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Summary & Sectional Analysis

SB 119 
Legislation to Modify 

Unitary Tax Provisions in Alaska Law

This bill is designed to resolve objections by foreign 
business interests to Alaska's unitary corporate income tax. 
The bill disturbs the state's existing taxing arrangements as 
little as possible, consistent with the goal of removing the 
objectionable unitary provisions. Oil and gas taxpayers are 
not affected.

The legislation establishes a water's edge taxing regime 
for an affiliated corporate group, but if and only if the group 
is headed by a foreign parent corporation. The foreign parent 
corporation is not required to report, only the subsidiaries 
doing business in the U.S. Water's edge filing is not 
extended to foreign corporations that directly do business in 
Alaska.

Firms filing a water's edge report must provide a domestic 
disclosure spreadsheet verifying consistency among returns 
filed in different U.S. states. Income earned within the U.S. 
would still be subject to apportionment among the states. 
Firms using the water's edge reporting method may be 
required to provide, data needed to audit their Alaska returns.

The fiscal note estimates that an annual revenue loss of 
$60,000 would result from this legislation.



S B  1 1 9 ,  S u m m a r y  a n d  S e c t i o n a l  A n a l y s i s ,  p a g e  2

*Section 1 states that the purpose of the bill is to promote 
trade and investment opportunities.

*Section 2 amends the the Alaska [corporate] net income 
tax, AS 43.20, to require water's edge combined reporting 
for taxpayer corporations with foreign parents. The return is 
required to combine all elements and subsidiaries of the 
unitary business incorporated or doing business in the U.S., 
as well as certain special kinds of international corporations 
formed to reduce tax liability.

*Section 3 gives the bill retroactive application to tax 
years beginning after the last day of 1988.

«

*Section 4 provides for an immediate effective date.



•tMATB JOURNAL
January IT, 1»«»

IKTRODUCTIOH AND REfERENCE Of SENATE DILLS

****** BILL HO. 11* by tha Rulaa Committee by request of th« Covsrnor, entitled!
'An Act relating to required reporting methods for 
corporate lncoaa taxea ovad by membara of an 
• f r l l la ta d  group whoa* coiaon parant la a 
corporation lncorporatad outald* th* Unltad 
ttataaI and providing for an affactlva data."

read tha f ir s t  tla* and rafarrad to th* 6*nata Special 
Committee on International Trad* and Tourism, th* Judiciary 
Committee, th* Resources Coaalttaa and th* Flnanca 
Committee.

rlacal not* publlahad today fro* Department of Havanu*. 
taro flacal not* publlahad today fro* D*part**nt of Couarc* 
find Economic Davalopmant.

Oovamor'* tranaalttal la tta r datad January 16:

Oaar fe.iator Kelly:
Und*r th* authority of art. I l l ,  aao. II, of th* Alaska 
Constitution, I a* transmitting a b ill relating to th* 
methoda of corporate lncos* tax reporting for certain 
taxpayer*. This b ill raqulrea that corporation* that ara 
members of affiliated group* ovnad by foreign corporat* 
parents fll*  return* baaad on tha "water'* adga” method. 
Instead of th* "worldwide" method of tax accounting. Th* 
"water** adga" method 1* a taxing method that takas Into 
consideration only the domestic aatlvltlsm of foralgn 
corporation* and doss not consider lncoaa froa their non- 
Amerlcan oparatlone.
Th* "worldwide" mathod of tax accounting has many virtues, 
but i t  la Intensely disliked by moot Potential Investors 
overseas. Virtually every other state that usad th* 
"»~orldvlde" method has rapaalad It In recant years In order 
to Increase Investment and trade opportunities. Thera la 
simply no reason t.’hy Alaska should keop this barrier to 
Investment on th* books whan other states have repealed It.
Th* next century, i t  Is said, v l,l  be the era of the Pacific 
Dim. Alaska is strategically placed to participate fully In 
th* booelng economies of the region. I believe that we must

SENATE JOURNAL
January 17, 111* n»
SB 1H oont'd
taka every stsp possible to enoourage trade and Investment 
In Alaska. This b ill will remove a major payahologloal 
barrier to InvastMht In th* stat* while having only a 
minimal flaoal Impact. X urg* your prompt and favorable 
conalderatlon of thie b ill.

■Inoarely,

/ • !Steve Cowper 
Oovamor

flJLJUQ

■ CHATS BILL HO. 130 by the Labor end Couero* Committee, 
entitled:

"An Act extending th* termination dat* of th*
Alaska Public U tilitie s  Commission* and 
providing for an affactlv* data."

was retd the f ir s t  time end referred to tha Labor and 
Commeroe Coaalttaa and the finance committee.

flu i a i

8EHAT* BILL HO. 131 by Senator Kerttula, entitledi
"An Act relating to conditions of scholarship 
loans: and providing for an stfsotlva data."

was reed tha f ir s t  time and referred to the Health. 
Education and Soolal Service* Committee and tha finance 
Committee,

flii_ua
SEHATE BILL HO. 133 by Senators Bturgulswakl, Rodsy and 
Zharoff, entitled:

"An Act authorising treatment of a minor who 
misuses haiardoua v o la tile  metariels or 
substanoss as a child in need of aid."

was road tha f ir s t  time and rafarrad to tha Health, 
Education and Soolal Servicee Committee.
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IILL VERSION:
M I I S M  BATE:

FISCAL NOTE

R e v i s i o n  D a t e : N o v e * t o e r  1 8 .  1 9 8 8 Agency  A f f * c t e d : R e v e n u e
T i t l e  : A1 a s i c a n  C o r p o r a t e  T a x p a y e r s  w i t h 6 R U : I n c o r o t  and C x O s e  A u d i t
F o r e i g n  P a r e n t  C o r p o r a t i o n s
S o o n s o r : G o v e r n o r C o r o p o n e n t s :
R e a u e s t o r :

EXPENDITURES/REVENUES :  ( T h o u s a n d 3 o f  O o l l a r s )
1 1 FY 8 9 1 FY 9 0 1 FY 91 1 FY 9 2  1 FY 9 3  1 FY 94
1 OPERATING 1 ! 1 1 1 1
| PERSONAL SERV ICES  | - 1 - 1 - 1 -  1 -  1 -
I TRAVEL 1 - 1 - 1 - 1 -  1 -  1 -
| CONTRACTUAL | - 1 - 1 - 1 -  1 -  1 -
| S U P P L I E S  1 - 1 - 1 - 1 -  1 -  1 -
| EQUIPMENT | - 1 - 1 - 1 -  1 -  1 -
| LANOS 6  STRUCTURES | - 1 - 1 - 1 -  1 -  1 -
| GRANTS,  CLAIMS | - 1 - 1 - 1 -  1 -  1 -
1 MISCELLANEOUS 1 - 1 - 1 - 1 -  1 -  1 -
1 TOTAL OPERATING 1 - 1 — 1 - 1 -  1 -  1 -

1 CAP ITAL 1
•

- 1 - 1 - 1 -  1 -  1 -

1 REVENUE 1 0 l ( 6 0 . 0 ) | (  6 0 . 0 ) | (  6 0 . 0 )  | (  6 0 . 0 )  | (  6 0 . C

FUNDING:  ( T h o u s a n d s  o f  D o l l a r s ) •
| GENERAL FUND | -  - 1 - 1 - 1 -  1 -  1 -
| FEDERAL FUNDS | - ! - 1 - 1 -  1 -  1 -
| OTHER | - 1 - 1 - 1 -  1 -  1 -
1 TOTAL 1 - 1 - 1 - 1 -  1 -  1 -

P O S I T I O N S :
| FU L L - T I ME  | - 1 - 1 - 1 -  1 -  1 -
| PART -T IME  | - 1 - 1 - 1 -  1 -  1 -
1 TEMPORARY 1 - 1 - 1 - 1 -  1 -  1 -

ANAL YS I S :  S e e  a t t a c h e d  a n a l y s t

P r e p a r e d  B y :  S t e v e n  E .  K e t t e l  
0 1 v 1 s 1 o n : I n c o r o e  and E x c i s e  A u(H "t

A p p r o v e d  b y  C o m m i s s i o n e r :  Hugh M a l o n e
A g e n c y :  D e p a r t m e n t  o f  R e v e n u e

D a t e : N o v emb e r 1 8 , 1 9 8 8

D a t e : N o v emb e r 1 8 , 1 9 8 8

D i s t r i b u t i o n  ( b y  p r e p a r e r ) :  
L e g i s l a t i v e  F i n a n c e  
L e g i s l a t i v e  S p o n s o r  
R e q u e s t o r
O f f i c e  o f  Managemen t  a nd  8 u d g e t  
I m p a c t e d  A g e n c y ( l e s ) page 1 of 2_



P r e p a r e d  b y :  J ohn  l i r s o n  and 
S t e v e  X e t t e l
A l a s k a  O a p a r t M n t  o f  R e v e nu e  
No v embe r  I B ,  1 9 6 1

F i s c a l  N o t e  A n a l y s i s : L e g i s l a t i o n  A f f e c t i n g  A l a s k a n  C o r p o r a t e  T a x p a y e r s  
w i t h  F o r e i g n  P a r e n t  C o r p o r a t i o n s

The p r o p o s e d  l e g i s l a t i o n  w o u l d  r e q u i r e  c o r p o r a t e  I nco r o t  t a x p a y e r s  w i t h  
f o r e i g n  p a r e n t s  t o  f 1 1 t  o n  a w a t e r ' s  e d g e  c o m b i n e d  b a s i s  b e g i n n i n g  I n  
c a l e n d a r  y e a r  1 9 1 9 .  The  l e g i s l a t i o n  w o u l d  n o t  a f f e c t  t a x p a y e r s  who 
c u r r e n t l y  f i l e  u n d e r  AS 4 3 . 2 0 . 0 7 2  ( 0 1 1  and  Gcs P r o d u c e r s  and  P i p e l i n e s ) .  
No r  w o u l d  1 t  a f f e c t  A l a s k a  c o r p o r a t i o n s  w h i c h  do  n o t  h a v e  f o r e i g n  
o p e r a t i o n s .  The  t o t a l  n u mb e r  o f  t a x p a y e r s  a f f e c t e d  and t h e  t o t a l  t a x  
l i a b i l i t y  o f  t h e s e  t a x p a y e r s  a r e  s m a l l .

I n  o r d e r  t o  d e r i v e  an  e s t i m a t e  o f  t h e  p o s s i b l e  r e v e n u e  I m p a c t  o f  t h i s  
p r o p o s e d  l e g i s l a t i o n  t h e  D e p a r t m e n t  a n a l y z e d  t a x  r e t u r n s  f i l e d  f o r  t h e  
m o s t  r e c e n t  t a x  y e a r  a v a i l a b l e  -  1 9 8 6 .  F o r  t a x  y e a r  1 9 0 6  s t a f f  
I d e n t i f i e d  t h e  t a x  r e t u r n s  o f  t a x p a y e r s  w i t h  f o r e i g n  p a r e n t s .  T h i s  
m e t h o d o l o g y  was  d e s i g n e d  t o  d e t e r m i n e  t h e  p o t e n t i a l  r e v e n u e  I m p a c t  f r o m  
o n l y  t h o s e  t a x p a y e r s  c u r r e n t l y  o p e r a t i n g  I n  A l a s k a .  The D e p a r t m e n t  d i d  
n o t  e s t i m a t e  t h e  p o t e n t i a l  r e v e n u e  I m p a c t  o f  I n c r e m e n t a l  b u s i n e s s  
a c t i v i t y  I n  A l a s k a  b y  c o r p o r a t i o n s  w i t h  f o r e i g n  p a r e n t s  w h i c h  may be  
I n d u c e d  by t h i s  p r o p o s e d  l e g i s l a t i o n .

B a s e d  on  an a n a l y s i s  o f  t h e  t a x p a y e r s  w h i c h  w e r e  I d e n t i f i e d  a s  p o s s i b l y  
b e i n g  a f f e c t e d  b y  t h e  p r o p o s e d  l e g i s l a t i o n ,  t h e  maxlmuro t a x  l i a b i l i t y  
d e c r e a s e  f o r  t a x  y e a r  1 9 8 6  w o u l d  h a v e  b e e n  n o  g r e a t e r  t h a n  $ 6 0 , 0 0 0 .



Excerp t from  G ove rn o r Cowper's S ta te  o f the State add ress , 
Jan u a ry  20 , 1987 :

...The key to the new Alaska economy is marketing for our commodities, 
fo r our products, fo r our services....

With that overall goal in mind, my administration w ill ask you to adopt 
the following proposals for the permanent recovery o f the Alaskan 
economy...

5. R ep e a l  the  unitary  tax  o n  m u l t in a t io n a l  corpora tions, rep lac ing  

the  lo s t  revenue  th rough  o th e r  m e a n s .  T h e  unitary  tax w a s  ado p ted  as 

a  m ean s  o f  mak ing  su re  tha t e x p en se s  c o n ne c ted  with dr i l l ing  in 

In dones ia  weren 't  d ed uc ted  f rom  A la s k a  tax  returns. Its b enef its  a re  

n o w  o u tw e igh ed  by  its d i s adv an tag e s .  F o re ig n  investors are  re luc tan t  

to  lo c a te  in  states w h ic h  h av e  a  u n i ta r y  tax  because  o f  the  fe a r  th a t  

tho se  s ta les  m igh t tax  in c o m e  e a rn e d  e l s ew h e re .  A  less  th rea ten ing  

tax s t ru c tu re  will m ake  A la s k a  m o re  a t t ra c t iv e  to those inves to rs .



llcan M*iU|«mtnl Ki.ua *Tint«l i»*3

SMR Forum: 
A Japanese Perspective — Is Worldwide Unitrry Taxation Fair?
M itsuru Misawa I n d u s t r i a l  B a n k  o f  J a p a n ,  L td .

Under a system  of 
un ita ry  taxation, a s ta te  
governm en t bases a 
corpora t ion 's  in com e  ■ 
tax liability not on the  
earn ings  of the c o rpo ­
ra t ion 's  local sub* 
s id iar ies  bu t on  earn* 
ings w orldw ide .  Even 
if the subs id ia ry  is lo s ­
ing m oney , it may be  
a lloca ted som e tax, 
based on the profi tab le  
perform ance of the 
co rpora tion  e l sew h e re .  
T h e a u th o r  a ttacks (h is  
sys tem  as un fa ir  a n d  
ineffective, c au s ing  
doub le  taxation , misal* 
location of resources ,  
and  various p ro c ed u ra l  
difficulties. He a lso  of. 
fers an  alternat ive , th e  
•'water's-edge" a p ­
p roach , w h ich  w o u ld  
exc lude  incom e o u t ­
s ide  the U.S. from ta x a ­

tion by a state. A l­
though  not a perfec t  s o ­
lu t ion ,  the au th o r  a d ­
vocates th is as a m ean s  
of e lim ina t ing  the 
worst p rob lem s of 
un i ta ry  taxation . Ed.

J a p a n ' s  d i r e c t  i n v e s t m e n t  in  Lhe U n i t e d  

S t a t e s  is i n c r e a s i n g  s t e a d i l y ,  h a v i n g  r e a c h e d  

a b a l a n c e  o f  S 3  b i l l i o n  a t  th a  e n d  o f  1982  

( w h i c h  is e q u a l  to  36  p e r c e n t  o f  J a p a n ' s  to ta l  

i n v e s t m e n t  w o r l d w i d e ) .  H o w e v e r ,  t h a  f u t u r e  

o f  th i s  t r e n d  is n o w  c l o u d e d  by  th e  s y s t e m  o f  

a  w o r l d w i d e  u n i t a r y  t a x a t i o n  a d o p t e d  by 

C a l i f o r n i a  a n d  t w e l v e  o t h e r  s t a t e s . 1 U n d e r  

u n i t a r y  t a x a t i o n ,  a  s t a t e  g o v e r n m e n t  d e t e r ­

m i n e s  a c o r p o r a t i o n ' s  c o n s o l i d a t e d  i n c o m e  

w o r l d w i d e  e n d  a l l o c a t e s  i t s  lo c a l  s u b s i d i a r y  

a  p r o  r a t a  i n c o m e  a s s e s s e d  o n  t h e  e v a l u a t i o n  

o f  l a b o r  c o m p e n s a t i o n ,  f o c a l  a s s e t s ,  a n d  s a le s  

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

to  q u e s t i o n .

D u r i n g  h i s  N o v e m b e r  1983  v i s i t  to  J a p a n .  

P r e s i d e n t  R e a g a n  w a s  r e m i n d e d  o f  t h i s  p r o b ­

l e m  b y  P r i m e  M i n i s t e r  N a k a i o n e . 1 A l t h o u g h  

lh e  U .S . g o v e r n m e n t  Is n o w  l o o k in g  i n t o  th e  

m a t t e r ,  J a p a n ' s  l e a d i n g  b u s i n e s s e s  a r e  v e r y  

m u c h  c o n c e r n e d  a b o u t  t h e  o u t c o m e .

T h i s  p a s t  J u n e ,  K e i d a n r e n  (T h e  J a p a n e s e  

F e d e r a t i o n  o f  E c o n o m i c  O r g a n i z a t i o n s )  d i s ­

p a t c h e d  a h i g h - l e v e l  u n i t a r y  ta x  s u r v e y  m i s ­

s i o n  to  t h e  U n i t e d  S t a t e s .  R e p r e s e n t a t i v e s  

f r o m  s o m e  t w e n t y  l e a d i n g  b u s i n e s s e s 1 v i s ­

i t e d  a  t o t a l  o f  t w e n t y - f o u r  s t a t e s ,  i n c l u d i n g  

s e v e r a l  w h e r e  u n i t a r y  t a x a t i o n  is  a p p l i e d /  

T h e  p u r p o s e  o f  t h i s  m i s s j o n  w a s  t o  m e e t  

w i t h  g o v e r n m e n t  a u t h o r i t i e s  ( i n c l u d i n g  g o v ­

e rn o r s )  a n d  e n c o u r a g e  t h e m  to  e i t h e r  a b o l i s h  

o r  n o t  a d o p t  u n i t a r y  t a x a t i o n .  In  t h i s  p a p e r , ! 

w i l l  a t t e m p t  t o  s u m m a r i z e  th e  p r o b l e m s  t h a t  

u n i t a r y  t a x a t i o n  h a s  c r e a t e d  fo r  J a p a n e s e  

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

t i o n s . 1

T h e  C o n s e q u e n c e s  o f  U n i t a r y  T a x a t i o n  o n  

J a p a n e s e  C o r p o r a t i o n s  

S ev e r a l  J a p a n e s e  c o r p o r a t i o n s  w i t h  s u b ­

s i d i a r i e s  i n  C a l i f o r n i a  h a v o  e n c o u n t e r e d  

l a r g e  s t a t e  ta x  l i a b i l i t i e s  d e s p i t e  t h e i r  l i m ­

i t e d  s a l e s  w i t h i n  t h e  s ta te .  T h i s  s i t u a t i c  

p r e v a i l s  e v e n  w h e n  a s u b s i d i a r y  is p e r io r r :  

i n g  p o o r l y  in  C a l i f o r n i a . 4 A  n e w l y  es ta t  

l i s h e d  s u b s i d i a r y  is  r a r e l y  p r o f i t a b l e  a s  de l 

s e r v i c e  a n d  a m o r t i z a t i o n  c o s t s  a r e  p a r t i c i  

lax ly  h e a v y  in  th e  i n i t i a l  y e a r s .  Y e t .  e v e n  ne  

f i rm s  a r e  l i a b l e  to  t a x a t i o n  b e c a u s e  o f  th 

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

e n t  c o m p a n i e s .

F o r  e x a m p l e ,  K y o c e ra  C o r p o r a t i o n ,  a rej 

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

p a i d  a  to ta l  o f  $ 1 8  m i l l i o n  i n  c o r p o r a t e  it 

c o m e  t a x  to t h e  I n t e r n a l  R e v e n u e  S e rv u  

o v e r  tw e l v e  y e a r s  f r o m  1972  t h r o u g h  1983 

In  th i s  p e r i o d ,  lh e  c o r p o r a t i o n  p a i d  S 3 .S  mi 

l i o n  to  t h e  s t a t e  o f  C a l i f o r n i a  o n  a n e t  i: 

c o m e  o f  S22  m i l l i o n .  H o w e v e r ,  w i t h  t h e  i r  

p o s i t i o n  o f  unitary* t a x a t i o n ,  l a x  l iab i l i l t -  

w e r e  r e c a l c u l a t e d  to  i n c l u d e  c o r p o r a t e  t 

c o m e  e a r n e d  t h r o u g h o u t  t h e  w o r l d .  T h u  

t h e  s t a t e  l e v ie d  a n  a d d i t i o n a l  a m o u n t  o f  $ :  

m i l l i o n  i n c l u s i v e  o f  i n t e r e s t  a c c r u e d  du r tr .  

a n  a l l e g e d  d e l a y  i n  p a y m e n t .  A l t o g e t h e r ,  th 

s t a t e  l a x  p a i d  e x c e e d e d  n e t  i n c o m e .  In th 

c a s e ,  t h e  g r i e v a n c e  a g a in s t  u n i t a r y  t a x a t i c  

o n  t h e  p a r t  o f  K y o c e r a  C o r p o r a t i o n  a p p e a  

to  b e  Jus ti f ied .*

G iv e n  th e s e  c i r c u m s t a n c e s ,  K y o c e r a  h 

s u s p e n d e d  i ts  p l a n  to  e n l a r g e  i t s  p l a n t  in  S 

D ieg o ,  C a l i fo rn i a .  I n s t e a d ,  t h e  f i r m  m a y  cc 

s i d e r  r e l o c a t i n g  to  l h e  s t a l e  o f  W a s h i n g t t  

w h i c h  d o e s  n o t  im p o s e  u n i t a r y  t a x a t i o n .

A n o t h e r  w e l l - k n o w n  e l e c t r o n i c s  fir 

NEC,’ h a s  a l s o  s u s p e n d e d  a d d i t i o n a l  

v e s t m e n t  in  C a l i f o r n i a  a n d  i s  l e n ta t iv i  

p l a n n i n g  to  i n v e s t  i n  a n  o p t i c a l  f ib e r  te 

c o m m u n i c a t i o n s  p l a n t  in  O r e g o n ,  w h  

u n i t a r y  t a x a t i o n  is  e x p e c t e d  to  b e  ab o l i sh  

s h o r t l y / *

T h e  B a c k g r o u n d  o f  U n i t a r y  T a x a t i o n  

T h e  s y s t e m  o f  w o r l d w i d e  u n i t a r y  taxa t
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r e p r e s e n t s  a n  a t t e m p t  to  r e p l e n i s h  t r e a s u r i e s  

in  s e v e r a l  s t a t e s  th a t  a re  t r o u b l e d  w i t h  r e v e ­

n u e  s h o r t f a l l s .  In s o u t h e r n  s t a t e s  s u c h  as  

G e o rg i a  a n d  K e n tu c k y ,  w h e r e  a b a l a n c e d  

b u d g e t  is  a m a n d a t o r y  c o n s t i t u t i o n a l  r e ­

q u i r e m e n t ,  u n i t a r y  t a x a t i o n  h a s  n e v e r  b e e n  

p r o p o s e d ,  a n d  t h e i r  g o v e r n o r s  h a v e  d i s ­

c l a i m e d  a n y  i n t e n t i o n  to  i n t r o d u c e  it in  th e  

f u t u r e . "

A n u m b e r  o f  c o n s u m e r  g r o u p s ,  o n  th e  

o t h e r  h a n d ,  a r e  a d a m a n t l y  d e m a n d i n g  e n ­

f o r c e m e n t  o f  u n i t a r y  t a x a t i o n  to  p r e v e n t  b ig  

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

t l e  t a x e s .  T h u s ,  s t a t e  g o v e r n m e n t s  m i g h t  e x ­

p e r i e n c e  c o n s i d e r a b l e  o p p o s i . t io n  i f  t h e y  

w i t h d r a w  t h e i r  c o m m i t m e n t  to  u n i t a r y  t a x a ­

t i o n . 13 F o r  i n s t a n c e ,  a  g o v e r n m e n t  w o u l d  

f i r s t  h a v e  t o  s e c u r e  a n  a l t e r n a t i v e  s o u r c e  

o f  r e v e n u e s  a n d  t h e n  c o n v i n c e  c o n s u m e r  

g r o u p s  t h a t  t h e  ta x  b u r d e n  w o u l d  b e  e q u i t a ­

b ly  s h a r e d .

In  a  r e c e n t  r u l i n g ,  t h e  U .S .  S u p r e m e  C o u r t  

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

a t i o n . 11 I n  t h i s  p a r t i c u l a r  c a s e ,  t h e  c o r p o ­

r a t i o n ,  w h i c h  i s  i n c o r p o r a t e d  i n  D e l a w a r e  

a n d  d o i n g  b u s i n e s s  i n  C a l i f o r n i a ,  a n d  its 

o v e r s e a s  s u b s l d i a r i e s ' e o n s t i t u t e d  a " u n i t a r y  

b u s i n e s s . "  T h e  " f o r m u l a  a p p o r t i o n m e n t "  

m e t h o d  u s e d  b y  C a l i f o r n i a  d i d  n o t  v io l a t e  

t h e  r e q u i r e m e n t  o f  f a i r  a p p o r t i o n m e n t  i m ­

p o s e d  b y  t h e  d u e  p r o c e s s  c l a u s e  o f  t h e  U .S . 

C o n s t i t u t i o n . 14 A p p l i c a t i o n  o f  t h e  u n i t a r y  

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

o d  to  o v e r s e a s  s u b s i d i a r i e s  d i d  Dot v i o l a t e  

t h e  F o r e i g n  C o m m e r c e  C l a u s e  o f  t h e  U .S .  

C o n s t i t u t i o n .

T h e  A r m ’s - L e n g t h  A p p r o a c h  

T h e  l i t i g a n t  c o r p o r a t i o n  h a d  u n d e r t a k e n  a n  

a l t e r n a t i v e  a p p r o a c h  c a l l e d  t h e  " a r m ' s -  

l e n g t h "  a p p r o a c h ,  o b e y i n g  th e  i w s  a n d  r e l ­

e v a n t  t a x  t r e a t i e s  o f  t h e  U .S .  f e d e r a l  g o v e r n ­

m e n t  a n d  o t h e r  n a t i o n a l  g o v e r n m e n t s  u n d e r  

w h o s e  j u r i s d i c t i o n  t h e  c o r p o r a t i o n  o p e r a t e s  

s u b s i d i a r i e s .  B y  e m p l o y i n g  t h e  a r m ’s - l e n g t h  

a p p r o a c h ,  a  g o v e r n m e n t  i m p o s e s  t a x e s  o n l y  

o n  i n c o m e s  e a r n e d  w i t h i n  i t s  j u r i s d i c t i o n  —  

p r o v i d e d  t h a t  w i t h i n  a  g r o u p  o f  a f f i l i a t e d  

f i rm s ,  e a c h  f i rm  is l e g a l l y  t r e a t e d  a s  a n  i n d e ­

p e n d e n t  e n t i t y  a n d  t h a t  t h e  f i rm s  t r a n s a c t

w i th  o n e  a n o t h e r  o n  a n  a rm 's - l e n g th  b«r 

T h i s  r u l i n g ,  h o w e v e r ,  le aves  the  q u e s t io n  

fo r e i g n  p a r e n t  c o m p a n i e s  th a t  are o p e ra i  

in  t h e  U .S .  t h r o u g h  U .S  su b s id ia r ie s  ur. 

s o lv e d .  It s e e m s  w o r t h w h i l e ,  the re fo re ,  fc 

J a p a n e s e  f i rm  l ik e  K y oce ra  to co n te s t  i 

p o in t  i n  c o u r t .

P r o b l e m s  f o r  J a p a n e s e  C o r p o r a t i o n s  

T h e  p r o b l e m s  th a t  J a p a n e s e  c o rp o ra t i o n s  

c o u n t e r  w i t h  u n i t a r y  t a x a t i o n  are  l is ted  

low .

1. T a x  J u r i s d i c t i o n .  T a x  ju r i s d ic t i o n  is c 

s i d e r e d  to  b e  c o u n t e r b a l a n c e d  by the  b en e  

a n d  p r o t e c t i o n  p r o v i d e d  by  th e  a u th o r i t i e  

th e  t a x p a y e r s  a l s o  u n d e r  th e i r  ju r i sd ic t i  

L o g i c a l ly ,  t h e r e f o r e ,  U x  ju r i s d ic t i o n s  can  

i m p o u n d  i n c o m e s  a c c r u in g  to  Lhe p a r ty  c 

s i d e  t h e  t a x  j u r i s d i c t i o n  o f  th e  tax ing  auth  

ity . T h i s  i s  w i d e l y  a c c e p t e d  as an  in te r  

t i o n a l  p r a c t i c e  b a s e d  o n  ju s t ic e  a n d  e q u i t ;  

is  p r o b a b l y  r i g h t  to  in f e r ,  th e re fo re ,  t h a t  < 

e r a l  s t a t e s  i n  t h e  U n i t e d  S ta te s  m ay  no t 1. 

fu l l y  i m p o s e  a ta x  o n  th e  fo re ig n -b a sed  

c o m e s  o f  f o r e i g n  c o r p o r a t i o n s .

A l t h o u g h  i t  is  t r u e  t h a t  a g ro u p  o f  affil 

f i rm s  is  i n t e r d e p e n d e n t ,  a n d  th e  to ta l incc  

o f  t h e  g r o u p  r e p r e s e n t s  th e  fru i t  of i ts  g lc  

a c t i v i t i e s  s t r a d d l i n g  ju r i s d i c t i o n a l  b o rde  

t h e  m e t h o d  o f  a g g r e g a t i n g  w o r l d w id e  

c o m e  a n d  t h e n  a p p o r t i o n i n g  th e  to ta l  to gt 

g r a p h i c a l  j u r i s d i c t i o n s  i n  a c c o rd a n c e  w 

m e r e  b u s i n e s s  i n d i c e s  is  to o  m e c h a n ic a l  

d o  j u s t i c e  to  t h e  c o m p l e x i t i e s  of a c tu a l  b 

n e s s .  T h i s  p o i n t  is  p l a i n  e n o u g h  in  th e  c 

o f  a  J a p a n e s e  c o r p o r a t i o n ,  w i th  a U .S. s 

s i d i a r y ,  t h a t  i s  g a i n i n g  p ro f i t s  f rom  th e  o | 

■lions o f  i t s  S o u t h e a s t  A s i a n  a n d  W es t  Et 

p e a n  s u b s i d i a r i e s .  H e re ,  th e r e  is n o rm  

o n ly  a  r e m o t e  p o s s i b i l i t y  for th e  U .S . s 

s i d i a r y  t o  c o n t r i b u t e  a n y th in g  to th e  ove  

p ro f i t s  d e r i v e d  f r o m  th e  A s i a n  o r th e  V 

E u r o p e a n  o p e r a t i o n .  T h e  sy s tem  of u n i '  

t a x a t i o n  r e q u i r e s ,  e v e n  in  th is  case ,  th e  

l o t m e n t  o f  s t a t e  ta x  b a s e d  on  the  A s ia n  or 

W e s t  E u r o p e a n  o p e r a t i o n .

2. C o n f l i c t i n g  T a x a t i o n  P r in c i p l e s  Both 

U n i t e d  S t a l e s  a n d  J a p a n  u se  the  a rm  s -!e r
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a p p r o a c h  i a  t a x a t i o n ,  a n d  t h u s  i t  m a y  be 

c o n s i d e r e d  th e  i n t e r n a t i o n a l l y  a c c e p t e d  a p ­

p r o a c h .  H o w e v e r ,  th a  a c t i o n  o f  s o m e  U.S. 

s t a t e s  in  p u r s u i n g  u n i t a r y  t a x a t i o n  c r e a t e s  a 

c o m p l e x  s i t u a t i o n  fo r  m u l t i n a t i o n a l  c o r p o r a ­

t i o n s  t h a t  h a v e  to  d e a l  w i t h  tw o  d i f f e r i n g  

t a x a t i o n  p r in c i p l e s .

T h e  a r m 's - l e n g th  a p p r o a c h  c a n n o t  c o p e  

w. h  tax  e v a s i o n  e f f e c t e d  t h r o u g h  t r a n s f e r  

p r i c i n g  w i t h i n  a g r o u p  c f  a f f i l i a t e s .  In  s u c h  

c a s e s ,  t h e  ta x  r e v e n u e  o f  t h e  t a x in g  a u ­

th o r i t i e s  w o u l d  p e r h a p s  s u f f e r  a  d e c r e a s e .  

