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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 ™ 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 lIncrease Iin
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 1is 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 cf 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 “hic!>
equalize the dividend Income of the entire population, or co they think.
They would prohibit those owning d 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 1!l 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.ld 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 million 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.



TS TIME TO TAKE STOCK IN ALASKA

ALASKA GENERAL STOCK OWNERSHIP CORPORATION

Everything You Always

Wanted To Know
About AGSOC...*

"..But Were Afraid To Ask.



. Q. What la AGSOC?

A. AGSOC standsfor HAlaska General Stock Ownership Corporation. » It would be a private owning and
oh)eratmg enterfonse In Alaska. Ever)( resident of Alaska as of the date of Incorporation would be given a
share of'stock In the AGSOC. and Its profits would be distributed to them as dividends.

. Q. Does AGSOC exist now?
A. No. It must be created through law by the State Legislature or by popular vote.

. Q. Why should we create an AGSOC?

A. There arefive main benefits: _ _ _
Al AGSOC gives all Alaskans a second Income. This second Income derives from production and
development’in the state. So; . ,
B) It helps promote economic activity In Alaska. Andjust as Important: _ _
C) It keeps the profits from that activity In Alaska, rather than enriching outside companies. Also:
D) It puts the profit directly Into the hands of Alaskans, without passing Tt through the state govern-
ment and Its costly bureaucracy. And: _ N . ,
E) Itcan ig];_we a preferencefor local hire, despite recent court decisions, by establishing a corporation
policy to Nire 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 of capital.

"low does AGSC'C woik?

There are six steps:

AGSOC is created by the State. _ _
tB Eatcphreshdent of the State on the date of incorporation gets one share In AGSOC. There Is no cost
0 get the share,

GSOC management looks for sound Investments In Alaska. ,

Havmgtdemde on an investment. AGSOC borrows money and makes the investment.
EJ AGSOT operates the enterprise It has Invested In. and.thiS produces earningsfor the AGSOC.
F) The eumings are used to pay off the loan and to pay dividends to shareholders.

, R What kinds of investment would AGSOC make?

AGSOC would probably ook for Iar%e and relatively low-risk projects. One possibility would be to

urchase a part ownership ‘oj the trans-Alaska pipeling, which would produce earnings ‘Immediately.

Aéhéeé(e:niergy ?r re?ource projécts, communications, or similar large industries would bé appropriate for
nvestment.

. Q. How do we know this will work?

A. It has the same chance, or better, as any sizable corporation dealing in sound Investr.tents. Infact. It
has an extra safety valve—since It will operate entirely with borrowed maoney. It will benefitffom the judg-
ment of the lenders as to the soundness of Its Investments.

. X How much will shareholders get?

That depends on how much is Invested and on the rate of returnfrom each Investment. As an exam-
ple, AGSOC could purchase British Petroleum's share of TAPS. Last yeur, B.P, » L{)re-tax profitfrom TAPS
was $127.2 million. Divided among 405,000 Alaskans, that would come to _fSl per person ($1,256 per
fam|I% offour). This Is an Indication of the kind of opportunities that ere available, although It should not
be taken as a precise Indication of whut an AGSOC share would earn. Generallé AGSOCwould 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.

. Isn’t this something (or nothing, like a government handout?

. No. It Isn't. What the AGSOC does Is use a credit device, debtfinancing, to acquire capital tools to
produce wealth. It's the capital ‘oof Itseff that produces the wealth to pay fot Its cost. When that debt IS
satisfied or being satisfied the balance of the money, the profit, goes to the owner of the capital tool. This
Plan Is to spread out the ownership of new Producnve wea 'th to nT »re people, without taking one dimefrom
he rich togive to the poor. The gift, and there Is one, Isfrom the genius of man In developing productive
technology"In our Industrial socity.
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K. If an Investment turns sour, what liability do Alaskans have? _ _
. The Individual ahareho'Jer has no liability. That's an Important reasonforforming any corporation.

ége.btWhy would anybody lend money to the AGSOC if the shareholders are not responsible for the

A. Because the loan is made on the strength of the productive Investments. This is not unlike the mort-
%a?e ona bqumg. The loan is made on the"value and productive capacity, rental income, of the building.
ften they are 100% financed.

Q. Has anybody tried this before?

A. Not exactly. People haveformed carporations before, of course. But this Is a new Ideafor a state to

his s a
form a private ‘corporation on hehalf of its citizens. It Is made possible by a federal tax law written by

Senator Mike Gravel and passed by Congress last year.

Q. Isn't this like socialism?

A. . Notat all-in fact, Must the opposite. AGSOC would be a private corporation owned by private in-
dividuals. like General Motors or U.S. Steel or an)( other large American corpor. ‘ion. Under Socialism,
corporations like these are run by the government. Socialism Is a concentration cfpower by the state.
AGSOC would operat” completely Independently of the state, just like U.S. corporations that are Involved
In Alask i or the rest of the country today.

X But doesn't the state set up AGSOC?

. Yes. But It's like the Alaska Native Regional Corﬂoranons. They were set up by the government, All of
Alaska’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 of
the normalfree enterprise system. AGSOC would'be the same: created by the State, but then cut loose to
operate Independently In the private market.

Q. But wouldn't there be a conflict of Interests? The same people who would be voting in Alaska
on state policy would be owners of the AGSOC?

A. Yes, there would be a conflict, It Is a conflict which already exists between private enterprise and the
State. Anq It already affects Individual Alaskans like those who own Native Corporation stock, or those
who own General Motors or Alaska Airlines stock or any other stock In cor|oorat|on_s operating In Alaska
who also vote on Stale policy. When all Alaskans see that they have a stake In the Prlvate market, through
their ownership of AGSQOC Stock, they will probably consider much more thoughtfully the Implications of
state requlation and other state policies toward private. ousiness. So yes, this conflict will exist
—ust as’It aheady exists. And that will be ?ood, because It will give a stronger constituency to the needs of
private enterprise, and it will make for better considered state policies.

Q. Since the AGSOC is statewide, won't a position on the board of directors be used as a step*
ping stone to higher political office?

A. No more so than other positio ns like the head of a statewide bank, an owner of hotels or the president
ofa statewide communications company. The test of those positions and that of 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 criteriafor political and private leadership.

AGSOC: OPERATION AND SUPERVISION

Q. Would AGSOC get money from the slate?

A. No. AGSOC would gel a relativel%small loan guarantee from_the statefor start-up costs probably
about $5 mfP'on. But theére would not be a transfer 0f money to AGSOC like there was under tne Native
Claims Settlement Act.

%\. Where does AGSOC get Its money?
. AGSOC would borrow money to make Its investments In Alaskan enterprises. This would be done by

[\ Time To lake Shuk In Aluika
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telling bonds, the tame way other corporations do. The bonds would be purchased by traditional large
lenders like banks and Insurance companies.

. Why would they be willing to lend to AGSt *C?

. Mostly on the strength ofthe Investment to be made. An Investment in the Trans-AIaskanéJi eling, for
example, would be looked at as a secure investment, In thefirst years, state guarantees of AGSOC loans
might be desirable. Eventually the overallfinancial strength cfthe AGSOC would also help secure Its bor-
rowing.

. Who would be running AGSOC?

A. It would be run by a regular management team: President, Vice-presidents in charge of various areas,
Investmert specialists and So on. The management would be accountable to the Board of Directors, and
the Directors would be accountable to the shareholders (Alaska residents),

X. Who appoints the directors

. Atfirst, the nine directors would be appointed
President of the State Senate and the Speaker of th
Board of Directors would standfor election by the shareholders at AGSOC sfirst annual meeting. And all
directors would subsequently be elected by shareholders. The directors' terms would be stagg?ered s that
three seats would be upfor élection each year. The Important point is that the directors are elected by the
shareholders. The directors can be challénged and removed from the board by vote of the shareholders.
This s the same as other corporations.

&7 What's to keep the directors or the management from making a killing on the money they han-

by a board which was selected by the Gove mor, the
e'State House of Representatives: But this appointed

A. The same laws which protect shareholders In other corporations: securities laws as well as state and
federal laws onfraud, embezzlement, mismanagement and so on. In addition, the AGSOC cannot have re-

tained earnings to reinvest or manipulate. All the money that comes In must be paid out by serving debt
and paying dividends to shareholders except a small pércentage of up to 10% to be usedfor paying the
cost of'opérating the corporation.

. Who monitors AGSOC?

. Again like other corporations: the Securities and Exchange Commission, the IRS, the State's Depart-
ment of Commerce and most important, the shareholders thémselves. In addition, several committees of
the Congress will have a special interest In AGSOC.

. Who decides what investments AGSOC will make?

. The management, subject to the approval of the Board of Directors, and ultimately a majority of the
shareholders.

. Who hires AGSOC's staff?

\.. The Board of Directors would appoint the corporation's officers, the officers would be responsiblefor
hiring the rest of the AGSOC stgff.

. How big would AGSOC’s staff be?

. Al"SOC* start-up staffs estimated at about 25, from officers to secretaries. The number of AGSOC
employees eventually depends on AGSOC's investments,

. What would AGSOC's budget be?

. The budget for running AGSOC. during the start-up period. 18 months to two years, has been
estimated very roughly at about 55 million.

Q. What controls do Alaskans have over AGSOC?

A. Amshareholders, they control the corporation. They elect the Board of Directors, and they can
remove a director by vote at any time. At annual meetings, shareholders can place Issues and candidates
on the corporatjon ballot. They'can vole to djssolve the Corporation, Individual shareholders can sue the
directors on behalf of the corgoration. A majority of the Board of Directors must always be Alaskans.

It1 Time To kk>Stodk InAlaika
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Q. What kind of reports will AGSOC make to the people?

A. Anannual report will go to each sharehalder, detailing the operations andfinancial situation of the
AGcsoc. Semiannual or quarterly reports will also be Issued.

Q. Will AGSOC financial records be available to the public?
A. Yes,

K. What controls do the Governor and the legislature have over AGSOC?
. The same control they have over all other corporations chartered In Alaska.

AGSOC STOCK OWNERSHIP

Who is _qualified to own AGSOC stock?
Only residents of Alaska.

All those who are residents of Alaska as of a date set by law—in the_case of the initiative petition, all

Q.

A.

X. Who is going to be given shares of AGSOC stock?

those who are ref -tents on the day 60 days after passage of the proposition.

He or she must sell the stock to the AGSOC. The price of the stock would be set according to the

K. What if an AGSOC shereho.der moves out of Alaska?
book value of the AGSOC. as determined by independent accoun®mts for thefirst five years.

. What about people who move into the state (or who are born) after AGSOC is formed?

.. They can buy the stock, or it can be bought for them, as it becomes available from AGSOC
—first come, first-served. The price, again, would be based on book value. Asifer/2ue years, a market would
probably de >chp in Alaska for the stock and people would_be free to sell ot iy as long as they arc
Alaskans. To take care of new births and new residents, additional Acsocs <jud beformed or with a
chantge w#elderal law, different classes of stock could be Issuedfor different time frames or different invest-
ment portfolios.

. What about share-holders Who die?

. They can will their AGSOC stock to a qualified Alaskan, or it will be purchased at book value by the
%orporaptjlon kfor thefirstfive years. Later, it could be soldforfair market value by the shareholders’ estate
0 any Alaskan.

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

How often will dividends be paid?

. Al least yeaily.

ves. like any other personal income.
Can an AGSOC shareholder sell his stock?

During thefirstfive years. It can be sold only to the AGSOC ltself, at book value. Afterfive years, the

A
Q

A

Q Will dividends be taxed?

A

A

stock can be sold to any’ Al an so long as he doesn't end up with more than ten shares.

