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[Fwd: HB 489, Animal Cruelty]

Thank you for your consideration.

Sincerely,
Sally Clampitt 
President
Alaska Equine Rescue 
P.O. Box 113265 
Anchorage, AK 99511 
1-888-LUV-HORS (588-4677)

PLEASE SUPPORT HB 489.
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[Fwd: animal cruelty bill]

Sub je c t: [F w d : an im a l c ru e lty b i l l ]
D a te : Thu, 21 M ar 2002 14:37:29 -0900
F rom : Representative Norman Rokeberg <Represenlative_Norman_Rokeberg@legis.state.ak.us> 

O rg a n iz a tio n : Alaska State Legislature
T o : Heather_Nobrega@legis.state.ak.us

1   "      ——-------- “ "--—
Sub jec t: a n im a l c ru e lty b il l

Da te : Thu, 21 M ar 2002 11:55:35 0900 
F rom : "Gregg & Dale Knutsen" <lkmoon@alaska.net>

T o : <Representative_Norman_Rokeberg@Icgis.state.ak.us>

D e a r  R e p r e s e n t a t i v e  R o k e b e r g ,

P l e a s e  s u p p o r t  t h e  A l a s k a  a n i m a l  c r u e l t y  b i l l .  V i o l e n c e  a g a i n s t  a n i m a l s  i s  

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

T h a n k  y o u  f o r  y o u r  t i m e .

R e g a r d s ,

D a l e  K n u t s e n  

P . O .  B o x  1 4 0 4  

V a l d e z ,  A K  9 9 6 8 6

3/21/2002 2:37 PM
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[Fwd: Animal Cruelty]

Subject: [Fwd: Animal Cruelty]
Date: Fri, 22 Mar 2002 08:32:37 -0900

From: Representative Norman Rokeberg <Representative_Norman_Rokeberg@lcgis.state.ak.us> 
Organization: Alaska State Legislature

To: Heather_rTobrega@legis.state.ak.us

Subject: Animal Cruelty
Date: Fri, 22 Mar 2002 02:34:20 +0000 

From: "Elena LaPella" <perke@hotmail.com>
To: Representative_Nonnan_Rokeberg@legis.state.ak.us

Dear Sir;
I am writing to ask your support in passing the Alaska animal cruelty bill. A society is often judged by how 
it treats those who cannot speak for themselves. Animals deserve to be protected against violence and 
neglect. Thank you for your lime.

Sincerely,
Elena LaPella 
P.O. Box 1601 
Valdez, AK 99686

Get your FREE download of MSN Explorer at http://explorer.msn.com.

3/22/2002 9:37 AM
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[Fwd: MB 489]

Subject: [Fwd: HB 489]
Date: Thu, 21 Mar 2002 14:37:05 -0900

From: Representative Norman Rokeberg <Representative_Norman_Rokebevg@legis.state.ak.us> 
Organization: Alaska State Legislature

To: Heather_Nobrega@legis.state.ak.us

Subject: HB 489
Date: Thu, 21 Mar 2002 22:46:45 

From: "Antonia Kwalick" <windspirit44@hotmail.com>
To: Representative_Jeannette_James@legis.state.ak.us, 

Representative_Albert_Kookesh@legis.state.ak.us,
Representative_Pete_Kott@legis.state.ak.us, Representative_Ken_Lancaster@Iegis.state.ak.us, 
Representative_Kevin_Meyer@legis.state.ak.us, 
Representative_Norman_Rokeberg@legis.state.ak.us, 
Representative_Ethan_Berkowitz@legis.state.ak.us,
Representative_John_Coghill@legis.state.ak.us, Representative_Eric_Croft@legis.state.ak.us. 
Representative_Richard_Foster@legis.state.ak.us, 
Senator_Georgianna_Lincoln@legis.state.ak.us 

CC: grunt@alaska.net

T o  A l l  A b o v e  W i t h  M Y  C o n c e r n ,

I  a m  w r i t i n g  t o  l e t  y o u  a l l  k n o w  t h a t  I  f u l l y  s u p p o r t  H B  4 8 9  t o  m a k e  a n i m a l  

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

t h e  V a l d e z  A n i m a l  S h e l t e r  f o r  5 y e a r s  a n d  f e e l  v e r y  s t r o n g l y  a b o u t  t h e  l i n k  

b e t w e e n  a n i m a l  a b u s e  a n d  c h i l d / s p o u s a l  a b u s e .  I  u n d e r s t a n d  H B  4 8 9  h a s  b e e n  

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

g e t  c r i m i n a l  b e h a v i o r  o f f  t h e  s t r e e t  w i t h  m o r e  t h a n  a  $ 5 0 . 0 0  f i n e  a n d  1 0  

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

l e t ' s  m o v e  f o r w a r d  t o  g e t  t h i s  B i l l  p a s s e d  a n d  w e  c a n  a l w a y s  " a m e n d "  l a t e r .

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

( b r a g g e d  a b o u t )  h i s  r e p e a t e d  a b u s e  o f  h i s  d  / .  W e c o u l d  j u s t  n e v e r  d o  

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

m o l e s t a t i o n  o f  a  7 - y e a r  o l d  g i r l .  M a y b e  t h i s  l i t t l e  g i r l  c o u l d  h a v e  b e e n  

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

T h e  l a w s  h a v e  t o  b e  t o u g h e r .  T h e  l a c k  o f  c o n c e r n  b y  t h e  G e n e r a l  P u b l i c  

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

g r o w i n g  w i l d .  W e n e e d  t o  s t a r t  s o m e w h e r e  a n d  NOW i s  t h e  t i m e !

I  a m  a s k i n g  y o u  a l l  t o  S U P P O R T  t h i s  b i l l  a n d  M a k e  A n i m a l  A b u s e  A  F e l o n y .

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

V e r y  S i n c e r e l y ,

A n t o n i a  K w a l i c k  

PO B o x  3 5 0 3  

V a l d e z  A l a s k a  9 9 6 8 6  

D a y  ( 9 0 7 )  8 3 5 - 2 9 8 4  

E v e n i n g  ( 9 0 7 )  8 3 5 - 3 8 1 5

G e t  y o u r  F R E E  d o w n l o a d  o f  M SN E x p l o r e r  a t  h t t p : / / e x p l o r e r . m s n . c o m / i n t l . a s p .
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^Linking Animal Cruelty to Human Violence http.7Avww.cfhs.ca/Programs/HumancEducation/ViolenceLink/ccbaekgrounder4.litm

C rim in a l C ode B a c k g ro u n d e rs

Cruelty Vignettes
Enforcement of Cruelty to Animals Section of the Criminal Code 
Enforcement Statistics
Linking Animal Cruelty and Violence to Humans 
Serial Killers. School Shootings and Youth Crimes 
Reform of the Criminal Code. Cruelty to Animals Sections

Linking Animal Cruelty to Human Violence

FBI and Scotland Yard recognize that violence towards animals is one of five key indicators of a person who will 
commit violent acts against people. A past history of violence is a predictor of future aggression.
U.S. states have felony offences for animal cruelty, with prison sentences up to 10 years.
U.S. public opinion polls show that 81% of the surveyed respondents supported strengthening animal cruelty laws. 
71% were in favour of upgrading cruelty offences from misdemeanors to felonies. 87% said cruelty to animals 
offences should protect wild animals as well as pe's. 89% said social agencies, educators, law enforcers and animal 
welfare organizations should share information about animal abusers as a means of reducing child abuse.
Animal abusers often suffer from low self-esteem, a history of family abuse, frustration and an inability to manage 
anger. Childhood cruelty may provide a child with a sense of power and mastery over animals. Typical factors are 
revenge, retaliation, intimidation, deviant arousal or peer pressure.
In one American study, 118 out of 135 criminals, including robbers and rapists, admitted that when they were 
children, they had burned, hanged and stabbed domestic animals.
78% of 63 people charged with animal cruelty had also been charged with violence or threats of violence against 
people (Jim Mclsaac, Winnipeg Police Services).
152 criminal subjects reported 373 acts involving undue harm to animals. 60% reported at least one or more acts of 
childhood cruelty toward animals. 41 % reported 1 - 2 cruelties, 11 % admitted 3 - 4 cruel acts towards animals and 8% indicated 5 or more animal cruelties during childhood. 25% of aggressive criminals reported 5 or more childhood 
cruelties compared to less than 6% of moderate and nonaggressive criminals. 3/4 of all aggressive criminal subjects 
reported excessive and repeated child abuse. (Kellert and Felthous "Childhood Cruelty Toward Animals Among 
Criminals and Non-Criminals", Human Relations Volume 38, No. 12, PP. 1113 -1129).
61% of 39 women who had been abused by their partners and were living in women's shelters in Hamilton and 
Owen Sound said their pets had either been abused or killed by their partners. 48% said concern for the safety of 
their pets prevented them from leaving their abusive home sooner.
Three surveys of women's shelters in Wisconsin and Utah showed an average of 74% of women with pets reported 
that their animals had been threatened, injured or killed by their abuser.
83% of families in Britain with a history of animal abuse were identified by social service agencies as at risk for child 
abuse or neglect (Royal SPCA, Britain, 1981).
58% of sexual homicide perpetrators who were sexually abused as children recounted childhood animal cruelty (Dr. 
Patricia Schene "One By One Is Not the Only Way" Advocate Fall/Winter 1993).
See Cruelty to Animals and Interpersonal Violence (Readings in Research) edited by Dr. Randall Lockwood and 
Frank R. Ascione, Purdue University Press (800) 933 - 9637 (ISBN 1-55753-106-4) ($24.95 U.S.) and Child Abuse. 
Domestic Violence and Animal Abuse: Linking the Circles of Compassion for Prevention and Intervention by Frank 
Ascione and Phil Arkow Purdue University Press ('odN 1-55753-143-9) ($24.95 U.S.)
More information
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.THE TANGLED WEB OF ANIMAL ABUSE http://\vww.apnm.org/animaIstaiion/cniclty_bill/Tangled_\vcb.hirr

T H E  T A N G L E D  W E B  O F  A N I M A L  A B U S E :

T h e  L i n k s  b e t w e e n  C r u e l t y  t o  A n i m a l s  a n d  H u m a n  V i o l e n c e

Addendum to The Humane Society of the United States News article, Summer, 19869 by Dr. Randall 
Lockwood and Guy R. Hodge

"One of the most dangerous things that can happen to a child is to kill or torture an animal and get away 
with it.' Anthropologist Margaret Mead

• JE F F R E Y  L. D A H M ER: Serial Killer, Sexual Deviant

Dahmer confessed to killing, dismembering and, in some cases, cannibalizing, 17 men and boys. As 
a child, Dahmer impaled frogs, decapitated dogs, and staked cats to trees in his backyard. Dahmer 
was convicted to death but before the sentence was carried out he was killed by another inmate in 
1994.

• TED  BUNDY: Serial Killer, Rapist

Bundy killed numerous females who looked liked a woman for which he had a passion. In the 1970's 
he brought fear to college campuses in many states after killing 3 women in the Chi Omega sorority 
house at Florida State University. He was ultimately convicted o f two killings, but is suspected of 
murdering over 40 females, primarily in the northwest. During his childhood he witnessed his 
father's brutality toward animals and he himself tortured animals. Bundy was executed in Florida.

° R ICH A R D  A LLEN  DAVIS: Accused killer and rapist of 12 year old Polly Klaas

Davis has been charged with the kidnapping of Polly Klass, 12, from her own home, raping and 
strangling her. As a 14-year-old he set cats on fire and used dogs as target to practice knife-throwing. 
In 1993 he was charged with the shooting death of Marlene Voris 20 years ago. "When he was little 
it was animals. When he got bigger it was people.' said Zak Backet a neighbor.

• M IC H A E L W AYNE E C H O L S (18), JE S S IE  LLOY D  M ISSK E L L E Y  JR . (17),
C H A RLES JA SO N  BA LD W IN  (16): Killed three 8 year-old-boys

These three teenage boys were arrested in 1993 for the brutal murder of three 8-year old boys in 
West Memphis. The three young boys were lured into the woods, beaten into unconsciousness, one 
was sexually mutilated, another raped, and all three killed. For some time prior to the killing, the 
three teenagers were involved in satanic-type rituals. During an initiation ceremony they killed dogs, 
skinned them, and ate their flesh. Echols was also carrying a head of a cat with him.

• EA RL K EN N ET H  SH R IN ER : Sexual Predator, Killer, and Rapist

Shriner used threats to lure a 7-year-old boy into a wooded area in Washington state where he raped 
him, cut off his- penis, choked him, stabbed him in the back and neck, and left him for dead. At the 
age of 16, he confessed to ‘he killing o f a teen-age girl. Police say he *was a man who put 
firecrackers in the anuse , of dogs and strung up cats." He was committed to a state mental hospital 
after several incidents, including the slaughter of nearly two dozen chickens.
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THE TANGLED WEB OF ANIMAL ABUSE http://www.apnm.org/animalstation/cruelty_bill/Tangled_web.htm

• E R IC  SM IT H : Adolescent Killer of 4-year-old boy

When Eric Smith was 13 years old, he bludgeoned 4-year-old Derrick Robic to death and was 
charged with murder. Four years prior to the killing of Derrick, Smith killed the neighbor's cat with a 
gardenhose. There are no specific reasons why he killed the little boy or the cat.

• TH OM A S L E E  D ILLIO N : Murderer and Suspected Serial killer

Dillion is said to be a serial killer. Dillion admitted to the shooting of Gary Bradly in 1992, while 
both were hunting. Dillion, an ardent hunter who also boasted of killing more than 1000 animals in 
illegal drive shootings, is serving a life sentence in Ohio on five murder convictions.

M IC H A E L C A R TIER : Stalker and Murderer

In 1992, Cartier stalked and killed Kristen Lardner is Boston, Massachusetts and then killed himself. 
Ina prior relationship, Cartier held his girlfriend's kitten under a hot shower and then shaved all its 
hair off. Later he hurled it through a fourth floor window to its death.

Cruelty to animals should be a felony offense. Both animals and people benefit 
when abusers are brought into the criminal justice system for sentencing or 
treatment. Fifteen states have already enacted felony cruelty laws.
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F i r s t  S t r i k e  A n i m a l  C r u e l t y /  H u m a n  V i o l e n c e

.First Strike Animal Cruelty/ Human Violence http://www.petznjam.eom/msgboard/messages/l6.html

f Follow Ups 1 F Post Followup 1 f Petzniam Pet Forum 1 [F A Q ]
i---------------------------------------------------------------------------------------------------

Posted by Shelter Hous^ on August 04, 1998 at 15:53:15:

Is harming an animal a warning sign of other possible 
acts of violence? Absolutely!
Animal cruelty can be one of the earliest and most 
dramatic indicators that an individual is developing a 
pattern of seeking power and control by inflicting 
suffering on others.
Studies in psychology, sociology, and criminology 
clearly show that violent offenders frequently have 
childhood and adolescent histories of serious and 
repeated animal cruelty. The FBI has used this 
correlation for years in profiling serial killers.
Recent research also shows that animal cruelty often 
occurs in tandem with family violence, child abuse, 
spouse abuse, and elder abuse.
Pets are part of the family in many American 
households. In homes where domestic violence occurs, 
pets are often threatened or injured by abusers.
IN SEVERAL RECENT SURVEYS OF WOMEN ENTERING SHELTERS 
FOR PROTECTION FROM DOMESTIC VIOLENCE, NEARLY HALF 
REPORTED THAT A PET HAD ALSO BEEN THREATENED, INJURED 
OR KILLED BY THEIR ABUSER. Many victims of domestic 
violence delay leaving their homes because they fear 
that their pet might be hurt when they leave.
SHELTER HOUSE DOES NOT W ANT THIS TO BE A DETERRENT TO 
A VICTIM WHO IS CONSIDERING COMING TO A SHELTER AND 
WANTS THE COMMUNITY TO KNOW THAT IT HAS AN AGREEMENT 
WITH A LOCAL KENNEL, WHICH WILL HOUSE AN ANIMAL DURING 
THE LENGTH OF THE VICTIM'S STAY AT SHELTER HOUSE.
Shelter House has also joined in the First Srike 
Campaign, which is a new animal and humar: protection 
program developed by the Humane Society of the United 
States (HSUS). Leading the program locally are Cathy 
Holmes and Maureen Simmons, both from the Family 
Advocacy Office at Hurlburt Field in Florida. They want people 
to recognize the connection between animal cruelty and 
human violence, and get involved.
Shelter House recently participated in an inter­
agency training program put together by Holmes a;:d 
Simmons. The training session included presentation 
from Shelter Hose, the Panhandle Animal Welfare 
Society (PAWS), the Family Advocacy Office and the
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Florida Department of Children and Families- each 
pointing out the connection between animal cruelty 
and human violence.
As a result of the campaign, Shelter House has added 
to it client intake forms, a question about animal 
cruelty within the household, and animal control 
officers now distribute Shelter House information 
cards to homes where animal cruelty has been reported. 
Holmes and Simmons are hoping to gain cooperation 
between civilian and military organizations so that 
all acts of violence are recognized and dealt with 
promptly and appropriately. They are hoping to 
protect victims of violence, prosecute and punish 
those who commit violent acts and prevent future 
violence hrough early identificaton of people with 
violent tendencies.
The First Strike Campaign was developed by the 
Humane Society of the United States. If you want 
more information about the program, call Cathy Holmes 
or Maureen Simmons at the Hurlburt Family Advocacy 
Office, or call the HSUS toll free 1-888-213-0956.
The HSUS website is at www.hsus.org
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I s  h a r m in g  an  a n i m a l  a w a r n i n g  s i g n  o f  o t h e r  P E  
a c t s  o f  v i o l e n c e ?  A b s o l u t e l y !  [

A n im a l  c r u e l t y  c a n  b e  o n e  o f  t h e  e a r l i e s t  a n d  
d r a m a t i c  i n d i c a t o r s  t h a t  a n  i n d i v i d u a l  i s  d e v e l o  
p a t t e r n  o f  s e e k i n g  p ow er  a n d  c o n t r o l  b y  i n f l i c t i  
s u f f e r i n g  o n  o t h e r s .
S t u d i e s  i n  p s y c h o l o g y ,  s o c i o l o g y ,  a n d  c r i m i n o l c g  
c l e a r l y  sh o w  t h a t  v i o l e n t  o f f e n d e r s  f r e q u e n t l y  h 
c h i l d h o o d  a n d  a d o l e s c e n t  h i s t o r i e s  o f  s e r i o u s  an  
r e p e a t e d  a n i m a l  c r u e l t y .  The FBI h a s  u s e d  t h i s  
c o r r e l a t i o n  f o r  y e a r s  i n  p r o f i l i n g  s e r i a l  k i l l e d S
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T w o  M o r e  S t a t e s  P a s s  

F e lo n y  A n i m a l  

C r u e lt y  B i l l s

The numbers are adding up, With the addition of Maine 

and Minnesota, there are now 34 states - plus the District 

of Columbia - that have passed felony animal cruelty laws.

This is an amazing effort that is rippling across the 

counuy, thanks to ihe persistent and dedicated work of so 

many individuals involved in animal protection.

These successes don't come easily, and certainly not 

without a lot of time invested. For the past five years, 

Minnesota animal protection advocates 

have worked to strengthen animal 

cruelty statutes - finally succeeding in 

2001. Minnesota’s new law covers 

companion animals, including dogs, 

cats, horses, and ferrets. Penalties are 

based on the harm done to the animal, 

and increase as the harm to the animal 

escalates.

For intentional acts of torture or 

cruelty to a companion animal, the 

penalties elevate from a misdemeanor 

(90 days in jail, a $1,000 fine, or

both) to a gross misdemeanor tone year id jau, *

$3,000 fine, or both) to a felony (two years in jail, a 

$5,000 fine, or both). An additional provision increases 

the penalties for a person who causes great bodily harm 

or death to a companion anim al in an effort to threaten, 
intimidate, or terrorize a person. This offense carries a 

penalty of four years in jail, a $10,000 fine, or both. 

Currently, the state with the record for maximum 

confinement (10 years in prison) goes to Louisiana.

Arizona has the maximum fine, $150,000, and Oregon is 

a close second with a $100,000 penalty.

Another benefit of Minnesota’s new law is the added 

provision for psychological or other counseling for people 

who abuse animals. Minnesota is one of 15 states that 

permits the offender :o undergo psychological counseling or 

anger management classes for animal cruelty - “Something 

that we are strongly encouraging as part of all new bills,” 

says Ann Sparks, vice president of AHA's public policy.

In Maine, the new felony cruelty law went into effect on 

September 21, 2001. Maine’s law now expands the 

definition of animal cruelty by establishing the category of 

aggravated animal cruelty, and increases the penalties for 

civil and criminal convictions. The penalty for repeal 

offenders and for those convicted under the new category 

of aggravated animal cruelty is increased to a felony.

Juveniles adjudicated under the new law must receive 

psychological counseling.

If your state needs help passing feleony animal cruelty i 

laws, e-mail our Washington, D.C., office at 

dc@americanhumane.org.

« 
i 
i

S t a t e s  W i t h  F e l o n y  A n i m a l  C r u e l t y  P r o v i s i o n s

Alabama Indiana Montana Rhode bland

Arizona • Louisiana North Carolina South Carolina

California Maine New Hampshire Texas

Connection Maryland New Mexico Virginia

Delaware v Massachusetts Nevada Vermont

Florida Maine New York Wisconsin

Georgia Michigan Oklahoma Washington

Iowa Minnesota Oregon District of Columbia

Illinois Missouri Pennsylvania

(Bold indicates laws passed in the last two yens.)
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ofien associated 
with domestic 

violence.

Cruelty to 
animals can be 
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potentialfor 
violence.

At least 27states 
make cruelty to 
animals a felony 
under certain 
circumstances.
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V i o l e n c e  a t  H o m e :  P e o p l e  a n d  P e t s
By Rita Thaemert

Studies over the  last rvvo decades show  th a t anim al cruelty  is often associated w ith dom estic  
violence. In ten tional cruelty or killing o f  pets by ch ild ren  or adults is recognized m ore and  
m ore as a significant ind icato r o f  violence at hem e. In  one study, just over h a lf o f  the w om en 
in a fam ily shelter reported  tha t pets had  been harm ed  o r killed by the abusers. A bou t 25 
percen t o f  them  said the ir concern  for pets delayed the ir going to the shelter. C hildren  also 
w itnessed cruelty to the ir pets in ab o u t rw o-th irds o f  the  cases. T h irteen  percent o f  the 
ch ild ren  reported  th a t they them selves h ad  tried  to  h u r t pets.

In m ost A m erican hom es, pets are treated like fam ily m em bers. I f  they are pare o f  a v io lent 
family, however, they also becom e targets. T hreats against a pet are also used by abusers as a 
con tro l m echanism  to  silence or pun ish  the victim s. Frequently, pets are a vital source o f  
su p p o rt for bo th  ch ild ren  and adu lt victim s o f  violence. However, ch ildren  may also becom e 
anim al abusers, im ita ting  the behavior they have experienced, and m aking  the pet a v ictim .

C ruelty  animals can be one o f  the  earliest and m ost significant signs o f  a persons po ten tia l 
to con tro l others th rough  violence. Psychologists, sociologists and  crim inologists agree th a t 
an im al abuse involves m ore than an abuser’s personality  flaw. It indicates a seriously d is tu rbed  
fam ily environm ent. In terven tion  in the beg inn ing  stages, w hile children  are young, is vital.

State Actions
All states have an ticruelty  laws, b u t m ost generally trea t anim als as property. A t least 27  
states, however, m ake cruelty to anim als a felony u n d er certain  circum stances. T h e  o th e r 23 
states have m isdem eanor penalties for secondary  form s o f  abuse. A recent Nevada law “requires 
the  juvenile court to order counseling or o th e r psychological trea tm en t for a child w ho co m ­
m its an offense involving cruelty to  an an im al.” N evada law also directs the court to o rder 
paren ts or guardians to  pay for counseling  o r psychological treatm ent. A t least 13 o ther 
states— C alifornia, C o lo rado , Illinois, M ary land , M aine, M ich igan , M innesota, N ew  M exico, 
O reg o n , V irginia, V erm ont, W ash ing ton  and  W est V irg in ia— allow courts to order psychiatric  
counseling  o r anger m anagem ent.

C alifornia’s anim al cruelty  law requires tha t “the c o u rt shall order the defendan t to pay for, and  
successfully com plete, counseling , as d e te rm in ed  by the  court, designed to evaluate an d  treat 
behavior o r conduct disorders.” In  som e instances, an im al cruelty agencies also pro tect 
ch ild ren . A  D istric t o f  C o lum bia law authorizes the W ashington H um ane  Society to inc lude 
in its operations the protection  o f  children  from  cruelty  and  abuse. Officers or agents o f  the 
O h io  H um ane  Society may rem ove a child if  he o r she is in cruel surroundings.

N a tio n a l C o n fe ren ce  D e n v e r W ash in g to n , D .C .
o f  S ta te  L egislatures 1560 Broadway, Suite 700 444 North Capitol Street, N\V, Suite 515

Denver, Colorado 80202 Washington, D. C. 20001
Executive D irecto r Phone (303) 830-2200 Phone (202) 624-5400
W illiam  T. P ound  Fax (303) 863-8003 Fax (202) 737-1069



C alifornia and  C olo rado  require anim al con tro l officers an d  veterinarians to ltp o r t  suspected or 
know n instances o f  ch ild  abuse. M inneso ta  an d  W est V irginia require tha t veterinarians repo rt 
suspected o r know n cases o f  anim al abuse. Idaho  does n o t require reporting, b u t piovides 
im m u n ity  from  civil an d  crim inal liability for veterinarians w ho repo rt cruelty. States are 
respond ing  to the theory  th a t m any o f  the hom es w ith  a history o f  anim al abuse are a'so the 
ones engendering  calls to  social service agencies ab o u t suspected child  abuse.

Federal Action
T h e  10 6 ,h C ongress enacted  10 laws th a t address an im al welfare, includ ing  m aking it illegal to 
p roduce o r  im p o rt p rodu cts m ade w ith  dog o r cat fur, m aking it illegal to com m ercially dep ic t 
real acts o f  anim al cruelty, and increasing fu n d in g  for enforcem ent o f  the federal anim al welfare 
act.

A  report by the N a tio n a l Research C ouncil says th a t early in terven tion  for anim al abusers is 
m ore likely to  reduce ad u lt crim e than  later crim inal penalties, an d  th a t the behavior o f  a child  
is m ore sign ifican t than  adolescent behavior in  pred ic ting  fu tu re  violence. Law enforcem ent has 
expressed increased su p p o rt for stronger anim al an tic ruelty  laws. T h e  First Strike C am paign  o f  
T h e  H u m a n e  Society o f  the U .S. recom m ends co m m u n ity  program s th a t consolidate the 
services o f  dom estic  violence shelters, ch ild  p ro tec tio n  agencies, hum ane societies and  police 
departm en ts to  p rovide shelters o r foster hom es for abused pets, and  ensure tha t pets are safe 
after abused w om en and  children leave abusive surround ings. T hese collaborations can b ring  
ab o u t b e tte r repo rting  an d  m ore effective in terven tion .

T h e  A m erican  H u m a n e  A ssociation recom m ends repo rting  suspected  anim al abuse or child  
abuse to a local ch ild  welfare agency o r h um ane  society. T h ey  also recom m end training 
professionals to  observe and  report o th er k inds o f  abuse in the hom e. Judges, doctors, social 
w oi.. :rs, teachers and  m inisters shou ld  becom e fam iliar w ith  the connection  betw een dom estic 
violence and  anim al abuse. T h e  association advocates stronger anim al cruelty  statutes, devel­
o p m en t o f  better repo rting  laws and  defin itions o f  anim al cruelty, an d  penalties for abusers 
th a t inc lude requ ired  m en ta l health  trea tm en t.

T h e  challenge is to prevent violence, w hether it takes th e  form  o f  cruelty  to hum ans o r cruelty  
to anim als. T h e  best response to early violence seems to be early intervention . Studies have 
found  th a t co m m u n ity  coalitions w ork  w here the  crim inal justice system , anim al contro l 
agencies, health  professionals (hum an  an d  an im al), social w orkers an d  dom estic  violence 
v ic tim s’ advocates partic ipate  in tra in ing  and  share in fo rm ation . Policym akers can help ed u ­
cate citizens ab o u t violence, encourage services th a t in tervene on behalf o f  people and  pets an d  
app ro p ria te  funds for delivery o f  those services.

Contacts for More Information
R ita  T h a e m e rt 
N C S L — D enver 
(303) 8 3 0 -2 2 0 0 , ext. 157 
rita .th aem ert@ n csl.o rg

T h e  H u m an e  Society o f  the U.S.
(8 8 8 ) 2 1 3 -0 9 5 6
h ttp ://w w w .h su s .o rg /f irs ts tr ik e /fac tsh ee ts /
d o m estic -v io len ce .h tm l

N atio n a l C learinghouse on C hild  A buse 
an d  N eglect 

(8 0 0 ) 3 9 4 -3 3 6 6
h ttp :/ /w w w .c a lib .c o m /n c c a n c h /p u b s /b ib s /
lin k w a n im a l2 .h tm

A m erican  H u m an e  Association 
(3 0 3 ) 7 9 2 -9 9 0 0
h ttp ://w w w .a m e ric a n h u m a n e .o rg /c h ild re n /
fa c ts h e e ts /v io ll in k .h tm

Cruelty to 
animals and 
cruelty to 
humans can be 
viewed as a 
continuous 
succession.

The challenge is 
to prevent 
violence, whether 
it takes the form 
of cruelty to 
humans or 
cruelty to 
animals.
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Pet Love Shack - Non-Fiction
www.petIoveshack.com

This has to stop now!
Do you want your children and grandchildren 

to be brought up thinking that this is "ok" to do ?