H o w e v e r ,  t h e  U .S . a n d  J a p a n  h a v e  n o  a p p r e ­

c i a b l e  d i f f e r e n c e s  in  t h e  r a t e s  o f  c o r p o r a t e  

i n c o m e  t a x e s ,  a n d  n o  m o r i t s  e x i s t  i n  m a n i p u ­

la t i v e  t r a n s f e r  p r i c i n g . “

3. C o n c e p t u a l  a n d  P r o c e d u r a l  A m b i g u i t i e s .  

.C o n c e p tu a l l y  a n d  p ro c e d u r & l l y ,  t h e  s y s t e m  

o f  w o r l d w i d e  u n i t a r y  t a x a t i o n  i n v o l v e s  a m ­

b ig u i t i e s ,  a n d  t h e r e  is  n o  a s s u r a n c e  t h a t  th e  

r e l e v a n t  t a x i n g  a u t h o r i t i e s  .w i l l  n o t  a d o p t  a n  

a r b i t r a r y  s t a n d .  T o  a s s e s s  t h e  g l o b a l  a g g r e ­

g a t e  i n c o m e  o f  a n  a f f i l i a t e  g r o u p ,  t h e  t h r e e  

i n d i c e s  —  a s s e t s ,  l a b o r  c o m p e n s a t i o n ,  a n d  

s a le s  p r o c e e d s  —  a r e  c o n s i d e r e d  o f  e q u a l  

w e i g h t ,  T h i s  e r r o n e o u s  a s s u m p t i o n  is  to o  

s i m p l i s t i c  to  d o  ju s t i c e  to  t h e  c o m p l e x  m a n ­

a g e m e n t  o f  a m u l t i n a t i o n a l  c o r p o r a t i o n .

W h e n  a J a p a n e s e  s u b s i d i a r y  c o n s t r u c t s  a 

n e w  f a c to r y  i n  th e  U .S . ,  t h e  r e q u i r e d  s i te  

m u s t  b e  p u r c h a s e d  a t  t h e  c u r r e n t  p r i c e ,  

w h i c h  is  e n t e r e d  o n  t h e  s u b s i d i a r y ' s  b o o k s  a s  

t h a  b o o k  v a l u e .  T h e  p a r e n t  f i r m ' s  l a n d  h o l d ­

i n g s  i n  J a p a n ,  o n  t h e  o t h e r  h a n d ,  a r e  re ­

c o r d e d  a t  t h e i r  h i s t o r i c a l  v a l u e .  T h i s  u s e  o f  

a s s e t  v a l u e s  in f l a te s  t h e  a m o u n t  o f  ta x  

l i a b i l i t i e s  i n  th e  U n i t e d  S t a t e s .

4 .  D o u b l e  T a x a t i o n .  T h e  c o r p o r a t e  I n c o m e  o f

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

t i o n  i n  e i t h e r  th e  c o u n t r y  o f  o p e r a t i o n  o r

r e s i d e n c e .  W o r l d w i d e  u n i t a r y  t a x a t i o n  —

i m p o s i n g  t a x  l i a b i l i t i e s  o n  t h a  f o r e i g n  i n ­

c o m e  o f  f o r e i g n  c o r p o r a t i o n s  t a x e d  a l r e a d y

u n d e r  a r m ’s - l e n g t h  t a x a t i o n  —  t h u s  e n t a i l s

d o u b l e  t a x a t i o n .

F o r  e x a m p l e ,  a J a p a n e s e  s u b s i d i a r y  i n  th e

U n i t e d  S t a t e s  o w e s  tax  l i a b i l i t i e s  to  t h e  s t a t e

g o v e r n m e n t ,  a l t h o u g h ,  f r o m  t h e  v i e w p o i n t  o f

th e  J a p a n e s e  p a r e n t ,  tax  is b e in g  levied 

p a r t  o f  th e  p a r e n t ' s  in c o m e .  T h e  p a r e n t  c 

n o t  c l a im  a tax  d e d u c t i o n  u n d e r  J a p a r  

l a w  b e c a u s e  th e  a m o u n t  in q u e s t i o n  is lev 

o n  its  U .S . s u b s i d i a r y ,  no t  o n  th e  p a r e n  

s e l f  S ta te  a n d  ioca l  tax e s  a re  no t  c o v e r e c  

th e  J a p a n -U  S. ta x  t r e a ty  b e c a u s e  th e  t 

fed e ra l  g o v e r n m e n t  h a s  no  p o w e r  o v e r  th  

Fo r  t h i s  r e a s o n ,  J a p a n e s e  c o r p o r a t i o n s  ( 

no t  e x p e c t  r e l i e f  f rom  th e  a d  h o c  c o n s t  

l io n  p r o c e d u r e  se t  fo r th  in  th e  t r e a ty .

A n  A l t e r n a t i v e :  T h e  W a te r ' s - E d g e  A p p r o  

T h e  w a t e r ' s - e d g e  a p p r o a c h  to r e s o l v i n g  

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

a d v o c a t e d  b y  a c o m p e t e n t  ta sk  fo rc e  in  

T r e a s u r y  D e p a r tm e n t ,  a p p e a r s  to  be  a « 

s t r u c t l v e  p r o p o s a l . 14 T h i s  a p p r o a c h  rec 

m e n d s  t h a t  i n c o m e  e a r n e d  o u t s i d e  th e  

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

i n  th e  i n c o m e  a g g r e g a t io n  o n ly  if a  n u r  

o f  c o n d i t i o n s ,  w h i c h  a re  d e s c r i b e d  be  

e x is t .  T h u s ,  t h e  u n i t a r y  t a x a t i o n  o f  in c o  

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

r e m a i n  a  p r o b l e m ,  b u t  its i n t e r n a t i o n a l  

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

in  m a n y  c a s e s .

E v e n  s o ,  t h e r e  is a c a t c h  to t h i s  prop> 

A  w i d e  r a n g e  o f  c o r p o r a t i o n s  b a s e d  o u t  

th e  U .S .  w o u l d  c o n t i n u e  to b e  s u b j e c  

w o r l d w i d e  a g g r e g a t i o n  o f i n c o m e .  T t  

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

a v e r a g e  o f  t h e  t h r e e  i n d i c e s  fo r  a fo re  

b a s e d  c o r p o r a t i o n  a m o u n t e d  to  m o r e  th a  

p e r c e n t  o f  t h e  c o r p o r a t e  a c t i v i t i e s  ( in  t 

o f  w a g e s / s a l a r i e s  p a i d ,  a s s e t s  h e l d ,  a n d  

r e g i s t e r e d )  to  h a v e  o r i g i n a t e d  in  th e  Ui 

S ta te s .  G lo b a l  i n c o m e  a s s e s s m e n t  w o u l d  

b e  a p p l i e d  i f  e i t h e r  w a g e s / s a l a r i e s  p a i d  i 

U .S . ,  o r  a s s e t s  h e l d  in  th e  U .S . .  o r  s a l e s  i 

U .S . e x c e e d e d  $ 1 0  m i l l i o n .  T h e s e  p r o '  

w o u l d  e f f e c t i v e ly  m a k e  m o s t  J a p a n e s e  

p o r a t i o n s  s u b j e c t  to  u n i t a r y  t a x a t i o n ,  

t h e r .  t h e  s a m e  r e p o r t  d e m a n d s  w i d e - r a r  

f i n a n c ia l  d i s c l o s u r e  by  f o r e i g n - b a s e d  c< 

r a t i o n s ,  w h i c h  m i g h t  c o n c e i v a b l y  in- 

i n o r d i n a t e l y  la r g e  co s ts .

T h e  r a n g e  o f  d i s c l o s u r e  i n c l u d e s :  ( l |  

m i s s i o n  to  (h e  s ta t e  tax  a u t h o r i t i e s  a t  

r e l a t e d  i n f o r m a t i o n  c o n c e r n i n g  th e  p

\



The keidanren Croup 
( Japanese Federation oI 
Economic Organizations) 
ii composed of the lead* 
mii hut-ness executive* tn 
liptitv. And operitei much 
like Th* Bunn** i Round- 
table in the United Stele*. 
M*int»inmg clot* contact 
with vtrtoui economic 
lector* in lapvn end 
abroad. Keidanren en­
deavors not only to find 
practical solutions to «o> 
nomic problems but also 
contribute* to th* sound 
development of the eco­
nomics of Japan and other 
countries.

f i rm ; (2) l h e  s u m m a r i z e d  l i s t i n g  of th e  

a m o u n t  o f  t a x e s  p a id  to  e a c h  s ta te ;  a n d  

(3) ora l e x p l a n a t i o n  in  r e s p o n s e  to a  s u m ­

m o n s  f r om  the. s t a t e  tax  a u t h o r i t i e s .  To r e i n ­

fo rc e  th e  l e g a l  o b l i g a t i o n  to  r e s p o n d  to 

s u m m o n s e s ,  f o r e i g n - b a s e d  f i rm s  m u s t  d e ­

p o s i t  a c e r t a i n  a m o u n t  o f  m o n e y  w i th  th e  

a u t h o r i t i e s .  A c c o r d i n g l y ,  t h e  f i rm s  th a t  fail 

to  m e e t  fu l l y  t h e s e  c o n d i t i o n s  o f  d i s c lo s u r e  

w o u l d  be s u b j e c t  to  w o r l d w i d e  u n i t a r y  t a x a ­

t i o n .

T h i s  so r t  o f  d i s c l o s u r e  r e q u i r e m e n t  is n o t  

u n ju s t i f i a b l e  b e c a u s e  t h e  a s s e s s m e n t  o f  tax  

o n  m u l t i n a t i o n a l  b u s i n e s s  a c t i v i t i e s  p r e s u p ­

p o s e s  a k n o w l e d g e  o f  i n t r a g r o u p  d e a l i n g s ,  in  

p r a c t i c e ,  b o w e v e r ,  s e v e r a l  p r o b l e m s  c o u ld  

a r i s e .  A s a s e p a r a t e  le g a l  e n t i t y ,  t h e  fo r e ig n  

p a r e n t  f i rm  o f  a  U .S . s u b s i d i a r y  is  n o t  e n ­

t i r e ly  free  t o  f u r n i s h  th e  k i n d  o f  i n f o r m a t i o n  

r e q u i r e d  b y  t h i s  p r o p o s e d  a p p r o a c h .  It 

s h o u l d  a l s o  bo  r e m e m b e r e d  t h a t  d i f f e r e n t  

s t a t e s  e m p lo y  d i f f e r e n t  t a x a t i o n  p r i n c i p l e s  

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

p a y m e n t s  to  e a c h  a n d  e v e r y  s t a t e  is ,  th e r e ­

fore .  e a s i e r  s a id  t h a n  d o n e .  Fu r th e rm o n  
s e le c t i v e  o b l ig a t i o n  (o r e s p o n d  to lh e  su n  
m o n s  c o u l d  c o n s t i t u t e  a d i s c r i m i n a t e  

a g a in s t  f o r e i g n - b a s e d  f i rm s .

T h e  w a t e r ' s - e d g e  a p p r o a c h  as  p r o p o s e d  t  

th e  T r e a s u r y  D e p a r tm e n t  ta sk  fo rce  is als 
p r o b l e m a t i c a l .  It is h o p e d  th a t  w tih  fu r th .  

r e f i n e m e n t ,  t h i s  a p p r o a c h  w i l l  t a k e  a for. 

th a t  w i l l  b e  c o n s i d e r e d  r e a s o n a b l e  by m o 
m u l t i n a t i o n a l  c o r p o r a t i o n s .

C o n c l u s i o n

T h e  i n i t i a t i v e  for  s a t i s f a c to ry  s e t t l e m e n t  • 

th i s  i s s u e  r e s t s  w i t h  e a c h  o f t h e  s t a t e  go 

e r n m e n t s  a n d  l e g i s l a t u r e s  c o n c e r n e d .  Ha 

in g  f u l l y  a p p r a i s e d  t h e  a d v e r s e  e f fec ts  

u n i t a r y  t a x a t i o n  o n  d i r e c t  i n v e s tm e n t  in  t) 

U n i t e d  S t a t e s ,  I w o u l d  l i k e  to  see  th o  

b o d ie s  l a k e  t h e  c o n s t r u c t i v e  s t e p s  n e c e  

s a ry  to  c r e a t e  m o r e  jo b s  a n d  e n c o u r a g e  ec 

n o m i c  p r o s p e r i t y  w i t h i n  t h e i r  s la t e s .  T h i s  

t h e  s c e n a r i o  m o s t  J a p a n e s e  l o r p o r a t i o  

s t r o n g l y  h o p e  to  se e .
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By Pa ll  Laird

Walk Softly or Carry a Big Carrot

A l a s k a ' s  o n e  o f  o n l y  t h r e e  s t a t e s  t h a t  s t i l l  t a x  c o r p o r a t i o n s  

o n  t h e  b a s i s  o f  w o r l d w i d e  e a r n i n g s .  I f  t h e  s t a t e  d o e s n ’t  
w a n t  i ts  r e s o u r c e s  t o  w a l k  s o f t l y  in  w o r ld  m a r k e t s  f o r e v e r ,  

t h e  w o r l d w i d e  r e p o r t i n g  r e q u i r e m e n t  m a y  b e  o n e  o f  t h e  

f i r s t  b ig  s t i c k s  it  m u s t  d r o p  to  a t t r a c t  f o r e i g n  i n v e s t m e n t  

i n  r e s o u r c e  d e v e l o p m e n t .

Tm  ISTEN. H ea r  No- | ; .  ; r v

Cfl J th u n d e r in g  s i lence  A la-
M  ^ k a ' s  e n o rm o u s  resource  a r u  

d e v e lo p m e n t  po ten tia l  walk m e  <"tt:v 
and  c a r r y i n g  a big s tick in the  intern.:-  
t tonal m a rk e tp la c e .  So soitly, m me:, 

th a t  m a n y  lo re ign  in v e s to rs  h a v e n : 
b een  p ay in g  m uch  a tten t ion .

T ru th  is. it n ever  s e em ed  to m a t t e r  
m u ch  w h a t  fore ign investors though : 
ab o u t  th e  big s tick  r o u t i n e - y o u  kno w  
lim ited  i n f r a s t r u c t u r e  and  acce ss  :■> 
r e m o te  a re a s :  high labor, cons truc t ion  
and  rea l e s t a t e  co s ts ,  and  an  inhosp i ta ­
ble c l im a te .  W 'ea ther-w isermrf tax-w ise  
Love u s  o r  leave us  alor.e. Lntt l  recent 
anyhow . W ith  th e  s te a cy  s t r e am  o: • . 
do l la r s  f low ing  into an A laskan  ec.m- 
om y w e  all k n e w  had  outlived the c av s  
of boom  and  b u s t  Isay hallelujah!), who 
had  t im e  to lis ten  to those  na t te r ing  
n ab o b s  o f  n eg a t iv ism  p reach ing  d ivers i­
f icat ion  o r  doom ?

“T h e  oil boom  m a d e  us  fat. dum b  
and  happy," s ay s  A n ch o rag e  a t to rney  
R o b e r t  B reeze ,  who 's  been  active in 
in te rn a t io n a l  a f fa i rs  and  is a  d irec to r  ot 
th e  A la s k a -K o re a  B us in e s s  Council . 
"Now  th a t  it’s over, we 're  s ta rved ,  more 
a s tu t e  a n d  unhappy."

C h e e r  up. A la ska  m ay  have to c a r ry  a 
b ig  c a r r o t  in s tead  of a  s tick  if it doesn 't 
w an t  to  w a lk  so f t ly  in th e  in ternat iona l 
a r e n a  forever, b u t  th e  first s te p  toward  
c r e a t i n g  a m o re  favorab le  foreign in ­
v e s tm e n t  c l im a te  cou ld  tu rn  ou t to be 
re la t iv e ly  p a in le s s  y e t  symbolical ly  s ig ­
n if ican t :  r e p e a l in g  th e  worldw ide  c o m ­
b in e d  r e p o r t i n g  r e q u i r e m e n t  in th e  
s ta te 's  u n i t a r y  tax  and  rep lac ing  it w ith  
a  w a te r 's  e d g e  app roach .

"G o ing  to  a w a te r 's  edge  app roach  
a lone  w on ' t  b r in g  m o re  foreign cap ita l  
into th e  s ta t e ."  say s  one  foreign t r a d e  
e x p e r t .  "T axe s  a r e  ju s t  p a r t  of th e  p a c k ­
age  o f w h a t  g o e s  into a  dec is ion  to invest 
in a  p ro je c t .  B u t  th e  w o rldw ide  r e p o r t ­
ing  r e q u i r e m e n t  is a m a jo r  s tum b l ing  
block . T h e  J a p a n e s e  and  K o reans  have 
a s  m u c h  a s  to ld  o th e r  s ta t e s  th a t  if thev  
have  a w o r ld w id e  u n i t a r y  rax . they  
won 't in v e s t  th e r e  un le s s  it's abso lu te ly  
necessa ry ."

A d d s  D an  Dixon, d i re c to r  of in te rn a ­
t ional a f f a i r s  in th e  A la ska  D ep a r tm en t  
o f  C o m m e r c e  & E conom ic  D eve lop ­
m en t .  " T h e  ta x  s t r u c tu r e  a lone g e n e r ­
ally d o e sn ' t  inh ib i t  inve s tm en t ,  b e cause  
a fa ir  a n d  c o n s is te n t  s y s tem  can  be 
w o rk ed  in to  profi t-and-loss p ro jec tions .  
But th e  t a x  s y s te m  in A laska  is c o n tu s ­
ing a n d  in h e ren t ly  unfair .

"It s e n d s  ou t  a s ignal of g reed , and  
m os t  o f  th e  U n ited  b t a t e s  n.is r e a l ; : , ..; 

w o r ld w id e  c o m b in ed  r epo r t in g  is 
pid. It p u t s  u s  in a r a t h e r  ioneiv r . - 

w h e n  :t c o m e s  to a t t r a c t i n g  v re ig - i



inves tm en t .  a :u i w hen  w e r e n l r e a o v  not 

co m pe t i t iv e  in .1 lm ot wavs ,  w hy  add  m 
,ut o n e :" . i f  :nx  th a t  rioe.-nt do  us  any 
g o o d - We c a n  no  longe r  p r e s u m e  that 
lo re ig n  in v e s to r s  will c o m e  h e re  to 
deveio |)  o u r  r e so u rc e s  ju s t  b e c au se  we 
have them . We have  to  rea lize  w e r e  
co m p e t in g  on a g lobal bas is  w i th  o the r  
co un t r ie s  th a t  have th e  s a m e  th ing s  "

U n i t a ry  t a x a t io n  is b a s e d  on the  
p rem ise  th a t  va r iou s  pai ts  ot a c o rp o r a ­
tion e n g ag e d  in re la ted  busn  e s s  ac tiv i­
t ie s  - i i i v iM o n s .  s u b s id i a r i e s ,  p lan ts ,  
e t c . - c o n t r i b u t e  equa l ly  to p roduce  a 
s ing le  p rm it  o r  loss. Its  goal: to a ssu re  

th a t  e a ch  tu r i s d ic t i o n  g e t s  i ts  " la i r  
share ' o i  c o rp o ra te  incom e w hen  levy­

ing taxes .
U n i ta ry  tax  is d e te rm in e d  by c a lcu ­

la t ing  :ne  p e r c e n ta g e  o f a com pany 's  
total b u s in e ss  c o n d u c t e d  in a g iven  tax- 
m g  :i:ct;on and  m u l t ip ly ing  its total 
e a rn in g s  by th a t  p e rc en ta g e .  A sse ts ,  
sales and  payro ll  com m on ly  a r e  used  to 
d e te rm in e  th a t  p e rc en ta g e .  A dvan tage .  
T h e  com p any  c a n t  s t r u c tu r e  its a c ­
c o u n t in g  so  lo s se s  will be  w e igh ted  
tow ard  a c t iv i t ie s  in h igh - tax  ju r i sd ic ­
t ions  while  p ro f i t s  a re  sh if ted  to o p e ra ­
t ions  in low -tax  s t a t e s  o r  coun t r ie s .

It a  w idg e t  c o m p a n y  e a rn s  S 100.000 
by e x t r a c t i n g  raw  m a te r ia ls  in A laska ,  
m a n u f a c t u r i n g  t h e m  in T a iw an  and  
o p e ra t in g  its s a le s  d iv is ion  o u t  of W ash ­
ing ton . and  if 25  p e rc e n t  of th e  compa-

■KtiMtic- only, .met u on  percen t the  
I ' l iup iinv  I S. a s s e t s ,  -ale-'flsul payi'il! 

a re  in A la s k a ,  A la - k a  e o ip m a te  tax  
wou ld  b e  b a s e d  on a s.at.uiiii pi out 

O b je c t i o n s  to th e  world wide r e p o r t ­

ing m e th o d :
•It r e s u l t s  in d o u b l e  ta x a t ion  <»i 

proiit> trnm  loreign operations.
•It a d d s  a n  ininieu.se adm in is tra t ive  

b u rd e n  by r eq u ir in g  m ultina tional c o r ­
p o ra t i o n s  t<> k eep  mult spit* - e t s o i  books 
and  to  t r a n s l a t e  -ill ac t iv i t ie s  into E n ­
glish a n d  U .S . do l la r s

•At le a s t  in A la ska ,  en fo rcem en t is 
sa id  to  be  in co n s is t en t .

•It d i l u t e s  e a r ly -y ea r  tax  losses for 
in v e s tm e n t s  in cap i ta l- in tens ive  proi- 
e c ts  a n d  s lo w s  r e tu rn s .

•The c o n s t i t u t i o n a l i t y  o f  t a x in g  
o v e r s e a s  e a r n i n g s  oi to r e ig n -b a s e d  
m u l t in a t i o n a l s  lias n ev e r  been  upheld  
by th e  U  S. S u p r e m e  C ou r t .

•It's p e rc e iv ed  by  m any  foreign c o r ­
p o ra t i o n s  a n d  g o v e r n m e n ts  to be an  
invas ion  o f privacy.

C o n c lu d e s  a J a n u a r y  1085 s tudy  of 
K o re an  in t e r e s t s  in A laska  for rlien- 
H o u s e  S p e a k e r  J o e  Hayes .  "T he  a s ­
su m p t i o n  u n d e r ly in g  u n i ta ry  t a x - t h a t  
a d o l la r  o f  p ro p e r ty ,  payroll and  sa le s  
y ie ld s  th e  s a m e  in co m e  w he reve r  it m ay  
b e - i s  p a t e n t ly  fa lse  w i th  re spec t  to 
m u l t in a t i o n a l  co rp o ra t io n s .  T h e  resu lt  
is t r e m e n d o u s  d is to r t io n  and  regu la r  
o v e ra l lo c a t io n  of th e  U.S. incom e of

. i l l l i - i o  l u m l v i  •
I He It. w  mu . *i . .1 *

i.I'D Ik c .m in is  I.-■ • 
ope ra t ing  hi L .i i i io i : .. a  . 
op tion  oi •ticking -ill * - 1 • ••; • •
{fill Ol WOI Itlw .tie ll-poi ' 1 S • -I '
.in annua l  lee bii 'i  'I oil l_,iiii..i:i - ;i.r 
io | |  p io p v r tv  and  n im n -c  to - a  - i . :: • > 

waie i • edge . ipptoacii
"California w a -  ku-i.nl-. !•»• ng 

e ign hii>iiit->' in’ c ' l i r . i  ii: - ' . n ,  - -.
• mt w o r ldw id e  it-pori ••.,* 1 - , r  • K, 

llau>eil.  a p a r t i ,it  in : > >.u r a u u  i'.: 
o f f ic e  oi Real M .i rw a .k  \ l i t c h e i i  .x 
Co. “T ile  J a p a n e s e  were  -av ing  th e1- 
wouldn 't invest any  more  in Caliioi iiia . 
t h e  w o r ld w id e  r e q u i r e m e n t  •i-'eii' 
changed ,  and  right a i - c r  ;!:c •
ch a ng e  the  sy s tem . >*.:i-- .-.i-.r.o.awi 
would subs tan t ia l ! -- m c . i i a - t : »  - r .u - :  
meiit m the  s ta te

A cco rd ing  to oin- :• *rt. >.>:vv ix  
p e c ts  its Cal t lo rn ia  tax  btil to  ‘- 

t h u d  w hen  the  new sy s tem  ta k e -  e t b  -'  
nex t year. O ne J a p a n e s e  i . r in  r e lo c a te -  
to W ash ing ton  when  its C a l ifo rn ia  e.-r- 
p o ra te  tax  ac tua l ly  e x c e ed ed  its net 
incom e from ope ra t ion s  in th e  s ta te  
W hile  the re 's  still r e s i s tan ce  to sonic 
p rov is ions of California 's  tax  bill, tor 
e ign  inves to rs  and  g o v e rn m e n ts  tor the 
m os t  p a r t  se em  to feel a p p e a s e d .

Even w ith  w orldw ide  re p o r t in g ,  the 
s ta te  has  c a p tu re d  m ore  th a n  40 percen t  
of all J a p a n e s e  inves tm en t in th e  United

W o r ld w id e  C o m b in e d  R e p o r t i n g  M e t h o d

Alaska Sales Alaska Assets
Worldwide Sales Worldwide Assets

Alaska Payroll 
Worldwide Payroll

W a te r ' s  E d g e  R e p o r t i n g  M e th o d

Alaska Sales 
U.S. Sales

Alaska Assets 
U.S. Assets

Alaska Payroll 
U.S. Payroll

Worldwide
Earnings

U.S.
Earnings

Income 
subject 

to Alaska 
corporate tax

Income 
subject 

to Alaska 
corporate tax

S e p a r a t e  A c c o u n ' n g

Alaska Sales -  Alaska Expenses *  Income subject to Alaska corporation tax

nv's sa les ,  a s s e t s  a n d  payroll a re  in 
A la ska ,  its c o rp o r a t e  tax  liability  in 
A laska  is b a s e d  on a 525 .000  profit. 
T h a t 's  worldwide combined irporting.

W ith  a iealc'-'s cd^c a p p ro ach ,  only 
U.S. w idge t  a c t iv i t ie s  would  be  used  in 
ca lcu la t ing  s t a t e  t a x  liability. F a ir  m a r ­
ket va lue  w ou ld  be  u sed  to d e te rm in e  
th e  va lue of r aw  m a te r ia l s  e x t r a c te d  in 
A la ska  and "so ld" to th e  m anu fa c tu r in g  
d iv is ion in T a iw an  an d  th e  value of 
f inished w id g e ts  sh ip p ed  frnm  Taiwan 
tn be sold o u t  ot W ash ing ton .  If the 
co rpo ra t ion  e a r n s  >30 .000 t rom  U.S.

m u l t in a t i o n a l  c o rp o ra t i o n s .
" B e c a u s e  non -U .S . -b a sed  com pan ie s  

likely c a r r y  on  a g r e a t e r  p ropo r t ion  of 
th e i r  b u s in e s s  o u t s id e  th e  U.S. than  
U .S . -b a s ed  c o m p a n ie s ,  th e  sy s tem a t ic  
o v e r t a x a t i o n  th ey  s u f f e r  is c o r r e s p o n d ­
ingly  g r e a te r .  T h e s e  b u rd e n s  m ay  s e r i ­
o u s ly  d i s c o u r a g e  K o rean  inves tm en t in 
u n i t a r y  s t a t e s ,  i.e ., A la s k a  . . . "

A s  r e c e n t ly  a s  tw o  years  ago. 23 
s t a t e s  h ad  u n i t a r y  tax  sy s tem s  w i th  
w o r l d w i d e  r e p o r t i n g  r e q u i r e m e n t s .  
N ow : t h r e e .  T h e  o t h e r  two: N o r th  
D ako ta  a n d  M o n ta n a .  T h e  most recen t

S ta te s .  Donald  F i tzge ra ld ,  p a r :  in-: 
c h a rg e  of ta x  w ork  in lhe  Lo- V g* :< • 

law firm M a n a i t .  P!ielp>.
Tunney  &. Phill ips, no tes  in i f , ' : - .  i - 

to rs  a re  re luc tan t  to b lackba l l  • 
as  lucra t ive  as  California 's  on  •••< • 
of tax  s t r u c tu re .  T ha t 's  w in  c . • 
has  b een  ab le  to im pose  an  e i e i :.- ■• n  
to sw itch  to  w a t e r s  e d g e  _
while  o th e r  s ta t e s  have d rop j . i  
w ide  re p o r t in g  w i th  u-.v >>r •• 

a t t a ch ed ,
California f igu re -  : 

th a n  >100 m ilium  n: a*i-

.-met



W a t e r ’s  e d g e  a n d  t h e  

f o r e i g n  d i v i d e n d  d i l e m m a

S t l '  \R .\T E  ACCOUNTING? I 'M -  
:ary  : ; i \a i io n  w i th  c o m b in e d  world- 
u  me le p m n n g ?  U n i t a r y  tax  with  the  
w a te r  s e d g e  a p p ro ach?

Did you uni!} th in k  any  issue h a v ­
ing to (io w i th  t a x e s  w a s  go ing  to be 
as sim ple  a s  c h o o s ing  (a), (b) o r  (c)? 
T h ink  aga in .

O nce  .1 s ta te 's  c h o s en  th e  w a te r 's  
••'ice a p p ro a c h ,  t h e  tu n  h a s  iu s t  
b egun .  O ne  ot th e  th o rn i e s t  is sues  
tor -nates th a t  have  m a d e  the  sw i tch  
i '  h o w  or w h e th e r  to ta x  d iv id end s  
paid to U S .-based  m u l t in a t ion a ls  by 
foreign sub s id ia r ie s .

T h e  d i lem m a:
Do you exc lude  fore ign  d iv id end s  

n . .m  w a te r 's  e d g e  ta x e s  and  g ive 
m u l t in a t i o n a l  c o r p o r a t i o n s - U . S . -  
and f o r e i g n - b a s e d - a  c o m p e t i : ' ‘'e 
edge  over pu re ly  d o m e s t i c  c o rp o ra ­
t ions e n g ag e d  in th e  s a m e  bu s iness?  
A n d  c o n c e iv a b ly  e n c o u r a g e  U .S .  
m u l t in a t iona ls  to inves t  ou ts id e  th e  
U nited  S ta te s?  (I llinois  d id .)  •

D o  you include |V 'gn di\ itientl;- 
paid to  U  S. nuiltm.-. mats and give 
foreign-based m ultinationals a ion :- 
p c iit iv e  edge over both U  S. m u lti­
nationals and purely dom estic  c o rp o ­
rations? (California.)

Do you s t r add le  the  fence  and  tax  
on ly  a po r t ion  of foreign d iv idends?  
W ha t  po r t ion? (O regon  cho se  15 p e r ­

c en t  )

T h e  is sue  may have li t t le  s ien i tT  
onnce  in A laska .  However a l ‘J>4 
s tu d y  on u n i ta r y  taxa t ion  in A la ska  
for th en -H o u se  S p e ak e r  Joe  H ay e s  
s u g g e s te d  th e  com pe ti t ive  b a lan ce  
a m o n g  Sohio  A laska  P e tro leum  Co. 
(now  S ta n d a rd  A laska  P roduc t ion ! .  
A R C O  A la sk a  and  Exxon  -  th e  th ree  
d o m in a n t  p layers  in N o r th  S lope  pro- 
d u c t i o n - c o u l d  be in f lu enced .  T h e  
.-sport c h a ra c te r i z ed  Sohio  a s  a fo r­
e ign b a s ed  m ul t ina t iona l .  A R C O  as  
"a m o s t ly  d o m e s t i c  co rpo ra t ion "  and  
E x x o n  a s a  U .S .-based  m u l t in a t iona l .

• I I I  i a l l v  ■•>  I I r , .  I l l

i I “. ,;KlillK .llli - ( - ‘

un -'tiiien : 1 lie • Mangi •
N n iie f lk I t - " . : ’ .i • - • i

.U til inteli'i* iiibl” ::ig .ii'.' _ ..• r.

.ng v. thin ’ In- -rate : -•:• . .u- :
tin- Reagan A iim — -t: :: ■ ■ .i
• •: not gentle iv.k ,c i  • • v. •
w orldw ide n -portifv c-nvc -•.tic-'i-.-- • 
the north ( )regon aivi W.-.-iunc- :i

O regon  lawmaker? m lune oi 
adopted a w ater - edge approach that 
was im plem ented  in l u >-> Rc-s.il: - were 
sw :tt and im pre-s e pr:«=- ' • the
repeal oi w o r i c ’v de re"’o< g -
a lter it was apparent :::e r e  •- ;e •• .
p a .-s-J .,oa n  - N .:>•>•;: L .- .c -- c. •>
• N E C ia n n o u n ce ':  r..; , i-
•pitcs pliMVi ;u li.e  ̂ . . I ■••. -■ i *.
ust outside Portland W .m  i • "  ..-••; 

the repea l.  F ip .tru  A m erica  t.na..cet: 
plans lor a d isk  drive plan: u ic  *a:r.e
a rea .  E pson  a n n ou n c ed  it would builci a 
p lan t  to m ake  p r in te rs .  Fuii M ic roe lec ­
t ron ics  unvei led  p lans  to  build a facil ity 
to  m a n u f a c tu r e  s e m ic o n d u c to r s  and 
c o m p u te r  ch ips ,  bu t  Fuji 's pro iec ; re ­
po r ted ly  s ince  has  b e e r  pu t  on hold.

