i f f icult for lawyers 
and e c o n o m i s t s  s t e e p e d  in the c o nventio nal w i s d o m  to totally master. We 
would, as a m a t t e r  of precaution, rest easier if we partic ipated, to 
w h a t e v e r  degree necessary, in such n e g o t i a t i o n s  to ma ke c e r t a i n  that the 
nature of A G S O C  is ful y unders t o o d  by the r e p r e s e n t a t i v e s  of the S e c u r i­
ties and E x c hange Commission. The decision  on this, of course, lies 
w i t h  your Committee.

Since the scope of the work has been reduced, it is e l e m e n t a r y  that 
the overall fee s hould be reduced. To give us sufficient funding to 
e nable us to make a si gni f i c a n t  c o n t r i b u t i o n  to f o r e s hortening the time 
and work required upon passage of the AGSOC legislation before A G S O C  can 
become an active force, we hope that the overall fee will not be reduced 
below $150,000. If that funding w e r e  available, we would suggest that 
the payment p a t t e r n  set forth in our original p r o posal of June 12, 1979, 
be m o d i f i e d  —  both because of the r e d u ct ion in the fee a n d  the passage  
of time —  into a retai n e r  of $25,000 on the first day of August, 1979, 
and a like a mount on the first day of each of the ensuing five montns 
d u r i n g  the term of the contract.

Please dc not hesit ate to call the u n d e r s i g n e d  or Mr. John M i s kimen 
of this firm should there be further questions.

Y o u r s  truly,

K E L S O  & CO., INCORPORATE D

Chief E x e c u t i v e  O f ficer
L O K :cac
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Dear Mr. Chairman:

RE: P R O P O S A L  T O  U N D E R T A K E  A N D  EXECUTE SU PPL E M E N T A R Y
I N T E R I M  WORK R E L A T I N G  TO THE P R O POSE D A L A S K A  
G E N E R A L  STOCK O W N E R S H I P  C O R P O R A T I O N  (THE C R E A T I O N  
OF W H I C H  IS THE SUBJECT OF S.B. NO. 170 A N D  H.B.
NO. 240 IN THE STATE OF A L A S K A  E LEVENTH L E G I S L A T U R E -  
FIRST SESSION) R E L A T I N G  T O  S E EKING  C O N G R E S S I O N A L  
IMPROV E M E N T  OF THE TAX POSITION OF C I T I Z E N - S T O C K H O L D E R S  
OF AG SOC U N D E R  F E DERAL P E R S O N A L  INCOME TAX LAWS; 
DE S I G N I N G  A N D  D E V E L O P I N G  A P R O POSED M A N A G E M E N T  
''TRUCTURE AND M A N A G E M E N T  PROCEDUR ES FOR *VGSOC;
S E E K I N G  C L A R I F I C A T I O N  AND F A V O RABLE  T R E A T M E N T  OF 
THE U L T I M A T E  SECUR I T I E S  A C T I V I T I E S  OF A G S O C  BY THE 
SECURI T I E S  AND E X C H A N G E  COMMISSION; E V A L U A T I N G  FOR 
TH E  B U DGET AND A U D I T  C O M M I T T E E  OF THE H OUSE OF 
R E P R E S E N T A T I V E S  OF THE STATE O F  A LA SKA THE DESIRA B I L I T Y  
O F  C O N G R E S S I O N A L  A M E N D M E N T  OF S U B C H A P T E R  U OF THE 
I N T E R N A L  R E VENU E CODE SO AS T O  PERMIT M U L TIPL E 
C L A S S E S  OF STOCK TO BE ISSUED BY A GENERAL STOCK 
O W N E R S H I P  C O R P O R A T I O N  IN O R D E R  P E R I O D I C A L L Y  TO 
EX T E N D  ITS S T O C K H O L D E R  BENE F I T S  T O  NEW CATEGOR IES 
O F  RESIDENTS, T O  HAVE S T O C K  T H A T  WOULD BE E L I G I B L E  
FOP AN E M P LOYEE STOCK O W N E R S H I P  PLAN, A N D  IF A  
FAVORA BLE DECI SION T H E R E O N  RESULTS, U N D E R T A K I N G  TO 
P E R S U A D E  C O N G R E S S  T O  I NITIATE AND ADOPT SUCH 
AMENDMENT; I N I T I A T I N G  LIA ISON WITH THE UNITED 
STATES B U REAU O F  CENSUS IN O R D E R  T O  TAKE M A X I M U M  
ADVAN T A G E  O F  ITS A C T I V I T I E S  P RELIM I N A R Y  T O  THE 
1980 F E D E R A L  C ENSUS  T O  I N I TIATE B U I L D I N G  THE D*TA 
BANK O F  RESIDENTS OF A L A S K A  Q U A L I F I E D  T O  BECOME 
S T O C K H O L D E R  C O N S T I T U E N T S  OF AGSOC AND TO PROGRESS 
THE B U I L D I N G  O F  SUCH D A T A  BANK, ON THE BASIS OF 
THE D E F I N I T I O N S  OF "Q UALI F I E D  RESIDENT" IN SAID
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PE N D I N G  STATE LEGI SLATION; C O N D U C T I N G  A  BROAD 
IN V E S T I G A T I O N  OF P O T E N T I A L  TYPFS O F  I N V E S T M E N T  O F  
AGSOC A N D  P R E P A R I N G  A  C A T A L O G  THEREOF; A N D  I N I T I A T I N G  
AND C O M P L E T I N G  A D E F I N I T I V E  A N A L Y S I S  O F  THE D E T AILS 
OF THE P E N D I N G  STATE L E G I S L A T I O N  A N D  M A K I N G  SUCH 
RECOMM E N D A T I O N S  T H E R E O N  AS MAY S E E M  JUSTIFIED.

F r o m  information w e  have g a t h e r e d  in the course of our 
w o r k  p u r s u a n t  to our n o w  c o m p leted c o n t r a c t  with the L e g i s l a t u r e  
of the State of A laska c.nd our c o n t inued close l i aiso n with 
re p r e s e n t a t i v e s  of the L e g i s l a t u r e  of the State of Alaska and the 
o f f i c e  of the A t t o r n e y  General of Alaska, we think it safe to 
v e n t u r e  the a s s e r t i o n  that no l e g i s l a t i o n  ever to come u nder 
c o n s i d e r a t i o n  by the L e g i s l a t u r e  has r e c eiv ed more i n t e n s i v e  and 
b r o a d - g a u g e  ana lysis and sc rut i n y  than the l egisl a t i o n  dealing 
w i t h  AGSOC. This is e n t i r e l y  fitting in view of the e n o rmous 
po t e ntial sig nificance of AGSOC to the e c o n o m i c  and p o l i t i c a l  
w e l l b e i n g  of the c i t iz ens of the St ate of Alaska. Nor can such 
m e t i c u l o u s  care and c o n s i d e r a t i o n  fail to b e n e f i 4- others beyo nd 
A l a s k a  who, it seems probable, will seek to follow in the p i o n e e r i n g  
footste ps of the A l a s k a n  Legislature.

Much has been accom p l i s h e d  through the study by legislators, 
by their staffs, by the sizable g r o u p  of w i t n e s s e s  w h o  have 
appeare d before v a r ious C o m m i t t e e  hearings, and b y  c o n s u l t a n t s  in 
re s p o n d i n g  w i t h  anal ytical efforts and w i t h  p r o p osed m o d i f i c a t i o n s  
to the p e n ding l e gislat ion in the course of a year's t houg htful 
c o n s i d e r a t i o n  of the A G S O C  legislation.

H o w e v e i , the vast w o r k  done to date has raised almost as 
m a n y  q u e s tio ns as it has p r o vided answers, and u n r e m i t t i n g  and 
p a i n s t a k i n g  work must c o n t i n u e  to b e  done if the L e g i s l a t u r e  of 
the State of Alaska, up on c o n v eni ng its next session in January,
1980 is to have before it an AGSOC  bill upon which it can act 
w i t h  confid e n c e  and w i t h  a m i n i m u m  of doubts that any cri tical 
areas have been left unexplored.

In this proposal, we urge the State of A l aska to e m p l o y  our 
firm, together with such s u b c o n t r a c t o r s  and c o n s u l t a n t s  as we 
may, with the approval of the design a t e d  r e p r e s e n t a t i v e  of the 
Bu d g e t  and A udit C o m m i t t e e  of the State of Alaska, e m p l o y  to 
u n d e r t a k e  and complete, (or comp lete so far as p o s s i b l e ) , a 
n u mbe r of activi ties aimed at a n s w ering these u n a n s w e r e d  q u e s t i o n s  
and p r o v iding the L e g i s l a t u r e  with the b a s i c  analy t i c a l  mat* rial 
to resolve most of the u n r e s o l v e d  doubts.
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Ma n y  trends in the e c onomy of Alaska, of the U n i t e d  States, 
and in the field of in tern a t i o n a l  e c o n o m i c  relations h a v e  d e v e l o p e d  
d u r i n g  r ecent m onths  that s u g gest g r e a t e r  urgency in a v o i d i n g  
loss of m o m e n t u m  in the A G S O C  project. T h e  importa nce of the 
e n e r g y  res ources of the St ate of A laska have gained an e v e n  more 
a w eso me signif i c a n c e  to the future of America. R e g u l a t o r y  c o n f u s i o n  
in the e n ergy field has increased in complexity. The p r e c a r i o u s n e s s  
of the conti n u e d  v i a b i l i t y  of the U. S. economy, as it is p r e s e n t l y  
structured, has b ecome m o r e  doubtful. T h e  pace of n a t i o n - d e b i l i t a t i n g  
i n f l a t i o n  has quickened. T h e  w i l l i n g n e s s  of Federal leadership 
to use further i n f l a t i o n - c r e a t i n g  stimuli to cut u n e m p l o y m e n t  
m eets rjsing o p p o s i t i o n  in the form of taxpayers' revolts. The 
needs for economic  l e a d e r s h i p  and to clarify economic p o l i c y  
c o n s i d e r a t i o n s — to w h i c h  the L e g i s l a t u r e  of the State of Alaska 
c a n  m a k e  m a j o r  contri b u t i o n s  with the launching of a c a r e f u l l y  
d e s i g n e d  AGSOC - - h a s  risen to p r e e m i n e n c e  in the minds of many 
A m e r i c a n s .

The 95th Cor. }ress of the United States, in e n a c t i n g  Subchap ter U 
of tne Revenue Code of 1954, as amended, w e n t  further in r ecogn izing 
the need for a new e c o n o m i c  p o licy bui lt upon broader o w n e rship 
of c a p i t a l  than anyone w i t h  h i s t o r i c a l  p e r s p e c t i v e  could have 
c o n f i d e n t l y  anticipated. Nev ertheless, S u b c h a p t e r  U in its
p r e s e n t  fori., a c c o m p l i s h e s  only part of the n e c e ssary changes  in
our 1 isic approach to financing b u s i n e s s  e n t e r p r i s e  and facili tating 
i ndivi d u a l  a c q u i s i t i o n  of c a p i t a l  o w n e r s h i p  that are n e c e s s a r y  in 
order to c o n s truct a rational e c o n o m i c  policy. W h i l e  it is 
feasible, in c e r t a i n  highly p r o d u c t i v e  investments, to so d e s i g n  
financing structures that s tockholders, or b eneficial s t o ck holders 
can b u y  produc t i v e  capital and pay for it, both p r i n c i p a l  and 
interest, in a f t e r - p e r s o n a l - i n c o m e - t a x  dollars, it is not in the 
intere st of either State or Federal governments, nor c e r t a i n l y  in 
the interest of acc ele r a t i n g  the v i r t u a l l y  dormant econo m i c  
g r o w t h  rate of our economy, for them to d o  so. The proof of this 
lies in the great success of ESOP financing. In that technique, 
which, like the AGSOC, is based u p o n  the theory of capitalism, or 
t w o - f a c t o r  economics, the e m p l o y e e  has access to credit through 
w h i c h  we can b u y  stock r e p r e s e n t i n g  p r o d u c t i v e  capital and pay 
for it, both p r i n c i p a l  and interest, in p r e - c o r p o r a t e - i n c o m e  tax
d o l l a r s  from the r eturn on invested net w o r t h  of the shares
purchased, and d efer  p erso n a l  taxation, normall y to his retir e m e n t  
date. Clearly what is n eeded  is to re cognize that the purchase 
of c a p i t a l  under a r r a n g e m e n t s  that make  it possible to pay for it 
out of what that c a p i t a l  produces is, in reality, not an income 
t r a n s a c t i o n  at all. Thus, it is of major importance to pursuade
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C o n g r e s s  to e l i m i n a t e  p e r s o n a l  income tax liability upon st ockh o l d e r s  
of a G e n e r a l  Stock O w n e r s h i p  C o r p o r a t i o n  as to all yie ld of the 
u n d e r l y i n g  capital a p p lied to a m o r t i z a t i o n  of the p u r c h a s e  price, 
both p r i n c i p a l  and i n t e r e s t , and to do so permanently. The 
sooner the o w n e r s h i p  of p r o d u c t i v e  c a pital can b e g i n  p r o d u c i n g  
added income for the new stockholder, the faster the income tax 
b a s e  grows, both for the Federal and State governments.