X. What about minors?

A parent cannot sell his child's stock. Only the child can sell his or her stock upon reachin? majority
assuming the first five years have elapsed. Until majority, the dividends are paid to the parents.

AGSOC HISTORY

Q. Where did the idea of AGSOC get started?
HXT -  rékeStok InANKa
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A. You could say |t atarted with Adam_ Smith, since his name and his Wealth oj Nations, published In
1776, Is often assaciated with the beginnings ofa theory of the modemfree-enterprise system. More to the
point, though. It grew qut of the nation's récent success with ESOPs (Employee Stock Ownersh|P_PIans).
égrﬁialt%yv&sikrgaéjreaygsmble in 1978 when Congress adopted an amendment to the tax code outlined by

Q. What is ESOF?

A. ESOP s a tax-assisted meansfor employees to buy the c_ompany they workfor. In the words of ESOP
organizer Louis Kelso, it's a way to "r lake everyone a Capitalist.” If the employees ofa 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 compan%gerforms well, and theYy have a real’stake in the freg enterprise system. Many
companies in Alaska are ESOPs now, including Yukon Office Supply, the Fairbanks Daily News-Miner,
Alaska Northwest Publishing and Alaska Bank of the North.

Q. How would AGSOC be like ESOPs?

A. First, AGSOC has the same purPose: to make more people the owners of capital. As shareholders of
AGSOC. each Alaskan would be part ownerofa cas|tal instrument, a corporation, that produces a profit
for its owners. The ownership of capital is what constitutes wealth, because ca,mtal IS what produces an in-
g(r)nrg% Sa(I)I mg me%mlepurpose of AGSOC, like that of ESOPs. is to gradually spread America’s wealth
Secongd, AGSOC gg'iven tax assistance, as esoPps are. in order to help achieve that goal.

Q. What kind of tax assistance does AGSOC get?

A... It does notpaycor?ora‘lon_tax. |t can therefore use all its earnings to pay back Its lenders and to pay
dividends to its shareholders, without having to pay the governmentfirst. Other corporations usuallyface
taxes of about 45 percent.

Q. Why should AGSOC jet special lax treatment?

A. Because 'he goal of spreading capital ownership is worth it. AGSOCwill operate  eignmore than
most corPoranons on borrowed funds. The exemﬁnon from, corporatn tax is what makes it possible for
AGSOC to pay Its lenders and pay dividends at the same time.

Q. Does the shareholder pay tax on his dividend income?

A. Yes, it would be part of his or her personal Income and would be t.ixed the same as other personal in-
come.

Q. Isn't wealth already pretty well spread among Americans?

A. No. The income we earn for our work is spread more equally, butwealth, which is ownership of

capital. Is not, About 5 percent of Americans own some 50 percent of the nation's wealth. Infact, only |

Wrcent own about 25 percent of the wealth. And that has heen the case since the beginning of this century.
ithout a deliberate effort to spread new wealth more fairly. It will remain concentrated In this tvay.

Q. Is AGSOC taking money away from somebody to "spread capital ownership'?

A. No. AGSOC would be a new cor|oorat|on. Its profitr. would represent newly-created wealth, Just os any
corporation creates wealth throu?h ts successiul enterprises. It's thir newly-Created wealth that Is bemng
distributed more fairly among a Targer number of people by means of AcSoc and other general stoc®
ownership corporations.

. Is this the same as Governor Hammond's Alaska Inc.?

. No. Under Alaska Inc., the state would be In charge. It would decide how to distribute the wealth that
was producedfrom Alaska’s resources. Some of this money would Inevitably be "creamed off" to payfor a
growmg state bureaucracy. AGSOC, on the other hand, is'separatefrom the state. All Its profits would go

irectly to Its Alaskan shareholders.

Q. I'm confused as to who own* this wealth of Alaska now.

A. The Alaska state government owns the oil, gas and minerals. The}qare leased to permit these exploita-
(tjlosrt]rsb Tthe state receives royalties and taxes.” That is the wealth that Hammonad's Alaska Inc. would
istribute.

It J'lmr 1*1At SImk In lack»



51,

52,

53,

54,

50,

56,

57.

58,

The taxes that exploit Alaska's resources like pipelines, refineries and communications systems, are
?enerally owned by large outside companies. Gravel's AGSOC Isa device to acquire ownership ofsome of

hose toolsfor Alaskans so that the profitfrom the Productlve capability of those tools will go to Alaskans.
Ir% c%théer words, its getting hold of wealth we don't already have as opposed to passing out the wealth In the
state treasury.

C%._ If AGSOC is such a good idea, why aren't other states starting their own general stock owner-
ship corporations? o ' . _
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 po?ulatlon, the experience of a
somewhat similar enterprise in the regional Native corporations and the fact that an Alaskan Senator,
Mike Gravel, thought up the whole idea.

. Does Senator Gravel stand to benefit financially if AGSOC passes?
. He and his family stand to get one share each in AGSOC just like other Alaskans.

THE PETITION

Q. What does this petition do?

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

R. Why is the petition needed?

There's a limited me during which AGSOC can be formed, unler the tax amendment passed. by
Con?ress last year. Alaska has until 1983, The state Legislaturefailed to pass AGSOC Ie%|slat|on 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 falls to create i: or the Governor vetos it.

X.If | sign the petition, do | have to vote for AGSOC?

No. Signing the petition only means you're Infavor of giving Alaskans the opportunity to decide for
themselves abott AGSOC, Jing pportuntty

Q. Won't placingbthe issue on the ballot in 1980 discourage the legislature from action next ses-
sion, passing the buck to the '80 elections?

A, No. the Iegti)slature IS sensitive to the decreasing time available to create an AGSOC. The House com-
trr}1]|ttfee”c|ha!r?dt y Representative Miller has done excellent work on a bill which will surely be brought to
efull legislature.

X Again, why do we need the petition?

. As a safety net—just In case. Also it's an educational device to nform all Alaskans on le proposition.
IYour| st|gnature, though not a vote, does show interest In the undertaking and serves ft encourage the
egislature,

R. Who supports the petition?

. Here are some legislators who have si%ned the petition. In the order they signed It: Jim Duncan
Juneau). Senator Bettye Fahrenkamp (Fairbanks), Senator Frank Ferguson (Kotsebue), Senator Mike
olletta &An_chora e), Senator Jalmar Kerttula (Palmer). Representafive Oral Freeman (Ketchikan),
Reﬁresen ative Al'Osterback (Sand Point), Representative Dick Eliason (S!tka]l, Representative Leg P.
Schaeffer (Kotsebue), Representative Vern'Hurlbert (Sleetmute), Representative Terry Martin (Fairbanks).
RePresen_tanve Mike Beime (Anchorage), Representative Joe McKinnon (Anchorage), Representative
Sally Smith (Fairbanks), Senator Clent Tillion (Halibut Cove), Representative Papp}/ Moss (Delta Junc-
tion). Representative Fred Zharojf (Kodiak), Senator George Hohman (Bethel). Senator Bill Sumner (An-
chorage), Representative Nels Anderson (Dillingham), Senator Terry Slimson (Anchorage). Represen-
tative Joyce Munson (Anchorage), Senator Pete"Meland (Sitka).

[it Time 1" Tale Slink In tmkii
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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

TAPS

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 un aed 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 116 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 1'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.
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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 stimulate
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 interest 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 majorbanks,
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 AirLines has multiple
proposals for such leases and at **>uch more favorable rates thancould be offered by
AGSOC. The reasons for strong competition, especially in aircraft, are the favorable tax
advantages (increasing for those in higher than 50% tux brackets) and high resale residual
values for aircraft after 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 Miniarize 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 motel/hotel leasing than for other
forms of commercial real estate.

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
posShilities.

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 attractive for an AGSOC investment.

PETROCHEMICALS

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

AGRICULTURE

Agricultural equipment offers some lease opportunity 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 permitted 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 OWNERSHIP CORPORATION

BILL SUMMARY

Federal law requies state authorization of general stock
ownership corporations receiving special tax treatment under
Subchapter "U" of the Internal Revenue Code. The hill creates
the Alaska General Stock Ownership Corporation (AGSOC). This
corporation is a completely private for profit corporation
which will operate under the Alaska Business Corporations Act
to the extent consistant with the AGSOC act. The shares of
the AGSOC will be owned and voted by the citizens of Alaska
with each resident holding a share of stock.

The bill directs the Governor to appoint incorporators
to form the AGSOC and sets forth the following:

1) Board membership limitations assuring Ala3kan control;
2) Federal requirements for corporate articles;

3) Stock istribution to all Alaska residents:

4) Penalties for fraudulent acquisition of AGSOC stock.
5) One year statute of limitations on AGSOC challenges;
6) Financing for AGSOC startup costs; and,

7) Technical amendments required to Alaska statutes.

The corporation 1is designed to have as its shareholders
existing Alaskan residents. Stock will be distributed to
eligible individuals without cost. Investments by the AGSOC
will bemade through the use of borrowed funds and the earnings
from thoso investments used to retire the loan and distribute
dividends to the shareholders. Except for minor exemptions the
AGSOC will Dbe subject to the same rules as all other Alaska
corporations.



DETAILED EXPLANATION

The bill creates a new Chapter 50, entitled "Alaska
General Stock Ownership Corporation™, within Title 10, the
Corporations and Associations title, of Alaska Statutes.

The act contains nine sections which may be summaried as
follows: )
i

Section 1 sets forth those areas where the AGSOC differs
from a typical Alaska business corporation organized under
Chapter 5 of Title 10. To the extent that these provisions
do not conflict with the provisions of Chapter 5, the Alaska
Business Corporations Act, Chapt r 5 will apply;

Section 2 includes the corporation among those organi —
zations eligible to receive secured loans from the Permanent
Fund;

L4
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 providing 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™ 1in order to assure that if this
fundamental section is found unconstitutional the entire law
will be voided;

Section 7 makes fraud or misrepresentation in obtaining
or selling shares of the AGSOC a Class C felony; and,

Sections 9 and 9 provide effective dates 1immediately

following the Governor ® 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 Corpor—
ation. The Chapter 1is divided into nine sections dealing
with creation of the AGSOC, federally required charter limi—
tations, board of directors, notification of shareholders*®
eligibility, limitations on corporate liability, restrictions
on application for shares, fraud penalties, corporate divi—
dends and definitions. A section by section analysis of
Chapter 50 follows.

50.010. ALASKA GENERAL STOCK OWNERSHIP CORPORATION CREATED.

Thi3 section directs the Governor to appoint
nine people as the incorporators and initial board
members of the Alaska General Stock Ownership Corpor—
ation. These nine people, a majority of whom must
be Alaskans, will adopt corporate articles and by—
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.



50.020. ARTICLES OF INCORPORATION.

F< deral law requires certain charter provisions
for general stock ownership corporations and these
are set out as requirements for the articles of incor—
poration of the Alaska General Stock Ownership
Corporation. Each of the subsections in .020 set
forth a different requirement which must be included
in the AGSOC articles.

Subsection 1 provides that the AGSOC may 1issue
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 whom stock may 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 definition Section .900, as of the
effecti "e date of the legislation which,
under Section 8 of the bill, will De the
day following the Governor®s signing; and,
b) They remain residents of Alaska until the
shares are 1issued.
50. "00 defines resident as a person who lives
in Alaska and intends to remain here permanently.
The defin.tion allows for temporary travel or employ—
ment outside without loss of residency. I a dispute
arises over residency all of the facts ani circum—
stances indicative of permanent residency must be
considered.