Says Glen U lm er,  ta x  p a r tn e r  in the 
P o r t land  office of A r th u r  A nde rsen  & 
Co. and  m e m b e r  o f  a  P o r t land  Develop­
m en t  C om m iss ion  ta sk  to rce  th a t  went 
on severa l t r a d e  m iss ions  to the  Far East



I- ..! . ->;t* •« i

i i v i m i m * - irv t a x - v i - i t i  c .uni > i | l if i- 
iii" '1 Mat in in.itier i Iim we rallied to 
‘ i <<\ liw .li: '.tire explaining the 

t w i a "  f  ii-|)iii tlllgl l l l l l t . l t l" U e  
I tlie repeal wa? i T tn . i l  m

.i*11 n: ig new  Japanese n n e -m ie n t li 
" -a  aim 'ta tin ie iit  lhat O regon  was 
• •in ' i I i iw i ic - -  V m iean t undeie-ii*
. ; . e.e.pm ta n ceo i iin.ingibli -  arid
*; i - a : : . tilth Piw.ird b u sn n * "  is rnie

■ . • a •••O't m ipm  taut MCtor-
A. ..- I.t • l.ilu v , tax partner in the 

I’ •:T,.n e<*l Peat M ar-'. ,M; M itch ­
ell vV C o  C .iiiiom ia  lia -a  m arketp la ce 
that - m ore lucra tive  than O reg o n -, if 
Caldornia  w ould  have acted earlier, it 
pm li.ibh w ould li.vv  gotten som e ot the 

■ e-tiven : that cam e here.
U  iuie the constitu tionality  ot the use

■ g w orldw ide reporting  to determ ine 
state corpora te  taxes tor roreign multi* 
nat.••ita.s h a -n't been tested, the I ’ 5. 
Suprem e C o u r t  has upheld it? use in 
ca lcu lating  taxes ot U.S.-based m u l t in a ­
tional- P ressure from the  lederal level 
to scrap w orldw ide  rep o r t in g  c am e  a t  
th e  p ro m p t in g  of fore ign- a nd  U .S .- 
based  m u l t in a t iona ls  and  o th e r  g o v e rn ­
m en ts :  B rita in  th re a ten e d  to re ta l ia te  by 
im posing  p en a l t ie s  on U.S. f i rm s  d o ing  
bus in e -s  th e re .

P re s id en t  R eagan  re s is ted  p re s su re  
to endo rse  a federa l law ag a in s t  th e  
w o r ldw ide  r e p o r t i n g  requ i 'rem en t on  
th e  bas is  th a t  such  a law would v io late  
s ta te s  r igh ts ,  bu t  he  did appo in t  a ta sk  
force h eaded  by th en -T re a su ry  S e c r e ­
ta ry  Donald R egan  to s tu d y  th e  issue . 
Its r e com m enda t io n s :

•That s t a t e s  still u s ing  w o r ldw ide  
r epo r t in g  shou ld  a b a nd o n  it in favor o f  a 
w a te r 's  edge  app ro ach :

•That t h e  f e d e r a l ' g o v e r n m e n t  
should  a s s is t  s ta t e s  in m on ito r ing  c o m ­
p liance  w i th  w a te r 's  edg e  repo r t ing :  

•Tnat a c o m p e t i t i v e  b a l a n c e  b e  
m a in ta in ed  a m o n g  U .S .-based  m u l t in a ­
t iona ls .  f o re ign -b a sed  m u l t in a t io n a ls  
and  pure ly  d o m e s t i c  co rpo ra t ion s .

t f ¥ " T ' S  BEEN an  em o tiona l  is sue  no t  
I  ju s t  for th e  J ap an es e ,  bu t  fo r  Brit- 

J L a i n  a n d  W est  Germ any , too." say s  
J im  Thaye r ,  m a n a g e r  of in te rna t iona l  
in v e s tm en t s  in th e  S ta te  of O regon 's  
E conom ic  D eve lopm en t D ep a r tm e n t .  
"Now  th a t  th e  p re ssu re 's  o ff  Cal ifornia , 
o n e  of tw o  th ing s  will h appen : they'll 
c i t h e r  w r i te  o f f  th e  o th e r s  (A la sk a .  
N o r th  Dako ta  and  M on tana )  o r  they'll 
s t a r t  p u t t in g  m o re  p re s su re  on th e m .  
A la ska  c e r ta in ly  is of the  m ost in te r e s t  
oi w ha t 's  le t t ."

A la s k a 's  D ixon  s u g g e s t s  A l a s k a  
shou ld  be pos i t ion ing  its p o r ts  a s  a 
c a rg o  s ta g in g  and  a s sem b ly  a r e a s  for 
E u ro pean  go ods  d e s t in ed  for Pacific  
R im  m a rke ts ,  a n d  repea l of w o r ldw ide  
re p o r t in g  is vital to th a t  effor t.

A laska  has  had  a un itary  tax  s ince  
be to re  s ta t ehood ,  In re cen t  y ea rs  it’s 
a c coun ted  tor a t rac t ion  of s ta te  govern-

r e d e g e r  
h o l o g r a p h  e r

6 1 0 1  A z a l e a  D r i v e  
A n c h o r a g e ,  A K  9 9 1 1 6

( 9 0 7 )  3 4 5 - 1 3 3 8

I will m e e t  y o u r  p r o f e s s i o n a l  

a n d  p e r s o n a l  c r e a t i v e  n e e d s .  

C a l l  f o r  a n  a p n o i n t m e n t .

• Brochures
• Anr-jdl Reports
• PuCi;c Relations
• Photojournalism
• Architectural
• Remote Locations
• Special Events
• Corporate
• Industrial

H E L P  W A N T E D
O r g a n i z e  Y o u r  C o m p a n y  O r  G r o u p  

S k i  C l u b  A n d  S k i  A l y e s k a  F r e e !

• Fantastic  G roup R ates

• Night Skiing a s  low a s  $9.00 p e r person

• Lift, le sso n  and  rentals only $28.00  per person

• Minimum of 20 m em bers required

CALL NOW! 7 3 3 -2 2 2 2  
Talk to Steve, Jerre or Mark For More Information

JUST 4S MINUTES SOUTH FROM ANCHORAGE TO GIROWOOO 

INFORMATION ANO RESERVATIONS 783-2222 • SKI PHONE 783 212«

rFRki ^



• v •: - iv 'vnuv*-. .md like ?:nte 
it'.e:uu>  in general. ,t'? co m e  alm ost 
e v l ’. i ' i 'e le  im iu  the oil in d ustry

U oruhM ue report m e  t?nt - icm n - 
i an: at this m om ent in term s oi attract- 
m e toivign investm ent into Alaska.'' 
maintains M u  hael Gay. exei t it iv e d ire c ­
t i n ' i  m pm ate developm ent lo rCa lis ta  
C i rp anti authoi ot the  studv tor form er 
House "peaKer Mays on Korean bust-

'ie»- .ictiv in e - ill :he »t,llv. But at ll ir  
lone term , it's very significant.

Korea and Japan are natural m ar­
ke t' tor A laska? re-ources. lh e  K o re ­
ans and the Japanese aren't going to 
make the m ajor com m itm en ts  we need 
in A laska to develop resources as long 
as i he w orldw ide reporting  requirem ent 
is m place Feasib ility  studies, pre-teasi- 
bilitv studies, sure, but not major invest-

hand I :;l <ii major le -oa iv  ■ 
p ro je cts  in Aln-U.i note • 
tion? w ith poleiiti.ii one 
haven't reached :he point 
tax po licy  has been a -tg n iin am  > -,i 

B e n e . it s  to A laska  iron: fore:-, 
investm ent .n resource deveinpm e: 
shared risk, reliable m arkets, abur.c.:. 
cap ita l. T h e  s ta tes  D ixon  mamta::

"lent - :i dim i’ • i

W h y  o i l  c u r d l e s  a t  t h e  t h o u g h t  o f  ( a n o t h e r )  t a x  c h a n g e

In the  midst of l a s t  year's mini-debate over 
w h e th e r  to r e im p o s e  s e p a r a te  a c coun t ing  on A laska 's  oil 
industry , one  long - t im e  s ta t e  legisla toi d ism issed  in d u s ­
try  a r g u m e n t s  t h a t  a n o th e r  ch an g e  in I he tax  s t r u c tu r e  
would r em to rc e  bu s in e s s 's  p e rcep t io n  tha t  the  s t a t e  has 
an unstable tax c l im a te  a n d  d is cou rag e  inves tm en t in 
Alaska. "We ve c h a n g e d  tax e s  n ine  t im es  on the  in d u s t ry  
since  statehood," he  dec la red .

I? it any  w o n d e r  th e  oil in d u s t r y  r e a ch e s  for its 
Rolaids w h e n e v e r  s o m e o n e  b r in g s  u p  the  issue o f  c h a n g ­
ing the  tax  s t r u c tu r e ?

"W h e nev e r  you  m ak e  a c h an g e  in tax e s ,  th e re 's  an 
e x p en s e  involved in c o m p ly ing  w i th  it." a s s e s s e s  one 
b u s in e ss  an a ly s t .

A d d s  a s t a t e  offic ia l.  “H istorically , any  t im e  the re 's  
been  ta lk  of c h a n g in g  tax e s ,  it m e an s  so m e  g ro u p  of 
leg is la to rs  h a s  found  a b e t t e r  w ay  to gouge  th e  oil 
c om pan ie s ."

T h e  s ta t e  f i rs t  im posed  s e p a r a t e  a c c o un t in g  in 1978. 
In ten t :  to  m a x im iz e  s t a t e  g o v e rn m en t ' s  t a k e  from  P rud -  
hoe Bay p ro d u c t io n .  L a w m a k e r s  r e tu rn ed  to  w o rldw ide  
u n i ta ry  ta x a t i o n  in 1981 w h e n  it a p p e a r e d  s e p a r a te  
a c coun t in g  cou ld  be  u n con s t i tu t io n a l  a n d  th e  s ta t e  
even tua l ly  cou ld  face  a m u l tib il l ion -do lla r  ju d g m e n t  
ag a in s t  it. T h e  s v s t e m  now  in u se  h a s  b e en  in e f fe c t  s in ce  
1981.

For m o s t  m u l t in a t ion a ls ,  s t a t e  c o rp o ra te  tax  is b a s ed  
on sa les , a s s e t s  a n d  payro ll .  E xcep t ions :  a ir l ines ,  c o n ­
s t ru c t io n  c o m p a n ie s ,  c o m p a n ie s  involved in land t r a n s ­
p o r ta t io n .  A n d  c o m p a n ie s  t h a t  p ro d u c e  oil o r  a r e  
involved in p ip e l in e  t r a n sp o r t a t io n .

Companies producing oil are taxed on the basis of 
assets and extraction.

C om p an ie s  p ro v id in g  p ip e l ine  t r a n sp o r t a t io n  a r e  
taxed  on a s s e t s  a n d  sa le s .

C o m p a n i e s  p r o d u c in g  oil and  p ro v id in g  p ip e l in e  
t r a n sp o r t a t io n  a r e  ta x ed  on  e x t r a c t io n ,  a s s e t s  a n d  sa les .

W h ile  c o r p o r a t e  ta x e s  a c c o u n t  fo r  a  re la t ive ly  m ino r  
po r t ion  of A la s k a 's  to ta l  s t a t e  r ev en u e s ,  th e  oil i n d u s t r y  
p icks  up  a b o u t  9 0  p e r c e n t  o f  th e  c o rp o ra te  t a x  tab. 
(Surp rise !)

It 's  u n c le a r  w h a t  im p ac t  a  sw i tc h  to w a te r 's  e d g e  
u n i ta r y  ta x a t i o n  f r o m  th e  c u r r e n t  s y s te m  o f  w o r ldw ide  
r ep o r t in g  wou ld  h av e  on  th e  s t a t e ’s  b ig g e s t  ta x  b e n e f a c ­
tor. la rge ly  b e c a u s e  o f  th e  n u m b e r  o f  po ten t ia l  v a r ia t ion s  

on th e  w a te r 's  e d g e  th e m e .  Poss ib ly  li ttle.
W h a t  is c le a r  is t h a t  th e  oil i n d u s t r y  is in no  m ood  to 

talk c h a n g e  in th e  c u r r e n t  c l im a te  of un ce r ta in ty .  S ay s  a 
tax  a t t o r n e y  for o n e  m u l t in a t ion a l ,  “You only  have  to  look 
a t  w h a t 's  h a p p e n e d  to th e  i n d u s t r y  in th e  las t  coup le  
years  to  u n d e r s t a n d  w h y  w e  need  s o m e  tax  stabil ity . A ny  
k ind  o f c h a n g e  w ou ld  be  p e rce iv ed  a s  A la ska  no t  h av ing  
a s tab le  tax  c l im a te ,  a n d  w e  n e ed  a  b i t  o f  p red ic tab i l i ty  in 
this k ind  o f economy."

Not ironically, t h e  oil in d u s t r y  is sa id  to have  b een  one  
of the  b ig g e s t  p ro p o n e n t s  of sw i tch in g  from  w o r ldw ide

rep o r t in g  to w a te r 's  e d g e  w h e n  the  issue cam e  up  in 
California, R ea son : M a rk e t i n g  and  re f in ing , the  m a in ­
s ta y s  of oil 's ac t iv i t ie s  in Cal ifo rn ia , h is tor ica lly  haven 't 
been  as p ro f i tab le  a s  p ro d u c t io n  overseas .

T h a t 's  a lso  b een  th e  re a so n  for som e  A la skan  leg is la ­
to rs '  a p p a r e n t  p e n c h a n t  for s e p a r a te  a c c o u n t i n g - a  
m e tho d  in w h ich  sa le s  a n d  e x p en se s  a re  ca lcu la ted  on n 
s ta te -by -s ta te  bas is  so c o rp o r a t e  taxes  can  be levied on 
e a rn in g s  a t t r ib u ta b le  to  o p e ra t io n s  w ith in  each  state. 
Until the  oil p r ice  co l lap se  in 19S6. N or th  S lope  p ro d u c ­
tion w as  m o re  p ro f i ta b le  th a n  the  av e rage  o f e a rn in g s  
from  all op e ra t io n s .

V ince  W r igh t ,  c h ie f  o f  r e s e a rc h  for th e  A la s k a  
D e p a r tm e n t  o f  R evenue ,  s a y s  s ep a ra te  a c coun t in g  is 
m o re  oil p r ic e -sens i t ive  t h a n  u n i ta ry  tax a t ion ,  and  in the  
p r e v a i l i n g  c l i m a t e  o f  S 1 4 - p e r - b a r r e l  o il ,  s e p a r a t e  
a c c oun t in g  ac tu a l ly  w ou ld  y ie ld  less s t a t e  r evenue  th an  
w orldw ide  un i ta ry .  T h e  d e p a r tm e n t  is c o n du c t in g  a 
s t u d y  to p inpo in t th e  b re a k e v e n  point for s t a t e  r evenues  
u n d e r  va r iou s  ta x  s t r u c t u r e s .

M u s t  t h e  oil i n d u s t r y - w h i c h  lo a th e s  s e p a r a t e  
a c c oun t in g  in A la s k a  a n d  lo n g s  for s tab i l i ty  -  and  p o te n ­
tial fo re ign  i n v e s t o r s - w h o  lo a th e  w orldw ide  repo r t in g ,  
p r e f e r  s e p a ra te  a c co un t in g ,  b u t  will s e t t l e  fo r  a  ch an g e  to 
w a te r 's  e d g e  r e p o r t i n g - f o r e v e r  be  locked in a n  A la s k a n  
s tando ff?

W h e n  Califo rnia  im p le m e n t s  w a te r 's  e d g e  tax a t ion  
n e x t  Janua ry ,  m u l t in a t ion a l  c o rp o ra t io n s  will have the  
op t ion  of s ta y in g  w i th  t h e  c u r r e n t  sy s te m  of w o rldw ide  
r e p o r t in g  o r  p ay ing  a n  a n n u a l  fee  b a sed  on  California 
payro ll ,  p r o p e r ty  a n d  in c o m e  to sw i tch  to  w a te r 's  e dg e  
r e p o r t in g  for a  10-year p e r io d .  T h e  an n ua l  w a te r ’s e d g e  
e le c t ion  fee h a s  b e e n  s e t  a t  a  m a x im u m  of 0 .03  o f  a 
p e rc en t  of th e  s u m  o f  t h o s e  t h r e e  fac to rs ,  a n d  th e  fee  can  
b e  red u ced  to  a s  l i t t le  a s  0 .01  o f  a  p e r c e n t  th ro u g h  new  
inv e s tm en t  in th e  s ta te .

T h e  oil i n d u s t r y  t a x  a t to rn ey ,  however, m a in ta in s  it's 
un like ly  in i t ia t ives  for a ny  c h a n g e  in A la s k a ’s ta x  s t r u c ­
t u r e - e v e n  one  th a t  g iv e s  t h e  i n d u s t r y  th e  op t ion  of 
s t ic k ing  w i th  th e  s t a t u s  q u o  -  will h e  s u p p o r te d  by th e  oil 
indu s try .  “W e ju s t  d o n ’t fee l  a n  im p e tu s  fo r  a ny  k ind  of 
ch a ng e  r igh t  now."

S u g g e s t s  one  in te r n a t io n a l  t r a d e  e x p e r t .  “T h e  oil 
i n d u s t r y  is ju s t  gun-shy. T h e y ' r e  a fra id  th a t  once  the  
is s ue  o f  ta x e s  is on  th e  ta b le  for  review, a n y th in g  can  
h ap p en .  A n d  m os t  o f  it 's Lad. T h e y  fear  w o lves  in sh eep 's  
c lo th ing ."

F r a n k  Danner ,  c h a i rm an  o f th e  A laska -K o rea  B us i ­
n e s s  Council  and  m a n a g in g  p a r t n e r  o f  th e  A n ch o rag e  
office o f  P ea t  M a rw ic k  M itch e l l  &  Co., m a in ta in s  th e  oil 
i n d u s t r y  could b e  one  o f th e  b ig g e s t  long - range  b e n e f i ­
c ia r ie s  o f  a change  to w a te r 's  e d g e  rep o r t in g .

S ay s  he. "If the  c h a n g e  b r in g s  m o re  in v e s tm en t  into 
A laska  and  a s s i s t s  in d iv e r s i fy in g  o u r  econom y, th e re  
will be  o th e r  in d u s t r ie s  to s h a r e  th e  tax  b u rd e n  w i th  th e  

oil com pan ie s ."
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•m-ic- -,i - i i .n ja c e  >i d e b t  cnpii.il in 
\  but l ilt in  i .1 ' h o r tn c i ’Ot venture 

i . im t. i l  Any i' .nu’ you have  eq u i ty  
in v i iw m e i i t .  v r .u d .n u  w an t  a protect to 
tail. T h a t 's  wiiv the  J a p an e s e  havent 
puiletl • ait ot S i tka  (A laska  Pulp Co.). 
.mo ;tA why th e  Beluga coal project and 
the cn? line will go "

Tin coii t ro iler lor one  loreign multi* 
•Mtionai o p e ra tuu ;  w ith in  th e  s ta te  char- 

t e n z e r  A l a s k a ? a t t i tu d e  toward taxa- 
:: - : a< "cavalier" and  maintain? tha t 
image i? a tin not:  to po ten t ia l  investors. 
Act!? A ibe r t  KawaOe. an  Alaskan tish 
e x p o r t e r  o p e r a t i n g  o u t  ot S ew ard ,  
“E n fo rcem en t is done  on a project-by- 
p rm ec t basis : th e re  ? no con s is tence  It's 
m ade  m e  he s i tan t  to t r y  to convince my 
v'V.tacts they  shouid invest in protects 
:.,;e sho re -based  p rocess ing  facil ities.” 

S iio re-based  bo t tom tish  processing  
c u l d  r ep re sen t  one of the  b r g h t e s t  
?hort- to m ed ium -te rm  p rospec ts  for 
fo re ign  in v e s tm e n t  in A la s k a 's  r e ­
sources .  In s tead  of encou rag ing  torfcign 
inves tm en ts  in fish ing ven tu re s  tha t will 
p rov ide jobs  for A la s k a n s ,  however, 
s ta te  policy has had th e  oppos ite  effect.

A t to rn ey  Breeze  say s  on-shore  p ro ­
cess ing  isn't com pe ti t iv e  w i th  high seas  
p ro ce ss ing  in A laska  b e cau se  of labor 
costs ,  real e s ta t e  and  con s tru c t ion  cos ts  
and  taxes .  T axes  of ten  a cco un t  for more  
than  a th i rd  of a p rocesso r 's  ope ra t ing  
costs ,  he  says ,  and  th ey  rep resen t  a 

powerfu l tool for r edu c ing  the  sta te 's  
uncom pe t i t iv ene ss .  In s tead ,  the  s ta te  
has s u p p o r te d  reduced  allocations to 
loreign f lee ts  and  forced th em  into jo int 
v en tu re s  w i th  U.S. f i s h e r m e n -o f t e n  
from S ea t t le .

Joint v en tu re s  a s su re  foreign f leets  
supplies  w i th in  the  200-mile U.S. limit, 
and  by fish ing and  p roce ss ing  ou ts ide  
the  th ree -m ile  s ta te  limit , they  can  avoid 

s ta te  c o rp o ra te  taxes .  B reeze  m ainta ins  
tha t th e  p ro p e r  p ackage  o f in cen t iv e s -  
r e p e a l  o f  t h e  w o r l d w id e  r e p o r t i n g  
requ ir em en t  be ing  one  o f th e m  -  A laska  
could land 10 new  on -sho re  p rocess ing  
p lan ts  c o s t in g  S10-S20 million and  hav ­
ing 100 to 200  em p loyees  each .

XJ L s

u - f T T  SEEMS L IKE  w e often  forget 
w h o  o u r  f r iends really are." he 
s ay s .  "T h e  s ta t e  h a s  seem ed  to 

t rea t  fo re igne rs  like they 're  on the  o th e r  
-ide  of a com pe t i t iv e  g am e .  T h e  J a p a ­
ne se .  K o r e a n s  and  T a iw a n e s e  have  
more  of holist ic  view of th ings .  T h ey  
r.gure th e y  need  help w i th  fish ing and  

need  he ip  with  so m e  o f ou r  o th e r  
re sou rces :  they  can 't figure out why we 
•■•ant to c u t  o f f  one hand  while w e r e  
m a ssag in g  the  other, They see  us  a s  
su i te  sch izophren ic ."

T h e r e 's  d e b a t e  o v e r  w hy  fore ign  
investors rind w orldw ide  repo r t ing  so 
■ m e n u s .  U ne  school of though t:  T h e  

pprnacn  m ay  have lim ited long-term  

m oact on th e i r  bo t tom  lines, ba t  the  
p r im a ry  o b i e c tm n  is p h i lo so p h ic a l .

U.,.:. • /;. .
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F ra n k  D anner ,  c h a i rm an  of th e  A laska- 
K orea  B us in e s s  Council and  m an ag in g  
p a r t n e r  of th e  P e a t  W arw ick  M itchel l  
o ff ice  in A ncho rag e ,  says  O r ien ta ls  a re  
“v e ry  c lose  w i th  th e i r  f inancial in fo rm a ­
tion . T h e y  v iew  it a s  an invasion of 
p rivacy, and  th ey  don 't  w an t  to invest 
w h e r e  th ey 're  n o t  wanted ."

He add* foreign investor* have "no 
love-fcr the water's edge approach 

. ejthtcr”. and w eu kL p te fa  Mparate ac­
counting in which tax liability j* ealeu-. 
lafted by subtracting expenses from 
s rio epx basis,'"‘but'£fiey
a c c e p t  water’s edge."

T h e  o th e r  school:  T h e  bo t tom  line is 
still th e  b o t to m  line, and  th e  goal of any  
b u s in e s s  v e n tu re  is to re c ap tu re  initial 
in v e s tm en t  a s  soon  a s  poss ib le .  A ny  
s ig n i f ic a n t  in v e s tm e n t  in d ev e lop in g  
A la s k a ' s  r e s o u r c e s  a lm os t  in ev i tab ly  
will r e su l t  in sub s tan t ia l  lo sses  in th e  
e a r l y  y e a r s .  By ta x in g  p ro f i t s  on  a 
w o r ld w id e  b a s is ,  a m ult ina t iona l  cou ld  
find i t se lf  lo s ing  millions of do l la rs  in 
A la s k a  yet p ay ing  the  s ta te  c o rp o ra te  

in co m e  tax  on  e a rn in g s  e lsew here .
S a y s  Calis ta 's  Gay, “B us in e ss  is st ill 

b u s in e s s ,  no m a t t e r  who's doir. j  it. T h e  
in v e s to r  isn't g o ing  to ge t any  r e tu rn  .it 

all un t i l  the p ro jec t  is developed  and  
o p e ra t in g ,  and  w i th  som e  of th e  p ro jec ts  
b e in g  looked a t  in A laska ,  th a t  could  be  
a s  m u c h  as  10 years .  T h e  m os t  im p o r ­
ta n t  is sue  is econom ics ,  and  inves to rs  
have  to  have a w ay  to ge t  over th a t  in itial 

h u rd le ."
In o th e r  s ta t e s ,  one  of the  p r im a ry  

c o n c e r n s  has  b e en  th e  im pac t ot w a te r 's  

e d g e  r e p o r t in g  on  s ta te  g ov e rn m en t  rev^ 
e n u e s .  A cco rd ing  to one  s tudy , th e  a w r  
a g e  c o rp o r a t e  Lax s e tb a c k  h a s  b e en  15 to 
25*jJercer i tv  O re g o n  p ro jec ted  lo s ing  
on ly  $18  million trom  its IDSii-d" bien- 
n ia i b udge t ,  th o u g h ,  and  th e re  have  
b e en  no  s tu d ie s  ot the  im pac t  ot new  
i n v e s tm e n t  on  w a te r ' s  e d g e  s t a t e s '  

econom ie s ,

A laska 's  D e p a r tm e n t  ot R evenue late 
in 19S6 was s tu dy ing  how  various tax 
sy s tem s  would a f fe c t  th e  s ta te  budge: 
Vince W right, ch ief of th e  d e p a r tm e n t  ? 
R esearch  Section  in J un eau ,  says an 
exam ina t ion  severa l y ea rs  ag o  ind ica tes  
w a te r 's  edge  re p o r t in g  w ou ld  have “n r  
m ater ia l  im pact ."

'  U n l ik e  o th e r  s t a t e s .  A l a s k a  cu r  
jen t ly  has no veh ic le  to bene f i t  directly 

—  f rom increased  in v e s tm en t  s tem m ing  
, ' f rom  a tax  change .  X o  s t a t e  p ro p e r t ’. 
» tax . No persona l  in com e  tax .  No sale: 
' t i x .  W hile  a d o p t in g  a w a te r 's  edg i  

app roach  m ay  not m a te r ia l ly  reduce 
s ta te  revenues ,  add i t ion a l  foreign in 
v e s tm en t  m ay  no t m a te r ia l ly  tncreast 

th em , either .
N o n e th e le s s ,  w o r ld w id e  r e p o r t im  

may be  one of the  b ig  s t ic k s  the  s tatt 
will have to  be w ill ing  to lay down if it' 
se r ious  abou t a t t r a c t i n g  fo re ign  cap ita  
to d ivers ify  its e co no m y  an d  it d o e s r . : 
wan t to w a lk  fo rever so f t ly  in world 
m a rke ts .

Says  Pea t  M a rw ic k 's  Danner .  "1 don't 
know  th a t  we g e t  all t h a t  m uch  (tax 
revenue) from fo re ign  c o rp o ra t io n s  anv 
how. bu t  w ith  th e  in ten se  competi t i iv  
for foreign in v e s tm en t ,  th e  benef its  
th e  econom y o u tw e ig h  th e  revenue- 
s ta te  g o v e rn m en t  g e t s  from  worldwtd 
repo r t ing ."

A dds  Gay. m a jo r  fo re ign  inves tm ent 
in A la s k a 's  d e v e l o p m e n t  will me.i 
"billions o f  do l la rs  t u r n i n g  ove r  in in  
econom y  for y ea rs  to c o m e .  Oui futut 
is r e sou rc e  d ev e lo p m en t ,  a nd  :n :"  
longe r  te rm .  lo re ign  in v e s tm en t  w i l l : 
c ri t ica l.  But we n e e d  to s e n d  a m ess . i .

N now  th a t  we w an t  to  m a k e  A laska  u -n  
/  pe ti t ive  and  m a k e  it a t t r a c t iv e  to tore: g 

investors ."
Repeal ot w o r ld w id e  rep o r t in g  m. 

be th e  loudes t  a n d  c le a re s t  me->.n 
A laska  can  s end  in th e  n e a r  te rm  
show  th a t  it's r e ady  to lay  dn'A n the !• 
?tick an d  rep la c e  it w i th  a ca r ro t
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W ater’s Edge Combination — 
Opportunity for Uniformity?

Richard Pinger
R k h a n t  »H nger ;-• Star  M an age r  o f  P r ice  W aterhouse in

H ouston , said that — a oppor tun ity  to ach ieve un ifo rm ity  has 

a lready been lost because n ine s ta tes  now apply  w a te r’s edge  

com bina t ion  but no  two are  alike. H e  sa id  that w a te r’s edge  

is a fairness concep t ,  but that it invo lves costs . Fo r  the tax ­

payer, the cos ts  arc  those o f  re turn  p repa ra t ion  and  payment 

and  the costs  o f  com pliance .

He said that d iv idends cons t i tu te  the m os t  im por tan t  aspect 

o f  w ate r 's  edge  com b ina t ion ,  bu t  on ly  fo r  U .S .  com pan ies .  

He said diat w i t e r ’jL.ied|pA$ i ^ % _  o f  d iv idends

w i thou t inc lud ing  flfetOf f c f i e r S ^ d l r s e  t f i *  w o r ldw id e  c o m ­

b ination .

He said that ano the r  p rob lem  is that o f  de te rm in ing  which  

co rpo ra t ion s  are inc ludab le  in the co m b in a t io n .  Seven o f  the 

n ine  states, he sa id , inc lude all that a re  m o re  than 50%  c o m ­

m only  owned , one inc ludes only  8 0 %  com m o n ly  ow ned  c o r ­

pora tions  and  one  inc ludes  “ un itary  co rp o ra t io n s . "  F ou r  states 

inc lude  936  co rpo ra t ions  and  five in c lud e  them  on ly  partly. 

H e  no ted  o th e r  d ispari ties .

P inge r  said tha t e igh t o f  the s ta te s  inc lude  at least a par t  

o f  fo re ign  d iv id end s  in the  in com e base ; that three p rov ide  

som e  form  o f  factor relief; tha t fo u r  s ta tes  p rov ide fo r  w a te r ’s 

e dg e  to be a llowed at the taxpayer’s e lec t ion  bu t five requ ire  

fi ling on the w a te r’s edge bi'sis; tha t  th ree  make an  e lec tion  

b ind ing  for  three o r  m ore  years; tha t tw o  im pose  a fee fo r  

e lec ting  w a te r’s edge ;  and  tha t on ly  five have regu la tions .

All o f  those a reas address  the tax  co s ts ,  he sa id ,  bu t  the 

, i p K a 4 t i i $ t s ,  w h ich  are  prov ided  f o r  in th e  s ta tutes  o f  fo u r  o f  

the n ine  sta tes , H t

u rged  that those  s ta tes be carefu l to  see  to it that any in fo rm a ­

tion  required will be  useful and  tha t taxpayer  com p liance  cos ts  

be considered . H e  expressed  the  h ope  that the fou r  states 

w ou ld  at least be un ifo rm  in  e s tab l ish ing  spreadshee t requ ire ­

m en ts .  H e  said that this is  the  2 yea  tha t p rov ides  the  best o p ­

por tun i ty  to a ttain  som e  un ifo rm ity

John James
M M i f t n r t t j G t f l i H H M B H H H H f c v i e w e d  the  h i s ­

to ry  o f  his s ta te ’s  u se  o f  the  un i ta ry  m e th o d .  T h e  s ta te  first 

adop ted  dom es t ic ,  bu t  no t w a te r ’s ed g e ,  com b ina t ion  as o f  Ju ly  

1, 1981. It inc luded  U .S .  Possess ion  co rpo ra t ion s  and  931 

and  936  co rpo ra t ions  and  d id  no t r e cogn ize  the  8 0 /20  concep t .  

