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SB  345  -  A p p o rtio n m en t o f  B u sin ess Incom e
SB 345 would amend Alaska’s Corporate Income Tax to specifically incorporate Section 883 of 
the Internal Revenue Code. Alaska would exempt from tax the income of foreign owned aircraft 
and ships, under the legislation.

O v erv iew  o f  Section  883
The Alaska Supreme Court, on February 20, 1998, decided a case that determined that the federal 
corporate income tax exemption that applies to income from foreign owned ships and aircraft 
does not apply in Alaska. The federal provision is Section 883 of the Internal Revenue Code. The 
court held that, while Alaska incorporates much of the code into the Alaska Corporate Income 
Tax (AS 43.20), Section 883 was “excepted to or modified by” Alaska’s choice of the 
apportionment method of determining taxable income in Alaska. The decision makes it clear that 
these entities are subject to tax in Alaska.

R ev en u e  E ffect
The state will collect less revenue by changing the statutes to exempt income from foreign owned 
ships and aircraft from Alaska income tax. We have had little time and we have very limited 
information available to develop projections of potential corporate tax revenue from the recent 
court decision on the taxation of foreign shipping corporations. Consequently, we have developed 
a range based on estimates of Alaska corporate income tax revenue from foreign cruise ship 
corporations, foreign air cargo corporations and foreign corporations shipping fish. We do not 
have financial information available to review the other segments of the shipping industry 
(mining and timber). To develop this range we used publicly available financial statements, 
information from taxpayer returns, and other industry specific data available from State agencies 
and other sources.

Based on the above paragraph our estimate of the range of potential annual revenue lost due to 
the passage of this bill is $3.0 million to $8.5 million.
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T O : SB  345

1 P age I, lin e  1, fo llo w in g  "incom e":

2 Insert a n d  p r o v id in g  lo r  a n  e ffe c tiv e  date"

B Y  S E N A T O R  A D A M S

S f n  'I ciYciui ^  o v * . t f
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3 P age 1 , lin e  1 0 :

4  D e le te  all m aterial and insert:

5 "* S e c . 2 . A S 4 3 .2 0 .0 2 1 (a ) is am ended to read:

6 (a) Sections 2 6  U .S.C . 1 - 1399 and 6001 - 7872  (Internal R evenue C ode), as

7  am en d ed , are adopted by reference as a part o f  this chapter. These portions o f  the

8 Internal R ev en u e  C od e have full force and effect under th is chapter un less excepted

9 to or  m odified  by other provisions o f this chapter. [H O W E V E R , N O T H IN G  IN THIS

10 C H A P T E R  O R  IN  A S  4 3 .1 9  (M U I.T IST A T E  T A X  C O M P A C T ) M A Y  BK

1 1  C O N S T R U E D  A S  A N  EX C EPTIO N  TO  OR M O D IFIC A T IO N  O F  2 6  U .S .C . 883 .]

12 * S e c . 3 . S ection  1 o f  this A ct is retroactive to January 1, 1993.

13 * S e c . 4 .  S ection  2  o f  this A ct lakes effect January 1, 2001."
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l a s k a  S t e a m s h i p  / a s s o c i a t i o n
234 G old S tree t • Juneau, A la sk a  99801 

(907)586-3107 • Fax (907) 586-1001

S en a to r  Bert sh arp  
A la sk a  S ta te  S en a te  
S ta te  C a p ito l
Ju n ea u , A la sk a  99801 - 1182

Re: SB - 345

April 7,1998

D ear S en a to r  Sharp:

T h e A la sk a  S tea m sh ip  A sso c ia tio n  (A S A ) is  v e r y  co n c e r n e d  that th e  A la sk a  
D ep a rtm en t o f  R e v en u e  m a y , as a  resu lt o f  a recen t d e c is io n  b y  th e  A la sk a  S u p rem e  
C ou rt, im p le m e n t a n e w  corporation  b u s in e ss  tax on  th e  form er, cu rren t, an d  fu tu re  
ea rn in g s  o f  fo re ig n , in tern ation a l a ir  a n d  sea  carriers o p era tin g  in  th e  S ta te  o f  A lask a .

O u r m em b ersh ip  rep resen ts  a broad  b a se  o f  m arin e tran sp orta tion  c o m p a n ie s  o p era tin g  
in  A la sk a , a n d  their  agen ts; w h o  m o v e  tim ber, m in in g  p ro d u cts , f ish ery  p ro d u cts , 
p e tr o le u m  p ro d u cts , a n d  cru ise  sh ip  p a sse n g e r s  —  a m o n g  o th er  p ro d u cts  —  b e tw e e n  
A la sk a  an d  o v e r se a s  ports. T he m em b ersh ip  c o n s is t  o f  th e  A la sk a  M aritim e A g e n c y ,  
A m erica n  P res id en t L in es, A N P  S h ip p in g , M arath on  O il C o m p a n y , th e  N o r th  W est 
C ru ise sh ip  A sso c ia tio n , N o rth  Star S te v e d o r in g  a n d  T erm in a ls , S o u th ea st S tev ed o r in g , 
a n d  T esoro .