Animal Cruelty and Human Violence 
People who are cruel to animals are more likely than others 
to be cruel to humans too, 
says a 1997 report from the Humane Society of the United States

The study, on the link between animal cruelty and human violence, was based 
on 401 newspaper accounts of animal cruelty between Sept. 1, 1996 and Aug. 31, 
1997. It found the majority of abusers,71 percent were men, and those men 
committed eighth-seven percent of the cases of abuse. Among abusers of animals, 
twenty-eight percent were also charged with domestic violence, twenty-seven 
percent with child abuse, ten percent with assault and six percent with 
murder.

Hurting animals often a sign of abuse
Springfield, Oregon: Friends of 15 year old Kipland Kinkel of Springfield, 

Oregon say he displayed all of the classic signs of violence, often braxxinx about 
torturins and killinx small animals. Reports indicate that Kinkel killed cats, 
possibly his own family's cat, and a cow.

He also has a fascination with guns and a quick temper that led him to be 
expelled from school twice in one week, for acts of violence against fellow 
students. He was accused of murdering both of his parents, then going on to his 
high school to open fire on his schoolmates, killing 2 and injuring another 22, 
on May 22,1998. Police also found four bombs in his home

In a press releases from the Humane Society of the United States
The tragedy in Oregon clearly illustrates the connection between animal 

cruelty and human violence," said Dr. Randall Lockwood, a psychologist and vice 
president for The HSUS. "It is alleged that the 15-year-old suspect in May’s 
shooting, Kipland P. Kinkel, had a history of killing cats and other animals.

Time and again, we see acts of cruelty to animals mature into violence 
against people. We urge teachers, principals and parents to recognize this 
connection and to take reports of cruelty towards animals seriously. As in this 
case, S.eens will often brag to their classmates about animal cruelty. Early 
intervention by counselors can make a difference. Kinkel also reportedly bragged 
about torturing animals to classmates. According to Lockwood and many other 
experts in the field, violence towards animals can escalate to killing people. This 
is particularly true of family violence. "Abusers rarely stop to count the number of 
legs on their victims,"Lockwood states.

The HSUS urges psychologists, educators and elected officials to take acts of 
animal cruelty seriously. "The days of thinking that violence against animals is 
boys being boys' are over. Addressing the violence in our schools, our streets 
and our homes requires that we reject the conventional wisdom that killing 
animals is an acceptable part of growing up," Lockwood concluded

I of 2 3/15/2002 7:57 AM
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The Humane Society found that animals are abused in 88% of the 
families where children are abused. Animals in a home may be used by an 
abuser to control other family members. Family members are sometimes 
intimidated into silence about abuse through threats made toward a favorite pet. 
Pets are sometimes hurt or killed to punish children for something they have 
done, or physically or sexually abused children may kill their pets rather than 
have them hurt by the perpetrator in the home.
Most criminals who have been violent toward people share a common 
history of cruelty to animals.

Recent school shootings and other high-profile violent crimes perpetrated bv 
minors were prefaced by animal abuse.

Bov. 11, Accused of killing cat & kittens with bricks!

The Family Source of Florida, Inc

Pet Love Home Page
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VALDEZ VETERINARY CLINIC
P.O. Box 0 6  7 0 ?

Valdez, Alaska 99686

Telephone: (902) 83S-5280

Wc would like to express our support for HB489 regarding cruelty to animals. We feel it 
is important to change the penalty for animal cruelty from a misdemeanor to a felony for 
the following reasons:
Animals arc an integral part of our lives and they should be treated with respect and 
compassion. Wc are responsible for their welfare since they have no voice of their own. 
Individuals, especially young people, who abuse animals, are often individuals who 
show more and more disrespect for the law. 'llic hands of the officials arc “tied” so to 
speak when an animal cruelty case is only treated with a “slap on the hand" and the 
seriousness of the offense is not realized.
It is documented that animal cruelty is often linked to spouse and child abuse. If the 
animal cruelty penalty carried a felony punishment, cases of abuse to spouses/other 
household members and children may be avoided.
A felony judgment is more likely to deter an individual from repeating the offense.

This would give incentive to the officials to pursue cases more intensively.
We urge you to support HB489 to " 1 " 1 ’malr, but potentially impact
human welfare as well.

K ath ryn  H aw kinsD .V .M L

I S ,  I

T t-owv'. V a U e i -
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4/19/02

CS FOR HOUSE BILL NO. 499(JUD)

IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE - SECOND SESSION

BY TH E HOUSE JUDICIARY COM M ITTEE

S|)onsor(s): HOUSE JUDICIARY CO M M ITTEE

Offered:
Referred:

FOR AN ACT ENTITLED

A BILL

"An Act relating to the liability of businesses acquiring assets of other businesses for the 

products liabilities of the businesses disposing of the assets."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section 
to read:

LEGISLATIVE INTENT. The legislature declares that it is the intent of this bill to 
reject the continuity of enterprise exception to the doctrine of successor liability adopted in 
Savage Arms, Inc. v. Western Auto Supply, 18 P.3d 49 (Alaska 2001) as it relates to products 
liability.

* Sec, 2. AS 09.68 is amended by adding a new section to read:
Sec. 09.68.070. Liability of successor for harm caused by defective 

products, (a) Notwithstanding any other provision of law to the contrary, a successor 
corporation or other business entity that acquires assets of a predecessor corporation or 
other business entity is subject to liability for harm to persons or property caused by a

-1- CSHB 499(JUD)
N ew Text U n d e r l i n e d  {DELETED TE XT BRACKETED]
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defective product sold or otherwise distributed commercially by the predecessor only 
if the acquisition

(1) is accompanied by an agreement for the successor to assume the
liability;

(2) results from a fraudulent conveyance to escape liability for the 
debts or liabilities of the predecessor;

(3) constitutes a consolidation or merger with the predecessor; or
(4) results in the successor's becoming a continuation of the

predecessor.
(b) In (a) of this section, "business entity" includes a sole proprietorship.

* Sec. 3. The uncodified law of the State of Alaska is amended by adding a new section to 
read:

APPLICABILITY. This Act applies to the sale, lease, exchange, or other disposition 
of assets by a corporation, a limited liability company, a partnership, a limited liability 
partnership, a limited partnership, a sole proprietorship, or other business entity that occurs
before, on, or after the effective date of this Act.

WORK DRAFT WORK DRAFT 22-LS 1490\B

CSIIB 499(JUD) -2 -
N e w  T e x t  U n d e r l i n e d  [DELETED T E X T BRACKETED]
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CS FOR HOUSE BILL NO. 499(JUD)

IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE - SECOND SESSION

DY TH E HOUSE JUDICIARY CO M M ITTEE

Offered:
Referred:

Sponsor(s): HOUSE JU DICIARY  CO M M )TTEE

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the sale, lease, exchange, or other disposition of business property 

and assets and to the liability of the acquiring person for the liabilities, including those 

arising from products liability, of the disposing business."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section 
to read:

LEGISLATIVE INTENT. The legislature declares that it is the intent of this bill to 
reject the continuity of enterprise exception to the doctrine of successor liability adopted in 
Savage Arms, Inc. v. Western Auto Supply, 18 P.3d 49 (Alaska 2001) as it relates to products 
liability.

* Sec. 2. AS 10.06 is amended by adding a new section to read:
Sec. 10.06.569. Treatment and consequences of disposition of assets, (a) 

Unless the disposition is a fraudulent transfer under AS 34.̂ 0 or is otherwise a 
fraudulent conveyance to escape liability for the debts or liabilities of the disposing

-1- CSHB 499(JUD)
N ew  T e x t  U n d e r l i n e d  (DELETED  T E X T BRACKETED]



1 corporation, a sale, lease, exchange, or other disposition by a corporation of any, all,
2 or substantially all of the property and assets of the corporation, whether or not the
3 disposition requires the approval of the shareholders of the corporation,
4 (1) is not considered to be a merger or consolidation under
5 AS 10.06.530 - 10.06.582 or under another statute unless the corporation adopts a plan
6 I of merger under AS 10.06.530 or consolidation under AS 10.06.536; and
7 (2) except as otherwise expressly provided by another statute, does not
8 make the corporation, foreign coiporation, or other person that is acquiring the
9 property and assets responsible or liable, in tort or otherwise, for a liability or an

10 obligation of the disposing corporation that the acquiring corporation, foreign
11 corporation, or other person does not expressly assume.
12 (b) Notwithstanding (a) of this section, a sale, lease, exchange, or other
13 disposition by a corporation of any, all, or substantially all of the property and assets
14 of the corporation, whether or not the disposition requires the approval of the
15 shareholders of the corporation, subjects the acquiring person to liability for harm to
16 persons or property caused by a defective product sold or otherwise distributed
17 commercially by the disposing corporation if the disposition
18 (1) is accompanied by an agreement for the acquiring person to assume
19 the liability;
20 (2) results from a fraudulent conveyance to escape liability for the
21 debts or liabilities of the disposing corporation;
22 (3) constitutes a consolidation or merger with the disposing
23 corporation; or
24 (4) results in the acquiring person's becoming a continuation of the
25 disposing corporation.
26 * Sec. 3. AS 10. ̂ 0 is amended by adding a new section to read:
27 Sec. 10.50.580. Treatment and consequences of disposition of assets, (a)
28 Unless the disposition is a fraudulent transfer under AS 34.40 or is otherwise a
29 fraudulent conveyance to escape liability for the debts or liabilities of the disposing
30 limited liability company, a sale, lease, exchange, or other disposition of any, all, or
31 substantially all of the property and assets of a limited liability company by the limited

WORK DRAFT WORK DRAFT 22-LS 1490\S

II CSIIB 499(JUD) -2-
L N e w  T e x t  U n d e r l i n e d  [DELETED TE X T BRACKETED]



1

2

oJ

4
5
6

7
8

9
1 0

11

1 2

13
14
15
16
17
18
19

2 0

2 1

2 2

23
24
25
26
27
28
29
30
31

WORK DRAFT WORK DRAFT 22-LS 1490\S

liability company, whether or not the disposition requires the approval of the members 
of the company,

(1) is not considered to be a merger or consolidation unless the limited 
liability company approves the disposition as part of a merger or consolidation under 
AS 10.50.510; and

(2) except as otherwise expressly provided by another statute, does not 
make the person acquiring the property and assets responsible or liable, in tort or 
otherwise, for a liability or an obligation of the limited liability company that the 
acquiring person does not expressly assume.

(b) Notwithstanding (a) of this section, a sale, lease, exchange, or other 
disposition by a limited liability company of any, all, or substantially all of the 
property and assets of the limited liability company, whether or not the disposition 
requires the approval of the members of the company, subjects the acquiring person to 
liability for harm to persons or property caused by a defective product sold or 
otherwise distributed commercially by the disposing company if the disposition

(1) is accompanied by an agreement for the acquiring person to assume
the liability;

(2) results from a fraudulent conveyance to escape liability for the 
debts or liabilities of the disposing company;

(3) constitutes a consolidation or merger with the disposing company;
or

(4) results in the acquiring person's becoming a continuation of the 
disposing company.

* Sec. 4. AS 32.05 is amended by adding a new section to article 7 to read:
Sec. 32.05.950. Treatment and consequences of disposition of assets, (a) 

Unless the disposition is a fraudulent transfer under AS 34.40 or is otherwise a 
fraudulent conveyance to escape liability for the debts or liabilities of the disposing 
partnership, a sale, lease, exchange, or other disposition of any, all, or substantially all 
of the property and assets of a partnership, whether or not the disposition requires the 
approval of the partners, is not considered to be a merger or consolidation, and, except 
as otherwise expressly provided by another statute, does not make the person
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acquiring the property and assets responsible or liable, in tort or otherwise, for a 
liability or an obligation of the partnership that the acquiring person does not expressly 
assume.

(b) Notwithstanding (a) of this section, a sale, lease, exchange, or other 
disposition by a partnership of any, all, or substantially all of the property and assets of 
the partnership, whether or not the disposition requires the approval of the partners, 
subjects the acquiring person to liability for harm to persons or property caused by a 
defective product sold or otherwise distributed commercially by the disposing 
partnership if the disposition

(1) is accompanied by an agreement for the acquiring person to assume
the liability;

(2) results from a fraudulent conveyance to escape liability for the 
debts or liabilities of the disposing partnership;

(3) constitutes a consolidation or merger with the disposing
partnership; or

(4) results in the acquiring person's becoming a continuation of the 
disposing partnership.

* Sec. 5. AS 32.06 is amended by adding a new section to article 8 to read:
Sec. 32.06.901. Treatment and consequences of disposition of assets, (a) 

Unless the disposition is a fraudulent transfer under AS 34.40 or is otherwise a 
fraudulent conveyance to escape liability for the deb s or liabilities of the disposing 
partnership, a sale, lease, exchange, or other disposition of any, all, or substantially all 
of the property and assets of a partnership, whether or not the disposition requires the 
approval of the partners,

(1) is not considered to be a merger or conversion unless part of a 
conversion under AS 32.06.902 or of a plan of merger under AS 32.06.905; and

(2) except as otherwise expressly provided by another statute, does not 
make the person acquiring the property and assets responsible or liable, in tort or 
otherwise, for a liability or an obligation of the partnership that the acquiring person 
does not expressly assume.

(b) Notwithstanding (a) of this section, a sale, lease, exchange, or other

CSHB 499(JUD) -4-
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disposition by a partnership of any, all, or substantially all of the property and assets of 
the partnership, whether or not the disposition requires the approval of the partners, 
subjects the acquiring person to liability for harm to persons or property caused by a 
defective product sold or otherwise distributed commercially by the disposing 
partnership if the disposition

(1) is accompanied by an agreement for the acquiring person to assume
the liability;

(2) results from a fraudulent conveyance to escape liability for the 
debts or liabilities of the disposing partnership;

(3) constitutes a consolidation or merger with the disposing
partnership; or

(4) results in the acquiring person's becoming a continuation of the 
disposing partnership.

* Sec. 6. AS 32.11 is amended by adding a new section to read:
Sec. 32.11.880. Treatment and consequences of disposition of assets, (a) 

Unless the disposition is a fraudulent transfer under AS 34.40 or is otherwise a 
fraudulent conveyance to escape liability for the debts or liabilities of the disposing 
partnership, a sale, lease, exchange, or other disposition of any, all, or substantially all 
of the property and assets of a partnership, whether or not the disposition requires the 
approval of the partners,

(1) is not considered to be a merger or conversion; and
(2) except as otherwise expressly provided by another statute, does not 

make the person acquiring the property and assets responsible or liable, in tort or 
otherwise, for a liability or an obligation of the partnership that the acquiring person 
does not expressly assume.

(b) Notwithstanding (a) of this section, a sale, lease, exchange, or other 
disposition by a partnership of any, all, or substantially all of the property and assets of 
the partnership, whether or not the disposition requires the approval of the partners, 
subjects the acquiring person to liability for harm to persons or property caused by a 
defective product sold or otherwise distributed commercially by the disposing 
partnership if the disposition

-5- CSHB 499(JTJD)
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1 (1) is accompanied by an agreement for the acquiring person to assume
2  th e  l ia b il i ty ;

3 (2) results from a fraudulent conveyance to escape liability for the
4 debts or liabilities of the disposing partnership;
5 (3) constitutes a consolidation or merger with the disposing
6 partnership; or
7 (4) results in the acquiring person's becoming a continuation of the
8 disposing partnership.
9 * Sec. 7. AS 32.11.890 is amended to read:

10 Sec. 32.11.890. Rules for conversions and other cases not covered by
11 chapter. In a case not provided for in this chapter, including conversion of a limited
12 partnership to a partnership except as provided in AS 32.11.880. the provisions of
13 AS 32.06 govern.
14 * Sec. 8. AS 45 is amended by adding a new chapter to read:
15 Sec. 45.45.920. Treatment and consequences of disposition of assets by
16 certain businesses, (a) Unless the disposition is a fraudulent transfer under AS 34.40
17 or is otherwise a fraudulent conveyance to escape liability for the debts or liabilities of
18 the disposing business, a sale, lease, exchange, or other disposition of any, all, or
19 substantially all of the property and assets of a covered business is not considered to
20 be a merger or consolidation of the covered business and does not make the person
21 acquiring the property and assets responsible or liable, in tort or otherwise, for a
22 liability or an obligation of the covered business that the acquiring person does not
23 expressly assume.
24 (b) Notwithstanding (a) of this section, a sale, lease, exchange, or other
25 disposition by a covered business of any, all, or substantially all of the property and
26 assets of the covered business subjects the acquiring person to liability for harm to
27 persons or property caused by a defective product sold or otherwise distributed
28 commercially by the disposing covered business if the disposition
29 (1) is accompanied by an agreement for the acquiring person to assume
30 the liability;
31 (2) results from a fraudulent conveyance to escape liability for the

WORK. DRAFT WORK DRAFT 22-LS 1490\S
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debts or liabilities of the disposing covered business;
(3) constitutes a consolidation or merger with the disposing covered

business; or
(4) results in the acquiring person's becoming a continuation of the 

disposing covered business.
(c) In this section, "covered business" means a business that is not a 

corporation under AS 10.06, a professional corporation under AS 10.45, a limited 
liability company under AS 10.50, or a partnership under AS 32.05, AS 32.06, or 
AS 32.11.

' * Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to 
read:

APPLICABILITY. This Act applies to the sale, lease, exchange, or other disposition 
of property by a corporation, a limited liability company, a partnership, a limited liability 
partnership, a 1 mited partnership, a sole proprietorship, or other business that occurs before, 
on, or after the effective date of this Act.

WORK DRAFT WORK DRAFT 22-LS 1490\S
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(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6th St., Rm. 329

MEMORANDUM April 5, 2002

SUBJECT: CSHB 499(JUD) relating to business property dispositions and 
liabilities (Work Order No. 22-LS 1490\S)

TO:

FROM:

Representative Norman Rokeberg, Chair 
H'. use Judiciary Committee 
Atm: Heather

4
pheresa L. Bannister

Legislative Counsel

This memo accompanies the bill described above.
The new requested language added for the products liability situation refers to 
consolidations and mergers. Some of the other language in secs. 5 and 6 of the bill refers 
to mergers and conversions, based on the language in the particular chapter involved. Do 
you want the new language to be consistent with these modifications, or the other way 
around?
If I may be of further assistance, please advise.
TLBdmb 
02-055.lmb
Enclosure



A L A S K A  S T A T E  L E G I S L A T U R E
H OUSE JU D IC IA R Y  C O M M IT T E E

R ep ie scn ta tiv e  N o rm a n  R o k e b e r g ,  C hairm an  
R ep ie scn ta tiv e  S co tt O f  a n ,  V ic e -C h a irm a n  
R e p ie sen ta tiv e  Jo h n  C o p h i l l  
R e p ie sc n ta tiv e  J e a n n e tie  J a m e s  
R e p ie sc n ta tiv e  K e v in  M e y e t  
R ep re sen ta tiv e  E than  B e rk o w i tz  
R e p ie scn ta tiv e  A lb e rt K o o k c s h

Sponsor Statement for HB 499
It is v ita lly  im p o r ta n t to  A laska  com m erce  a n d  b u sin ess  th a t a co rp o ra tio n , p a r tn e rs h ip  o r  o th e r  en tity  
th a t p u rc h a se s  asse ts  fro m  a n o th e r c o m p a n y  o r b u sin ess  n o t b e  h e ld  legally  resp o n sib le  fo r the liab ilities 
of th e  se llin g  b u s in e ss , u n less  ex p re ss ly  ag reed  to by  the p u rc h a s in g  co m p an y . H o w ev er, the  A laska 
S u p re m e  C o u rt, in  a n  in te r im  ru lin g  la s t y ea r in  Savage A rm s, Inc v. Western A u to  Supply Co., 18 P .3d 49 
(A laska 2001), h e ld  o th e rw ise  u n d e r  th e  d o c trin e  of su ccesso r liab ility , a n d  re m a n d e d  th e  case to  tria l 
co n s is ten t w ith  its  op in io n .

G en era lly , w h e n  one c o m p a n y  sells a ll its asse ts  to an o th e r, th e  acq u irin g  c o rp o ra tio n  o r  co m p an y  is n o t 
liab le  fo r th e  d e b ts  an d  liab ilities of th e  se lling  com pany . C o n tra ry  to  this ru le , the A laska  S u p re m e  C o u rt 
a d o p te d  tw o  th e o rie s  o f successo r liab ility , "m ere  co n tin u a tio n "  a n d  "co n tin u ity  of en te rp rise ."  T hese 
th eo ries  a re  e x cep tio n s  to  the g en era l ru le , an d  allow  a p u rc h a s in g  co m p an y  to be held  re sp o n sib le  fo r the 
liab ilities o f the  se llin g  c o m p an y , in c lu d in g  those th a t m ay  h a v e  b een  u n k n o w n  a t the tim e of the sale. 
T he S u p re m e  C o u rt a c k n o w led g e d  th a t "co n tin u ity  o f e n te rp rise "  h a s  been  rejec ted  by  th e  American Law 
Institute: Restatem ent (Third) o f Torts, a n d  a v a s t m a jo rity  of co u rts  th a t have  d ec id ed  the issue.

T he S u p re m e  C o u r t  s ta te d  it w as d e c id in g  the  issue  o f su ccesso r liab ility  because  " ..  .n e ith e r  th is c o u rt n o r 
the A lask a  s ta te  leg is la tu re  h as  reso lv ed  the  successor liab ility  q u es tio n s  p re se n te d  in th is c a se ..."  T he 
Savage A rm s  case  is se t fo r trial in  N o v e m b e r 2002, a n d  befo re  the S u p re m e  C o u rt 's  ru lin g  becom es final 
fo llow ing  tria l a n d  a p p ea l, w e  seek  to  re sp o n d  to th e  in v ita tio n  of the S u p re m e  C o u rt and  fill the 
leg isla tive  vo id  a n d  d ec la re  the  law  o f A laska on  this subject.

HB 499 is m o d e le d  a fte r  the 1979 T exas s ta tu te  (Tex. Bus. C orp . A ct art. 5.10(B)(2)) th a t a d o p te d  the 
s ta n d a rd  th a t a n  en tity  th a t p u rc h a se s  asse ts  fro m  a n o th e r b u sin ess  w ill n o t be h e ld  liable fo r liab ilities of 
the  se llin g  b u s in e ss  th a t the p u rc h a se r  d id  n o t expressly  a ssu m e . S im ilar to th e  p re se n t s itu a tio n  in 
A laska , th e  T exas s ta tu te  w as p assed  a fte r a Texas c o u rt 1' id  a d o p te d  a th eo ry  of su ccesso r liab ility  tha t 
im p o sed  liab ility  on  a p u rc h a se r  w h o  h a d  n o t expressly  a ssu m ed  the  liabilities o f the  seller. T exas co u rt 
d ec is io n s fo llo w in g  the p assag e  c l th e  T exas s ta tu e  h a v e  u p h e ld  the s ta tu e  an d  a ffirm ed  th a t it a llo w s the 
im p o s itio n  of su ccesso r liab ility  on ly  w h e n  the  p u rc h a se r  h as  ex p ressly  a ssu m ed  a p a r tic u la r  liab ility  an d  
th a t it re jects o th e r  th eo ries of su ccesso r liab ility , in c lu d in g  those  a d o p te d  by  the A laska  S u p re m e  C ourt. 
W e be liev e  HB 499 w ill acco m p lish  th is  sam e re su lt because , in  its op in io n , the A laska  S u p re m e  C ourt, 
n o ted  th a t the T exas leg is la tio n  seem ed  to d is fav o r su ccesso r liab ility  u n less  th e  p u rc h a se r  exp ressly  
a ssu m ed  liab ility . The in te n t o f HB 499 is to  a d o p t th is s ta n d a rd  as th e  law  o f A laska.

W e be liev e  th is leg is la tio n  w ill p re v e n t in eq u itie s  th a t w ill o th e rw ise  occur to  the p u rc h a se r  of asse ts  w ho  
w o u ld  be e x p o se d  to liab ilities they  d id  n o t an tic ip a te  an d  to  se llers  of asse ts w h o  m ay  receive less than  
fair m a rk e t v a lu e  if the p u rc h a se r  m u s t d isco u n t the p u rc h a se  p rice  to fac to r in  u n k n o w n  an d  u n w a n te d  
liab ilities.

T his bill is ex p re ss ly  m a d e  re tro ac tiv e  so  th e re  w ill be u n ifo rm ity  of ap p lica tion ,

The com m ittee  u rg es y o u r  su p p o r t o f  this b ill.

S ta le  C a p ito l 
J u n e a u ,  A K  9 9 8 0 1 -1 1 8 2  
T e le p h o n e :  (9 0 7 )  4 6 5 -4 9 9 0  
F a x :  (9 0 7 ) 4 6 5 -2 0 4 0

H e a th e r  M . N o b te g a  
C o u n s e l  to  C o m m itte e
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State Capitol 
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Telephone: (907) 465-4990 
Fax: (907)465-2040

Heather M. Nobrega 
Counsel to Committee

Section 1:

Section 2: 

Section 3: 

Section 4: 

Section 5: 

Section 6: 

Section 7: 

Section 8:

Sectional Analysis for HB 499

Amends Alaska Corporations Code by adding a new section 
regarding the treatment and consequences of disposition of assets.

A sale, lease, exchange or other disposition by a corporation of any, 
all, or substantially all of the property or assets of the corporation is 
not a merger or consolidation unless expressly created.

In addition, the disposition does not make the acquiring 
corporation responsible or liable for any of the liabilities of the 
disposing corporation unless expressly assumed.

Same provisions as above created for limited liability companies.

Same provisions as section 1 created for partnerships.

Same provisions as section 1 created for partnerships.

Same provisions as section 1 created for limited partnerships.

Conforming amendment.

Same provisions as section 1 created for businesses.

The provisions of the bill are applied retroactively.
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L E G A L  S E R V I C E S

(907) 465-3867 or 465-2450 FAX (907) 465-2029 Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol Juneau, Alaska 99801-1132 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM February 12, 2002

SUBJECT: Bill relating to disposition of business assets 
(Work Order No. 22-LS 1490\A)

TO: Representative Norman Rokeberg, Chair 
House Judiciary Committee 
Attn: Heather

FROM: Theresa L. Bannister 
Legislative Counsel

This memo accompanies a draft of the bill described above.
1. Coverage. Since your instructions were to cover businesses, the bill does not cover 
the various types of nonprofit corporations and cooperatives, or corporations like 
BIDCOs that provide assistance rather than engage in business. The statutes of some 
types of businesses are not specifically amended because they are already covered by 
changes in other statutes, e.g. professional corporations under AS 10.45.
2. Scope. The scope of this bill is quite broad and undefined. I would recommend 
identifying the precise problem that the bill is trying to correct and addressing that, rather 
than using such a broad approach. With a broad provision like this one, it is difficult to 
determine just what situations are being covered, with the result that the bill may affect 
situations that you do not intend to be covered.
3. Applicability section. The applicability section applies the bill to dispositions of 
property that occur before the effective date of this Act. As a practical matter, this 
application may disrupt transfers that have been completed or that are in process and 
theoretically could apply backwards indefinitely. As a legal matter, the disruption may 
result in a reshifting of property rights that may result in a taking by the state for which 
just compensation is required under art. 1, sec. 18 of the Alaska Constitution.
If I may be of further assistance, please advise.
TLBmied
02-133.med
E n c lo su re
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4 8  A laska 18 P A C IF IC  R E P O R T E R , 3d S E R IE S

s ta tu te  o f lim itations lias ru n , it is  allowable 
if it “re la tes back” to  th e  d a te  o f a  tim ely 
original pleading.1'

Civil Rule 15(e) se ts  out the  c ircum stances 
under which an  am ended pleading will re lu te  
back to th e  original pleading:

W henever th e  claim  o r defense asse rted  in 
the  am ended p leading  aro se  o u t of th e  
conduct, tran sac tio n  o r  occurrence se t 
forth o r  a ttem p ted  to  be se t fo rth  in th e  
original pleading, th e  am endm ent re la tes  
back to  the  d a te  of th e  original pleading. 
An am endm ent changing  th e  p a rty  against 
whom a  claim is .asserted re la tes  back if 
the  foregoing provision is satisfied  and, 
w ithin the  period  provided by law for com­
m encing th e  action ag ain st the  p a r ty  to  be 
b rough t in by  am endm ent, th a t  p a rty  (1) 
has received such notice o f the  institu tion  
o f the  action th a t th e  p a rty  will not be 
prejudiced in m ain tain ing  a  defense on the  
m erits, and (2) knew  o r should have known 
tha t, b u t for a  m istake concern ing  th e  
identity  o f th e  p ro pe r p a rty , th e  action 
would have been  b rough t ag ain st th e  p a r­
ty ."
According to th is  s tand ard , H e b e rt 's  sec­

ond am ended com pluint will re la te  back to 
h e r  tim ely N ovem ber 1995 com plaint against 
H onest Bingo i f  (1) th e  claim  a sse rted  
against FDA arise s  out o f th e  sam e tran sac ­
tion o r occurrence s e t  fo rth  in th e  initial 
complaint; (2) FD A  received sufficient notice 
such th a t it would not be prejud iced  in m ain­
ta in ing  its  defense on th e  m erits; (3) FD A  
knew  o r  should have known th a t it would 
have been included a s  a  p a r ty  in th e  original 
com plaint but fo r a m istake concern ing  its 
identity; and (4) FD A  received notice and

24. See S iem ion v. R um fell, 825 P.2d 896, 898-99 
(Alaska 1992).

25. Alaska R. Civ. P. 15(c).

26. See generally West >>. B uchanan, 981 P.2d 
1065, 1068-71 (Alaska 1999). Several federal 
courts have held that amendments In wh ich a 
p la in tiff replaces a "John Doe”  defendant w ith a 
named defendant are considered amendments to
add new parties and w ill rela te back on ly when
the conditions o f Rule 15(c) a rc satisfied. See 6A
W right & M ille r, supra § 1498, at 105-06; see
also Cratg v. U nited Stales, 413 p.2d 854 (9th
C ir. 1969).

knew  o r should  have known th a t, b u t for a 
m istake concern ing  its identity , it would have 
been included as a  pa rty  w ithin “ th e  period 
provided by  law  for com m encing th e  action 
ag ain st"  it,20

Given th e  fact-in tensive n a tu re  o f th e  Rule 
15(c) “re la tio n  back” te s t, FD A  cun prevail 
on its  Rule 12(c) motion only if the  und isput­
ed fac ts  on th e  face o f th e  p leadings clearly  
show  th a t  H e b e rt’s  second am ended com­
plain t canno t possibly re la te  back to  h e r  e a r­
lie r tim ely  com plaint ag ain st H onest Bingo. 
B ut th e  re la tion  back issue p resen ts  th e  fol­
low ing d ispu ted  fact questions, which p rev en t 
resolu tion  on a  motion fo r jud g m en t on the  
pleadings: w h e th er FDA  received sufficient 
notice o f H e b e rt’s law suit w ithin th e  lim ita­
tions period  an d  w h e th er FDA  knew  o r 
should have know n tha t, b u t fo r a  m istake 
concern ing  iden tity , it would have been  in­
cluded a s  a  p a rty  within th e  applicable p e ri­
od.”