H is to r ica l ly ,  bo th  fore ign and  do m es t ic  d iv id end s  were 80%  

exc luded ,  w h ich  con tinued  to be th e  ca se  u n d e r  dom es t ic  c o m ­

bina t ion .  Royalties f rom  fo re ign  sub s id ia r ie s  were no t  e x ­

c luded ; n o r  was there  ever any fa c to r  re l ie f  fo r  in tang ib le  o r  

fo re ign  income.

In 1985, the legis la tu re  enac ted  two changes ,  exc lud ing  

f rom  the base; I)  100% o f  fo re ign  d iv id en d s ;  and 2) 100% o f  

fo re ign  royalties received by 8 0 /2 0  co rpo ra t ion s .

1986 legis la tion  cut the  fo re ign  d iv id en d  exc lu s ion  back 

to 80%  and cut the  fo re ign  royalty exc lu s ion  for  8C/20s to 

3 5 % .

1988 legislation phases in various  changes which wil 

t imate ly  result in the fo llowing: re tention of the 80% excli 

fo r  foreign div idends (70%  i f  the  receiving company own; 

than  80%  of the paying com pany )  w ith  no factor relief; 

exc lu s ion  o f royalties received f rom  a foreign subsidiary 

is p a n  o f the receiving co rp o ra t io n ’s unitary business (no 

to r  relief); foreign opera ting  co rpo ra t ion s ,  unitary 936s 

80 /20$ , are effectively treated as  fore ign corporations so 

80 %  of the ir income is exc luded  and  the remaining 20 

treated  as a fully taxed deem ed  d iv id end  to the parent co q  

t io n  (no  factor relief). U .S .  Possess ions  corpora tions ar 

sen tia l ly  treated as foreign co rpo ra t ion s .  Intangible open 

bus iness  income o the r  than that w h ich  qualif ies for the 

exc lu s ion  is fully included in incom e subject to factor i 

w h ich  involves including such  in co m e  in die sales factor

Jam es said that worldwide un ita ry  combination is th  

propriate approach conceptually, but that Minnesota 

adop ted  what amounts to w a te r ’s edge  combination. In c 

so ,  it seeks to provide com p a rab le  tax treatment for r 

fo re ign  operations regardless o f  how  organized.

Phil Aldape
U l t e rS hscoroe T ix  B ureau  ChJ® , who has also scrv 

C h a i r  o f  the M T C ’s U n ifo rm i ty  C om m it te e  for die past sc 

ye a rs ,  ig k f  f a t  watc r ’i  e d g e  co snM nadoa  iifnoc what i 

p i upHHfcaK f f i f l U ? . He sa id  th a t  there had been gro 

un ifo rm ity  under the  m ovem en t toward worldwide com 

tion ;  that the business c o m m u n i ty  h ad  driven die move 

toward w a te r’s  edge  and  tha t ,  in  d o in g  so, it should hav 

pec ted  d iverse results.

r ; subs tan rn i  n 

fi» tax burdens; th: 

p u rp o se  o f  the w a te r’s  edge  m ovem en t ,  at least in the r 

o f  leg is la to rs , was to p roduce  a n  econom ic  boom but tha 

too  ea r ly  to de term ine its e ffec ts .  H e  said that un ifom ii r  

e a se  o f  admin is tra t ion  were no t  fo rem os t  in the m inds of 

la to r s  as they adopted w a te r’s e d g e .  He said that unifo 

is des irab le  but that it shou ld  n o t  b ecom e a means by v 

to res tr ic t  the tax base.

A ldape  hoped tha t the  sp read shee t  would help the : 

a dm in is te r  their taxes effectively . H e  expressed the belie 

s o m e  multina tionals  p re fe r  n on -un ifo rm ity  even though 

o th e r  businesses sincerely y e a rn  f o r  un iform ity  and cons 

cy  am o ng  the states; that m o s t  m ultina tiona ls  do  not 

u n ifo rm ity  o a  the cond i t ion  o f  h av ing  to com ply  with sp 

sh ee t  requirements. He sa id  tha t s ta te  administrative 

need  to be taken in to  accoun t a nd  that increased unifo 

c an  b e  helpful to th em  as well as  to many taxpayers.

« U c b  have  excluded  80/20s
...» ■ m u * ~- a . v  ..

vulnerab le  ro tax 

A c t i o n  482  adjustments ate 

p rac tica l answer; and  that n on -com b ina t ion  states are 

m ercy  o f  the taxpayer because  the  s ta tes  do  not have the n 
ccs  to deal with Sec tion  482  p rob lem s .

Nevertheless, he does  th ink  th a t  the states should coi 

to w ork  for  un ifo rm ity ,  that it is poss ib le  m the wate r’; 

a rea , and  that it is des irab le  fo r  bo th  the states and

6 .M u lt is ta te  T a x  C o m m is s io n



taxpayers . He said that th e  fou r s ta tes  that have been w o rk ­

ing on  the spreadsheet have been try ing  to limit the requ ire ­

m en ts  to in formation  that would  be  necessary ,  im por tan t ,  and 

usefu l and  would p rom ote  un iform ity .

H e  suggested that cu rren t  w a te r 's  edge  legisla tion shou ld  

rem ain  unchanged fo r  a c ou p le  o f  years .  T ha t ,  he  said , would  

g ive s ta tes  and taxpayers a l ike  a chance  to evalua te  it f rom  state 

to s tate; and would increase  the ch ance s  that any changes  to 

be  made  in the future w ou ld  be cons truc t ive  ones which  w ou ld  

en h ance  uniformity.

A ldape  concluded  w i th  the c o m m e n t  that un ifo rm ity ,  i f  it 

is ev e r  to be achieved, w ill  requ ire  a  substan tia l  am oun t o f  u n ­

se lf ish  coopera tion  be tween the s ta tes  an d  the bus iness  c o m ­

m un i ty ,  and  that the M T C  is un ique ly  qua lif ied  to coo rd in a te  

tha t e ffo r t .

John LaFaver
M on tan a’s D irec to r  o f  R evenue ,  w h o  modera ted  th is  se s ­

s ion ,  sa id  that, as he l is tened to the p resen ta tions ,  “ it s t ruck  

roe tha t the changes in the tax  laws that w e 'v e  seen  now in  the 

last two o r  three years  in  a n u m b e r  o f  states, m ov ing  away 

f ron t  w or ldw ide  to wa te r’s edg e ,  have se rved  to substan tia l ly  

increase  the cost o f  com p lian ce  fo r  bo th  taxpayers and  tax ag en -

w u fe
 __— .—   that
" T he re fo re ,  h e  sa id ,  “ I have to w o n d e r  

w h e th e r ,  som ew here  dow n  the  rohd , we a re  no t go ing  to have 

to re - inven t worldw ide  u n i ta r y "  com b in a t io n .

S a l e s  T a x a t i o n  o f  S e r v i c e s

Ron Shreiner, Wade Anderson, Sieve Keene 
R on  Shre iner , the S ou th  D ako ta  R evenue  Secre tary , W ade 

A n d e rso n ,  Executive C oun se l  fo r  the  Texas  C om p tro l le r ,  and  

S teven  N . Keene, D irec to r  o f  the  N e w  M e x ic o ’s  A u d i t  and  

C om p l ia n c e  D ivis ion , desc r ib ed  the  m anne r  in  vhich th e i r  

s ta te s  bad  approached  the taxa t ion  o f  se rv ice s .  A ll  ag reed  u p o n  

the  im por tance  o f  tax ing  th is  fastest g row ing  segm en t o f  the 

n a t io n ’s economy. S h re ine r  and  A n d e rso n  em phas ized  th e  im ­

po r ta n c e  o f  br ing ing  the bus in e ss  c o m m u n i ty  in to  the  leg is la ­

tive  p rocess  ear ly , im p ly ing  tha t F lo r i d a ’s  troub les  traced  to  a 

fa i lu re  to d o  so; and  K eene  th ough t  tha t F lo r id a  h ad  taken  the  

w ron g  app roach  in sp ec ify ing  se rv ice s  to b e  taxed ra the r  than  

en ac t in g  a  broad  tax on  se rv ic e s  sub jec t  to  exem ptions .

Walter Hellerstein
W alter  Helle rs te in ,  th e  U . o f  G e o rg ia  law p ro fesso r  w h o  

had  par t ic ipa ted  in  the  d ra f t ing  o f  th e  F lo r id a  law, re sponded  

that F lo r id a  had in fact b ro u g h t  th e  bus in e ss  com m un i ty  in to  

the  p rocess  early and  that leg is la t ive  s ta f f  m em bers  had  met 

end le ss ly  w ith  industry ; tha t the appo r t io n m en t  that had  been  

app l ied  to in ters ta te  se rv ice  transac t ion s  h ad  been reques ted  by 

the  bus iness  com m un i ty ,  w h ich  h ad  then  tu rned  a round  and 

a ttacked  it; that the real reason  fo r  the  sub sequen t repeal was 

tha t th e  advertis ing indus try  s im p ly  d id  no t  want to be  taxed , 

and  that that would have been  true  regard less  o f  the app roach

taken . He said tha t most o th e r  industr ies  seem ed  to be w 

ing  to accept die tax as on e  that was needed to solve the sta 

fiscal p roblems. H e  p red ic ted  that most of the serv ices  wi­

the  legislation had  addressed  w ou ld  end up being  subject"* 

the  tax anyway; bu t  that the  p rocess  would take longer 

w~u!d be accom plished  increm en ta l ly  by expand ing  the t 

o f  the present sa ies /usc  tax in F lo r ida .

Hellerstein sa id  that som e  5 0 %  o f  die G N P  now  cons 

o f  services and  tha t the p e rcen tage  is increasing . The  s u  

h e  said, will have to take tha t in to  account in sh ap ing  their 

sys tem s and  will have to b roaden  the ir  sales and  u se  tax ba

There  is no  e c onom ic  d is t inc t ion , he sa id , between 

con sum p tion  o f tang ib le  persona l  p roperty  and the  consu; 

t ion  o f serv ices E l im ina t ing  die d is t inc tion  be tw een  die 

fo r  tax . im pose s  w ou ld  grea tly  facil itate adm in is tra t ion ,  

w ou ld  bring an end  to die ex tens ive  li tigation w h ich  has t  

addressed  to the d is t in c t ion .  He said that it w ou ld  also 

c rease  tax neu tra l i ty  be tween  sa les o f  services and  sales of 

g i b l e  p e r s o n a l  p r o p e r t y ,  th a t  it  w o u ld  i n c r e a s e  

responsiveness  o f  the  sa les /use  tax to chang ing  econom ic  *, 

d it ion s ,  and  that it m igh t b e  c la im ed  to reduce regressivity 

d iough  he  expressed  doub t  as to the validity o f  tha t cla im

Like the  o th e r  speakers ,  he  referred to special difficul 

tha t arc involved in  the  taxation  o f  serv ices , pa r t icu la r ly  s 

f o r  resale and  sa le s  ac ross  state l ines . But he  no ted  that 

sa le  o f  serv ices  to bu s iness ,  even  though  the cos t  is  inclu 

in  the  sales p r ice  o f  bus iness  p roduc ts ,  does  n o t  necessa 

con f l ic t  w i th  cu r ren t  p rac tices  in  m any states w i th  rcspec 

sa le s  o f  tang ib le  p e rsona l  p rope r ty  to business . H e  sain t 

i f  sa les  to bus iness  were  e x em p ted ,  the  base  w ou ld  be so 

row  that m uch h ig h e r  rates would  b e  required . T h u s ,  he s 

it is  not poss ib le  to  e l im in a te  a ll py ram id ing  w i thou t  mal 

the  base too  n a r row , w he th e r  ta lk ing  about sa les  o f  tang 

persona l p rope r ty  o r  sales o f  serv ices .

H e  no ted  that F lo r id a  had  sough t  to tax con sum p tion  ra 

than  pe rfo rm ance ;  that tha t was consis ten t w i th  the b 

ph i lo sophy  o f  t rea t ing  a  sa les  tax as  a c o n su m p t io n  tax. 

th a t ,  in  that con tex t ,  the  p lace  w h e re  the se rv ice  is pe rfon  

is n o t  relevant. T h i s  then  raises the  ques tion  as  to  whet 

o n e  must app ly  appo r t io n m en t  w i th  respect to a  se rv ice  tha 

u sed  s im ultaneously  in m any ju r i sd ic t ion s .  He  th ink s  that, 

a  cons t i tu t iona l  m a t te r ,  app o r t io n m en t  is requ ired .  F lor 

co n s id e rs  a  cred it  to  b e  a n  adequa te  response to any  mult 

taxa t ion  com p la in t .  H e lle rs te in  sa id  that debate  w i l l  now 

te r  on  the ques t ion  o f  w he th e r  th is  is true.

H e  said t f a t  th e  U .S .  Sup rem e  C ou r t  would  address  

qu es t io n  in  the  p end ing  cases  c f  G. T.E. Sprint v. Sweet 
Goldberg v. Sweet, N os .  8 7 -8 2 6  and  86 -1101 .  T he re ,  Illi. 

im poses  its tax o n  all rece ip ts  f rom  te lecom m unica t 

o r ig in a t ing  in  o r  te rm in a t ing  in Il l ino is  and  b il led  to an Illi 

se rv ic e  m em ber ,  su b je c t  to  a c red i t  fo r  tax pa id  o n  the s 

t ransac t ion  and  b a se  to a no th e r  s ta te .  He sa id  th a t ,  whil 

be lieves  th? t the c red i t  dea ls  e ffec t ive ly  w ith  the  appon  

m e m  requirem ent ,  th e re  rem ain s  the  possib il i ty  tha t it w*ll 

sa t is fy  D ue  P rocess  requ irem en ts  in  all c i r cum stances .

M u l t i s t a t e  T a x  C o m m is s io
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Corporate Incom e Tax B rie fin g
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A. SUMMAR Y Q FTH E iSSU E

In his state o f the state message Governor Cowper outlined a 16-point 
program for permanent recovery o f the Alaska economy, including a 
proposal to "repeal the unitary tax on multinational corporations, replacing 
lost revenue by other means. "Two weeks later the governor directed the 
Department o f Revenue and the Division o f Policy to "review Alaska’s tax 
structure with an eye toward removing potential barriers to international 
trade." The Governor specified that he had no preconceived notions about 
what the review might suggest. He noted, however, that that "the current 
unitary system appears to scare o f f potential investors in Alaska."

The Department o f Revenue's preliminary review o f the corporate 
income tax structure suggests that the economic development effects o f 
changing the present structure may not be as anticipated. O f special concern 
to the Department is the additional uncertainty that changing the current 
structure will introduce into the state's revenues, and its unpredictable effects 
on the prospects fo r achieving the balance o f the administration's legislative 
program.

B. NEED FOR BR IEFING  AT THIS T IM E

Completion o f the Department o f  Revenue's preliminary analysis is an 
appropriate point fo r further consideration o f  the complex ramifications o f 
any change in the corporate tax structure, and to bring diverse expert opinion 
to bear on the subject

C. AGENCY IN YQ L Y E M E m

The Department ot Revenue administers the tax laws o f the state. It has 
aggressively applied the worldwide combined reporting method to unitary 
businesses fo r approximately the last 15 years. The agency has developed 
expertise with the unitary concept at the audit and administrative level as well 
as fo r revenue forecasting purposes.

The Department o f Commerce and Economic Development and the 
O ffice o f International Trade also have an indirect interest in the unitary 
concept The focus o f the interest is upon promoting investment in Alaska 
and expanding the state markets. A number o f foreign interests, most
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notably the Japanese, have argued to these agencies that the unitary concept 
applied on a worldwide basis inhibits new investment in Alaska.

D. THE STATE POL ICY  CONSIDERATIONS

An extremely important function o f  state government is the 
establishment o f fiscal policy. Included within this area is the setting o f state 
tax policy. The state has the unilateral right and responsibility to determine 
and implement a taxing system that is in the best interest o f the people o f the 
state.

Tax policy can be weighed with, actual increased foreign investment 
bringing into the state new jobs for Alaska residents and a broader tax base. 
The increased foreign investment must be real, not hypothetical o r based 
upon empty promises, to counter any reductions in tax revenues that may 
result; i f  not, small domestic corporate taxpayers could be required to pay 
increased levels o f taxes to offset the shortfalls.

■

E. THE APPROACH TO THE ISSUES.

The first step in the weighing o f the state tax policy considerations is the 
identification o f the alternative methods o f  corporate income taxation. The 
experience o f other states in moving to a different method o f  taxation is also 
important as an indicator o f what the state might expect The historical 
results o f using tax policy to attract investment is a further consideration.
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S E C T IO N  O N E

In the past few years eleven o f twelve states have repealed their worldwide 
combined apportionment statutes. In its place they have adopted either a 
water's edge or domestic combination method fo r calculating the corporate 
net income tax. Alaska remains as the only state applying combination and 
apportionment on a worldwide basis.

Alaska's policymakers are facing increased pressure to change its tax law. 
This pressure comes from such .diverse entities as the United States Treasury 
Department, Pacific rim and European governments and foreign based 
businesses. Before offering legislation to effect such a change, this 
administration must carefully consider the ramifications such a change may 
have on its economy and on the ability o f the state to generate revenues to 
fund public services.

This briefing paper analyzes our current income tax structure, providing 
both the proponent and opponent viewpoint on it and several alternatives.
The Department o f Revenue has receutly begun a study to determine the 
potential effects o f changing our worldwide unitary tax structure to a water's 
edge or domestic apportionment, o r to a separate accounting type o f tax. 
Until that study is completed, it is not possible to accurately predict the 
revenue impact a law change would create.

Finally, the Department o f Revenue recommends that a comprehensive 
analysis o f  the intended and predictable economic impacts on the state be 
conducted. A change in tax structure in exchange for o r in expectation o f an 
increase in private sector economic development must be weighed against the 
increased difficulty state and local governments are having in providing 
necessary services to its citizens, as well as any impact it may have on small 
Alaska businesses.
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DEFIN ITION OF TERM S

1. Unitary Business
I f  the operation o f the portion o f the business done within the state is 

dependent upon o r contributes to the operations o f the business outside the 
state, the operations are unitary. The business is characterized through 
functional integration, centralization o f management and economics o f  scale.

2. Combination (or combined report)
When an operation is unitary, the separate corporate members' incomes 

are combined, before applying the apportionment formula (three factor 
formula).

3. Worldwide Combination
When members o f  a unitary group o f corporations include subsid iaries 

incorporated in a foreign country, or where the parent company is a foreign 
corporation, and the incomes o f the foreign companies are combined before 
applying the apportionment formula. Alaska is the only remaining state 
utilizing fu ll worldwide combination.

4. Domestic Combination
An apportionment method which includes in apportionable income the 

profits o f U.S. affiliates no matter where earned. Foreign affiliates income is 
not included.

5. Water's Edge Apportionment
An apportionment method which limits the scope o f the unitary 

business to the domestic operations o f U.S. affiliates. Income from  foreign 
operation, branches o r affiliates is not considered, though some states may 
tax the dividends paid by a foreign affiliate to a domestic parent company.

6. Separate Accounting Method
Each coiporate taxpayer computes its income only on the basis o f 

receipts and costs related to its instate activities, without reference to their 
out-of-state branches, subsidiaries and affiliates. This method needs no 
apportionment formula.
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1 . A p p o r t i o n m e n t  F a c t o r

A formula used to determine a state's share o f a multijurisdictional 
business' taxable income. The formula is usually based upon factors o f 
property, payroll and sales in the state, because o f their close link with 
income producing activities.

EXAMPLES

To illustrate the various methods o f apportionment, the follow ing 
example is offered. Assume Company ABC  is an integrated steel company 
with three affiliated companies, A, B and C.

Facts
Company A: Coal mining operation in Alaska.
Company B: Steel Company in Pittsburgh, 100% subsidiary o f  A. 
Company C.' Sales company in Gmada, 100% subsidiary o f A.
Branch A - l : Coal mining operation in Australia, branch o f company A.

Separa e Accounting
Company A would file its tax return in Alaska and report only those 

receipts and costs related to its irs&te business. Sales between A and B must 
be determined on an arms length basis fo r tax purposes even though the 
companies books and records may report them differently.

Water's Edge Apportionment
Company A  and B i f  unitary, w ill combine and their combined incomes 

w ill be apportioned using the three factor formula. Because Branch A - l and 
Company C are not domestic, they cannot combine with the foreign coal 
mining and sales operations. Some water's edge methods tax the dividends 
Company C would pay to Company A.

Domestic Combination
Company A and B w ill combine, including Company A's Australian 

branch. In some cases, dividends horn C may be included in apportionable 
income.
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Worldwide Combination
Companies A, B, and C, including A ’s Branch, w ill combine and 

apportion their entire income. This is the current tax method used by Alaska 
for both petroleum and non-petroleum taxpayers.

WHAT iS -TH ILUN IIA R Y  BUSINESS-PR INC IPAL?

More than two dozen states use the unitary method o f determining how 
some corporations figure their income tax, but what exactly is the unitary 
method? Sometimes it is referred to as a "unitary tax" or a "new tax" on 
income earned outside the taxing state. It is not a new tax or even a separate 
tax but a theory or accounting method which some corporations subject to 
Alaska tax must use to figure out what portion o f their income is attributable 
to Alaska. This method is called the combined income approach. I f  a unitary 
group exists, all o f  the group's income is subject to apportionment based on 
their use o f the state market place. That means that the taxpayer must 
determine what portion o f its income is attributable to Alaska. The amount 
o f tax any compaily pays to Alaska is determined on the basis o f the ratio o f 
its activities in Alaska to its activities everywhere else. The formula method 
measures the level o f business activity conducted in the state. The more or 
less business in Alaska, as measured by property, payroll and sales factors 
results in a corresponding reduction o r rise in the amount o f income subject 
to tax. The unitary method o f taxation is designed to tax corporations based 
on their actual business relationships rather than the mere form o f their 
relationships.

Corporate Incom e Tax B rie fing
September 4 ,1987
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SEC T IO N  TW O  

WHAT IS A UNITARY BUSINESS?

AS 43.19 provides how unitary business are taxed. The law applies to 
two or more corporations conducting a single or unitary business. These 
corporations must have over 50%  common ownership and the business 
activities must be o f mutual benefit, dependent upon or contributory to the 
activities o f  one or more o f the other corporations in the unitary group.

Whether or not a business is unitary is decided by l ik in g  at all phases 
o f the business' operation, its overall management and the relationships 
between its operating branches o r departments.

Whether there is a unity o f ownership (over 50%  common ownership), 
operation and use are the three factors which are considered in determining 
if a business is unitary. Unity o f operation is present if there is centralized 
advertising, accounting, financing, management, and group or committee 
purchasing. Unity, o f use occurs when the same group o f people (the 
executive force) perform managerial functions fo r the group. Courts have 
recognized these characteristics as proof that a corporation is a member o f a 
unitary business.

HOW DOES ALASKA'S LAW  W O RK ?

Once it is determined that there is a unitary group, each member o f the 
group which does business in Alaska must file a tax return which reflects the 
income o f the enLe group. Corporations which do not do any business in 
Alaska need not file a return in Alaska. Each corporation filing an Alaska 
return must compute their taxable income using the standard three factor 
formula, o r in the case o f oil and gas production and pipeline companies, a 
modified formula. These formulas may be stated as follows:

STANDARD 3 FACTOR APPORTIONMENT FORMULA
Alaska Taxable Income = Total Apportionable Income X

property, payroll and.sales in-state______— .
total property, payroll and sales everywhere

Corporate Income Tax B rie fin g
September 4, 1987
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MODIFIED APPORTIONMENT FORMULA FOR OIL AND GAS
PRODUCERS

Total Apportionable Income X

Propemdn this State.—  + AK Barrels,Qr.MCF extracted
Total Property Everywhere Total Barrels or MCF extracted

2

MODIFIED APPORTIONMENT FORMULA FOR PIPELINE
COMPANIES

Total Apportionment Income X

Property in this State , Sales in this State
Total Property Everywhere Total Sales Everywhere

2

MODIFIED APPORTIONMENT FORMULA FOR COMPANIES IN  OIL 
AND GAS PRODUCTION & TRANSPORTATION

Total Apportionment Income X

Property. Extraction and Sales In-State 
Total Property, Extraction and Sales Everywhere

ANSWERS TO SOME COMM ON QUESTIONS ABOUT THE UN ITARY 
THEORY
1. Q. I f  each state taxes a portion o f a unitary group's income, 
isn't it likely that double taxation will occur?

A. The issue o f double taxation has been raised many times before the 
courts, but no case has ever shown an instance where the combined income 
approach inevitable resulted in double taxation.
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Two or more states which use the separate accounting method may also 
arrive at conflicting conclusions as to how income is taxed. A recent 
Supreme Court decision (Container Corporation o f America vs. Franchise 
Tax Board 103 S. ct. 2933, 2954, (1983)), recognized this possibility when it 
stated "it would be perverse, simply for the sake o f avoiding double taxation, 
to require California to give up one allocation method that sometimes results 
in double taxation in favor o f another allocation method that also sometimes 
results in double taxation."

The fact that may states use the three-factor formula minimizes the 
possibility o f double taxation.

2. Q. The unitary theory is unfair because it gives a break to 
companies with ou t-o f state losses and penalizes companies with 
profitable business operations. Shouldn't profitable businesses 
be encouraged?

A. Corporations with out-of-state losses and in-state gains appear to 
getting a tax break because they pay tax based only on their profitable Alaska 
business but on the whole their business is less profitable. Their fa ir share o f 
tax to Alaska may actually be less than what they would pay under separate 
accounting.

Corporations which pay more tax to Alaska, based on their overall 
profitable business operations are just paying their fair share o f  tax to 
Alaska. The fact that corporations which earn more iacome pay more taxes 
is not a penalty. When Corporations are so unfortunate as to suffer losses, it 
really would penalize them if they were required to pay higher taxes. 
Corporations plan to make profits. They rarely go into business to lose 
money.

3. Q . Does the use o f  the unitary method tax Alaska 
corporations on the income o f  separate businesses which have no 
connection with Alaska?

A. It is a well established legal principle that states may tax income 
arising out o f activities conducted in different states if there is a connection 
between the out-of-state activities and the taxing state. There must be a 
rational relationship between the out-of-state activities and the in-state 
activities and the taxing state. TN'-v must be a rational relationship between 
the out-of-state activities and the in-state activities. I f  there is a unitary group
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as defined above, the members o f the group are operating as a single 
business. That business’ out-of-state activities are related to its in-state 
activities. In other words the so-called "separate" businesses do have a 
connection to Alaska. I f  some part o f that single business is conducted with 
Alaska, Alaska may tax that business. Because that business does not operate 
entirely in Alaska, Alaska can only tax the fraction o f income which is related 
to Alaska. As explained above, the three factor formula is used to determine 
what this percentage is.

I f  a business which does not operate in Alaska is truly separate, in the 
sense that it is not part o f the unitary group which has operations in Alaska, it 
is not included on the combined report and its income is not taxed by Alaska. 
Only the income o f businesses which do have a connection to Alaska are 
included on the combined report.

4. Q. How does Alaska's law differ from  unitary laws o f other 
states?

A. Alaska's unitary law is similar to unitary laws in several other states 
but there are a few significant differences. Alaska's statute applies to 
corporations which are created or organized in any country in the world. 
(Other states' statutes may apply only to corporations organized in the United 
States.)

Alaska allows corporations to use an equally weighted arithmetic 
formula or formula which weighs sales, property and payroll the same. A 
few states use a formula which weighs one or more o f the factors to a greater 
degree or eliminates one o r more o f  the factors.

Some states, including Alaska, include sales in the part o f  the sales 
factor attributable to that state i f  they are not taxable to any other state. This 
is called a "throwback" rule because sales not taxable elsewhere are thrown 
back and treated as a sale which occurred in that state.

5. Q. How does Alaska's unitary statute affect the business 
community?

A. There has been a lot o f discussion about Alaska's "business climate." 
Because Alaska’s unitary statute is over 20 years old general observations can 
be made concerning its overall impact Although Alaska’s economy is 
dominated by domestic oil production, foreign investment has been heavy 
over the years in the fisheries, timber and tourist industry. Alaska's unitary 
concept applied to all corporations (except big o il from 1978 through 1981)

Corporate Incom e Tax B rie fing
September 4 ,1 9 8 7
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has been one o f the most stable aspects o f  a state's business climate. Its 
corporate taxation method, while important to many businesses, is only one 
factor to consider. California has used the unitary method since the late 
1930's and its economic growth has been ranked at or near the top in 
comparison to other states.

Small businesses and companies which conduct their entire business 
within Alaska may benefit from Alaska's unitary statute because they are able 
to take losses currently. Several studies indicate that small businesses create 
more new jobs than larger businesses. Higher employment rates contribute 
to a stronger state economy. A healthy economy is always good for business.

Some segments o f the business community object to combined 
reporting, but other segments o f the business community support it. For 
example, the National Federation o f Independent Business has testified 
before Congress in support o f combined reporting.

6. Q.What are the arguments against the worldwide combined 
reporting method o f unitary taxation as compared to those 
against separate accounting or an arm's length method?

A. The opponents o f the worldwide method make various claims in 
support o f the arguments to abandon the method. These include the 
follow ing:

- - it may result in double taxation o f  the same income unless all 
countries adopt the method.

- - it may interfere with international trade and impede new investment 
in the United States.

- - foreign based corporations may have a greater income distortion 
since they have a greater proportion o f foreign to U .S . activities.

- - it departs from the international norm o f arm's length o r separate 
accounting.

- - it gives rise to foreign threats o f retaliation against U .S . based 
companies.

- - it is administratively burdensome fo r corporations and f1 
companies may not have access to the information concerning a 
parent o r other subsidiaries.

- - it is difficult to defme the parameters o f a unitary business which 
gives rise to taxpayer uncertainty.

- - states apply the concept nonunifoimly.
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The proponents o f the method voice the following concerns on the use 
o f separate accounting or the arm's length method:

- - it fails to accurately measure income and may lead to undertaxation 
in organizations that are functionally integrated, have centralized 
management, and share economies o f scale.

- - it is administratively burdensome fo r states and taxpayers because o f 
the millions o f transactions that must be reviewed in order to source income 
among the various jurisdictions and the lack o f free access to foreign 
information.

- - states lack the resources to administer it effectively which can result 
in the tax burden being shifted away from multinational corporations to 
smaller domestic companies.

- - the allocation o f indirect expenses and the determination o f value in 
intracompany transfers is extremely difficult, can be based on arbitrary 
criteria, can vary from one company to another, and is nearly impossible to 
audit in iarge multinational companies.

- - the rules and level o f implementation at the international level are 
not uniform and it departs from the accepted method o f state taxation based 
on apportionment.

- - it has been criticized by the General Accounting Office foi failing to 
provide consistent, equitable measurement o f income.
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SE C T IO N  T H REE  

FACTORS AGAINST W O RLDW ID E  APPORTIONMENT

1. Taxpayers believe it exposes them to double taxation;

2. Taxpayers believe it burdens them with excessive bookkeeping 
requirements;

3. Distorts international flows o f trade and investment;

4. Upsets longstanding agreements among the nations to achieve tax 
harmony;

5. Limits federal government's ability to conduct consistent international 
economic policy;

i

6. Invites retaliation by nation's trading partners;

7. Violates the Constitution.

FACTORS FAVORING W O RLD W ID E  APPORTIONMENT

1. Prevents corporations from  evading taxes by misrepresenting the 
geographical allocation o f  their income;

2. Easier to administer than various separate accounting methods;

3. Generally, worldwide apportionment increases a state's corporate income 
tax revenue.

4. On a domestic basis, apportionment has been court approved.

Corporate Income Tax B rie fin g
September 4, 1987
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Figure 1

H o w  M u c h  In c o m e  D id  A  C o r p o r a t io n  E a r n  I n  A la s k a ?