Subsection 3 provides that at least ore share
of stock must be 1issued to each eligible resident
unless that person elects within one year not to
receive the stock. The legislation contemplates
issuance of shares to elig 1ie individuals free of
charge with corporate investments financed entirely
with borrowed funds. The one year period allows
shareholders who do not wish to receive stock for
whatever 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
transferrabilityof 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, 1In 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 1is 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 1is the State or local
government determines that the exercise of its
condemnation power 1is appropriate. Such a situ—
ation might occur should the AGSCC become invol—
ved in the construction of a major pipeline.



50.030.

Subsection 7 provides the AGSOC with 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 1in the corporate bylaws and a
notice of the restriction will appear on the stock
certificates or receipts.

The five year period for the right of first
cption parallels the time during which shareholders
are prohibited 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 organized market to* AGSOC stock will develop
during this period. Discretion is left with the
corporation 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
price.

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

BOARD OF DIRECTORS.

This section sets out the provisions for AGSOC
directors which differ from those applicable under
Alaska Statutos Title 10, Chapter 5. The nine
incorporators serve 1is the original board of directors
and are divided 1into three groups 1in accordance with
AS 10.05.186, except that only one-third of the
directors will stand for election at the first annual
meeting, one-third at the second annual meeting and

one-third that the third annual meeting. Thereafter
each director will serve for a term of three years
as provided in AS 10..5.186. Nono of the other

provision! of the Alaska Business Corporations Act
regarding directors are changed and the normal rules
of Chapter 5 apply to the AGSOC.



50.040.

50.050.

50.050.

NOTIFICATION OF ELIGIBLE SHAREHOLDERS.

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 SHAREHOLDERS.

This section makes it clear that although the
AGSOC 1s required to take reasonable steps “b6 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 1 potential shareholder.

IT 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 corpor—
ation directed 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 1in 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 3ee 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.



50.070.

50.080.

50.090.

50.100.

50.900.

PENALTIES FOR MISREPRESENTATION OF ELIGIBILITY AS
SHAREHOLDER,

This section provides a civil right of action
against individuals who obtain stock through fraud
or misrepresentation and who sell stock on the same
basis. It allows the stock to be voided, dividends
to be recovered with interest and costs of the suit
to be paid by the defendant.

DIVIDENDS OF THE CORPORATION.

Under the rules of the Alaska Business Corpor—
ations Act a corporation may pay dividends only out
of earned s rplus, the retained earnings of the
corporation. Since the AGSOC 1is required by federal
law to distribute 90% of its taxable income to its
shareholders on an annual basis is may be necessary
to distribute a dividend in excess of earned surplus
Such ? situation can arise because accounting for
tax purposes and for purposes of the corporation®s
books may not and aie not required to be the same.
For this reason ar» exception to the general rule of
Chapter 5, Title 10, 1is required allowing the AGSOC
tc distribute dividends as required to meet the
terms of Internal Revenue Code Subchapter U except
where such distribution would cause the corporation
to become bankrupt or when the" corporation is
already bankrupt. Bankruptcy in this situation
means "when the corporation is unabla to meet its
current obligations.

EXEMPTION FROM AS 10.05

This section exempts the AGSOC from the pro—
visions of the Alaska Business Cjrporations Act
which requires $1,000 of paid in capital before
operation of the corporation commences.

LOAN GUAR.\NTEE FUND .

This section establishes a fund within the
Department of Revenue which 1is to be used to
guarantee loan3 to the AGSOC by private lenders.
This fund 13 intended to provide security for
private credit to be used by the AGSOC for its
startup expenses such as the costs of stock
issue and the investigation of potential
investments.

DEFINITIONS.

This section defines the terms us_i in Chapter
50. Especially important is the definition of
resident 3ince that definition will determine who

is eligible to receive AGSOC stock without charge.
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SUBJECT: Modification of Our Proposal to the Budget £ Audit Committee
of the State of Alaska dated June 252, 1979

Dear Mr. Chairman:

In conversations that have taken place between you and several of
your colleagues and officers of this Tfirm since our proposal letter to
you of June 12, 1979, (the "Interim Work Proposal™), you have 1indicated
to us that the budgetary funds available for interim work on the AGSOC
project are of a smaller magnitude than those contemplated by our In-—
terim Work troposal; that the Budget & Audit Committee wishes to see
the scope of our work limited to the three basic areas mentioned below,
and that the Committee would like a more detailed description of the

scope of work envisaged in each of these three specific areas. A reduc
tion in our charges for the diminished scope of work would, of course,
follow.

ALLOCATION OF SPECIFIC COST ESTIMATES TO SPECIFIC ITEMS IN THE WORK
P .0JECT

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

"In our preliminary discussion of this proposal with
members of the Alaskan Legislature and staff members on
June 11-13, 1979, it was emphasized that it would be de—
sirable tor us to suggest separate fee amounts for each
of the work 1items in the proposal. We think that this 1is
not feasible because of the nature of the work proposed.

None of the tasks specified herein is a finitely-
bounded work project. Rather, each 1is in the iature of
bridge work to connect the primary work Jone so far with
the more advanced status of the project that can be pre—
sented to the next session of the Alaska Legislature. It
is momentum-maintaining work; it is work that advances
necessary preparations to the launching of AGSOC if the
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pending legislation becomes law and by its very nature can
save many times its cost in avoiding future AGSOC start-up
delays.”

On careful reexamination and discussion of this problem among the
senior officers of our firm, we are still of the opinion that there 1is
no way to identify particular steps in any of the areas of work proposed
and to affix fee estimates to those steps. Rather, we propose controls
in the nature of bi-weekly progress reports to the appropriate represen—
tative of the Alaska Legislature and its Budget & Audit Committee, with
our commitment to respond to any suggested changes in direction or em—
phasis of the work, and, of course, implicitly the right of the Commit—
tee"s representative to terminate our work on any payment date if it
appears unsatisfactory.

We still believe these controls to be the only realistic ones that
can be designed for the type of work involved. We could bill the Legis—
lature retrospectively, following each bi-weekly report, but this would
render the entire project excessively speculative, preventing our em—
ploying subcontractors or consultants, and placing burdens on our work—
ing capital which we are not prepared to assume.

We hope that the quality of our work under our previous contract
has given the Legislature and the Budget & Audit Committee some measure
of confidence 1in our integrity.

ADDITIONAL DETAILS -- ANALYSIS, CATALOGING AND EVALUATION OF FINANCING
SOURCES

The research under this category must be correlated to the research
under the category of "DEVELOPMENT OF TYPES OF POTENTIAL INVESTMENT OP—
PORTUNITIES TO AGSOC". For each type of potential investment, we would
expect to identify the potential financing sources, to evaluate the
feasibility of success in obtaining financing, or portions of the finan—
cing, from each such source, and to analyze the implications of reliance
upon such financing sources.

We would include within the scope of our analysis each potential
financing source and our estimate of the limits of funding available
from each source for each particular type of investment. Political and
economic side-effects of the use of each particular financing source
would be studied and the conclusions and relevant observations would be
included 1in our report.

All known conventional sources, 1including banks, 1insurance compan—
ies, and other private suppliers, as well as all public sources, both
within and without the S fate of Alaska would be studied. Each of there
woulci bo analyzed in the light of potentially available collateral or
security or guarantee arrangements, and the effects upon interes costs
would be estimated.
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Unless objected to by tne Committee or its representative, we would
explore the levels of resistance which night be encountered 1in seeking
unprecedented sources for financing, such as arranging, through legisla—
tive changes if necessary, for the discount of AGSOC loan paper with
the Federal Reserve Bank.

All tactical information developed in the course of these studies
would be carefully cataloged for use by AGSOC at such time as it needs
financing.

FURTHER DETAILS - LAYING THE FOUNDATION FOR WORKING WITH THE 1980 FED-—
ERAL CENSUS IN ORDER TO DEVELOP A STOCKHOLDER CONSTITUENCY DATA B..SE

Because the printing of questionnaire forms for use in the 1980
United States census has already begun, this is an area of great urgency.
Preliminary conversations with census officials indicate little prece—
dent for enlarging the activities of census workers to include what will
be basically State-oriented data. Nevertheless, a willingness to ex—
plore the administrative rulings and procedures necessary to enable the
collection of data which would be vital to AGSOC in building its stock—
holder 1i1dentification bas<* has been evidenced. All relevant legislation,
administrative regulations, and judicial precedents will of necessity be
reviewed simultaneously with the carrying on of conferences both at the
regional and national levels of the Bureau of the Census.

It is clear that the data for AGSOC purposes must be of a higher
order than that required for census purposes, since a flow of funds and
allocation of liabilities between AGSOC and its stockholder constituen—
cies will be involved, whereas no such relationships arise out of the
national census as such.

Only the 1in* :iation and diligent prosecution of this work can throw
liaht on more of the details that will be encountered.

FURTHER DETAILS -- DEVELOPMENT OF TYPES OF POTENTIAL INVESTMENT OPPOR-
TUNITIES FOR AGSOC

This work will 1involve not only an analysis of the Alaskan economy
and its total range of potential 1investment opportunities, but inter—
views with those whose long involvement in the Alaskan economy has given
them a familiarity with facets of the economic structure unique to them
or beyond the range of imagination of the analyst lacking such particu—
larized experience. Certainly numerous repositories of information
bearing on identification of the types of potential 1investment opportuni —
ties for AGSOC exist throughout departments and agencies of the Statu
Government, the Federal Government in Alaska, and State and private
universities and research centers. We will undertake, to the extent
that the time available permits, to ferret out every type of such invest—
ment opportunity and evaluate it in terms of 1its priority and its impli—
cations for the orderly economic development of Alaska.
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SPECIAL NOTE CONCERNING CONFERENCES WITH THE SECURITIES AND EXCHANGE
COMMISSION

On Pages 8 and 9 of our Interim Work Proposal of June 12, 1979, we
outlined our basis for believing that we should develop a working rela—

tionship for AGSOC with the Securities and Exchange Commission. The
Committee proposes that this be one of the subjects eliminated from the
presently proposed contract. In earlier discussions, someone mentioned

the possibility that the Washington law firm of Wilmer, Cutler & Picker—
ing might be employed, possibly by the Budget & Audit Committee, to
discuss AGSOC with the Securities and Exchange Commission. That firm,
because of its previous research on this subject for the Commissioner

of the Department of Revenue, would, of co\, se, be eminently qualified

to negotiate the anticipated status of AGSOC"s securities under the Fed-—
eral securities laws.

We would like to reemphasize, however, that the theory of capita—
lism appears, for whatever reason, to be extremely difficult for lawyers
and economists steeped in the conventional wisdom to totally master. \We
would, as a matter of precaution, rest easier if we participated, to
whatever degree necessary, 1iIn such negotiations to make certain that the
nature of AGSOC is ful y understood by the representatives of the Securi—
ties and Exchange Commission. The decision on this, of course, lies
with your Committee.

Since the scope of the work has been reduced, it is elementary that
the overall fee should be reduced. To give us sufficient funding to
enable us to make a significant contribution to foreshortening the time
and work required upon passage of the AGSOC legislation before AGSOC can
become an active force, we hope that the overall fee will not be reduced
below $150,000. If that funding were available, we would suggest that
the payment pattern set forth in our original proposal of June 12, 1979,
be modified - both because of the reduction in the fee and the passage
of time - into a retainer of $25,000 on the first day of August, 1979,
and a like amount on the first day of each of the ensuing five montns
during the term of the contract.

Please dc not hesitate to call the undersigned or Mr. John Miskimen
of this firm should there be further questions.
Yours truly,

KELSO & CO., INCORPORATED

Chief Executive Officer
LOK :cac



KELSO <« CO.