I t  is n o t c lea r from  th e  p leadings w he th er 
F D A  did o r did no t receive sufficient notice 
o f H e b e r t’s  claim  w ithin th e  lim itations peri­
od. H e b e rt 's  com plaint a sse r te d  th a t  th e  
n a tu re  o f th e  nam ed business en titie s  was 
unknow n. I t  also included the  p e rm ittee  of 
th e  bingo gam e as a Jo h n  Doe defendant. 
H e b e rt’s am ended  com plaint s ta te s  th a t  FDA  
“ is one o f th e  th re e  p erm itees jo in tly  o p e ra t­
ing  H onest Bingo” and th a t FD A  “w as in fact 
receiving  th e  benefits of th e  o)>cration o f th e  
bingo gam e a t  th e  tim e an d  place in ques­
tion." T h is s ta tem en t a lleges th e  ex istence 
o f a close business re lationship  betw een H on­
e s t  Bingo an d  FD A , o r possibly a  jo in t ven­
tu re  o r p a rtn e rsh ip .2* W hile adm itting  th a t

27. The parlies do not dispute dim the firs t re ­
qu irem en t— that the c la im  against FDA arise out 
o f the same basic cla im in the com p la in t against 
Honest B ingo— is satisfied.

28. Hebert may have availab le to her a second 
avenue fo r re lie f. I f she can demonstra te that 
Honest B ingo was a partnersh ip o r a jo in t ven­
ture o f wh ich Monroe Foundation and FDA were 
partners o r jo in t venturers, it may not be neces­
sary fo r the second amended com p la in t to rela te 
back to the o rig ina l com p la in t since service o f 
the tim e ly o rig ina l compla int on Honest B ingo o r 
the Monroe Foundation may be found suffic ient 
lo constitu te service on FDA. See Alaska R. Civ.
P. 4(d)(5); C olem an v. Lufgren, 593 P.2d 632, 634 
(Alaska 1979).
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it is a  p e rm ittee  for bingo gam es, FDA de­
nied the  allegations o f jo in tly  operating  H on­
est Bingo and of rece ip t of benefits of the  
ojienition. Viewing th e  facts in ■ the  light 
m ost favorable to H ebert, us we m ust for the 
purposes o f th e  m otion, it  is c lear th a t the 
ex istence o f som e typ e  of close business re la ­
tionship  is alleged.

A fact question  also  ex ists as to  w hether 
FD A  knew o r should have kno' n  th a t b u t for 
a  m istake in identity , it wot Id have been 
nam ed as a  p a rty  w ithin  the  applicable limi­
ta tio n s period. A s an  organization tinder 
w hose perm it th e  H onest Bingo gam e was 
run , FD A  m ay have had notice of the  com­
plain t filed ag ain st H onest Bingo and the  
M onroe F oundation  and  consequently  m ay or 
should have known th a t it w as one o f the 
“Jo h n  D oes” re fe rre d  to in th e  initial com ­
plain t ag ain st H onest Bingo. Sim ilarly, 
w ithout fu r th e r  evidence, w e a re  unable to 
de term ine  w he th er FD A  e ith e r knew o r 
should have known th a t  it  w as intended  as a 
p a lly  in th e  su it p rio r to  M arch 27, 199G, th e  
one hundred  tw en tie th  day a f te r  filing o f the  
original com plaint.29

T he p leadings on th e ir  face cannot reveal 
w h e th er H e b e rt’s  second am ended  com plaint 
re la tes  back to  th e  initial tim ely complaint 
filed ag a in st H on est Bingo. And determ in­
ing w h e th er FD A  m eets the  stand ard  for 
re lation  back involves a  triab le  issue of fact. 
W e th e re fo re  canno t affirm  th e  g ran ting  of 
FD A ’s Rule 12(c) motion.30

1131 ‘T h e  court e ith e r m ay consider a  
m otion for ju d g m en t on th e  pleadings a t  a 
p relim inary  h earing  as provided by Rule 
12(d) o r m ay postpone its  determ ination  until 
tria l.’’31 W e conclude th a t w here approp ri­
a te  and w hen a  motion for judgm en t on the  
p leadings is b ro ug h t on th e  basis o f the  
affirm ative defense o f s ta tu te  o f lim itations,

29. See Alaska R. Civ. P. 4(j) (a llow ing 120 days 
aflL-r filin g fo r service o f process). The record 
shows that by October 31, 1996, FDA had re ­
fused to pa rtic ipa te in settlement negotiations, 
bu t the record is silent as to how long before that 
tim e FDA was aware o f Hebert's claims.

30. A C iv il Rule 12(c) motion ca.i be converted 
in to a Rule 56 m otion (o r summary judgment 
when the tr ia l judge considers materia ls outside 
the pleadings. See Alaska R. Civ. P. 12(c). How ­
ever, here the superio r cou rt exp lic itly stated that

i (A la sk a  2 0 0 0 )
th e  in te rests  o f jus tice  a re  b est served  if the  
tria l court considers th e  motion a t  a  prelim i­
na ry  hearing  instead  o f w aiting until tria l.

V. CONCLUSION 
Because fact questions exist as to  w heth er 

H ebert’s second am ended com plaint bringing  
FD A  into th e  law suit re la ted  back to  h e r  
initial com plaint again st H onest Bingo, FDA  
w as not en titled  to jud g m en t on th e  plead­
ings u n d e r Rule 12(c). W e the re fo re  R E ­
V E R S E  th e  decision o f th e  su p erio r co urt 
and  R EM A N D  fo r proceedings consisten t 
w ith th is opinion.

SA V AG E A RM S, IN C ., R c titio n e r, 

v.

W E S T E R N  AUTO SURREY  
CO., R espond en t.

N os. 8612, 8721, 8511.

Suprem e C ourt of Alaska.

M arch 2, 2001.

R ehearing  D enied April 4, "001.

F a th e r  b rough t p roducts liability action 
again st m anufac tu rer and  d is tr ib u to r o f a l­
legedly defective rifle, seeking recovery for 
in ju ries susta ined  by  h is m inor son w hen rifie 
m isfired. D istribu to r filed th ird -party  com ­
plain t seeking indem nification from  m anufac­
tu re r 's  successor. T he S uperio r C ourt, T h ird  
Judicial D istrict, K enai, Jo n ath an  H. Link, J ., 
concluded th a t law o f A laska governed suc-

it d id not consider matters outside the pleadings. 
Even if this court were lo consider the additiona l 
materia ls conta ined in the record, it Is s till un ­
clear whether FDA had notice o f Hebert's law ­
suit and knew o r should have known that it 
would have been in it ia lly included as a defendant 
i f  Hebert had been aware o f its identity.

31. 5A W righ t 6t M ille r § 1367, at 517. See Ped­
ersen v. Zielski, 822 P.2d 963, 907 n. 4 (Alaska 
1991).



50 Alaska IS PACIFIC REPORTER. 3d SERIES
cessnr liability issue, e n te red  judgm ent in 
favor o f d is tr ib u to r on its  th ird -p a rty  claim, 
and denied successor’s motion to  su b stitu te  
d is trib u to r 's  in su re rs  for d is trib u to r ns real 
parties in in te re s t. S uccessor petitioned  for 
review. The S uprem e C ourt, E aslaup li, ,i„ 
iteld that.: f i )  law  o f A laska governed issue or 
liability of rifle  m anu fac tu rer’s successor; (2) 
genuine issues o f m ateria l fact ex isted  us to 
w he th er successor w as liable for injuries 
caused by rifle; and  (3) d is trib u to r 's  in su re rs  
w ere  p ro jier p a rtie s  to  p rosecute  th ird -pa rty  
indem nity  claim.

R eversed and  rem anded.

1. A ppeal a n d  E r r o r  e=>8l2<l)
T he app ro p ria te  choice o f law is a legal 

question lo which th e  S uprem e Court applies 
its  independent ju d g m e n t

2. A ppeal an d  E r r o r  ©=842(1)
T he S uprem e Court answ ers legal q ues­

tion o f first im pression  by adopting th e  ru le 
o f law that is m ost persuasive in light of 
p re c e d e n t reason , and  policy.

3. A ppeal a n d  E r r o r  C=8fi,3
T he S up rem e C ourt will affirm  a p a n t  

o f sum m ary  ju d g m en t only if th e  record 
p re sen ts  no genu ine issues of m ateria l fact 
and th e  moving p a rty  is en titled  to  judg m en t 
as a m a tte r of law.

4. A ppeal an d  E r r o r  ©=8!)3(l), 5)40
G enerally th e  S uprem e Court will review  

ru lings on jo in d e r and  ratification for abuse 
o f d iscretion, but will review  de novo the  
underly ing  legal questions, such as w he th er a 
p a rty  is a real p a r ty  in in te rest.

5. A ctio n  C=27<I)
In  th e  context o f a claim that a defective 

product has caused jiersnnal injury , succes­
so r liability is m ost ap prop ria te ly  ch arac te r­
ized as a to i ls  question.

fi. W eapons ©=18(1)
Law of A laska governed issue o f liability 

of rifie  m anufac tu rer 's  successor in p roducts 
liability action brought by fa th e r w hose mi­
n or son was in ju red  w hen allegedly defective 
rifle m isfired, w h e re  fa th e r and son w ere 
A laska residen ts, r id e  was purchased  in A las­

ka, and in ju ry  occurred in A laska, even 
though successor's purchase of m anufactu r­
e r 's  business occurred  in Texas.

7. C o rp o ra tio n s  0=4-15.1

G enerally, w hen one cor|>oralinn sells all 
its  asse ts  to  anoth er, th e  acquiring corpora­
tion is not liable for th e  deb ts and liabilities 
of th e  selling company.

8. C o rp o ra tio n s  0=»-t45.1, 51KKI)
T h e re  a re  four exceptions to th e  general

ru le  of non-liability of successor corporations: 
(I)  the  p u rch ase r has expressly  n r implicitly 
ag reed  In assum e liability; (2) th e  asse t p u r­
chase  am ounts to  a consolidation o r  m erger;
(3) th e  purchasing  corporation is a "m ere 
continuation” o f th e  selling corporation; o r (4) 
th e  tra n s fe r  am ounts to  little  m ore than  a 
“sh am ” transac tion  to avoid liabilities.

!). C o rp o ra l in n s  ©=445,1
Liability  will be imposed on a successor 

corporation for th e  dehts and liabilities of the  
selling com pany u nder the  m ere continuation 
exception w here  th e  successor continues to 
use the  se lle r’s  mime, location, and  em ploy­
ees, and th e re  ex ists a common iden tity  of 
stockho lders and  directors.

10. C o rp o ra l ion s ©=445.1
T h e  “m ere  continuation”  exception to 

successor nonliability is available to claim­
an ts  seeking  to  impose liability on a succes­
so r  co rporation  for defective p roducts m anu­
factu red  by  th e  predecessor.

11. C o rp o ra l inn s ©=4-15.1
U n d er th e  m odem  "continuity o f en te r­

p rise” exception to successor nonliability, a 
successor corporation  m ay be hp|d liable for 
in ju ries caused by its p redecessor's defective 
products w here  th e  to tality  o f the  transaction  
betw een th e  successor and the  predecessor 
d em o n stra tes  a basic continuity of th e  p red e ­
cesso r en te rp rise .

12. C o rp o ra tio n s  ©=445.1
U nd er th e  m odem  “continuity  o f e n te r­

p rise"  exception to  successor nonliability, the  
successor corporation m ay be held liable 
even though th e  sale o f asse ts  is for cash and 
th e re  is no continuity  o f shareholders.

SAV A G E A RM S. INC. v.
IK P.M

13. C o rp o ra tio n s  ©=445.1
T he key factors under th e  "continuity  of 

en te rp rise"  exception are: (1) continuity  of 
key personnel, a sse ts , and business o pera ­
tions: 12) sp eedy  dissolution of th e  p redeces­
so r corporation; (3) assum ption by th e  suc­
cessor of those p redecessor liabilities and 
obligations necessary  for continuation o f nor­
mal business operations; and (4) continual inn 
of co rporate  idem ity.

14. .lodgm ent ©=181(15.1)
Genuine issues o f m aterial fact existed 

as to  w he th er rifle m an u fac tu rer 's  successor 
w as liable for in juries caused by  m isfire of 
allegedly  defective rifle, p recluding sum m ary  
judgm ent on th ird  p a rty  indem nification 
claim filed against successor by d is trib u to r in 
connection w ith underly ing  products liability 
action.

15. E v idence ©=24417)
S ta tem en ts a ttr ib u ted  to successor enr- 

pnrntinn's ch ief executive officer tha t succes­
sor corporation held itself out to  w orld as 
legal successor to  rifle  m an u fac tu rer whose 
asse ts it purchased w ere  non-hearsay  adm is­
sions o f pnrty-npjvm ent with respect lo third- 
p a rty  indem nity action brought by rifle dis­
tr ibu to r in connection w ith underlying p rod­
ucts liability action against d is trib u to r and 
m anufacturer. R ules of Evid., Rule 
801(d)(2).

Ifi. E v id ence  ©=244(7), 31811)
To exten t jo u rn a l artic les w ere  offered 

to prove tru th  o f assertion  th a t sta tem en ts  
a ttr ibu ted  to ch ief executive officer, that cor­
poral inn held itse lf  out lo w orld ns legal 
successor to  rifle m an ufac tu rer, w ere in fact 
m ade by nffirer, au th o rs  of a rtic le s  w ere  the 
declaran ts, and  such articles could not qualify 
as nnn-henrsa.v adm issions of party-opponent 
with rcs|)eol to th ird -p a rty  indem nity  action 
brought by  rifle d is tr ib u to r in underlying 
p roducts liability; if artic les w ere  offered for 
th e ir  tru th  on rem nnd, trial court would have 
lo ad d ress  an thor-as-deolaran t issue. Rules 
of Evid., Rule 801(d)(2).

17. In d em n ity  ©=15(2)
Rifle d is trib u to r’s  insu re rs  w ere p roper 

p a rtie s  lo  p ro secu te  th ird -p a rty  indem nity 
claim brought by  d is tr ib u to r against tnanti-
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fac lu re r’s successor, w hore in su re rs  had fully 
discharged  d is trib u to r 's  liability in und erly ­
ing products liability action. R uler f iv .P ro c ., 
R ule 17tn).

Theodore M. P ease , ,lr„  and  M ichael W . 
Sow-right, B u rr, P ea se  K urtz . A nchorage, 
for P etitioner.

•lam es M. Powell and  K im horloe A. Colbo, 
H ughes, T horsness, Powell, H udd leston  & 
Baum an, L L C . A nchorage, for Respondent..

Before M A T TH EW S, Cliinr Justice , 
EA STA U G H . FAHF,. BKYN HB, nnd 
C A B P E N E T 1. Ju stices .

n n w o K

E A S T A U G H ,,lu s t ice.
I. IKTttOnVCTlOK

Can a corporation  that purchases  a sse ts  of 
th e  m an u fac tu rer o f a rifle sold in A laska he 
held liable for personal in ju ry  caused in A las­
ka by a defecl in th e  rifle? T he su p erio r 
court held that it could, and w e agree. But 
w e rev erse  and rem and  for application of the 
pertinen t successor liability doctrines His* 
cussed below. W e also  bold tha t the  indem ­
n ity  claim brought by the  rifle ’s  d is tr ib u to r 
against th e  successor co rporation  m ust be 
prosecuted  by  th e  in su re rs  which fully dis­
charged  th e  d is tr ib u to r 's  personal in ju ry  lia­
bility,

II . FACTS Ah’I) I'HOCEEnih’GS
T he relevant facts a re  few. .lack T a y lo rs  

m inor so r  suffered  personal in ju ries w hen  a 
defective 22 caliber rifle  d ischarged  during  
ta rg e t shom inp n e ar N ikiski. Savage In d u s­
trie s , Inc. m an ufactu red  the  rifle, and  W est­
e rn  A uto S upply  C om pany, which claim ed to 
have acquired  th e  rifle  from  th e  m anufac tu r­
e r , sold it to  a re ta il s to re  in M aine; th e  rifie 
w as eventually  resold  to .lack T ay lo r in A las­
ka. T ay lo r sued  Savage In d u s tr ie s  in 1090 
for his son 's in ju ries; in an am ended com ­
plaint, he also  sought recovery  from  W este rn  
Auto.

W estern  A uto filed a th ird -p a r ty  com plaint 
in its nnm e seek ing  indem nity  from  Sav age
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A nn s. Inc., which had pnrahnspd asse ts  from 
S avage Industries in 1!>8!>. W estern  A utn 
se ttled  with the  T aylors in M ay I!l!i5, and its 
in su re rs  paid th e  e n tire  se ttlem en t am ount.

At issue here  a re  th re e  su p erio r court 
o rders. T h e  first held that A laska law gov­
e rn s th e  issue o f su ccessor liability. T he 
second g ran ted  W estern  Auto sum m ary  
judgm ent against S avage A rm s, holding Sav­
age A rm s liable as " th e  legal successor to 
S avage Industries . Inc." T he th ird  denied 
Savage A rm s’ motion to su b s titu te  W estern  
A uto’s insu rers for W estern  Auto as Hie real 
pa rtie s  in in te rest, but req u ired  th e  insure rs  
In ra tify  the litigation.

T he  su perio r court denied S avage A rm s' 
motions for reconsideration . W e g ran ted  
Savage A rm s’ petitions for review  and o r­
dered  full briefing. W e review  the  th ree  
o rd ers  und er AS 22.ns.n in  and Alaska Rule 
o f A ppellate P rocedu re  <102.

III. 1)1 SCt’SSI OK 
A. SliniHnrd nflirvinn
11-3] The ap prop ria te  choice o f law is a 

legal question to which w e apply  o ur inde­
pendent jud g m en t.1 T h e  scope o f successor 
liability in A laska is a legal question o f first 
im pression, which we answ er by adopting  
" the  ru le  of law that is most persuasive in 
light o f p recedent, reason , and  policy.” * In 
applying rules o f su ccessor liability to  this 
case, w e will affirm  W estern  A uto 's sum m ary  
judgm ent only if th e  record  p re sen ts  no gen ­
uine issues o f m aterial fact and  W estern

1. See Lnngdnn r. Cham/iion, 75? P.2d 999, 1001 
(Alaska 198(1).

2. G irin c. Ila . 591 P,2d 1281. 1284 n. 6 (Alaska 
1979).

3. See Nncion v. Mugill, 872 P.2d 1213, 1215 
(Alaska 1994).

4. See Fairbanks At. Star llnroogh r. Kandik
CimsII.. Inc. if- Assoc., 795 P.2d 793, 802-03
(Alaska 19901. wcaleil in iiari on oilier pounds.
823 P.2d 03? (Alaska 1991).

3. Sec Langdnn. 752 P.2d o l 1001.

A. Savage Arnts invokes ou r op in ion in Armstrong
v. Armstrong, 4 4 1 P.2d 699 (Alaska 1968), in
wh ich w e  held that Alaska law governs th e  (p ie s .

Auto is en titled  to judgm ent us a mill te r  ol 
law*

Ml Although w e generally  review rulings 
on jo in d er and  ratification  for abuse of dis­
cretion.4 we review  He novo the  underlying 
legal questions,6 such as w heth er a p a rty  is- a 
real p a rty  in in terest u nd er A laska Civil Rule 
17(a).

B . Choice o f  Lore
Savage A rm s challenges the  su p erio r 

court's ru ling tha t A laska law governs th e  
issue of successor liability. It a rg u es lliat 
Texas law should apply  because all tran sac­
tions relevant to  its  purchase of Savage In ­
du s tr ie s ' a sse ts  recu rred  in Texas. In Sav­
age A rm s' view, th e  case before th e  court 
deals w ith th e  tran sac t inn betw een Savage 
A rm s and S avage Ind ustries , and Hie under­
lying tort does not b e ar nn the  choice of law 
quest inn.”

W estern  A uto defends th e  superior court's 
decision, contending that Alaska law should 
apply because th e  underlying injury occurred 
in Alaska. W este rn  Auto also reasons that 
successor liability is but nn extension of 
products liability law, which is itself a tort 
doctrine.

Texas s ta tu to ry  and case law seem s to 
disfavor both  trad itional and m odern doc­
trines  of su ccessor liability,7 but n e ith er this 
court nor th e  A laska s ta le  legislature has 
resolved the  successor liability questions p re ­
sented  in this case.

lio n o f intcrspnusa l (orl imm nn itv , even though 
■ 111- no lo Occident ihn l Inspired (lie lo r l .mil oc­
cu rred in Conodo. See id. ol 700-01, There, we 
lico ie d the inter-spousal im m un ity question inde­
pendently o f Ihe underly ing lo r l question, and 
focused on Ihe spousal re la iionsh ip between ihe 
parlies io the law su it. See id. Bui lo apply die 
Armsmmg approac li here on ly heps the question 
ol whether successor lia b ility should be ireoted 
ns who lly independent. Armstrong does nol con- 
Hot.

7, See Tex. Bus. Corp. Act Ann. art. 5 .10(D)(2) 
(Vernon 1997); Mndgrtt I*. I ’axsnn Mae.h. Co.. 
709 S.W.2d 755. 758-55 (Tex.App.l98M ; see also 
McKee *-. American transfer &■ Siniagc. 946 
T Sopp 485. 487 iN .D .Tex. 1996). lint see lt'est- 
cm Resources Life Ins Co. V. Cerliaidl. 553 
S W.7d 783, 786 (Tex Civ.App.1977) Inn ling ex- 
rep lions fo r merger, consolidation, and baud).

SA V AG E A RM S. IN C . ■
t ; t l r » s  IS  I-..>|I

W p look to  Hu Rostatonii'u i tSVeond! ol 
Conflict n f Laws lo r  guidance in resolving 
clioice-of-lnw issues.6 T he  Second R es ta te ­
ment requ ires a sep a ra te  elioiee-ot-law analy­
sis lor earli issue p resen ted .” W e likewise 
follow this ru le nl dApeciipe,1" ami determ ine 
the  p roper choice o f law on the  issue of 
successor liability w ithout regard  to  nilinr 
issues in t he case.

B efore we can ad d ress  which s ta le 's  law 
should apply  to  th is  issue, wp m ust first 
d eterm ine w he th er successor liability is be l­
te r  elianielerized in te rm s of contract or 
to r t."  In nne sense, successor liability de­
rives from corporate  and contract law. lie- 
cause it m ay req u ire  Ihe in terp re ta tio n  of Bin 
co ntrac ts  that governed  th e  tra n s fe r nf as­
se ts  betw een corporations. But successor 
liability is also  a c re a tu re  o f Im-t law  w hen it 
is claimed that th e  successor is liable because 
a product defect bus caused in ju ry  o r  death .

O ther jurisd ictions a re  split as In w hether 
successor liability should be evaluated using 
th e  choice-of-law ru les governing tort o r cor­
pora te  and  conlracl law. T h e  F ifth  C ircuit, 
fo r exam ple, has held tha t th e  lav. o f Ihe
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s lid e  w ith th e  most significant «ni-|inr«lo eon- 
Riels should apply to  successor liability q u es­
tions.1'-' T he S even th  Circuit held sim iiarb  
in H n i ; r. l i l r n t i i  h Corp.1:t Bid se \eeu l fcdi-i - 
ill d istrict courts have explicitly applied th e  
law ot the  s ta le  w ith Hie most significant 
to r ts  contn i'ts.11 and  s la te  co u rts  have split 
nn Hie quest ion.1-'

151 W e decline to fellow th e  F ifth  and 
S eventh  C ircu its, because we believe that 
w hen a  defective product causes  pe lron a l 
in jury , sneenssor liability is most ap prop ri­
a te ly  characterized  as a to r ts  question. Suc­
cesso r liability is essentially  an  expansion o f 
p ro ducts liability law, which derives from tort 
principles n f negligence and  stric t liability, 
and  re jec ts contract-derived  req u irem en ts 
such  as privily. T he  purpose nf the m odern 
stric t liability reg im e "is to  insu re  tha t th e  
cost o f injuries resu ltin g  from  defective p rod­
ucts |i s |  bo rne  by th e  m anufac tu rers Hint put 
sneli products on th e  m arket ra th e r  th an  by  
th e  injured  persons who a re  pow erless to 
p ro tect them selves." T rea ting  a successor 
liability question solely as one o f contract law 
would allow " th e  p a rly  w ho bcnefiited  from

I. See. e.g.. I’abnri C. Lrssis Co. e. ARCO Chem ical 
Co., 904 P.2d 1221, 1227 (Alaska 1995) ("W hen 
choice nt law issues arise, we ronnnon ty u-fcr lo 
llu- Rrsiati'ineiii I Si m in i) o f Conflicts lo i gnfd* 
lin e r." )

t. Sic Rcsln iem rnl (Second) o f Conflic t n t l.nws 
£ 14,5 cm t. d 11971) ("T in - cnu ris have long rrc* 
og n irrd dia l l l i r v  a i r  no l hound lo  decide all 
js-m-s under tin- loca l law- o l a single sta le."); 
Rm ; e. Plenlrch Corp.. 89 P.3d 320. 324 <7lh 
C ii.1996) (ho ld ing din t under the Second Re- 
sia lcincm lest, " la ] cnu rl therefore rn n d u r ls a 
sepal ale rhn irp -nM aw analysis (or each issue in 
a case, aocn ip liiip in determ ine wh ich slate has 
llu- most s ign ificant contacts w ith that issue.").

10. See Black's Low D ic tiona ry 448 (7 ih ed 1997) 
(defin ing d ip e fag c ns " |o ] cou rt's app lica tion of 
different slate laws lo diffe rent issues in  « legal 
dispute; choice o f law nn an issin-.by.jssiie ha- 
s is"); sec also Bryan A. Gamer. A D ic tionary of 
Modern Legal Usage 2666 l?d ed, 1995).

I I .  Sec. e.g.. Ruiz, 89 F.3d at 326 t ” |T)lu- ro u r ls n f 
several slates have straggled lo  decide whether 
|.<iu l essor lia b ility law ] is a part o t corpora te law 
o i lo rt law .").

12. Sec ItV-Mi e. Rodgers Much. Mfg. Co.. 750 r.?d 
368, 374 (5 lh Cir.1985),

13. f i t  3d 370, 326171b f i t  l '» ie l

14. S ic . e .g . F.dr v. M nrllci Rum p Co., 652 
r  Sopp C5e, 6=8 n. I tlr ,C o in 1087). disagigr'd 
" t i l l  on ih ffe’i 'll gnnrnds. Fhiiiim e I  lim n  Mfg.. 
867 I ? d  570. 579 -80 IIO lli Cii 1989). Reed e. 
A n n u llin g  Cork Co , 577 r S lipp ?46, ?.I8 
( l i .D  A ik 1983); Kernel: e A m  m i l  Indus.. 472 
T Snpp, 136, | 4 |- 4? ( [- .I) .M il'l l, 1979). dei lined  
in  In llinv on  nrlin  guinnd*. Johnson e. 1 Venn 
Count1, Inr.. |9 | r .3 d  732, 7-16 <6i|i r i t . I •»!»<».

15. See. e.g . In rr Aslcstos l.itiynliou (R r/ ll. 517 
A 2d 697. 699 (Pel Snp ri 1986) (Im ldu ip Ihn l 
i in p iiin ie law s ltn iild app ly lii 'ia n se key (pieslinn 
was legal efleel ot ro o lia r ts  lx-tween in 'p m a - 
lions); American Nnnnnicns. Ine, r. A’oo UVneus 
F.ngg. S .R . I . . .  648 So.2d 565, 570 (Ala. 1994) 
(ho ld ing that ro n f iic l ru le fo i lo r t eases should 
apply lo  co rpo ra te successor lia b ility issue). See 
‘ also David W . Poliak. Successor l.ia liilily  in Asset 
Ai ijnisitinns, 1126 PLI/Cnrp 85. 10 7 -12 (1999) 
(discussing d iffe ren t ju r isd ic tio n s ' app ioa rlies lo 
cbofee-nMaw issues fin successor lia b ility 

claims).

16. Caterpillar 71mini Co. e. Reek, 593 l\2 d  871, 
878 (Alaska 1979) fqun tinp C hin e. F ilili Awe. 
Cliixstei Cli., Inc.. 454 P,?d 744. 248 (Alaska 
1969)). see a lso Ciieeinnan e. )hl>tl Rims'I I ’mds., 
In r.. 59 Cal.2d 57. 27 Cal.HpO 697. 377 t'.2d 

897. 900-01 (1963).
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t In* bargain  I to] o srap c  liability  rvon  though 
th e  p a rty  who tra n sfe rre d  th e  beurfil would 
Iiiivo been  liable bad  not th e  cn n ln trl I wen 
co nsu m m ated ."17 Such a resu lt would un­
derm ine  ihe  principles tha t govern  o u r  p rod ­
ucts liability law. And a lthough S avage 
A rm s a rg u es Unit th e  pnb lir policy behind 
p rodu c ts  liability law  is of " little  in te re s t"  
h e re  Iweause W estern  Auto p u rchased  liabili­
ty  insurance that fully p ro tec ted  it, W este rn  
A uto’s  suit does not pursue  a com m ercial 
cause o f action. B ecause W este rn  A uto 's 
in su re rs  se ttled  th e  personal in ju ry  suit, 
W este rn  Auto now s ta n d s  in th e  tort p lain­
t i f f  s  shoes.