T h is n e w  b u s in e ss  tax, if  im p o se d  by the D ep a rtm en t o f  R ev en u e , w ill a d v e r se ly  affect  
o u r  m em b er  co m p a n ies , a n d  the co m p a n ie s  w h o  rely  o n  ou r  serv ice s  for im p o rt a n d  
ex p o r t p ro d u cts  a n d  tou rists. R ecen tly , the s ta te s  o f  C a liforn ia , N e w  Y ork, a n d  N e w  
Jersey h a v e  w ith d r a w n  p ro p o sa ls  to tax fo re ig n , in tern ation a l carriers b eca u se  th ey  
r e a liz e d  su c h  taxes w ere  s im p ly  b ad  for b u s in e ss  a n d  th e  e c o n o m y . W e u n d ersta n d  
A la sk a  w o u ld  b e  th e  o n ly  sta te  in  the U n io n  im p o s in g  su ch  a tax i f  it  d e c id e s  to m o v e  
fo rw a rd .

T h erefore , w e  s tr o n g ly  u r g e  that y o u  m o v e  SB - 345 so  that th e  D ep a rtm en t o f  R ev en u e  
w ill b e  p reem p ted  from  im p o s in g  th is o n ero u s , n e w  tax.

S in cerely ,

E x ecu tiv e  D irector

Captain John Cox, President • James Fcrnie, Treasurer • Dan Blackmorc, Secretary
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April 4, 1998

Senator Bert Sharp 
Alaska State Senate 
State Capitol
Juneau, A laska 99801-1182

Dear Senator Sharp,

Wc are writing this lotter to express our concern regarding the possibility of the Alaska Department of 
Revenue implementing a new corporation business tax on foreign, international air and sea carriers that 
operato in the State of Alaska, and to express our support of HB 472.

Wc operate a vessol agency that represents foreign flagged cargo vessels that operate in Alaskan waters 
loading coal, forestry products and frozen fish products from Alaskan ports and U.S. Fishing vessels and 
transporting these products to Asian and Pacific Rim Porta. Many of our clients’ Alaskan customers 
depend on water borne transport exclusively to transport their products to International markets and to 
reccivo needed supplies from Japan and Korea.

Any new lax imposed on our clients by the Stale of Alaska would likely be passed directly on to their 
Alaskan custome.s in the form of shipping rate increases and, given (he current depressed markets for all 
Alaskan oxports in the Pacific Rim, this increase in shipping rates could veiy well moan lost sales in the 
Pacific Rim for many Alaskan Companies. Aside from the potential for Alaskan products being priced 
out of some Pacific Rim markets, our clients believe any new lax on shipping will only invite retaliatory 
taxes to he placed on domestic water borne carriers serving these same markets thus raising shipping 
rates to Alaskan Companies no matter what carrior they choose.

We understand that recently, the states of California, New York, and New Jcrsoy have considered 3uch a 
tax and then withdrawn these proposals due to the potential overall negative effects such a tax would 
have on both their own exporters and t'neir State’s economies. It is our understanding that Alaska would 
be the only state in the Union to impose such an onerous lax on international carriers.

In conclusion, we strongly urge that you and your colleagues in the I louse of Representatives move 
forward with HB 472 so that the Department of Revenue will be preempted from imposing a tax so 
potentially damaging to the competitiveness of Alasktm produced products.

Yours very truly,
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T r id e n t
S E A F O O D S

TRIDENT SEAFOODS 206 701 7983 P. 014

T R ID E N T  SEA FO O D S C O R PO R A TIO N
5303 Shilshol# Ave NW, Seanfo, WA 36107-400G • (206)783-3818 • Fax: (206) 7fi2;-7l95 

OomMlic Salat: (206) 783-3474 • Fax: (206) 782-7246 
Export Sales: (206) 783-3818 • Fax: (206) 782-7195 >

April 7, 1998

T he H onorab le  B ert S harp , C ha irm an  
S e n a te  F inance  C om m ittee 
A lask a  S en a te  
S ta te  C ap ito l
J u n e a u ,  A laska 99801-1182 

D ear S e n a to r  Sharp :

O n  b e h a lf  o f T riden t Seafoods C orporation  I w an t to  m ake  you  th a t  th e  
A la sk a  D ep artm en t of R evenue is poised, a s  a  re su lt of a  rec en t decision  
b y  th e  A laska  S uprem e C ourt, to im plem ent a  new  corporation  b u s in e ss  
ta x  o n  foreign, in te rn a tio n a l a ir  a n d  s e a  ca rrie rs  opera ting  in  th e  S ta te  
o f A laska. We oppose th e  new  tax  an d  respectfully  re q u e s t the  
leg is la tu re  p a s s  HB 472 , to  stop  th e  D ep artm en t of Revenue from  
im posing  th is  co st on  th e  in dustry .