INCORPORATED

INVESTMENT BANKERS
GREENSBORO, N.C. SAN FRANCISCO LOS ANGELES

June 19, 1979

The Honorable Jim Duncan, Chairman
Legislative Budget and Audit Committee
State of Alaska

Capitol Building

Pouch W F

Juneau, Alaska 99811

Dear Mr. Chairman:

RE: PROPOSAL TO UNDERTAKE AND EXECUTE SUPPLEMENTARY
INTERIM WORK RELATING TO THE PROPOSED ALASKA
GENERAL STOCK OWNERSHIP CORPORATION (THE CREATION
OF WHICH 1S THE SUBJECT OF S.B. NO. 170 AND H.B.
NO. 240 IN THE STATE OF ALASKA ELEVENTH LEGISLATURE-
FIRST SESSION) RELATING TO SEEKING CONGRESSIONAL
IMPROVEMENT OF THE TAX POSITION OF CITIZEN-STOCKHOLDERS
OF AGSOC UNDER FEDERAL PERSONAL INCOME TAX LAWS;
DESIGNING AND DEVELOPING A PROPOSED MANAGEMENT
""TRUCTURE AND MANAGEMENT PROCEDURES FOR *VGSOC;
SEEKING CLARIFICATION AND FAVORABLE TREATMENT OF
THE ULTIMATE SECURITIES ACTIVITIES OF AGSOC BY THE
SECURITIES AND EXCHANGE COMMISSION; EVALUATING FOR
THE BUDGET AND AUDIT COMMITTEE OF THE HOUSE OF
REPRESENTATIVES OF THE STATE OF ALASKA THE DESIRABILITY
OF CONGRESSIONAL AMENDMENT OF SUBCHAPTER U OF THE
INTERNAL REVENUE CODE SO AS TO PERMIT MULTIPLE
CLASSES OF STOCK TO BE ISSUED BY A GENERAL STOCK
OWNERSHIP CORPORATION IN ORDER PERIODICALLY TO
EXTEND ITS STOCKHOLDER BENEFITS TO NEW CATEGORIES
OF RESIDENTS, TO HAVE STOCK THAT WOULD BE ELIGIBLE
FOP AN EMPLOYEE STOCK OWNERSHIP PLAN, AND IF A
FAVORABLE DECISION THEREON RESULTS, UNDERTAKING TO
PERSUADE CONGRESS TO INITIATE AND ADOPT SUCH
AMENDMENT; INITIATING LIAISON WITH THE UNITED
STATES BUREAU OF CENSUS IN ORDER TO TAKE MAXIMUM
ADVANTAGE OF ITS ACTIVITIES PRELIMINARY TO THE
1980 FEDERAL CENSUS TO INITIATE BUILDING THE D*TA
BANK OF RESIDENTS OF ALASKA QUALIFIED TO BECOME
STOCKHOLDER CONSTITUENTS OF AGSOC AND TO PROGRESS
THE BUILDING OF SUCH DATA BANK, ON THE BASIS OF
THE DEFINITIONS OF "QUALIFIED RESIDENT"™ IN SAID

It PN I? fTMEET, 1'AN rRAKCI&CO, CALIFORNIA B4lll '41»] JBI1W434
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PENDING STATE LEGISLATION; CONDUCTING A BROAD
INVESTIGATION OF POTENTIAL TYPFS OF INVESTMENT OF
AGSOC AND PREPARING A CATALOG THEREOF; AND INITIATING
AND COMPLETING A DEFINITIVE ANALYSIS OF THE DETAILS
OF THE PENDING STATE LEGISLATION AND MAKING SUCH
RECOMMENDATIONS THEREON AS MAY SEEM JUSTIFIED.

From information we have gathered in the course of our
work pursuant to our now completed contract with the Legislature
of the State of Alaska c.nd our continued close liaison with
representatives of the Legislature of the State of Alaska and the
office of the Attorney General of Alaska, we think it safe to
venture the assertion that no legislation ever to come under
consideration by the Legislature has received more intensive and
broad-gauge analysis and scrutiny than the legislation dealing
with AGSOC. This 1is entirely fitting in view of the enormous
potential significance of AGSOC to the economic and political
wellbeing of the citizens of the State of Alaska. Nor can such
meticulous care and consideration fail to benefi4 others beyond
Alaska who, it seems probable, will seek to follow in the pioneering
footsteps of the Alaskan Legislature.

Much has been accomplished through the study by legislators,
by their staffs, by the sizable group of witnesses who have
appeared before various Committee hearings, and by consultants in
responding with analytical efforts and with proposed modifications
to the pending legislation in the course of a year®s thoughtful
consideration of the AGSOC legislation.

Howevei, the vast work done to date has raised almost as
many questions as it has provided answers, and unremitting and
painstaking work must continue to be done if the Legislature of
the State of Alaska, upon convening 1its next session in January,
1980 1is to have before it an AGSOC bill upon which it can act
with confidence and with a minimum of doubts that any critical
areas have been left unexplored.

In this proposal, we urge the State of Alaska to employ our
firm, together with such subcontractors and consultants as we
may, with the approval of the designated representative of the
Budget and Audit Committee of the State of Alaska, employ to
undertake and complete, (or complete so far as possible), a
number of activities aimed at answering these unanswered questions
and providing the Legislature with the basic analytical mat* rial
to resolve most of the unresolved doubts.
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Many trends in the economy of Alaska, of the United States,
and in the field of international economic relations have developed
during recent months that suggest greater urgency in avoiding
loss of momentum in the AGSOC project. The importance of the
energy resources of the State of Alaska have gained an even more
awesome significance to the future of America. Regulatory confusion
in the energy field has increased in complexity. The precariousness
of the continued viability of the U. S. economy, as it is presently
structured, has become more doubtful. The pace of nation-debilitating
inflation has quickened. The willingness of Federal leadership
to use further inflation-creating stimuli to cut unemployment
meets rjsing opposition in the form of taxpayers®™ revolts. The
needs for economic leadership and to clarify economic policy
considerations— to which the Legislature of the State of Alaska
can make major contributions with the launching of a carefully
designed AGSOC--has risen to preeminence in the minds of many
Americans.

The 95th Cor. }ress of the United States, 1in enacting Subchapter U
of tne Revenue Code of 1954, as amended, went further 1in recognizing
the need for a new economic policy built upon broader ownership
of capital than anyone with historical perspective could have
confidently anticipated. Nevertheless, Subchapter U 1in its
present fori., accomplishes only part of the necessary changes in
our 1 isic approach to financing business enterprise and facilitating
individual acquisition of capital ownership that are necessary 1in
order to construct a rational economic policy. While it 1is
feasible, 1in certain highly productive investments, to so design
financing structures that stockholders, or beneficial stockholders
can buy productive capital and pay for it, both principal and
interest, 1in after-personal-income-tax dollars, it is not in the
interest of either State or Federal governments, nor certainly 1in
the interest of accelerating the virtually dormant economic
growth rate of our economy, for them to do so. The proof of this
lies in the great success of ESOP financing. In that technique,
which, 1like the AGSOC, 1is based upon the theory of capitalism, or
two-factor economics, the employee has access to credit through
which we can buy stock representing productive capital and pay
for it, both principal and interest, 1inpre-corporate-income tax
dollars from the return on invested networth of the shares
purchased, and defer personal taxation, normally to his retirement
date. Clearly what 1is needed is to recognize that the purchase
of capital under arrangements that make it possible to pay for it
out of what that capital produces 1is, in reality, not an income
transaction at all. Thus, 11t is of major importance to pursuade
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Congress to eliminate personal income tax liability upon stockholders
of a General Stock Ownership Corporation as to all yield of the
underlying capital applied to amortization of the purchase price,
both principal and interest, and to do so permanently. The

sooner the ownership of productive capital can begin producing

added 1ncome for the new stockholder, the faster the income tax

base grows, both for the Federal and State governments.

SUMMARY OF PRINCIPAL COMPONENTS OF WORK CONTEMPLATED BY THIS
INTERIM PROPOSAL FOR THE LEGISLATURE OF THE STATE OF ALASKA
DURING THE PERIOD JUNE 15 THROUGH DECEMBER 15, 1979

While our work on the AGSOC project for the State of Alaska
has continued, at reduced speed, since the completion of that
agreement upon delivery of cur final report thereunder 1in January,
1979, we propose herein that the Legislature of the State of
Alaska employ us to marshall the necessary manpower and talents
to accomplish, between June 15, 1979 and December 15, 1979, under
t"e direction of such representative of the Legislature of the
State of Alaska as the joint Budget and Audit Committee of the
State may designate, the following work projects for the purpose
of supplementing and extending the preparatory work accomplished
by the Eleventh Legislature of the State of Alaska, First Session,
and by its consultants, including ourselves, towards establishing
the Alaskan General Stock Ownership Corporation and in due course,
if the legislation becomes law, enabling it to ac ,uire significant
productive capital ownership.

Analysis mCataloging and Evaluation Of Financing Sources

In the debates and discussions that took place during the
Eleventh Legislature, First Session, both within the Legislature
and between the Legislature and the Office of the Governor, the
sources Tfor financing the acquisition of capital assets for AGSOC
of such magnitude as to be significant to the State"s economy,
were a major subject. In modifying the initial AGSOC bill, as
first introduced, several restrictions were 1imposed upon the
economic resources and power of the State itself and of its
agencies.

It is critical now that realistic sources and methods for
financing the acquisition of major capital assets by AGSOC be
identified, and that the means by which such financing sources
can be induced to participate be determined. We would undertake
to analyze and catalog these sources, to evaluate them, and to
generate strategic and tactical approaches with respect to each
of them.
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Laying the Foundation for Working With the 1980 Federal Census in
Order to Develop a Stockholder Constitutency Data Base

Preparations for the 1980 United States census are already
well advanced. Failure to develop, 1in connection with the appropriate
agencies of u.. State of Alaska, a working relationship that will
enable Alaska to take advantage of the experience and major
manpower expenditures of the Federal government in accomplishing
the census in Alaska would be to miss a vital opportunity to
accelerate the establishment of AGSOC if the Legislature adopts
the necessary legislation during the forthcoming Session. The
end result would force AGSOC into making duplicating expenditures
that would waste 1its start-up funds. Maximizing the availability
of the Federal census facilities and resulting data to the building
of the list of residents qualified to become stockholders of
AGSOC would, if the representative of the Legislature concurs
with cur views on this, be given the highest priority.

Development of Types of Potential Investment Opportunities for AGSOC

From our work in connection with AGSOC to date, we are well
aware that it would be counterproductive, until AGSOC becomes an
operating and functional reality, to investigate, evaluate, or
initiate probing activities with respect of any particular invest—
ment opportunity for AGSOC.

At the sanK* time, it is clear that a careful review of the
types of investment opportunities that will be open to AGSOC 1is
indispensibie to a consideration of the feasibility and an estimate
of the time that will be required to activate AGSOC once it 1is
brought into existence. Our study would take into consideration
all aspects of particular types of available 1investments that
will be relevant and of interest to those wlo ultimately make and
implement investment decisions for AGSOC.