T hus, in context n f a  claim th a t a  defective 
product lias caused personal in ju ry , w e think 
snccessnr liability is m ore ap tly  tre a te d  ns a 
m a tte r  o f tort law.

Ifi) Having d e term ined  tha t su ccesso r lia­
bility  in a products liability context is best 
charac terized  a s  pari n r th e  law  nf to i l ,  w e 
must now decide w hirl) s ta te 's  laws should 
apply  to the  case at band. T h e  Second R e­
sta tem en t s ta le s  th a t "w ith  respect lo an 
issue in to rt,"  courts should look to  th e  local 
law  n f th e  s la te  w ith  th e  "m ost significant 
re la tion ship" to th e  parties an d  th e  occur­
ren ce ."1 W e cnnclude th a t A laska has the  
most significant to r ts  contacts w ith th is legal 
issue. W e look in p a rticu lar lo  Ihe und erly ­
ing lo rt action Ihnl gave rise  to  th is litigation. 
Jack  T av ln r and  his son w ere  both  A laska 
re s id en ts  w hen the  accident ncniiYed. T ay ­
lo r purchased  the  r id e  in A laska, and  the  
rifle  w as being used h ere , w he re  its defect 
in ju red  his son. T h e  dererl tha t in ju red  
T ay lo r's  son poten tially  en dan g ered  an y  p er­
son w ithin  a lelhal vicinity  w hile Hie rifle w as 
heing used in A laska. F inally , Jack  T ay lo r 
litigated  his soil against W es te rn  A uto in 
A laska's s ta te  courts. B ecause th e  re la tion-

17. Knr;elz, 472 F.Supp. al 1-11.

IS. See Rcstn lcm rn l (Second) n f C on flic t o t l-aws 
S 14511). To d i- lm nm c die place o f room sipn lfi- 
cam reh iltnnsh ip, we look lo:

(a ) Ihe pla i e w-hpcp the in ju ry occu rred . 
tl>) llu- place where the rnndn c l causing die in ju ­

ry  occurred,
f r ) die dom ic il, residence, na tiona lity , place nt

m i o rp nm lin n and place ot business o l llic
pnnies, and

sh ip  liotween th e  to rt litigants is i-enlererl in 
Alaska. A laska law should govern.

W e the re fo re  conclude tlini Hie sup erio r 
court did not e r r  by concluding that Alaska 
law appl es lo th e  issue of successor b 'r t 
liability.

Successor L ia b i lit y
Savage A rm s challenges W estern  A uto 's 

sum m ary  judgm ent on the  issue of snccessnr 
liability. It n rp te s  that it should not lie held 
liable even if A laska law applies. This a rg u ­
ment ra ises issues o f first im pression in A las­
ka.

17,81 G enerally, w hen one com pany sells 
all its a sse ts  In an other, Ihe acquiring corpo­
ral inn is not liable for th e  debts and liabilities 
n f th e  selling com pany.IB C ourts have tra d i­
tionally recognized four exceptions to this 
ru le  o f non-liability, w here (1) tin- purchaser 
expressly  n r  im plicitly ag rees to assum e lia­
bility, (2) th e  asset purchase am ounts In a 
consolidation n r m erger, (3) Ihe purchasing 
corporation  is a “m ere  continuation" o f th e  
selling corporation, n r (4) tho  tra n s fe r  
am ounts to  little  m ore titan a “sham " tra n s ­
action to avoid liabilities.2" M ore recently , 
so m i courts  have recognized th re e  additional 
"m odern" exceptions to  the  ru le  of twn-liahil- 
ily: (lie "continuity  o f en terprise,"  "product 
line," and "duty-to-w arn" exceptions.51

W estern  Auto arg ues that w e should adopt 
any  one of th re e  different successor liability 
doctrines in th is ease: I lie traditional "m ere  
continuation" exception and Hie m odern "con­
tinu ity  of e n te rp rise"  and “product line" ex­
ceptions. W e firsl identify  which exceptions 
a re  available und er Alaska law, and then  
rem and  for llie  factual analysis necessary  to 
ascerta in  w he th er successor liability is p ro p ­
e r  in th is case  u n d e r any n f Hie approved

<d) llu- place where the re la litm s liip . il any. be­
tween ll ic  parlies is ci-nli-red,

Id. § 145(2). W c evaluate llicsc lavtor? and con ­
tacts in ligh t o l the ir "re la tive im pa rlance " in  ihe 
pa rticu la r issues in each case. Id.

19. See Pnttak, supra nine 15. a l 9y; s i r  aiset 
Richard A. Epstein, 7o re  400-0? (1999).

20. Sec Poliak, supra nu ll 15. a l 100-03.
21. See i d  al 103-08.

SA V AG E A RM S. INC. \ \
Fill'Us If l'.3il

exceptions. Tin- su p erio r cnurt did not speci­
fy which except inn justified  its iiupnsilinn of 
successor liability against Savage Arms.

1. Tin tnnliliiuinl " m m  iiiiilh iiiiiliiin " 
c.nc/i/iuw

till C ourts  have trad itionally  im posed lia­
bility on successor corporal inns w here Hie 
successor enrpnratinn is “m erely a continua­
tion" of H ip selling corporal ion.52 T h e p ri­
m ary  elem ents n f th e  "m ere continuation" 
exception include use by Hie b u y er nf the  
seller 's  nam e, location, and em ployees, and  a 
common identity  n f stockholders and di­
rectors.5,1 T his w ell-established exception 
stem s from judicial refusal to  hono r a Iran s- 
nriinn which is "little  m ore than  a shuffling 
o f corporate form s, lacking any fundam ental 
change with independent significance."21

I III] T h e  "m ere  continual inn" exception is 
available to claim ants seeking to  impose lia­
bility on a successor corporal ion fo r p roducts 
m anufactured by  a p redecessor. A lthough 
Savage Arm s a rg u es tha t we should not 
adopt tiiis exception, w e d isagree, because 
th is is a well-recognized except inn, and  we 
see  no reason  lo re jee t its application here. 
W e therefo re  hold that it is available u nd er 
A laska law.

2. The viutlsrii “lovtiviiitu nf I'Vlcrprisi'" 
exception

W estern  .Auto a lso  asks us lo  adopt th e  
m odern “continuity  of en te rp rise"  and "prod-

22. See ul. a I 101.
23. See id.; see u lsn Ph illip I B hm ilie ip . The

C nniiuniiy u l die r.nierjm si llni liiue; Tnijniiiue  
Sueeessm ship  p i t 'u iie d  Slates Line, 1(1 Fla. J. 
I n t i L. 365, 371 (1996) ( 'T in - doc tr ine . . .  is 
applicable on ly where ihe successor lias die same 
stockholders as die predecessor and rondures die 
same business w ilh  the same ina iiag i-n ien l. la r ili* 
lies, employees, p ioduc ls . and trade names ” ).

24. Bliim herg, supra note 23. al 3 7 1.

25. I'n de i I lie- “ product lin e " exception, a Mures-
snr w ill lie lln h ir II it acquires substantia lly a ll o l 
llie piedeccssor's assets and undertakes esscn- 
liu lly llu- same m nn iila r llt i irip npera lion o l llie 
same nr s im ila r products. See Hue r. Alad Curji.,
19 Cal.3d 22, 136 Cn l.K p lr. 574, SMI l ’ .?d 3. 8 -1 1 
(1977): 63 Am.Jur.2d Pmdueis Liability § 133
(1997); Poliak, sap ia note 15, al 104-16. Be-

'K K T E R N  A l'T O  S l ' m . Y  A la s k a 5 5
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ll l ' t l in e " oM -n p liin is W e  r-one lm le 1 lin t th o  

fa c ts in  th is  ease a re i l l - s u i te d  to  th e  " lu n r lm - t 

l in e " excep t ion . an rl w e th r-e r'fnee de c lin e in  

c o n s id e r it at th is  tiin r- .5" W e  rln , lim v e \e r , 

adop t l l ie  " c in i t im i i ly  n f e n te rp r is e " exr-ep- 

lio n , to r  ( l ie  le u  suns e x p la in e d  be low .

111,12) T h e  ‘Y n n l im t i ly  n f e n te rp r is e ' ' e x ­

c e p tio n  is an o u tg ro w th  o f H ie tra d it io n a l 

"m e re  c rn it in im t in n '' th e o r y  o f l ia b i l i t y ,5" U n ­

d e r th is  e x c e p t io n , a su cce sso r c o rp o ra tio n  

m a y be h e ld  lia b le  fo r  in ju r ie s  caused b y  its 

p re rle e esso r’s p ro d u c ts  w h e re  th e  to t a l i t y  n f 

th e  Irn n s n i 't in n  b e tw e e n th e  succe sso r an d 

th e  p re de ce s so r i le in n n s tra le s  a ba s ic em il i- 

n n ity  o f th e  p re d e c e s s o r e n te rp r is e .2'  T h e 
succe sso r m a y be bo ld lia b le  even tb o u g h  th e  
sa le o f asse ts is fo r ra s h  and th e re  is no 

c o n t in u i ty  o f sh a re h o ld e rs .5"

I I 3 |  Thus, w hereas llie  trad ition al "m ere  
rnn lim iation" exception depends on the  exis­
tence o f identical sh areho lders, th e  “continui­
ty  o f e n te rp rise"  looks beyond tha t formal 
req u irem en t and  considers th e  su bstance  of 
llie  underly ing  tran sac t inn.5” T h e  key  fac­
to rs  u n d e r ih e  "con tinu ity  o f en te rp rise"  ex­
ception, first a rticu la ted  in Tumor v. Hilinni- 
v i ius Cnxiinltii Co.,*' a re : (1) continu ity  o f 
key  personnel, a sse ts , and  business n jiera- 
tions; (2) speedy  dissolution n f  th e  predoeos- 
so r eiiijuirnlion; (3) assum ption  by tlio  suc­
cesso r o f tho se  p red ecesso r liabilities and 
obligations n ecessary  fo r continiiation o f n or­
mal business o pera tions; and (4) continuation

1 ,-tiisr llu - fu r ls in ili is  rase se rin itt-s iiio -d lo  th is 
e x rrp iitm , we decline to evaluate llu- w isdom or 
,-idii|Uiii|- die "pm d iie l lin e " llu -o ry al tins lime. 
Om d r t ii.m ii inda \ does m il p iee lnde fin flie r 
ro n s id i- ia lio n o l the t-x trp iin n in an app iop iia te 
rase.

26. See R ichard I.. Fupp , J r.. Redesigning Sneers- 
mii l.iahilnv, 1999 I I . I l l I. Rev. 84.5, 848 &• n. 16 
11999).

27. -See 63 Am jin .2d I’uidnco Liability § 129.

28. See 7u n ti l v. Rilianinniis' Cos C o , 397 M ir ll 
406. 244 N .\V .7d 673, 883-84 11976): fn p p . 
supra nole 26. a l 848-49.

29. S i r  63 An i.J iu .?<! I ’nalueis Liability $ 130

30. 397 M irh  406, 744 N .W .2d 873 (1976).
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nl' r«ir|v»rn1«- identity,*1 T his if a lim ited 
exception tlial looks juist th e  identity  nf 
shareholders nnrl d irec to rs , nnrl focuses nn 
w h e th er I lie business itse lf bn.11 ln « n  tra n s ­
ferred  as an ongoing concern.

Only a m inorily  nf m in is  lim e  thu s far 
adopted th e  "con tinu ity  n r e n te rp r ise "  excep- 
tinn.r  Am) th e  A m erican Law  In s titu te  r e ­
cently  declined In adep t both  tins exeu|ition 
and Ihe “p rn du rl line” except inn lo r Ihe R e­
sta tem ent (T h ird ) n f T o ils .1'  T h e  T h ird  R e­
s ta tem en t's  cnm m en tary  indicates tha t the 
vast m ajority  o f w a r t s  considering  these  
m odern exceptions have re jec ted  them .*1 Al­
though th e re  is som e d ispu te  about exactly 
how m any jurisd ictions have decided th e  is­
sue,35 it is c lea r I hat a m ajo rity  o f ju risd ic­
tions have nnt adop ted  th e  “continuity  n f 
en te rp rise"  exception.

C ritics n f Dip m odern  exceptions (stu-h as 
"continuity  o f e n te rp r is e ”) a rg u e  prim arily  
that expanding liability h arm s Die overall 
econom y by m aking it m o re  d ifnrn ll fo r com­
panies to  reo rgan ize  n r sell th e ir  a sse ts  w ith ­
out destroying  th e  value o f th e  ongoing busi­
ness en te rp rise .36 F o r  exam ple, they  a s se r t  
Dial a buy er in te re s te d  in purchasing  sub ­
stantia lly  all o f Dip  a s se ts  o f a  corporation 
will, in som e coses, decline to  m nke th e  pur- 
rhasp  if it will be  forced to  assum e liability 
for pasl product d efects os well. As a  result,

S I. See id. al 883-84; set also Poliak, sn p ia oolc 
IS, at 103; 03 Am Ju r.P d I 'u x h u is  Liability 
S 132.

.32. Sre R fM a lcn trn t IT h iid t n l T o ils : Products 
L ia b ility § 12, Reporters ' Note ul 215-19(1998).

S3. S ir  id. § 12 cm t. b at 210 4- Reporters' Note 
al 215-19.

34. See id. § 12. Reporters ' Nole ul 217-18. The 
Restatement iden tifies on ly llt ic e states where 
ro o d s have adop ted the ''c o n tin u ity o f enter­
p rise " exception: Alabama. M ich igan, and New 
Hampshire. See id. al 219.

35. The T h ird Restatement lists tw en iy -iw o slates 
In wh ich stale courts (o r federal courts apply ing 
stale law ) have rejected both the ''co n tin u ity o f 
en terprise " and "p to d t ic l lin e " exceptions. See 
id. § 12, Reporters ' Nole a l 217-18. But one 
coo tm cn ia io r estimates tha t on ly eighteen ju r is ­
d ic tions as o f m id -1 998 had a r lu a lh  rejected Ihe 
modern exceptions, when cons ide ring those
slates whose highest en tirls had yet lo  ru le o il llie 
issue. See Cupp, sw/ir/i note 2ft, nl 852-54. Pro-

Millie riippnratinus will he nimble in  find pin 
chasers, mid will instead  lie forced to  sell oil 
Ihe co rp o ra te  asse ts  on a piecem eal basis, 
squ an derin g  any  accum ulated goodwill.3-' 
Fuch a piecem eal sale would give a corpora­
tion certa in  economic advantages; th e  sell­
e r’s sh areho ld ers would he able to  receive 
full value for th e  rem aining asse ts , and  sue- 
re s so r liability would nnt flow to th e  purchas­
e rs  u nd er any  of th e  traditional o r  m odern 
theories.3* But a piecem eal sale would cause 
an ongoing business to he losl to society, ami 
potential c laim ants would he no b e tte r  off.

This a rgum en t, although compelling in Die- 
ory, seem s to  paint an  incom plete p ic tu re  of 
th e  economic realities. I f  su ccessor liability 
is expanded to include th e  “continuity  of 
e n te rp rise"  exception, some com panies in­
deed might he  unable to find buyers for th e ir 
ongoing businesses. But w e have nnt been 
re fe rre d  to any  evidence that adopting  this 
m odern "continu ity  of en te rp rise"  exception 
(or th e  m arginally  m ore popular “product 
line" exception) h as  in fact increased  the 
n um ber o f co rp ora te  liquidations o r  piece­
meal b reakups, n r Dial re jecting  th e  m odern 
exce. nns has in fact decreased  liquidations 
n r piecem eal sales.3* Anri o u r re search  lias 
nnt disclosed stud ies tha t have so concluded.

W e also  note  that perm itting  successor 
liability u n d e r th e  “continuity  o f en te rp rise"

lessor fn p p  s ta irs dim courts in te rp re ting llu- 
law ol M ississippi. Ohio, and South Carolina 
have also recognized and adopted Ihe "co n tin u i­
ty o f en te rp rise " exception. S tv Cupp, supiu  
nn lp 2ft, al 854 n. 44.

36. See Restatement (Th ird ) of Torts; Products 
L ia b ility !; 12 cm t. I), at 211; Epstein, .mi/iio nole 
19. at 400-01; M ichael D. Green, Fairness and  
Sttreessnr Liability: The Lim its o f  the  Common  
Law  Process. 8 Kan. J.L. Si Pub. Pol'y 119, 121
(1998).

37. See Epsiein, supta note 19, al 401; Restate­
ment (Th ird ) o f Torts; Products L ia b ility § 12 
rm l. b, al 2 11.

38. See Epsie in, supta nole 19, al 401-02; Re- 
sta icmen l (Th ird ) n l Torts; Products L ia b ility 
§ 12 cm t. b, al 211.

39. See, e.g.. Restatement IT h ird l of To rts : Prod­
ucts L ia b ility § 12 m il . b al 211 St Reporters' 
Note al 215-21; Epstein, ju p ro note 19. al 400- 
02: Green, supra note 3ft. at 121.

S A V A f iE  A R M S , IN D . v
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exception will not d iscourage large-scale 
tran sfe rs  so long as anticipated successor 
liabilities do not exceed the  value of th e  
eoi'iwratinn’s  accum ulated goodwill. P re ­
sum ably, m any eorim ratinns will continue to 
engage  in efficient and  productive tran sfe rs , 
w ith  th e  purchasing firm m erely  factoring 
into th e  purchase price the  cost nf tho se  
successor liabilities.6" W hen firm s contrarl 
for an asset tra n s fe r w here Ihe basic e n te r­
p rise  is to h e  continued, they  negotia te  to  a 
price that reflects th e  fair m arket value of 
th e  transfer, taking heed n f D ip risk  o f fu tu re  
claims.61 T he  purchasing firm will value an y  
potential successor liability claim s at least at 
th e  increm ental cnsl o f obtaining insurance 
coverage against successor liability for 
them .63 W here that insurance is too ex|icn- 
sivc n r is unavailable, negotiations could col­
lapse, and th e  firm  will e ith e r continue to 
exist (and b e  subject to liability claim s) nr 
liquidate (and fu tu re  victims will receive nn 
recovery). But in m any cases, w e would 
exjwet selling and purchasing  firm s sim ply to 
negotia te  to a rational price tha t takes ac­
count of these  potential claims. T he posited 
negative effects nn th e  overall crnnnnty a re  
ton  indeterm inate  and  speculative lo  out­
w eigh Die policy o f com pensating persons 
injured by product defects.6-1 

T h e sam e reasoning  applies to  the  R esta te ­
m ent au tho rs’ concerns reg ard ing  potential 
“w indfalls.” 66 In m any cases, a predecessor 
m anufacturing com pany will he  purchased  by 
a la rger, m ore financially-sound corporation. 
T h e  ru le w e adopt h e re  does nnt limit in ju red  
plaintiffs' recovery  to  th e  value n f th e  a sse ts

40. Site Cupp, supra unit* 2ft. nl 8ft 1-77.

41. Sec M ichael D. Gieen. Smcessor Liability: the 
Superiority of Statutory' Rejonn to Protect Ptuduci 
Liability Claimants, 72 Corne ll L.Rev. 17, 40 
(1986).

42. See id. al 40; Cupp, sujnu m ile 2ft, at 8ft2 n. 
90.

43. Sec Epsiein. supra nole 19. al 402 (exp la in ing 
tlia l corpora l ion* are Icarn inp lo  nnvipnie mod­
ern successor lia b ility rules).

44. Sec Restatement (T li iid ) nf Torts: Products 
L iab ility § 12 rm l. b.. al 210-11.

45. Id. al 2 tO.
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purchased  by th e  su i i- c » o r  corporation, mi 
th e re  could conceivably lie  situations in which 
product delect victim s would receive a linger 
recovery  than  they  eo nceh ab ly  could have 
received had  Ihe p red ecesso r com pany r e ­
m ained a n  ongoing Concern, and  been bank­
ru p ted  by Die to ta l claim s. T h e  R estatem ent 
au th o rs  view the  added  recovery  potential as 
an  "injustice” to  th e  successor corporal inn.6'  
But w e th ink  Ih e  R esta tem en t analysis de­
fea ts llie  assu m ptio ns holiind to r t law. Wp 
assum e Dial m erito rious claim s will he  paid; 
Dial th ey  a re  som etim es not paid doe  to 
insolvency does not change Ihnl underly ing  
assum ption . T o charac te rize  a s  a "w indfall" 
full recovery  for losses caused  by  product 
defects Unjustly challenges th e  legitim acy n f 
Die in ju ries su ffered . And once again, p u r­
chasing co rp ora tions ra n  a ttem p t In account 
fu r th is  risk  n f loss in th e  purchase  price.

T he  o th e r  objections to expanded succes­
so r liability ru les a re  also not disfvisitive. 
S uccessor liability |volantially ennfiicts with 
m aximizing Die value received  for bankrup t 
(‘s la te s .66 But we see  nn persuasive reason  
lo  favor co rp o ra te  c red ito rs over claim ants 
la te r  in ju red  by th e  se lle r corporal ion’s 
products.4* Also, sm ne m in is  have argued  
that Die m odern  exceptions im pose liability 
on en titie s  having no causal re la tion sh ip  w ith 
Die harm .6* But liasic to the  “continuity  of 
en te rp ris e"  ex rep lin n  is  Die p reservation  o f a 
SlllislJiulini portion  o f th e  goodwill n f the  
p red ecessor co rporation ; D ir successor is 
fundam entally  th e  sam e e n te rp r ise  as Die 
p redecessor. W ie n  a firm  nego tia tes to 
purchase  a n o th e r  corporation, keeping the

4ft. .5rc M iche lle M Mmpan, The P eoia l o l  Fitrnir 
lo r t ('hun ts  in  In  Re Pipet A iicia ll: W ill tlir 
( m itt's  Q u id -F ix  So lu tio n  Seep  the Drlitnr Fly* 
fog H iyh  o r  li t in y  it C lashing Down?. 27 Ley. IL  
Chi. L J .2 7 , 36-37 (1995).

47. Nonetheless, federa l bank rup tcy law may pov- 
r in  whethe r po icn lia l cla im s fo r in ju ries not yet 
in n u rc r i m ay be dischatped in  a bankruptcy 
proceeding. In th is case, llie First C irco il has 
ru led d ia l llie rc is no d is rhn rpe o f Western 
Anln 's claims. See in fia nole 5ft.

48. See. e.g., Polios r. C l nil: r.ipnp. Co., 802 F.2d 
75, 82 -83 f3d f i r .  1986); Johnston v. A m stril In ­
dus.. In t . . 830 P.2d I I 4 | .  1144 (C iiln.App.1992); 
see also R rs ia icm cn l (T h ird ) o l Torts: Products 
L ia b ility $ 12 rm l h. at 210
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"en te rp rise"  in tac t, h m ust an tic ip a te  any  
potential snccessnr liabilities and nego tia te  
nn ap prop ria te  price. T o perm it th e  succes­
sor, which p resum ably  nego tia ted  a discount 
for potential successo r liabilities w hen dick­
ering  over th e  purchase  price, lo  avoid liabil­
ity  based on lack n f causal ion would give the  
successor nn u nw arran ted  windfall.

Finally, th is  new- ru le  will also have the  
effect nf encouraging existing co rporations to 
produce sa fe r  p roducts, in keeping w ith the  
puh iir ])olicy goals th a t underlie  product lia­
bility law generally .4* C orporations a re  cu r­
ren tly  m otivated to co rrect d efects to  reduce  
th e ir  own exposure  to liability, hut th e  tra d i­
tional successor liability reg im e  underm ines 
tha t incentive by giving th e  m anufacturing  
corporation  an o th e r option; offering itse lf for 
sa le  to a new  investor. W ithout successor 
liability, the  original sh a reh o ld e rs  can receive 
full com pensation for Ihe cu rren t value o f the  
firm, w ithout sh arin g  th e  b urden  caused by 
any  defective p roducts m anufactu red  b efo re  
th e  sale. T he ru le  w e announce today  will 
give m anufacturing co riw ra tinns additional 
incentives to  m arket non-defective products, 
in o rd e r to m axim ize th e  co rpora tio ns ' m ar­
ket value in event of sale .5"

Som e com m entato rs,51 including thp  Re­
sta tem ent nut hors,53 reaso n  tha t leg isla tu res 
a re  h e lle r  situa ted  th a n  co u rts  to  dpfine the  
pa ram e te rs  o f successor liability. Rut we 
think this is nn ap p ro p ria te  subject for htdi- 
cial decision because it is d irec tly  re la ted  lo 
products liability law, a doctrinal road  long 
traveled  by courts .51 F o r  exam ple, Ihe four 
trad itional exceptions w ere  c rea ted  by th e  
courts.51 T h e re  is also som e suggestion  that

49. See Cupp, supra note 2ft. a l RftO-63 (argu ing 
tlia l p u n te r successor lia b ility w ill channel re ­
sponsib ility back lo o rig ina l product m anufac tu r­
er).

50. See id. This incentive holds true un til the 
firm  knows that its liab ilitie s w il l ou ts tr ip any 
goodw ill ava ilab le lo lit- sold. But companies in 
d ia l position wou ld nol he relevant tn this sue- 
ressoi lia b ility issue, because no buyer would pay 
fo r an ongoing roncrm  valued at less than its 
assets

51. See. e.g.. Green, supra lim e 41.

52. See Restatement (T h ird ) o f Torts: Products
L ia b ility § 12. Reporters- Note a l 2 1 ft-1 7.

legislation in o th e r s ta le s  has failed to ad ­
d re ss  th ese  problem s.55 W e see nn reason  to 
nwait legislation befo re  addressing  litis issue.

W e th e re fo re  adept the  ‘’continuity n f en­
te rp rise "  exception to th e  general ru le  of 
nonliability for cu rp nra ie  successors.

3. Ptnjtricly nf the tnntnnnry fudynunil 
u r iie r

II4J A lthough w e h ere  approve the  “m ere 
continuation" and  "continuity  o f en te rp rise"  
exceptions, it is nonetheless necessary  to re ­
verse  W estern  A uto’s  sum m ary  judgm ent o r­
d e r  for two reasons. F irs t, m ateria l farlttal 
d ispu tes rem ain  unresolved. M any key  facts 
a re  n n rnn tesied , lint certa in  im portant facts 
fsnch as th e  percen tag e  o f stock form er 
sh areh o ld e rs  in Savage In dustries  owat in 
S avage A rm s) a re  nol established  by  the  
record . Second, th e  uncerta in ty  regard ing  
th e  p ro per legal s tan d ard  governing succes­
s o r  liability a p p ea rs  to have prevented  the  
p a rlie s  from developing th e  record  to  ad ­
d re ss  th e  applicable legal tests . W e conse­
quen tly  rem and  for consideration o f the  
"m ere  continuation" and "continuity o f e n te r­
p rise"  exceptions in th e  context nf th is case.

W e also no te  that Savage A rm s is not 
shielded from  liability by th e  fact tha t it 
purchased  S avage In d u s tr ie s’ asse ts  th rough  
a h ank m p tcy  proceeding. Thp F irst C ircuit 
ru led in a re la ted  asp ec t o f th is c a s e 56 that 
W estern  A uto and  T ay lo r w ere not "afforded 
ap p ro p ria te  notice of th e  m ateria l te rm s of 
th e  all-assel tran sfe r, n o r o f th e  ch ap te r II 
plan" tmd th e re fo re  tha t the  p a rtie s  to th e  
tran sfe r , S avage Ind ustries and Savage

53. See Cupp, supra note 2ft, ol 877-78.

54. See Cupp, supra note 2ft, at 878.

55. See Cupp, supra note- 2ft. at 879-83.

56. In April 1992 Western Auto filed a th ird -pa rty 
rm np lo in i against Savage Arms (nr indem n ifica ­
tio n or appo rtionm en t o f damages. Savage 
Anns ('untended that Western Auto's cla im s were 
barred hv the terms nf Savage Industries ' bank­
rup tcy The F irs t C ircu it Court n f Appeals u lt i­
mate ly resolved the issue in Western Auto's favor 
in Deremher 1994 See Western Aura Supp ly  Co. 
v. Savage A nus, Inc. (In  rr Savage Indus., Inc.),
43 F,3d 714, 723 (1st C ir. 1994).

SA V A C E A R M S, IND. v. W E S T E R N  AI 'T O  S I 'I T I .V  A laska 5fl
Cite a- IX I'.M

A nn s, "are  nnt eiililled  to re ly  on th e  pro tec­
tive jurisdiction  o f th e  b ank rup tcy  c o u r t."5' 
T he failure to give p ro per notice and to seek 
approval o f the  plan from th e  bankrup tcy  
m u rt "precluded a legit im nte basis for en ­
joining th e  Alaska s la te  rourl action  " 56

P . JinminJ Artinlrs its fvttilmissililr.
He.ttTMty

115, If.] Savage A rm s a rg u es  that Ihe 
su p erio r conn abused  iL« discretion by con­
sidering  journal a rtic les W estern  Auto su b ­
m itted  in support of its su m m ary  judgm ent 
motion. T hese artic les included s ta te m e n t ' 
a ttr ib u ted  to Savage A rm s’ ch ief executive 
officer supporting  W estern  A uto 's argum ent 
that Savage A rm s holds itse lf  out to thp 
w orld  as thp legal successor to  Savngp In ­
dustries. Savage A rm s a sse r ts  that the  a r ­
ticles contain m ultiple levels n f hearsay . 
Since w p  rem and for o th e r reasons, it is 
unnecessary  to discuss t.hir issue a t length. 
Rut w e address it briefly h e re  because it 
m ay recu r nn rem and. F o r  purposes of our 
d iscussion, we assum e that th e  C E O  u tte red  
th e  s ta te m e n t ' a ttr ib u ted  to him.