Like o th e rs  in  th e  seafood industry , T riden t depends on in te rn a tio n a l 
w a te r  b o rn e  carrie rs  to move c u r  seafood p ro d u cts  overseas ta  
in te rn a tio n a l m ark e ts . Given the  c u rre n t econom ic conditions on  th e  
Pacific Rim coun tries , any  new  ta x  on tran sp o rta tio n  will, iii a ll 
likelihood, be  p assed  directly on to u s  th ro u g h  the  ca rrie rs  we use . T his 
ta x  w ill a lso  invite re ta lia to ry  taxes on  dom estic  w ater ttfjnss c a rr ie rs  
se rv in g  th e  Pacific Rim —w hom  we also use .

W e u n d e rs ta n d  th a t  th e  s ta te s  of California, New York, a n d  New Je rse y  
have  w ithd raw n  p rop osa ls  to  tax  foreign, in te rna tiona l ca rrie rs  b ecau se  
th e y  realized  su c h  taxes were sim ply b a d  for b u s in e ss  an d  th e  econom y. 
W e u n d e rs ta n d  A laska  w ould be th e  only s ta te  in  th e  U nion im posing  
s u c h  a  ta x  If it decides to move forw ard.

T herefore , w e strongly  urge th a t  you  m ove forw ard w ith KB 472. so th a t  
th e  D e p a rtm en t o f Revenue will be  p reem pted  from  im posing th is

A la s k a a 77m Awwtejrf Comtcbe*
W a s h in g to n

Akulan • Anchorage • Clarita Point • Dillingham • Dutcn Harbor • KetcMkan • Naknek ■ Sand Point • So. Naknak • St. Pad Anacortoa • Ballinoham • Saattle

TOTAL P .01



A l a s k a  F o r e s t  A s s o c i a t i o n ,  I n c .

A p ril 2 , 1998

T h e H o n o ra b le  B ert Sharp  
T h e H o n o ra b le  D rue Pearce  
A la sk a  S tate S en a te  

State C ap ito l 
Juneau, A K  9 9 8 0 1

D ear S en a to rs Sharp and Pearce:

T h e  A la s k a  F orest A sso c ia tio n  stron gly  sup p orts S en ate  B ill 3 4 5 , “A n  A ct relating  to  
app ortion m en t o f  b u sin ess  in co m e.” T he A laska forest industry d ep en d s h ea v ily  o n  foreign  v e s se ls  
for sh ip m en ts  o f  lo g s  and w o o d  products to its trading partners around the P a c ific  R im . T h e  recent 
A la sk a  S u p rem e C ourt ruling that the ex em p tio n  in § 8 8 3  o f  the Internal R ev en u e  C od e d o es  not 
ap p ly  in A la sk a  w ill have a s ig n ifica n t d eleter iou s e ffe c t  on  th o se  sh ip m en ts .

F o rtu n a te ly , the p rob lem  can  be fix ed  w ith  a s im p le  ch a n g e  in state statute. S en ate  B ill 3 4 5 , 
in troduced  by the S en ate  Labor and C om m erce C om m ittee , provides the necessary  am endm ent, and  
I urge y o u  to  take sp eed y  action  to ensure p assage o f  th is b ill. I can n ot em p h a size  en o u g h  the 
im p ortan ce o f  m a k in g  the ch an ge  th is year, before a d isru p tion  in A ia sk a ’s  trade occu rs.

P lea se  m o v e  S B  3 4 5  through the F in an ce C om m ittee  at the ea r liest op p ortun ity , and support it on  

the S en a te  floor .

T h an k  y o u  for y o u r  co n sisten t support for A la sk a ’s resou rce  d ev e lo p m en t industries, in c lu d in g  
forestry , and thank y o u  in ad van ce for y o u r  help on  th is s p e c if ic  o cca sio n .

S in c e r e ly ,

E x e c u tiv e  D irector

cc: S en a to r  D o n le y
S en a to r  Parnell 
S en a to r  P h illip s  
S en a to r  T orgerson  
S en a to r  A d a m s  
S en a to r  L em an  
S en a to r  M iller  
T h y e s  S h au b

Sl>rp980-l_llr.\v pd. April 2, 1998

SERVING ALASKA'S FOREST INDUSTRY
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Senator Bert Sharp 
Co-Chair, Senate Finance Committee 
Alaska State Senate 
State Capitol, Room 516 
Juneau, Alaska 99801-1182  
United States o f  America

6 April 1998 
Ref: 045/98

Re: Senate BUI No. 345

Dear Senator Sharp,

On behalf o f  the International Air Transport Association (IATA), the trade association 
comprised o f 256  member airlines from over 150 countries, I wish to express the strongest 
support for Senate Bill N o. 345. SB 345 wouid ensure that the income o f  non-U.S. airlines 
serving Alaska would be exempt from the state’s income tax in accordance with U.S. 
Internal Revenue Code Section 883.