Alternative Methods:

Separate Accounting Principle |

S e p a ra te  A ccounting

Alaska
Alaska Sales - Alaska Expenses = Net

Income •

Unitary Principle

Alaska Sales Alaska Assets Alaska Payroll 
U.S. Sales U.S. Assets U.S. Payroll

Alaska
- x (U.S. Sales - U.S. Expenses) = Net

3 Income

W orldw ide C o m b in ed  R ep o rtin g  M ethod

Alaska Sales Alaska Assets Alaska Payroll
Worldwide Sales + Worldwide Assets Worldwide Payroll Alaska

x (W.W Sales - W.W. Expenses) = Net
Income
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I n v e s t m e n t  F r o m  J a p a n  E s s e n t i a l  

t o  D i v e r s i f i c a t i o n  o f  S t a t e  E c o n o m i e s
—A Report on Keidanren Investment Mission 

to the U.S. (Alaska, Hawaii)—
By H id e o  I sh ih a r a

Leader o f Keidanren Investment Mission to the U S, 
Managing Director, industrial Bank o f Japan

1. B ac k g ro u n d  a n d  P u r p o s e  

J a p an e s e  d i rec t  in v e s tm e n t  in the 

U n i ted  S ta te s  h a s  in c re a sed  s h a rp ly  

in the  pas t few  y ea r s  a g a in s t  a 

b a c k g ro u n d  o f  th e  r a p id  a n d  s teep  

a p p re c ia t io n  o f  th e  y en .  In  fiscal 

1987, such in v e s tm e n t  r e a ch ed  SI 4 .7 

b i l l ion ,  a c c o u n t in g  f o r  44 p e rc e n t  o f  

J a p a n ’s to ta l  o v e r s e a s  d i rec t  in v e s t ­

m e n t ,  a c co rd in g  t o  th e  s ta t is t ic s  

c o m p i led  o n  t h e  b a s i s  o f  r e p o r t s  

s u b m i t te d  by  in v e s t in g  en t i t ies ,  

a l t h o u g h  th e  r a t e  o f  g ro w th  fell to  

45 p e rc en t  f r o m  88 p e r c e n t  in  fiscal 

1986.

K e id an ren  h a s  b e e n  m a k in g  e f ­

fo r t s  ove r  th e  y e a r s  to  p r o m o t e  

ove rsea s  d i re c t  i n v e s tm e n t ,  in  the  

be l ie f  th a t  su ch  in v e s tm e n t  will he lp  

to  co r re c t  t r a d e  im b a l a n c e s  in the  

lo n g  r u n  an d  m i t i g a t e  t r a d e  f r ic t io n s  

w i th  th e  U .S .  a n d  o t h e r  c o u n t r i e s .  

A s  p a r t  o f  th e s e  e f f o r t s ,  th is  

o rg a n iz a t io n  s e n t  in v e s tm e n t  m is ­

s io n s  to  23 s ta t e s  o f  A m e r i c a  in 

1984, to  16 s ta te s  in  1986 a n d  t o  five 

in  1987. In  a d d i t i o n ,  w e  h av e  m a d e  

c o n s is te n t  e f f o r t s  t o  s eek  a b o l i t io n  

o f  th e  w o r ld w id e  u n i t a r y  t a x ,  a  m a ­

j o r  im p ed im e n t  t o  d i r e c t  in v e s tm en t  

in  th e  U .S .  S u b s t a n t i a l  p ro g re s s  was 

m a d e  to w a rd  th e  r e s o lu t io n  o f  th is  

p r o b l e m  in  1986 w h e n  th e  s ta te  

leg is la tu re  o f  C a l i f o r n i a  p a s s e d  an  

a m e n d m e n t  b il l .

T h e  rap id  rise  in i n v e s tm e n t  in the  

U .S . ,  h o w eve r ,  is c a u s in g  c o n c e rn  

a b o u t  po ss ib le  f r i c t io n s  r e l a t e d  to 

in v e s tm en t ,  s u ch  as  l a c k  o f  h a r m o n y  

be tw een  inves t ing  c o r p o r a t i o n s  an d

local c o m m u n i t i e s .  In th ese  c i r ­

c u m s t a n c e s ,  th e  C o u n c i l  fo r  Better 

I n v e s tm e n t  in the U .S .  was c re a ted  

in A p r i l  th i s  yea r  by  succeed ing  to  

the  W o r l d w i d e  U n i ta ry  T a x  C o u n ­

cil. T h e  n e w  counc i l  a im s  to  dea l 

w i th  t h e  r e m a in in g  p ro b le m s  re la ted  

t o  t h e  u n i t a r y  tax  an d  to  id en t i fy  

p r o b l e m s  re l a t e d  to  U .S .  in v e s tm en t  

a n d  s t u d y  w ay s  to  c o p e  w i th  su ch  

p r o b l e m s .

T h e  l a t e s t  m is s io n  v is i ted  A la s k a  

a n d  H a w a i i  f r o m  S e p te m b e r  4 to  

S e p t e m b e r  13 to  o b t a in  f i r s th a n d  in ­

f o r m a t i o n  o n  th e  in v e s tm en t  c l im a te  

in  t h e  tw o  s ta te s  a n d  o n  p ro b le m s  

r e l a t e d  t o  i n v e s tm e n t  in  th e se  s ta te s .  

A n o t h e r  p u r p o s e  o f  the  m is s io n  w as  

to  f i n d  o u t  h o w  th e se  s ta t e s  p e rc e iv ­

ed t h e  g r o w in g  c o n ce rn s  o f  J a p a n e s e  

i n v e s tm e n t  in  th e  U .S .  gene ra l ly  —  a 

s e n t im e n t  t h a t  h ad  in ten s i f ie d  s ince  

th e  y e a r  b e f o r e .

2 ,  I m p r e s s i o n s  o f  th e  S ta te s  

V i s i te d

(1) G e n e r a l  Im p re s s io n s

T h e  s t a t e s  o f  A l a s k a  a n d  H a w a i i  

a r e  v e r y  d i f f e r e n t ,  w h e n  c o m p a r e d  

in t e r m s  o f  th e  level o f  J a p a n e s e  

d i r e c t  i n v e s tm e n t .  I n  A la s k a ,  o n ly  a 

s m a l l  n u m b e r  o f  in v e s tm en t s  h av e  

b e en  m a d e  in  the  f ie ld  o f  n a tu r a l  

r e s o u r c e s .  I n  H aw a i i ,  b y  c o n t r a s t ,  a  

c o n s i d e r a b l e  n u m b e r  o f  in v e s tm en t s  

h av e  b e e n  m a d e ,  p a r t i c u la r ly  in the  

a r e a  o f  t o u r i s m .

W e  w e r e  im p re ssed  d u r in g  th e  

v is i ts ,  h o w e v e r ,  by  th e  fac t  th a t  th e  

tw o  s t a t e s  h av e  a n u m b e r  o f  ex ­

t r em e ly  im p o r t a n t  t h i n g s  in  c o m ­

m o n .  F ir s t ,  b o t h  s t a t e s  are  

g eo g rap h ic a l ly  s e p a r a t e d  f r o m  the  

o t h e r  48 s ta te s .  S e c o n d ,  b o t h  a r e  the 

n ew es t  s ta te s  o f  A m e r i c a ,  A la s k a  

b e in g  th e  49 th  s ta te  a n d  H a w a i i  the 

5 0 th .  P eo p le  in A l a s k a  ca l l  th e  48 

s ta te s  the  ‘‘low e r  ( s o u th e r n )  48 

s t a t e s . ”  In  H a w a i i ,  th e se  s t a t e s  are  

co l lec t ive ly  called th e  ' 'm a i n l a n d . ”  

T h e s e  c h a ra c te r i s t ic s  o f  A l a s k a  a n d  

H a w a i i  h av e  h ad  s ig n i f i c a n t  e f fec ts  

o n  e c o n o m ic  ac t iv i t ie s  in  these  

s ta te s .  In  p a r t i c u l a r ,  t h e y  h a v e  a 

s t r o n g  de s i re  to  e x p a n d  e c o n o m ic  

e x c h an g e s  n o t  o n ly  w i th  t h e  o t h e r  48 

s ta te s  b u t  a lso  w i th  c o u n t r i e s  in the 

P a c i f i c  e c o n o m ic  r e g io n ,  e spec ia l ly  

J a p a n .  T h e  w a rm  w e l c o m e  we 

rece iv ed  in  th e  tw o  s ta t e s  w a s  a n  ex­

p re s s io n  o f  this d e s i re .  W e  believe 

t h a t  n o w  is th e  t im e  f o r  J a p a n  to 

s t r e n g th e n  its e c o n o m ic  re l a t io n s  

w i th  b o th  s ta te s .

I n d u s t r i a l  d e v e lo p m e n t  n e e d s  to 

be  p r o m o t e d  b o th  in A l a s k a  an d  

H a w a i i  by  ta k in g  a d v a n t a g e  o f  the ir  

g e o g r a p h ic a l  c h a ra c te r i s t i c s .  A l a s k a  

is s i t u a t e d  a t  a n  a lm o s t  equ a l
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d istance  from  T o k y o .  New York 
and m a io r cities in  E u ro p e ,  while 
H aw aii is lo ca ted  in the cen te r o f  the 
P a cific . T o  cite  a s p e c i f ic  exam ple, 
Federa l Express has decided  to use 
A n ch o ra g e  as the h u b  o f  us in terna­
tional parcel d e livery  services. In a d ­
d ition . a plan to  o p e n  a securities 
m arket in H aw a ii is being studied 
since  such  trading  ca n  be co n d u cted  
o n  the basis o f  tim e  d iffe ren ces  be­
tween T o k y o  and  N ew  Y ork . 
H aw a ii a lso has the potentia l to 
develop  an e d u ca tio n  industry  since 
it can  serve as the cu ltu ra l bridge 
between Ea st and W est.

Both s ta te s  a re  a im in g  to  “ d iv e r ­

s i f y ”  th e i r  e c o n o m ie s  —  an  im p o r ­

t a n t  fact w h ich  s h o u ld  be  ta k en  in to  

a c c o u n t  w h en  J a p a n ' s  e c o n o m ic  

re la t io n s  w i th  t h e m  are co n s id e red .  

A la s k a ,  w h o se  e c o n o m ic  s t r u c t u r e  is 

t r a d i t io n a l l y  o r i e n t e d  t o w a r d  oil a n d  

o t h e r  n a tu r a l  r e s o u r c e s ,  h a s  been  hit 

h a r d  by  th e  fall in  c r u d e  oil p r ices .  

C o n s e q u e n t ly ,  a  m a j o r  ch a l len g e  fo r  

t h a t  s ta te  is to  c o r r e c t  th e  excessive  

d e p en d e n c e  o n  o i l  a n d  o th e r  n a tu ra l  

re sou rc e s .  A l a s k a ’s e f f o r t s  t o w a rd  

e c o n o m ic  d iv e r s i f i c a t i o n  a r e  ev id en t  

i n ,  fo r  e x a m p le ,  t h e  fac t  t h a t  th e  

g o v e r n o r  o f  th e  s t a t e  is ta k in g  the  

in i t ia t ive  to  rev iew  th e  w o r ld w id e  

u n i t a r y  ta x  a n d  th e r e b y  fac i l i ta te  

fo re ign  d i re c t  i n v e s tm e n t  In the  

s ta t e .

I n  H a w a i i ,  a l t h o u g h  th e  im p o r ­

ta n c e  o f  p r o m o t i n g  t h e  to u r i s m  in ­

d u s t r y  is r e c o g n iz e d ,  e f f o r t s  a r e  b e ­

in g  m a d e  to  s t r e n g t h e n  th e  e co ­

n o m ic  s t r u c t u r e  t h r o u g h  d iv e r s i f ic a ­

t i o n  o f  th e  e c o n o m y ,  spec if ica l ly  

t h r o u g h  d e v e l o p m e n t  o f  h igh -  

t e c h n o lo g ie s  s u c h  a s  o cean ic  

te c h n o lo g ie s ,  in  l ig h t  o f  th e  s t a t e ’s 

g e o g r a p h ic a l  a n d  o t h e r  a d v an ta g e s .  

A l t h o u g h  in v e s tm e n t  in  r e a l  e s ta te  

h a s  e lic i ted  s o m e  c r i t i c i sm ,  w e  o b ­

t a in e d  th e  im p re s s io n  t h a t  th e  s ta te  

g o v e r n m e n t  be lieves t h a t  in v e s tm en t  

f r o m  J a p a n  h a s  a  la rg e  ro le  to  p lay  

in th e  d e v e lo p m e n t  o f  th e  H a w a i ia n  

e c o n o m y ,  a n d  t h a t  c o n t i n u e d  ex ­

p a n s io n  o f  s u ch  in v e s tm e n t  is to  be

w elcom ed .
(2 ) Im pressions in E a ch  S la te  

S o m e  o f  the im pressions we g a m ­
ed during  our visits to  the tw o  states 
will be described in m ore  detail on  a 
state-by-staie basis:
I ) A laska 

T h e  purpose o f  ou r  visit to  A la sk a  
was to con d u ct a survey  on  the  in ­
vestm ent clim ate there, in c lu d in g  
the w orldw ide un itary tax p ro b lem .

R eg a rd ing  the  w o r ld w id e  u n i t a r y  

tax ,  we  were e n c o u r a g e d  by  th e  fa c t  

that the state g o v e rnment, f r o m  the 

g o v e r n o r  on  d o w n ,  is ve ry  p o s i t iv e  

a b o u t  reviewing it. In f a c t ,  th e  

g o v e rn m e n t  is a l r e a d y  d r a f t i n g  a n  

a m e n d m e n t  bill. A t a lu n c h e o n  he 

h o s te d ,  G o v e rn o r  C o w p e r  s t a t e d  

th a t  A la ska  has m a d e  e f f o r t s  to  e x ­

p a n d  t r a d e  and  in v e s tm en t  r e l a t io n s  

w i th  J a p a n  ever s ince  it b e c a m e  th e  

fi rs t  s ta te  o f  A m e r ic a  to  o p e n  a 

re p re sen ta t iv e  o f f i c e  in J a p a n  in 

1964. A s  fo r  the  w o r ld w id e  u n i t a r y  

ta x ,  h e  expressed  a n  i n t e n t i o n  to  

rev iew  it by tak ing  in to  a c c o u n t  th e  

v iew s o f  J ap an es e  bu s in e ss  l e a d e r s  

in c lu d in g  M r. A k io  M o r i t a ,  V ice  

C h a i r m a n  o f  K e id a n re n  a n d  C h a i r ­

m a n  o f  the  C ou n c i l  f o r  B e t te r  I n ­

v e s tm e n t  in the  U .S .

H o w e v e r ,  th e  s i t u a t i o n  s u r r o u n d ­

ing  th is  tax  p ro b le m  d o e s  n o t  w a r ­

r a n t  o p t im ism  s ince  s o m e  m e m b e r s  

o f  t h e  s ' a t e  leg is la tu re  a r e  s a id  t o  b e  

r e lu c t a n t  to  c h an g e  th e  c u r r e n t  

sy s te m .  In  th e  b a c k g r o u n d  o f  s u c h  

n eg a t iv e  a t t i tude s  is t h e  f a c t  t h a t  t h e  

c u r r e n t  u n i ta ry  tax  sy s te m  m a k e s  it 

p o s s ib le  fo r  oil c o m p a n ie s  m a k i n g  

l a r g e  p ro f i t s  in th e  s t a t e  t o  r e d u c e  

t h e i r  tax  bu rd en .  T h e  s t a t e  g o v e r n ­

m e n t  w an ts  to  lu re  m o r e  i n v e s tm e n t  

f r o m  a b ro a d  by  in t r o d u c i n g  th e  

w a t e r ’s edge m e th o d .  A t  t h e  s a m e  

t im e ,  h ow eve r ,  it is c o n c e r n e d  a b o u t  

th e  po ss ib le  im pac t  o f  a  tax  c h a n g e  

o n  th e  oil indu s t ry ,  w h ic h  is p la y in g  

a k ey  ro le  in th e  s t a t e  e c o n o m y .  

U n d e r  th e  p re sen t  c i r c u m s ta n c e s ,  

th e  g o v e rn m en t  is s tu d y in g  a  r e v i ­

s io n  o n  the  c o n d i t io n  t h a t  th e  t a x  

w o u ld  a pp ly  to  the  o il  in d u s t r y  a s  a n

excep lion  to the rule S in ce  (he 
am endm ent bill now  m lhe wurkv o  
likely to com e  up lo r debate in (he 
stale legislature op en ing  in January 
next year, we need to keep a close  
w a tch  over fu tu re  developm en ts  
co n ce rn in g  the bill.

D uring  the d iscu ss ion s  on  the 
un itary tax, the fo llow in g  question  
was o ften  asked: W ill Japanese in ­
vestm ent in A la ska  increase if  the 
tax is changed? O u r  answ er to  the 
question  was that not o n ly  the tax 
system  bui also va riou s  o ther fa c ­
tors are taken in to  a cco u n t in the 
m aking o f  investm ent decis ions. YV e 
believe that the A la sk a  a side 
u nderstood  ou r p os itio n , at .east to 
som e extent. H o w e v e r , s ince  a 
change in the un ita ry  tax w ou ld  
cause  a d rop  in tax revenue, it is 
necessary for us to  w ork  ou t a m ore  
co n v in c in g  answ er to  th is q uestion , 
w h ich  is expected to  be asked tim e 
and again in fu tu re  d iscu ss io n s  on 
this prob lem .

In  the  pa s t ,  e c o n o m ic  re la t io n s  

b e tw een  J a p a n  a n d  A l a s k a  h ave  

c en te red  o n  t r a d e  in m in e r a l  a n d  

f ishery  re sou rce s ,  f o r e s t ry  p r o d u c t s ,  

p a p e r  a n d  p u lp .  T h e  o n ly  n o ta b le  

c a se  o f  J a p a n e s e  d i re c t  i n v e s tm e n t  is 

A l a s k a  P u lp .  C u r r e n t l y ,  th e r e  a re  

seve ra l  J a p a n e s e  in v e s tm e n t  p r o j ­

ec ts  in th e  fields o f  c o a l  e x p lo r a t i o n  

a n d  re so r t  d e v e lo p m e n t ,  a n d  th e r e  

a re  g re a t  e x p e c t a t io n s  fo r  th e se  

p ro je c ts .

H o w e v e r ,  c lo se  a t t e n t i o n  m u s t  be 

p a id  to  th e  q u e s t io n  o f  e n v i r o n m e n ­

ta l  r e g u la t i o n  in  th e  im p l e m e n t a t i o n  

o f  th e se  p ro je c t s  s in c e  loca l  

re s iden ts  h ave  a  k e e n  in t e r e s t  in th e  

p ro te c t i o n  o f  t h e  n a t u r a l  e n v i r o n ­

m e n t ,  o n e  o f  th e  g r e a t  p h y s ic a l  

asse ts  o f  th e  s t a t e .  O n  th i s  p o in t ,  

M s .  B rad y ,  th e  c o m m i s s i o n e r  fo r  

n a tu r a l  r e so u rc e s ,  s t a t e d  t h a t  no  

d e v e lo p m e n t  p ro j e c t  c a n  b e  in i t i a t e d  

w i th o u t  th e  c o n s e n t  o f  loca l  

re s iden ts .  In  o r d e r  t o  o b t a i n  su ch  

c o n s en t ,  th e  s t a t e  g o v e r n m e n t  h o ld  

pub l ic  h e a r in g s .  O n ly  a f t e r  the  

u n d e r s ta n d in g  o f  r e s id e n t s  is o b t a i n -
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cd ,  c an  ih e  leg is la tu re  p ro ceed  to  

l a k e  ac t io n .  This  p roce ss  o f  bu i ld ing  

a c o n s e n s u s  n a tu ra l ly  ta k e s  t ime.

D u r in g  th e  visit to  A la s k a  Ihe m i s ­

s ion  c o n d u c t e d  a t o u r  o f  th e  A la s k a  

P u lp  p lan t  in S i tk a ,  a sm a l l  co a s ta l  

c i t s .  T he  p la n t ,  a p io n e e r in g  e x a m ­

ple o f  J a p a n e s e  d irec t in v e s tm en t  in 

th e  U .S . .  h as  been in o p e r a t i o n  s ince 

1959. T he  c o m p a n y  has  as m a n y  as 

360 local p eop le  o n  its p ay ro l l  a n d  

th u s  m a in t a in s  c lose  re l a t io n s  w i th  

th e  local c o m m u n i t y .  H o w ev e r ,  it 

e x p e r ie n c ed  a la b o r  d i s p u te  a n d  

le a rn ed  v a lu ab le  le ssons  in the  p r o ­

cess .  W e a lso  had  m u c h  to  lea rn  

f r om  u s  exp e r ience  re g a rd in g  la b o r  

p ro b le m s ,  re la t io n s  w i th  th e  loca l 

c o m m u n i t y  a n d  o th e r  re lev an t  m a t ­

te r s .  T he  kn o w led g e  w e  o b ta in e d  

d u r in g  the  to u r  will h e lp  g re a t ly ,  we 

be lieve ,  to  p r o m o t e  ac t iv i t ie s  o f  th e  

C o u n c i l  F o r  B et te r  In v e s tm e n t  in 

th e  U .S .

2) H aw a i i

H a w a i i  h a s  d e e p  h is to r ic a l  r e l a ­

t i o n s  w ith  J a p a n ,  a s  s h o w n  by th e  

f a c to r  th a t  a b o u t  o n e - f o u r t h  o f  th e  

s t a t e ' s  p o p u l a t i o n  ( a b o u t  1 m i l l io n )  

a r e  o f  J a p a n e s e  d e s c e n t .  A l s o ,  o n e  

in five to u r i s t s  f r o m  o u t s id e  H a w a i i  

is J a p a n e s e ,  a n d  J a p a n e s e  v is i to rs  

a c c o u n t  f o r  o n e - th i r d  o f  th e  to ta l  

r e v en u e  f r o m  to u r i sm .

T h u s  J a p a n  m a i n t a in s  a  c o n ­

sp ic u o u s  p re sen c e  in H a w a i i ,  a s  

c o m p a r e d  w ith  o t h e r  s ta t e s  o f

A m e r i c a .  R e g a rd in g  J a p a n e s e  i n ­

v e s tm en t  in th e  s t a t e ,  t h e  r e a c t i o n  

w as  g e n e ra l ly  f a v o r a b l e  e x c e p t  in a  

few  case s ,  a n d  m o s t  p e o p l e  w e  m e t  

ex p re s sed  h o p e  t h a t  i n v e s tm e n t

w o u ld  b e  e x p a n d e d .  G o v e r n o r  

W a ih e e ,  s t a t e d  d u r in g  a  m ee t in g  

w i th  us  t h a t  H a w a i i  a lw ay s

w e lc o m es  fo re ign  in v e s tm e n t  a n d  

t h a t  in v e s tm e n t  f r o m  J a p a n  is m a k ­

ing  a  m a te r i a l  c o n t r i b u t i o n  to

e c o n o m ic  d e v e lo p m e n t  in th e  s ta te .  

C o n c e r n i n g  real e s t a t e  in v e s tm e n t  

a im e d  a t  s p e c u la t io n ,  t h e  g o v e r n o r  

s t a t e d  t h a t  it is a  m a t t e r  o f  c o n c e r n ,  

as  in J a p a n ,  a n d  e x p re s s e d  h o p e  t h a t  

in v e s tm e n t  w o u ld  in c re a s e  in  w ays

th a t  w o u ld  p r o m o t e  th e  d e v e lo p ­

m en t  o f  th e  s ta t e  e c o n o m y .

J a p a n e s e  en te rp r i s e s ,  in c lud ing  

th e i r  a f f i l i a t e s ,  a l r eady  o c c u p y  an 

im p o r t a n t  p o s i t i o n  in the  H a w a i ia n  

e c o n o m y ,  a n d  th ey  have  p a id  c lose 

a t t e n t io n  to  re l a t io n s  with  th e  local 

c o m m u n i t y  s ince  they  e x p a n d e d  in to  

th e  s ta te .  W e  w ere  in fo rm e d  th a t  the 

J a p a n  C lu b  w as  m ak in g  g r e a te r  c o n ­

t r ib u t io n s  to  th e  local c o m m u n i t y ,  

in c lud ing  a 5 5 0 0 ,0 00  d o n a t i o n  m ad e  

last year to  th e  A lo h a  U n i te d  W ay ,  

th e  H a w a i i a n  b r a n c h  o f  th e  U n i ted  

W ay ,  a  n o n p r o f i t  o rg a n i z a t io n  

w hose  b u s in e s s  it is to  co l lec t  d o n a ­

tion s  f r o m  a c ro s s  th e  U .S .  T h e  visit 

to  H aw a i i  w as  o f  g rea t s ig n if ic an ce  

to  the  a c t iv i t ie s  o f  the  C o u n c i l  F o r  

B et te r  I n v e s tm e n t  in the  U .S .  s ince 

m a in t a in in g  h a rm o n io u s  re la t io n s  

w ith  loca l c o m m u n i t i e s  is o n e  o f  the  

key  o b je c t iv e s  o f  th e  co u nc i l .

T he  s t a t e  o f  H aw a i i  w e lc o m es

fo re ig n  d i r e c t  in v e s tm en t  in  a  r a n g e

o f  f ie lds f r o m  th e  po in t  o f  v iew  o f  

p r o m o t i n g  th e  d iv e r s i f ic a t io n  o f  th e  

local e c o n o m y .  F o r  e x a m p le ,

H a w a i i  is p ro m o t i n g  p ro je c t s  to  

bu i ld  c o m m u n i c a t i o n s  fac il i t ie s  t a k ­

ing  a d v a n t a g e  o f  its g e o g r a p h ic a l  

p o s i t io n  a s  th e  s t a t e  s i t u a t e d  in th e  

c en te r  o f  th e  P a c i f i c ,  to  c o n s t r u c t  a 

b a se  fo r  s p a c e  facil it ies o n  H aw a i i  

Is l a n d  a n d  to  d ev e lop  o c e an ic

te c h n o lo g ie s  o n  O a fu  a n d  M a u i  

is lands .

In  a d d i t i o n ,  a  w a t e r f r o n t  r e ­

d e v e lo p m e n t  p r o j e c t  is u n d e r  w ay  in 

H o n o lu lu  B ay  a n d  a d j a c e n t  a re a s .  

M e m b e r s  o f  th e  m is s io n  h a d  th e  o p ­

p o r tu n i t y  t o  o b s e rv e  s o m e  o f  th e  

r e d e v e lo p m e n t  w o rk  in p ro g r e s s  o n  

a  b o a t  t o u r  o f  th e  b ay .  T h e  p ro je c t  

is d e s ign ed  to  d e v e lo p  a  b a y  a r e a  o f  

1 ,550 a c re s  s t r e t c h in g  a lo n g  a  6 -m ile  

c o a s t l in e  b y  1989 w i th  t h e  s t a t e  

g o v e r n m e n t  t a k in g  th e  in i t ia t iv e .

It n eeds  to  b e  n o te d ,  h o w e v e r ,  

t h a t  d e v e lo p m e n t  p ro je c ts  in  H aw a i i  

a r e  s u b je c t  to  v a r io u s  re s t r ic t io n s  as 

in A la s k a .  T o  t a k e  the  w a t e r f r o n t  

d e v e lo p m e n t  p r o j e c t  as a n  e x a m p le ,  

e f fo r t s  a r e  b e in g  m a d e  to  o b t a i n  the

u n d e r s ta n d in g  o f  th e  local c o m ­

m u n i ty .  W e le a rn e d  th a t  bccauve o i  

s t r ingen t  re s t r ic t ion s ,  new d e v e lo p ­

m en t  p ro je c ts  a r e  a v o id e d  a n d  a c ­

q u is i t io n s  o f  e x i s 'm g  a re a s  an d  

facil it ies a re  p r e f e r r e d  in many 

cases .

T he  e d u c a t io n  in d u s t r y  is a n o ih e r  

a r e a  th a t  seem s  to  ho ld  ou t  m uch  

p ro m is e .  In th i s  c o n n e c t io n ,  the 

m is s ion  v isi ted  th e  J a p a n  A m er ic a  

In s t i tu te  o f  M a n a g e m e n t  Science 

( J A IM S ) ,  w h ic h  is m a n a g e d  wiih 

th e  s u p p o r t  o f  F u j i t s u  L td .  T he  in ­

s t i tu te  is c o n d u c t in g  a J a p a n e s e  

la n g u a g e  p r o g r a m  fo r  A m er ic an s  

a n d  s c h o la r s h ip  s tu d e n t s  from  

S o u th e a s t  A s ia ,  in a d d i t i o n  to  a 

i c o r i e n t a t i o n  p r o g r a m  for 

e m p lo y e e s  t a k in g  u p  ove rsea s  

a s s ig n m e n t s .  C o n s id e r in g  tha t 

H a w a i i  is a  c ro s s - c u l tu r a l  cen te r  

w h e r e  p eop le  f r o m  th e  E as t  and  

W es t  m ing le ,  it is e xp ec te d  th a t  such 

g lo b a l  e d u c a t io n a l  ac t iv i t ie s  will 

p r o d u c e  h igh ly  s a t i s f a c to r y  resu lts .

3 .  F u tu r e  P ro s p e c t s

T h e  g ro w th  o f  J a p a n e s e  d irec t in ­

v e s tm en t  in  t h e  U .S .  h a s  elicited 

c r i t i c i sm  f r o m  so m e  A m er ic an s  

s in c e  la te  las t  y e a r .  A t  th e  level o f  

in d iv id u a l  s ta t e s ,  h o w ev e r ,  su ch  in ­

v e s tm e n t  is g en e r a l ly  w e lc o m ed .  In 

A l a s k a ,  a s  d e s c r ib ed  a b o v e ,  fo re ign  

in v e s tm e n t ,  p a r t i c u l a r ly  f rom  

J a p a n ,  is b e in g  e n c o u r a g e d  as a n  

e s s e n t ia l  m e a n s  o f  ach iev ing  

e c o n o m ic  d iv e r s i f i c a t i o n .  In 

H a w a i i ,  t o o ,  J a p a n s e  in v e s tm en t  is 

a p p r e c i a t e d  g en e r a l ly  f r o m  th e  sam e  

s t a n d p o i n t ,  a l t h o u g h  th e r e  have  

b e e n  s o m e  u n d e s i r a b l e  cas-is o f  

s p e c u la t iv e  rea l e s ta t e  in v e s tm en t .  

In  t h e  c a se  o f  A l a s k a ,  h o w e v e r ,  in ­

f o r m a t i o n  o n  t h e  s t a t e  as hos t  to 

fo r e i g n  in v e s to r s  is n o t  ye t s u f f i ­

c i e n t ly  a v a i lab le  s ince  it is re la t ive ly  

r e c e n t ly  t h a t  t h e  s t a t e  s h ow ed  a 

p o s i t i v e  a t t i t u d e  t o w a r d  fo re ign  in ­

v e s tm e n t .  T h e  m o v e  to  revise the  

u n i t a r y  tax  is a  m a n i f e s t a t i o n  o f  the 

p o s i t i v e  a t t i t u d e  w h ich  th e  s ta te  

g o v e r n m e n t  t a k e s  t o w a r d  J a p a n e s e
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c o rp o r a t i o n s .  W e  be l ieve  th a t  

A laska  will be c i ted  m o re  o f t e n  as  a 

c a n d id a te  fo r  J a p a n e s e  in v e s tm e n t  

if a tax c h a n g e  leads  to  a  b e t te r  

u n d e r s t a n d in g  o f  the  in v e s tm e n t  

c l im a te  on  the  p a r t  o f  J a p a n e s e  

c o rp o r a t i o n s .

O n e  th ing  n o ta b le  a b o u t  A l a s k a  is 

th a t  the  s ta te  is r ich  in u n d e v e lo p e d  

to u r i sm  re so u rc e s  as well as  in 

n a tu ra l  r e so u rc e s .  W i th  th e  

J a p a n e s e  p eo p le  b e c o m in g  in c r e a s ­

ingly  a w a re  o f  th e  n eed  to  im p ro v e  

th e  qua l i ty  o f  life , the  n a t u r a l  e n ­

v i ro n m en t  in A l a s k a  is a g re a t  a t ­

t r a c t io n .  A  p la n  to  ho ld  v a r io u s  i n ­

te rn a t io n a l  c o n fe r e n c e s  in th e  s t a t e  

is w o r th  c o n s id e r in g ,  s in c e  it is 

lo ca ted  at a n  a lm o s t  e q u a l  d i s t a n c e  

f rom  J a p a n ,  th e  c o n t i n e n t a l  U .S .  

a n d  E u ro p e .  T h r o u g h  s u c h  m o v e s  

th e  J a p a n e s e  will h av e  a  d e e p e r  

u n d e r s t a n d in g  o f  a n d  a g r e a t e r  sen se  

o f  a f f in i ty  t o w a r d  A l a s k a  a n d ,  as a  

r e su l t ,  p o ss ib i l i t ie s  fo r  in v e s tm e n t  in 

a  varie ty  o f  f ie ld s  w i ll  l ikely  

inc rease .

As for  H aw a i i ,  poss ib i l i t ie s  for in ­

vestment in a re a s  o th e r  t h a n  tou r i sm  

have te n d e d  to  be o v e r lo o ked  

because  th e  im age  o f  th e  s ta le  as a 

touris t  re so r t  is t o o  s t r o n g .  O n e  in ­

teresting poss ib i l i ty  is th e  e s tab l i sh ­

m en t o f  a secu r i t ie s  m a rk e t  in 

H aw ai i ,  w h ich  is s i tu a te d  between 

T oky o  a n d  New Y o rk .  G iven  such 

p ro spec ts ,  it is im p o r t a n t ,  we 

believe, f o r  th e  s ta te  to  se lec t c e r ta in  

p r io r i ty  a r e a s  a n d  pub l ic iz e  the ir  

s t rong  p o in t s  to  w o u ld -b e  fo re ign  

investors .