S U M M A R Y  OF P R I N C I P A L  COMPO N E N T S  O F  W O R K  C O N T E M P L A T E D  BY THIS 
I N T E R I M  P R O P O S A L  FOR THE L E G I S L A T U R E  OF THE STATE O F  A L A S K A  
D U R I N G  THE P E R I O D  J U N E  15 THROUGH D E C E M B E R  15, 1979

W h i l e  our work on the AGSOC p r o j e c t  for the State of Alaska 
has continued, at reduced speed, since the c o m p l e t i o n  of that 
a g r e e m e n t  upon d e l iv ery of cur final report thereunder in January, 
1979, we p r o p o s e  h erei n that the L e g i s l a t u r e  of the State of 
A l a s k a  e m p l o y  us to m a r s h a l l  the n e c e s s a r y  m a n powe r and talents 
to accomplish, b e t w e e n  June 15, 1979 and December 15, 1979, under 
t^e d i r e c t i o n  of such r e p r e s e n t a t i v e  of the L e gislatu re of the 
S tate of Alaska as the joint B u d g e t  and Audit Committ ee of the 
S tate m a y  designate, the following w o r k  projects for the purpose 
of s u p p l e m e n t i n g  and e x t e n d i n g  the p r e p a r a t o r y  work ac complished 
b y  the E l e venth L e g i s l a t u r e  of the State of Alaska, First Session, 
and b y  its consultants, including ourselves, towards e s t ablish ing 
the A l a s k a n  General Stock O w n e r s h i p  Corpo r a t i o n  and in due course, 
if the l egislati on b e c o m e s  law, e n a b l i n g  it to ac ,uire s i g n i f i c a n t  
p r o d u c t i v e  capit al ownership.

A n a l y s i s  ■ Ca t a l o g i n g  and E v a l u a t i o n  Of Financing Sources

In the debates and d i s c u s s i o n s  that took place d u r i n g  the 
E l e v e n t h  Legislature, First Session, both w i thin the Le gisl a t u r e  
and b e t w e e n  the L e g i s l a t u r e  and the O f f i c e  of the Governor, the 
so u r c e s  for financing the a c q u i s i t i o n  of capital assets for AGSOC 
of such m a g n i t u d e  as to be s i g n i f i c a n t  to the S t a t e ' s  economy, 
w e r e  a m a j o r  subject. In m o d i f y i n g  the initial A G S O C  bill, as 
first introduced, several rest r i c t i o n s  w e r e  imposed upon the 
e c o n o m i c  resources and power of the State itself and of its 
agencies.

It is critica l now that r e a l i s t i c  sources and m e t h o d s  for 
f i n a n c i n g  the a c q u i s i t i o n  of major capital assets by AGSOC be 
identified, and that the m eans by w h i c h  such financing s o u r c e s  
c a n  be induced to p a r t i c i p a t e  be d etermi ned. We w o u l d  u n d e r t a k e  
to a n alyze and c a t a l o g  these sources, to evaluate them, and to 
g e n e r a t e  s t r a t egic and tactical a p p r o a c h e s  with r e spe ct to each 
of them.
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L a y i n g  the Founda t i o n  for W o r k i n g  W i t h  the 1980 Federal C ensus in 
Order to D e v e l o p  a S t ockholder  C o n s t i t u t e n c y  Data Base

P r e p a r a t i o n s  for the 1980 United States census are a l r eady  
w e l l  advanced. Failure to develop, in conne c t i o n  w i t h  the a p p r o p r i a t e  
agenci es of u.. State of Alaska, a w o r k i n g  r e l a t i o n s h i p  that will 
e n abl e A l a s k a  to take advan tage of the experi e n c e  and majo r 
m a n p o w e r  e x p e n d i t u r e s  of the Federal governmen t in a c c o m p l i s h i n g  
the c e n s u s  in A l a s k a  would be to miss a vital o p p o r t u n i t y  to 
a c c e l e r a t e  the e s t a b l i s h m e n t  of A G S O C  if the Legisl a t u r e  adopts 
the n e c e s s a r y  l egislatio n during the forthcoming Session. The 
end r e s u l t  w o u l d  force AGSOC into making duplic a t i n g  e x p e n d i t u r e s  
that wou ld w a s t e  its start-up funds. Maximizing the a v a i l a b i l i t y  
of the Federal census facilities and resulting data to the b u i l d i n g  
of the list of residents qual ified to become s t ockhold ers of 
AGSOC would, if the rep res e n t a t i v e  of the L e g i s l a t u r e  conc urs 
w i t h  cur views on this, be given the highest priority.

D e v e l o p m e n t  of Types of Potential Investment O p p o r t u n i t i e s  for AGSOC

F r o m  our wo rk in c o n n e c t i o n  with AGSOC to date, we are well 
aware that it w ould be counterpr oductive, until A G S O C  b e comes  an 
o p e r a t i n g  and functional reality, to investigate, evaluate, or 
initia te p r o bing activities  with respect of any p a r t i c u l a r  i n v e s t­
ment o p p o r t u n i t y  for AGSOC.

At the sanK* time, it is clear that a careful review of the 
types of inves tment o p p o rtu nities that will be open to AGSOC is 
i ndisp e n s i b i e  to a c o n s i d e r a t i o n  of the feasibility and a n  e s t imate 
of the time that will be required to activate AGSOC once it is 
b r o u g h t  into existence. Our study would take into c o n s i d e r a t i o n  
all aspects of particular types of avail a b l e  investments that 
will be releva nt and of interest to those wl o u l t i m a t e l y  m ake and 
i m p l e m e n t  investme nt decisions  for AGSOC.

E d u c a t i o n a l  Effort s Directed at the A p propr iate C o m m i t t e e s  of Congress 
and T h e i r  Individual Members, and at the United S t a t e s  T r e a s u r y  
D e p a r t m e n t  and the A ppro priate O f f i c i a l s  T h erein

The o ff ice of the Hon. Russell B. Long, C h a r i m a n  of the 
United S t a t e s  S enate Finance Committee, e s t i m ates that there are 
a p p r o x i m a t e l y  3,000 Employee  Stock O w n e r s h i p  Plans o p e r a t i n g  in 
the United States. The o v e r w h e l m i n g  evi dence is that these 
financing techniques bring about spectacular i m provem ents in the 
productivity , profits, sales, increase in net worth, and even 
income tax payments of the c o m p an ies that adopt them. T h e  ESOP 
is a doi le tax shield: it gives e m p l oyees access, through
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credit, to the p r e - c o r p o r a t e - i n c o m e  tax return on net worth of 
the shares that the e m p l oyees  have purchased through their ESOP 
in orde r to pay p r i n c i p a l  and interest on the debt incurred to 
make such acquisition. At the same time, the ESOP is a tax 
shield a g a inst current, y e a r - t o - y e a r  taxation of em plo y e e s  while 
they are ac cum u l a t i n g  v i a b l e  c a pital estates. Federal tax law, 
however, still flawed with respect to ESOPs: it taxes the 
e m p l o y e e  when his p o r t f o l i o  (or its cash equivalent) is removed 
from the ESOP trust. This is simply evidence of the h i s t o r i c a l  
c o n f u s i o n  resulting from the use, pioneered by our firm, of 
" deferred compensation" legislation for purely financing purposes,
i.e., the p u r c h a s e  of c a p i t a l  assets and the payment of the 
p u r c h a s e  price  out of the income thus produced. L e g i s l a t i o n  to 
c o r r e c t  that d e f e c t  was introduced into the 54th C o n g r e s s  by U. S. 
C o n g r e s s m a n  W i l l i a m  Frenzel (from Minnesota) and its introduction, 
we are informed, is planne d again in the c u rrent C ongr e s s  by 
Senator  Long. O p p o s i t i o n  to the last mentione d tax aspect, 
namely the limination of person al income taxation upon taking 
p o s s e s s i o n  of the capita) a c c u m u l a t i o n  as it is released from the 
trust, has been p r e s ent ed by the United States T r e a s u r y  on the 
ground that it would cause an e x c e ssiv e loss of revenue to the 
Federal government. We have accumulated a great deal of evi dence 
to the contrary, howe\er, d e m o n s t r a t i n g  that the Federa l G o v e r n m e n t  
d e riv es a net b e n efit from raising the p r o d uctivenes s and incomes 
of c o n s u m e r  units by e q u i p p i n g  them with produc t i v e  capital.

V i r t u a l l y  all of the estimated 3,000 or so ESOPs now in 
e x i s t e n c e  have been adopted since 1970 when the firm of K elso  S 
Co., Incorporat ed was organized. Thw ESOP functions by giving 
e m p l o y e e - p a r t i c i p a n t s  (who become, through the ESOP trust, b enefi cial 
s t o c k h o l d e r s  of their employer) access to the c o r p o r a t e  pre-tax 
r e t u r n  on invented net w o r t h  of the shares w h i c h  are allocat ed to 
their accounts to pay for the stock w hich they have bought. 
Furthermore, the ESOP d efers (usually until the partic i p a n t ' s  
retirement) taxation on the sums applied to a m o r t i z a t i o n  of 
a c q u i s i t i o n  debt. Thus the value of the stock received from the 
ESOP tru6t is p a r t l y  taxable as o r d inary income and p a r t l y  at 
capital g a i n  rates. E v e n  this "deferred taxation" is the result 
of an h i s t o r i c a l  accident. In seeking to apply the theory of 
c a p i t a l i s m  to the pract ical financing problems of a busine ss 
c o r p o r a t i o n  in such m a n n e r  as to b ui ld the o w n e r s h i p  of newly 
formed capital, or newly acquired capital assets, into emp loyees 
as those a sse ts pay for themselves in p r e - c o r p o r a t e - i n c o m e  tax 
dollars, it was e x p e d i e n t  to use Section 401(a) of the Internal 
Revenue Cod e as a financing d e v i c e , even though it was o r i g i n a l l y
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intended only to p r o v i d e  "deferred compensa tion." Thus, the 
theory of capitalism, as applied to e m p l o y e e  stock o w n e r s h i p  
plans, is not yet p e r f e c t e d  to its ultimat e efficiency, and will 
not be so u ntil an employee, upon retirement, can take his p o r t f olio 
of stock (or its cash equivalent) out of the ESOP trust w i th out 
tax consequen ces, so long as he keeps it invested in productiv e 
c a p i t a l  which will  h e l p  to make him a better income tax payer, 
and a b etter c u s t o m e r  for business.