IATA is deeply concerned with the potentially far-reaching ramifications o f  the recent 
Alaska Supreme Court decision in Alaska v. OSG Bulk Ships, Inc. Indeed, it is our 
understanding that on the basis o f  this decision, the Department o f  Revenue plans to levy 
Alaska corporate income tax on the incom e derived by non-U.S. airlines from the operatioa 
of their aircraft in international traffic.

It is widely known that U .S. IRC Section 883 exempts the income o f  non-U.S. airlines at the 
federal level on the basis o f  reciprocity. These reciprocal exemptions are generally 
embodied in numerous U.S. treaties for the avoidance o f  double taxation. IATA firmly 
believes that U.S. IRC Section 883 is intended, inter alia, to eliminate the risk o f multiple 
taxation o f  the income derived by the aircraft o f  both U.S. and non-U.S. airlines in 
international traffic.

If the State o f  Alaska chooses not to adhere to the reciprocal tax exemption provisions o f  
U.S. ERG Section 883, non-U.S. airlines will be exposed to double (and even multiple) 
taxation, as they are already subject to national (and often local) incom e taxes in their 
respective countries o f domicile. Furthermore, one immediate consequence of this tax

Direct Dial: +41(22) 799 27 08 • Direct Fax: +41(22) 799 26 78 • TTY: GVAGBXB • E-mail: kcllytfiHata.org 

Telephone: +41(22) 799 25 25 • Fax: +41(22) 798 35 53 • TTY: G VAKEXB • Telex: 4155645



e- 4-98;io:32 ; ;+41 22 7S92S78 # 2/ 2

- 2 -

ticatment o f  non-U.S. airlines w ill be tbe exposure o f  U.S. airlines to the reciprocal 
imposition o f  s i m i l a r  taxes in the many foreign jurisdictions which they s e r v e .  Ultimately, 
tbe intricate worldwide network o f  reciprocal tax regimes w ill be seriously jeopardized.

IATA also believes that any imposition o f  an incom e tax on the international operations o f  
the non-U.S. airlines serving Alaska would ignore the taxes and charges already paid by 
them for their local operations as w ell as the significant direct and indirect contributions they 
make to the econom y o f the state. We believe that SB 345 sends a strong signal to the 
international airline community that the State o f  Alaska encourages their business on the 
basis o f  long-established International tax practice.

Based upon t lr  foregoing, IATA strongly urges you to take all necessary steps to ensure the 
passage o f  Senate B ill No. 345.

Director
Industry Monetary Affairs
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I

April 3 ,1998

BY  FACSIM ILE

Mr. Joe Kyle
Executive Director I
Alaska Steamship Association 
234 Gold Street 
Juneau, Alaska 99801

i
Re: Potential Retaliatory Impact oh U.S. Carriers Abroad o f State

Taxation o f Foreign Carriers ji
Dear Mr. Kyle: |

You have asked me to describe the retaliatory impact abroad on U.S. 
shipping and air transport companies that could occur i f  a U .S. state or loc.;'ity were 
to impose state or local income taxation on foreign shipping and air transport 
companies that are not subject to U.S. federal income taxation as a result o f U .S. 
income tax treaties with foreign countries. ■

We are not aware o f any U .S l state or locality that currently subjects 
to state or local taxation the income o f foreign carriers that are eligible fo r the 
benefits o f reciprocal shipping income agreements. Under such agreements, foreign 
countries exempt U.S. carriers from foreign tax if the United States reciprocally 
exempts foreign carriers from U.S. tax. U .S. income tax treaties or other 
ag re em en ts  with over 70 c o u n t r ie s  provide such reciprocal exemptions. However, if 
state or local income taxes were to be imposed on foreign carriers by even one U.S. 
state or locality (as the State o f Alaska currently is considering doing), retaliation by 
foreign jurisdictions would be permitted under U.S. income tax treaties, as 
discussed below.