There  is a lso  a g ro w in g  need to  

m a in ta in  h a r m o n io u s  re la t io n s  with 

local c o m m u n i t i e s ,  at a t im e  when 

Japanese  d irec t  in v e s tm e n t  in the 

U .S . is e x p a n d in g  ra p id ly .  H aw a i i  

has an  im p o r t a n t  ro le  to  p la y  in th is .  

If J a p a n e s e  bu s inesses  le a rn  f rom  

the ir  expe r ience  in th is  f r iend ly  s ta te  

an d  a p p ly  th e  le ssons  th ey  have  

lea rned  t o  th e i r  ac t iv i t ie s  in o th e r  

p a r t s  o f  th e  U .S . ,  th e n  su ch  e f fo r t s  

will p r o d u c e  u se fu l  a n d  benef ic ia l  

results .  In  th i s  sen se ,  th e  J A I M S  we

visi ted  is a  g o o d  e x a m p le  o f  g loba l 

e d u c a t i o n a l  in s t i tu t io n s  w here  p e o ­

ple f r o m  v a r io u s  p a r t s  o f  the w orld  

can  le a rn  a b o u t  th e  e co no m ie s  and  

cu l tu r e s  o f  th e  U .S .  a n d  J a p a n .

4. A c k n o w le d g e m e n t s  

In s e n d in g  th e  m iss ion  to A la ska  

an d  H a w a i i  w e  rece ived  g en e ro u s  

c o o p e r a t i o n  a n d  s u p p o r t  f rom  the 

g o v e r n o r s  o f  th e  tw o  s ta te s ,  o th e r  

o f f ic ia ls  o f  th e  s ta te  a n d  m un ic ipa l  

g o v e r n m e n t s ,  p r iv a te  e c ono m ic  

o r g a n i z a t i o n s ,  th e  J a p a n e s e  C o n ­

su la te  G e n e r a l ,  J a p a n e s e  c o r p o r a ­

t io n s  in th e  tw o  s ta te s  and  the ir  

r e p re s e n ta t iv e  o f f ic e s  in J a p a n .  W e 

a lso  o b t a i n e d  th e  c o o p e r a t io n  o f  

r e p re s e n ta t iv e s  f r o m  m e m b e r  c o m ­

pan ie s  w h o  p a r t i c ip a te d  active ly  an d  

e n th u s ia s t i c a l ly  in th e  m iss ion  

t h r o u g h o u t  th e  t igh t ly  schedu led  

t r ip .  I w o u ld  like  to  exp re ss  m y d eep  

g r a t i t u d e  f o r  th e  c o o p e r a t io n  a n d  

s u p p o r t  e x te n d e d  to  us  a n d  look  f o r ­

w a rd  t o  c o n t in u e d  g u id a n c e  a n d  

su p p o r t .

J a p a n  T r a v e l - P h o n e
When you need  English-language 
assistance  or travel information, 

call the  Travel-Phone
Tokyo 
Kyoto

WHAT IS THE TRAVEL-PHONE?
While trailing In Japan, you might Nava some driftoulty m 
communicating with local paopM or neod mom detailed 
Information on tha placet or attract font you watt to M«. Tha 
Japan Travel-Phone ia your Nat ping hand to jn English- 
sporting travat expen, reedy to hatp you eofve a languaga 
proOiam oroltsr any travat In format ton.
SENVtCE HOURS MO art. WO prt. EVENT DAY
TH ACHMHOUT THE YEAN
HOW TO USE THE TRAVEL-PHONE 
Travat-Phone can ba uaad In two ways — aa a lost-free service 
anywhere In Japan oulstda Tokyo or Kyoto, and by regular 
phone charge 0*10 par 3 mlnutet) within Tokyo and Kyoto
OutakJ# Tokyo or Kyoto
Tr*iaf-ft>ona la toft-fraa ouistoa that# two major centers. All 
you htva to do la dial 106 and tall I ha oparalor. m English. 
"Cohact Call, TIC." (pronouncad "Tee-Aye-See"). Please 
spaaK slowly and claarty.
* Yravel-Phoro is availacia through th« yellow or bfua public 

phonaa (not tha rad phonasl aid through pnvaia 
telephones.

* Whan using a pubtto phona. tnsarl a HO com and dial 106 
Tha com will ba ratumad lo you attar your call.

502-1461 
3 7 1 -5 6 4 9

In Tokyo or Kyoto Araaa
Whila you ara m Tokyo or Kyoio areas, aa mdieatad on ine 
maps (uppar right). plaasa dial tha appropnalt numoer You 
will ba connactad diractly to TI C

Tokyo Area -  502-1461 lor Tokyo TIC 
Kyoto Area — 371 5*4* lor Kyoto TIC

Remarks:
’ Whan you uaa a public phona. tha chirga is I to per three minutas.
TOURIST INFORMATION CENTERS (TIC)
Tha Tourist Information Camara shown below otter various 
services ranging from travel information on Japan. Irae 
literature and arrangements for home visiting lo suggestions 
on tour itineraries. They areopan lrom9 a m to5pm on week­
days and Irom 9 am. to 12 noon on Saturdays Closed on 
Sundays and national holidays

Tokyo Ottfcac
Kottm Bldg. 64. 
Yurakucho 1-chome. 
Chiyode-ku. Tokyo 
Tal (031502-1461

Kyoto Otttoac
1st fl. Kyoto Tower Bldg . 
Higasni-Shiokoiicho. 
Shimogyo-ku. Kyoto 
Tat.(075) 371-56X9

Japan National Touriat Organization
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Ksldanrsn Invsstmsnt Mission to U.SJC 
Purposs and Back Ground

Japan s direct investment >n the Unued States has been rapi­
dly expanding since the early 1980s. far outpacing the high 
growth ol its global overseas investment The Unued States has 
always been ranked as me number one host of Japan's direct 
investment According to the figures released annually by the 
M'mstry ol Finance. 1.816 cases ol direct investment, amounting 
10 $14 7 billioni44 1% ol Japan's global investment of the year), 
m ihe Unued Slates were made by Japanese companies in fiscal 
vear 1987 This registered a vigorous 44 7% increase over 4 5 
billion ol the previous fiscal year The cumulative (FY1951-87) 
total ol Japan's direct investment in the U S. now amounts to 
50 2 billion dollars 

Keidanren believes Japanese direct investments into the U S 
will contribute to lhe economic development ol both the U S 
and Japan, and has helped us member companies explore in- 
vesiment opportunities 

In this context. Keidanren sent three investment studv missi­
ons covering 23 stales in order to obtain firsthand mlormation 
on economic ana social environment of the respective state in 
June 1984 For the same purpose Keidanren sent similar missi­
ons to 16 states in 1986. and to 5 states in 1987 These missi­
ons exchanged views with the Governors, members ol the state 
legislature. Mayors, leaders ol the state and municipal govern­
ments, business community, as well as Japanese companies 
who already operate locally and visued maior industrial sues as well 

With the fast increasing direct investment. Japanese com­
panies are bound to face various new problems caused by their 
direct investment in the U S., including such issues as fostering 
better community relations and avoiding, movements towards 
greater investment restriction. In order to cope with these pro­
blems. a new council named “Council for Better Investment in 
the U.S." (CBIUS) was established on April 6. 1988.

Following these activities, another investment expansion mi­
ssion was organized to visit the State of Alaska and the State 
of Hawaii from September 4 to 13.

The Mission will report us findings to the member companies 
of Keidanren and CBIUS and other Japanese corporations for 
reference in their future investment plans.

Though this mission will not engage in immediate business 
talks on investment, we are convinced that the visits by the 
mission, composed of representative corporations of major in­
dustrial sectors in Japan, will lead to a smooth expansion of 
Japan's direct investment, taking into account various social 
and economic concerns in the United States.

K e i d a n r e n  

I n v e s t m e n t  M i s s i o r  

t o  

T h e  U n i t e d  S t a t e s  

o f  

A m e r i c a

Alaska, Hawaii
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H id e o  I S H I H A R A
Managing D ire cto r
Th e  Industrial Bank of Japan. Ltd.

h  &  % *
‘I MOUIHffSttticmia:

3 3. Marunourhi 1-chome, Chiyoda-ku. Tokyo 
100. Japan

M em beri:

Y o s h i m i  M I Z L ' K A M I  Alaska only

Chairm an of the Board 
Hasegawa Komuten Co.. Ltd.

*  JL Tf £
32" 1 . Shiba 2-chome. Minato-ku, Tokyo
103. Japan

J i r o  H A Y A S H I  Alaska onlyi 

D ir e c to r
General Manager. Energy Development D ep t 
Idem itsu Kosan Co., Ltd .

.H 1(5 r» *>>*>*•»>

1*1. Marunouchi 1-chome. Chiyoda-ku. Tokyo 
100.Japan

K atsazo FURUDATE
D ire cto r- Accounting, Finance and 
Infonnatinn & Co-nmunication System s D ep t 
T a iy o  F ish e ry  Co., Ltd .

*  SI -  i t
•ttflf • ASffla

T2  , Otemachi 1-chome, Chiyoda-ku. Tokyo 
100. Japan

Knnio UCHINO
G enera l Manager 
B u siness Development D ep t 
B u ild ing  Construction  Div.
Ka jim a  Corporation

F9 f f  f t  *

2-7, Moto-Akasaka 1-chome, Minato-ku. 
Tokyo 107, Japen

S a t o s h i  O G I H A R A
Manager. Business Planning Dept. 
International Operations 
Fu|itsu Lim ited

oflPc m

6'1. Marunouchi 1-chome. Chiyoda-ku. Tokvo 
100. Japan

T a k e h i k o  S U Z U K I
General Manager ' Planning!
General Planning Dept.
Th e  Tokyo E le c tr ic  Power Co., Inc.

n  *  h i  m
0i ft fcuSigCSCfi

1-3. L'chisaiwaicho 1-chome. Chiyoda-ku. 
Tokyo 100. Japan

H i r o y u k i  H O T T A
V ice  President
Associated Business Adm inistration
and Development
Japan A ir  L ines Co., Ltd .

m  eb i t  i f

7-3. Marunouchi 2-chome, Chiyoda-ku 
Tokyo 100. Japan

Mitsuru MISAWA, Ph. D.
General Manager 
Internationa] Headquarters 
General Manager
International Investment S e rv ice s  D iv. 
Th e  Industrial Bank of Japan, L td .

e  u  m

3-3, Marunoochi 1-chome, Chiyoda-ku. Tokyo 
100. Japan

Yoshihiko SHOYAMA
Manager
P ro je c t  Dep t
System s Engineering D iv.
Hitachi, Ltd .

£  LU m  B

6. Kanda-Surugadai 4-chome, Chiyoda-ku. 
Tokyo 101, Japan



Shozo MIYAKAWA Ai.rt.«i..
General Manager
Energy Group  Administration O ffirp  
N issho Itvai Corporation

HI r.'.j r . —  

fi>r it • ' 'I < - j ’CP'JKWiti'li

I .i. >i>j>.,ika 2 chi-me, Minato-ku. Tokyo 
107. Japan

Heiji I'EDA
General Manager 
International Finance 
Sh im izu  Corporation

I :  HI  ¥  i t  
v.+.U5.2M4 fumiiacfi

161. KwiKashi 2-chome. Chuo-ku. Tokyo
104. Japan

S h i n i c h i r o  F U K U D A
Deputy Cen era l Manager 
B u siness Development D ivision I 
Chiyoda Corporation

@ ea it-ip
1 *SC3 'J8Cft

31*19. Shiba 2-chome. Minato-ku. Tokyo 
105. Japan

i r o h i s a  M I T S U C H I
iJeputy G enera l Manager 
O versea s  Dept.
Sum itom o Corporation

H  ±  ¥§ X
f t* * * * # -* * * ® * *

2-2, Hitotsubashi 1-chome. Chiyoda-ku. Tokyo 
100, Japan

K atsuak i TATOBE
G enera l Manager 
International D e p t
Kow a R ea l E s U te  Investment Co., L td .

s ± a i 5  m  bs

12-24, Nishi-Azabu 4-chom*, Minato-ku, 
Tokyo 106. Japan

Hajime MORI ai.,
President
Nippon Express Tra\el U S A .  Inc.

r t
♦.\ k, i j jifi 5k. (? If li

49 Gear\ St.. San Francisco. 
C A  94132. I  S  A.

Sadami (Chins) WAD A
A l a s k a  o n l v .

Sen ior V ice  President 
Sony Corporation of A m erica

ffl ffl £  %

9 West 57th Street. 43rd FI.. New York. 
N Y 10019. U.S.A.

Yoshimichi OHARA
Executive V ice  President 
Nippon S tee l U.S.A.. Inc.

m  w  % m
*aWQ*3'Jttfi

611 West 6th Street. Suite 2900. 
Lo s  Angeles C A  90017, U.S.A.

Makoto SUNAGAWA <AiuUoniyi
C h ie f  Representative 
Representative O ff ice  in W ashington 
T h e  Export-Im pcrt Bank o f Japan

&  HI *  . r  » * *  w,

v > h

1707 H S t,N .W „ #801.
Washington. D.C., U . S A

Y o s H io  N A K A M U R A  (Coord ina tor) 
S en io r Assistant D ire cto r  
International Econom ic A ffa ir s  D e p t  
Keidanren
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9-4. Otemachi 1-chome. Chiyoda-ku, Tokyo 
100, Japan



5*cr»urxc

Atflushi YAMAKOSHI
S ta f f  Econom ist
International Econom ic A ffa ir*  Dept. 
Keidanren
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Yukito NAGATANI
International T ra ve l Div. 
Tok yo  A ir  S e rv ice  Branch 
Nippon Express Co.. Ltd .
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Intarpratan

Yaejoong KIM 
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Keidanren (Japan Federation of Economy 
Organizations) is a private, non profit economi 
organization representing virtually all branche 
of economic activities in Japan. Keidanrer 
maintaining close contact with both public ani 

private sectors at home and abroad, endeavor 
not only to find practical solutions to economi 
problems but also to contribute to the soun 
development o f the economies of Japan an 

countries around the world.
Through the merger of several economic an 

industrial organizations active since prewar day: 
Keidanren was established in August 1946.

Since then Keidanren has grown into a natior 
wide body with 120 association and 915 cor pi 
rate members as o f August 1988.

Headed by internationally acknowledge 
leaders of the Japanese business cc.nmunit) 
Keidanren plays an active and influential role / 
the achievement of harmonious econom. 
prosperity for all mankind.

KEIDANRE!
Japan Federation of Economic Organizatior

9-4, Ohtemachi 1-chom 
Chiyoda-ku, Tokyo 100, Jape 

Tel. (03) 279-141 
Telex: 222-3188 KDRTOK 

Facs. (03) 246-057
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Sadaml (Chris) W ad a
S pn .o»  ViCO p 't 'S 'O en l 
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February 22, 1989

Testimony in support of 
SB-119
Of Alaska State Senate 
To modify
The Worldwide Unitary Tax 
To Water's Edge Method

By

Sadami (Chris) Wada 
Senior Vice President 
Sony Corporation of America

U.S. Advisor to
The Council for Better
Investment in the U.S.
Of KEIDANREN



My name is S a d a m i  (Chris) Wada, Senior Vice P r e s i d e n t  of 
Sony C o r p o r a t i o n  of A m e rica and I am also U.S. A d v i s o r  to 
the Council for B etter Inv estment in the U.S. of KEIDANREN.

KEIDANREN is a J a p a n e s e  name for Japan Federation of Economic 
Organizations. It is a private, non-profit e c o n o m i c  o r g a n i­
zation r e p r e s e n t i n g  v i r t u a l l y  all branches of e c o nomic  
activities in Japan. It is c e r t a i n l y  a n ation-wid e body 
with 120 a s s o c i a t i o n  m e m bers and 921 corporate m e m b e r s  as 
of Septe mber 1988.

KEIDANREN has sent a series of i n v estment -related m issions to 
various states since 1984, c o v e r i n g  23 states in the first 
year, lb states in 1986, 5 states in 1987 and A l a s k a  and 
Hawaii in S e p t e m b e r  1988.

Last S e p t e m b e r  the 21- member K E I D A N R E N  investment study 
mi ssion to A l a s k a  v i s i t e d  a n u m b e r  of places and h a d  a number 
of important m e e t i n g s  in the state. The meetings included 
the state l e g i s l a t u r e  leaderships, business leaderships, 
the A d m i n i s t r a t i o n  l e adership s a n d  reporters from m e d i a  
w o r l d .

We w e r e  very m u c h  impre ssed by the beauty of A l a s k a  and its 
short d i s t a n c e  from Japan. Its a b u n d a n t  natural resources 
also i m p r essed us. Even though the state lost c o m p e t i t i o n  
for 1994 w i n t e r  O l y m p i c  site, the state is rich in sites for 
skiing and o t h e r  w i n t e r  sports.

However, we w e r e  very m u c h  d i s a p p o i n t e d  to learn that this 
rich and b e a u tiful state has the n o t o r i o u s  w o r l d w i d e  unitary 
tax system. T h e  British, Du tch a n d  other E u r o p e a n  nations 
u n ite d their e f f o r t s  to appeal to the United S t a t e s  with 
their strong o p p o s i t i o n  a g a i n s t  this unfair, u n r e a s o n a b l e  
and i n t e r n a t i o n a l l y - r e j e c t e d  tax system. Prime M i n i s t e r  
M a r g a r e t  T h a t c h e r  r e p e a t e d l y  u r g e d  then p r e s ide nt R o n a l d  
Reagan of the U.S. to stop the p r a c t i c e  of the u n i t a r y  tax 
on a w o r l d w i d e  basis.

We a l s o  found o u t  the u n f o r t u n a t e  n ature of this w o r l d w i d e  
u n ita ry tax system, that results in unfair d o u b l e  taxation 
and in m o s t  o n o r o u s  a d m i n i s t r a t i v e  burden that in most 
cases do no g i v e  any justice in the final tax assessment.
We thought this is very ironic for Alaska, b e ca use this 
o eautiful s t a t e  was the first s t a t e  to open its o f f i c e  in 
Tokyo, J a p a n  in o r d e r  to invite o u r  investments in the state, 
but n o w  it is the last state to e l i m i n a t e  it if it wants 
to see its T o k y o  office succeed in inviting J a p a n e s e  investments 
into the state.

Wa d a  T e s t i m o n y / S B - 1 19 p a g e  ^
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In 1984 the f o l l o w i n g  12 s t a t e s  h a d  the w o r l d w i d e  u n i t a r y  
tax s y s t e m .  T h e y  w e r e  A l a s k a ,  C a l i f o r n i a ,  C o l o r a d o ,  F l o r i d a ,  
Idaho, I n d i a n a ,  M a s s a c h u s e t s , M o n t a n a ,  N e w  H a m p s h i r e ,  N o r t h  
D a k o t a ,  O r e g o n  a n d  Utah. A l l  e x c e p t  A l a s k a  c h a n g e d  t h e i r  tax 
system. T h e  m o s t  i m p o r t a n t  w o r l d w i d e  u n i t a r y  tax state, 
C a l i f o r n i a  w i t h  its l a r g e s t  tax e x p o s u r e  a m o n g  the 12 states, 
p r o v i d e d  the w a t e r ' s  e d g e  c h o i c e  by its s t a t e  l e g i s l a t u r e  
and the g o v e r n o r ' s  s i g n a t u r e  in 1986. T h e  g o v e r n o r  of C a l i­
for n i a  d i d  s u p p o r t  t heir w a t e r ' s  e d g e  a n d  s i g n e d  it i n t o  the 
law f o r  t h e i r  e c o n o m i c  g r o w t h  t h r o u g h  g r e a t e r  i n t e r n a t i o n a l  
i n v e s t m e n t  p a r t i c u a l a r l y  in manu f a <’t u r i n g . A l l  of t h o s e  s t a t e s  
that m o d i f i e d  t h e i r  tax s y s t e m  d i d  so in t h e  sa m e  t h o u g h t  as 
C a l i f o r n i a .

K E I D A N R E N ,  S o n y  a n d  o t h e r s  f r o m  J a p a n ,  for g r e a t e r  i n v e s t m e n t s  
in A l a s k a  a r e  all p l e a s e d  to see S B - 1 1 9  b e f o r e  the s t a t e  
l e g i s l a t u r e ,  a n d  w i s h  v e r y  m u c h  to s u p p o r t  t h e  p a s s a g e  of 
the b i l l .  W e  a r e  v e r y  h a p p y  to k n o w  t h a t  G o v e r n o r  C o w p e r  
t o o k  the i n i t i a t i v e  in t h i s  e f f o r t  w i t h  t h e  w i d e  s u p p o r t  
f r o m  t h e  A l a s k a  s t a t e  l e g i s l a t u r e .  T h e  w o r l d w i d e  u n i t a r y  
tax s y s t e m  p e n a l i z e s  i n v e s t m e n t .  W h e n  o n e  m a k e s  a n  i n v e s t m e n t  
in m a n u f a c t u r i n g ,  it t a k e s  t i m e  in p u r c h a s i n g  land, b u i l d i n g  
p l a n t  s t r u c t u r e s ,  m a c h i n e s ,  t r a i n i n g  w o r k e r s ,  o r g a n i z i n g  p l a n t  
o p e r a t i o n s  to be  e f f i c i e n t ,  d e b u g g i n g  m a c h i n e  o p e r a t i o n s  a n d  
a l s o  in s e c u r i n g  and t r a i n i n g  m a t e r i a l  a n d  p a r t s  s u p p l i e r s .
It t a k e s  e a s i l y  a f e w  y e a r s  b e f o r e  y o u  c a n  h a v e  re a l  p r o f i t  
on w h i c h  y o u  m a y  p a y  i n c o m e  tax. U n t i l  y o u  m a k e  p r o f i t ,  y o u  
h a v e  n o t h i n g  to p a y  tax o u t  of. T h e  n o t o r i o u s  w o r l d w i d e  
u n i t a r y  tax d e m a n d s  s t a t e  t a x  p a y m e n t  o u t  o f  g l o b a l  i n c o m e  
f r o m  o t h e r  c o u n t r i e s ,  t h r o u g h  w h a t  t h e y  c a l l  w o r l d w i d e  
c o m b i n a t i o n  of i n c ome. I n c o m e  m a d e  in o t h e r  c o u n t r i e s  is 
of c o u r s e  t a x e d  in e a c h  c o u n t r y .  W h y  s u c h  i n c o m e  s h o u l d  be 
s u b j e c t e d  to a n o t h e r  tax. W e  o p p o s e  s u c h  d o u b l e  t a x a t i o n .
A f t e r  i n v i t e d  to i n v e s t  a n d  t o  c o n t r i b u t e  t o  t h e  e c o n o m i c  
a c t i v i t i e s  a n d  to the e c o n o m i c  b a s e ,  w h y  o n e  s h o u l d  b e  
p e n a l i z e d  b y  s u c h  d o u b l e  t a x a t i o n .

F u r t h e r ,  t h e  w o r l d w i d e  u n i t a r y  t a x  s y s t e m  r e q u i r e s  c o m b i n i n g  
of p r o p e r t i e s ,  s a l e s  a n d  p a y r o l l  of t h e  w h o l e  w o r l d ,  in o r d e r  
to f i n d  o u t  w h a t  p e r c e n t a g e  of t h e  g l o b a l  i n c o m e  s h o u l d  be  
a t t r i b u t e d  to a c e r t a i n  s t a t e .  P r i c e s  o f  o n e  a c r e  in t h e  U.S. 
a n d  J a p a n  a r e  v e r y  d i f f e r e n t ,  p a r t i c u l a r l y  w h e n  t h e  o n e  a c r e  
in J a p a n  w a s  b o u g h t  t h r e e  h u n d r e d  y e a r s  a g o  w h i l e  the o n e  in 
tne U.S. w a s  b o u g h t  1989. T h o s e  o r i g i n a l  b o o k  v a l u e s  of the 
e a c h  a c r e ,  m a k e  n o  b a s i s  f o r  a p p o r t i o n i n g  g l o b a l  i n c o m e .  It 
c r e a t e s  n o t h i n g  b u t  d i s t o r t i o n .  S a l e s  in l a r g e  a n d  t r a d i t i o n a l l y  
e s t a b l i s h e d  m a r k e t  a n d  in u n s t a b l e  a n d  r i s k y  m a r k e t  w o u l d  of 
c o u r s e  h a v e  d i f f e r e n t  p r o f i t  m a r g i n ,  t h e r e f o r e ,  s u c h  p r o v i d i n g  
n o  r a t i o n a l  b a s i s  to a l l o c a t e  g l o b a l  i n c o m e .  W a g e  l e v e l s  a r e  
c l e a r l y  k n o w n  to be d i f f e r e n t  c o u n t r y  to c o u n t r y ,  o n c e  ag a i n ,  
p r o v i d i n g  no  r e a s o n a b l e  fcasis for a l l o c a t i n g  g l o b a l  income.
In J a p a n ,  n o - l a y  off m e a n s  v e r y  m u c h  b e y o n d  s o m e  w a g e  d i f f e r e n c e s  

and it c a n  h a v e  i m p o r t a n t  v a l u e .  C o u n t r y  to c o u n t r y ,  f r i n g e
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b e n e f i t s  a r e  d i f f e r e n t ,  that i n c l u d e  h o u s i n g  m  some c o u n t r i e s  
w h e r e  it c o u l d  m e a n  v e r y  m u c h  in value. T h e r e f o r e ,  c o n t r i b u t i o n  
to i n c o m e  c r e a t i o n  c a n n o t  be d i r e c t  t r a n s l a t i o n  of w a g e s  or 
s a l a r i e s .  T h e r e  a r e  in s o m e  cases, v e r y  i m p o r t a n t  e l e m e n t s  
that e n a b l e s  c o n t r i b u t i o n  by e m p l o y e e s  to the c o r p o r a t e  income, 
o u t s i d e  w a g e s  a n d  s a l a r i e s .

I am  su r e  t h a t  s t a t e  tax a u t h o r i t i e s  a r e  r e s p o n s b i l e  to tax 
c o r p o r a t i o n s  w i t h o u t  a l l o w i n g  t h e m  to h i d e  income a n d  e v a d e  
d u e  taxes. T h e  F e d e r a l  G o v e r n m e n t  is v e r y  m u c h  r e s p o n s i b l e  for 
m a k i n g  s u r e  that they tax r i ght a n d  not a l l o w  i n t e r n a t i o n a l  
c o r p o r a t i o n s  to e v a d e  taxes. T h e i r  r e s p o n s i b i l i t i e s  m a y  be 
e v e n  f a r  g r e a t e r ,  the s t a k e  b e ing m u c h  l a r g e r  c o m p a r e d  to s t a t e  
level. T h e  F e d e r a l  tax a u t h o r i t i e s  u s e  " a r m ' s  l e n gth" m e t h o d  
to te s t  any s u s p i c i o u s  t r a n s a c t i o n s .  IRS C o d e  482 g i v e s  the 
S e c r e t a r y  of T r e a s u r y  s u c h  an a u t h o r i t y  to c a r r y  o u t  t h e i r  
r e s p o n s i b i l i t y  to tax. W h y  c a n n o t  a s t a t e  use the s a m e  test, 
r a t h e r  th a n  r e l y  u p o n  the i m p o s s i b l e  w o r l d w i d e  u n i t a r y  t a x  
system.

«

E x c h a n g e  r a t e s  a m o n g  n a t i o n s  th a t  h a v e  b e e n  c h a n g i n g  so m u c h  
n o t  o n l y  o v e r  y e a r s  b u t  e v e n  w i t h i n  a y e a r  of t w e l v e  m o n t h s .
W h a t  e x c h a n g e  r a t e  to u s e ?  W h a t  j u s t i f i c a t i o n  is t h e r e  for 
c h o o s i n g  a n y  e x c h a n g e  r a t e ?  W h a t  c o u l d  h a v e  be e n  the e x c h a n g e  
r a t e  of the J a p a n e s e  c u r r e n c y  of t h r e e  h u n d r e d  y e a r s  a g o  to 
the U.S. d o l l a r ?  S h o u l d  w e  c o m b i n e  the result, w h a t e v e r  it 
m a y  be, w i t h  the v a l u e  of a n y  U.S. p r o p e r t y  b o u g h t  th i s  y e a r ?

J a p a n  h a s  m a d e  a b o u t  $50 b i l l i o n  d i r e c t  i n v e s t m e n t  in the 
U n i t e d  S t a t e s  so far. A s  w e  m a k e  t r a d e  s u r p l u s  w i t h  the U.S. 
we  m u s t  g e t  the m o n e y  b a c k  to U.S. U n l e s s  w o  do so, the 
s h o r t a g e  of m o n e y  in U.S. w i l l  d r i v e  the i n t e r e s t  r a t e  h i g h e r  
a n d  e c o n o m i c  a c t i v i t i e s  lower. J a p a n  s h o u i d  i n v e s t  s u c h  U.S. 
m o n e y  in m a n u f a c t u r i n g  i n d u s t r i e s ,  r a t h e r  th a n  n a t i o n a l  bo n d s ,  
c o n s i d e r i n g  p r o d u c t i v e  a n d  j o b - c r e a t i n g  impact. G r e a t e r  
m a n u f a c t u r i n g  h a s  t r e m e n d o u s  r i p p l e  e f f e c t s  in e c o n o m i c  
a c t i v i t i e s .

I a m  s u r e  all the p e o p l e  in the w o r l d  f i n d  A l a s k a  b e a u t i f u l  
a n d  e x c i t i n g  w i t h  h e r  n a t u r a l  b e a u t y .  S h e  is r i c h  in r e s o u r c e s  
a n d  a t t r a c t i v e  f o r  r e c r e a t i o n a l  s p o r t s  of d i f f e r e n t  k i n d s .
T h e  K E I D A N R E N  m i s s i o n  c a m e  a n d  f o u n d  t h i s  s t a t e  v e r y  a t t r a c t i v e  
b u t  w h e n  w e  l e a r n e d  th a t  u n f o r t u n a t e l y  th i s  s t a t e  s t i l l  k e e p s  
w h a t  w e  t h o u g h t  w a s  s o m e t h i n g  of the past, w e  w e r e  s u r p r i s e d  
a n d  d i s a p p o i n t e d ,  b e c a u s e  the w o r l d w i d e  u n i t a r y  tax m e a n s  
a r e d  f l a g  for i n v e s t m e n t .

S B - 1 1 9  e l i m i n a t e s  the w o r l d w i d e  u n i t a r y  tax f r o m  A l a s k a  a n d  
r e m o v e s  f e a r  of u n f a r e  d o u b l e  t a x a t i o n  f r o m  i n v e s t i n g  in 
A l a s k a .  it e n d s  the m o s t  c u m b e r s o m e  a n d  o n o r o u s  tax system.
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O n c e  the n o t o r i o u s  w o r l d w i d e  u n i t a r y  tax is r e m o v e d  from 
A l a s k a  a n d  the i n t e r n a t i o n a l l y  a c c e p t e d  s y s t e m  is a p p l i e d  to 
i n v e s t o r s  f r o m  U.K., Holland, G e r m a n y  or a n y  o t h e r  c o u n t r y  
c e r t a i n l y  i n c l u d i n g  Japan, I a m  s u r e  A l a s k a  is r e a l l y  ready 
for a n y  i n t e r n a t i o n a l  i n v e s t m e n t s .  K E I D A N R E N  w i l l  r e m o v e  the 
red flag f r o m  A l a s k a  on the i n v e s t m e n t  map.

I w o u l d  l i k e  to e x p r e s s  h e r e  my s i n c e r e  a p p r e c i a t i o n  for the 
o p p o r t u n i t y  to c o m m u n i c a t e  o u r  o p p o s i t i o n  a g a i n s t  the w o r l d w i d e  
u n i t a r y  tax a n d  o u r  s u p p o r t  to the S e n a t e  Di l l  S B - 1 1 9 .

1 w o u l d  a l s o  like to e x p r e s s  h e r e  m y  a p p r e c i a t i o n  for the 
J a n u a r y  25, 1989 o p p o r t u n i t y  to t e s t i f y  via t e l e p h o n e  in 
s u p p o r t  of the s a m e  S B - 1 1 9  b e f o r e  the S e n a t e s ' s  C o m m i t t e e  
on I n t e r n a t i o n a l  T r a d e  and T o u r i s m  u n d e r  the c h a i r m a n s h i p  
of S e n a t o r  S z y m a n s k i .

