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IN THE SENATE

For an Act entitled:

BY THE F I NA NCE  COMMITTEE 

CS F O R  SENATE BILL NO. 119 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALA SK A 

SIXTEENTH LEGISLATURE - SECOND SESSION 

A  BILL

"An Act relating to the water's edge me th o d  of c a l­

culating income taxes for certain corporations other 

than corporations e n gag ed  in the pr od u c t i o n  of oil or 

gas from a lease or pro perty in the state or in the 

transportation of oil o r  gas by re gulated pipeline in 

the state; and providing for an ef fective date."

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

13 * Section 1. It is the purpose of this Act to promote investment and

14 trade opportunities in the state.

* Sec. 2. AS 43.20 is amended by adding a new section to read:

Sec. 43.20.073. AFFILIATED GROUPS. (a) A c orporation that is a 

member of an affiliated group shall file a return u sing the water's 

edge combined reporting method. A return under this section must 

include the following corporations if the corporations are part of a 

unitary business with  the filing corporation:

(1) an affiliated corporation that is eligible to be in­

cluded in a federal consolidated return under 26 U.S.C. 1501 - 1505 

(Internal Revenue Code) if the co rpo ra ti on’s property, payroll, and 

sales factors in the United States average

(A) 20 percent or more; or

(B) under 20 percent, if the corporation does not meet 

the requirements of 26 U.S.C. 861(c);

(2) a domestic international sales corporation; in this 

paragraph, "domestic international sales corporation" has tha meaning
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g i v e n  in 26 U.S.C. 992(a);

(3) a f o r e i g n  sales corporation; i n  this paragraph, 

" f o r e i g n  sales corporation" has the m e a n i n g  g i v e n  in 26 U.S.C. 922(a);

(4) a corporation, regar dle ss  of the p l a c e  w h e r e  the c o r p o­

r a t i o n  was incorporated, if the corporation's property, payroll, a nd  

sales factors in the U n i t e d  States average 20 p e rc en t or more;

(5) a c o r p or ati on  that is in co rporated in or does bu sin es s 

in a country that does not impose a n  income tax, o r  that imposes an 

inc om e tax at a rate lower than 90 percent of the U n i t e d  States income 

tax rate on the income tax base of the c or p o r a t i o n  in the U n i t e d  

States, if

(A) 50 percent or mo r e  of the sales, purchases, or 

payments of income or expenses, exclusive of p ay ments for i n t a n­

gible property, of the co r p o r a t i o n  are m a d e  d ir ect ly  or i n d i r e c t­

ly to one or more members of a group of cor po rations filing u n d e r  

the water's edge combined r e p o rt in g uethod;

(B) the c or p o r a t i o n  does not conduct significant 

economic activity.

(b) W he n  computing taxable income for a co r p o r a t i o n  under (a) of 

this section, the fo ll owi ng  amounts shall be excluded:

(1) 80 perc en t of d i v i d e n d  income received from fore ig n

corporations;

(2) an amount treated as a d iv id en d u n d e r  26 U.S.C. 78;

(3) 80 perce nt of the royalties a c c r u e d  or recei ved  fr o m  a

foreign corporation.

(c) In (b)(1) and  (3) of this section, a payment is c ons id er ed  

to be received from a corpor ati on  that is par t of the u n it ary  bus in es s 

if the payment is r ec ei ve d

(1) by a m e m b e r  of a n  a ffiliated gr oup  included in a

CSSB  1 1 9 (Fin) SB01 19b



?® S  •

fell'

w a t e r ' s  edge c om bin ed  report filed u n d e r  this section; and

(2) from  a c o r p o rat io n in w h i c h  the recipient owns 50

p e rce nt  or m o r e  of the stock of the corporation.

(d) D i v i d e n d s  and royalties taxable to a co r p o r a t i o n  using the 

w a t e r ' s  edge co mbined r e p o rt in g m et h o d  are in lieu of an expense

a t t r i b u t i o n  for income ex clu de d under (b) of this section.

(e) T h e  department may require a c o r p o r a t i o n  that files u n d e r

(a) of this secti on to file a w orldwide co mb in ed report instead, if 

the  c o r p o ra ti on  or an affili ate d c or p o r a t i o n

(1) fails to comply w ith regulati on s adopt ed  under this 

chapter, in cluding domesti c disclosure s pr e a d  sheet filing r e q u i r e­

ments; or

(2) does not provi de in fo rmation that is r eq uested by the 

department that is nece ss ary  for the departm en t to audit the t a x­

payer's co rporate re tu rn  in a reasonable per iod  of time.

(f) This sect ion  does not apply to taxpayers subject to AS 43.-

20.072 e n g ag ed in the p ro du c t i o n  of oil or gas from a lease or p r o p e r­

ty in the state or engaged in the t ra ns p o r t a t i o n  of oil or gas by 

regulated pi peline in the state.

(g) In this section,

(1) "af fi li at ed corporation" means a mem be r of an a f f i l i­

ated group to w h i c h  the taxpayer filing a return u nd er  (a) of this 

section belongs;

(2) "affil ia ted  group" m eans a group of two or more c o r p o­

rations, in w h i c h  50 percent or more of the v ot i n g  stock of e a c h  

me m b e r  of the group is directly or indirectly own ed  by one or mo r e  

corporate or nonco rp or at e common o w n e r s , o r  by one or more of the 

members of the group;

(3) " fo re ig n corporation" m e a n s  a c o r p o ra ti on  created or
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1 organized outside of the United States, the District of Columbia, the

2 Commonwealth of Puerto Rico, or a possession of the United States;

3 (4) "water's edge combined reporting method" means a re-

4 porting method in w h i c h  the only corporations besides the taxpayer

5 that may be included in the return are the corporations listed in (a)

6 of this section.

7 * Sec. 3. This Act applies to tax years beginning after December 31,

8 1989.

9 * Sec. 4. This Act takes effect immediately under AS 01.10.070(c).