For example, under the income tax treaties that the United States has 
eniered into with Japan, Italy, and France, each country exempts from its national

C:\Docsopai\DcllU\IUJdn\002MU.ai
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Mr. Joe Kyle -2- April 3, 1998

income tax the income derived by a resident o f the other jurisdiction from the 
operation o f ships or aircraft in international traffic. 1 Moreover, through exchanges 
o f diplomatic notes, these foreign nations also exempt the income o f U .S . shipping 
and air transport companies from local taxes, such as the enterprise tax in Japan, 
the “ ILO R ” in Italy, or the "taxc professionnelle" in France,4 provided that no 
state, county, or local government in the United States levies an income tax on 
shipping and air transport companies resident in such countries. So, fo r example, if 
no U.S. state or locality taxes the income o f a Japanese shipping and air transport 
company, a U.S. shipping and air transport|company that moves cargo between the 
United States and Japan would pay. only U.S. federal, state, and local income taxes 
because it would be exempt from Japanese national and local income taxes.
Similarly, a Japanese shipping or air transport company moving cargo between 
Japan and the United States would be exempt from U .S . fedei t, state and local .4
income taxes and would only pay Japanese national and Ioc*i income taxes.
Although Congress has not enacted a statute or entered into a treaty that would 
require the states to exempt non-U.S. shipping c-nd air transport companies from 
state and local income taxes, the U.S. Departments o f State and Treasury have 
actively enlisted the cooperation o f the U.S. states and localities in advancing this 
policy. For example, in recent years both the States o f New Yorlc and New Jersey 
contemplated taxing foreign carriers. Stats' and Treasury Department officials had 
dis- ussions with tax officials from those states, encouraging them not to tax foreign 
carriers because o f the retaliatory impact such taxation could have on U .S. carriers 
abroad. Both New York and New Jersey decided not to impose iheir taxes on 
foreign carriers.

I f  any U.S. state or locality (e.g., Alaska) were to tax the i":ome o f 
shipping and air transport companies residing in, Japan, Italy, o r i  nee, the 
equivalents o f states or localities in those countries could then impose their taxes on 
U.S. shipping and air transport companies. To illustrate, in the 1971 exchange o f 
diplomatic notes, the Japanese government stated that if a U .S . locality were to levy 
an income tax on Japanese shipping and air transport companies, the Japanese 
government would “ take necessary measures" to let local Jrpanese authorities levy 
the Japanese enterprise tax on all U.S. shipping and air transport companies.
Therefore, regardless o f whether it is a resident o f the state or locality that initially 
imposed the income tax on Japanese shipping and air transport companies, a U.S. 
shipping or air transport company that moves cargo or passengers between the

1 Income Tax Convention, March 8, 1971, U.S.-Japan, Article 10. Income
Tax Convention, April 17, 1984, U.S.-Italy, Article 8(1). Income and Capital Tax 
Convention, August 31, 1994, U.S.-France Article 8(1).

Exchange o f Notes, March 8, 1971, U.S.-Japan.
3 Exchange o f Notes, April 17, 1984, U.S.-Italy.
4 Exchange o f Notes, August 31, 1994, U.S.-France.
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United States and Japan could become required to pay local Japanese income taxes 
in addition to its U .S . income taxes, although the company would still be exempt 
from the Japanese national income tax. The corresponding Japanese shipping and 
air transport company would similarly pay U.S. state and local income taxes in 
addition to its Japanese income taxes. Similar provisions arc included in the 
exchanges o f diplomatic notes with Italy and France.

iiWhile Japan, Italy, and France have formal agreements with the 
United States in this regard, wc understand that informal agreements o f a similar 
nature exist with many other o f the 70 countries which provide reciprocal 
exemptions to U .S . carriers. Thus, the taxation o f foreign carriers by Alaska could 
directly result in retaliatory taxes being imposed on U.S. carriers in a number o f 
foreign jurisdictions. ; j

ji
I f  I  can provide you with additional information in this regard, please 

let me know. :
Sincerely,

Kenneth Klein
Ii

* *  T O T A L  P A G E . 0 0 4  * *
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30 March 1998

Senator Bert Sharp 
A laska State Senate  
State Capitol
juneau, Alaska 99801-1 182 

RE: SB - 345

Dear Senator Sharp:

W e are very concerned  that the A laska Department o f  R evenue is poised, as a result o f  a recent 
dec is ion  by the A laska Suprem e Court, to im plem ent a new  corporation bu siness tax on the 
former, current, and future earn ings o f  foreign, international air and sea  carriers operating in the 
State o f  A laska.

Our com pany depends on international water borne carriers to m ove products overseas to 
international markets, and in som e instances those sam e carriers bring cargo to us in A laska. 
G iven  the current e con om ic  cond ition s o f  the Pacific Rim countries, any n ew  tax on 
transportation w ill, in all likelihood, be passed d irectly on to us by the carriers w e use. A sid e  
from the n ew  tax b eing  passed on to bu sin esses operating in A laska, it w ill invite retaliatory 
taxes on d om estic  water borne carriers serv ing the Pacific Rim.

Recently, the sta tes o f  California, N ew  Y o il and N ew  Jersey have w ithdrawn proposals to tax 
foreign, international carriers because they re. lized such taxes w ere s im p ly  bad for business and 
the econom y. W e understand A laska w ould be the on ly  state in the Union im posing such a tax.

Therefore, F strong ly urge that you  m ove SB  - 345 so that the Departm ent o f  R evenue w ill be 
preempted from im posin g  th is onerous tax.