In  effect, the  s ta tem en ts  w ere  titte red  a t 
least twice, first by Savage A rm s’ C EO  and 
ultim ately  by th e  a rtic les ' au th o rs  upon pub­
lication. Wltpn the  s ta tem en t.' w ere  first 
u tte red , th e  decla ran t w as S avage A rm s’ 
C EO  and the s ta tem en ts  w ere  no t hearsay, 
■tpcause they  w-ere adm issions by a party - 
o |t|toncnl.5* Rut w hen th e  a rtic les w ere  of­
fered to prove th e  tru th  o f th e ir  a ssertions—  
that th e  C EO  had m ade the  s ta tem en ts  the 
a rt icles a ttr ib u ted  tn him— I h e ir au th o rs  be­
cam e th e  declaran ts whose nul-nf-rnurt s ta te ­
m en ts w ere being  offered into evidence. If  
th e  artic les w ere offered for th e ir  tru th , they 
norm ally would have been inadm issible h ear­
say.'''" T he su p erio r court re jec ted  Savage

57. Id.

58. /( /.a t 722.

59. See Alaska R. Evict. 80 t(d ) l2 ) (de fin ing stale- 
tnenls by party opponents ns non-hearsay).

60. Alaska R. Evid. 802.

f t l . Alaska C iv il Rule 17(a) provides in relevant 
part;
Every action sha ll be p ro so n ilrd in the name
o f ihe real pa rty in in terest. . . .  IA) pa rty w ith

4 9  (A la sk a  70(10)
A rm s' Iteitrsfty objection, hnf so far its w e can 
loll from Ihe reco rd , did not ad d re ss  Die 
aufltnr-Rx-det'lnranl issue. W h e th e r il must 
tin so  nn rem and  depends on w h e th er the  
a rtic les a re  offered lo r th e  tru th  o f Ihe  m at­
te rs  th ey  a sse rt.

E . Ifrttl I'nriies in htlrrrs'l 
1171 W estern  Auto 's liability  insurers, 

A llsta te  In su rance  C om pany and C erta in  U n­
d e rw rite rs  nl L loyd 's n f London (U n derw rit­
e rs), fully paid th e  expenses o f defending and 
settling  (lie T ay lo r lawsuit against W estern  
A aln, Savage A rm s m oved in sn h s tilu le  Ihe 
in su re rs  as th e  plaintiffs ttt W estern  A uto s 
indem nity  action. S avage A rm s claim ed th a t 
th e  in su re rs  w ere  th e  only real plaintiffs in 
in terest u n d er A laska Civil Rule 17ln).r'' T he 
su p erio r court denied llie  m otion, b lit a t  
W este rn  A uto’s  suggestion  allow ed th e  insur­
e r.' to  ra tify  th e  action o r be subject to 
substitu tion.

W e ag ree  w ith S avage A rm s tha t it was 
e r r o r  not to su b s titu te  W estern  A uto’s insu r­
e rs  as the  real p a rtie s  in in te rest. W estern  
Auto adm its tha t A llsta te  and  th e  U nd erw rit­
e rs  a re  its fully su b ro gated  insure rs . W est­
e rn  A utn has identified nn jtossible rem ain ing  
in terest il has in thp  indem nity  claim. T he 
su p erio r court reasoned  that W este rn  Auto 
had an in terest in th e  claim th a t w as "diffi­
cult lo define," and  tha t jo in d e r of th e  insu r­
e rs  might p resen t an  inaccu ra te  p ic tu re  lo 
the  ju ry . T he court did not explain wlint. 
W este rn  A uto 's in terest w as.

A lthough w e have not previously  ad ­
d ressed  the  p ro per procedural treatm ent, of 
fully su b ro gated  insu rers, w e held in Mttnici- 
pnliiji nf AttrJinnign v. Bough Cttnplrurlion 
if* Kttyinpr.riny Cn.K that ra tification  by p ar­
tially su b ro gated  in su re rs  is an acceptable

whom n r in whose name a contract has been 
m ad r fo r llu* benefit of woollier, o r a party 
n u tlin r i7cd by slHllllr may sue in llm» person * 
mvn name w ithou t jo in in g the party fo r whose 
benefit the a n io n  Is b io u p h t—  |R ]n t|fico- 
lion , jo inder, or subs titu tion Inf llie real party 
in interest) shall have the same effect as if ihe 
action find been commenced in the name of 
tin* real pa rly in interest.

62. 722 P.2d 919 f Alaska 1986).
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su b stitu te  for jo in d e r ,65 W e I hero  reaso ned  
• lint Rule 17(a) rlirl not re q u ire  jo in d e r nf a 
partia lly  su b rogated  in su re r because ratifien- 
tinn satisfied  th e  policy concerns underlying 
tha t rule.*4 W e explained tha t ra tification  is 
generally  ad equ ate  in rasps involving p a rtia l­
ly subrogated  insurers because il p ro tects 
against m ultiple lawsuits, en su res  th a t th e  
in te rested  p a rty  m akes a form al appearan ce  
in court, en sures  th a t th e  p a rty  is sub ject to  
an y  court o rd ers  concern ing  discovery o r a t­
to rney ’s fees, and  a ssu re s  tha t nil in te rested  
p a rtie s  h ear th e  b u rd en s  o f  claim s litigated 
on th e ir  behalf.65 Im plicitly acknowledging 
th e  key  distinction betw een  partia lly  an d  ful­
ly subrogated  insu re rs , w e  noted tha t the 
Insured  pa rty  w as not a sham  p lain tiff be­
cause its claim had not been paid in full by 
th e  insurer:

W e fu rth e r no te  tha t |Mie in su re r’s ]  ab­
sence as a nam ed party  in th is case  does 
not mean that th e  action would he prose­
cuted hy a  sham  plaintiff. T h e  m unicipali­
ty  was a renl p a rty  in in terest ns the  
am ount o f its  claim  had  not been paid  in 
full by | Hip in su re r].****

This language im plies that w here, as here, 
Ihe in su re r has paid  th e  full am ount, th e  
insured  would he  a sham  plaintiff.

W e have relied b efo re  on a  M ontana Su­
prem e Court case, Stole rr red. Nined's T.V.
<f- Appliance Inc. v. District Court,61 in de­
term in ing  Ihe p ro p e r procedural trea tm en t of 
insu re rs .66 T he p lain tiffs in Nawd's T.V. had 
received varying levels o f com|>ensation from 
th e ir  p a rtly  and fully sub ro g a ted  insu re rs .65 
Although th e  court held tha t partia lly  suhro- 
g a ied  insurers could opt for ra tification  ra th ­
e r  than  substitu tion  o r  jo in d er, it effectively 
upheld a lower co u rt’s  ru ling req u iring  sub ­
stitu tion  o f fully sub ro g a ted  in su re rs .1"

C ritical com m entary  b ea rs  out th e  signifi­
cance of th is d istinction;

63. See id. al 926.
64. See id. nl 925-26.
65. See id.
66. Id. m 926.
67. Ih 8M o n t. 456, 543 P.2d 1336(1975),

6S. See Baugh. 722 f’.2d ol 926,

T he general ru le  in th e  federal ro iir ts  is 
flint if th e  insu re r has paid th e  en tire  
claim, it is the  re a l p a rty  in in te rest and 
m ust sue in its own nam e. I f  no m oney o r 
enforceable prom ise to pay m oney lias 
been advanced, then  th e re  lias nnt been 
any subrogation  and th e  insured  rem ains 
I lie rea l pa rty  in in terest. Tin’s seem s 
sound since it is logical that nn insured  
who has no in te rest in th e  outcom e nf the 
litigation m ay not bring su it.1511

W e find th is  reaso n ing  persuasive, an d  con­
clude th a t  it w as e rro r  not to req u ire  the  
insu rers to  su b s titu te  for the ir insured.

IV. CONCLUSION
W e R E V E R S E  thp o rd er denying Savage 

A n n s’ motion to  req u ire  W estern  A uto’s  in­
su re rs  to su b s titu te  for W estern  A uto, VA­
CA TE th e  o rd e rs  im posing successor liability 
on Savage A rm s, and  R EM A N D  for applica­
tion of th e  doctrines adopted Inday and  for 
fu r th e r proceedings,

S ally  K. S L O A N E , A p pellan t, 

v.

G eorge  R. S L O A N E , A ppellee.

No. S-1I1U5.

S uprem e Court n f Alaska.

M arch 2, 2001.

R ehearing  Denied April 4, 200).

Divorce judgm ent was en tered  by the  Sujterinr C ourt, T h ird  Judicial D istrict, An-
69. See Aland's T.V.. 543 P.2d at 1337.

70. See id. at 1338-39,

71. 6A Charles Alan Wright, Arthur R. Miller (t 
Mary Kav Kane. Fcdetal Piaciici and Procedure 
§ 1546. al 355-56 (2d ed. 1990) (footnotes omit­
ted).

SLO A N E v. S L O A N E  Alaska ( i l
Clunk IS P.Jil m i (Aln*ke 3 nu ll

chorage, E ric  T, S a n d e rs , ,).. and wife appeal- p a rtie s ' business w as w orth  .71". husband  
ed. T he Suprem e C ourt, C arpeneti, ,L, held
Ihnl: H ) record  snpim rted finding that 
$25,000 note  Hint huslmnrl received from  par­
ties’ son in connection w ith his purchase of 
parties’ business was worth 7 )0 ; 12) record  
supported  assignm ent n f Blit nf m arital 
p ro perty  to wife; (3) wife was nnt en titled  to 
have husband pay h e r fu ture m edical costs;
(4) wife w as nol en titled  to bifurcation of 
legal divorce; (5) wife was not en titled  lo 
travel and living expenses incurred  by a t­
tending tria l io Alaska; and (0) a tto rn ey  fee 
aw ard  tn wife of $3,180 was sufficient.

Affirmpd.

1. D ivorce 0 2 5 2 .1
T h e  tria l court has hroad discretion in 

fashioning p ro perty  divisions in divorce ac­
tions. AS 25.24.Jfi0la)(4).

2. D ivnrro  0 2 8 0 ( 8 )
T he valuation nf m arital p ro perly  is a 

factual determ ination  which will nol, he se t 
aside on appeal unless il is clearly erroneous. 
AS 25.24.lfi(l(u)(4).

3. D ivorce 0 2 8 6 ( 8 )
A valuation o f m arital p ro perty  is clearly  

erroneous and  should be set asidp if the  
reviewing court is left with a definite and 
firm  conviction on Ihe en tire  record  that a 
m istake has been m ade. AS 25.24.100(a)(4).

4. D ivorce 0 2 8 f i ( 5)
The su perio r court's  equitab le  d is tribu­

tion of pro|>erty is review able under llie 
abuse o f d iscretion standard , and  will nnt be 
d is tu rbed  on appeal unless it is c learly  un­
ju s t. AS 25.24.100(a)(4).

5. D ivorce 0 2 2 3 , 28fi(4)
T he aw ard o f a tto rney 's  fees in divorce 

actions is w ithin th e  broad discretion o f the  
tria l court, and  th e  court's decision in that 
reg a rd  will nnt be reversed  unless it is a rb i­
tra ry , capricious, o r m anifestly unreasonable.

fi. D ivorce 0 2 5 3 ( 3 )
Record in divorce case sup po rted  finding 

th a t, for equitab le  d istribu tion  purposes, 
$25,000 note  that husband received from  p ar­
tie s ' son in connection w ith his purchase of

signed  sale ag reem en t under tim e eon- 
s t ta in ts  on te rm s de term ined  unilaterally  by- 
w ife's a tto rn ey , and w ife p re sen ted  no evi­
dence to  re fu te  husband 's  claim tha t business 
would not have sufficient funds to  rep ay  note . 
AS 25.24.lfirwa)(4).

7. D h o re c  0 2 5 3 ( 2 )
R ecord in divorce case su p po rted  assiprt- 

m enl nf 57'/; n f m arita l p ro p e rty  to wife, 
desp ite  h e r claim tha t (rial court did nnt 
sufficiently  consider w ife's ape. i.e.. 00; ro ar! 
d id  not find w ife 's iipe In he im portan t ho- 
cause husband w as o f  com parable  ape and  
bo th  w ere  approach ing  re tirem en t. AS 
25.24.100(a)(4).

8. D ivorce 0 2 8 2 .  283
W ife w aived ap pe lla te  o f h e r claim th a t, 

in aw arding  w ife only ST» of m arita l e s ta te , 
tria l ron ri did nol co nsid er w ife's sla lio n  in 
life during  m arriage ; w ife n e ith e r ra ised  d ia l 
issue before su p erio r court nor p resen ted  
evidence n r arg um en t in h e r  b riefs (h a t 
would have m ad e h e r  sla lio n  in lifn relevant 
tn  p ro perty  d is tribu tion . AS 25.24.100(a)(4).

fl. D ivorce 0 2 5 3 ( 2 )
Record did nol support claim  th a t, in 

aw arding wife only* 579J n f m arita l o sia le , 
tria l court d id  not co nsid er w ife 's health ; 
court sim ply w as not convinced that wife 
needed any  su rg e rie s  tha t sh e  alleged, court 
also com m ented  that w ife's trea tm en t m ight 
have been  overly  expensive, and  court ron - 
clnded  tha t wife’s  health  concerns w ere  not 
so  serio u s a s  to  p revent Iter from continuing  
to  w ork in fu tu re . AS 25.24.100(a)(4).

10. D ivorce 0280(11)
E ven  if  tria l court incorrectly  concluded 

in divorce case tha l wife w as capable o f being 
gainfully em ployed, any  such e r r o r  w as 
harm less  w ith  respecl to  m arita l p ro p e rty  
division, a s  court valued  w ife 's fu tu re  e a rn ­
ings a t  zero . A S  25.24.100(a)(4).

11. D ivorce 0 2 3 ! )
R ecord in d ivorce case  su p po rted  tria l 

co u rt's  re fusal lo  re q u ire  husband  lo pay  
w ife's fu tu re  medical cos Is; su p erio r court 
found th a t because wife received in excess of 
507? o f m arita l e s ta te  and  because she  w as
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MEMORANDUM

RE: Procedural Status of Western Auto Supply Co, (now Allstate Insurance
Company and Certain Underwriters at Lloyd’s of London) pending in 
the Superior Court for the State of Alaska, Third Judicial District at 
Kenai, Case No. 2KN-90-922 Cl

DATE: February 12, 2002

Western Auto v. Savage Arms, Inc. is still a pending case in the Kenai
Superior Court. The decision of the Supreme Court in Savage Arms, Petitioner v.
Western Auto Supply Co., Respondent, 18 P.3d 49 (Alaska 2001) was an

interlocutory decision by the Supreme Court on a petition for review. Western

Auto and Savage Arms, Inc. filed cross-motions for summary judgment on the

question of whether Savage Arms was liable as the “legal successor to Savage
Industries, Inc.” Judge Link, the Superior Court judge in Kenai, ruled in favor of
Western Auto. This was not a final judgment as there were other issues remaining

unresolved which would have to be decided by trial if not disposed of by

additional pretrial motions.

Only final judgments of the Superior Court can be appealed to the Alaska

Supreme Court. However, Appellate Rule 610 provides for an interlocutory

review by the Supreme Court, before there has been a final judgment, at the

discretion of the Alaska Supreme Court for issues which meet the criteria set forth
in Appellate Rule 610. One of the grounds is if the decision of the lower court:

.. involves a controlling question of law on which there is a substantial ground

1 2990-J/51302
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for difference of opinion and an immediate review of the order may materially 
advance the termination of the proceedings . .

Savage Arms petitioned the Supreme Couri or a review of Judge Link’s 
decision under this procedm̂ . The Supreme Court granted the petition and 
ordered full briefing. Proceedings in the Superior Court were stayed pending the 

decision by the Supreme Court on the petition for review. After the Supreme 

Court decision (first handed down on March 2, 2001, with rehearing denied on 
April 4, 2001) the case was remanaed to Judge Link for further proceedings. Trial 
has been scheduled by Judge Link for November of 2002.

(In its decision, the Supreme Court also ruled that because all of Western 

Auto’s defense costs and attorney’s fees and the entire amount of the settlement by 

Western with the plaintiff, Taylor, had been paid by Western Auto’s insurers, 
Allstate and Certain Underwriters at Lloyd’s, those insuring entities were the 
proper parties plaintiff and in compliance with that ruling, Allstate and Certain 
Underwriters at Lloyd’s have been substituted in place of Western Auto as the 

plaintiff.)

Thus, Allstate Insurance Company and Certain Underwriters of Lloyd's v. 

Savage Arms, Inc. is very much still a pending case and there has been no final 
judgment. If legislation past by the legislature is made specifically retroactive 
and/or curative, it could be expected that the Alaska courts would apply such new 
legislation to the pending case in spite of the Supreme Court’s prior ruling. See

Zurjluh v. State, 620 P.2d 690, 693 (Alaska 1980).
2 2990-1/51302
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TEXAS STATUTES AND CODES

***  THIS DOCUMENT I S  CURRENT THROUGH THE 2 0 0 2  SUPPLEMENT ( 2 0 0 1  SESSION) ***

CIVIL STATUTES

BUSINESS CORPORATION ACT

PART FIVE

GO TO TEXAS CODE ARCHIVE DIRECTORY

T e x .  B u s .  C o r p .  A c t  a r t .  5 . 1 0  ( 2 0 0 2 )

A r t  5 . 1 0 .  D i s p o s i t i o n  o f  A s s e t s  R e q u i r i n g  S p e c i a l  A u t h o r i z a t i o n  o f  
S h a r e h o l d e r s ;  E f f e c t  o f  D i s p o s i t i o n  R e q u i r i n g  o r  N o t  R e q u i r i n g  A u t h o r i z a t i o n ;  
L i a b i l i t y  o f  A c q u i r i n g  C o r p o r a t i o n

A. A s a l e ,  l e a s e ,  e x c h a n g e ,  o r  o t h e r  d i s p o s i t i o n  ( n o t  i n c l u d i n g  a n y  p l e d g e ,  
m o r t g a g e ,  d e e d  o f  t r u s t  o r  t r u s t  i n d e n t u r e  u n l e s s  o t h e r w i s e  p r o v i d e d  i n  t h e  
a r t i c l e s  o f  i n c o r p o r a t i o n )  o f  a l l ,  o r  s u b s t a n t i a l l y  a l l ,  t h e  p r o p e r t y  a n d  
a s s e t s ,  w i t h  o r  w i t h o u t  t h e  g o o d  w i l l  o f  a c o r p o r a t i o n ,  i f  n o t  made i n  t h e  u s u a l  
a n d  r e g u l a r  c o u r s e  o f  i t s  b u s i n e s s ,  may b e  made u p o n  s u c h  t e r m s  a n d  c o n d i t i o n s  
a n d  f o r  s u c h  c o n s i d e r a t i o n ,  w h ic h  may c o n s i s t  i n  w h o l e  o r  i n  p a r t  o f  m on ey  o r  
p r o p e r t y ,  r e a l  o r  p e r s o n a l ,  i n c l u d i n g  s h a r e s  o f  a n y  c o r p o r a t i o n ,  d o m e s t i c  o r  
f o r e i g n ,  a s  may b e  a u t h o r i z e d  i n  t h e  f o l l o w i n g  m an n er :

(1 )  T he b o a r d  o f  d i r e c t o r s  may a d o p t  a r e s o l u t i o n  r e c o m m e n d in g  t h a t  s u c h  
s a l e ,  l e a s e ,  e x c h a n g e ,  o r  o t h e r  d i s p o s i t i o n  b e  a p p r o v e d  b y  s h a r e h o l d e r s  o f  t h e  
c o r p o r a t i o n ,  u n l e s s  t h e  b o a r d  o f  d i r e c t o r s  d e t e r m i n e s  t h a t  f o r  a n y  r e a s o n  i t  
s h o u l d  n o t  m ake t h e  r e c o m m e n d a t io n  i n  w h ic h  c a s e  t h e  b o a r d  o f  d i r e c t o r s  may  
a d o p t  a  r e s o l u t i o n  d i r e c t i n g  t h a t  s u c h  s a l e ,  l e a s e ,  e x c h a n g e ,  o r  o t h e r  
d i s p o s i t i o n  b e  s u b m i t t e d  t o  s h a r e h o l d e r s  w i t h o u t  r e c o m m e n d a t i o n  a n d ,  i n  
c o n n e c t i o n  w i t h  t h e  s u b m i s s i o n ,  c o m m u n ic a t e  t h e  b a s i s  f o r  i t s  d e t e r m i n a t i o n  t h a t  
t h e  s a l e ,  l e a s e ,  e x c h a n g e  o r  o t h e r  d i s p o s i t i o n  b e  s u b m i t t e d  w i t h o u t  
r e c o m m e n d a t i o n .

(2 )  T he b o a r d  o f  d i r e c t o r s  may s u b m it  t h e  p r o p o s e d  s a l e ,  l e a s e ,  e x c h a n g e  o r  
o t h e r  d i s p o s i t i o n  f o r  a u t h o r i z a t i o n  b y  t h e  c o r p o r a t i o n ' s  s h a r e h o l d e r s  a t  a  
m e e t i n g  o f  s h a r e h o l d e r s ,  w h i c h  may b e  e i t h e r  a n  a n n u a l  o r  a  s p e c i a l  m e e t i n g .

(3 )  W r i t t e n  o r  p r i n t e d  n o t i c e  s h a l l  b e  g i v e n  t o  e a c h  s h a r e h o l d e r  o f  r e c o r d  
e n t i t l e d  t o  v o t e  a t  s u c h  m e e t i n g  w i t h i n  t h e  t i m e  a n d  i n  t h e  m a n n er  p r o v i d e d  f o r  
i n  t h i s  A c t  f o r  t h e  g i v i n g  o f  n o t i c e  o f  m e e t i n g s  o f  s h a r e h o l d e r s ,  a n d ,  w h e t h e r  
t h e  m e e t i n g  b e  a n  a n n u a l  o r  a s p e c i a l  m e e t i n g  s h a l l  s t a t e  t h a t  t h e  p u r p o s e ,  o r  
o n e  o f  t h e  p u r p o s e s ,  o f  s u c h  m e e t i n g  i s  t o  c o n s i d e r  t h e  p r o p o s e d  s a l e ,  l e a s e ,  
e x c h a n g e ,  o r  o t h e r  d i s p o s i t i o n .

(4 )  A t  s u c h  m e e t i n g ,  t h e  s h a r e h o l d e r s  may a u t h o r i z e  s u c h  s a l e ,  l e a s e ,  
e x c h a n g e  o r  o t h e r  d i s p o s i t i o n  a n d  may f i x ,  o r  may a u t h o r i z e  t h e  b o a r d  o f  
d i r e c t o r s  t o  f i x ,  a n y  o r  a l l  o f  t h e  t e r m s  a n d  c o n d i t i o n s  t h e r e o f  a n d  t h e  
c o n s i d e r a t i o n  t o  b e  r e c e i v e d  b y  t h e  c o r p o r a t i o n  t h e r e f o r .  S u c h  a u t h o r i z a t i o n  
s h a l l  r e q u i r e  t h e  a f f i r m a t i v e  v o t e  o f  t h e  h o l d e r s  o f  a t  l e a s t  t w o - t h i r d s  o f  t h e  
o u t s t a n d i n g  s h a r e s  o f  t h e  c o r p o r a t i o n  e n t i t l e d  t o  v o t e  t h e r e o n ,  u n l e s s  a n y  c l a s s  
o r  s e r i e s  o f  s h a r e s  o f  t h e  c o r p o r a t i o n  i s  e n t i t l e d  t o  v o t e  a s  a c l a s s  t h e r e o n ,  
i n  w h i c h  e v e n t  t h e  v o t e  r e q u i r e d  f o r  a u t h o r i z a t i o n  b y  t h e  s h a r e h o l d e r s  s h a l l  b e  
t h e  a f f i r m a t i v e  v o t e  o f  t h e  h o l d e r s  o f  a t  l e a s t  t w o - t h i r d s  o f  t h e  o u t s t a n d i n g  
s h a r e s  w i t h i n  e a c h  s u c h  c l a s s  o r  s e r i e s  e n t i t l e d  t o  v o t e  t h e r e o n  a s  a  c l a s s  a n d  
a t  l e a s t  t w o - t h i r d s  o f  t h e  o u t s t a n d i n g  s h a r e s  o t h e r w i s e  e n t i t l e d  t o  v o t e  
t h e r e o n .  S h a r e s  e n t i t l e d  t o  v o t e  a s  a c l a s s  s h a l l  b e  e n t i t l e d  t o  v o t e  o n l y  a s  a



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

(5 )  A f t e r  s u c h  a u t h o r i z a t i o n  b y  v o t e  o f  s h a r e h o l d e r s ,  t h e  b o a r d  o f  d i r e c t o r s ,  
n e v e r t h e l e s s ,  i n  i t s  d i s c r e t i o n ,  may a b a n d o n  s u c h  s a l e ,  l e a s e ,  e x c h a n g e  o r  o t h e r  
d i s p o s i t i o n  o f  a s s e t s ,  s u b j e c t  t o  t h e  r i g h t s  o f  t h i r d  p a r t i e s  u n d e r  a n y  
c o n t r a c t s  r e l a t i n g  t h e r e t o ,  w i t h o u t  f u r t h e r  a c t i o n  o r  a p p r o v a l  b y  s h a r e h o l d e r s .

B . A d i s p o s i t i o n  o f  a n y ,  a l l ,  o r  s u b s t a n t i a l l y  a l l ,  o f  t h e  p r o p e r t y  a n d  
a s s e t s  o f  a  c o r p o r a t i o n ,  w h e t h e r  o r  n o t  i t  r e q u i r e s  t h e  s p e c i a l  a u t h o r i z a t i o n  o f  
t h e  s h a r e h o l d e r s  o f  t h e  c o r p o r a t i o n ,  e f f e c t e d  u n d e r  S e c t i o n  A o f  t h i s  a r t i c l e  o r  
u n d e r  A r t i c l e  5 . 0 9  o f  t h i s  A c t  o r  o t h e r w i s e :

(1 )  i s  n o t  c o n s i d e r e d  t o  b e  a  m e r g e r  o r  c o n v e r s i o n  p u r s u a n t  t o  t h i s  A c t  o r
o t h e r w i s e ;  an d

(2 )  e x c e p t  a s  o t h e r w i s e  e x p r e s s l y  p r o v i d e d  b y  a n o t h e r  s t a t u t e ,  d o e s  n o t  make
t h e  a c q u i r i n g  c o r p o r a t i o n ,  f o r e i g n  c o r p o r a t i o n ,  o r  o t h e r  e n t i t y  r e s p o n s i b l e  o r
l i a b l e  f o r  a n y  l i a b i l i t y  o r  o b l i g a t i o n  o f  t h e  s e l l i n g  c o r p o r a t i o n  t h a t  t h e  
a c q u i r i n g  c o r p o r a t i o n ,  f o r e i g n  c o r p o r a t i o n ,  o r  o t h e r  e n t i t y  d i d  n o t  e x p r e s s l y  
a s s u m e .
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Jeffrey MUDGETT, Appellant,

v.

PAXSON: MACHINE . 

COMPANY, Appellee:

No. 1S-S5-369-CV.

' Court of Appeals, -of Texas,
Corpus Christ!

April 24, 1986. ' ..

. • Rehearing Denied May 29, • 1986. •

Injured machinist brought product lia­

bility action against machine company and 

its successor. The l'4th District Court, Dal­

les County, John MeCTeBah\Marebal!,. J., 

grahted'summary judgment for successor 

and machinist appealed.' The Court of Ap­

peals, Utter, J., held that: .(1) invoice' sup­

ported finding' that machine was.delivered 

prior to sale of manufacturer's assets;. (2) 

successor had not assumed manufacturer's 

tort liability; and (3) successor was not. lia- 

ble under de facto merger, 'mere continua­

tion, or product line theories.

Affirmed.

L Corporations e=445.1

Invoice listing date of delivery of slit­
ting machine'that was subject of. products 

liability action supported finding - that ma­

chine had been manufactured, designed, as­

sembled, sold, and delivered prior-to date 
manufacturer had sold assets to defendant

2. .Corporations «=445.1 '

Successor to manufacturer's assets did 

not assnmemanufactnrer’s. tort liability, by 

agreeing to assume KabDHies "incurred in 

ordinary course of. business/’ ■where that 

phrase was limited by phrase "as disclosed 

ly the be!"nce sheet”

3, CorporationH ̂  .i >j-l

"De.f8cto.merger" doctrine -imposing 

liability of corporation on purchaser-of its 
assets, and -“mere' continuation'-' doctrine 

imposing liability upon'successor corpora-
•• > * i t *« *

! '  T he ' slitting machine is .cotnpoied of'throe 
"basic cornponnm, the coDer. thc sliner, and the 

: • recdilei, and is.used to cut-and roll large pieces

MUDGETT v. PAXSON MACH. CO. Tex. 755
Clt*M7OTS.W.M733 (TctApSV-Corpm Ctatafl 1986)

tions regardless of manner in which assets 

are acquired may not be applied under Tex­

as law. VJLT.S; Bus.Carp .Act, arts. 5.10, 

5.10 comment. •

4. Corporations <3=3445J -. i

. Successor that continues output of line 

of products cannot be 'said to have (seated 

risk. associated - with -product manufactured 

by its- predecessor -and', does, not assume 

strict liability for defective units;: declining 

to follow Ramirez v: Amsted Industries, 
Inc., 86 NJ. 832, 431 ,A.2d 811; Ray v. 
Alad Corp., 19 CnLSd 22, 186 Caldtptr. 
534,.560P:2d8. .

•M2ce Felber, Denbow, Wells, Williford .& 

Felber, Fort Worth,- for appellant

•Eugene W. Brees, II, John P. PolewBld, 

Thompson &KnigHt̂ jD alias, for appellee.

Beau UTTER, SEERDEN and J3ENA- 
VIDE , JJ.

v ’. OPINION ■ .
. UTTER, Justice.' .