This same logic is applicabl e to the G e neral Stock O wner s h i p  
C o r p o r a t i o n  legisl a t i o n  set forth in Subcha p t e r  U of the Internal 
Re venue Code, as the r esult of a me ndments adopted in the Revenue 
Act of 1978. However, the c i t i z e n - s t o c k h o l d e r  of a general stock 
o w n e r s h i p  c o r p o r a t i o n  is not yet as well off as an e m p loye e 
be n e f i c i a l  stockh o l d e r  under an ESOP: for this letter has what is 
a l l e g e d l y  his "income" applied to the a m o r t i z a t i o n  of debt incurred 
to finance stock a c q u i s i t i o n  d e f e r r e d , w h e r e a s  the citizen- 
taxpayer under a g e n e r a l  stock owner s h i p  c o r p o r a t i o n  is taxed 
c u r r e n t l y  on that part of the corpo r a t i o n ' s  income applied to the 
retire m e n t  of principal of debt incurred in a c q u i r i n g  capital 
i n v e s t m e n t s .

Clearly, it is of the greate st urgency that the appropri ate 
c ommittees of C o n g r e s s  and their respective members, as well as 
the D e p a r t m e n t  of T r e a s u r y  and its a p p r o p r i a t e  officials, be 
e d u c a t e d  to u n d e r s t a n d  the logic of two-facto r economics in order 
that the impact of AGSOC, once it is activated, not be slowed for 
years by the str etc h - o u t  of debt retirement resulting from the 
i n t e r v e n t i o n  oi personal income taxes w h i l e  the c i tizen taxpayer 
is purcha s i n g  his AGS OC stock.

We would c o n c e n t r a t e  our atte ntion d uring the p eriod covered 
by this proposal, e ither  on bringing about the a m e n d m e n t  of the 
GSOC legislation, or laying the foundation for its early amendment 
in the next session of this Congress. The end result, if we are 
successful, v, we are confide nt we can be, will be a vast advanc e 
in the time w h e n  A G S O C  can b eco me income-significant, to the 
p eopl e of Alaska, as w e l l  s to the tax c o l l e c t o r s  in govern m e n t s  
at all levels.

D e v e l o p m e n t  of O r g a n i z a t i o n a l  S t r u cture and P r o c e dures for AGSOC

It has appeared to us that many of the q u e s t i o n s  raised 
about the future o p e r a t i o n s  of AGSOC have resulted from the fact 
that little a t t e n t i o n  has been, or up to this point could be, 
d e v o t e d  to d e v e l o p i n g  and def ining c o n c r e t e l y  a proposed rational



The Hon. J i m  D u n c a n
L e g i s l a t i v e  B u d g e t  and A u d i t  Commit tee 
June 19, 1979 
Page Eight

m a n a g e m e n t  st ructure for AGSO C and operat i o n s  p roc edures to 
e n a b l e  it to a c c o m p l i s h  the various tasks w h i c h  it is expected to 
a c c o m p l i s h  by the pending legislation. U nder this proposal, 
w o r k i n g  with  m a n a g e m e n t  c o nsultant s app ro v e d  by the r e p r e sentativ e 
of the Legislature, we would seek to define and c e s i g n  and a ppropriat e 
m a n a g e m e n t  struc t u r e  for AGSOC and o p e r a t i o n s  proce dures that can 
be readily adapted to it or adop*" i by its m a n a g e m e n t  to facilitate 
its a c c o m p l i s h i n g  its v a r i o u s  f1 ions, includ ing b u i l d i n g  its 
data-base, its i d e n t i f i c a t i o n  ai. evalu a t i o n  of investments, and 
its a r r a n g i n g  for the financing of their acquisition; its establ i s h m e n t  
of e s c r o w  a c c o u n t s  for each of its stockholders; its organi z a t i o n  
of a trust d e p a r t m e n t  (or in the a l t e r n a t i v e  its e m p l o y m e n t  of a 
p r o f e s s i o n a l  trustee) for the h a n d l i n g  of its s t o c k h o l d e r  accounts, 
its dividends, its notif i c a t i o n s  to stockholders; it calling of 
m e e t i n g s  of its boar d and of its stockholders, etc.

E s t a b l i s h i n g  an A c c e p t a b l e  W o rking A rrang e m e n t  With the Securities 
and E x c h a n g e  C o m m i s s i o n  With Respect to R e p o rting of Activities; 
A v o i d i n g  or S i m p l i f y i n g  Registration, Etc.

AGSOC will, in all probability, be the first general stock 
o w n e r s h i p  c o r p o r a t i o n  to make its appea rance on the A m e rican 
financial stage. The se curities laws of the United S tates were 
not d e s i g n e d  to cope with such a corporation, eve n though it is 
defined by law as a private  for-profit corporation, b e c ause its 
stock, through the proposed legislation, will be u nder many 
c o n t r o l s  and restra ints wh ich do not apply to o r d i n a r y  business 
c o r p o r a t i o n s  or their securities.

We would u n d e r t a k e  as part of our work a s s i g n m e n t  d uring the 
forthcoming s i x - month period, under close liaison with the r e p r e s e n­
tative of the L e g i s l a t u r e  and wit h the Budget and A u d i t  C o m m i t t e e  
and any other a g e ncies of the State or c o n s u l t a n t s  of the Le gisl a t u r e  
w h o m  the B udget and Audit C o m m ittee  may d e e m  appropriate, the 
i nitia t i o n  and p r o g r e s s i n g  of a d ialo g u e  with the reg ulatory and 
e n f o r c e m e n t  d i v i s i o n s  of the S ecuritie s and E x c h a n g e  Commission, 
looking toward the e v o l u t i o n  of proc edures to a ssu re that the 
interests g u a r d e d  by the securi t i e s  laws will be protected, while 
a v o i d i n g  u n n e c e s s a r y  b u r e a u c r a t i c  proced u r e s  that are not appropriate 
to a qeneral stock o w n e r s h i p  corporation.

The end result of this effort should e n a b l e  A G S O C  to fully 
live up to the e x p e c t a t i o n s  of the S e c u r i t i e s  and E x c hange Commis s i o n  
from the m oment  that it becomes operational, and at the same time 
should e n a b l e  the S e c u r i t i e s  and E x c hange  C o m m i s s i o n  to understand 
and to know what to expect from a general stock o w n e r s h i p  corpo r a t i o n  
such as AGSOC. Many m o n t h s  of delays in the future, w h n n  such
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d elays could be e x t r e m e l y  costly, can, w e  are confident, be 
avoided by these e f forts d u r i n g  the i n t e r v e n i n g  m o n t h s  b e f o r e  the 
next s e ssi on of the E l e v e n t h  L e g i s l a t u r e  of A l a s k a  is convened.

Time of P e r f o r m a n c e

Our w o r k  u n d e r  this pr opo s a l  would, if a g r e ea ble to the 
d e s i g n a t e d  r e p r e s e n t a t i v e  of the Legislature, c o m m e n c e  p r o mpt ly 
upon the g r a n t i n g  of a c o n t r a c t  b e t w e e n  this firm and the B u d g e t  
and A u d i t  C o m m i t t e e  of the .Legislature, and final reports would 
be d e l i v e r e d  to the L e g i s l a t u r e  on or b e f o r e  D e c ember 15, 1979.
We  would, of course, as we have d u r i n g  the past five and one-half  
mo n t h s  of 1979, a l t h o u g h  our work under our p r e v i o u s  agreement 
was c o n c l u d e d  at the end of 1978, be p r e pared to explain, e x e cute 
r e f i n e m e n t s  of our work, and to c o o p e rate the needs of the
L e g i s l a t u r e  in g o i n g  forward w i t h  the A agislation.

Our P r o po sed Fee for Servic es

We w ould  p r o p o s e  that upon the g r a nt ing of a c o n t r a c t  p u r s u a n t  
to this proposal, we be paid a retain er fee of $35,000, and that 
w e  be paid on or L e f o r e  the 15th day of each month d uring the 
co n t r a c t  period, b e g i n n i n g  with Ju ly 15 and c o n c l u d i n g  with 
De c e m b e r  15, 1979 a similar sum, for an aggreg ate p a y m e n t  of 
$245,000. This  fee w o u l d  cover not only the services of our own 
personnel, but our o u t - o f - p o c k e t  travel, computer time, and 
m i s c e l l a n e o u s  e x p e n s e  (which we e s t i m a t e  at a p p r o x i m a t e l y  $3,000 
per month) and the fees and e x p e n s e s  of s u b c o n t r a c t o r s  and consu l t a n t s  
e m p l o y e d  w i t h  the c o n s e n t  and a p p roval of the r e p r e s e n t a t i v e  of 
the B u d g e t  and Audit C o m m i t t e e  for the p u r p o s e  of e x e c u t i n g  in 
full the w o r k  p r o g r a m  c o n t e m p l a t e d  b y  the proposal.

In our p r e l i m i n a r y  d i s c u s s i o n  of this proposal w i t h  m e mbers  
of the A l a s k a n  L e g i s l a t u r e  and staff members on June 11-13, 1979, 
it was e m p h a s i z e d  that it uld be d e s i r a b l e  for us to suggest 
se p ar ate fee a m o u n t s  for e. -n of the work items in the proposal.
We think that this is not feasible b e c a u s e  of the nature of the 
w o r k  proposed.

None of the tasks specified h e r e i n  is a f i n i t e l y - b o u n d e d  
w o r k  project. Rather, each is in the nature of b r i d g e  w o r k  to 
c o n n e c t  the p r i m a r y  work done so far w i t h  the more  a d v ance  status 
of the p r o j e c t  that can be p r e s e n t e d  to the next s e ssion of the 
Al a s k a  legislature. It is m o m e n t u m - m a i n t a i n i n g  work; it is work
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that adv ances n e c e s s a r y  p r e p a r - c i o n s  to the ? lurching of A G S O C  if 
the p e n d i n g  l e g i s l a t i o n  b e c o m e s  law and by its v e r y  nature can 
save m a n y  times its c o s t  in a v o iding future AGSOC s t a r t - u p  delays.

We p r opose  to d e live r progress reports at 15-day intervals  
*o the r e p r e s e n t a t i v e  of the L e g i s l a t u r e  and its B u d g e t  and Audi t 
C o m m i t t e e  d e s i g n a t e d  as our liaison if our p r o p o s a l  is accepted.
If, a a r e s u l t  of these reports, it is d e s ired that the emphasis 
w e  ar giving to each p o r t i o n  of the work be changed, w e  will 
respond a c c o r d i n g l y  upon request.

Should the a g g r e g a t e  funding for this p r o j e c t  be less than 
suggested herein, we w o u l d  suggest that the seven i n s t a l l m e n t s  be 
e q u a l l y  reduced to stay w i t h i n  the available b u d g e t e d  goals as we 
can, w i t h i n  such b u d g e t a r y  restraints. N e e dl ess to say, we are 
open to your s u g g e s t i o n s  on all aspects of t'.e m a t t e r s  c o v e r e d  by 
this letter.

We will, of course, be pleas 2d to respond to any and all 
q u e s t i o n s  relat i n g  to this proposal. If you decide to proceed 
with the c o n t r a c t  p r o p osal h e r e i n  outlined, please p r ovide a u t h o r i z a­
tion h e reof through s i g n a t u r e s  by o f f i cers a u t h o r i z e d  to obli gate 
the state, and by d e l i v e r y  to us of a retainer c heck in the sum 
of $35,000.

T h e r e  is n o  task that w e  look forward to with g r eater 
p l e a s u r e  thar that of a s s i s t i n g  the A l ask an General Stock O w n e r s h i p  
C o r p o r a t i o n  not on ly to b e c o m e  a reality, but to be an e n t e r p r i s e  
that is prepared and has been so thoroughly e q u i p p e d  in adv ance 
to cope w i t h  its cha lle n g e s  that it will set a p e r f o r m a n c e  record 
that w i l l  not soon be broken.