S incerely,

Jean V anderP loeg
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SENATOR BERT SHARP 
A la s k a  S t a t e  S e n a te  
S t a t e  C a p i t o l
J u n e a u ,  A la s k a  9 9 8 0 1 -1 1 8 2  30 M arch  1998

RE: LETTER OF SUPPORT FOR SB -3 4 5

D e a r  S e n a t o r  S h a r p :  f
j " ' —-/  V __

We a r e  w r i t i n g  t h i s  l e t t e r  i n  s u p p o r t  o f  SB - 345 I t  i s  o u r
u n d e r s t a n d i n g  t h a t  a s  a  r e s u l t  o f  a  r e c e n t  d e c i s i o n  b y  t h e  A la s k a  
Suprem e C o u r t ,  t h e  A la s k a  D e p a r tm e n t o f  R ev en u e  iis p r e p a r i n g  t o  
im p le m e n t a  new c o rp o ra t) ^ ' b u s i n e s s  t a x  on  f o re ig n ) ,  i n t e r n a t i o n a l  a i r  
a n d  s e a  c a r r i e r s ^ p e r a t i h g ?  i n  t h e  S t a t e  o f  A laskaJ. As a  U .S . com pany 
w i th  s i x  o f f i c e s  den A la s k a  w h ic h  m akes a  l i v i n g  b y  p r o v i d i n g  s e r v i c e  
to  f o r e i g f t - ^ e a  c a r r i e r s ,  we a r e  e x t r e m e ly  c o n c e r n e d  a b o u t  t h i s  i s s u e .

V >  jWe a r e  p a r t i c u l a r l y  c o n c e r n e d  a b o u t  t h e  e f f e c t  t h u s  w i l l  h a v e  on
t r a n s p o r t a t i o n  fo-r~\tlie--' f i s h e r i e s  a n d  lo g g in g  s e c t j o r s . W ith  th e
c u r r e n t  econom ise c r i s i s  i n  A s ia ,  A s ia n  s h ip p i n g  q o m p a n ie s  a r e  b a r e l y
s u r v i v i n g ,  a n d T th e  m a r k e ts  th e y  s e r v i c e  a r e  a l s o  e x t r e m e l y  d e p r e s s e d .
T h is  m eans t h d t  f o r e i g n  s h ip p in g  c o m p a n ie s  a r e  u n l i k e l y  t o  a b s o r b
t h e s e  new t a x q s / y i t h o u t  r a i s i n g  f r e i g h t  r a t e s .  I n c r e a s e d  f r e i g h t
r a t e s  m ean 'b ^a 't A la s k a n  p r o d u c t s  a r e  l e s s  c o m p e t i t i v e  i n  m a r k e ts  t h a t
a r e  a l r e a d y  s ta g g - e r in g  fro m  c u r re n c y ^  d e v a l u a t i o n  a n d  a  s e r i o u s
eco n o m ic  d o w n tu rn / ' r  ^

V • > f l  ■'

I t ^ i s  a l s o  o u r  u n d e r s t a n d i n g  ^ b h a q '^ r e c e h t ly ,  ‘t h e - p t d . t e s  o f . - C a l i f o r n i a ,  
New Y ork  a n d  New J e r s e y  "have W ith d ra w n  p r o p o s a l s  bol t a x  . f o r e i g n ,  
i n t e r n a t i o n a l  c a r r i e r s . J 'b e c a i i s e q th e y  r e a l i z e d  s u c h  t a x e s i ^ e r a . b a d  f o r
b u s i n e s s  a n d  b a d  fo r /th e ,--e 'c o n o m y . W e've  h e a r d  t h a t  A1 askWi'wou 1 d  b e  
t h e  o n ly  s ta te ^ t^ 'T h ^ - .U r f io r i  i m p o s i n g  s u c h  a  t a x  i f  t h e  Dejs§;l.V yo,f 
R evenue decjdTae^t^H Trove fo rw a r d  w i th  t h i s .  We a l s o  th iiik V 'tn a fe  some 
s q i ^ r ^ l j r e d a l i ^ b b r y  a c t i o n  b y  f o r e i g n  g o v e rn m e n ts  a g a i n s t  fcr^jEfCA.a'ir.

Q p s r a r r i p r a  u m t lH  > 10  h - ir r h lv  n r n h a h l  p  ' '•'b.o W ■

T h e r e f o r e ,  we s t r o n g l y  u r g e  t h a t  y o u  move f o rw a r d  w i th  S B -345 s o ' t h a t  
th e  D e p a r tm e n t o f  R ev en u e  w i l l  b e  p re e m p te d  f ro m  im p o s in g  t h i s  
o n e r o u s ,  new t a x  w h ic h  f l i e s  i n  t h e  f a c e  o f  i n t e r n a t i o n a l  s t a n d a r d s .