Appellant Mudgett brought suit against 

Thopax Investment Corporation (the- for­

mer Paxson Machine Company) (Paxson I) 

and -Paxson' Machine"' Company (Paxson H) 

as a result of personal .injuries he sustained 

in an accident involving a metal-slitting ma­

chine.1 Prior to the accident Paxson T sold 
its assets to Paxson n, and then changed 

its name to Thopax Investment Corpora­

tion. Paxson :H filed a motion for. summa­

ry judgment averting; that .it "had neither 

designed, manufactured, nor sold the ma­

chine in question.".-Paxson II further,-as- 

serte.i that it did not . assume -tort liability 

by the.purchase. of Paxson I's assets. The 

trial court granted the summary judgment 
and severed the claims, asserted against 

Paxson I from those asserted against'Pax­

son It Appellant Mudgett appeals the 

granting of the summary judgment '
’  . , r  . * • * • * ,

o f  s h e e t m e ta L  T h e  t h r e e  c o m p o n e n ts , a s a  
• u n i t ,  a r e  c a l le d  a ' " s l i d i n g  l in e . "  ‘ "
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The summary judgment evidence shows 

that on December 23, 1953, Paxson I and 

R.P.B. Corporation entered into an agree­

ment whereby R.PJB. Corp. was to pur­

chase substantially all of the assets of Pax- 

son I. The agreement Btates that Decem­

ber SO, 1968, was to he the closing date of 

thr transaction. After the sale, Paxson I 

dunged its name to Thopax Investment 

Company and ILP.B. Corp. changed its 

name tn Para on Machine Company (Paxson

ID.
By purchase orders dated October 1, 

1963, Meta] Goods Corporation (Metal 

Goods), a division of Alcoa Corporation, 

ordered a slitting line from Paxson I. A 

delivery date of November 1, 19S8, was 

requested.

On February 8,1988, Mudgett injured his 

left hand whDe operating the slitting ma­

chine for his employer, Metal Goods. Mud- 

gett then sued Paxson I and Paxson n 

under the theory of products liability.

[1] By his first three points of error, 

appellant asserts that fact issues remain 

concerning whether Paxson I or Paxson II 

manufactured, designed, assembled, sold or 

delivered the slitting machine. Appellee's 

summary judgment evidence, a three page 

document which we consider to be an in­

voice, lists the specifications incorporated 

into each of the three basic components of 

the elittmg line manufactured for Metal 

Goods. At the bottom of the first page is 

the handwritten notation, "Shipped 

12/13/63 via Metal Goods Truck." Appel­

lee further has shown, by summary judg­

ment evidence, that the sale of the assets 

of Paxson I was closed on December 30, 

1968. This evidence established that the 

slitting machine in question was manufac­

tured, designed, assembled, sold and deliv­

ered prior to December 30, 1963, the date 
Paxson II purchased the assets of Paxson 

I. Since Paxson n (the movant) estab­

lished these facts, the harden shifted tb 

appellant (the non-movant) to set forth suf­
ficient summary judgment evidence to give 

rise to a genuine issue of material fact 

First Federal Savings (£ Loan Ass'n v.

Ritenour; 704 S.W.2d 895 (Tex-App.— Cor­

pus Christi, 1986, writ ref d nj\e.).

Appellant contends that 

the notation only indicates that the un- 

cofler machine of the slitting line [the 

component described on the first page] 

was shipped tliaf date. On the invoice 

for the slitting component, there is no 

indication of a date of shipment 

This argument is unfounded because the 

document was obviously intended to be a 

three page invoice as evidenced by the no­
tations on the top of the invoices "page two 
of three" and "page three of three." Ex­

cept far the above stated argument appel­

lant has not brought forth any summary 
judgment evidence which would show that 

a genuine issue of material fact exists as to 

the truthfulness or accuracy of these nota­

tions as to the date these articles were 

shipped. Points of error one, two and 

three are overruled.

By points of error four and five, appel­
lant contends that a fact issue exists as to 
whether Paxson II assumed tort liability 
over the slitter in question as a result of 

the assets purchase. Appellant points out 

that the sales agreement provides that it 

shall be "construed and enforced by the 

laws of Ohio."

Appellant contends that Ohio law "recog­
nizes that a successor [corporation] can 

expressly or impliedly assume the tort lia­

bility of its predecessor," citing Travis v. 
Harris Corp., S6S F.2d 443 (7th Cir.1977) 
and Chadwick v. A ir Reduction Co., 289 
F.Supp. 247 (NJD.Ohio 1965). Appellant 
first urges us to find that Paxson n ex­
pressly assumed “all liabilities, including 
tort liability," or secondly, to find “at least 
an implied agreement to assume liability 

including tort liability.”

The laws of Texas, and Ohio are in accord 

regarding the interpretation of written con­

tracts. The entire agreement must be con­

sidered in order to ascertain the true intent 

of the parties and no single provision is to 

be given controlling effect Compare Cok­
er v. Coker, • 650 S.W.2d 391 (Tex.1983); 
Corriveau v. 8005 Investment Corp., 697 
S.W^d 766 (TexĴ pp.— Corpus Christi
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1985, writ refd none.) with Inland Refuse 
Transfer Co. v. Brouming-Ferris Indus­
tries of Ohio, Inc., 474 N.E.2d 271 (Ohio 
1984). If the written agreement is worded 

so that it can be given a definite legal 

meaning or interpretation, then it is not 

ambiguous and the court will construe it as 

a matter of law. Coker v. Coker, 650 
S.W.2d at 898; Corriveau v. S005 Invest­
ment Corp., 697 S.W.2d at 767; Inland 
Refuse Transfer Co. v. Brtruming-Ferris 
Industries of Ohio, Inc., 474 N.E.2d at 272.
The sales agreement provides,1 to perti­

nent parts, as follows:

The said assets and business shall be 

sold free and clear of all liabilities, obli­

gations ... of any description, except 

only those liabilities and obligations 

which the Buyer shall assume.

... the Buyer expressly assumes and 

guarantees ... aD debts and liabilities of 
the Seller set forth in the November 30th 

Balance Sheet and all liabilities and obli­
gations under normal contracts, orders 

and commitments incurred to the regular 

course of business to the closing date 

and specifically assumes Seller’s liabili­

ties for 1968 Federal Income tax ...

Except to the extent reflected or re­

served against to the November 30th Bal­

ance Sheet, the Seller as of such date had 

no liabilities or obligations of any nature, 

whether accrued, absolute, contingent or 

otherwise, including without limitation, 

those liabilities due or to. become due, 
except for Federal Income taxes for the 

year 1968.

A separate document, executed on the dos­

ing date (December 30, 1963) and entitled 

"Assumption of Liabilities,” provides for 

assumption of:

2. Initially, we cole that many portions of the 
tales agreement are Illegible, end il can be pre­
sumed thai the Illegible portions not only sup­
port, but establish the correctness of the judg­
ment. See, ag., Cliff Management Corp. v. Lo­
vell, 695 S.W.2d 301 (Tcx-App.—Waco 1985, no

a) All liabilities and obligations of Fax* 

son Machine Company in respect o f the 
contracts and commitments entered 
into to the ordinary course of business as 

disclosed by the balance sheet of Paxson 
Machine Company as of November 30, 

1963, and such further liabilities and 
obligations of Paxson Machine Company 
only as have been incurred to the ordi­

nary course of business from November 

30, 1963 to December 30, 1963, all of 

which liabilities and obligations are set 

forth on Exhibit A which is attached 
hereto and expressly made a part hereof.

b) All liabilities for Federal Income taxes 
for the year 1963 and thereafter, [em­

phasis ours)

The November 30th Balance Sheet lists lia­

bilities as *'[n]otes and. accounts payable," 

"[a]ccrued liabilities," "[a]dvances on con­

tracts," "[dividends payable” and, 
"[rjeserve for Federal taxes on income.”

[2] Notwithstanding the presumption 

discussed in footnote 2, the agreement of 

the parties regarding the assumption of 
liabilities is unambiguous. Clearly the par­

ties intended that Paxson II was only to 
assume those debts, liabilities or obli­

gations es disclosed to the November 30th 
Balance Sheet, and those "liabilities and 
obligations under normal contracts, orders 

and commitments incurred to the regular 
course of business'’ between November 

80th and December 30th which are not and 

could not have been reflected to the No­

vember 30tb Balance Sheet Appellant ar­

gues that the assumption of liabilities "in­
curred to the ordinary course of business" 

is evidence of an assumption of tort liabili­

ty. We disagree. The phrase "incurred in 

the ordinary course of business,” and sim­

ilar phrases, are modified by phrases such 

as "os disclosed by the balance sheet” 

This indicates that such liabilities and obli­

gations are only of the type listed in the 

balance sheet When a matter is specifical-

writ); Winters v. Highlands Underwriters Insur­
ance Co, 693 S.W.2d 729 (TexApp.—Houston 
(14th D isJ 1935, no writ); Castillo v. Sears, 
Roebuck & Co., 663 S.W.2d 60 (TcxApp.—San 
Antonio 1983, writ refd nx.c.).
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]y addressed by the written terras of a 

contract no terms will be implied concern­

ing the matter. City of Cincinnati v, Cin­
cinnati Reds, 483 N.E.2d 1181 (Ohio App. 
1984). Points of error four and five are 

overruled.

By points of error six and seven, appel­

lant contends that a fact issue exists as to 

whether the assets purchase constituted a 

“de facto merger or [a] continuation under 

the doctrine of successor liability." The 

only application of the de facto merger 

doctrine by a Texas court occurred in West­
ern Resources Life Insurance Co. v. Ger­
hardt, 553 S.W.2d 783 (Tex.Civ.App.— Aus­
tin 1977, writ refd n.r.e.). The doctrine 

was recently considered and rejected in 

Suarez v. Sherman Gin Co., 697 S.W.2d 
17 (Tex.App.— Dallas Tud5, writ jefd n-r. 

e.).3 In 1979, the Texas Legislators troend­

ed TEOUS.CORPACT ANN. art S.10 

(Vernon 1980), "the purpose of which [was] 

to preclude the application of de facto 
merger in any sale, lease, exchange or oth­

er disposition of all or substantially all the 

property and assets of a corporation...." 

TEXBUS.CORPACT ANN. art 5.10 com­

ment [emphasis ours] The amendment 

added section B:

B. A disposition of all, or substantially 

all, of the property and assets of-a corpo­

ration requiring the special authorization 

of the sharehold rs of the corporation 

under Section A of this article:

(1) is not considered to be a merger or 

consolidation pursuant to this Act or oth­

erwise; and

(2) Except as otherwise expressly pro­

vided by another statute, does not make 
ihe acquiring corporation responsible 
or liable for any liability or obligation 
o f the selling corporation that the ac­
quiring corporation did not expressly 
assume, [emphasis ours]

3. For a list of ihe factors indicative of a de facto 
merger, see Suarez v. Sherman Gin Co., 697
S.W.2d at 20.

4, This doctrine would impose liability upon a 
successor corporation, regardless of the manner 
in which the assets were acquired, if the buyer

The comment to art 5.10 farther ex­

pressly abrogated the decision in Gerhardt 
concerning its application of the de facto 

. merger doctrine. We agree with the Sua­
rez Court where it states, "the legislature's 
prompt action to override Gerhardt and 
statutorily preclude application of the de 

facto merger doctrine in Texas clearly 

states a public policy opposed to the doc­

trine.'’ Suarez v. Skerman Gin Co., 697
S.W.2d at, 20.

[3] Appellant also contends that “the 

transaction was a mere continuation of the 

predecessor corporation,” citing Cyr v. B. 
Clffen & Co., 501 Fid 1145 (1st Cir.1974). 
T'i.? “mere continuation" doctrine4 is an 

even more liberal means of imposing liabili­

ty upon the acquiring corporation in a pur­

chase of asBets transaction than is the de 

facto merger doctrine. Compare Shan­
non v. Samuel Langston Co., 379 F.Snpp. 
797 (WJD.Mich.1974) (de facto merger 

factors) vhth Cyr v. S. Offen & Co., 501 
F.2d 1145 (1st Cir.1974) (mere continuation 

factors). Certainly if the de facto merger 

doctrine is contrary to the public policy of 

our state, so most be the mere continuation 
doctrine. In any event, we decline to im­

pose liability upon an acquiring corporation 

under either theory in the face of clear 

legislative intent to the contrary. Points of 

error six and seven are overruled,

[4] By his eighth and final point of er­

ror, appellant urges us to adopt the "prod­

uct line" theory of successor liability. Un­

der this theory, a successor that continues 

the output of a line of products assumes 

strict liability for defective units of the 

same product line previously manufac­
tured and sold by its predecessor. Ra­
mirez v. Amsted Industries, Inc., 86 NJ. 
332, 431 A.2d 811 (1981); Ray v. Alad 
■ Corp., 19 CaLSd 22, 136 CaLRptr. 584, 560 
P.2d 8 (1977). Whether Texas should adopt 

the product line theory was recently con-

purchased the "good wilT and name of the 
seller, operated the business in the same place, 
with the tame employees and continued to pro­
duce the same product. See Cyr v. R  Offal A  
C o l . SOI F-2d at 1153.
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aidered in Griggs v. Capitol Machine 
Works, Inc., 690 S.W.2d 287 (TexApp.—  
Austin 1985) (writ ref d n.r.e. per curiam,) 
701 S.WEd 238 (Tex.1886). The Griggs 
Court thoroughly discussed the rationale of 

the product line theory, comparing it with 

the basis for products liability in Texas, the 

Restatement (Second) of Torts § 402 A 

(1965). The Court determined that the 

product line theory is incompatible with 

"the theory of products-liability tort ac­

tions, for that theory and cause of action, 
and the underlying ‘social policies,' express­

ly disclaim imposing a duty upoD one who 
has no ability to control the circumstances 

and events which preceded a specific plain­

tiffs injury." [emphasiB in original] 

Griggs v. Capitol Machine Works, Inc., 
690 S.W.2d at 292. In short, the successor 

cannot be Baid to have created the risk 

associated with a product manufactured by 

its predecessor. The decision to make such 

a far-reaching change in the law is not 

ours, but uniquely within the province of 

the legislature. Points of error nnmber 

eight is overruled.

The judgment of the trial court is AF­

FIRMED.

g»nijUH»urrvm^

George S. WITHROW, Appellant, 

v.

Richard Burton SHAW, AppeDee. 

No. 09 85 OSS CV.

Court of Appeals of Texas, 

Beaumont

April 24, 1986.

Rehearing Denied May 21, 1S86.

Driver brought negligence action 

against passing driver for personal injuries 

and property damages sustained in automo­

bile accident Jury found for passing driv­

er and the 1-A District Court, Jasper Coun­

ty, Monte Lawlis, J., entered take-nothing 

judgment for driver, and driver appealed. 

The Court of Appeals, Dies, CJ., held that 

officer of Department of Public Safety who 

was qualified as accident reconstruction ex* 

part was not authorized to testify that 

passing driver was making legal pass to 

left of driver and was not violating law or 

any traffic violations when he tried and 

attempted to pass driver.

Reversed and remanded.

1. Evidence <£=>506

Department of Public Safety officer 

was not authorized to testify in negligence 

action arising out of automobile accident 

that defendant was making legal pass to 
left of plaintiff and- was not violating law 
or any traffic violations when he tried and 

attempted to pass plaintiff, even though 

officer was qualified as accident recon­

struction expert

2. Trial

Jury charge on statutes relating to 

rules when motorist is turning left off 

roadway onto another was improper com­

ment on weight of evidence in negligence 

action arising out of automobile collision, 
where charge did not aid and assist jury in 

answering issues submitted. Vernon's 

Ann.Texas CivEt art/6701d, §§ R0(a), 68(a, 

b), 69(a).

Michael McGown, Weller, Wheelus & 

Green, Beaumont, for appellant

Julie A. Owens, Fenley & Bate, Lufkin, 
for appellee.

OPINIONI
DIES, Chief Justice.

George S. Withrow, as plaintiff below, 

sued Richard Burtou Shaw, as defendant 

below, because of an automobile collision, 

alleging personal and property damage. A 
jury found for defendant following which 

the court granted a take-nothing judgment
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A la s k a  S u p r e m e  C o u r t  r e w r i t e s  l i a b i l i t y  la w ?
Bv J»j D tW m  and A«s*a TW ep Bray

On Ju n e  30, 2000, the A laska 
S uprem e C ourt significantly  re ­
w rote the  law of products liab il­
ity as it affects a busm ess th a t  p u r­

chases the asse ts , bu t no t the  liabili­
ties, of ano ther. A business th a t 
purchases a sse ts  as an ongoing con­
cern w ill be liable for the product 
liability  claim s of its se ller, despite 
w hat the  purchase docum ents may 
(ay.

In Savage A rm s, Inc. v. Western 
A uto S u p p ly  Co., Opinion No. 5293, 
(June 30, 2000) a m inor w as in jured  
by an allegedly defective .22 rifle 
m anufactu red  by Savage Industries, 
Inc. S avage In d u stries , Inc. sold its  
asse ts to Savage Arms, Inc. in 1990, 
apparen tly  a fte r  the rifle in d ispu te  
had been m anufactu red . T he court 
acknowledged th a t "(g)enerally, w hen 
one com pany sells all its  a sse ts  to 
ano ther, the acquiring  corporation  is 
not liable for th e  debts an d  liab ilities  
of the selling  company,* subject to 
four exceptions not re lev an t to the 
case. Savage A rm s, No. 5293, slip  op. 
a t 9.

B u t the court elected to follow a 
m inority  ru le , a rule th a t  w as re­
je c te d  by th e  A m e r ic a n  Law  
In s titu te 's  R es ta tem e n t (T hird) of 
T orts and th e  m ajority  of courts to 
consider it, th a t  g rea tly  expands the 
Lability of a pu rch aser for the  to r ts  of 
the seller. Id . a t  13. T he  court 
a rticu la ted  a new  “con tinu ity  of en ­
terprise" theory  as looking beyond 
the form al req u irem en t o f identical 
sh a reh o ld e rs  and considering  the 
substance of th e  underly ing tra n sa c ­
tion. Id. a t  12.

T he key factors under the “conti­
nu ity  of en te rp rise "  exception, 
first a rticu la ted  in T u rner v. B i­
tu m in o u s  C a su a lty  C o., (244 
N.W.2d 873 (Mich. 1976)) are: (1) 
continuity  of kev personnel, as-

on w hether the business itse lf  has 
been transferred  as  an ongoing 
concern.

Id. a t 12 (in ternal footnotes om itted).
Critics m ay argue th a t th e  court 

would be b e tte r off leaving signifi­
cant expansions of product LabiLty 
to the  L egislature,1 b u t th is  article 
focuses instead  on w h a t ap p ears  to 
be a seriously flawed analysis of the 
benefits and d e trim en ts of adopting 
such an  expansion.

T he flaw is this: each of th e  ra tion ­
ales advanced by the court for adopt­
ing th  e "con tin ui ty o f en terp rise" atan- 
dard  logically a rgues only for pro­
spective application, yet the  court 
gives th is  new poUcy re troactive ap- 
pUcation.

The court firs t notes th a t th e  "con­
tinu ity  of en te rp rise” ra tiona le  has 
been criticised for its  im pact on tbe 
value of bu&ineaaca w hich, for one 
reason or ano ther, a re  a ttem p tin g  to 
te ll th e  business a s  a whole or in 
substan tia l parts .

Critics cf th e  m odern exeaptione 
(such as “c on tinu ity  o f e n te r­
prise") a rgue  p rim arily  th a t  ex­
panding liability h a rm s th e  over­
all economy by m ak ing  i t  more 
difficult for com panies to reorga­
nize or roll th e ir asse ts  w ithout 
destroying the  value of th e  ongo­
ing business en terprise .

Id. a t  14. T he court’s trea tm en t of 
th is concern is leas th a n  complete:

B u t we have not been referred to 
any evidence th a t adopting  this 
m odem  "continuity of en terp rise’ 
exception lor the m arginally  mere 
popular "product Une" exception) 
has in fact increased the num ber 
of c o rp o ra te  l iq u id a t io n s  or 
p iecem eal b re a k u p s , or th a t 
rejecting the  m odem  exceptions 
has in fact decreased liquidations 
or piecem eal sa les . And our 
research has not disclosed studies

is surprising , however, and could be 
criticized as conclusive.

The court nex t looks to th e  eco­
nomic effects of im posing the  “conti­
nuity of enterprise* rule:

We also note th a t p e rm ittin g  suc­
cessor LabiLty u n d er the  ‘ con ti­
nu ity  of enterprise" exception will 
not discourage large-scale t r a n s ­
fers so long as s n tir ip s te d  suc­
cessor liabilities do no t exceed 
the  value of the corpo ration 's ac­
cum ulated  goodwill. P re s u m ­
ably, m any corporations w ill con­
tinue to engage in  efficient and 
productive tran sfe rs , w ith  the  
purchasing  film  m erely  factor­
ing into the  purchase price  the  
cost of thoee successor liab ilities.

Id. a t 15. Tbe court’s reason ing  h ere  
is sound, but only provided th e  ru le  is 
given prospective and  no t re tro sp ec ­
tive application.

Tk« In li ms: sack si tbs nteMtes 
•dvaaced by tea owl fcr sdcpttsg the 

"eaatfawhy at se tnp rtts"  (tan to rt 
Isfkatfy arfMi far pezpecthrs 

apFticrtatL-

In fact, negotiations for th e  sa le  of 
assets can and usually  do ta k e  the  
risk of LabiLty into a cco u n t B u t for 
sales th a t were conducted u n d e r  the  
old rule, negotiations a re  no longer 
possible, and the pu rch asers in  those 
transactions will now find them selves 
saddled w ith  a class of risk s  th ey  did 
not assum e. Indeed, in m any  cases, 
the Bales would have been “a sse t 
sales" only, w ithout liab ilities - in ­
cluding contingent product liab ility  
claims - in tentionally  leaving th e  risk  
of such claim s on the seller. F o r the  
e m m  t n  n i t n n l v  n t n t p  w n u l r l  e x -

for th is risk  of loss in the purchase 
price,* is m eaning less us to consum 
m ated  transac tions. Id. a t 17.

T he court acknow ledges th a t  th>.- 
nnv  ru le  w ill create compLcations ir  
b an k ru p tcy , w here th e  goal is t r  
m axim ize th e  value of assets for th i 
creditors. Id . s t  17. While th e  court 
is being a L ttie  presum ptive in con 
eluding federa l Law w on't sell asse ts 
free and c lear of all claim s, including 
unknow n to r t claim s, 11 U.S.C. § 
365, th e  cou rt’s  tre a tm e n t of th e  is­
sue  borders on flippant.

B u t we see no persuasive reason 
to favor corporate creditors over 
c la im an ts  la ter in jured  by the  
se ller corporation 's products.

Id. a t  17. I t  does not seem  to occur to 
th e  court th a t  th e  "creditors* in bank ­
ruptcy  can include to r t claim ants. In 
effect, th e  co u rt proposes to dim inish 
th e  b an k rup tcy  recovery of know n 
cla im an ts for th e  benefit of potentia l 
fu tu re  to r t c la im an ts. And, again , it  
is  impossible) to  find ju stifies bon for 
re tro s p e c tiv e  a p p lic a tio n  in  th e  
court’s  argum ents .

T he court acknow ledges th a t th e re  
m ay no t be a causa l relationship  be­
tw een th e  h a rm  created  and th e  p u r­
chaser, b u t a rg u es th a t  the “good­
will* i t  believes is inh eren t in en  
a sse t purchase ju s tifies bolding the  
pu rch ase r liable. Id. a t  17-18. I t  is  in  
th a t  context th a t  th e  court comes 
closest to recognizing the  retrospec­
tion problem:

W hen a firm  negotiate* to p u r ­
chase an o th e r corporation, keep­
ing the “enterprise* intact, i t  m u st 
an tic ipa te  any po ten tia l succes­
sor LabiLtieo and negotiate an  
app ro p ria te  price. To perm it the  
su ccesso r, w hich p resu m ab ly  
negotiated a discount for poten­
tia l successor liab ilities w hen 
dickering over the purchase price, 
to avoid liability based on lack of



In s titu te 's  R es ta tem e n t (T h ird ) of 
T orts and the m ajority  o f courts to 
consider it , th a t g rea tly  expands the  
liability of a pu rch aser for th e  to r ts  of 
the seller. Id. a t 13, T he court 
a rticu la ted  a new “con tinu ity  of en ­
terprise" theory  ns looking beyond 
th e  form al requ irem en t o f iden tica l 
sh a reh o ld e rs  an d  considering  the  
substance of the underly ing  tra n sa c ­
tion. Id. a t  12.

The key factorr. under the “conti­
nuity  of en te  .-prise" exception, 
first a rticu la ted  in T u rn er v. B i­
tu m in o u s  C a su a lty  C o., (244 
N.W.2d 873 (Mi.:h. 1976)1 are: (1) 
continuity  of key personnel, as­
sets, and  business opera tions; (2) 
speedy dissolution of th e  p red e­
cessor corporation; (3) assu m p ­
tion by the successor o f those p re ­
decessor liabilities and obligations 
necessary for con tinuation  of n o r­
mal business operations; and  (4) 
“ontinuation of corporate identity . 
This is a lim ited exception th a t 
looks p as t th e  iden tity  of sh a re ­
holders and directors, and  focuses

destroying th e  value of the ongo­
ing business en terprise .

Id. a t 14. The court's trea tm en t of 
th is  concern is less than  complete:

But we have not been referred to 
any evidence th a t adopting th is 
m odem  “continuity of enterprise" 
exception (or the m arginally more 
popular “product line" exception) 
has in fact increased th e  num ber 
of c o rp o ra te  l iq u id a t io n s  or 
p iecem eal b re a k u p s , or th a t  
rtyecting the m odem  exceptions 
has in factdecreased liquidations 
or piecem eal sales. And our 
research has not disclosed studies 
th a t have so concluded.

Id. a t 14-15 (in ternal footnote om it­
ted). As the  to u rt acknowledged ea r­
lier, th is doctrine has been recog­
nized in only a few sta tes , and only 
relatively recently. Id. a t  13. It's 
hardly su rp rising  th a t the  court has 
no t been able to find stud ies dem on­
stra tin g  its economic effects. For the 
court to rely upon the absence of data

In fact, negotiations for the  sa le  of 
assets can and usually  do tak e  the  
risk  of liability into account. B u t for 
sales th a t were conducted u n d e r the 
old rule, negotiations a re  no longer 
possible, and the pu rch asers in those 
transactions will now find them selves 
saddled w ith  a class of r isk s  they  did 
no t assum e. Indeed, in m any  cases, 
the sales would have been “a sse t 
sales* only, w ithout liab ilities • in ­
cluding contingent product liab ility  
claims • in tentionally  leav in g th e  risk 
of such claim s on the seller. For the 
court to simply s ta te , “we would ex­
pect selling and purchasing firm s s im ­
ply to negotiate to a ra tio n a l price 
th a t tak es account of these  po ten tia l 
claims" begs the question of how th a t  
is to be accomplished in a com pleted 
transaction . Id. a t  16.

Put ano ther way, a p u rch ase r of 
assets th a t  consist of a line of ro>mu- 
facturing or perhaps an en tire  com­
pany has presum ably paid fair m a r­
k e t value for those assets. T he cou rt 
in Sauage A rm s  has changed th e  defi­
nition of “assets" to include a large 
class of “liabilities." As a re su lt, th e  
true  fair m arket value of th e  “asse ts"  
necessarily changes. If th e  se ller h a s  
subsequently  d istributed  its a sse ts  
to its shareholders, as is its  r ig h t, 
and has subsequently dissolved i t ­
self, as is also its right, th e  p u rch ase r 
has been deprived ofthe b e n e fito f its  
bargain, and has no m eaningfu l re ­
course.

I f  a p u rc h a s e r  is l a r g e r  an d  
w ealth ier than  a seller, th en  th e  
“pocket is deeper' for a to r t  p la in tiff  
u r J r th e  court’s new rule. The co u rt 
concludes th a t is only fair. Id. a t  16- 
17. W ithout going into th e  ju s tice  of 
the  situa tion , or w hether or no t th is 
resu lts in a “windfall* to a to r t  p la in ­
tiff, by giving th is new ru le  re tro ac ­
tive application th e  new ru le  is m ade 
patently  unfair. A large to r t  claim , 
unknow n and perhaps unknow able 
to the purchaser, will sim ply deprive 
the purchaser of its  barga in . T he 
court’s offhand com m ent in th is  re­
gard, th a t  “once again, pu rch asing  
corporations can a ttem p t to account

will* it believes is inh eren t in an 
a sse t pu rchase  ju s tifies holding the 
p u rch ase r Liable. Id. a t  17-18. I t  is  in 
th a t  context th a t  the court comes 
closest to recognising th e  retrospec­
tion problem:

W hen a firm  negotiates to p u r ­
chase an o th er corporation, keep­
ing th e  “enterprise* intact, i t  m u st 
an tic ipate  an y  po ten tia l succes­
sor liab ilities and negotiate an 
app ro p ria te  price. To perm it the  
su ccesso r, w hich p resum ab ly  
negotiated u discount for poten­
tial successor liab ilities w hen 
dickering over the purchase price, 
to avoid liability  based on lack of 
causation would give the succes­
sor an u n w arran ted  windfall.

Id. a t 18. The verb tenses a re  in ­
structive: “m ust" and “would give;" 
again the  court's justification  speak 
to prospective application yet S av ­
age Arms involves retrospective ap ­
plication.

Finally, the  court concludes th a t 
th e  new doctrine will encourage the 
trad itio n a l purposes of products li­
ability  law: i t  w ill encourage : •'jtu- 
facturera to create safer, defect-free 
products to m axim ize th e ir  business 
value for th e  fu ture . Id. B ut in the  
cases of com pleted sales, th e  policy is 
preposterous.

For businesses th a t have already 
m ade a sse t purchases, the  only op­
tion now is to purchase insurance or 
o ther su itab le  risk  m anagem ent ao; 
lu tions to tak e  into account the  new 
classes of claim s th a t  th e  court haa 
created .1 Those insurance prem ium s 
and  sim ilar costa are an unfair, u n ­
reasonable burden , b u t unless the 
court recognizes th a t  i ts  reasoning 
only ju stifies prospective and no t r e t ­
roactive application, the a lternatives 
a re  even worse.