Educational Efforts Directed at the Appropriate Committees of Congress
and Their Individual Members, and at the United States Treasury
Department and the Appropriate Officials Therein

The office of the Hon. Russell B. Long, Chariman of the
United States Senate Finance Committee, estimates that there are
approximately 3,000 Employee Stock Ownership Plans operating 1in
the United States. The overwhelming evidence 1is that these
financing techniques bring about spectacular 1improvements 1in the
productivity, profits, sales, 1increase 1in net worth, and even
income tax payments of the companies that adopt them. The ESOP
is a doi le tax shield: it gives employees access, through
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credit, to the pre-corporate-income tax return on net worth of
the shares that the employees have purchased through their ESOP

in order to pay principal and interest on the debt incurred to
make such acquisition. At the same time, the ESOP is a tax

shield against current, year-to-year taxation of employees while
they are accumulating viable capital estates. Federal tax law,
however, still flawed with respect to ESOPs: it taxes the
employee when his portfolio (or its cash equivalent) 1is removed
from the ESOP trust. This 1is simply evidence of the historical
confusion resulting from the use, pioneered by our firm, of
"deferred compensation”™ legislation for purely financing purposes,
i.e., the purchase of capital assets and the payment of the
purchase price out of the income thus produced. Legislation to
correct that defect was introduced into the 54th Congress by U. S.
Congressman William Frenzel (from Minnesota) and its introduction,
we are 1informed, 1is planned again in the current Congress by
Senator Long. Opposition to the last mentioned tax aspect,

namely the Jlimination of personal 1income taxation upon taking
possession of the capita) accumulation as it is released from the
trust, has been presented by the United States Treasury on the
ground that it would cause an excessive loss of revenue to the
Federal government. We have accumulated a great deal of evidence
to the contrary, howeler, demonstrating that the Federal Government
derives a net benefit from raising the productiveness and 1incomes
of consumer units by equipping them with productive capital.

Virtually all of the estimated 3,000 or so ESOPs now 1in
existence have been adopted since 1970 when the firm of Kelso S
Co., Incorporated was organized. Thw ESOP functions by giving
employee-participants (who become, through the ESOP trust, beneficial
stockholders of their employer) access to the corporate pre-tax
return on invented net worth of the shares which are allocated to
their accounts to pay for the stock which they have bought.
Furthermore, the ESOP defers (usually until the participant®s
retirement) taxation on the sums applied to amortization of
acquisition debt. Thus the value of the stock received from the
ESOP tru6t is partly taxable as ordinary income and partly at
capital gain rates. Even this "deferred taxation" is the result
of an historical accident. In seeking to apply the theory of
capitalism to the practical financing problems of a business
corporation in such manner as to build the ownership of newly
formed capital, or newly acquired capital assets, into employees
as those assets pay for themselves in pre-corporate-income tax
dollars, it was expedient to use Section 401(a) of the Internal
Revenue Code as a financing device, even though it was originally
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intended only to provide "deferred compensation.”™ Thus, the

theory of capitalism, as applied to employee stock ownership

plans, 1is not yet perfected to its ultimate efficiency, and will

not be so until an employee, upon retirement, can take his portfolio
of stock (or its cash equivalent) out of the ESOP trust without

tax consequences, so long as he keeps it invested in productive
capital which will help to make him a better 1income tax payer,

and a better customer for business.

This same logic is applicable to the General Stock Ownership
Corporation legislation set forth in Subchapter U of the Internal
Revenue Code, as the result of amendments adopted in the Revenue
Act of 1978. However, the citizen-stockholder of a general stock
ownership corporation is not yet as well off as an employee
beneficial stockholder under an ESOP: for this letter has what 1is
allegedly his "income™ applied to the amortization of debt 1incurred
to finance stock acquisition deferred, whereas the citizen-
taxpayer under a general stock ownership corporation is taxed
currently on that part of the corporation®s 1income applied to the
retirement of principal of debt incurred in acquiring capital
investments.

Clearly, it is of the greatest urgency that the appropriate
committees of Congress and their respective members, as well as
the Department of Treasury and its appropriate officials, be
educated to understand the logic of two-factor economics in order
that the 1i1mpact of AGSOC, once it is activated, not be slowed for
years by the stretch-out of debt retirement resulting from the
intervention oi personal income taxes while the citizen taxpayer
is purchasing his AGSOC stock.

We would concentrate our attention during the period covered
by this proposal, either on bringing about the amendment 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 confident we can be, will be a vast advance
in the time when AGSOC can become income-significant, to the
people of Alaska, as well s to the tax collectors in governments
at all levels.

Development of Organizational Structure and Procedures for AGSOC

It has appeared to us that many of the questions raised
about the future operations of AGSOC have resulted from the fact
that little attention has been, or up to this point could be,
devoted to developing and defining concretely a proposed rational
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management structure for AGSOC and operations procedures to

enable it to accomplish the various tasks which 1t is expected to
accomplish by the pending legislation. Under this proposal,

working with management consultants approved by the representative

of the Legislature, we would seek to define and cesign and appropriate
management structure for AGSOC and operations procedures that can

be readily adapted to it or adop*" i by its management to facilitate
its accomplishing its various f1 ions, including building its
data-base, 1ts identification ai. evaluation of investments, and

its arranging for the financing of their acquisition; its establishment
of escrow accounts for each of its stockholders; 1its organization

of a trust department (or in the alternative its employment of a
professional trustee) for the handling of 1its stockholder accounts,

its dividends, 1its notifications to stockholders; it calling of
meetings of 1its board and of its stockholders, etc.

Establishing an Acceptable Working Arrangement With the Securities
and Exchange Commission With Respect to Reporting of Activities;
Avoiding or Simplifying Registration, Etc.

AGSOC will, in all probability, be the first general stock
ownership corporation to make its appearance on the American
financial stage. The securities laws of the United States were
not designed to cope with such a corporation, even though it is
defined by law as a private for-profit corporation, because 1its
stock, through the proposed legislation, will be under many
controls and restraints which do not apply to ordinary business
corporations or their securities.

We would undertake as part of our work assignment during the
forthcoming six-month period, under close liaison with the represen—
tative of the Legislature and with the Budget and Audit Committee
and any other agencies of the State or consultants of the Legislature
whom the Budget and Audit Committee may deem appropriate, the
initiation and progressing of a dialogue with the regulatory and
enforcement divisions of the Securities and Exchange Commission,
looking toward the evolution of procedures to assure that the
interests guarded by the securities laws will be protected, while
avoiding unnecessary bureaucratic procedures that are not appropriate
to a general stock ownership corporation.

The end result of this effort should enable AGSOC to fully
live up to the expectations of the Securities and Exchange Commission
from the moment that it becomes operational, and at the same time
should enable the Securities and Exchange Commission to understand
and to know what to expect from a general stock ownership corporation
such as AGSOC. Many months of delays in the future, whnn such
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delays could be extremely costly, can, we are confident, be
avoided by these efforts during the intervening months before the
next session of the Eleventh Legislature of Alaska 1is convened.

Time of Performance

Our work under this proposal would, 1if agreeable to the
designated representative of the Legislature, commence promptly
upon the granting of a contract between this firm and the Budget
and Audit Committee of the .Legislature, and final reports would
be delivered to the Legislature on or before December 15, 1979.
We would, of course, as we have during the past five and one-half
months of 1979, although our work under our previous agreement
was concluded at the end of 1978, be prepared to explain, execute
refinements of our work, and to cooperate the needs of the
Legislature in going forward with the A agislation.

Our Proposed Fee for Services

We would propose that upon the granting of a contract pursuant
to this proposal, we be paid a retainer fee of $35,000, and that
we be paid on or Lefore the 15th day of each month during the
contract period, beginning with July 15 and concluding with
December 15, 1979 a similar sum, for an aggregate payment of
$245,000. This fee would cover not only the services of our own
personnel, but our out-of-pocket travel, computer time, and
miscellaneous expense (which we estimate at approximately $3,000
per month) and the fees and expenses of subcontractors and consultants
employed with the consent and approval of the representative of
the Budget and Audit Committee for the purpose of executing 1in
full the work program contemplated by the proposal.

In our preliminary discussion of this proposal with members
of the Alaskan Legislature and staff members on June 11-13, 1979,
it was emphasized that it uld be desirable for us to suggest
separate fee amounts for e. -n of the work items in the proposal.
We think that this is not feasible because of the nature of the
work proposed.

None of the tasks specified herein is a finitely-bounded
work project. Rather, each 1is in the nature of bridge work to
connect the primary work done so far with the more advance status
of the project that can be presented to the next session of the
Alaska legislature. It is momentum-maintaining work; it is work
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that advances necessary prepar-cions to the ?lurching of AGSOC 1if
the pending legislation becomes law and by its very nature can
save many times 1its cost in avoiding future AGSOC start-up delays.

We propose to deliver progress reports at 15-day intervals
*0 the representative of the Legislature and its Budget and Audit
Committee designated as our liaison if our proposal 1is accepted.
If, a a result of these reports, it is desired that the emphasis
we ar giving to each portion of the work be changed, we will
respond accordingly upon request.

Should the aggregate funding for this project be less than
suggested herein, we would suggest that the seven installments be
equally reduced to stay within the available budgeted goals as we
can, within such budgetary restraints. Needless to say, we are
open to your suggestions on all aspects of t".e matters covered by
this letter.

We will, of course, be pleas 2d to respond to any and all
questions relating to this proposal. IT you decide to proceed
with the contract proposal herein outlined, please provide authoriza—
tion hereof through signatures by officers authorized to obligate
the state, and by delivery to us of a retainer check 1in the sum
of $35,000.

There 1is no task that we look forward to with greater
pleasure thar that of assisting the Alaskan General Stock Ownership
Corporation not only to become a reality, but to be an enterprise
that 1is prepared and has been so thoroughly equipped in advance
to cope with its challenges that it will set a performance record
that will not soon be broken.

KELSO & CO., INCORPORATED

and Chief Executive Officer
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The Honorable Mike Gravel

United States Senate

3131 Dirksen Senate Office Bldg.
Washington, D.C. 20510
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STATE CAPITOL
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405-3818

HOME ADDRESS
RR 4 BOX 4310
JUNEAU. ALASKA B9003
708 9792

1979

I am taking this opportunity to inform you of our interim
AGSOC work. Currently, we have cwo contracts in effect.
The first of these is with Wilr.er, Cutler & Pickering. The

scope of their work is as follows:

1. Review federal securities law problems that would be
raised by the proposed AGSOC legislation and initiate dis—
cussion with the federal Securitas and Exchange Commission
in accordance with recommendations set forth in Wilm/M*,
Cutler & Pickering memorandum dated November 2, 1976.

2. Review federal tax problems that might arise in imple—
menting the proposed AGSOC legislation including any federal
tax problems that might occi r upon initial distribution of
shares. Initiate appropriate discussions with the Treasury
Department and/or |Internal Revenue Service and submit a
federal tax ruling request if necessary to confirm the
federal tax consequences of the AGSOC proposed legislation.

Our second contract is with Louis Kelso,
the following services:

who will provide

1. Development of potential investment opportunities for
AGSOC. Analyze the Alaska economy and its total range of
potentirl investment opportunities and evaluate those investment
opportunities for their relative significance to the State®"s
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economy against a criterion of maximum return to stockholders.

2. Analysis, cataloging and evaluation of financing sources.
Correlate with each of the findings of Task I (Development

of Potential Investment Opportunities for AGSOC) the potential
financing sources and estimate the limits of funding available
from each source, considering potentially available collateral
or security and/or guarantee arrangement and estimate the
effects upon interest costs.

We anticipate either extending one or both of these or
contracting for further AGSOC research.

Please call if you have any questions or suggestions concerning
this interim project.

Respectfully,
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September 17, 1979

Representative James Duncan j/\ ECEIVE /rj
Chairman, Legislative Budget

and Audit Committee
Alaska Legislature
Pouch V
Juneau, Alaska 99811 BUDGET/AUDIT
COMMITTEE

SEP 21 1979 ~»

Dear Representative Duncan:

I enclose a memorandum for your Committee on
the federal tax and securities law issues raised by Senate
Bill No. 170. The memorandum suggests several possible
changes in S. 170 in order to facilitate the necessary
federal action. Consistent with our contract with you of

J June 1, 1979, we have focused mainly on the securities and
tax issues and have not attempted a review from the stand-—
point of constitutional questions or corporate law. How —
ever wo have, in Section IIl of the memorandum, questioned
the desirability on constitutional grounds, of the waiting
period for eligibility under S. 170 and suggested an altern—
ative.

t
Finally the memorandum outlines tho approaches

we recommend to the IRS and SFC. We would be grateful for

your reaction to the memoranda and authorization to begin

preliminary discussions with appropriate IRS and SHC officials.