S i n c e r e l y ,

Jam es A. B la c k m o re  
C h a irm an

ANCHORAGE Cordova Homer Kenai Kodiak Seward Whittier DUTCH HARBOR Dillingham Naknek 
KETCHIKAN Haines Juneau  Sitka Skagway Wrangell VALDEZ
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March 30, 1998

Senator Burt Sharp 
Alaska State Legislature 
State Capitol Room 516 
Juneau, AK 99801-1182

i "
9

Dear Senator Sharp:

It is our understanding that due to a recent Alar,xa Supreme Court ruling the Department o f 
Revenue is going to implement a new corporate business tax on foreign international air and sea 
carriers r aerating in the State o f Alaska.

iKoncdr Forest Products Company depends on international water borne carriers to move our 
products overseas to international markets. Koncor charters in excess o f 40 foreign cargo ships 
annually so this tax could have a huge impact on our business. Given the current poor economic 
condition o f the Pacific Rim countries, any new tax on transportation will, in all likelihood, be 
passed direction to us through the carriers we use. Aside from tbe new tax being passed on to 
businesses operating in Alaska, h will invite retaliatory taxes on domestic water bo me carriers 
serving the Pacific Rim.
Recently, the states o f California, New York, and New Jersey have withdrawn proposals to tax 
foreign, international carriers because they realized such taxes were simply bad for business and 
the economy. We understand Alaska would be the only state in the Union imposing such a tax if 
it decides to move forward.
Therefore, we strongly urge that you move forward with HB-472 so that the Department o f 
Revenue will be preempted from imposing this onerous, new tax.

3501 Denali. Suit® 202
A/vshorog*. Alaska 99503
(907) 562-3335 FAX (907) 562-0599



A l a s k a  S t e a m s h i p  A s s o c i a t i o n
234 G old S tree t 

(907)586-3107
Juneau, A la s k a  99801 
Fax (907) 586-1001

TA LK IN G  POINTS 
OSG BULK SHIPS TAX ISSUE

SUPPORT FOR SENATE B ILL  345 

R ELA T IN G  TO ALASKA CORPORATE IN C O M E  TAX

PROBLEM : R EC EN T  SUPREME COURT RULING

T h e A la sk a  Su p rem e C ourt ru led  on February 2 0 , 1998  that an ex em p tio n  from  Corporate 
In com e tax for foreign  international air and sea  carriers, that ex ists  at the federal level in 
sec tio n  8 8 3  o f  the IR S c o d e , n o  lon ger  ap p lies in A lask a .

A t issu e  in the O S G  c a se  is  w hether or not the L egislatu re intended, w h en  it adopted  
sec tio n  8 8 3  in to  the A la sk a  T ax  C od e in 1975 , for the exem p tion  to app ly  as written or 
w h eth er  th e  L eg is la tu re  in ten d ed  to  “except to” or modify the ex em p tio n  w h en  it w as  
ad op ted .

M an y  sec tio n s o f  the IR S  C o d e  are d irectly incorporated or adopted  into the A laska State 
T ax  S tatutes. T h o se  incorporated p rov ision s gen era lly  stand as w ritten u n less the they a-e  
expressly “e x c e p te d  to ” or m o d ified  w h en  th ey  are adopted  in to  the S tate tax law .

T h e  Superior C ourt ( lo w e r  court) found  that the sec tio n  883 exem p tion  on foreign  
international air and se a  carrier in com e w as in fact adopted into the A lask a  T ax Statutes by 
the L egislature and that the plain language o f  the 883  exem p tion  app lies in A laska.

W h en  S tate D O R  a p p ea led  the low er  court’s d ec is io n , the Suprem e C ourt reversed Finding 
that the adontion  o f  8 8 3  w a s " im p lied ly” (w ith ou t Finding exp ress lan gu age in the law ) 
“ex cep ted  to” or m odiFied b y  other section s o f  the A lask a  T ax  C od e and therefore the 883  
ex em p tio n  is not ap p lica b le  in  A laska. (S e e  pages 10 and 15 o f  the S uprem e Court 
d e c i s io n . )  This decision permits DOR to impose a new tax on every foreign 
airplane or ship that brings products to or from Alaska.

SOLUTION: PASSAGE OF SENATE B ILL  345

S enate 3 i l l  3 4 5  am ends the section  o f  A laska N et In com e T ax A ct (A N IT A ) that adopted  
section  8 8 3  into A la sk a  law  to  exp ressly  state that nothing in the A lask a  T ax  Statutes m ay 
be construed  as an e x c e p tio n  to  m odiFication o f  S ectio n  883  o f  the IR S co d e .