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

and Chief E x e c u t i v e  Officer
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The H o n o rab le Mike G ravel 
United States Senate 
3131 D i rksen Senate O f f i c e  Bldg. 
Washington, D.C. 20510

•S c n a ^ oi? ~ 6 r ^ v c i :Dear

I a m  taking this o p p o r t u n i t y  to inform you of our i n t e r i m  
A GSOC work. Currently, w e  have cwo contract s in effect.
The first of these is w i t h  Wilr.er, Cutler & Pickering. The 
scope of their w o r k  is as follows:

1. R e vie w federal s ecurit ies law problems that w o u l d  be 
raised by the p r o p osed A G S O C  l e gislatio n and init iate d i s­
cussion with the federal S e c u r i t a s  and Exchange C o m m i s s i o n  
in a c c o r d a n c e  w i t h  r e c o m m e n d a t i o n s  set forth in Wilm^*,
Cutler & P i c k er ing m e m o r a n d u m  d a t e d  N o v ember 2, 1976.

2. R e vie w federal tax p r o b l e m s  that m i g h t  arise in i m p l e­
ment i n g  the p r o p o s e d  A G S O C  legislation including any federal 
tax pro blems that m i g h t  occi r upon initial d i s t r i b u t i o n  of 
shares. Initiate a p p r o p r i a t e  d i s c u s s i o n s  w i t h  the T r e a s u r y  
Depart ment a n d / o r  Internal Revenue Service and s ubmit a 
federal tax ru ling r e q u e s t  if n e c e ssary  to c o n f i r m  the 
federal tax c o n s e q u e n c e s  of the A G S O C  p r o p o s e d  legislation.

Our second c o n t r a c t  is w i t h  Louis Kelso, w h o  w i l l  p r o vide 
the following services:

1. Develo p m e n t  of p o t e ntial inve stment o p p o r t u n i t i e s  for 
AGSOC. Analyze the A las ka e c o no my and its total range of 
potent irl investment o p p o r t u n i t i e s  and e v a l u a t e  those investment 
o p p o r t u n i t i e s  for their relat ive s i gnificance to the State's

H A I N E S
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e c o n o m y  against a c r i t e r i o n  of m a x i m u m  r e t u r n  to stockholders.

2. Analysis, c a t a l o g i n g  and e v a l u a t i o n  of fi nan c i n g  sources. 
C o r r elate  w i t h  e a c h  of the findings of T a s k  I (Development 
of Poten tial Invest m e n t  O p p o r t u n i t i e s  for AGSOC) the potential 
financ ing sources and e s t i m a t e  the limits of fundin g a v a i lable 
from e a c h  source, c o n s i d e r i n g  p o t e n t i a l l y  a v a i l a b l e  c o l l a t e r a l  
or s e c uri ty a n d / o r  g u a r a n t e e  a r r a n g e m e n t  and e s t i m a t e  the 
effects upon i n t e r e s t  costs.

We a n t i c i p a t e  e i t h e r  e x t e n d i n g  one or b o t h  of these or 
c o n t r a c t i n g  for further A G S O C  research.

Please call if you have any q u e s t i o n s  or s u g g e s t i o n s  c o n c e r n i n g  
this i n t e r i m  project.

Respectfully,
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B U D G E T / A U D I T  

C O M M I T T E E
D e a r  R e p r e s e n t a t i v e  Duncan:

I e n c l o s e  a m e m o r a n d u m  for your C o m m i t t e e  on 
the federal tax and s e c u r i t i e s  law issues r a i s e d  by S e n a t e  
Bill No. 170. T h e  m e m o r a n d u m  s u g ge sts s e ver al p o s s i b l e  
c h a n g e s  in S. 170 in o r d e r  to fac ili t a t e  the n e c e s s a r y  
federal action. C o n s i s t e n t  w i t h  our c o n t r a c t  w i t h  y o u  of 

j  J u n e  1, 1979, we have f o c used m a i n l y  on the s e c u r i t i e s  and 
tax issues and have not a t t e m p t e d  a r e v i e w  from the s t a n d­
poi n t  of c o n s t i t u t i o n a l  q u e s t i o n s  or c o r p o r a t e  law. H o w­
ever wo have, in S e c t i o n  III of the m e m o r a n d u m ,  q u e s t i o n e d  
the d e s i r a b i l i t y  on c o n s t i t u t i o n a l  grounds, of the w a i t i n g  
p e r i o d  for e l i g i b i l i t y  u n d e r  S. 170 and s u g g e s t e d  an a l t e r n­
ative.

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

w e  r e c o m m e n d  to the IRS and SFC. We w o u l d  be g r a t e f u l  for 
yo u r  r e a c t i o n  to the m e m o r a n d a  and a u t h o r i z a t i o n  to b e g i n  
p r e l i m i n a r y  d i s c u s s i o n s  w i t h  a p p r o p r i a t e  IRS and SHC o f f i c i a l s .  
In the interest of time, w e  have b e g u n  d r a f t i n g  s u b m i s s i o n s  
to tho two a g e n c i e s  a l o n g  the lines p r o p o s o d  in o u r  m e m o r a n d­
um.

Sincerely,

S i W v A j j ?  C .

R e p r e s e n t a t i v e  J a m e s  D u n c a n  
Chairman, L e g i s l a t i v e  B u d g e t  

and A u d i t  C o m m i t t e e  
A l a s k a  L e g i s l a t u r e  
P o u c h  V
Juneau, A l a s k a  99811

cc: Mr. D a l e  R. S t a l e y
S a m u e l  A. S t e r n
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M E M O R A N D U M  FOR THE L E G I S L A T I V E  
B U D G E T  A N D  A U D I T  COMMITTEE, S T A T E  OF A L A S K A

S u b j e c t ; Proposed CSSS Senate Bill No. 170;
Federal Tax and Securi t i e s  Laws Issues 
and Suggested  A p p r o a c h e s

You have asked us to review pending legisla-
1/

tion per mi t t i n g  the e s t a b l i s h m e n t  of an A l a s k a n  General

Stock O w n e r s h i p  C o r p o r a t i o n  ("AGSOC”) in c o n f o r m a n c e  with

the r e c en tly enacted S ubchap ter U of the Internal Revenue 
2/

Code. We have c o n s i d e r e d  issues which may arise under 

the federal tax « nd sec ur i t i e s  laws in c o n n e c t i o n  with  

this legislation, having previously, in our m e m o r a n d u m  of 

November 2, 1978, for the Alaska C o m miss ioner of Revenue, 

treated the securities law issues. This m e m o r a n d u m  s u m­

mari z e s  those issues, identifies optional appro a c h e s  to 

resol u t i o n  of c e rtain  problems, and identifies sections 

of S. 170 w h i c h  you m a y  w i s h  to consider revising in order 

to facilitate r e g u l a t o r y  approvals. We also propose an

1/ C S S S  Senate Bill No. 170, introduced as amended 
April 27, 1979. (Hereafter "S. 170").

2/ 26 U.S.C. SS 1391-97, eff. November 6, 1978.



a p p roach for our p r e s e n t a t i o n s  to the Internal Revenue 

Service ("IRS"), and the S e c u r i t i e s  and E x c hange C o m m i s­

sion ("SEC") to facilit ate the c r e a t i o n  and o p e r a t i o n  of 

A G S O C  in c o n f o r m i t y  w i t h  the federal r e g u l a t o r y  p r o v i­

sions administered by those agencies.

I .  S E C U R IT IE S  REGULATION OF AGSOC

Our firm's S e c u r i t i e s  Law M e m o r a n d u m  of 

November 2, 1978, indicated that A G S O C  will p o t e n t i a l l y  

be subject to p r o v i s i o n s  of three of the federal s e c u­

rities laws: the r e g i s t r a t i o n  p r o v i s i o n s  of the S e c u­

rities and Exchange Act of 1933 (the "1933 Act"); the 

registration, reporting, and p r o x y  rules of the S e c u­

rities Exchange Act of 1934 (the "1934 Act"), and the 

registration, conduct regulation  and d i s c l o s u r e  r e q u i r e­

ments of the Investment C o m p a n y  Act  of 1940 (ti.*» "1940 

A c t " ) .

S. 170 po ses no securi t i e s  regula t i o n  problems
3/

beyond those raised in our earl ier memorandum. Because 

the statute is an a d a p t a t i o n  of general c o r p o r a t i o n  law,

3/ However, we d o  re commend herein minor m o d i f i c a t i o n s  
to S. 170 to facilita te c o n f o r m a n c e  w i t h  the intrastate 
ex e m p t i o n  to the 1933 Act.
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it does not deal with most of the subject areas which 
are likely to concern the SEC: particularly disclosure
of risks to potential shareholders, periodic reports on 
financial condition, the administration of the "ballot" 
mechanisms, and fiduciary duties of officers and direc­
tors. Moreover, our initial approach to the SEC v 'll 
be made at a time when the final form of the AGSOC has 
not yet been determined. For example, the question of 
he appropriate basis for exemption from the registra­

tion requirements of the 1933 Act must await a final 
decision as to whether payment of consideration will
be required of Alaska citizens who wish to acquire 

«/AG_»OC shares.

4/ We presume that an initial free issuance is pre­
ferred if wt are able to obtain a ruling from the IRS 
that a tax will not be imposed upon citizens who re­
ceive shares. However, AGSOCA provides in Section 
10.50.080 that

"Shares may be issued without consideration 
or for consideration fixed by the share- 

' holders before issuance. Consideration for 
shares shall be fixed by a vote of a majority 
of the shares voting on the iss-.e."

This provision appears to suggest that AGSOC may charge 
consideration for shares only after the initial distribu­
tion as no shareholders will exist until then to fix the 
consideration. This point should be clarified if an ini­
tial charge for shares is contemplated. If you wish to 
leave the option open, Section 10.50.075 could be amended 
to read: "Shares may oe issued without consideration or
for consideration fixed by the Board of Directors before 
issuance."



We propose to present to the SEC a briefing 
memorandum describing the proposed AGSOC as set out 
in the S. 170 draft offered April 27, 1979, formally 
requesting a 1933 Act exemption, and requesting the 
commencement of negotiations to develop a modified 
form of 1934 Act regulation and a waiver of the 1940 
Act's requirements during the first five years of 
AGSOC existence. We plan a preliminary presentation 
and discussions with the SEC prior to making detailed 
requests for rulings on the latter points so that we 
may involve them in establishing a creative approach 
to GSOC regulation. We hope to have received prelimi­
nary feedback from the SEC before S. 170 is passed in 
final form.

Provisior . of the 
Securities net of 1933

We believe, as we indicated in our Securities 
Memorandum, that AGSOC should not be subject o the 
registration requirements of the 1933 Act, either on 
the basis that an initial distribution of ahar s is not 
a "disposition . . . for value" within the meaning of 
Section 2(3) of the 1933 Act, or on the basis of the 
"intrastate exemption" provided by Section 3(a)(11) of



the same Act. We propose to argue both points to the 
5/

SEC.
Even if the AGSOC shares are sold for con­

sideration or if the SEC deems the disposition other­
wise to be for value, we anticipate that we will be able 
to prevail on the theory that its shares are exempt from
registration under the 1933 Act by virtue of the intra-

6/
state exemption in section 3(a)(11). The character­
istics of offerings the SEC will deem as falling within

- 5 -

5/ Of course, even if the initial distribution of 
shares is free of charge and thus falls within a "not 
for value" exemption to the Securities Act of 1933, 
any additional issuances which are for value would 
fall within the registration requirement unless they 
are otherwise exrmpt. This would include exchanges 
of shares for property or services as provided for 
in S. 170 S 10.50.085.
6/ This section exempts from registration:

"Any security which is a part of 
an issue offered jnd sold oniy 
to persons resident within a 
single State or Territory, where 
the issuer of such security is a 
person resident and doing business 
within, or, if a corporation, incor­
porated by and doing business within, 
such State or Territory."