****** en d  ******



ATTACHMENT A

1. S e p a r a t e  a c c o u n t i n g  f o r  a l l  c o r p o r a t e  t a x p a y e r s .  T h i s  
is n o m i n a l l y  what the J a p a n e s e  are a s k i n g  for, a n d  w o u l d  remove 
the p s y c h o l o g i c a l  b a r r i e r  said to d e t e r  foreign investment. It 
c o u l d  lose us up to $2 m i l l i o n  a n n u a l l y  (depending on how 
implemented) in n o n - p e t r o l e u m  c o r p o r a t e  tax revenue, but at 
current oil p r i c e s  w o uld increase p e t r o l e u m  tax r e v e n u e  by at 
least $150 million. U n d e r  s e parate accounting, p r o d u c t i o n  and 
p i p e l i n e  p r o f i t s  earned in A l a s k a  w o u l d  be t a x e d  at the full 9.4 
p e r c e n t  n o m i n a l  rate. See the table b e l o w  for the e f f e c t i v e  
rates u n d e r  c u r r e n t  law.

D r a f t  L i s t  o f  P o s s i b l e  O p t i o n s

Net Income, Tax Paid, and A v e r a g e  E f f e c t i v e  Rates 
P e t r o l e u m  C o r p o r a t e  Income Tax 

--------------m i l l i o n s ------------
A laska  Net Income Tax Pa id Tax Rate

1983 $5,771 $236 4.1%
1984 $6, 6 3 9 $265 4.0%
1985 $5,083 $169 3.3%
1986 • $3,452 $134 3.9%

Net income calculated from data in Sohio annual reports and FI
filings.

2. W a t e r ' s  e d g e  for a l l  c o r p o r a t e  t a x p a y e r s .W o u l d  a l s o  
remove the p s y c h o l o g i c a l  b a r r i e r  s a i d  to d e t e r  f o r e i g n  
investment. L i k e l y  to h a v e  little impact on c u r r e n t  n o n­
p e t r o l e u m  c o r p o r a t e  tax r e v e n u e  (i.e. ± <$1 m i l l i o n  a n n u a l l y ) .
The e f f e c t  on p e t r o l e u m  r e v e n u e  c o u l d  be m u c h  larger, t h o u g h  
d i f f i c u l t  to predict. E X X O N  a n d  S t a n d a r d  w o u l d  p r o b a b l y  p a y  m o r e  
tax, a n d  t h a t  A R C O  w o u l d  p a y  less, r e s u l t i n g  in a n e t  i n c r e a s e  
of $ 1 0 - 4 0  m i l l i o n  in a n n u a l  c o r p o r a t e  p e t r o l e u m  i n c o m e  tax 
r e v e n u e .

3. S t a t u s  q u o  f o r  o i l  c o m p a n i e s ,  s e p a r a t e  a c c o u n t i n g  f o r
e v e r y o n e  e l s e .

4. S t a t u s  q u o  f o r  o i l  c o m p a n i e s ,  w a t e r ' s  e d g e  f o r
e v e r y o n e  e l s e .

5. S t a t u s  q u o  f o r  o i l  c o m p a n i e s ,  s e p a r a t e  R e c o u n t i n g  o r
w a t e r ' s  e d g e  f o r  e v e r y o n e  e l s e ,  w i t h  a  c o m p e n s a t i n g  r a t e  
c h a n g e  t o  m a k e  r e s u l t  " r e v e n u e  n e u t r a l . "  But h a s  a n y o n e  
f i g u r e d  out w h a t  we m e a n  b y  " r e v e n u e  n e u t r a l ? "

6. S e p a r a t e  a c c o u n t i n g  o r  w a t e r ' s  e d g e  f o r  e v e r y o n e ,  w i t h
a c o m p e n s a t i n g  r a t e  c h a n g e  t o  m a k e  r e s u l t  " r e v e n u e  
n e u t r a l . "  T h e o r e t i c a l l y ,  th i s  c o u l d  get the s tate t h e  same



am o u n t  of m oney as it is c u r r e n t l y  getting, w h i l e  c u t t i n g  the 
n o m i n a l  tax rate roughly in half. The oil c o m p a n i e s  w o u l d  pay a 
tiny bit m o r e  than at pre s e n t .  E v e r y o n e  else (at least e v e r y o n e  
c u r r e n t l y  paying 9.4 percent) w o u l d  have t h e i r  c o r p o r a t e  tax 
r e d u c e d  b y  half. This w o u l d  u n e q u i v o c a l l y  h a v e  a p o s i t i v e  
e c o n o m i c  d i v e r s i f i c a t i o n  effect, a s t a t e m e n t  that can't be made 
about any of the options d e s c r i b e  above. The problem, of  course, 
is that the rate a d j u s t m e n t  r e q u i r e d  for r e v e n u e  n e u t r a l i t y  this 
year (assuming we c o uld fig u r e  that out in advance) w o u l d  air^st 
c e r t a i n l y  not be revenue n e u t r a l  in the f o l l o w i n g  year.

7. A b o l i s h  the n o n - p e t r o l e u m  tax, g o  t o  s e p a r a t e
a c c o u n t i n g  for o i l  c o m p a n i e s  a n d  a d j u s t  t h e  r a t e  t o
a c h i e v e  " r e v e n u e  n e u t r a l i t y . "  We c o u l d  p r o b a b l y  r e d u c e  our 
n o m i n a l  9.4 p e r cent rate (now p a i d  o n l y  b ^ o i l  companies) to 5.5 
p e r c e n t  a n d  expect the r e s u l t  to a p p r o x i m a t e  t h e  r e v e n u e  fr o m  
our c u r r e n t  c o r p o r a t e  tax structure. Like o p t i o n  6, this w o u l d  
p r o d u c e  an u n e q u i v o c a l  e c o n o m i c  d i v e r s i f i c a t i o n  impact.

8. A b o l i s h  t h o  n o n - p e t r o l e u m  tax, g o  t o  s e p a r a t e
a c c o u n t i n g  f o r  o i l  c o m p a n i e s .  L i k e  o p t i o n  1, above, t h i s
w o u l d  r a i s e  oil c o m p a n y  t a x e s  a n d  s t a t e  r evenue. U n l i k e  o p t i o n  
1, this w o u l d  be (pertain to  have a p o s i t i v e  i m p a c t  on e c o n o m i c  
d i v e r s i f i c a t i o n .

9. G i v e  c o r p o r a t i o n s  a n  o p t i o n ,  a  l a  C a l i f o r n i a .  A n y  t i m e  
we g i v e  t h e  oil c o m p a n i e s  (or any o t h e r  p r o f i t  m a x i m i z e r s )  an 
option, t h e y  will u s e  it to  l o w e r  t h e i r  costs. W h e r e  the a m o u n t s  
at s t ake a r e  large, as t h ^ y  are w i t h  in the c a s e  of A l a s k a  oil, 
t h e r e  is t h e  risk of  l o s i n g  b i g  bucks.

10. G i v e  n o n - p e t r o l e u m  c o r p o r a t i o n s  a n  o p t i o n ,  a l a  • 
C a l i f o r n i a ,  b u t  r e t a i n  ( a n d  r e q u i r e )  w o r l d w i d e  u n i t a r y
f o r  o i l  c o m p a n i e s .  B u t  s o m e  a u t h o r i t i e s  h a v e  s u g g e s t e d  t h a t  
o n c e  you e s t a b l i s h  an  option, it m u s t  be  m a d e  a v a i l a b l e  t o  all.

11. D o  n o t h i n g .  "Sorry, g o v e r n o r .  It s e e m e d  l i k e  a g o o d  id e a  at 
t h e  time, b u t  f u r t h e r  s t u d y  s u g g e s t s  t h a t  it d o e s n ' t  m a k e  sense. 
T h e  r e a s o n  it d o e s n ' t  m a k e  s ense i s . ..."

12. S t u d y  t h a  q u a s t i o n  u n t i l  it g o e s  a w a y .  A  v a r i a t i o n  on 
t he "do n o t h i n g "  option, above. An e a s y  o p t i o n  to  j u s t i f y  
b e c a u s e  no  m a t t e r  h o w  m u c h  a n a l y s i s  we d e v o t e  to  a n y  p r o p o s e d  
change, we wi l l  s t i l l  face c o n s i d e r a b l e  u n c e r t a i n t y  on the 
r e v e n u e  e f f e c t s  of the change. A n d  w h i l e  it m a y  not a l w a y s  be 
true, it can al w a y s  be  a s s e r t e d  th a t  a d d i t i o n a l  a n a l y s i s  w i l l  
r e d u c e  the r e s i d u a l  u n c e r t a i n t y .
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A T T A C H M E N T  B

T h e  c o r p o r a t e  t a x  is p l a y s  a b i g g e r  r o l e  in A l a s k a  t h a n  in 
m o s t  s t a t e s ,  t h o u g h  a s m a l l e r  r o l e  t h a n  it d i d  b e f o r e  the 1981 
t a x  a m e n d m e n t s  (see A t t a c h m e n t  D ) .  A l a s k a  w o u l d  r a n k  a l i t t l e  
l o w e r  if t h e  c o m p a r i s o n  w e r e  m a d e  a g a i n s t  "all g e n e r a l  
r e v e n u e s , "  w h i c h  w o u l d  t h e n  i n c l u d e  o u r  r o y a l t y  i n c o m e  in the 
d e n o m i n a t o r .  T h i s  is U.S. C e n s u s  data.
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A T T A C H M E N T

A s  t h i s  r a n k i n g  shows, A l a s k a  h a s  a f a i r l y  h i g h  c o r p o r a t e  tax 
rate. L a r g e  m i n i n g  c o m p a n i e s  a n d  o t h e r s  w h i c h  h i s t o r i c a l l y  p a y  
v i r t u a l l y  n o  i n c o m e  t a x  m a y  n o t  care. F o r  s m a l l  t o  m e d i u m  
c o r p o r a t i o n s  ( a n n u a l  s a l e s  l e & 3  t h a n  $ 5 0  m i l l i o n )  s t u d i e s  
s u g g e s t  t h a t  t h e  r a t e  m a y  b e  a s i g n i f i c a n t  f a c t o r  in b o t h  
l o c a t i o n  d e c i s i o n s  a n d  b u s i n e s s  s u c c e s s .  T h e  d e s i r e  to r e d u c e  
t h e  n o m i n a l  r a t e  h a s  b e e n  a n  e l e m e n t  in t a x  "reform, " b o t h  
f e d e r a l l y  a n d  in s t a t e s  l i k e  M i n n e s o t a  a n d  N e w  York. F o r  many, 
q u i c k  a n d  q u a n t i t a t i v e  m e a s u r e  of  i n c o m e  t a x  " r e f o r m "  is the 
i n c r e a s e  in c o l l e c t i o n s  p e r  p e r c e n t a g e  p o i n t  of rate:



ATTACHMENT D

CO R PO R ATE  T A X  AND T O T A L  U N R E S TR IC TE D  R EVEN U E , F Y  1959-88
($ Millions)

U N R E S T R I C T E D

G E N E R A L  C O R P O R A T E  INCOME
F U N D   TAX R E V E N U E

FY REVENUE P e t r o l e u m N o n -p e t rc

• 59 2 5 .4 1.4
60 4 8 .0 1 .7
61 4 0 .5 1.4
62 68.  9 1 .8
63 7 1 . 6 2 .2
64 6 7 .0 1 .8
65 83 .0 1 .9
66 8 6 . 5 4 .1
67 86.  6 3 .5
68 112 .7 0 . 1 3 .8
69 112 .4 0 . 1 4 .2
70 1 0 6 7 .3 0 . 4 4 .9
71 2 2 0 .4 0 . 9 5 .2
72 2 1 9 . 2 1 .2 5 .3
73 2 0 8 . 2 0 . 9 5 . 9
74 254 .9 1 .2 7 .0
75 3 3 3 .4 2 . 5 1 4 .8
76 7 0 9 . 8 4 . 9 2 6 .2
77 8 7 4 . 3 5 . 0 3 0 .8
78 764 .9 8 .4 2 5 .1
79 1 1 3 3 .0 2 3 2 . 6 2 4 . 8
80 2 5 0 1 . 2 5 4 7 .5 1 7 .9
81 3 7 1 8 . 2 8 6 0 .1 3 4 . 8
82 4 1 0 8 .4 6 6 8 .9 34 .8
83 3 6 3 1 . 0 2 3 6 .0 3 0 .1
84 3 3 9 0 . 1 2 6 5 .1 3 9 .5
85 3 2 6 0 . 0 1 6 8 .6 3 6 . 0
86 2 6 7 9 .4 1 3 5 .0 1 5 .0
87 1 7 4 1 . 3 9 5 .0 1 4 .0

88* 1 7 1 6 .1 110 15

* F o r e c a s t .



A T T A C H M E N T  E

PERCENT

C O R P O R A T E  I N C O M E  TA X  RE V EN U ES 
AS A S H A R E  O F  T O T A L  U.G.F. R E V E N U E

1960 1965 1 970  1 97 5  1 9 8 0  1985

FISCAL YEAR
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A n c h o r c i ' j o .  A ln s lt f i  9 9 S I 9 6 6 G 0  

(907) 276-2636

A p r i l  24, 1989

S e n a t e  F i n a n c e  C o m m i t t e e  
P o u c h  V
J u n e a u ,  Alt 9981 1

A t t e n t i o n :  S e n a t o r  R i c k  U e h l i n g ,  C o - C h a i r m a n
S e n a t o r  J o h n e  B i n k l e y ,  C o - C h a i r m a n

G e n t l e m e n :

P R O P O S E D  S E N A T E  B I L L  119 
A n  A c t  R e l a t i n g  to C o r p o r a t e  I n o o m e  T a x e s

F l u o r  D a n i e l  A l a s k a ,  Ino. is A l a s k a ' s  l a r g e s t  e n g i n e e r i n g  
a n d  c o n s t r u c t i o n  c o m p a n y .  It is a w h o l l y  o w n e d  
s u b s i d i a r y  ’of the w o r l d  w i d e  F l u o r  C o r p o r a t i o n  w h i c h  has 
a l o n g  h i s t o r y  of w o r k  in A l a s k a .

S e n a t e  bi l l  119 p r o p o s e s  to c h a n g e  the b a s i s  of income 
t a x e s  for f o r e i g n  c o m p a n i e s  f r o m  w o r l d w i d e  u n i t a r y  
t a x a t i o n  to w a t e r ' s  c a g e  t a x a t i o n .  T h i s  a c t i o n  w o u l d  
d i s c r i m i n a t e  a g a i n s t  d o m e s t i c  c o r p o r a t i o n s  in o o m p e t i n g  
b o t h  in A l a s k a  a n d  o v e r s e a s .

In y o u r  d e l i b e r a t i o n  of tax l e g i s l a t i o n ,  wo s t r o n g l y  u r g e  
y o u  to m a i n t a i n  a l e v e l  h a n d  in r e g a r d s  to t r e a t i n g  
f o r e i g n  a n d  d o m e s t i c  c o m p a n i e s  e q u a l l y .  If w a t e r ' s  ed g e  
t a x a t i o n  is to be u s e d  for f o r e i g n  c o m p a n i e s ,  it should, 
a t  a m i n i m u m ,  b e  a v a i l a b l e  f o r  d o m e s t i c  c o m p a n i e s  as a 
d i s c r e t i o n a r y  o p t i o n  to w o r l d w i d e  u n i t a r y  t a x a t i o n  in a 
m a n n e r  such as t h a t  u s e d  by the S t a t e  o f  C a l i f o r n i a .

F l u o r  D a n i e l  A l a s k a  Is p r o u d  to be A l a s k a n  but s h o u l d  n o t  
b e  f o r c e d / f a  p a y  a p r e m i u m  o v e r  our f o r e i g n  c o m p e t i t o r s .

y o u r s

P. W u e r c h  
kresifdent a n d  R e g i o n a l  M a n a g e r

G P W : J n r

9 1 1 4 A .  J 1 5

C j t



S e n a t e  Bi l l  119, a s  o r i g i n a l l y  i n t r o d u c e d ,  p r o v i d e d  f o r  

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

p a r e n t s .  T h a t  b i l l  c o n t a i n e d  n o  d e f i n i t i o n  o f  a w a t e r ' s  e d g e  

r e p o r t i n g  m e t h o d ,  h o w e v e r ,  a n d  l e f t  it l a r g e l y  to t h e  d i s c r e t i o n  

o f  t h e  D e p a r t m e n t  of  R e v e n u e  t o  p r e s c r i b e  t h e  m e t h o d  t h a t  

t a x p a y e r s  w o u l d  b e  r e q u i r e d  t o  use. T h e  p r o p o s e d  CS d o e s  t w o  

t h i n g s .  F i r s t ,  it e x p a n d s  t h e  c o v e r a g e  o f  t h e  b i l l  t o  i n c l u d e  

d o m e s t i c  m u l t i n a t i o n a l  c o r p o r a t i o n s ;  s e c o n d ,  it s e t s  o u t  in s o m e  

d e t a i l  t h e  p r o v i s i o n s  t h a t  w i l l  g o v e r n  t a x  r e t u r n s  u n d e r  a 

w a t e r ' s  e d g e  c o m b i n e d  r e p o r t i n g  m e t h o d .

T h e  p r o p o s e d  CS c o n t a i n s  o n l y  o n e  s u b s t a n t i v e  p r o v i s i o n ,  

c o n t a i n e d  in sec. >2 o f  t h e  b ill. */ S e c t i o n  2 a d d s  a n e w  

s e c t i o n  t o  AS 4 3 . 2 0  —  A S  4 3 . 2 0 . 0 7 3 .  T h p t  p r o v i s i o n  i s  d i v i d e d  

i n t o  s e v e n  s u b s e c t i o n s .  S u b s e c t i o n  (a) s e t s  o u t  t h e  k i n d s  o f

a f f i l i a t e d  c o r p o r a t i o n s  t h a t  a r e  t o  b e  i n c l u d e d  '.n t h e  t a x p a y e r ' s\
w a t e r ' s  e d g e  c o m b i n e d  t a x  r e t u r n .  T h e s e  c o n s i s t  o n l y  o f  (1) 

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

S t a t e s  ( r e g a r d l e s s  o f  w h e t h e r

SYN OPS IS  OF CSSB 119 ( F i n a n c e )

*/ S e c t i o n  1 o f  t h e  p r o p o s e d  CS s e t s  o u t  t h e  p u r p o s e  o f  t h e  
A c t  —  t o  p r o m o t e  i n v e s t m e n t  a n d  t r a d e  o p p o r t u n i t i e s  i n  t h e  
s t a t e .  S e c t i o n s  3 a n d  4 a r e  e f f e c t i v e  d a t e  s e c t i o n s ,  p r o v i d i n g  
t h a t  t h e  w a t e r ' s  e d g e  m e t h o d  w i l l  a p p l y  t o  t a x  y e a r s  b e g i n n i n g  
a f t e r  D e c e m b e r  31, 1989.



t h e y  a r e  i n c o r p o r a t e d  in t h e  U n i t e d  S t a t e s  o r  e l s e w h e r e ) , **/

(2) d o m e s t i c  a n d  f o r e i g n  s a l e s  c o r p o r a t i o n s  (which a r e  

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

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

R e v e n u e  C o d e ) , a n d  (3) s o - c a l l e d  " t a x  h a v e n "  c o r p o r a t i o n s  (which 

h a v e  b e e n  f o r m e d  f o r  t h e  p u r p o s e  of  a v o i d i n g  t a x e s  in t h e  U n i t e d  

S t a t e s ) .

S u b s e c t i o n  (b) p r o v i d e s  t h a t  c e r t a i n  i n c o m e  r e c e i v e d  f r o m  

f o r e i g n  c o r p o r a t i o n s  w i l l  b e  e x c l u d e d  f r o m  t h e  t a x p a y e r ' s  t o t a l  

t a x a b l e  i n c o m e  —  s p e c i f i c a l l y ,  80 p e r c e n t  of  d i v i d e n d s  a n d  

r o y a l t i e s  as w e l l  as a l l  a m o u n t s  t h a t  a r e  t r e a t e d  as d i v i d e n d s  

u n d e r  Sec. 78 o f  t h e  I n t e r n a l  R e v e n u e  C ode. ***/ F o r e i g n  

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

e a r n e d  o u t s i d e  t h e  U n i t e d  S t a t e s  t h a t  h a p p e n s  to  b e  r e t u r n e d  to

**/ S p e c i f i c a l l y ,  a c o r p o r a t i o n  is c o n s i d e r e d  t o  b e  p a r t  of 
t h e  t a x p a y e r ' s  w a t e r ' s  e d g e  " f a m i l y "  (and its i n c o m e  t a x a b l e  in 
A l a s k a )  i f  20 p e r c e n t  o r  m o r e  o f  its a v e r a g e  p r o p e r t y ,  p a y r o l l  
a n d  s a l e s  f a c t o r s  a r e  w i t h i n  t h e  U n i t e d  S t a t e s .  A n  a f f i l i a t e d  
c o r p o r a t i o n  w i t n  l e s s  t h a n  20 p e r c e n t  of  its p r o p e r t y ,  p a y r o l l  
a n d  s a l e s  f a c t o r s  w i t h i n  t h e  U n i t e d  S t a t e s  w i l l  a l s o  b e  
c o n s i d e r e d  p a r t  o f  t h e  w a t e r ' s  e d g e  g r o u p  if t h a t  c o r p o r a t i o n  
d o e s  n o t  m e e t  t h e  r e q u i r e m e n t s  o f  sec. 861(c) o f  t h e  I n t e r n a l  
R e v e n u e  C o d e ;  t h a t  is, if 20 p e r c e n t  or  m o r e  o f  t h e  c o r p o r a t i o n ' s  
g r o s s  r e c e i p t s  a r e  f r o m  s o u r c e s  w i t h i n  t h e  U n i t e d  S t a t e s .

* * * /  U n d e r  t h e  I n t e r n a l  R e v e n u e  Code, a c o r p o r a t i o n  is 
p e r m i t t e d  t o  c a k e  a t a x  c r e d i t  f o r  i n c o m e  t a x e s  p a i d  b y  c e r t a i n  
a f f i l i a t e d  f o r e i g n  c o r p o r a t i o n s .  S e c t i o n  78 p r o v i d e s  t h a t  if a 
c o r p o r a t i o n  d o e s  t a k e  a f o r e i g n  t a x  c r e d i t ,  a n  a m o u n t  e q u a l  to  
t h e  t a x  c r e d i t  w i l l  b e  " d e e m e d "  t o  h a v e  b e e n  r e c e i v e d  a s  t a x a b l e  
i n c o m e  b y  t h e  t a x p a y e r  c o r p o r a t i o n  a s  a d i v i d e n d  f r o m  t h e  f o r e i g n  
c o r p o r a t i o n .  A l a s k a  d o e s  n o t  a l l o w  c o r p o r a t i o n s  t o  t a k e  a 
f o r e i g n  t a x  c r e d i t .  T h u s  in A l a s k a  t h e r e  is n o  j u s t i f i c a t i o n  for 
i n c l u d i n g  a n y  a m o u n t  of t h e s e  " d e e m e d "  d i v i d e n d s  in  t h e  
c o r p o r a t i o n ' s  t a x a b l e  inco m e .



t h e  d o m e s t i c  p a r e n t  in t h e  f o r m  o f  d i v i d e n d s  o r  r o y a l t i e s .  S i n c e  

t h e  p u r p o s e  o f  a w a t e r ' s  e d g e  m e t h o d  is t o  t a x  a c o r p o r a t i o n  

b a s e d  o n l y  o n  i n c o m e  d e r i v e d  f r o m  its U n i t e d  S t a t e s  o p e r a t i o n s ,  

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

e x c l u d e d .  A t  t h e  s a m e  time, a c e r t a i n  a m o u n t  o f  t h e  t o t a l  

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

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

s u b s i d i a r i e s .  T h e  e x p e n s e s  a t t r i b u t a b l e  t o  f o r e i g n  o p e r a t i o n s  

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

U n i t e d  S t a t e s .  F o r  t h a t  r e a s o n ,  t h e  p r o p o s e d  C S  p r o v i d e s  t h a t  20 

p e r c e n t  o f  d i v i d e n d  a n d  r o y a l t y  i n c o m e  r e c e i v e d  f r o m  a f o r e i g n  

c o r p o r a t i o n  w i l l  r e m a i n  t a x a b l e .  T h e  a c t u a l  e x p e n s e s  o f  a 

p a r t i c u l a r  c o r p o r a’t i o n  in a g i v e n  y e a r  may, o f  c o u r s e ,  b e  g r e a t e r  

o r  l e s s  t h a n  20 p e r c e n t  o f  i t s  f o r e i g n  d i v i d e n d  a n d  r o y a l t y  

i n c o m e .  H o w e v e r ,  it w o u l d  b e  e x t r e m e l y  d i f f i c u l t  f o r  t h e  

D e p a r t m e n t  o f  R e v e n u e  t o  d e t e r m i n e  p r e c i s e l y  w h i c h  e x p e n s e s  o f  a 

c o r p o r a t i o n  a r e  a c t u a l l y  a t t r i b u t a b l e  t o  f o r e i g n  o p e r a t i o n s .  The 

s i m p l e s t  w a y  t o  d e a l  w i t h  t h e  c o n c e r n  t h a t  e x p e n s e s  r e l a t e d  t o  

f o r e i g n  o p e r a t i o n s  w i l l  b e  d e d u c t i b l e  f r o m  d o m e s t i c  i n c o m e  is 

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

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

i n c o m e .

S u b s e c t i o n  (c) is b o r r o w e d  f r o m  M i n n e s o t a ' s  w a t e r ' s  e d g e  

s t a t u t e s ,  a n d  a d d r e s s e s  a c o n c e r n  t h a t  t h e  M i n n e s o t a  t a x  

a d m i n i s t r a t o r s  h a d  t h a t  a t a x p a y e r  m i g h t  a t t e m p t  t o  c l a i m  t h e  80 

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



f o r e i g n  c o r p o r a t i o n  t h a t  is n o t  p a r t  of t h e  t a x p a y e r ' s  u n i t a r y  

b u s i n e s s  —  in o t h e r  wo r d s ,  p u r e l y  p a s s i v e  i n v e s t m e n t  i n c ome.

T h i s  p r o v i s i o n  e n s u r e s  t h a t  c o r p o r a t i o n s  w i l l  n o t  be a b l e  t o  

e x c l u d e  a n y  p o r t i o n  of p a s s i v e  i n v e s t m e n t  i n c o m e  r e c e i v e d  f r o m  

f o r e i g n  c o r p o r a t i o n s .

S u b s e c t i o n  (d) s i m p l y  r e c o g n i z e s  t h a t  t h e  20 p e r c e n t  o f  

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

i n c o m e  a r e  i n c l u d e d  f o r  the p u r p o s e  o f  o f f s e t t i n g  the e x p e n s e s  of 

t h e  p a r e n t  c o r p o r a t i o n  a t t r i b u t a b l e  t o  i t s  f o r e i g n  o p e r a t i o n s .

S u b s e c t i o n  (e) p r o v i d e s  t h a t  if t a x p a y e r s  d o  n o t  p r o v i d e  t h e  

D e p a r t m e n t  o f  R e v e n u e  w i t h  t h e  i n f o r m a t i o n  it n e e d s  t o  p r o p e r l y  

a u d i t  a w a t e r ' s  e d g e  r e t u r n ,  t h e n  t h e  d e p a r t m e n t  m a y  r e q u i r e  t h e  

t a x p a y e r  t o  f i l e  a' w o r l d w i d e  c o m b i n e d  r e t u r n  i n s t e a d .

S u b s e c t i o n  (f) m a k e s  i t  c l e a r  t h a t  t h e  w a t e r ' s  e d g e  

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

4 3 . 2 0 . 0 7 2 ,  w h o  a r e  e n g a g e d  i n  t h e  p r o d u c t i o n  o r  t r a n s p o r t a t i o n  o f  

o i l  o r  gas.

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

c o r p o r a t i o n , "  " a f f i l i a t e d  g r o u p , "  " f o r e i g n  c o r p o r a t i o n , "  a n d  

" w a t e r ' s  e d g e  c o m b i n e d  r e p o r t i n g  m e t h o d . "
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P r e p a r e d  b y :
S t e v e n  E .  K e t t e l
A l a s k a  D e p a r tm e n t  o f  R e v e n u e

F i s c a l  No t e  A n a l y s i s
T h i s  l e g i s l a t i o n  a f f e c t s  a l l  N o n - P e t r o l e u m  Mu1 t l n a t l o n a l  A l a s k a n  

C o r p o r a t e  T a x p a y e r s ,  b o t h  t h o s e  w i t h  U . S .  D o m e s t i c  p a r e n t  C o r p o r a t i o n s  
an d  t h o s e  w i t h  F o r e i g n  P a r e n t  C o r p o r a t i o n s .

The  p r o p o s e d  l e g i s l a t i o n  w o u l d  p r o v i d e  an  e l e c t i o n  f o r  A l a s k a  
c o r p o r a t e  i n c om e  t a x p a y e r s  w i t h  a c t i v i t i e s  I n  and  o u t s i d e  t h e  U n i t e d  
S t a t e s  t o  f i l e  o n  a w a t e r ' s  e d g e  c o m b i n e d  b a s i s  b e g i n n i n g  I n  c a l e n d a r  
y e a r  1 9 9 1 .  The l e g i s l a t i o n  w o u l d  a f f e c t  m u l t i n a t i o n a l  c o r p o r a t i o n s  w h i c h  
a r e  r e q u i r e d  t o  f i l e  o n  a w o r l d w i d e  u n i t a r y  b a s i s  u n d e r  c u r r e n t  l a w .  The 
l e g i s l a t i o n  w o u l d  n o t  a f f e c t  t a x p a y e r s  who c u r r e n t l y  f i l e  u n d e r  AS 
4 3 . 2 0 . 0 7 2  ( O i l  and  Gas P r o d u c e r s  a n d  P i p e l i n e s ) .  N o r  w o u l d  I t  a f f e c t  
A l a s k a  c o r p o r a t e  t a x p a y e r s  w i t h  o p e r a t i o n s  o n l y  w i t h  A l a s k a  o r  o n l y  
w i t h i n  t h e  U n i t e d  S t a t e s .

The  D e p a r t m e n t  e s t i m a t e s  t h e  a n n u a l  r e v e n u e  l o s s  d u e  t o  t h i s  
p r o p o s e d  l e g i s l a t i o n  f r o m  t a x p a y e r s  c u r r e n t l y  f i l i n g  I n  A l a s k a  t o  be  I n  
t h e  r a n g e  o f  $ 1 - 3  m i l l i o n .

P e r s o n a l  S e r v i c e s  FY 91
S t a f f i n g  I n c l u d e s :

2  A p p e a l s  O f f i c e r s  -  J u n e a u  $ 1 1 5 . 0
2  R e v e n u e  A u d i t o r  I V  -  S e a t t l e  1 0 5 . 0
2  R e v e n u e  A u d i t o r  I V  -  A n c h o r a g e  1 1 5 . 0

T o t a l  P e r s o n a l  S e r v i c e s  C o s t s  $ 3 3 5 . 0

T r a v e l
1 2  A u d i t s  c o n d u c t e d  by  4  a u d i t o r s  @ 1 . 2  $  1 4 . 4
6 A p p e a l s  c o n d u c t e d  I n  A n c h o r a g e  @ 1 . 0  6 . 0

I R S  T r a i n i n g  -  fi 0  $ 1 . 5  9 . 0
Managemen t  R e v i e w  -  4  @ $ . 5  2 . 0

T o t a l  R e v i e w  3 1 . 4

C o n t r a c t u a l
F o rm s  D e v e l o p m e n t  and  p u b l i c a t i o n  $ 1 3 . 0
T e l e c o m m u n i c a t i o n s ,  C e n t r e x  4 . 0
New l e a s e d  s p a c e  -  S e a t t l e *  4 8 . 0

T o t a l  C o n t r a c t u a l  6 5 . 0
* The S e a t t l e  o f f i c e  w i l l  n e e d  t o  be  

r e l o c a t e d  du e  t o  a  l a c k  o f  a v a i l a b l e  
s p a c e  f o r  new s t a f f .