Captain John Cox, President • James Femie, Treasurer • Dan Blackmore, Secretary



WHY PASS SENATE BILL 345?
W ith  the p rice o f  o il in the $ 1 0  a barrel range and w ith  A sian  m arkets d ow n , this is a 
particu larly bad tim e to  increase business taxes. Increasing the c o s t  o f  getting  our  
resou rces to  m arket w ill have a serious n egative im pact on  T im ber, M in in g , F ish in g , G as  
E xp orts, T ou rism , A irport D ev e lo p m en t and a host o f  S jpport and S u p p ly  industries.

T h e  im pact o f  th is tax w ill be borne by A laskans, not foreign corporations. T h e tax w ill 
translate to  h igh er transport fee s  or low er purchase prices for A laskan  resources. W ith the 
sig n ifica n t dow nturn in the A sian  eco n o m ies , A la sk a ’s  resource industries can n ot afford  
in crea sed  sh ip p in g  co sts  or  low er  m arket prices.

Tax is Bad for Alaska

Detrim ent to New Investment

A n  a g g r e ss iv e  m o v e  to  tax b u sin ess in com e not on ly  im pacts the industries d irectly  subject 
to the tax but a lso  sen d s a n egative m essa g e  to prospective investors. A  m essa g e  that 
A la sk a  w ill se e k  to  raise taxes on  b u sin esses before it considers other op tion s w ill deter  
rather than en cou rage in v estm en t

F oreign  air and se a  carriers w ill have incen tive  to m o v e  aw ay from  A lask a  to jurisd ictions  
that d o n ’t im p o se  the tax. A  m ixed  m essa g e  w ill be sent in relation to the gas p ipeline, w th 
e ffo r ts  to  e sta b lish  tax breaks on  on e  hand w h ile  increasing co sts  on  the other.

Tax Policy Inconsistent w ith In ternationa l Agreements

T h e p u rp ose  o f  section  883  is  not on ly  to prevent the double taxation o f  foreign  in com e but 
to in su re  that in co m e earned b y  U .S . com p an ies is not taxed in other natior s. S ectio n  883  
u p h o ld s a  lo g ica l con cep t in in t./n a tion a l trade.

It sa y s  fo re ig n  co m p a n ies  d o in g  business in the U n ited  States w o n ’t be taxed  in the U ntied  
S ta tes s o  lo n g  as the countries the foreign  com p an ies c o m e  from  d o n ’t tax U .S . com p an ies  
d o in g  b u sin ess  there. T h e  reciprocal tax agreem ents on  the taxation  o f  air and sh ip p in g  
in c o m e  are in  p lace  b etw een  the L •'ited States and m any other nations.

W h en  a  sta te  or lo ca l govem m eri; in the U nited  States im p oses a n ew  tax on  foreign  
in ternational air and sea  carriers, it e x p o se s  U .S . international sh ip p in g  com p an ies to the 
tr iggerin g  o f  retaliatory taxes in other countries.

Recently , the states of New York, New Jersey and Ca lifo rn ia  rescinded 
the ir effort* to impose s im ilar taxes. Alaska w ill  be the O N LY  state in  the 
U n ion to impose a tax on international foreign air and sea carriers if  it 
proceeds*
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K l u k w a n  F o r e s t  P r o d u c t s ,  I n c .
P.O. Box 34659 • Juneau, Atoka 99803-4659 

(907) 789-7361 • Fax: (907) 789-0675

March 31,1908

Senator Drue Pearce 
Senator Bert Sharp 
Co-Chairs
Senate Finance Committee 
Alaska State Legislature 
State Capitol, Room 520 
Juneau, A!< 90801-1182

Dear Senators Pearce and Sharp:

I am writing to support the passage of SB 345, ‘An Act relating to the apportionment of 
business income”. This bill prevents the income taxation of foreign carriers by the State of 
Alaska.

Taxation of foreign carriers would negatively Impact every Important industry in Alaska, 
including tourism, fisheries, mining, oil and gas and timber. This, at a time when ail are 
struggling to stay alive in some of the toughest markets we have seen In a long time.

Currently, Alaska is the only state which claims tire right to levy a corporate income tax on 
foreign shippers. This is based on a recent Alaska Supreme Court ruling which overturned the 
lower court's ruling that the tax did not apply.

So now the stage Is set for ttie application of this decision to ail foreign carriers doing business 
here. This will likely throw the sh'pplng situation into turmoil, as carriers try to assess the 
impact on them (and their freight rates to Alaskan customers). Some marginal earners may 
elect to no longer participate, reducing competition and driving prices up. Finally, the 
application of this unitary type tax is difficult and contentious. Many court battles are likely to 
result.

We recognize the fiscal problems facing the state, but respectfully submit that this tax is not 
part of the solution. Its detrimental effect on the state's major industries will dc more harm 
than good. Thus, we urge the passage of SB 345 which will make state tax law consistent with 
the federal provisions and avoid the turmoil which will result from the recent Alaska Supreme 
Court decision.

We appreciate your consideration of our concerns. Please feel frea to call if I may be of 
assistance.

President
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