S e cti on 3 ( a ) (11) are d e s c r i b e d  in non-e xclusive Rule

V
147 (17 C.F.R. § 230.147). The rule requires that

both the pu rcha s e r s  of the secur ities and the issuer

have certain c h a r a c t e r i s t i c s  to ensure that both are

truly residents of the state and that sales and resales

are restricted to state residents. We believe that

several minor changes  in S. 170 are advisable in that

they will bring the A G S O C  within Rule 147 and thus

simplif y our task if the intrastate exempt ion need be

relied on (either for the initial or any later issues).

A G S O C  will be an Alaska corpor a t i o n  as

required by Rule 147. Its principal place of business

will p r o bab ly be loc ted in Alaska (Rule 1 4 7 ( c ) ( 1 ) (i)

and (2)(iv)), although the latter is not required by 
8 /

S. 170. We suggest that the legislature consider

7/ Issuers may avail themselve* of tho intrastate 
exemp t i o n  even if they d o  not satisfy all the p r o v i­
sions of this rule. 17 C.F.R. S 230.147 (Preliminary 
Notes, p. 1). If an issue satisfies all of Rule 147's 
provisions, however, the intrastatc e x e m pt ion will 
apply.

8/ S. 170 S 10.50.050 requires o n l y  that the c o r p o­
ration maint ain a "registered office" within the state.



requiring AGSOC to have its principal place of business 
in Alaska as this would clarify this aspect of compliance 
with Uule 147.

Rule 147 restrictions on sales and resales to
Vstate residents are clearly satisfied by AGSOC. The 

basic purpose of Rule 147's limitations on resale is to 
ensure that securities do not enter the interstate market- 
place. It does not appear that the fact that a few shares 
pass by descent after five years to out-of-state holders 
or that former residents may retain their AGSOC shares 
if  they leave the state after five years is so inconsistent 
with those principles as to upset application of the exemp­
tion.

Rule 147 also requires that the issuer's busi­
ness be conducted predominantly within the state in which

1 0/
the securities are distributed. The gross revenues and

9/ Subchapter U and S. 170 provide that shares may 
only be transferred voluntarily or involuntarily to 
persons who are residents of the state. 26 U.S.C.
S 1391(4)(D)(ii); 8. 170 S5 10.50.320(a)(6) & 8(B).
The general prohibition against transfers except by dencent for five years also helps to meet the Rule 147 
requirement that resales in a nine-month period after 
the initial distribution be restricted to state residents.
S. 170 also provides that if the shareholder leaves the 
state or shares pass by operation of law to a non-resident# 
the corporation shall repurchase them at book value. S.170# 
Section 4(c).
10/ The isbicr must derive at least 80 percent of its 
gross revenues from within the State and have at least

(Footnote continued on following pagel



asset provisions of the rule will only be applicable
to the initial GSOC distribution if  AGSOC becomes

11/operational before its shares are distributed.
The use of proceeds provision will only apply if AGSOC 
charges for the shares, and it  may be satisfied easily 
by segregating issue proceeds to ensure that they are 
spent within Alaska. If AGSOC is to acquire an asset 
prior to share distribution we must know what the asset 
is to formulate arguments that the asset and its income 
are "within" the State within the meaning of Rule 147 
and section 3(a)(11). AGSOC will presumably be acquiring 
a minority participation in a joint venture as an asset. 
If majority control of that venture is in the hands of 
non-Alaskans, it is arguably not an Alaska asset. Also, 
income may or may not be deemed derived from within the 
state — e.g., sales of oil to out-of-state corporations 
may be deemed non-Alaska income. Even if the initial

[Footnote continued]
80 percent of its assets within the State. Rule 147 
(c)(2)(i) and (ii). It rust also intend to use 30 per­
cent of the net proceeds from sales of the issues in 
question within the State.
11/ Rule 147 provides that if gross revenues for the 
most recent twelve-month period are less than $5,000, 
the proceeds provision is not applicable.
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d i s t r i b u t i o n  is of shares in a shell company, it will 

be n e c e s s a r y  to examine whether A G S O C  revenu es can be 

d e e m e d  to arise from the "operation o f  a business or 

of real p r o p e r t y  w i t h i n  the state," wi th regard to 

s ubseq u e n t  issues of shares. T h e  l e g i s l a t u r e  may wisl 

to c o n s i d e r  so restricting the c o r p o r a t i o n  in its e n­

abling legislation.

S. 170 does not now s p e c i f i c a l l y  provid e for

p r o c e d u r e s  required by Rule 147 to e n s u r e  that the12/
reality c o m p o r t s  with the intent of the issuer. We

recommend that the legislature amend S. 170 to provide
13/

for a d e quate legends on share c e r t if icates; and that

12/ A legend on the share c e r t i f i c a t e s  must identify 
¥Ee l imitation s on resale and warn o f  the lack of r e g i s­
tration, stop transfer instr uctions must be given to the 
transfer agent, and p u r c h a s e r s  must be required to make 
w r itt en repres e n t a t i o n s  as to their residence. Rule 147
(b)(1). The issuer must a l s o  restri ct salei of shares 
which are part of the same issue and make appropriate 
disclosures. Id. S (f)(2) and (3). S. 170 do es require 
that e l i gible individuals apply for s h a i e s  and that their 
interest will become void if it is d e t e r m i n e d  that they 
mi s r e p r e s e n t e d  their eligibility. § 10.50.345-360.
The SEC m a y  wish to make rules in this regard or e x amine 
A G S O C  p roc edures for e s t a b l i s h i n g  r e s i d e n c y  prior to 
author i z i n g  sale or d i s t r i b u t i o n  without registration.

13/ S. 170 5 10.50.105 p r o vides for e x t r e m e l y  limited 
information to be c o n t a i n e d  on the cert ificate. We 
recommend that the legislature amend this section to 
require d i s c l o s u r e  on the c e r t i f i c a t e  of all the r e­
straints on transfer, including the fact that shares are 
not t t a nsfer able to n o n - r e s i d e n t s .



4

the AGSOC provide for the application and stop transfer 
requirements in the articles of incorporation or the by­
laws.

The Securities Exchange Act of 1934 and The Investment Company Act of 1940
As was indicated in our firm's Securities Memo­

randum, AGSOC does not fall within any statutory exemptions 
to either the 1934 or the 1940 Acts, and without special 
provision by the SEC, it will be required to register its 
securities, to file periodic reports, to comply with proxy 
rules, to comply with disclosure and trading rules under 
the 1934 Act and to file under and comply with the fidu­
ciary standards of the 1940 Act.

The primary goals of the 1934 Act are to ensure 
that shareholders have adequate information concerning the 
financing and operations of registered companies to permit 
informed investment decisions, to ensure that shareholders 
have similar information when tJ y are called upon to vote 
on corporate matters, and finally to ensure that sales and 
exchanges of shares occur in a free and open fair market 
exchange. Tho 1940 Act has similar goals although it addi­
tionally imposes certain fiduciary standards upon the man­
agement of investment companies because of the risks that 
it  might usurp control of shareholder assets.

-  10 -
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S. 170 p e rmits the A G S O C  to be run as a fairly 

c onven t i o n a l  p r ivate corporation. It is p r i m a r i l y  sub-

ject to control by the l e g i s l a t u r e  in its initial stages

L V
and it is thereafter subject to gove r n a n c e  by s h a r e h o l d e r s

16/
and the board o f  directors. It is unique in other re­

spects: (1) its sharehol ders, c o n s t i t u t i n g  a c r o s s - s e c t i o n

of the state's citizens, will be in large m e a s u r e  u n s o p h i s­

ticated in the e xercise o f  s hareholder rights and invest-
17/

ment decisions; (2) s h a r e h o l d e r s  will have little

or no initial e quity investm ent in AGSOC; (3) they 

will be subject to severe limitations on sales or transfers 

of their shares, p a r t i c u l a r l y  d uri ng the first five years

14/

14/ The legislature must amend the enabling  legislation 
p u r suant to S J O . 50.640 to control it thereafter.

15/ A vote of s h a r e h o l d e r s  is required to amend the 
a r t i cles of incorporation, S 10.50.375, and to approve  
c e r t a i n  asset sales.

16/ The d i r e c t o r s  m a y  c reate and amend the bylaws,
S 10.50.125, and have other standar d m a n a g e m e n t  powers 
of c o r p orate directors.

17/ M a n y  s ha r e h o l d e r s  will be mi nors or othe r legal 
Tncompet en t s.



after di stribution; (4) o w n e r s h i p  of shares will remain 

u n c o n c e n t r a t e d  by s t a t u t o r y  mandate; (5) bars to p r o x y

1 8 /

18/ In confo r m a n c e  with Subchapter U, S. 170 p r o v i d e s  
m a n y  r e s t r i c t i o n s  which will make it e x t r e m e l y  d i f f icult 
for a trading market in A G S O C  shares to develop. For 
example, shares may not be transferred, vol unt a r i l y  or 
involuntarily, w ithin the first five years after issuance, 
and they m a y  thereafter o n l y  be transferred to "resident 
i ndiv iduals of the c h a r t e r i n g  State." It will not be 
p o s s i b l e  for security b r okers  or d e a l e r s  to make a m arket 
in A G S O C  shares if this s e cti on is i nterpreted to mean 
such e n t i t i e s  cann ot hold AGSOC shares. Also, since no 
individual can own mere than ten shares, it may not be 
feasib le to create a trading ma rket funded through t r a n s­
fer fees in a manner c o m p a r a b l e  to those w hich exist for 
other p r i v a t e  c o r p o r a t e  securities. The l egislature  should, 
as we p r e v i o u s l y  recommended, give serious c o n s i d e r a t i o n  
to e m p o w e r i n g  AGSOC to be its own transfer agent or to the 
c r e a t i o n  of a transfer m e c h a n i s m  for b r i nging together 
willing buyers and sellers.

A n other potential p r o b l e m  is pres e n t e d  by tho invol­
untary transferor. T he A G S O C  legislation p r o v i d e s  at 
several p oint s that redem p t i o n  of sh ares shall be at book 
value. It is po ssi b l e  that there will be no or negative 
book value for the s har es at stages during the o p e r a t i o n  
of the co rporation, when the c a r ryin g value of assets 
a p p r o x i m a t e s  the unamor t i z e d  a c q u i s i t i o n  debt. This means 
that s h a r e h o l d e r s  who leave the state or whose s hares pass 
by o p e r a t i o n  of law to n o n - r e s i d e n t s  d u ring the first five 
years after issuance may end up being forced to "sell" for 
far less than what would o t h e r w i s e  be market value. The 
legislature may wish to c o n s ider e n a b l i n g  A G S O C  to pay a 
"fair m a r k e t  value" rather than book value to avoid u n­
fairness.



19/ 20/
usage and cumulative voting will limit shareholder
power (while simultaneously barring usurpation of it by 
certain groups) and (6) AGSOC equity will be primarily 
supplied by loans from large financial institutions in 
reliance upon state guarantees. The existence of a 
diffuse, unsophistica ?d, a. d passive shareholder popu­
lation together with a sophisticated and concerned set 
of creditors provides potential for abuses. S. 170 does 
not contain provisions which are adequate substitutes for
most of the investor protections of the 1934 and 1940 21/
Acts.

- 13 -

19/ SS 10.50.155 & 175.
20/ S 10.50.160.
21/ For example, because of the large shareholder popu­
lation involved and the large sums of money which will 
be sought from financial institutions, this entity may 
have major impact upon financial markets. The SEC will 
probably be quite concerned about the contents of dis­
closures made to potential shareholders because of the 
lack of sophistication of this group of people compared 
with other investors in corporate securities. Particular 
care should be given to disclosure of the rights of minors 
and incompetents, who will probably compose a significant 
portion of shareholders. We propose to represent to the 
SEC that the notices to Alaska residents, the prospectus 
or other offering circulars, and other explanations of 
AGSOC made available to the public will contain full disclo­
sure of the risks to shareholders.