1 Ao argument rejected by the caurt *b»- 
csum leuooaaaor liability)!* directly rabladU 
product* liability law, ■ doctrinal road long 
trraWdbyemule * Savage Arms, No. MSS, at 
19.

* Whila tho dodaaoo ie limited t *  p rc d a e l* 
b n k i i i t y , lo n g - t im e  d a m n  o f tb a  ove rt m i f i j t  
S B t ia p n ta  ti>» tu la  b e u <  gjum , •>•.'.d to  u r .  
v tc m  and w a ll ae p r - d u t o ,  a n d o i k * ' L — i »  o f 
clause b*eviee torte.
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MEMORANDUM

Wesiem Auto’s Insurers v. Savage Anns 
February 12, 2002

ISSUE

Can the Alaska legislature act and affect a pending case in which the 
Alaska Supreme Court has previously decided the law?

BRIEF ANSWER

Yes. The Alaska legislature is empowered by well-established statutory 
and case law authority to apply a statute retroactively. Further, even if the Alaska 
legislature does not expressly provide for retrospective application of a statute, 
legislation that is “curative” may be applied retroactively.

DISCUSSION

A. Retroactivity Expressly Provided

Restrospective legislation is not in and of itself unconstitutional. Norton v. 
Alcoholic Beverage Control Bd., 695 P.2d 1090, 1093 (Alaska 1985). In fact, a 
nearly forty-year old Alaska statute explicitly provides the legislature with 
authority to apply a statute retroactively. Specifically, Alaska statute Section 
01.10.090 states: “No statute is retrospective unless expressly declared therein.” 
The Alaska Supreme Court has also recognized the legislature’s authority to apply 
statutes retroactively. See, e.g., Pan Alaska Trucking, Inc. v. Crouch, 773 P.2d 
947, 948 (Alaska 1989) (stating statutes will be applied to causes of action arising 
prior to their enactment when the legislature so intends, either expressly or 
impliedly); State v. Kaatz, 572 P2d 775, 779 (Alaska 1977); Norton v. Alcoholic 
Beverage Control Bd., 695 P.2d 1090, 1092 (Alaska 1985); Brice v. State, 669 
P.2d 1311, 1315 (Alaska 1983): 4RCO Alaska, Inc. v. State, 824 P.2d 708, 711 
(Alaska 1992); State v. Alaska Pulp America, Inc., 674 P.2d 268, 272 (Alaska 
1983); Stephens v. Rogers Const. Co., 411 P.2d 205, 208 (Alaska 1966) (noting

2990-1/51296
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whether or not a staiute operates retrospectively depends upon the language of the 
statute).

B. Curative Legislation

Even if the Alaska legislature does not expressly provide for retrospective 
application of a statute, the Alaska Supreme Court has recognized an exception to 
the general rule against retroactivity for legislation tJhat is “curative.” Curative 
legislation is legislation promptly enacted by the legislature in response to a 
particular judicial decision with which the legislature disagrees. See, e.g., Zurfluh 
v. State, 620 P.2d 690, 693 (Alaska 1980) (discussing the curative legislation 
exception to the general rule against retroactivity). In Zurfluh, the Alaska 
legislature acted within two months following an Alaska Supreme Court decision 
and statutorily instituted incarceration as a condition to a suspended sentence after 
the Alaska Supreme Court had decided against such a condition. Despite the lack 
of retroactive language in the newly enacted statute, the Alaska Supreme Court 
deemed the statute “curative” and applied it retroactively to the pending case, 
effectively overruling their own recent opinion.

Specifically, in Zurfluh, the defendant broke into a store and stole a safe 
containing over $42,000. In October 1978, the defendant turned himself in and 
pled no contest. Incarcerating a defendant as a condition of a suspended sentence 
was a common practice in Alaska before December 1, 1978, when the Alaska 
Supreme Court in State v. B vne, held that the courts did not have the authority to 
do so. In response to Boyne, the next session of the Legislature, which began in 
January 1979, enacted a statute effective May 2,1979, which allowed for 
incarceration as a condition of a suspended sentence.

The issue in Zurfluh was whether the newly enacted statute could be 
applied retrospectively to the 153-day period between the Boyne decision on 
December 1, 1978 and May 2, 1979, the statute’s effective date. It was during this 
period that the defendant was sentenced.

After citing the general rule that “[n]o statute is retrospective unless 
expressly declared therein,” the court noted that the new statute did not expressly 
provide for retrospective application. Zurfluh, 620 P.2d at 693. The court found, 
however, that the timing of the legislation and the hearing testimony on the bill 
indicated the statute was curative legislation proposed in reaction to the ruling in 
Boyne. Id. The court stated that curative legislation was an exception to the 
general rule against retroactivity and emphasized that retroactivity would be

2

2990-l/S 1296
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ascribed to curative legislation more readily than to that which might 
disadvantageously, though legal, affect past relations and transactions. Id. 
Consequently, the court held that on remand the trial judge was to apply the new 
statute when he considered the defendant’s sentence. Id.

CONCLUSION
The Alaska Legislature has well-established authority to enact a statute and 

apply it retroactively to pending cases. The legislature should expressly state that 
the statute is to be applied retroactively to all pending cases. Alternatively, or in 
addition, the statute should state that it is curative legislation in response to the 
Alaska Supreme Court’s decision in Savage Arms, Inc. v. Western Auto Supply 
Co.
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February 8, 2002

Joe L. Hayes, President By FaxNo. 907-586-8977
Legislative Consultants, Inc.
Juneau, AK
Re: Western Auto v. Savage Arms

Our File No. 2990-1

Dear Joe:
1. Allstate and Lloyd’s are seeking to recover from Savage Arms, the cost of 

their settlement with the injured plaintiff in the amount of $5.4 million, plus their 
attorney’s fees of somewhere around SI million, plus accrued and accruing interest, 
which now totals in excess of $8 million.

2. This is a summary of the sequence of events:
a. The gun was manufactured in 1982 by Savage Industries (“SI”) and 

sold by it to Western Auto, which sold it to a purchaser in Maine in 1983.
b. The gun was resold two or three times and was ultimately purchased 

by the injured plaintiffs father in Kenai.
c. On February 2, 1988, SI filed for bankruptcy.
d. The accident occurred in Kenai on April 8, 1989.

g. On May 22, 1991, the plaintiff having learned of Si’s bankruptcy, 
amended their complaint to add Western Auto as a defendant.

mailto:DpK@bpK.com
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Joe L. Hayes President 
February 8, 2002 
Page 2

h. On April 27, 1992, Western filed its third-party complaint against 
SA asserting its successor liability theories.

3. Why didn’t Savage Arms have insurance to cover this claim? The short 
answer is, it was not available. I enclose page 34 of Savage Arms’ Opening Brief to the 
Supreme Court and call your attention to footnote 21.

I also enclose pages 349 and 350-351 of the record on appeal, which are pages 
from a deposition and whiui des: ;be the insurance that was obtained. It excluded 
liabilities relating to personal injury claims except to the extent that certain claims were 
listed in an attachment. At that time, the lawsuit had not been filed and the claim was not 
known.

I also enclose a two-page affidavit by Ron Cobum, which was filed with the 
Supreme Court.

Standard products liability insurance is written on an occurrence basis. Thus, any 
insurance purchased by Savage Arms after it came into existence, would not cover the 
claim because the “occurrence,” which was the accident, had occurred before Savage 
Arms came into existence.

Very' truly yours,
BURR, PEASE & KURTZ

Enclosures
51230
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(listing cases); Johnston, 830 P.2d at 1144-46; Niccum, 438 N.W.2d at 99 n. 9. The 

theory has been rejected for the persuasive reasons expressed in those decisions, and 

set out in Arms’ December 15,1993 opposition memorandum [Exc. 180-188].

As synthesized, the reasoning in these decisions is that strict liability 
should not be imposed because: the successor corporation did not create the 
risk nor did it directly profit from the predecessor’s sale of the defective 
product; it did not solicit the use of the defective product nor make any 
representations as to its safety; and it is not able to enhance the safety of a 
product that is already on the market, [citations]

Moreover, according to these decisions, the exception is inconsistent with 
basic strict liability principles [citations], results in the imposition of 
liability without a corresponding duty [citations], is a drastic departure from 
traditional corporate law and should be left to legislative action [citations], 
and threatens small successor businesses with economic annihilation 
because of their predecessor’s products [citations].21

We agree with this reasoning. We decline to hold a corporate successor 
liable “not for something it has done, but rather because it may be able to

as

1

I

1

S

warranting this Court’s attention.
In this context, it should again be noted that in 1988, when the Alaska Legislature 

essentially rewrote the Alaska Business Corporations Act, it did not expand the Act’s 
existing provision that imposes successor liability only in the case of a formal 
consolidation or merger. See discussion supra at pp. 31-32. Because the Legislature had 
a recent opportunity to change its Corporations code to add “product line”, “continuity of 
enterprise”, or other liability in the case of asset transfers and did not do so, this Court 
should also decline the invitation. Accord. Johnston, 830 P.2d at 1143-44; Stratton, 676 

1 ^ 0 r l 2 9 H K a n r A p p r l W ) r
21 For that last statement, the Johnston court cited to Bernard v. Kee Mfg. Co., 409 a 
S.2d 1047 (Fla. 1982), and A. SchifT, Products Liability and Successor Corporations: J
Protecting the Product User and the Small Manufacturer through Increased Availability of
Products Liability Insurance. 13 U.C. Davis L. Rev. 1000 (1980) (“Most small 
corporations are unable to secure policies covering liability for injuries caused by the 
predecessor’s products. When such insurance is available, the cost is often prohibitive”.), 
Accord. Niccum, 438 N.W.2d at 99-100. That is in fact the case here. [Exc. 348-350, 
1 0 2 0 - 1 0 2 1 ].

299<H/*1652I - 3 4 - -
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1 2 9

1 1  s t a t e .

Q . W h a t  h a p p e n e d  t o  t h i s  p o l i c y  a t  t h o  t i n e  o f  

t h o  a e a o t  a a l a ?

A ,  W a l l ,  t h o  p o l i c y  a t  t h e  t i n e  t h a t  w e —  t h e  

f i r s t  p o l i c y ,  S e p t e m b e r  o f  ' 8 7 ,  e x p i r e d  t b e  e s m e  

d a t a ,  S e p t e m b e r  o f  ‘ 8 8 .  T h e  p o l i c y  w a s  r e n e w e d  

S e p t e m b e r  o f  ' 8 8 .  i t  e x p i r e d  a t  t h e  a n d  o f  

S e p t e m b e r  - -  2 8 ,  2 9  o f  1 9 8 9  a n d  t h a t  p o l i c y  w a a  n o t  

r e n e w e d .

g .  N o w , I  g a t h e r  t h e n  t h a t  b y  t h e  t i n e  t h e  

e s a e t  a a l a  t o o k  p l a c a  e b a r a  w a s  n o  i n s u r a n c e  p o l i c y  

e i t h e r  t o  b e  a s a u n a d  o r  n o t  a s s u m e d ?

A .  C o r r e c t .

g .  A n d  t h a t  t h a n  a f t e r  t h e  a s s e t  s a l e  S a v a g e  

A r a a ,  I n c .  n a d a  a n y  i n s u r a n c e  a r r a n g a a e n t  i t  c h o s e ?

A . C o r r e c t .

g .  D i d  i t  c o n t i n u e  w i t h  e i t h e r  o f  t h e s e  

c o m p a n i e s ?

T H E  W IT N E S S : D o y o u  w a n t  m e t o  a n s w e r

t h a t ?

p r o b l e m .

M R . O ' C O N N E L L : Y o e .  I  h a v e  n o

T B E  W IT N E S S : D i d  y o u  s a y  y e a ?

C0349 EXHIBIT.J .

COMPUTERIZED TRA N SCRIPTIO N  PHX1BXM k  ASSO CIA TES
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1 3 0

M R . 0  ' C O N N E L L : Y s s .

T B E  W I T N E S S ;  Y e s . c o n t i n u e d  w i t h  S A I L .

S p o r t i n g  A r m s .

I  g u e s s  t o  b e t t e r  n n e v a r  t h a t  t h e n  s i n c e  w e 

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

t h a t  S a v a g e  A r n e  o b t a i n e d  f r o a  S A I L  s p e c i f i c a l l y  

e x e l u d e d  a l l  S a v a g e  I n d u s t r i e s  a n d  a n y  p r i o r  p r o d u c t s
9

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

t h a t  w a s  p u r c h a s e d  f r o *  S a v a g e  I n d u s t r i e s  a n d  a l l  

S a v a g e  A rm a  g o i n g  f o r w a r d ,  s o  i t  p r e c l u d e d  a n y  

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

b y  s e r i a l  n u m b e r .

Q .  ( B y  M r .  R o o n e y )  H ow  m u c h  d i d  t h e  1 9 8 7  

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

A .  A p p r o x i m a t e l y  £ 3 0 0 , 0 0 0 .  M i g h t  h a v e  b e e n  a  

l i t t l e  m o r e  t h a n  t h a t  b u t  t h a t ' s  f a i r  e n o u g h .

Q .  B ow  a b o u t  t h e  p r i c e  i n  1 9 8 8 ?

A , W o u l d  h a v e  b e e n  a b o u t  t h e  s a m e .

M R . R O O N E Y ; T h e n  t h e r e  w a s  —  I n  

l o o k i n g  o v e r  t h e  a s s e t  s a l e ,  a p p a r e n t l y  t h e r e  w a s  a 

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

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

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

e x h i b i t , ^

COMPUTERIZED TRA N SC R IPTIO N  P H IL B IN  & ASSO CIATES
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1 3 1

t o  t h e  a s s e t  s a l * .  I  d i d n ' t  e s s  t h a t  i n  t h e  c o p y  

t h a t  y o u  g a v e  t o  m e .

U R . O *C O N N E L L : T h e r e  w a s  a  s c h e d u l e ?

H R . R O O N E Y : T h a t ' s  w h a t  I  u n d e r s t o o d

f r o m  r e a d i n g  t h e  T r a n s f e r  A g r e e m e n t .  J u s t  g i v e  m e  a  

s e c o n d  a n d  s e e  i f  I  c a n  f i n d  i t .

I f  y o u  l o o k  o n  P a g e  6 , t a l k i n g  a b o u t  c h a

a s s u m p t i o n  o f  l i a b i l i t i e s  a n d  e x c l u s i o n s ,  s m a l l  R o m a n  

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

l i a b i l i t i e s  r e l a t i n g  t o  p e r s o n a l  i n j u r y  c l a i m s  e x c e p t  

t o  t h e  e x t e n t  s e t  f o r t h  i n  S e e t i o n  2 ,  w h i c h  w e  

m e n t i o n e d  t h o s e  f o u r .

T H E  W I T N E S S :  T h e r e ' s  f o u r .

H R .  R O O N E Y :  O r  i n  S e c t i o n  4 ( f )  r e f s r e

t o  I t e m  1 t h r o u g h  2 4  o n  S c h e d u l e  4 ( f ) ,  s o  I ' m  —

MR.  O ' C O N N E L L :  S o  y o u  a r e  s o y i n g  y o u

d o n ' t  h a v e  4 ( f ) ?

MR.  R O O N E Y :  N o ,  I  d o n ' t  h a v e  4 ( f ) .  I

m e a n  I  h a v e  v a r i o u s  t y p e s  o f  S c h e d u l e  1 ,  A t h r o u g h  H .

I  h a v e  S c h e d u l e  2 e n d  I  h a v e  s o m e t h i n g  c e l l e d

S c h e d u l e  6 ( b ) .

MR .  O ' C O N N E L L :  I f  y o u  w a n t  t o  j u s t  g o

o f f  t h e  r e c o r d  f o r  a  m o m e n t ?
E X H IB IT . J L  __

° ° 3 5 1  P A C E

COMPUTERIZED T R A N SC R IPT IO N  P H IL 8 IN  A A SSO CIA TES
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IN THE SUPREME COURT FOR THE STATE OF ALASKA

SAVAGE ARMS, INC.
Third-Party Defendant/ 
Petitioner,

v.

WESTERN AUTO SUPPLY COMPANY.
Third-Party Plaintiff 
Respondent

Case No. 3KN-90-922 Cl

AFFIDAVIT O F  R O N A L D  C O B U R N

ST A T E  OF M A SSA CH U SETTS )
) » •

COUNTY OF )
RONALD COBURN, being 5m duly sworn, dcpojes and says:
1 . I am the president o f  Savage A rm s, Inc. ("A rm s").

2. Arms is a relatively small sporting firearms manufacturing corporation 
struggling undor immense debt going back to the transfer of partial assets agreement with 
Savage Industries, Inc. in 1989. That transfer did not include the Taylor case filed in 
Kenai, Alaska. Nothing w*s known about that claim at the dmc.

3. An adverse judgment agtlmt Arms in excess of S8 million (or S5.4 million
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for that matter) will rut Arms out of business. Neither do I sec Anns being able to obtain 
a supersedeas bond to prevent execution upon an adverse judgment in that ?mouni and 
er.Bble appeal. It does not have the resources.

4. The Model 125 StevenySavuge rifle involved in the alleged injury to Kevin 
Taylor has nothing to do with any of the products or product lines ever purchased, 
manufactured or sold by Anns. Arms has not manufactured the Model 125 in any form.

Ronald Cobum 
SUBSCRIBED AND SWORN to before me this g o ^ ay of April, 1998.

Affidavit of Ronald Cobum 
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CHAPTER 3
LIABILITY OF SUCCESSORS AND APPARENT 

MANUFACTURERS
Section
12. Liability of Successor for Harm Caused by Defective Products Sold

Commercially by P*w1ecessor
13. Liability of Successor for Harm Caused by Successor’s Own Post-Sale

Failure to Warn
14. Selling or Distributing as One’s Own a Product Manufactured by Another

§ 12. Liability of Successor for Harm Caused by Defective 
Products Sold Commercially by Predecessor

A successor corporation or other business entity that 
acquires assets of a predecessor corporation or other 
business entity is subject to liability for harm to persons 
or property caused by a defective product sold or other­
wise distributed commercially by the predecessor if the 
acquisition:

(a) is accompanied by an agreement for the successor 
to assume such liability; or

(b) results from a fraudulent conveyance to escape 
liability for the debts or liabilities of the predecessor; or

(c) constitutes a consolidation or merger with the 
predecessor; or

(d) results in the successor becoming a continuation 
of the predecessor.

Comment:
a. H is to ry . T he ru le  th a t a  co rpo ration  o r o th e r business e n tity  

is no t, in th e  absence o f th e  c ircum stances described  in Subsections (a) 
th ro u g h  (d), su b jec t to  liability fo r h a rm  caused by  defective p ro d u c ts  
sold b y  a  corporation  from  w hich i t  p u rch ases p roductive  a sse ts  
derives from  both  p rodu cts liability  and  co rpo ra te  law  p rincip les. 
W hen  th e  alleged successo r pu rch ases th e  a sse ts  p iecem eal w ith  little  
o r  no fu r th e r  con tinu ity  o f opera tions betw een  th e  tw o co rpo ra tions o r 
o th e r  business en tities , th e  nonliability of th e  alleged successor d e riv es  
p rim arily  from  th e  fac t th a t th e  successor is n o t w ith in  th e  basic
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Ch. 3 SUCCESSORS AND APPARENT M A N UFACTURERS § 12
liability ru le  in § 1 of th is R esta tem en t: “one . . .  ivho sells o r  
d is tr ib u tes  a defective p ro d u ct is su b jec t to liability  for h a rm  . . .  
caused by the  defective p rodu ct.” (E m phasis added .) T hus, w hen one 
corporation  com m ercially sells p roducts, som e of w hich a re  defective, 
and la te r  tra n sfe rs  its  productive a sse ts  to a n o th e r co rpo ra tion  th a t 
u ses  those asse ts  to  m anufactu re  p rodu cts o f its  own, th e  p u rc h a se r  of 
th e  a sse ts  is n o t liable for harm  caused by a defective p ro d u c t sold 
e a rlie r  by the  tra n s fe ro r  because th e  tra n s fe re e  did n o t "sell o r 
d is tr ib u te ” the  defective p ro d u ct th a t  caused th e  harm . W hen th e  
a lleged successor receives value in th e  form  of th e  tra n s fe ro r’s  good­
will and continues to  m anufactu re  p roducts o f  th e  sam e s o r t  as 
m anufactu red  e a r lie r  by  the  predecessor, and th u s  to  som e ex ten t 
co nstitu tes a continuation  of th e  p redecesso r, th e  g en era l ru le  o f 
nonliability derives p rim arily  from  th e  law govern ing  corpo rations, 
w hich favors th e  fre e  alienability  o f co rpo ra te  a sse ts  and lim its sh a re ­
h o ld e rs’ exposures to  liability in o rd e r to  facilita te  th e  form ation  and 
in v estm en t of capital.

W hen th e  tra n s fe ro r  goes ou t of business upon, o r sh o rtly  a fte r, a  
tr a n s fe r  of p roductive asse ts , th e  r ig h ts  o f p lain tiffs in ju red  by  defec­
tive p roducts sold e a rlie r  by  th e  tra n sfe ro r m ay b e  adverse ly  affected. 
F o r  to r t  plaintiffs w ho have ex isting  ju d g m en ts  o u ts tan d in g  ag a in st 
th e  p redecesso r a t  th e  tim e of tra n s fe r  and  dissolution , th e  law  
govern ing  corpo rations and o th e r business en titie s  provides, w ithin 
lim its, legal pro tection . C red ito rs, including to r t  c red ito rs, w ho hold 
ex isting  ju d g m en ts  ag a in st a  corporation  th a t  is in th e  p ro cess  of 
tra n s fe rr in g  its a sse ts  and going o u t o f b usiness m ay  sa tis fy  those 
claim s o u t o f the  p roceeds from  the  tra n s fe r  o f a sse ts . M oreover, if  th e  
p roceeds from  th e  tra n s fe r  of a sse ts  a re  d is trib u ted  to  sh a reh o ld e rs  of 
th e  tra n sfe ro r co rporation  in violation of applicable s ta te  co rporation  
law  o r  frau d u len t tra n s fe r  law, existing  cred ito rs  o f th e  co rpo ra tion  
m ay p u rsu e  th e  p roceeds in th e  hands of th e  tr a n s fe ro r’s  sh areho lders. 
T h ese  ru les, in som e s ta te s  expressed  in s ta tu te s , a re  designed  to 
p ro tec t, w ithin th e  lim its of p racticality , c red ito rs  w ho a re  identifiab le 
a t  th e  tim e of the  tr a n s fe r  o f th e  p red ecesso r’s  a sse ts  to th e  successor 
co rporation  and th e  tra n s fe ro r’s  dissolution. T he sam e p rincip les have 
b een  applied to  th e  tra n s fe r  of a sse ts  of p ro p rie to rsh ip s , p a rtn e rsh ip s , 
and  o th e r  busir ;ss en tities.

T o r t cla im an ts who, as a  re s u lt o f defective p ro d u cts sold by a 
p red ecesso r corporation , seek recovery  only a f te r  tr a n s fe r  o f a s s e ts  to 
a  successo r corporation  often face difficulties in a tte m p tin g  to  b ring  
th e ir  claim s w ithin th e  foregoing legal ru les. T h e ir  claim s typically 
accru e  a f te r  th e  p red ecesso r corporation  has law fully d is trib u ted  to  its 
sh a reh o ld e rs  th e  p roceeds from  th e  tra n s fe r  of a s se ts  and  h as  ceased 
to  exist. U nder th e se  circum stances, to r t  c la im an ts w ho w e re  not



b. R a tiona le . L im iting  th e  liability  o f successo r co rp o ra tio n s to 
th e  c ircum stances d escribed  in th is Section  is su p p o rted  by  fa irness 
an d  efficiency considerations. A n alleged successor th a t  p u rch ases  th e  
p red e cesso r’s  p roductive  a sse ts  piecem eal, o th e r th a n  as  p a r t  o f a  
g o ing  concern, cannot, by  th a t  fac t alone, be sa id  to  have e ith e r  
m anufactu red  o r  sold defective p ro d u cts d is trib u ted  by th e  p red e ces­
so r  before  th e  tr a n s fe r  o f a sse ts . In  th e  absence of c ircu m stan ces  in 
w hich th e  successo r could be said  to  co n stitu te  a con tinuation  o f th e  
p red ecesso r, o r som ehow  to  have p re jud iced  su b seq u en t to r t  p la in tiffs 
b y  its  own pre-acqu is ition  conduct, im posing  liability on a  business
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existing  c red ito rs  a t  th e  tim e of th e  tr a n s fe r  of a s s e ts  o rd in a rily  have 
no recou rse  ag a in s t th e  p red ecesso r’s  sh a reh o ld e rs . U n less  th e y  can 
p u rsue  th e ir  claim s a g a in s t the  successo r co rpo ra tion , o r  can reach  
o th e r funds provided by  ex isting  in su ran ce  o r by  a  s ta tu te , th e ir  only 
practical rem ed y  lies w ith  re ta ile rs  an d  w holesa lers in- th e  p red eces­
so r’s d is tribu tive  chain, w ho m ay no t b e  available a s  a  p rac tica l m a tte r . 
S ta tu te s  and jud icial p rece d en ts  govern ing  the  r ig h ts  o f c re d ito rs  a fte r  
a  corpo ra te  a s s e ts  tr a n s fe r  and dissolu tion  gen era lly  do n o t ad d re ss  
th is problem  o f p o s t- tra n sfe r claim s accrual.

F ew  p rece d en ts  recognize to r t  claim s ag a in st th e  su ccesso r co rpo­
ra tio n  for h a rm  caused  by  defective p ro d u c ts  sold b y  th e  p red e cesso r 
un less the  tran sac tio n  by  which productive  a sse ts  a re  acq u ired  m eets 
c rite r ia  estab lished  by  one o f severa l trad itiona l excep tions. T hese  
exceptions app ly  gen era lly  to  c red ito rs  w hose cla im s accru e  a fte r  
dissolution of th e  p red ecesso r, and a re  n o t lim ited to  p ro d u c ts  liability 
c la im ants. T hey  fall in to  tw o basic categories: tho se  in w hich som e 
conduct of th e  successor, in add ition  to  acqu iring  th e  p red e cesso r 's  
asse ts , ju s tifie s  holding th e  successo r responsib le  (th e  su ccesso r e ith e r 
con tractua lly  a g re e s  to  b e  liable o r  know ingly p a rtic ip a te s  in a  frau d u ­
len t a s se t tran sfe r); and  tho se  in  w hich th e  successo r i ts e lf  can be said  
to have sold o r  d is trib u ted  th e  defective p roducts becau se  th e  succes­
so r  co n stitu tes  th e  sam e ju rid ica l e n tity  a s  th e  p red e cesso r, p e rh a p s  in 
som ew hat d iffe ren t fo rm  (the  successor m erges w ith , o r  c o n stitu te s  a  
“m ere  continuation” of, th e  p redecesso r). U n d er th is  Section , a  p ro d ­
ucts  liability c la im an t h as  a recognized  claim  a g a in s t a  successo r for 
h arm  caused by  defective p rodu cts d is trib u ted  by th e  p re d e c e sso r in 
th e se  circum stances.

A m inority  o f ju risd ic tio n s  im pose liability on a  su ccesso r co rpo ra­
tion  based  on a b ro a d e r  concept o f continuation  of th e  business 
e n te rp rise , even w hen th e re  is no con tinu ity  of sh a reh o ld e rs , officers, 
o r d irec to rs. Som e co u rts  hold th a t  th e  continuation  o f a p re d e c e sso r’s 
p ro d u c t line by th e  successo r is suffic ien t to su p p o rt im position  of 
successo r liability  fo r h a rm  caused by  defec ts  in p ro d u c ts  sold before  
th e  a sse ts  tran sfe r .
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en tity  th a t did n o t m ake or d is tr ib u te  th e  defective p ro d u cts th a t  
caused harm  could b e  ju stified  only because  it  in c reases  th e  am o u n t o f 
m oney available post-acquisition  o u t o f w hich to  sa tisfy  p la in tiffs’ 
claims. B u t th a t  alone cannot be ju stifica tion  fo r su ccesso r liability. 
Thus, im posing liability  on th e  p iecem eal pu rch ase  of p rodu ctive  a sse ts  
would, fo r no com pelling reason , im pede th e  free  alienab ility  o f corpo­
ra te  asse ts , th e re b y  d iscourag ing  sh a reh o ld e r in v es tm en t o f capital 
and increasing  social costs.

Im posing  liability  on successo r co rpo ra tions co n stitu te s  accep tab le  
public policy w hen th e  successo r e ith e r  ag rees  to  b e  liable o r  is 
im plicated in th e  tr a n s fe r  of a sse ts  in  a  w ay th a t, w ith o u t such liability, 
would unfairly  deprive  fu tu re  p ro d u c ts  liability p lain tiffs o f th e  re m e ­
dies th a t would o th erw ise  have b een  available a g a in s t th e  p red ecesso r. 
Subsections (a) th ro u g h  (d) d escrib e  th e  typ es o f co rp o ra te  a sse t 
tran sfe rs  th a t have been  de te rm ined  to ju s tify  im posing liability  on th e  
successor. S ubsection  (a) recognizes th a t  con trac tua l p rom ises b y  th e  
successor to pay  su b seq u en t to r t  claim s, for w hich p rom ises th e  
successor has p resu m ab ly  been  com pensated , should  be honored. 
Subsection  (b) p rov ides th a t  w hen a  business en tity  m akes a  fra u d u ­
len t tra n s fe r  in w hich th e  tra n sfe re e  is im plicated, successo r liab ility  is 
ap p ro p ria te  fo r th e  sam e reason  th a t  liability w ould be im posed in 
favor of o th e r c red ito rs . T hus, a  p red e cesso r m ay  a rra n g e  an  a sse t 
tra n s fe r  a t an artific ia lly  deflated  price , accom panied b y  an a g re e m e n t 
by  th e  successor to  com pensate  e ith e r  th e  p red ecesso r, its  ow ners, o r 
its  m anagers in w ays th a t  escape easy  detection; o r  a  successo r m ay 
know ingly p a rtic ip a te  in  an  a s se t tr a n s fe r  coupled w ith  a  liqu idating  
dividend by th e  p red e cesso r to  its  sh a reh o ld e rs  fo r th e  p u rp o se  of 
leaving to r t  p la in tiffs w itho u t rem edy . I f  th o se  tra n s fe rs  a re  fra u d ­
u len t u n d e r applicable s ta te  law, im posing  to r t  liab ility  on th e  tr a n s fe r ­
ee fo r having know ingly p a rtic ip a ted  in such tra n s fe rs  is ju s tified .