In the interest of time, we have begun drafting submissions

to tho two agencies along the lines proposod in our memorand—

um.

Sincerely,

SiWvAjj? C.

Samuel A. Stern
cc: Mr. Dale R. Staley



Wilmer,Cutler & Pickering
1666 K STREET, N.W.
WASHINGTON, D. C. 20006

September 14, 1979

MEMORANDUM FOR THE LEGISLATIVE
BUDGET AND AUDIT COMMITTEE, STATE OF ALASKA

Subject; Proposed CSSS Senate Bill No. 170;

Federal Tax and Securities Laws Issues

and Suggested Approaches

1/ You have asked us to review pending legisla-

tion permitting the establishment of an Alaskan General
Stock Ownership Corporation ("AGSOC??» in conformance with
the r§7ently enacted Subchapter U of the Internal Revenue
Code. We have considered 1issues which may arise under
the federal tax «nd securities laws 1in connection with
this legislation, having previously, in our memorandum of
November 2, 1978, for the Alaska Commissioner of Revenue,
treated the securities law issues. This memorandum sum-—
marizes those issues, identifies optional approaches to
resolution of certain problems, and identifies sections
of S. 170 which you may wish to consider revising in order

to facilitate regulatory approvals. We also propose an

1/ CSSS 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.



approach for our presentations to the Internal Revenue
Service ("IRS"™), and the Securities and Exchange Commis—
sion ("SEC") to facilitate the creation and operation of
AGSOC 1in conformity with the federal regulatory provi—

sions administered by those agencies.

. SECURITIES REGULATION OF AGSOC

Our firm"s Securities Law Memorandum of
November 2, 1978, 1indicated that AGSOC will potentially
be subject to provisions of three of the federal secu—
rities laws: the registration provisions of the Secu—
rities and Exchange Act of 1933 (the "1933 Act"); the
registration, reporting, and proxy rules of the Secu—
rities Exchange Act of 1934 (the "1934 Act"), and the
registration, conduct regulation and disclosure require—
ments of the Investment Company Act of 1940 (tii» "1940
Act").

S. 170 poses no securities regulation problems
beyond those raised in our earlier memorandum. Because

the statute 1is an adaptation of general corporation law,

3/ However, we do recommend herein minor modifications
to S. 170 to Tfacilitate conformance with the iIntrastate
exemption to the 1933 Act.



It does not deal with nost of the subject areas which
are likely to concemn the SEC particularly disclosure
of risks to potential shareholders, periodic reports on
financial condition, the administration of the "ballot"
mechanisns, ad fiduciary duties of officers ad direc-
tors. Moreover, our initial approach to the S v'II
e nack at a tine wen the final foom of the AGS3C hes
not yet been determined. For exanple, the question of
he appropriate basis for exenyption from the registra-
tion requirements of the 1933 Act nust await a final
decision as to whether paynmeant of consideration will
ke required of Alaska citizens wo wish to acquire
AG>C shares. «/

4/ Ve that an initial free issuance is pre-
ferred it w are able to obtain a ruling from the IRS
that a tax will not e i% yoon_ citizens wWo re-
ceive shares. However, provides in Section
10.50.080 that

"Shares nay e 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 AGS3C nay char
consideration for shares only after the initial distribu-
tion as o shareholders will exist until then to fix the
consideration. This point should ke clarified if an ini-
tial charge for shares is contenplated. |If wish to
leave the option open, Section 10.50.075 could e arerced
to read: "Shares nay ce issued without consideration or
for consideration fixed by the Board of Directors before
Issuance."



V¢ propose to present to the EC a briefing
menmoadum describing the proposed AGRC as set out
iIn the S 1/ draft offered April 27, 1979, formally
requesting a 1933 Act exenyption, ad requesting the
ammexanet of negotiations to develop a modified
form of 1934 Act regulation ad a waiver of the 1940
Act's requirements during the first five years of
ACEIC existence. Ve plan a preliminary presentation
ad discussions with the S prior to neking detailed
requests for rulings on the latter points so that we
nay involve them in establishing a creative approach
to (EC regulation. Ve hogpe to have received prelimi-
nary feedback from the 3 before S 1/0 is passed in
final fom

Provisior . of the
Securities net of 1933

Ve believe, as we indicated in our Securities
Menoadum that AGR3C should not ke 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 neaning of
Section 2(3) of the 1933 Act, or on the basis of the
"Intrastate exenption” provided by Section 3(a)(11) of



the %e/ma Act. Ve propose to argue both points to the
SC

Ben if the AGB3C shares are sold for con-
sideration or if the SC deans the disposition other-
wise to ke for value, we anticipate that we will e able
to prevail on the theory that its shares are exenpt from
registration uxder the 1933 Act by vé?ue of the intra-
state exenyption in section 3(a)(11). The character-
istics of offerings the I will deam as falling within

5/ O course, esen if the initial distribution of

shares is free of charge ad thus falls within a "not

for value" exenyption to the Securities Act of 1935,
additional issuances which are for value would

fall within the registration requirement unless they

are otherwise exmpt. This would include ex

of shares for property or services as provided for

in S 1/ S 10.50.085.

6/ This section exenpts from registration:

"Anly security which is a part of

an i1ssue 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 iness
within, or, if a corporation, incor-
porated by ad doing business within,
such State or Territory."



Section 3(a)(11) are described in non-exclusive Rule
147 (17 C.F.R. & 230.147). The rule requires that
both the purchasers of the securities and the 1issuer
have certain characteristics 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 1in that
they will bring the AGSOC within Rule 147 and thus
simplify our task if the intrastate exemption need be
relied on (either for the initial or any later issues).
AGSOC will be an Alaska corporation as
required by Rule 147. Its principal place of business
will probably be loc ted in Alaska (Rule 147(c)(1)()
and (2)§;v)), although the latter 1is not required by

S. 170. We suggest that the legislature consider

7/ Issuers may avail themselve* of tho intrastate
exemption even if they do not satisfy all the provi—
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 exemption will

apply.

8/ S. 170 S 10.50.050 requires only that the corpo—
ration maintain a "registered office” within the state.



requiring AGRIC to have its principal place of business
In Alaska as this would clarify this aspect of conpliance
with Uule 147.

Rule 147 restrictions on sales ad resales to
state residents are clearly satisfied by AC&I:V The
basic purpose of Rule 147's limitations an resale is to
ensure that securities do not enter the interstate market-
place. It does not gpopear that the fact that a few shares
pass by descert after five years to out-of-state holders
or that fomer residents nay retain their AGE3C shares
If they leave the state after five years is so inconsistent
with those principles as to upset application of the eenp

tion.
Rule 147 also requires that the issuer's busi-

ness be conducted predominantly V\}ithin the state in which
10
the securities are distributed. The gross revenues ad

9/ Subchapter Uad S 10 ‘orovide that shares nay

only be transferred voluntari t%eor involuntarily to
persons Wo are residents of state. 2 USC.

S 1391(4)(D)(ii); 8. 1M H 10.50.320(a)(6) &8(Bé/

The general prohibition against transfers ex

dencent for five years also helps to nest the Rule 147
requirement that resales in a nine-month period after

the initial distribution be restricted to state residents.
S 1/ 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.1A#
Section 4(c).

10/ The isbicr must derive at least 8 percent of its
gross revenues from within the State ad have at least
(Footnote continued an following pagel



asset provisions of the rule will only e applicable

to the initial GB3C distribution if AGE3C beoores
operational before its shares are distributed.ll/

The use of proceeds provision will only apply if AGR3C
charges for the shares, ad it nay ke satisfied easily
by segregating issue proceeds to ensure that they are
spert within Alaska. If ACE3C is to acquire an asset
prior to share distribution we must kow what the asset
Is to formulate arguments that the asset ad its inoore
are "within" the State within the nmeaning of Rule 147
ad section 3(a)(11). AE3C will presumably ke 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 nay or nay not ke deared derived from within the
state — e.g., sales of oil to out-of-state corporations
nay be deared non-Alaska inconme. Ben if the initial

[Footnote continued]

8 percent of its assets within the State. Rule 147
(c)(2)§|) ad (ii1). 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
nost recent twelve-month period are less than $5,000,
the proceeds provision is not applicable.



distribution is of shares in a shell company, it will
be necessary to examine whether AGSOC revenues can be
deemed to arise from the "operation of a business or
of real property within the state,” with regard to
subsequent 1issues of shares. The legislature may wisl
to consider so restricting the corporation in its en—
abling legislation.

S. 170 does not now specifically provide for

procedures required by Rule 147 to ensure that th
12
reality comports with the intent of the issuer. We

recommend that the legislature amend S. 170 to provide
13/
for adequate legends on share certificates; and that

12/ A legend on the share certificates must identify
¥Ee limitations on resale and warn of the lack of regis—
tration, stop transfer instructions must be given to the
transfer agent, and purchasers must be required to make
written representations as to their residence. Rule 147
(b (). The issuer must also restrict salei of shares
which are part of the same issue and make appropriate
disclosures. Id. S (f)(2) and (3). S. 170 does require
that eligible individuals apply for shaies and that their
interest will become void if it is determined that they
misrepresented their eligibility. 8 10.50.345-360.

The SEC may wish to make rules in this regard or examine
AGSOC procedures for establishing residency prior to
authorizing sale or distribution without registration.

13/ S. 170 5 10.50.105 provides for extremely limited
information to be contained on the certificate. We
recommend that the legislature amend this section to
require disclosure on the certificate of all the re—
straints on transfer, including the fact that shares are
not ttansferable to non-residents.
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the ACR3C provide for the application ad stop transfer
requirements in the articles of incorporation or the by-
laws.

andl The. Imvestment. Gompeny Act of 101

As wes indicated in our firm's Securities Mo
randum, ACGE3C does not fall within any statutory exenyptions
to either the 1934 or the 1940 Acts, ad without special
provision by the SEC it will be required to register its
securities, to file periodic reports, to conply with proxy
rules, to conply with disclosure ad trading rules under
the 194 Act ad to file under ad conply 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 ad operations of registered conpanies to permit
informed investment decisions, to ensure that shareholders
have similar information wen tJ y are called yoon to vote
on corporate matters, ad finally to ensure that sales ad
exchanges of shares occur in a free ad goen fair market
exchange. Tho 1990 Act has similar goals although it addi-
tionally inposes certain fiduciary standards yoon the nan
agenment of investment conpanies because of the risks that

It might usurp control of shareholder assets.
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S. 170 permits the AGSOC to be run as a fairly
conventional private corporation. It is primarily sub-
ject to control by the legislature in its initial stagesl4/
and it is thereafter subject to governance by shareholders
and the board of directors.lG/ It is unique in other re—
spects: (1) its shareholders, constituting a cross-section
of the state"s citizens, will be in large measure unsophis—
ticated in the exercise of shareholder rights and invest-
ment decisions;17/ (2) shareholders will have little
or no initial equity investment in AGSOC; (3) they

will be subject to severe limitations on sales or transfers

of their shares, particularly during the first five years

14/ The legislature must amend the enabling legislation
pursuant to S J0.50.640 to control it thereafter.

15/ A vote of shareholders is required to amend the
articles of incorporation, S 10.50.375, and to approve
certain asset sales.

16/ The directors may create and amend the bylaws,
S 10.50.125, and have other standard management powers
of corporate directors.

17/ Many shareholders will Dbe minors or other legal
Tncompetents.