In addition, S. 170 has no provision imposing fidu­
ciary duties on officers or directors, other than require­
ments that loans not be made to officers or directors and

IFootnote continued on following page]



Our briefing m e m o r a n d u m  pre pared for the SEC 

will suggest that a m o d i f i e d  form of 1934 Act regula t i o n  

will be a d e q uate to m e e t  these problem s d uring the five 

years after the initial d i s t r i b u t i o n  and that 1940 Act 

regulati on would be u n n e c e s s a r i l y  burdensome. However, 

we a nti cipate that some m o d i f i c a t i o n s  to S. 170 m a y  be 

requested by the SEC d u r i n g  the c o u rse of these d i s c u s­

sions because of the p o s s i b i l i t i e s  for abuse.

II. FEDERAL TAXATION OF AGSOC AND AGSOC SHAREHOLDERS

Subcha pter U p e r m i t s  the c r e a t i o n  of G S O C s  by 

states and g e n e r a l l y  p r o v i d e s  that a GSOC set up in c o n­

formance with its r e q u i r e m e n t s  will be exempt from fed-
22/

eral taxation. 26 U.S.C. S 1392. T a x ati on of the

income of such c o r p o r a t i o n s  o c c u r s  at the shareholder 

level. S 1393. S h a r e h o l d e r s  also receive investment

ffootnote continued]

that d i s t r i b u t i o n s  not be made unless there are adequate 
resources in the c o r poration . S 10.50.230. It p r o v i d e s  
for no p e r i o d i c  reports but only that s h a r e h o l d e r s  may 
receive the most recent financial st atements of the c o r­
poratio n upon w r i t t e n  request. S 10.50.285.

22/ See g e n e rall y Joint C o m m i t t e e  on Taxation, G e n e r al 
E x p l a nation of the R e v e n u e  Act of 1978 (H . R . 13511’, $5th 
Cong.; P.L. 9 5 - 6 0 & ) ( J o i n t  C o m m i t t e e  Print, M a r c h  12, 
1979, pp. 321-24).
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tax c r edits w hich would o t h e r w i s e  accru e to the c o r p o­

ration. § 1393(b). The c o rpo ration, rather than its 

shareholders, utilize s net o p e r a t i n g  losses w h i c h  it 

may incur, and these m a y  be c a rried forward for a ten- 

year pericd. § 172(b)(1)(H). ^he G S O C  is r e q u i r e d  by

Subchapter U to d i s t r i b u t e  90 p e r c e n t  of its annual
23/

taxable income to shareholders, (§ 1396) , but to 

withhold 25 p e r c e n t  of such d i s t r i b u t i o n s  for the 

IRS o n  behalf of shareholders. § 3402(r). A G S O C  

must file an informational tax return that i dentifies 

all s h arehol ders and the d i s t r i b u t i o n s  they have r e­

ceived. S 6039B.

Subcha pter U p e r m i t s  a state to e s t a b l i s h  

a G S O C  between December 31, 1978 and J a n u a : y  1, 1984 

by a charter enacted by the state 1 egislatur*. or a 

state-wide referendum. SS 1391(a)(2) and (3). For 

the G S O C  to q u a l i f y  for the b e n efits of the Subcha pter,

2 3 /  These d i s t r i b u t i o n s  must be made by J a n u a r y  31 of 
the year following the taxable year in question. A 
G S O C  must maintain a segreg a t e d  shareh o l d e r  income a c­
count foi purposes of a c c o u n t i n g  for such distr i b u t i o n s .  
S 1394. At certain points, S. 170 refers to "dividends" 
rather than distribu tions. See, e.g., SS 10.50.115(b),  
10.50.140(a) and ( b ) , 10.50.350, and 10.50.360; cf.
S 10.50.215. These p r o v i s i o n s  should be c o n f o r m e d  to 
the Subchaptcr U language.



its charter mus t p r o v i d e  for the issuance of o n l y  one

class of stock, for the issuance of the stock o n l y  to
24/

"eligible individua ls," for the issuance of at least

one share of stock to e a c h  "eligible ind ivi d u a l "  unless

such individual elects not to receive a share, and for

ce r t a i n  r e s t r i c t i o n s  on the transfer o f  shares. Id.
25/

S 1391(a)(4). G S O C s  m a y  not o w n  more than 20 p e r c e n t

o f  another company, (§ 1391(a), 1504), and may not o b t a i n

investment p r o p e r t i e s  t h rough the e x e rcise of the s t ate's

power of e m i n e n t  domain. S 1391(a)(5).

S. 170 c o n t a i n s  the o b l i g a t o r y  p r o v i s i o n s  
26/

required by Subchapt er U and g e n e r a l l y  appears to 

c o n f o r m  to the s t a t u t o r y  standards. However, there are 

a few respects in w h i c h  m o d i f i c a t i o n s  to S. 170 may 

facilitate c o n f o r m a n c e  of A G S O C  with S u b c h a p t e r  U.

2 4 / Eligible indivi d u a l s  are defi ned as i n d i v i d u a l s  w ho 
are residents of the c h a r t e r i n g  state d u r i n g  a period b e­
tween "a date specified in the S t a t e ' s  enabling  l e g i s l a­
tion . . . and the d a t e  of issuance" of shares. § 1391(c).

25/ S h a r e s  m a y  not be transf e r r e d  for five years e xcept 
B y  reason of d e a t h  or if the sha reholder c e a s e s  to reside 
in the state. T h e r e a f t e r  they m a y  o n l y  be t r ansferred  to 
individual state r e s i d ents w h o  m a y  not acquire more than 
10 shares. U?* S 1391(a)(4)(D).

26/ See 5 10.50.320(a), which r e q u i r e s  A G S O C  to set forth 
T n  its art icles of i n c o rpor ation S ubc hapter U's l imitation s 
o n  classes of shares, issuance, and r estrai nts on a l i e n a t i o n  
S. 170 also requires that A G S O C  must q u a l i f y  under S u b c hap te 
U. S 10.50.320(9).
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T a x a t i o n  of S h a r e h o l d e r s  
at the Time of D i s t r i b u t i o n

Se c t i o n  102 of the Internal Revenue Code 

p r o vides that "gross income does not include the value 

of p r o p e r t y  acquired by gift . . . A  g i f t  has been 

d e f i n e d  as a v o l u n t a r y  transfer o f  p r o p e r t y  by one to 

another w i thout  any c o n s i d e r a t i o n  or c o m p e n s a t i o n  

therefor. Gray v. B a r t o n , 55 N.Y. 68. The 

recipients of the s hares are not required to do anything 

in order to be entit l e d  to p a r t i c i p a t e  in AGSOC. They 

need o n l y  be residents of Al aska which they a l read y are 

and will be. It cannot r e a s o n a b l y  be argued that the 

p o s s i b i l i t y  of becoming a shareholder will induce anyone 

to move to, or remain in Alaska. The reci pients onl y 

have to be in Alaska to share in the d i s i n t e r e s t e d  

ge n e r o s i t y  on the part of the donor. See C o m m i s s i o n e r  

o f Internal Revenue v. D u b e r s t c i n , 363 U.S. 278 (1960).

It must be recogn i z e d  that the IRS may resist 

treating the share d i s t r i b u t i o n  as a gift. For example, 

there is p r e c e d e n t  for t r e a t i m  amounts as income where 

the recipient has d o n e  little or n o thing to acquire the 

property. See Rev. Rul. 53-61, 1953-1 C.B. 17, holding 

treasure trove to be in come to the finder. See also 

Cesarini v. Urited States, 428 F.2d 812 (6th Cir. 1970),
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where a taxpayer was required to include in income 

c u r r e n c y  d i s c o v e r e d  in a used p i a n o  bought at auction.

The IRS has also held that p a y m e n t s  under the Soil Bank 

Act, 7 U.S.C. § 1801, for refraining from p l a n t i n g  crops 

consti tute income. Rev. Rul. 60-32, 1960 C.B. 23. T hese  

precedents, w h i c h  involve some minimal taxpayer activity, 

or ind iced inactivity, m a y  be d i s t i n g u i s h a b l e  in the mind 

of IRS. T h e y  do indicate, however, that there m a y  be some 

reluctance on the part of IRS to e x clude amounts from in­

come, for example, w here  the^e is a transfer of p r o p e r t y  

ou tside the normal family situation.

An a l t e r n a t i v e  argu ment should also be c o n­

sidered. The receipt of share s by A laska resid e n t s  is 

comparable to a n o n - t a x a b l e  transfer payment by a g o v e r n­

ment. Support for the transfer payment a n alog y is found
27/

in the legi sl a t i v e  h i s t o r y  of Subchapter U.

In general, the IRS has taken the p o s i t i o n
t

that transfer p a y m ents such as social w e l f a r e  p a y m e n t s  

are not non-taxable, a l t h o u g h  no s t a t u t o r y  a u t h o r i t y  for 

lc to d o  so exists. U n i t e d  Stater, v. K a i s e r , 363 U.S.

299, 30b-14 L App. ( 1 9 6 0 ) (concuriing o p i n i o n  of Mr.

27/ Sena, or Gravel err ' (zed the hope that G S O C  
T n com e could ultimate :ome a s u b s t i t u t e  for welfare.
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Justice Frankfurter); s e e , e . g . , I.T. 3230, 1938-2 

C.B. 136 (unemployment benefits); I.T. 3447, 1941-1 

C.B. 191 (social secur i t y  payments), Rev. kul. 57-102, 

1957-1 C.B. 26 (aid to the blind); Rev. Rul. 72-340, 

1972-2 C.B. 31 (job training); Rev. Rul. 36-395, 1976-2 

C.B. 16 (home rei.abil N a t i o n  grants).

Rev. Rul. 76-131, 1976-1 C.B. 16, holdi ng that 

benefit p a y men ts under the Alaska Lon gevity Bonus Act 

are taxable appears r e a d i l y  distinguishable. Those 

payments are av ailable to all Alaskans "to p r o v i d e  an 

incentive to continue uninterrupted residence jn the 

State and under no c i r c u m s t a n c e s  is to be c o n s i d e r e d  

a form . . .  of p u blic relief." The payments by A l a s k a  

under this Act must have been sufficient in a m o u n t  to 

provide a r ealistic inducement for persons to remain 

in the State and are c o m p a r a b l e  to the Soil Bank Act 

payments in Rev. Rul. 60-92, s u p r a .

It will, of course, be helpful to a favorable 

d e t e r m i n a t i o n  by IRS that the value of these s h are s of 

A G S O C  will be readily perceived to be negligible, or 

possibly zero. The cost basis for gain on a future sale 

of the shares by the d o n e e  shareholder will be the same 

an the cost to the donor, i . e . , neglig ible or p o s s i b l y  

zero. 26 U.S.C. S 1015. Accordingly, the IRS may



recognize the a d m i n i s t r a t i v e  co nve n i e n c e  o f  not taxing 

the initial d i s t r i b u t i o n  but instead d e f e r r i n g  the tax 

until eventual sale w h e n  the entire p r o c e e d s  will be 

subject to tax.

Finally, in the event that IRS is u n w i lling 

to rule fav orably o n  the tax treatment of the initial 

stock d istribu ion, c o n s i d e r a t i o n  may be g i v e n  to o b­

taining the o p i n i o n  of two reputable appraisers, if it 

can r easonably be a n t i c i p a t e d  that a c o n c l u s i o n  of zero 

value will be reached. In view of the a p p arent n e g l i­

gible revenue loss involved, if any, it would be h ighly  

unlikely that such appraisal would not be accepted as 

conclusiv e of the issue.