Subsections (c) and  (d) deal w ith  successors th a t, in a  rea l sense , 
did produce and d is tr ib u te  th e  p ro d u c t th a t  caused th e  ha rm , tho ugh  
in a  som ew hat d iffe ren t o rgan izational form . S ubsection  (c) d eals  w ith  
th e  tra n s fe ro r  co rpo ra tion  th a t  m e rg e s  by law  o r  in  fac t in to  th e  
tran sfe ree , typ ically  w ith  no su o s tan tia l change in  co rp o ra te  m anage­
m en t o r  ow nership . Subsection  (d) concerns th e  tr a n s fe r  o f co rp o ra te  
a sse ts  in th e  co n tex t o f a  tran sac tio n  involving only a  change in 
o rgan izational form . In  bo th  th e se  situa tions, liability  fo r h a rm  caused  
by defective p ro d u c ts  d is trib u ted  prev iously  should b e  im posed on th e  
business en tity  th a t  em erg es  from  th e  transac tion . In  substance , if  n o t 
in form , th e  p o s t- tra n s fe r  en tity  d is tr ib u ted  th e  defective p ro d u c ts  and  
should be held responsib le  fo r th e m . I f  m ere  changes in fo rm  w ere  
allowed to  contro l substance , co rpo ra tions in tend in g  to  continue o p e ra ­
tions could periodically  w ash them selves clean of p o ten tia l liab ility  a t

Ch. 3 SUCCESSORS AND APPARENT MANUFACTURERS §  12



§12 PRODUCTS LIABILITY Ch. 3

N«»

*

n nIK-'l

301

fef?IU>|

practically zero cost, in sham transactions, and thereby unreasonably 
undermine incentives for producers and distributors to invest in 
product safety and unfairly deny tort plaintiffs adequate remedies 
when defective products later cause harm.

A small minority of courts have fashioned successor liability rules 
more advantageous to products liability claimants than the rales stated 
in this Section. Those minority rules, in effect, extend the “change in 
form only” exception just described to include circumstances in which 
the successor continues a product line previously distributed by the 
predecessor. The minority position is based on the belief that a 
successor who purchases productive assets should not be allowed to 
benefit from receiving the goodwill and reputation of the predecessor’s 
business without the burden of responding in tort to claims for harm 
caused by products sold by the predecessor prior to transfer. An 
argument advanced to support this minority view is that holding 
successors liable reduces the price that predecessors receive for 
transferring assets, thereby helping to strengthen incentives for the 
managers to invest in care before the transfer of the business.

This reasoning has proven unpersuasive to a substantial majority 
of courts that have considered the issue. Extending successor liability 
beyond the exceptions set forth in Subsections (a) through (d) would, 
in the judgment of most courts, be unfair and socially wasteful. Post­
transfer plaintiffs harmed by pre-transfer defects have a right to 
expect that a transfer of assets will not be allowed to prejudice 
financially their chances of satisfying a judgment; they have no 
legitimate claim that the transfer should increase those chances over 
what they would have been if no transfer had occurred. In the likely 
event that the successor is financially stronger than the predecessor, 
imposing a broader liability for pre-transfer product defects would 
unjustifiably increase the funds available to those injured by such 
defects compared with what would have been available to them if no 
transfer had taken place.

As courts have recognized, it would be difficult, and often impossi­
ble, to implement and administer a liability rale that attempted to limit 
post-transfer plaintiffs’ rights to an aggregate amount equal to the net 
value of the predecessor before transfer. Tort judgments are imposed 
independently of one another, in various jurisdictions; no central 
authority exists to assure that, in the aggregate, tort judgments do not 
exceed a predetermined total amount. Thus, the expanded successor 
liability rales in a minority of states, not limited to time-of-transfer net 
value, replace one risk of injustice—that the assets transfer may 
unfairly reduce plaintiffs’ recoveries in cases that do not satisfy the 
traditional exceptions (reflected in Subsections (a) through (d))—with 
another, possibly greater, injustice: that the transfer may give tort
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Ch. 3 SUCCESSORS AND APPARENT MANUFACTURERS § ID
plaintiffs a windfall at the expense of companies who engage in asset 
transfer.- and, in turn, at the expense of the consuming public.

Moreover, a majority of courts have concluded that the substantial 
social costs of a more expansive liability rule would be incurred 
without actually benefiting very many tort plaintiffs. In most instanc­
es, the magnitude of future liability for products distributed pre­
transfer is difficult, if not impossible, to assess. As a majority of courts 
have recognized, the result of imposing successor liability as a general 
rule would be to depress the prices for transferred assets to the point 
that piecemeal disposition of assets, which clearly would not subject 
the buyers to liability, would be a preferable alternative to sale of the 

i  assets as part of a going concern. In that event, the products liability 
claimant harmed by a pre-transfer product defect would still run the 
risk of ending up with an uncollectible judgment. The benefits to 
society of preserving the predecessor’s assets as a going concern 
would be sacrificed, with no commensurate benefits to tort claimants.

And even if a more expansive successor liability rule did not 
invariably lead to piecemeal asset transfers, such a liability rule would 
depress the prices received for going-concem transfers to an extent 
that would threaten to undermine the objectives of the law governing 
corporations. One of the purposes served by the corporate structure is 
to provide limitation and certainty of risk to shareholders in order to 
encourage capital formation. Thus, the shareholders’ initial risk is 
limited to the value of their shares of stock and they are able to 
withdraw from an investment by sale of the stock without incurring 
future potential liability. A more expansive successor liability rule 
might threaten shareholders’ investments by significantly restraining 
corporate assets transfers, thereby tending to frustrate corporation 
law’s objective of encouraging shareholder investment.

Some critics of the majority rule argue that, when the successor 
continues to manufacture the same products as the predecessor, often 
under the same trademark, consumers have legitimate expectations 
that the successor will stand behind the predecessor’s products. Disap­
pointing these expectations is unfair, according to the critics, quite 
apart from the effects of successor liability upon the formation of 
capital. But this argument overlooks the reality that the predecessor’s 
products that cause harm in these cases were distributed prior to the 
assets transfer, when there could be no reliance by consumers on the 
financial viability of the successor. One cannot logically rely on post­
transfer expectations regarding the successor to justify the imposition 
of liability on the successor for pre-transfer distributions by the 
predecessor.
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c. Nonliability in the absence of special circumstances. In the 
absence of the circumstances described in Subsections (a) through (d), 
a successor company that buys productive assets from another compa­
ny is not liable for harm caused by a defective product sold or 
otherwise distributed by the predecessor prior to the successor’s 
acquisition of assets. When the assets are purchased piecemeal, the 
alleged successor did not “sell or distribute” the product under the 
liability rule stated in § 1; and attempts to establish continuation of 
the corporate entity are recognized only under the terms set forth in 
this Section. The successor is liable under §§ 1-4 for harm caused by 
defective products it sells after acquisition. In the absence of the 
circumstances described in this Section, however, the successor is not 
liable for defective products sold by another prior to that time.
Illus tra tions :

1. ABC Corp., which manufactures and sells lawn mowers, 
transfers all its assets to XYZ Corp., a manufacturing corporation 
with different officers, directors, and shareholders, for cash. ABC 
then dissolves, distributing the proceeds of the sale to its share­
holders. ABC complies with all statutes governing its dissolution, 
and none of the exceptions in this Section applies. XYZ retains 
most of ABC’s employees and managers and contii ues to manu­
facture lawn mowers, some of which are the same as previously 
manufactured by ABC. A defective lawn mower made and distrib­
uted by ABC prior to the transfer of assets to XYZ harms a user 
three years after the transfer. XYZ is not subject to liability for 
the harm to the user of the lawn mower.

2. TI same facts as Illustration 1, except that a defective 
lawn mower made and distributed by XYZ after the transfer of 
assets harms a user three years after the transfer. XYZ is subject 
to liability for the ham  to the user of the lam  mower.
cL Agreement for successor to assume liability. When the suc­

cessor agrees to assume liabilities for defective products sold by its 
predecessor, liability is imposed under Subsection (a) in accordance 
with the terms of the agreement. As a general matter, contract law 
governs the application of this exception. Courts have interpreted 
general statements that the successor agrees to assume the liabilities 
of the predecessor to include products liability claims even though the 
agreement makes no specific mention of products liability. However, 
assumption of products liability is not implied by the successor’s 
assumption of specific duties with regard to product service or replace­
ment.
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Illus tra tion :

3. The same facts as Illustration 1, except that the transfer- 
of-assets agreement contains a promise by XYZ to assume all of 
ABC’s liabilities. XYZ is subject to liability for the harm to the 
user of the lawn mower.
e. Fraudulent transfer in order to avoid debts or liabilities. 

Suhsection (b) incorporates by reference the relevant state law gov­
erning fraudulent conveyances and transfers. In contexts other than 
successor products liability, fraudulent transfers can be set aside on 
behalf of existing creditors of the transferor. In this context, fraudu­
lent transfers provide a basis for holding successors liable to post­
transfer tort plaintiffs. The fact that general creditors are pursuing 
remedies against the transferee does not prevent tort plaintiffs from 
pursuing remedies under Subsection (b). What constitutes a fraudulent 
conveyance or transfer is determined by reference to applicable state 
law.
Illus tra tion :

4. The same facts as in Illustration 1, except that the 
transfer of assets by ABC to XYZ is made as part of a plan 
between ABC and XYZ to leave tort claimants harmed by ABC’s 
defective products without enforceable remedies. If a transaction 
constitutes a fraudulent transfer under applicable state law, XYZ 
is subject to liability for harm to the user of the lawn mower.
f  Consolidation or merger. When statutory consolidation or 

merger of two corporations takes place, products liability devolves on 
the successor corporation under Subsection (c). A more difficult ques­
tion is whether, absent statutory merger, a de facto merger has taken. 
place. Local law governing de facto mergers is determinative. Whether 
a de facto merger under Subsection (c) has occurred generally de­
pends on whether: (1) there is a continuity of management, employees, 
location, and assets; (2) the successor corporation acquires the assets 
of the predecessor with shares of its own stock so that shareholders of 
the transferor corporation become shareholders of the transferee 
corporation; (3) the predecessor corporation ceases its ordinary busi­
ness operations immediately or shortly after the transfer of assets; 
and (4) the successor assumes those liabilities and obligations of the 
predecessor necessary for the uninterrupted continuation of the nor­
mal operations of the predecessor.
Illus tra tions:

■x The same facts as Illustration 1, except that the transfer 
of as sets is for stock in XYZ and constitutes a statutory merger of
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7. The same facts as Illustration 1, except that XYZ is a 
corporation with the same officers, directors, and shareholders as 
ABC. After the assets transfer, XYZ continues the same manufac­
turing and distribution operations as ABC did previously. If XYZ 
is determined to constitute a “mere continuation” of ABC under 
Subsection (d), XYZ is subject to liability to the user of the lawn 
mower.
h. Necessity for the predecessor to transfer all o f its assets and 

go out of business. Almost all of the reported decisions applying the 
bases of successor liability stated in this Section involve predecessors 
that transfer all of their assets to successors and then dissolve or 
otherwise cease operations. Indeed, the predecessor's termination is 
the circumstance that, as a practical matter, most often gives rise to 
the need for a post-transfer tort plaintiff to look to the successor for 
recovery. The exceptions set forth in Subsections (c) and (d), merger 
and continuation, most frequently have significance when the prede­
cessor has transferred all of its assets to the successor and, at least 
formally, has ceased to exist. But there is no reason that the excep­
tions set forth in Subsections (c) and'd) might not arise in connection
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ABC and XYZ under applicable state law. XYZ is subject to 
liability to the user of the lawn mower.

6. The same facts as Illustration 1, except that the transfer 
of assets is for stock in XYZ, with which ABC redeems its own 
stock from its shareholders. ABC then ceases to operate its own 
business, which XYZ resumes with the same management and 
employees, at the same location. If it is determined under applica­
ble state law that a de facto merger between ABC and XYZ has 
occurred, XYZ is subject to liability for harm to the user of the 
lawn mower.
g. Continuation of the predecessor. The exception recognized in 

Subsection (d), referred to by many courts as the “mere continuation” 
exception, applies when there has been a formal redesignation of the 
predecessor corporate entity but little or no change in underlying 
substance. The most important indicia of continuation, in addition to 
the continuation of the predecessor’s business activities, are common 
identities of officers, directors, and shareholders in the predecessor 
and successor corporations. A minority of jurisdictions recognize a 
broader exception, referred to as the “continuity of enterprise” excep­
tion, that imposes liability on the successor for continuing the business 
activities of the predecessor even when the corporate form of the 
successor is different from the predecessor. This Section does not 
follow tnat minority position.
I llu s tra tio n :
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w ith  th e  t r a n s f e r  o f a  division o f a la rg e  com pany , leav in g  th e  c o m p an y  
in  ex is ten c e  a f te r  th e  tr a n s fe r .  A nd th e  ex cep tions in  S u b se c tio n s  (a) 
and  (b) could  a r is e  in  connection  w ith  t r a n s fe r s  involv ing  le s s  th a n  all 
o f  th e  p re d e c e s s o r ’s  a s s e ts  w h e re  th e  p re d e c e s so r  c o n tin u e s  in  ex is­
te n c e  a f te r  th e  tr a n s fe r .

i  R e la t io n s h ip  betiveen th e  ru le  i n  th is  S e c tio n  a n d  th e  su c c es­
s o r ’s  in d e p e n d e n t d u ty  to w a rn .  T h is  S ection  d ea ls  w ith  a  su c c e s so r’s 
liab ility  fo r  h a rm  cau sed  by  th e  p re d e c e sso r’s  d e fec tiv e  p ro d u c ts  a n d  is 
n o t p re m ise d  on p o s t- tra n s fe r  w ro n g d o in g  b y  th e  su c c e s so r  itse lf . F o r  
th e  ru le s  g o v e rn in g  th e  liab ility  o f  a  su c c esso r fo r  i ts  ow n p o s t- t r a n s fe r  
fa ilu re  to  w a rn  its  p re d e c e s so r’s cu sto m ers , se e  § 13.

R E P O R T E R S ’ NOTE

C om m ent b. Rationale. In a much- 
cited case, Polius v. C lark Equip. Co., 
802 F.2d 75 (3d Cir.1986) (applying 
Virgin Islands law), the  court stated 
th a t the imposition of successor liabil­
ity or. a company th a t has merely 
purchased the  assets of a  predecessor 
for cash and does not otherwise fall 
within the sta ted  exceptions would 
encourage the  dissolution of a  finan­
cially troubled corporation by piece­
meal sale of asse ts ra th e r  than as a 
going business concern. In this event 
the plaintiff would not be able to 
reach the asse ts when the accident 
occurred years a fte r dissolution. The 
end resu lt would be the  needless de­
struction of an ongoing business en­
terp rise  with no net advantage to 
anyone. O ther courts have observed 
th a t the  imposition of successor liabil­
ity  on small corporations could spell 
financial d isaster to them. See, e.g., 
B ernard  v. Kee Mfg. Co. Inc., 409 
So.2d 1047 (Fla.1982); DeLapp v. 
X tram an Inc., 417 N.W.2d 219, 221 
(Iowa 1987); N issen Corp. v. Miller, 
594 A.2d 564, 570 (Md.1991); Niccum 
v. H ydra Tool Corp., 438 N.W.2d 96, 
100 (Minn.1989). These courts have 
concluded th a t the  imposition of s tric t 
liability on successor corporations is 
inconsistent with the principle of

products liability law th a t im poses re ­
sponsibility on the party  who created 
the risk and was in a position to 
prevent its occurrence. See also John­
ston v. Amsted Indus., Inc., 830 P.2d 
1141 (Colo.CtA.pp.1992); Downtowner 
v. Acrometal Prods., Inc., 347 N.W.2d 
118 (N.D.1984); F ish  v. A m sted In­
dus., Inc., 376 N.W.2d 820, 827 (Wis.
1985).

Corporate successor liability has 
been the subject of considerable law 
review comm entary. See, e.g., Phil­
lips, Product Continuity and Succes­
sor Corporation Liability, 58 N.Y.U. 
L. Rev. 906 (1983) (the article  con­
tains an exhaustive listing of law re­
view literature; au thor supports the 
“product line” exception); Green, Suc­
cessor Liability: The Superiority  of 
S tatutory Reform to P ro tec t Product 
Liability Claimants, 72 Cornell L. 
Rev. 17 (1986) (criticizing the  ratio­
nale offered by courts and comm enta­
tors in support of the  liability based 
on "product line" or “continuity of 
business enterprise" and suggesting a 
statu tory  solution to the  problem  by 
requiring dissolving corporations to 
provide products liability plaintiffs 
with adequate protection); Note, A 
Policy Analysis of a Successor Corpo­
ration’s Liability for I ts  P redecessor’s
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Defective P roducts When the Succes­
sor H as Acquired the Predecessor’s 
A ssets for Cash, 71 Marq. L. Rev. 
815 (1982) (au thor criticizes the ratio­
nale offered to support expansive 
rules im posing liability on successor 
corporations and suggests expansion 
of independent duty to w arn and 
fraudulent transfer category when 
the successor had actual or construc­
tive knowledge of product defects); 
Rogala, Non traditional Successor 
P roduct Liability: Should Society Be 
Forced to  Pay  the Cost?, 68 U. Det. 
L. J .  37 (1990) (economic analysis 
supports the  retention of the  four 
basic exceptions and the rejection of 
“product line” nd “continuity of en­
te rp rise” theories); Comment, Succes­
sor Liability: The Debate Over the 
C ontinuity of E nterprise  Exception in 
Ohio Is  Really No Debate a t All, 21 
Ohio N.L. Rev. 297 (author criticizes 
both “p roduct line" and “continuity of 
en terp rise” exceptions and predicts 
th a t Ohio will follow four traditional 
exceptions). Much of the law review 
com m entary supports liberalizing the 
rules im posing A bility  on corporate 
successors. T he articles acknowledge, 
however, the  overwhelming judicial 
rejection of th e  liberalizing rules. I t  is 
in teresting  th a t, a fter an eariv  sp u rt 
of cases in the  late 1970s and early 
1980s arguing  for more expansive lia­
bility, courts have refused to impose 
liability unless the plaintiff is able to 
come within the  four traditional ex­
ceptions. See Green, Successors and 
CERC LA : T he Im perfect Analogy to 
Products Liability and an A lternative 
Proposal, 87 Nw. U. L. Rev. 897, 909- 
10 (1993); H enderson and Eicenberg, 
The Q uiet Revolution in P roducts Li­
ability: An Em pirical Study of Legal 
Change, 37 UCLA L. Rev. 479, 492 
and n.64 (1990).

Several courts and com m entators 
have recognized th a t the problem s 
se t forth in this Comm ent can best be 
addressed by legislation. F o r an in­
sightful analysis and recom m enda­
tion, see Green, Successor Liability:
The Superiority of S ta tu to ry  Reform 
to P ro tect P roduct Liability Claim­
ants, 72 Cornell L. Rev. 17 (1986) 
(criticizing the  rationale offered by 
courts and com m entators in support 
of liability based on “product line” or 
"continuity of business enterp rise" 
and suggesting a statu tory  solution to  
the problem  by requiring dissolving 
corporations to provide products-lia- 
bility plaintiffs with adequate protec­
tion). Courts have repeatedly es­
poused the sam e view. See, e.g., F ish  
v. Amsted Indus., Inc., 376 N.W.2d 
820, 829 (Wis.1985):

We conclude th a t the legislature is 
in a be tte r position to make broad 
public policy decisions in actions 
based on products liability law. [Ci­
tation omitted]. The questions con­
cerning the  effect on the manufac­
tu ring  business, the potential size 
and economic streng th  of successor i
corporations, the  availability of 
commercial insurance and the cost 
of such insurance are all questions 
th a t . . .  the  legislature is in a be t­
te r  position to ascertain.

A sim ilar sentim ent was expressed in 
Leannais v. Cincinnati, Inc., 565 F.2d 
437, 441 (7th Cir.1977):

In recen t years, for a variety of 
reasons, m any have thought it nec­
essary  to  tu rn  to the courts in 
search of solutions to social prob­
lems. Courts a re  ill-equipped, how­
ever, to  balance equities among fu-
tu re  plaintiffs and defendants  a
[SJuch broad public policy issues 
are  best handled by legislatures 
with the ir comprehensive machin­
e ry  for public input and debate.
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See also M yers v. Putzm eister, Inc., 
59G N.E.2d 764 (Ill.App.1992); Welco 
Indus, v. Applied Co., 617 N .E.2d 
1129 (Ohio 1993); Nguyen v. Johnson 
Mach. & P ress Corp., 433 N.E.2d 
1104 (Ill.App.Ct.1982); Holifield v. 
Setco Indus., Inc., 168 N.W.2d 177 
(Wis.1969), overruled on other 
grounds, Hansen v. A.H. Robins, Inc., 
335 N.W.2d 578 (Wis.1983).

One possible sta tu to ry  approach 
m ight be to require th a t whenever a 
product m anufacturer transfers a 
business or a product line as a  going 
concern, some form of bond or o ther 
security m ust be posted by the  p rede­
cessor m anufacturer in an am ount 
not to exceed the net value of the 
predecessor a t time of transfer. The 
value of the bond or o ther security  
would be available to fu ture to rt 
plaintiffs to satisfy claims for h a m  
caused by previously distributed  de­
fective products. The posting of such 
a security would, under term s of the  
statu te , protect the  successor from 
future liability for previously d istrib­
uted products in excess of the  value 
of the security. Presum ably, obli­
gations on the  bond would be limited 
in time. F u tu re  plaintiffs injured by 
products previously distributed by 
the  predecessor would be no worse 
off financially than if the tran sfe r of 
assets had not occurred. The limit 
based on the  value of the  predecessor 
a t the  time of transfer, with an appro­
priate time limit, would ren d er more 
calculable the am ount of the security 
required, in contrast to the  difficulty 
of calculating future liabilities without 
such limits under the more expansive 
successor liability ru les applied in a 
minority of jurisdictions. The value of 
the predecessor's product line as a 
going concern, w henever th a t value 
exceeds the  cost of the security 
against future liability, would be p re ­

served w ithout allowing th e  tran sfer 
of assets to  prejudice to r t plaintiffs’ 
chances of recovery.

Com m ent c. N onliab ility  in  the ab­
sence o f  special circumstances. The 
following jurisdictions have limited 
the liability of successor corporations 
to the four exceptions se t forth  in 
§ 12 and would reject both th e  “con­
tinuity of en terprise” approach (Tur­
ner v. Bituminous Cas. Co., 244 
N.W.2d 873 (Mich.1976)) and the 
"product line” exception (Ray v. Alad 
Corp., 560 P.2d 3 (Cal.1977)). See, 
e.g., A rkansas (Swayze v. A.O. Smith 
Corp., 694 F.Supp. 619, 623 (E.D-Ark.
1988); Reed v. A rm strong C ork Co., 
577 F.Supp. 246, 247-^18 (E.D.Ark.
1983)); Colorado (Florom v. Elliott 
Mfg., 867 F.2d 670 (10th Cir.1989) 
(applying Colorado law); Johnston  v. 
Amsted Indus., Inc., 830 P.2d 1141 
(Colo.Ct.App.1992)); F lorida (B ernard  
v. Kee Mfg. Co., 409 So.2d 1047 (Fla. 
1982)); Georgia (Bullington v. Union 
Tool Corp., 328 S.E.2d 726 (Ga.1985)); 
Illinois (Gonzalez v. Rock Wool E ng’g 
& Equip. Co., 453 N .E .2d 792 (111. 
App.Ct.1983); Domine v. F u lto n  Iron 
W orks, 395 N.E.2d 19 (IU.App.Ct 
1979)); Iowa (Pancratz v. Monsanto 
Co., 547 N.W.2d 198 (Iowa 1996)); 
Kentucky (Conn v. F ales Div. o f Ma- 
thewson Corp., 835 F.2d 145 (6th Cir. 
1987) (applying Kentucky law)); Ma­
ryland (Nissen Corp. v. M iller, 594
A.2d 564 (Md.Ct.Spec.App.1991));
M assachusetts (Guzman v. MRM/E1- 
gin, 567 N .E.2d 929 (Mass.1991)); 
M innesota (Costello v. U nipress 
Corp., No. C6-95-2341, 1996 WL 
106215 (M inn.CtApp., M ar. 12, 1996); 
Cooper v. Lakewood E ngineering & 
Mfg. Co., 45 F.3d 243 (8th Cir.1995) 
(applying Minnesota law)); Missouri 
(Bozel! v. H  & R 1871, Inc., 916 
F.Supp. 951 (E.D.Mo.1996); Wallace 
v. DorBey Trailers Southeast, Inc.,
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849 F.2d 341, 343 (8th Cir.1988) (ap­
plying Missouri law)); N ebraska 
(Jones v. Johnson Mach. & P ress Co., 
320 N.W.2d 481 (Neb.1982)); N orth  
Carolina (Budd T ire Corp. v. Pierce 
Tire Co., Inc., 370 S.E.2d 267 
(N.C.Ct.App.1988); Comment, Be­
yond Budd Tire: Exam ining Corpo­
rate  Successor Liability in N orth  
Carolina, 30 W ake F o res t L. Rev. 889 
(W inter 1995)); N orth D -ko ta  (Down­
towner Inc. v. Acrometal Prods., Inc., 
347 N.W.2d 118 (N.D.1984)); Ohio 
(Welco Indus., Inc. v. Applied Co., 
617 N .E.2d 1129 (Ohio 1993)); Okla­
homa (Goucher v. Parm ac, Inc., 694 
P.2d 953 (O kla.C tA pp.1984)); South 
Dakota (H am aker v. K enw el-Jackson 
Mach., Inc., 387 N.W.2d 515 (S.D.
1986)); Texas (Griggs v. Capitol 
Mach. W orks, Inc., 690 S.W.2d 287 
(Tex.Ct.App.1985); M udgett v. Pax­
son Mach. Co., 709 S.W.2d 755 (Tex. 
Ct.App.1986)); V erm ont (Ostrowski v. 
H ydra-Tool Corp., 479 A_2d 126 (Vt.
1984)); Virginia (H arris v. T.I., Inc., 
413 S.E.2d 605 (Va.1992)); W est Vir­
ginia (Jordan v. Ravenswood Alumi­
num Corp., 455 S.E.2d 561 (W.Va. 
1995) (per curiam)); W isconsin (Fish 
v. Am sted Indus., Inc., 376 N.W.2d 
820 (Wis.1985)); D istrict o f Columbia 
(LeSane v. H illenbrand Indus., 791 
F.Supp. 871, 873-74 (D.D.C.1992) (ap­
plying D istrict of Columbia law)); Vir­
gin Isla ds (Polius v. C lark  Equip. 
Co., 802 F.2d 75 (3d Cir.1986, V. I.)). 
Only a few sta tes ap p ear to have 
adopted liability based on the  succes­
sor corporation’s continuation of the 
predecessor’s line of products: Cali­
fornia (Ray v. Alad Corp., 560 P.2d 3 
(Cal.1977)); New Je rse y  (Ram irez v. 
Amsted Indus., 431 A.2d 811 (N.J. 
1981); (but see possible lim it to "prod­
uct line" exception recognized in dicta 
in Leo v. K err-M cG ee Chem. Corp., 
37 F.3d ° r , ,00-01 (3d Cir.1994) (ap­
plying New Je rsey  law) (" I t seems

apparen t that, except perhaps in de­
sign defect cases, a defect in a  prod­
uct when the m anufacturer distribut­
ed the product is likely to m anifest 
itself and cause injury within a rea ­
sonable time afte r the product is 
manufactured. Accordingly, as a prac­
tical m atter, successor liability under 
R am irez  is likely to be imposed in 
m ost cases, if  a t all, for a limited 
period.”)); New Mexico (Garcia v. Coe 
M anufacturing Co., 933 P.2d 243 
(N.M.1997)); Pennsylvania (Dawejko 
v. Jorgensen  Steel Co., 434 A.2d 106 
(Pa.Super.Ct.1981)); Bogart v. Phase 
I I  P asta  Machs., Inc., 817 F.Supp. 
547 (E.D.Pa.1993)); W ashington
(M artin v. A bbott Labs., 689 P.2d 368 
(Wash.1984); Fox v. Sunm aster 
Prods., Inc., 821 P.2d 502 (Wash.Ct. 
App.1991) (the continued product line 
m ust be the one th a t harm s the plain­
tiff)). Although the product line ex­
ception is still theoretically viable in 
Pennsylvania, if  a plaintilf has a pos­
sible rem edy against the  predecessor, 
a  recen t opinion held the exception 
could not be invoked. LaFountain v. 
W ebb Indus. Corp., 951 F.2d 544 (3d 
Cir.1991).

In an earlier d ra ft of these R eport­
e rs ’ Notes, N ew  Jersey  was catego­
rized as a jurisdiction tha t employs a 
very liberal te s t  for corporate succes­
sor liability, a te s t premised on max­
imizing recovery ra th e r  than on evi­
dence of express agreem ent to be 
liable or substantial deprivation of 
rem edies for plaintiffs against the  
predecessor corporation. In support 
of this position Pacius v. Therm troll 
Corp., 611 A.2d 153 (N.J.Su- 
per.C t.Law  Div.1992), was cited. In 
th a t case, the court held th a t any  
tran sfer of asse ts  or use of the p rede­
cessor's goodwill entailed a de facto 
m erger that, in. tu rn , triggered suc­
cessor liability. Id. a t 157. E laborat-
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