18/
after distribution; (4) ownership of shares will remain

unconcentrated by statutory mandate; (56) bars to proxy

18/ In conformance with Subchapter U, S. 170 provides
many restrictions which will make it extremely difficult
for a trading market 1in AGSOC shares to develop. For
example, shares may not be transferred, voluntarily or
involuntarily, within the first five years after 1issuance,
and they may thereafter only be transferred to "resident
individuals of the chartering State.” It will not be
possible for security brokers or dealers to make a market
in AGSOC shares 1if this section is interpreted to mean
such entities cannot hold AGSOC shares. Also, since no
individual can own mere than ten shares, it may not be
feasible to create a trading market funded through trans-—
fer fees in a manner comparable to those which exist for
other private corporate securities. The legislature should,
as we previously recommended, give serious consideration
to empowering AGSOC to be its own transfer agent or to the
creation of a transfer mechanism for bringing together
willing buyers and sellers.

Another potential problem 1is presented by tho invol—

untary transferor. The AGSOC legislation provides at
several points that redemption of shares shall be at book
value. It is possible that there will be no or negative

book value for the shares at stages during the operation
of the corporation, when the carrying value of assets
approximates the unamortized acquisition debt. This means
that shareholders who leave the state or whose shares pass
by operation of law to non-residents during the first five
years after 1issuance may end up being forced to "sell™ for
far less than what would otherwise be market value. The
legislature may wish to consider enabling AGSOC to pay a
"fair market value™ rather than book value to avoid un-—
fairness.
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19/ 20/
usage ad cumulative voting will limit shareholder

poner (While simultaneously barring usurpation of it by
certain groups) ad (6) A3C equity will ke primarily
supplied by loans from large financial institutions in
reliance uyoon state guarantees. The existence of a
diffuse, unsophistica A a d passive shareholder popu
lation together with a sophisticated axd concermed set
of creditors provides potential for abuses. S 170 does
not contain provisions which are adequate substitutes for

nmost of jthe investor protections of the 1934 ad 1940
21
Acts.

19/ S5 10.50.155 & 175
20/ S 10.50.160.

21/ For exanple, because of the large shareholder p0|ou-
lation involved ad the large surs of noey which wil

e sought from financial institutions, this_entity nay

have mgjor inpact yoon financial markets. The $C will
probably e quite concermed about the contents of dis-
closures neck to potential shareholders because of the

lack of sophistication of this group of people _

with other investors in corporate securities. Particular
care should ke given to disclosure of the rights of minors
axd inco ents, wo will probably compose a significant
portion of shareholders. Ve propose to represent to the
FC that the notices to Alaska residents, the prospectus

or other offering circulars, ad other explanations of
ACE3C nacke available to the public will contain full disclo-
sure of the risks to shareholders.

) In addition, S 17 has o provision inposing fidu-
ciary duties an officers or directors, other than require-
menis that loans not be nade to officers or directors ad

IFootnote continued on following page]



Our briefing memorandum prepared for the SEC
will suggest that a modified form of 1934 Act regulation
will be adequate to meet these problems during the five
years after the initial distribution and that 1940 Act
regulation would be unnecessarily burdensome. However,
we anticipate that some modifications to S. 170 may be
requested by the SEC during the course of these discus—

sions because of the possibilities for abuse.

Il. FEDERAL TAXATION OF AGSOC AND AGSOC SHAREHOLDERS
Subchapter U permits the creation of GSOCs by
states and generally provides that a GSOC set up in con—

formance with 1ts requirements will/be exempt from fed-
22
eral taxation. 26 U.S.C. S 1392. Taxation of the

income of such corporations occurs at the shareholder

level. S 1393. Shareholders also receive investment

ffootnote continued]

that distributions not be made unless there are adequate
resources 1in the corporation. S 10.50.230. It provides
for no periodic reports but only that shareholders may
receive the most recent financial statements of the cor—
poration upon written request. S 10.50.285.

22/ See generally Joint Committee on Taxation, General
Explanation of the Revenue Act of 1978 (H.R. 135117 $5th
Cong.; P.L. 95-60&)(Joint Committee Print, March 12,
1979, pp. 321-24).
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tax credits which would otherwise accrue to the corpo-—
ration. 8 1393(b). The corporation, rather than 1its
shareholders, utilizes net operating losses which it
may incur, and these may be carried forward for a ten-
year pericd. 8172(b) (1) (H). "he GSOC 1is required by
Subchapter U to distribute 90 percent of its annual
taxable income to shareholders, 23/ (8 1396) , but to
withhold 25 percent of such distributions for the
IRS on behalf of shareholders. 8 3402(r). AGSOC
must file an informational tax return that identifies
all shareholders and the distributions they have re—
ceived. S 6039B.

Subchapter U permits a state to establish
a GSOC between December 31, 1978 and Janua:y 1, 1984
by a charter enacted by the state legislatur*. or a
state-wide referendum. SS 1391(a)(2) and (3). For

the GSOC to qualify for the benefits of the Subchapter,

23/ These distributions must be made by January 31 of
the year following the taxable year 1in question. A

GSOC must maintain a segregated shareholder 1income ac-—
count foi purposes of accounting for such distributions.
S 1394. At certain points, S. 170 refers to "dividends"
rather than distributions. See, e.g., SS 10.50.115(h),
10.50.140(a) and (b), 10.50.350, and 10.50.360; cf.

S 10.50.215. These provisions should be conformed to
the Subchaptcr U language.



its charter must provide for the issuance of only one

class of stock, for the issuance of the stock only to
24/
"eligible individuals,” for the issuance of at least

one share of stock to each "eligible individual™ unless
such individual elects not to receive a share, and for

certain restrictions on the transfer of shares. Id.
25/
S 1391(a)(4). GSOCs may not own more than 20 percent

of another company, (&8 1391(a), 1504), and may not obtain
investment properties through the exercise of the state"s
power of eminent domain. S 1391(a)(h).

S. 170 contains the obligatory provisions
26/
required by Subchapter U and generally appears to

conform to the statutory standards. However, there are
a few respects in which modifications to S. 170 may

facilitate conformance of AGSOC with Subchapter U.

24/ Eligible individuals are defined as individuals who
are residents of the chartering state during a period be—
tween "a date specified in the State"s enabling legisla—
tion . . . and the date of issuance”™ of shares. 81391(c).

25/ Shares may not be transferred for five years except
By reason of death or if the shareholder ceases to reside
in the state. Thereafter they may only be transferred to
individual state residents who may not acquire more than
10 shares. u?* S 1391(a)(4) (D).

26/ See 5 10.50.320(a), which requires AGSOC to set forth
Tn its articles of incorporation Subchapter U®"s limitations
on classes of shares, 1issuance, and restraints on alienation
S. 170 also requires that AGSOC must qualify under Subchapte
U. S 10.50.320(9).
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Taxation of Shareholders
at the Time of Distribution

Section 102 of the Internal Revenue Code
provides that '"gross income does not include the value
of property acquired by gift . . . A gift has been
defined as a voluntary transfer of property by one to
another without any consideration or compensation
therefor. Gray v. Barton, 55 N.Y. 68. The
recipients of the shares are not required to do anything
in order to be entitled to participate 1in AGSOC. They
need only be residents of Alaska which they already are
and will be. It cannot reasonably be argued that the
possibility of becoming a shareholder will induce anyone
to move to, or remain in Alaska. The recipients only
have to be in Alaska to share 1in the disinterested
generosity on the part of the donor. See Commissioner
of Internal Revenue v. Duberstcin, 363 U.S. 278 (1960).

It must be recognized that the IRS may resist
treating the share distribution as a gift. For example,
there 1is precedent for treatim amounts as income where
the recipient has done little or nothing to acquire the
property. See Rev. Rul. 53-61, 1953-1 C.B. 17, holding
treasure trove to be income 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 1in 1income
currency discovered in a used piano bought at auction.

The IRS has also held that payments under the Soil Bank
Act, 7 U.S.C. &1801, for refraining from planting crops
constitute 1income. Rev. Rul. 60-32, 1960 C.B. 23. These
precedents, which involve some minimal taxpayer activity,
or ind iced inactivity, may be distinguishable 1in the mind
of IRS. They do 1indicate, however, that there may be some
reluctance on the part of IRS to exclude amounts from in—
come, Tfor example, where the”e is a transfer of property
outside the normal family situation.

An alternative argument should also be con-—
sidered. The receipt of shares by Alaska residents 1is
comparable to a non-taxable transfer payment by a govern—
ment. Support for the transfer payment analogy is found
in the legislative history of Subchapter U.27/

In gen?ral, the IRS has taken the position
that transfer payments such as social welfare payments
are not non-taxable, although no statutory authority for
Ic to do so exists. United Stater, v. Kaiser, 363 U.S.

299, 30b-14 L App. (1960)(concuriing opinion of Mr.

27/ Sena, or Gravel err * (zed the hope that GSOC
Tncome could ultimate :ome a substitute for welfare.
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Justice Frankfurter); see, e.g., I.T. 3230, 1938-2

C.B. 136 (unemployment benefits); 1.T. 3447, 1941-1
C.B. 191 (social security 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 Nation grants).

Rev. Rul. 76-131, 1976-1 C.B. 16, holding that
benefit payments under the Alaska Longevity Bonus Act
are taxable appears readily distinguishable. Those
payments are available to all Alaskans "to provide an
incentive to continue uninterrupted residence jn the
State and under no circumstances 1iIs to be considered
a form . .. of public relief.” The payments by Alaska
under this Act must have been sufficient 1in amount to
provide a realistic inducement for persons to remain
in the State and are comparable to the Soil Bank Act
payments in Rev. Rul. 60-92, supra.

It will, of course, be helpful to a favorable
determination by IRS that the value of these shares of
AGSOC will be readily perceived to be negligible, or
possibly zero. The cost basis for gain on a future sale
of the shares by the donee shareholder will be the same
an the cost to the donor, 1i.e., negligible or possibly

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



- 20 -

recognize the administrative convenience of not taxing
the initial distribution but instead deferring the tax
until eventual sale when the entire proceeds will be
subject to tax.

Finally, 1in the event that IRS is unwilling
to rule favorably on the tax treatment of the initial
stock distribu ion, consideration may be given to ob—
taining the opinion of two reputable appraisers, if it
can reasonably be anticipated that a conclusion of zero
value will be reached. In view of the apparent negli—
gible revenue loss involved, 1if any, it would be highly
unlikely that such appraisal would not be accepted as
conclusive of the issue.

Tax Consequences After the
Initial Distribution of Shares

Under federal Ilaw, AGSOC will become eligible
for Subchapter U treatment once it qualifies and so
elects. 26 U.S.C. 1392(a). It may revoke 1its election
for a year or more with the consent of the Secretary of
the Treasury. Id. S 1392(f). S. 170 provides that
AGSOC shall be tormed in conformance with Subchapter U,
(S 10.50.010), and that 1its Articles of Incorporation
shall set out that it "must qualify” as a GSOC under

Subchapter U. S 10.50.320(9). The Articles may be
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amended in conformance with Section 10.50.365 et seq.
but only if as amended the Articles '"contain provisions
which would be lawfully contained 1in original articles
of incorporation at the time the amendment is made."
While the matter 1is not free from doubt, we
believe the state legislation 1is thus more restrictive
than Subchapter U,28/ and requires AGSOC to maintain its
election as a Subchapter U entity. We believe it would
be preferable to permit a maximum flexibility by allow—
ing the Articles to be amended to drop Subchapter U
status under the usual procedure whereby the Board of
Directors (or 1000 shareholders) proposes an amendment
subject to shareholder approval. S 10.50.375. To accom—
plish this end, we believe S 10.50.320(9) should be
modifiedzg/ and that the possibility of such a change

should be added to the list in S 10.50.370.