Tax C o n s e q u e n c e s  After the 
Initial Distr i b u t i o n  of Shares

Under federal law, A G S O C  will become e l i g i b l e  

for Subchapter U treatment once it q u a l i f i e s  and so 

elects. 26 U.S.C. 1392(a). It may revoke its e l e c t i o n  

for a year or more with the consent of the S e c r e t a r y  of 

the Treasury. Id. S 1392(f). S. 170 p r o v i d e s  that 

AGSOC  shall be tormed in c o n f o r m a n c e  wit h S u b c h a p t e r  U, 

(S 10.50.010), and that its Articles of I n c o r p o r a t i o n  

shall set out that it "must qualify" as a G S O C  under 

Subchapter U. S 10.50.320(9). The A r t i c l e s  m a y  be

-  20 -
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but only if as amend ed the A r t i c l e s  "contain p r o v i s i o n s

which would be l a w fully c o n t a i n e d  in orig i n a l  a r t i c l e s

of incorporation at the time the am endment is made."

While the m atter  is not free from doubt, we

believe the state l e gislat ion is thus m o r e  r e s t r i c t i v e
28/

than Subchapter U, and requires A GSOC to m a i n t a i n  its 

election as a Subchapter U entity. We b e l i e v e  it would 

be preferabl e to permit a m a ximum flex ib i l i t y  by a l l o w­

ing the A r t i c l e s  to be amended to drop S ubcha p t e r  U 

status under the usual p r o c e d u r e  w h e reby the Board of 

Directors (or 1000 shareholders) p r o p o s e s  an amendment 

subject to share holder approval. S 10.50.375. T o  a c c o m­

plish this end, we b e lieve S 10.50.320(9) should be 
29/

modified and that the p o s s i b i l i t y  of such a c h a n g e  

should be added to the list in S 10.50.370.

amended in c o n f o r m a n c e  with S e ction 10.50.365 et s e q .

28/ A G S O C  m a y  al so lose its Subchapter U status under 
Tederal law by "ceasing to be" a GSOC, 26 U.S.C. S 1392(f), 
but it would appear that this can only occur by such a f f i r m­
ative a c tions as passing a m e n d m e n t s  which do not c o n f o r m  to 
S 1391(a)(4), acquirin g assets through e x e r c i s e  o f  the power 
of eminent domain, or becoming a member of an a f filiated 
gr o u p  (i . e . , o b t a i n i n g  a g r ea ter than 20% investment in 
another group).

29/ The phrase "unless a n y  e l e c t i o n  to so q u a l i f y  is t e r m i­
nated under s e ct ion 1392(f) of such S ubchapter"  would be 
added to the section.



Tax c o n s e q u e n c e s  to i n dividua ls holding A G S O C  

shares are set forth in Subcha p t e r  U, and nothing in 

S. 170 raises q u e s t i o n s  in this regard. The Internal 

Revenue Code p r o v i d e s  that the IRS m a y  by rule provide 

for a c e r t i f i c a t i o n  p r o c e d u r e  by w h i c h  A G S O C  c tuld be 

exempt, as to non- ta x p a y e r s ,  from the r equiremen t of 

section 3402 (r) that the G S O C  reserve 25 p e r c e n t  o f  

d i s t r i b u t i o n s  as w i t h h e l d  taxes on b ehal f of s h a r e­

holders as if it were their employer. 26 U.S.C.

3402 (r). We p r o pose to explore the f e a s i b i l i t y  of 

es t a b l i s h i n g  such a p r o c e d u r e  w i t h  the IRS. Whii e 

such a p r o c edure is d e s i r a b l e  from a social w e l f a r e  

pe r s p e c t i v e  (permitting these i n divid uals to receive 

full d i s t r i b u t i o n  value as soon as p o s s i b l e  and r e m o v­

ing the burden of filing a federal tax return), a 

technique will have to be e s t a b l i s h e d  to m i n i m i z e  

admini s t r a t i v e  burdens upon A G S O C  w h i c h  would have to 

d e t e r m i n e  and keep a record of w h i c h  o f  its a n t i c i p a t e d  

400,000 s h a r e h o l d e r s  w e r e  t a x p ayers  in any g i v e n  year.



S u m m a r y  of Points 
To Be D i s c ussed  with the IRS

We propose to p r e s e n t  a brief m e m o r a n d u m  

d e s c r i b i n g  A GSOC and S. 170 to o f f i c i a l s  of the IRS.

The focal point of our d i s c u s s i o n s  will be 

the tax c o n s e q u e n c e s  of the initial d i s t r i b u t i o n  of 

shares. We propose to request a revenue ruling on this

point on behalf of the c i t i z e n  s h a r e h o l d e r s  of the State

of Alaska. C o n s i d e r a t i o n  should also be g i v e n  to d i s­

cussing the following m a t t e r s  with IRS:

(1) C o n f i r m a t i o n  of our u n d e r s t a n d i n g  of how
Subchapter U will work, including

(a) A G S O C  o b l i g a t i o n s  to the IRS;

(b) A G S O C  s hareholder o b l i g a t i o n s  
to the IRS;

(c) The general type of reports IRS 
will d e s i r e  from G S O C s  and the 
types of r e g u l a t i o n s  c o n t e m p l a t e d  
to be issued for GSOCs.

(2) C o n f i r m a t i o n  that A G S O C  as p r o po sed in
S. 170 will be viewed in c o n f o r m a n c e
with Su bchapter U, including

(a) That S. 170 is a s u f f i c i e n t l y  
d e t ailed "charter" w i t h i n  the 
m e ani ng of 26 U.S.C. S 1 3 9 1 ( a ) ; 3 0 /

(b) That the d e f i n i t i o n  of "eligible 
individuals" c o n f o r m s  to Sub chaptcr 
U requirements;

30/ It could be argued that such a c h a rter  must c o n t a i n  
details of AG SO C  g o v e r n a n c e  as c u r r e n t l y  planned for tho 
A r t i c i e s  of Incorporation.
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(c) That c h a rging  c o n s i d e r a t i o n  for 
shares will not defeat Subchapter 
U status;

(d) That S. 170 p rovisio ns requiring 
e l i g i b l e  individuals to apply for 
shares are c ompati ble wit h S u b­
chapter U s tatu s;31/

(e) That s e c o n d a r y  issuances of shares 
will not be conside red d i f f erent 
c l a s s e s  of stocks in c o n f lict with 
26 U.S.C. S 1 3 9 1 ( a ) ( 4 ) (A).

III. C O N S T I T U T I O N A L  ISSUES —  ■ ■ ■ ■ — ——  — ■ ■ ■ '

For p u r p o s e s  of d eterm i n i n g  who is an "eligible 

individual, the d r a f t e r s  of S. 170 would begin the m a n d a­

tory period of state resi dency on the e f f e c tive da te of 

the e n a b l i n g  legislation. S 10.50.320(6). Persons who 

are e n t it led to receive shares thus must remain residents

of A laska for the entire period from the e f f e c tive date
32/

of S. 170 until the date of issuance of shares. As now

defined, the c l a s s  of eligi b l e  individuals is p e r m a n e n t l y  

fixed and any later issuances of shares by A G S O C  a pparently

31/ The federal legisl a t i o n  states that the GS OC  shall 
pr ovide for the "issuance of at least one share to each 
e l i g i b l e  indi vidual," 26 U.S.C. S 1 3 0 1 ( r ) (4) (C) . S. 170 
makes clear that receipt of a share is depen d e n t  upon 
a p p l i c a t i o n  by residents in response to state-wide n o t i­
fication procedures. S 10.50.345-360. We will attempt 
to c l a r i f y  that the IRS does not d e e m  GSO Cs ab under a 
d u t y  to seek out and issue shares to all e l i gible indi­
viduals. Such a view could be fatal to A G S O C ' s  tax-free 
status.

32/ These indivi duals are referred to herein as "charter 
r e s i d o n t s . "
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may only be made to charter residents. We again call to 

your attention our reasons for q u e s t i o n i n g  this approach, 

although it appears a cc eptable under S u b c h a p t e r  U.

First, this restri c t i o n  of eligib le ind ividuals 

to membe rs of a closed c lass of p e rs ons r e s i d e n t  w ithin 

the state at a fixed point in time may pose s i g n i f i c a n t  

constitution al problems. See Wilmer, Cutler & Pickering, 

M e m o r a n d u m  for the Commis s i o n e r  of Revenue, State of 

Alaska: Federal Constitu tional Issues Presented by
--------------------------------  3 3 7 -----------------
Alaska's GSOC (December 15, 1978). S. 170 e x a g g e r a t e s  

some of the problems we have p r e v i o u s l y  raised b e cause it 

also p r o vi des that w it hin five years of issuance, shares 

must be sold back to the c o r p o r a t i o n  if charter residents 

leave the state or die leaving their shares to nonresidents. 

This means that the pool of A G S O C  s h a r e h o l d e r s  will include 

only those charter r esidents who stay w i thin the state for 

five years (and the small g r o u p  w h o  move into the state 

wi t h i n  this period and inherit shares from a c h a rte r resi­

dent). After five years, right to A G S O C  share s s e e m i n g l y  

vests in charter res idents and their heirs may retain

33/ (Hereinafter "Constitutional Memorandum").  As we 
I n d i cated  there, such limited e l i g i b i l i t y  for a g o v e r n­
ment benefit must at least be based upon signi f i c a n t  
state interests as recited in legislative findings.
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AGSOC shares even if they do not reside in Alaska. 
Establishing a fixed class which excludes Alaska citizens 
wh are born in or move to Alaska after S. 170's effective 
date from AGSOC share issuances may then appear particu­
larly inequitable in view of the fact that these non- 
Alaskan heirs will hold shares and receive AGSOC income. 
Even if later arriving residents may acquire shares from 
charter residents after the five-year period, there can 
be no assurance that a market in such shares will exist.

The possible constitutional problems are 
exacerbated by the fact the residency period to qualify 
as a charter resident could be lengthy, as AG 0C must be
organized and become sufficiently operational to issue 

11/shares. The longer the eligibility period the more 
difficult it will bo to verify compliance with residency 
requirements. A long residency period will also reduce

34/ Incorporators must be selected, and an initial slate 
of directors chosen. The latter are subject to disapproval 
within 15 days of their nominations which could cause delay. 
S. 170 S 4(b). The directors must prepa c articles of in­
corporation and bylaws, and there is at least a 60-90 day 
period after they have been drafted and filed during which 
the legislature has the authority to disapprove any of 
their provisions. S 10.50.335. Activities before share 
issuance but after finalization of the articles and bylaws, 
including preparation of offering material and procedures 
for share distribution, will also take considerable time,

(Footnote continued on following page)



the pool of eligible individuals and increase the number 
of Alaska citizens who will be resident within the state 
on the date of issuance or before distribution but ineli­
gible to receive AGSOC shares. The latter will increase 
the potential for challenges to the constitutionality 
of AGSOC, and may undercut the political acceptability 
of AGSOC as well.

A possible solution to these problems would be 
to revise S. 170 to provide that the eligibility period
will commence on a fixed date prior to the date of share

35/
issuance — e.g. , three to six months before issue. This 
approach has the advantage that if there is an issuance 
of shares subsequent to the initial distribution, later 
arriving residents could be included as long as they had

IfFootnote continued]

for example, section 10.50.345 provides for notice to 
allow for application for shares of at least 90 day3 
before the date of issuance. Litigation by opponents 
of some aspect of the program could cause indefinite 
delay. It appears extremely likely that the total 
period involved may exceed six months and could create 
constitutional problems under both the federal and State 
of Alaska constitutions. As we have mentioned previously, 
Alaska courts have taken a particularly strong stance 
against durational residency requirements. Constitu­
tional Memorandum at 1, n.l, 34, n.38.
3_5/ The pivotal "date of issuance of shares" of S. 170 
SS 10.50.345 and 355 may not bo effectual, since the bill 
appears to contemplate sporadic issue. Perhaps, the 
standard "the date of initial notification to the public 
of its intention to issue shares" would better carry out the purpose.
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been and remained residents for the applicable period 

to the later issuance. This approach would, of course, 

exclude charter residents who leave the state prior to 

any secondary issuance.

U) t C w / L y  U

WILMER, CUTLER & PICKERING
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Mr. Dale E. Staley 
Legislative Budget and 

Audit Committee 
Alaska Legislature
Pouch V _
Juneau, Alaska 99811

R e : Exemption of the Alaska General Stock Ownership
CorDoration from the Investment Comoanv Act of
T s a T.

Dear Dale:

I enclose a memorandum to the Budget and Audit 
Committee recommending several specific changes in the 
Alaska GSOC enabling legislation which have suggested 
themselves in the course cf our consultations with the 
Staff of the SEC. We believe that representations to the 
Staff that these changes will be made would be most help­
ful in securing Staff support before the Commission for 
our request for a total exemption from the Investment 
Company Act for the first five years.

Also enclosed is a draft letter concerning these 
changes as well as a discussion of Alaska's law on conflict 
of interest which has been requested by the Staff. We ask 
you to clear these statutory changes and the draft letter 
in principle with the Committee. We will then forward the 
letter to the SEC Staff and ask that they recommend to-the 
Commission that the requested exemption be granted if th 
Alaska legislation is amended along these lines. When and 
if we receive infor...al assurances, we will suggest that 
you proceed with the revisions.
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The Staff has also requested more information as 
to the nature of the investments which are planned for the 
AGSOC. We have told them that we do not believe portfolio 
securities will be among the investments to be made, but 
rather tnat the AGSOC will seek to become a joint venturer 
with other large enterprises in the development of various 
natural resources. We have been specifically asked whether 
it is contemplated that the AGSOC will own in excess of 25 
percent of each entity in which it invests. Please clear 
with the Committee a representation whether ownership of 
this magnitude is or is not contemplated. Any additional 
information you could provide as to contemplated inves.- 
ments would be most helpful.

Your prompt response on these matters is appre­
ciated. On the whole we nave been encouraged by the Staff's 
receptivity to the GSOC concept.

On the IRS front, we understand that IRS, at the 
urging of s representative of the Treasury, will reconsider 
its initial unwillingness to rule. We will of course keep 
you posted.

Sincerely,

Samuel A. Stern



W i l m e r  &  P i c k e r i n g1 6 6 6  K  S T R E E T ,  N .  W.
W A S H I N G T O N ,  O. C. 2 0 0 0 0

January 22, 1980

MEMORANDUM FOR THE ALASKA
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

R e : Exemption of the Alaska General Stock Ownership
Corporation from the Investment Company Act of 
1 9 4 5 .

We have submitted to the staff of the Securities 

and Exchange Commission ("SEC") our memorandum of December 5, 

1979 , and discussed the s u b m i t ^ o n  with the staff cn several 

occasions. As a result of our discussions, we believe cer­

tain steps are necessary and appropriate to secure total 

exemption for five years for the Alaska General Stock Owner­

ship Corporation ("AGSOC") from operation of the Investment 

Company Act of 1940 ("ICA"). We have been given informal 

assurances that if the Division of Investment Management 

(the section of the SEC which regulates registered invest­

ment companies) will recommend c r m t i n g  the AGSOC total 

exempt' n for five years from operation of the ICA, SEC 

personnel will also recommend approval of our application 

for partial and temporary exemptions from operation of 

the Securities Act of 1933 and the Securities and Exchange 

Act of 1934.

We suggest that certain specific changes set 

forth below be made to the enabling legislation before its 

passage in its current form to maximize cur chances of
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persuading the Division of Investment Management that the 

AGSOC should be exempt from operation of the ICA. All of 

these suggested changes have been prompted by specific 

comments of the staff. The alternative will be at best a 

partial exemption and some measure of SEC regulation of the 

AGSOC.

a) Conflict of Interest

The SEC's primary concern is whether granting 

an exemption from operation of those provisions of the ICA 

which outlaw certain transactions whicn could involve con­

flicts of interest or self-dealing will result in a failure 

to protect AGSOC shareholders.

Section 17 of the ICA makes unlawful (absent an 

exemption by Commission order certain transactions between 

an investment company and "affiliated persons," broadlyy
defined. Und> r section 17(a) it is unlawful for an

*/ The term is defined in section 2(a) (j ) of the
ICA:

"'Affiliated person' of another person means

"(•'./ any person directly or indirectly owning, 
controlling, or holding with power to vote, 5 
per centum or more of the outstandinc voting 
securities of such other person;

"(B) any person 5 per centum or mote of whose 
outstanding voting securities are directly or 
indirectly owned, cor trolled, or held with power 
to vote, by such other person;

(Footnote continued on following page]
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"affiliated" person to sell or buy property or most secu­

rities to or from the investment company or to enter into
V

joint ventures with or borrow money from the company.

(Footnote continued]

"(C) any person directly or indirectly con­
trolling/ controlled by, or under common control 
with, such other person;

"(D) any officer, director, partner, copartner, 
or employee of such other person;

"(E) if such other person is an investaent com­
pany, any investment advisor thereof or any member 
of an advisory board thereof; and

"(F) if such other person is an unincorporated 
investment company not having a board of dj. rectors, 
the depositor thereof."

*/ Section 17 (a) makes it unlawful for an "affil­
ia t e d” person:

"(1) knowingly to sell any security or other 
property to such registered company or t o  any 
company controlled by such registered company, 
unless such sale involves solely

"(A) securities of which the 
buyer is the issuer,

"(B) securities of which the 
seller is the issuer and which are 
part of a general off*- ing to the 
holders of a class of its securities, 
or

"(C) securities deposited with 
the trustee of a unit investment 
trust or periodic payment plan by the 
depositor thereof;

"(2) knowingly to purchase from such registered 
company, or from any company controlled by such 
registered company, any security or any other 
property (except securities of which the seller 
is the issuer) ; or

(Footnote continued on following page)
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The SEC staff has pointed out: that various sections of
V

the proposed AGSOC enabling legislation could give rise 

to the kind of transactions which would be prohibited 

under section 17. For example, the Act (§§ 10.50.015(4),

(5) and (7)) permits the AGSOC to buy and sell property and 

securities; the ICA, if applicable, would prohibit it from 

encaging in such a transaction with, for example, a person 

who is a director of the GSOC tor with a company on whose 

board their director also sits). The ICA might also p r o­

hibit the AGSOC from becoming a joint venturer with such a

company, as contemplated in &ct § 10.50.015(17), in certain 

1 1 /
circumstances. Similarly, the Act S 10.50.015(6) permits

[Footnote continued]

"(3) to borrow money or other property from 
such registered company or from any company 
controlled by such registered company (unless 
the borrower is controlled by the lender) . . . ."

*_/ References to "Act 5" refer to section 1 of CSSS Senate 
Bill No. 170, introduced as amended April 27, 1979.

* * / Section 17(d) makes it "unlawful for any affiliated 
person of . . .  a registered investment company . . .  or 
any affiliated person of such a person . . . acting as 
principal to effect any transaction in which such regis­
tered company, or a company controlled by such registered 
company, is a joint or a joint and several participant with 
such person . . . for the purpose of limiting or preventing 
participation by such registered or controlled company on a 
basis different from or less advantageous then that of such 
other participant."
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the AGSOC to lend money to its employees; since the ICA 

defines employees as "affiliated persons," such a loan 

would constitute a violation.

One option —  an option invited by the staff —  

is to argue to the Commission why existing Alaska law on 

conflicts of interest adequately protects the public and 

why therefore there is no need for section 17 of the ICA 

to apply to AGSOC. Attached hereto as Attachment A is w 

draft of a letter we propose to send to the staff for its 

informal reaction. If we are not successful with this 

approach, it may be necessary to formulate certain modifi­

cations of the enabling legislation to include explicit pro­

hibitions of transactions with persons who may have a con­

flict of interest.

b) Indemnification

The staff also commented on the scope of 

the AGSOC's power to indemnify provided by section 10.50.020 

of the enabling legislation. The staff has indicated that 

these standards are acceptable to them as consistent with 

section 17(h) of the ICA, with the exception of the op^n- 

ended power granted in Act 5 10.50.020(f), which widens 

the scope of possible indemnity to allcw any corporate
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choice. Although we realize that the provision was based 

on the American Bar Foundation's Model Business Corporation 

Act, it goes further than the ICA. We suggest strongly 

that Act S 10.50.020(f) be deleted from the legislation.

c) M iscellaneous

Below we discuss a series of miscellaneous 

changes to the legislation which havt. been suggested by 
our conversations with the staff. We request that you 

clear each of these changes in principle so that we may 
represent to tv » staff that they will be implemented if 

our exemption request is granted.

(i) Stock Options

The AGSOC is given the power to establish 

pension plans and other incentive plans for its directors, 

officers and employees. Act 5 10.50.015(15). The staff 

has pointed out that section 18(d) of the ICA prohibits 

an investment c o m p a n y  from granting stock options to its 

employees. We recommend that stock options be specifically 

excepted from Act f 10.50.015(15). Tne new section would 

r e a d :

"(15) pay pensions and establish pension 
plans, pension trusts, profit-sharing plans,
and other incentive plans for its directors, 
officers and employees, except that such p e n­
sions or plans shall not include the issuance 
of stock options;"

*
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(ii) Later Issues

Under Act § 10.50.080, the AGSOC sharehold-»rs 

are permitted to set the price of shares to be sold in later 

issuances. The staff has pointed out that section 23(b) of 

the ICA requires that shares not be sold at an amount below 

the current net asset value of each *hare without the con­

sent of a majority of the investment company's shareholders. 

Under Act § 10.50.150, one third of the AGSOC shareholders 

constitutes a quorum and, thus, one vote more than one sixth 

could set the price at less than net asset value. We recom­

mend that you tighten the restriction in the AGSOC legisla­

tion to match the ICA. The second sentence of section 

10.50.080 would be amended to read:

"The decision to issue shares without 
consideration or for consideration if 
that consideration is less than .the 
current net asset value of such shares 
shall be made by the vote of a majority 
of the shareholders."

(iii) Payment Other Than Cash

The staff has also noted that Act § 10.50.Ub5 

allows payments for shares to be by transfer of property 

other than cash or in exchange for services. The ICA does 

not allow payment other than in cash (section 23(a)). We 

suggest conformance to the ICA in this minor matter. The
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first sentence of Act § 10.50.085 would be amended to read:

"Consideration for the issuance of 
shares if requi. »d shall be paid in 
cash."

(iv) Interested Directors

Section 10(a) of the ICA provides that no 

investment company may have more than 60 percent of its 

Board of Directors be "interested persons". The ICA's 

definition of "interested" Dersons includes all affiliated 

persons and many others. There is currently no similar 

restriction on who may serve on the Board of Directors of 

the AGSOC. In lieu of incorporating some sort of restric­

tion along the lines of the ICA into the AGSOC legislation, 

we suggest thut a provision along the lines of section 41 

of the Model Business Corporation Act be added to the legis 

lation. That section provides:

DIRECTOR CONFLICTS OF INTEREST

No contract or other transaction 
between a corporation and one or more 
of its directors or any other corpora­
tion, firm, association or entity in 
which one or more of its directors are

*/ ' nterested person", as defined in section 2 ( a ) (19)
of the I C V  includes (unless exempted by Commission order) 
members or the immediate family of affiliated persons, af­
filiates or other interested persons of the company's in­
vestment adviser, legal counsel for the company or any part­
ner or employee of such counsel, and any registered broker 
or dealer or an affiliate of such a broker or dealer.