28/ AGSOC may also lose its Subchapter U status under
Tederal 1law by "ceasing to be™ a GSOC, 26 U.S.C. S 1392(f),
but it would appear that this can only occur by such affirm—
ative actions as passing amendments which do not conform to
S 1391(a)(4), acquiring assets through exercise of the power
of eminent domain, or becoming a member of an affiliated
group (i.e., obtaining a greater than 20% investment 1in
another group).

29/ The phrase "unless any election to so qualify is termi—
nated under section 1392(f) of such Subchapter™ would be
added to the section.



Tax consequences to individuals holding AGSOC

shares are set forth in Subchapter U, and nothing 1in

S. 170 raises questions 1in this regard. The Internal
Revenue Code provides that the IRS may by rule provide
for a certification procedure by which AGSOC ctuld be
exempt, as to non-taxpayers, from the requirement of
section 3402 (r) that the GSOC reserve 25 percent of
distributions as withheld taxes on behalf of share—
holders as if it were their employer. 26 U.S.C.

3402 (r). We propose to explore the feasibility of
establishing such a procedure with the IRS. Whiie

such a procedure 1is desirable from a social welfare
perspective (permitting these individuals to receive
full distribution value as soon as possible and remov—
ing the burden of filing a federal tax return), a
technique will have to be established to minimize
administrative burdens upon AGSOC which would have to
determine and keep a record of which of its anticipated

400,000 shareholders were taxpayers 1in any given year.



Summary of Points
To Be Discussed with the |IRS

We propose to present a brief memorandum
describing AGSOC and S. 170 to officials of the IRS.

The focal point of our discussions will be
the tax consequences of the initial distribution of
shares. We propose torequest a revenue ruling onthis
point on behalf of thecitizen shareholdersof the State
of Alaska. Consideration should also be given to dis—
cussing the following matters with IRS:

(¢)) Confirmation of our understanding of how
Subchapter U will work, 1including

(a) AGSOC obligations to the IRS;

(b) AGSOC shareholder obligations
to the |IRS;

(c) The general type of reports IRS
will desire from GSOCs and the
types of regulations contemplated
to be issued for GSOCs.

(2) Confirmation that AGSOC as proposed 1in
S. 170 will be viewed 1in conformance
with Subchapter U, including

(a) That S. 170 1is a sufficiently
detailed "charter™ within the
meaning of 26 U.S.C. s 1391(a);30/

(b) That the definition of "eligible
individuals"™ conforms to Subchaptcr

U requirements;

30/ It could be argued that such a charter must contain
details of AGSOC governance as currently planned for tho
Articies of Incorporation.



- 24 -

(c) That charging consideration for
shares will not defeat Subchapter
U status;

(d That S. 170 provisions requiring
eligible individuals to apply for
shares are compatible with Sub—
chapter U status;31/

(e) That secondary issuances of shares
will not be considered different
classes of stocks in conflict with
26 U.S.C. S 1391(a)(4)(A).

111, CONST bkl QAL ISSUES

For purposes of determining who is an "eligible
individual, the drafters of S. 170 would begin the manda-—
tory period of state residency on the effective date of
the enabling legislation. S 10.50.320(6) .- Persons who
are entitled to receive shares thus must remain residents

of Alaska for the entire period from the effective date
32/

of S. 170 until the date of issuance of shares. As now
defined, the class of eligible individuals 1is permanently

fixed and any later 1issuances of shares by AGSOC apparently

31/ The federal Ilegislation states that the GSOC shall
provide for the "issuance of at least one share to each
eligible individual,”™ 26 U.S.C. S 1301(r)@) (© . S. 170
makes clear that receipt of a share 1is dependent upon
application by residents 1in response to state-wide noti—
fication procedures. S 10.50.345-360. We will attempt
to clarify that the IRS does not deem GSOCs ab under a
duty to seek out and issue shares to all eligible indi—
viduals. Such a view could be fatal to AGSOC"s tax-free
status.

32/ These individuals are referred to herein as "charter
residonts."
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may only be made to charter residents. We again call to
your attention our reasons for questioning this approach,
although it appears acceptable under Subchapter U.

First, this restriction of eligible individuals
to members of a closed class of persons resident within
the state at a fixed point in time may pose significant
constitutional problems. See Wilmer, Cutler & Pickering,
Memorandum for the Commissioner of Revenue, State of
Alaska: Federal Constitutional 1Issues Presented by
Mlaskass GS0C (December 15, 1978). 5. 170 exaggerates
some of the problems we have previously raised because it
also provides that within five years of issuance, shares
must be sold back to the corporation if charter residents
leave the state or die leaving their shares to nonresidents.
This means that the pool of AGSOC shareholders will 1include
only those charter residents who stay within the state for
five years (and the small group who move into the state
within this period and inherit shares from a charter resi—
dent). After five years, right to AGSOC shares seemingly

vests in charter residents and their heirs may retain

33/ (Hereinafter "Constitutional Memorandum™). As we
Indicated there, such limited eligibility for a govern—
ment benefit must at least be based upon significant
state interests as recited in legislative findings.
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ACR3C shares even if they do not reside in Alaska.
Establishing a fixed class which excludes Alaska citizens
wn are bom in or noe to Alaska after S 170's effective
date from ACR3C share issuances nay then appear particu-
larly inequitable in view of the fact that these non-
Alaskan heirs will hold shares ad receive AG3C income.
Ben if later arriving residents nay acquire shares from
charter residents after the five-year period, there can
ke o assurance that a market in such shares will exist.
The possible constitutional problens are
exacerbated by the fact the residency period to qualify
as a charter resident could ke lengthy, as AGOC must ke
organized becore sufficiently operational to issue
Shares.11 The longer the eligibility period the noe
difficult it will bo to verify conpliance with residency
requirements. A long residency period will also reduce

34/ Incorporators mut be selected, ad an initial slate
of directors chosen. The latter are subject to disapproval
within 15 of their nominations which could cause delay.
S 10 S4(b). Tre directors must prepa ¢ articles of in-
corporation ad bylans, ad there is at least a 60-90 day
period after ft have been drafted ad filed during which
the legislature the authority to disapprove any of
their provisions. S 10.50.335. Activities before share
issuance but after finalization of the articles ad bylans,
including preparation of offering material axd procedures
for share distribution, will also take considerable time,
(Footnote continued on following page)



the pool of eligible individuals ad increase the rnuner
of Alaska citizens W will be resident within the state
on the date of issuance or before distribution but ineli-
gible to receive AE3C shares. The latter will increase
the potential for challenges to the constitutionality
of ACS3C ad nay undercut the political acceptability
of ACRIC as well.

A possible solution to these problens would e
to revise S 1/ to provide that the eligibility period

will commee on a fixed date prior to the date of share
35/
Issuance — e.g., three to six nonths before issue. This

approach has the advantage that if there is an issuance
of shares subsequent to the initial distribution, later
arriving residents could ke included as long as they hed

IfFootnote continued]

for exanple, section 10.50.345 provides for notice to
allow for application for shares of at least 9 day3
before the date of issuance. Litigation by goponenrs
of sore aspect of the program could cause indefinite
delay. It appears extremely likely that the total
period involved nay exceed six nonths ad could create
constitutional problens uder both the federal ad State
of Alaska constitutions. As we have mentioned previously,
Alaska courts have taken a particularly strong stance
against durational residency requirements. Constitu-
tional Mmoadumat 1, n.l, 34, n.38.

39 The pivotal "date of issuance of shares" of S 10
SS 10.50. ad 3?5 nay no{tidl_cn effectual, since H}\g bill
appears to contenmplate sporadic issue. Perhaps, _
standard "the date of m?t?al 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 1issuance. This approach would, of course,
exclude charter residents who leave the state prior to

any secondary issuance.

U) tCw/Ly
WILMER, CUTLER & PICKERING
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Mr. Dale E. Staley

Legislative Budget and
Audit Committee

Alaska Legislature

Pouch V

Juneau, Alaska 99811

Re: Exemption of the Alaska General Stock Ownership
CorDoration from the Investment Comoanv Act of
TsaT.

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 iIn 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 1is 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 1if th
Alaska legislation 1s amended along these lines. When and
iIf we receive infor...al assurances, we will suggest that
you proceed with the revisions.



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 1is or 1is 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



Wilmer & Pickering
1666 K STREET, N. W.

WASHINGTON, 0.C. 20000

January 22, 1980

MEMORANDUM FOR THE ALASKA
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Re: Exemption of the Alaska General Stock Ownership
Corporation from the Investment Company Act of
1945.

We have submitted to the staff of the Securities
and Exchange Commission ("SEC") our memorandum of December 5,
1979 , and discussed the submit”on 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 i1f the Division of Investment Management
(the section of the SEC which regulates registered invest—
ment companies) will recommend crmting 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 1is 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,” broadly

defined. Und> r section 17(a) 1t is unlawful for an
*/ The term 1is defined in section 2(a) (j) of the
ICA:

"*Affiliated person® of another person means

"(«"./ any person directly or 1indirectly 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]



"affiliated” person to sell or buy property or most secu—

rities to or from the investment company or to enter into

Vv
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 iIs 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 11t unlawful for an "affil—
Tated”” person:

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

"(A) securities of which the
buyer 1is the issuer,

"(B) securities of which the
seller 1is 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 i i
(Footnote continued on following page)



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),
(B) and (7)) permits the AGSOC to buy and sell property and
securities; the ICA, 1f applicable, would prohibit 1t from
encaging 1In such a transaction with, for example, a person
who 1s a director of the GSOC tor with a company on whose
board their director also sits). The ICA might also pro—
hibit the AGSOC from becoming a joint venturer with such a
company, as contemplated in &ct & 10.50.015(17), 1in certain

11/
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 1is controlled by the lender) . . . ."

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

**/ Section 17(d) makes i1t "unlawful for any affiliated
person of . .. a registered 1investment 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, 1S 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.”



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 1s 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. IT 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 1indicated 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



choice. Although we realize that the provision was based
on the American Bar Foundation®s Model Business Corporation
Act, 1t goes further than the ICA. We suggest strongly

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

c) Miscellaneous
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 nay
represent to tv» staff that they will be implemented if

our exemption request 1is granted.

(i) Stock Options
The AGSOC 1s given the power to establish
pension plans and other 1incentive plans for 1its 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 company from granting stock options to 1its
employees. We recommend that stock options be specifically
excepted from Act f 10.50.015(15). Tne new section would
read:
"(15) pay pensions and establish pension
plans, pension trusts, profit-sharing plans,
and other 1incentive plans for 1its directors,
officers and employees, except that such pen—

sions or plans shall not include the 1issuance
of stock options;"



(i1) 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 1issue shares without
consideration or for consideration 1if
that consideration 1is less than .the
current net asset value of such shares
shall be made by the vote of a majority
of the shareholders.™
(111) Payment Other Than Cash
The staff has also noted that Act 8 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



first sentence of Act 810.50.085 would be amended to read:

"Consideration for the issuance of
shares 1f requi. »d shall be paid in

cash."

(iv) Interested Directors

Section 10(a) of the ICA provides that no
Iinvestment company may have more than 60 percent of its
Board of Directors be "interested persons”™. The ICA"s
definition of "interested" Dersons 1includes all affiliated
persons and many others. There 1is currently no similar
restriction on who may serve on the Board of Directors of
the AGSOC. In lieu of 1incorporating 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 1ts directors or any other corpora—
tion, firm, association or entity 1in
which one or more of its directors are

*/ " nterested person™, as defined 1in section 2(a) (19)
of the ICV includes (unless exempted by Commission order)
members or the i1mmediate 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.