S u p p l 1 e s
O f f i c e  S u p p l i e s ,  A u d i t  M a n u a l s  & R e f e r e n c e s  1 0 . 0

T o t a l  S u p p l i e s  1 0 . 0

E q u i p m e n t
O f f i c e  F u r n i t u r e  2 1 . 0
6 Wang PC C o m p u t e r s ,  C a b l e  H o o kup  1 5 . 0
2 L a p t o p  C o m p u t e r s  7 . 0

T o t a l  E q u i p m e n t  4 3 . 0

T o t a l  C o s t s $ 4 8 4 . 4



A l a s k a  S t a t e  L e g i s l a t u r e

P.O . B ox  Y 
J u n e a u . AK 9 9 8 1 1 - 3 tOO 

P h on e: (9 0 7 )  tH ;5 .3 9 9 l  
F ax: (9 0 7 )  I 6 3 -3 3 3 1

M a r c h  1 ,  1 9 9 0

M E M O R A N D U M

TO : S e n a t o r  R i c k  U e h l i n g

ATTN: C a r o l  H o r o s

FROM: G o r d o n  S .  H a r r i s o n ,  D i r e c t o r

R E :  A d m i n i s t r a t i v e  B u r d e n  o f  I m p l e m e n t i n g  U n i t a r y  T a x  C h a n g e  f r o m  W o r l d
w i d e  t o  W a t e r ' s  E d g e  M e t h o d  i n  C o l o r a d o  a n d  O r e g o n

A t  y o u r  r e q u e s t ,  I  q u e r i e d  r e v e n u e  o f f i c i a l s  i n  t h e  s t a t e s  o f  C o l o r a d o  a n d  
O r e g o n  a b o u t  t h e  a d m i n i s t r a t i v e  i m p a c t  o f  i m p l e m e n t i n g  a  c h a n g e  i n  t h e  u n i t a r y  
i n c o m e  t a x  l a w  f r o m  t h e  s o - c a l l e d  w o r l d w i d e  t o  w a t e r ' s  e d g e  m e t h o d .  O r e g o n  
made  s u c h  a c h a n g e  i n  1 9 8 4  ( e f f e c t i v e  1 9 8 6 ) ,  a n d  C o l o r a d o  i n  1 9 8 6 .  My 
c o n v e r s a t i o n s  w e r e " b r i e f  a r id  d i d  n o t  d e a l  a t  l e n g t h  w i t h  t h e  t e c h n i c a l  d e t a i l s  
o f  t h e  l a w s  o f  t h e s e  s t a t e s .  N o r  d i d  I  d i s c u s s  t h e  r e v e n u e  i m p a c t  o f  t h e  l a w  
c h a n g e s .

C o l o r a d o

I  s p o k e  w i t h  T e d  M i d d l e ,  c h i e f  a u d i t o r  o f  t h e  C o l o r a d o  D e p a r t m e n t  o f  R e v e n u e  
( 3 0 3 - 2 9 4 - 5 1 0 0 ) .  M r .  M i d d l e  s a i d  t h a t  t h e  C o l o r a d o  l a w  i n c o r p o r a t e s  many  
i n n o v a t i v e  p r o v i s i o n s ;  t h a t  i t  i s  n o t  a  c o n v e n t i o n a l  f o r m u l a t i o n  o f  t h e  w a t e r ' s  
e d g e  a p p r o a c h .  C o n s e q u e n t l y ,  h e  f o r e s e e s  a  d e g r e e  o f  d i f f i c u l t y  i n  
i m p l e m e n t i n g  t h e  l a w  t h a t  w o u l d  n o t  o t h e r w i s e  e x i s t  u n d e r  a  s t a n d a r d  a p p r o a c h  
t o  t h e  w a t e r ' s  e d g e  r u l e .  S p e c i f i c a l l y ,  h e  f o r e s e e s  d i f f i c u l t y  w i t h  a u d i t i n g  
r e t u r n s  b e c a u s e  o f  t h e  p e c u l i a r i t i e s  o f  t h e  l a w .  T h e  d e p a r t m e n t  i s  o n l y  now 
b e g i n n i n g  t o  a u d i t  1 9 8 6  r e t u r n s ,  s o  i t  h a s  n o t  f u l l y  a s s e s s e d  t h e  p r o b l e m s  i t  
may  h a v e .  H o w e v e r ,  t h e  d e p a r t m e n t  h a s  n o t  b e e n  g i v e n  m o r e  s t a f f  t o  d e a l  w i t h  
t h e  n ew  l a w  ( a n d  t h i s  s e e m s  u n l i k e l y  a n y t i m e  s o o n ) ,  s o  t h e  o u t c o m e  o f  t h e  
s i t u a t i o n  w i l l  b e  f e w e r  a u d i t s  a n d  l e s s  e f f e c t i v e  e n f o r c e m e n t .

T h e  d e p a r t m e n t  h a d  t o  p r i n t  new f o r m s  a n d  i n s t r u c t i o n s ;  a n d  i t  h a s  h a d  t o  
p r o m u l g a t e  new r e g u l a t i o n s .  T h e  f i r s t  t a s k  w a s  n o t  s i g n i f i c a n t ;  t h e  s e c o n d  h a s  
b e e n .  M r .  M i d d l e  e s t i m a t e s  t h a t  h e  h a s  a p p r o x i m a t e l y  o n e  f u l l - t i m e  e q u i v a l e n t  
e m p l o y e e  w o r k i n g  f u l l  t i m e  o n  t h e  r e g u l a t i o n s .  M r .  M i d d l e  b e l i e v e s  t h a t  t h e  
w r i t i n g  an d  a d o p t i o n  o f  r e g u l a t i o n s  w o u l d  h a v e  b e e n  a s h o r t e r  a n d  l e s s  
c o m p l i c a t e d  p r o c e s s  w i t h  a m o r e  c o n v e n t i o n a l  l a w  ( f o r  e x a m p l e ,  m o d e l  
r e g u l a t i o n s  w o u l d  h a v e  b e e n  a v a i l a b l e ) .

L e g is l a t i v e  R e s e a r c h  A g e n c y



S e n a t o r  U e h l i n g  
M a r c h  1 ,  1 9 9 0  
P a g e  2

O r e g o n

I  s p o k e  w i t h  R i c h a r d  A .  Munri ,  d i r e c t o r  o f  t h e  O r e g o n  D e p a r t m e n t  o f  R e v e n u e  
( 5 0 3 - 3 7 8 - 3 3 6 3 ) .  He s a i d  t h a t  t h e  c h a n g e  t o  t h e  w a t e r ' s  e d g e  a p p r o a c h  d i d  n o t  
h a v e  a  s i g n i f i c a n t  f i s c a l  i m p a c t  o n  t h e  d e p a r t m e n t .  T h e  d e p a r t m e n t  h a d  t o  
p r i n t  new f o r m s  a n d  i n s t r u c t i o n s  a n d  a d o p t  r e g u l a t i o n s ,  b u t  h e  c h a r a c t e r i z e d  
t h e s e  e x p e n s e s  a s  m i n o r .  He a l s o  d e s c r i b e d  t h e  O r e g o n  l a w  a s  u n c o n v e n t i o n a l ,  
a l t h o u g h  i t  s o u n d e d  l e s s  s o  t h a n  t h e  C o l o r a d o  l a w .  He s a i d  t h a t  t h e  l a w  
r e s u l t e d  i n  l o w e r  r e v e n u e s  t o  t h e  s t a t e ,  b u t  d i d  n o t  l o w e r  o r  i n c r e a s e  t h e  
a d m i n i s t r a t i v e  c o s t s  o f  t h e  d e p a r t m e n t .  L i k e  t h e  C o l o r a d o  d e p a r t m e n t ,  t h e  
O r e g o n  d e p a r t m e n t  i s  j u s t  b e g i n n i n g  t o  a u d i t  1 9 8 6  r e t u r n s .

O r e g o n ' s  l a w  a p p l i e s  t o  a l l  f o r e i g n  a n d  d o m e s t i c  b u s i n e s s e s  w i t h  i n t e r s t a t e  
a c t i v i t y .  I t  i s  M r .  M u n n ' s  o p i n i o n  t h a t  a l a w  t a r g e t i n g  o n l y  " f o r e i g n  p a r e n t s "  
w o u l d  b e  u n c o n s t i t u t i o n a l  b y  t h e  O r e g o n  a n d  U . S .  c o n s t i t u t i o n s .  M r .  Munn s a i d  
t h a t  t h e  O r e g o n  D e p a r t m e n t  o f  R e v e n u e  n a s  o f f i c e s  i n  s e v e r a l  m a j o r  U . S .  c i t i e s .  
T h e  e x i s t e n c e  o f  t h e s e  o f f i c e s  p r e d a t e s  t h e  c h a n g e  f r o m  w o r l d w i d e  t o  w a t e r ' s  
e d g e  t a x a t i o n .

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



ASSOCIATED GENERAL CONTRACTORS of ALASKA
FEB 2 8 1990

4041 B STREET • ANCHORAGE. ALASKA 99503 
P.O. BOX 240609 • ANCHORAGE, ALASKA 99524-0609 
TELEPHONE (907) 561-5354 • FAX (907) 542-4118

F e b r u a r y  22, 1990

T h e  H o n o r a b l e  R i c k  U e h l i n g  
C o - C h a i r m a n
S e n a t e  F i n a n c e  C o m m i t t e e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  U e h l i n g :

W e  u n d e r s t a n d  t h a t  t h e  u n i t a r y  t a x  is s u e ,  S e n a t e  B i l l  119, h a s  
b e e n  r a i s e d  in  t h e  c u r r e n t  l e g i s l a t i v e  s e s s i o n .

T h e  A s s o c i a t e d  G e n e t a l  C o n t r a c t o r s  o f  A l a s k a  m e m b e r s h i p  is 
c o m p o s e d  o f  c o n s t r u c t i o n  a n d  c o n s t r u c t i o n - r e l a t e d  b u s i n e s s e s .  A  
n u m b e r  o f  o u r  m e m b e r s  a r e  h e a d q u a r t e r e d  in t h e  l o w e r  48 a n d  h a v e  
i n c o m e  p r o d u c e d  f r o m  f o r e i g n  o p e r a t i o n s .

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

W e  a g r e e  w i t h  t h e  n e e d  t o  r e p e a l  w o r l d w i d e  u n i t a r y  t a x  b u t  th'i 
l e g i s l a t i o n  m u s t  i n c l u d e  U. S .  d o m e s t i c  c o r p o r a t i o n s .

S i n c e r e l y

A S S O C I A T E D  G E N E R A L  C O N T R A C T O R S  
O F  A L A S K A

FAIRBANKS 
P.O. BOX 60005 • FAIRBANKS, AK 99706 

(907) 452*4909

IUNEAU
04 N. FRANKUN. SUITE A • IUNEAU, AK 99801 

(907) 586-1740

SOLDO TNA 
PO BOX 150 • SOLDOTNA. AK 99669 

(907) 262-2485



JAN 2 9 LiiU

Anchorage * Star ofthe North 
C h am b er  of Com m erce

J a n u a r y  23 ,  1990

T h e  H o n o r a b l e  R ick  U e h l in g  
Co C h a i rm a n
S e n a t e  F i n a n c e  C o m m i t t e e  
P .O .Box V
J u n e a u ,  AK. 9 9 8 1 1  

R efe rence :  S e n a t e  Bill 119

D e a r  Rick:

We u n d e r s t a n d  t h a t  t h e  u n i t a r y  t a x  i s s u e  will l ikely be  r a i s e d  a g a in  in  th e  
1 9 9 0  s e s s i o n  of  t h e  Leg is la tu re .

L a s t  y e a r  t h e  A n c h o ra g e  C h a m b e r  of  C o m m e r c e  p r e s e n t e d  t e s t i m o n y  o n  
S e n a t e  Bill 119  c o n c e r n i n g  c o r p o r a t e  i n c o m e  t a x  r e p o r t i n g  m e t h o d s .  O u r  
t e s t i m o n y  r e c o m m e n d e d  r e p e a l i n g  u n i t a r y  w o r ld w id e  t a x  for  b o t h  fo re ign  
a n d  d o m e s t i c  m u l t i n a t io n a l  c o r p o ra t io n s  In a  w a y  w h ic h  e n c o u r a g e s  
d o m e s t i c  a n d  a n d  fore ign c o r p o ra t io n s  to loca te  i n  A la s k a  a n d  h e lp  diversify  
o u r  e c o n o m ic  b a s e ,  while  n o t  ad v e r se ly  affect ing  t h e  t a x  b u r d e n  of  A l a s k a ’s  
oil i n d u s t r y .

T h e  A n c h o r a g e  C h a m b e r  r e c o m m e n d s  t h a t  m u l t i n a t i o n a l  c o r p o r a t e  t a x  
pol icy  b e  m od if ied  in  a c c o r d a n c e  w i th  t h e  p h i l o s o p h y  e x p r e s s e d  above ,  a n d  
t h a t  d o m e s t i c  a n d  fore ign c o m p a n i e s  b e  t r e a t e d  equa l ly .

S in c e re ly ,
ANCHORAGE CHAMBER O F  COMMERCE

Dave H a r b o u r  
C h a i r m a n

437 E Street, Suite 300, Anchorage, Alaska 99501-2365 (907) 272-2401 FAX (907) 272-4117
Founded 1915



X E R O X

X»rox Corporation  
4341 B Siret-t 
A n ch o ra g e , Alaska 99503 
190/) 561 -8200

  * ~ • —----------------

December 28,1989

Senator  Rick Uehling 
Co-Chairman 
Senate Finance Committee 
P.O. Box V
J u n eau ,  Alaska 99811 

RE: S e n a te  Bill 119 

Dear  Senator  Uehling:

It  is our understanding tha t  Senate Bill 119 proposes to repeal the 
worldwide uni tary  tax for foreign-based corporations. As such, the 
proposed legislation would benefit only foreign corporations and would pu t  
domestic corporations such as  Xerox a t  a tax and competitive disadvantage.

We agree with the need to repeal worldwide unitary  tax but  the legislation 
m u s t  include U.S. domestic corporations. Please consider our  position as 
you deliberate on this important  issue.

Sincerely,

XEROX C O R P O R A T IO N

Ann Laurence J  
Alaska Manager

i .y-. r. ■> Vfc«v-r-v v- R rv " • '*•' W -  ̂  J “

AL:eg



ASCC
O c t o b e r  16, 1339

ALASKA STATE CHAMBER OF COMMERCE
(U jlo u l O ffiw  

801 B S vw t, Suite *03 

A r.tSo rip . A laikt 9930!

(907) 278-2722 
PAX 27H-6M3

R e p r e s e n t a t i v e  F r a n  U l m e r  
P.O. B o x  V 
Jur.eau, A K  39 311

Re: Finsr.ce s u b c o m m i t t e e  on U n i t a r y  T a x

D e a r  R e p r e s e n t a t i v e  Ulmeri

T h e  A l a s k a  S t a t e  C h a m b e r  of C o m m e r c e  h a d  h o p e d  t o  h a v e  a 
r e p r e s e n t a t i v e  a p p e a r  p e r s o n a l l y  b e f o r e  y o u r  U n i t a r y  T a x  
s u b c o m m i t t e e  at its M o n d a y ,  O c t o b e r  16 m e e t i n g ,  b u t  t h a t  ie n o t  
p o s s i b l e ,  U a  do, h o w e v e r ,  w i e h  t o  p r o v i d e  t h e s e  w r i t t e n  
c o m m e n t s  f o r  c o n s i d e r a t i o n  b y  t h e  s u b c o m m i t t e e .

A t  its m e e t i n g  in F e b r u a r y ,  1989, t h e  B o a r d  of D i r e c t o r i  of t h ©  
S t a t e  C h a m b e r  c o n s i d e r e d  t h e  i s s u e s  s u r r o u n d i n g  t h e  c u r r e n t  
p r o p o s a l s  t o  a m e n d  A l a s k a ' s  l a w s  r e l a t i n g  to t h e  u n i t a r y  tax. 
T h o  ..-runt p r o p o s a l s  ( S e n a t e  Bill 119 a n d  H c u e e  Bill 201) w o u l d  
p e r m i t  c e r t a i n  c o r p o r a t i o n s  d o i n g  b u s i n e s s  o n  a w o r l d w i d e  b a s i s  
t o  file t h e i r  c o r p o r a t e  t a x  r e t u r n s  u s i n g  a w a t e r ' s  e d g e  m e t h o d  
of r e p o r t i n g .  T h e  C h a m b e r  s u p p o r t s  t h e  c o n c e p t  cf w a t e r ' s  e d g e  
r a t h e r  t h a n  t h e  e x i s t i n g  w o r l d w i d e  c o m b i n a t i o n  for m u l t i n a t i o n a l  
c o r p o r a t i o n s .  H o w e v e r ,  t h e  C h a m b e r  is c o n c e r n e d  t h a t  t h e  
p r e s e n t  bills p r o v i d e  t h e  ability t o  u s e  t h e  w a t e r ' s  e d g e  
r e p o r t i n g  m e t h o d  o n l y  t o  m u l t i n a t i o n a l  c o r p o r a t i o n s  w i t h  f o r e i g n  
p a r e n t s ,  a n d  in t u r n  d i s c r i m i n a t e s  u n f a i r l y  a g a i n s t  d o m e s t i c  
m u l t i n a t i o n a l  c o r p o r a t i o n ! .  A c c o r d i n g l y ,  t h e  B o a r d  o f  D i r e c t o r s  
v o t e d  in F e b r u a r y ,  1989 t o  s u p p o r t  c h a n g e s  in t h e  p r o p o s e d  
l e g i s l a t i o n  t o  i n c l u d e  m u l t i n a t i o n a l  c o r p o r a t i o n s  w i t h  U.S. 
p a r e n t * .

T h a n k  y o u  for t h e  o p p o r t u n i t y  t o  p r o v i d e  t h e s e  c o m m e n t s .  

Cor d i a l l y ,

P r e s i d e n t

C K /e l



a l a s k a M i n e r s  a s s o c i a t i o n , i n c .
501 W  Honnctft L . g f t i ,  8 i . a  . S u t l4  ?03 . A n c n o r * 9 « ,  AK 9 5 5 0 3  ( 9 0 7 )  2 7 6  0 3 4 7

O c t o b e r  1 0 ,  1909

S t e v e  C o v p e r ,  C o v e r n o r  
S t a t e  o f  A l a s k a  
P * 0 ,  B o x  A
J u n e a u ,  AK 9 9 8 1 1 - 0 1 0 1

D e a r  C o v e r n o r  C o w p e r i

We u n d e r s t a n d  c h a t  t h e  U n i t a r y  T a x  i s s u e  w i l l  be r a i s e d  i n  t h e  
1 9 9 0  s o s s i o n  o f  t h e  L e g i s l a t u r e ,

L a s t  y e a r  t h e  A l a s k a  M i n o r s  A s s o c i a t i o n  p r e s e n t e d  t e s t i m o n y  on
S e n a t e  B i l l  Mo,  1 19  c o n c e r n i n g  r e p o r t i n g  m e t h o d s  f o r  c o r p o r a t e
i n c o m e  t a x ,  We s u p p o r t e d  t h e  b i l l ,  b u t  w i t h  a n  a me n d me n t  w h i c h  
p u t o  o u r  d o m e s t i c  m u l t i - n a t i o n a l  c o r p o r a t i o n s  on t h e  s o  mo t a x  
f o o t i n g  a s  f o r e i g n  c o r p o r a t i o n s *

C u r r e n t l y  muc h  o f  t h o  m i n e r a l  d e v e l o p m e n t  i n  A l a s k a  i s  by f o r e i g n  
c o r p o r a t i o n s  end we o n c o u r a g a  t h e  c o n t i n u a t i o n  o f  t h e i r  i n t e r e s t  
a n d  e x p o r t i s a ,  b u t  n o t  a t  t h e  e x p e n s e  o f  o u r  own d o m e s t i c  m i n i n g  
c o m p a n i e s ,  We n e e d  t o  e n c o u r f t g a  b o t h ;  we n e e d  t o  l o o k  a t  
i n c e n t i v e s  w h i c h  c a n  d i v e r s i f y  A l a s k a ' s  e c o n o m i c  b a t e .  We n e e d  
t o  t h i r k l o n g  t e r m ,  G r a n t e d  t h e r e  n a y  be  a s m a l l  i m m e d i a t e  l o s s  
o f  r e v e n u e  b u t  t h o s e  who t a k e  t h e  h i g h  r i s k s  i n  d e v e l o p i n g  m i n i n g  
p r o p e r t i e s  m u s t  l o o k  10 t o  2 0  y e a r s  a h e a d .  I t  i s  i n c u m b e n t  on
G o v e r n m e n t  t o  a l s o  l o o k  t o  t h e  f u t u r e  n o t  J u s t  s a t i s f y  an
i m m e d i a t e  s h o r t f a l l .

X d o n ' t  k n o w  i f  t h e r e  h a s  b e e n  a n y  e c o n o m i c  a n a l y s i s  c o n d u c t e d  on 
t h e  d e c r e a s e  o f  i n v e s t r a o n t a  b y  U , S . - b a s e d  c o m p a n i e s  b u t  s u g g e s t  
i f  n o t ,  t h i s  m i g h t  be i n  o r d e r .  I t  i s  i n d e e d  l o g i c a l  t o  a s s u m e  
U , S . - b a s e d  c o m p a n i e s  w o u l d  p r e f e r  t o  i n v e s t  i n  t h e  U . S .  w h e r e  
t h e y  k n o w  t h e  s y s t o m ,  T h i s  s h o u l d  n o t  be  d i s c o u r a g e d .  D o l l a r s  
r e c o i n e d  i n  t h e  U . S ,  mean j o b s .

SB  1 19  o s  p r o p o s e d  i n  t h e  1 9 8 9  L e g i s l a t u r e  w i l l  f u r t h e r  c o n s t r a i n  
U . S . - b a s e d  c o m p a n i e s .  We r e c o m m e n d  t h a t  i t  be a me n d e d  und 
p a s s e d ,  t h u s  p r o v i d i n g  a n  i n c e n t i v e  b r i n g i .  g i n v e s t m e n t s  f r o m  
b o t h  d o m e s t i c  m u l t i - n a t i o n a l  a n d  f o r e i g n  s o u r c e s .

S i a c e r e l y ,

C
E x e c u t i v e  D i r e c t o r
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Brown&'Root U.S.A., Inc £">00 Arctic BKc 
A n c h o ra g e , A ld ik u  995»S

Ap ril 28, IS 89

S e n a t o r  Rick U e h l i n g  
P o u c h  V
Ju n e a u ,  A l a s k a  S9811 

Re: S e n a t e  Bill 119

D e a r  S e n a t o r  Vehling:

It is o u r  u n d e r s t a n d i n g  that S 3 119 p r o p o s e s  to c h a n g e  
the b a s i s  of income tax c a l c u l a t i o n  f r o m  a w o r l d w i d e  
u n i t a r y  b a s i s  to a w a t e r ' s  ed g e  b a s i s  for f o r e i g n  
c o m p a n i e s .  We feel this w o u l d  u n f a i r l y  d i s c r i m i n a t e  
a g a i n s t  d o m e s t i c  c o m p a n i e s ,  s u c h  as B r o w n  & Root, t h a t  
s e e k  to c o m p e t e  b o t h  i n  A l a s k a  a n d  o v e r s e a s .

O u r  p o s i t i o n  is one f o r  e q u a l  t r e a t m e n t  for d o m e s t i c  
c o m p a n i e s .  Please c o n s i d e r  o u r  p o s i t i o n  on this m a t t e r  
as y o u  d e l i b e r a t e  on this i m p o r t a n t  issue.

T r u l y  you r s ,

H. C. H u n t
3 rowr. Sc Root U . S .A., I n c ,

a Hcii.b j. ’ IOn Compan)



FLUOR DANIEL Ar'D 2 7 133.9

Fluor Dciniei A lask a . Inc.
'0 0  W est 5th A v en u e. Suite 3 0 0  3 O  3o«  1 9 6 6 3 0  
•^ n c io m a e , A laska 9 9 5 1 9  6 6 3 0  
907  2 7 6 -2 6 3 6

A p r i l  24, 1989

S e n a t e  F i n a n c e  C o m m i t t e e  
P o u c h  V
J u n e a u ,  Ak 99811

A t t e n t i o n :  S e n a t o r  Rick U e h l i n g ,  C o - C h a i r m a n
S e n a t o r  J ohne B i n k l e y ,  C o - C h a i r m a n

G e n t l e m e n :

P R O P O S E D  S E N A T E  B I L L  119 
A n  A c t  R e l a t i n g  to C o r p o r a t e  I n c o m e  T a x e s

F l u o r  D a n i e l  A l a s k a ,  Inc. is A l a s k a ' s  l a r g e s t  e n g i n e e r i n g  
a n d  c o n s t r u c t i o n  company. It is a w h o l l y  o w n e d  
s u b s i d i a r y  o f  the w o r l d  w i d e  F l u o r  C o r p o r a t i o n  w h i c h  has 
a lo n g  h i s t o r y  of  wo r k  in A l a s k a .

S e n a t e  b i l l  119 p r o p o s e s  t o  c h a n g e  the b a s i s  of income 
t a x e s  for f o r e i g n  c o m p a n i e s  f r o m  w o r l d w i d e  u n i t a r y  
t a x a t i o n  to w a t e r ’s edge t a x a t i o n .  T h i s  a c t i o n  w o u l d  
d i s c r i m i n a t e  a g a i n s t  d o m e s t i c  c o r p o r a t i o n s  in c o m p e t i n g  
b o t h  in A l a s k a  a n d  o v e r s e a s .

In y o u r  d e l i b e r a t i o n  of t a x  l e g i s l a t i o n ,  we s t r o n g l y  ur g e  
y o u  to m a i n t a i n  a level h a n d  in r e g a r d s  to t r e a t i n g  
f o r e i g n  a n d  d o m e s t i c  c o m p a n i e s  e q u a l l y .  If w a t e r ’s edge 
t a x a t i o n  is to b e  u s e d  for f o r e i g n  c o m p a n i e s ,  it should, 
at a m i n i m u m ,  be a v a i l a b l e  for d o m e s t i c  c o m p a n i e s  as a 
d i s c r e t i o n a r y  o p t i o n  to w o r l d w i d e  u n i t a r y  t a x a t i o n  in a 
m a n n e r  s u c h  as t h a t  us e d  b y  the S t a t e  o f  C a l i f o r n i a .

F l u o r  D a n i e l  A l a s k a  is p r o u d  to be A l a s k a n  b u t  s h o u l d  not 
be f o r c e d /€q p a y  a p r e m i u m  o v e r  our f o r e i g n  c o m p e t i t o r s .

G P W :jnr
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JUNEAU. ALASKA 99B11-0400 
PHONE: (907) 465-2300 
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Denby  L l o y d
S p e c i a l  S t a f f  A s s i s t a n t  J

t o  t h e  G o v e r n o r  
G o v e r n o r ' s  O f f i c e  
P . O .  B ox  A 
J u n e a u ,  AK 9 9 8 1 1

D e a r  M r .  L l o y d :

I  b e l i e v e  t h a t  i t  i s  t i m e  f o r  t h e  p e o p l e  i n s i d e  t h e  a d m i n i s t r a t i o n  t o  
s i t  dovvn and r e v i e w  t h e  s t a t u s  o f  t h e  w o r k  on t h e  a d m i n i s t r a t i o n  e f f o r t s  
on  t h e  c h a n g e s  t o  t h e  u n i t a r y  ( w o r l d w i d e )  c o r p o r a t e  i n c o m e  t a x  r e p o r t i n g .

The D e p a r t m e n t  o f  R e v e n u e  h a s  b e e n  w o r k i n g  w i t h  t h e  o f f i c e  o f  
i n t e r n a t i o n a l  t r a d e  ( B o b  P o e )  and  v a r i o u s  r e p r e s e n t a t i v e s  o f  t h e  
i n t e r e s t e d  c o r p o r a t i o n s  i n  an  a t t e m p t  t o  a r r i v e  a t  a  c h a n g e  t h a t  w o u l d  
m e e t  t h e  i n t e r e s t s  o f  t h o s e  c o r p o r a t i o n s  r e s t r i c t i n g  t h e  r e p o r t i n g  
r e q u i r e m e n t s  t h a t  now e x i s t i n g  u n d e r  t h e  w o r l d w i d e  c o m b i n a t i o n  m e th o d  
t h a t  h a s  b e en  t h e  s t a t e s  p o l i c y  s o  f a r .

The p u r p o s e  i n  m o d i f y i n g  t h e  w o r l d w i d e  c o m b i n a t i o n  a p p r o a c h  i s  t o  
s e n d  o u t  a s i g n a l  t h a t  p r o v i d e s  a s s u r a n c e  t h a t  c o m p a n i e s  d o i n g  b u s i n e s s  
h e r e  w i l l  n e t  be d i s c r i m i n a t e d  a g a i n s t ,  a n d  t h a t  we w a n t  t o  e n c o u r a g e  
p e o p l e  t o  c ome .  The  p u r p o s e  h a s  n o t  b e e n  t o  t a p  t h e  g e n e r a l  f u n d  t o - 
p r o v i d e  a s u b s i d y  t o  v e r y  l a r g e  i n t e r n a t i o n a l  b u s i n e s s  c o n c e r n s .

The D e p a r t m e n t  o f  R e v e n u e  h a s  b e e n  w o r k i n g  t o  a r r i v e  a t  c h a n g e  t h a t  
w o u l d  be " r e v e n u e  n e u t r a l " ;  t h a t  i s  ,  n o t  r e s u l t  i n  a n y  s i g n i f i c a n t  
c h a n g e  i n  t h e  am ou n t  o f  r e v e n u e  r e c e i v e d  by  t h e  s t a t e .  I t  a p p e a r s  t h a t  
t h e r e  i s  no a g r e e m e n t  p o s s i b l e  t h a t  w o u l d  a l l o w  t h i s .  T h e r e  a r e  w a y s ,  
b u t  v a r i o u s  c o m p a n i e s  d i s a g r e e  w i t h  t h e  p a r t i c u l a r  e f f e c t s  o f  t h e  
r e p o r t i n g  m e t h o d s  o n  t h e i r  o p e r a t i o n s .

The  l a t e s t  p r o p o s a l  by IBM f o r m s  t h e  b a s i s  o f  a S e n a t e  C o m m i t t e e
s u b s t i t u t e  on SB 1 1 9 .  I t  w i l l  c o s t  t h e  g e n e r a l  f u n d  p e r h a p s  u p w a r d s  o f
t h r e e  m i l l i o n  d o l l a r s  a y e a r ,  money  r e d i r e c t e d  f r o m  t h e  s t a t e  t r e a s u r y  
i n t o  t h e  i n t e r n a t i o n a l  c o r p o r a t e  t r e a s u r i e s .  I t  i n c r e a s e s  o u r  r e l i a n c e  
on p e t r o l e u m  r e v e n u e .  The IBM b i l l  r e o u c e s  t h e  d i v e r s i f i c a t i o n  i n  o u r  
a l r e a d y  n a r r o w  t a x  b a s e .  I t  i s  a s u b s t a n t i a l  c h a n g e  f r o m  t h e  p u r p o s e  o f  
t h e  o r i g i n a l  b i l l  i n t r o d u c e d  b y  t h e  g o v e r n o r .

B e c a u s e  o f  t h e s e  r e a s o n s ,  I  t h i n k  i t  i s  n e c e s s a r y  f o r  an
a d m i n i s t r a t i o n  r e v i e w  t o  t a k e  p l a c e .  P e r h a p s  i t  w o u l a  be p r e f e r a b l e  f o r
s e p a r a t e  l e g i s l a t i o n  t o  be i n t r o d u c e d  by t h e  S e n a t e  i f  t h e  IBM a p p r o a c h  
i s  t o  be co l l o w e d .  P e r h a p s  t h e  m o G i f i c a t i o n s  i n  t h e  a p p r o a c h  t h a t  t h e

0 4 - 0 2 L H
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D e p a r t m e n t  h a s  d i s c u s s e a  w i t l i  IBM c o u l d  be  i n c o r p o r a t e a  i n  t h e  b i l l  
( a l t h o u g h  I  r e a l l y  b e l i e v e  t h a t  i s  n o t  s o m e t h i n g  t h a t  i s  l i k e l y ,  s i n c e  I 
d i s c u s s e a  t h e s e  i s s u e s  w i t h  t h e  c om p an y  r e p r e s e n t a t i v e ) .  O r  p e r h a p s  t h e  
IBM p r o p o s a l  i s  o n e  t h a t ,  a f t e r  c o n s i d e r i n g  a l l  t h e  a l t e r n a t i v e s ,  i s  
somehow s e e n  a s  b e i n g  i n  t h e  i n t e r e s t s  o f  A l a s k a n s .

I  r e c ommend  t h a t  v,e d i s c u s s  t h i s  a s  s o o n  a s  r e a s o n a t l y  p o s s i b l e .  
S i n c e  t h e  l e g i s l a t i o n  i s  u n c e r  a c t i v e  c o n s i c e r a t i c n  i n  t h e  S e n a t e ,  I  am 
a s  a c o u r t e s y ,  i n f o r m i n g  t h e  C h a i rm a n  and  membe r s  o f  t h e  S e n a t e  F i n a n c e  
c o m m i t t e e  o f  my r e c o m m e n d a t i o n  f o r  t h e  a o m i n i s t r a t i o n  r e v i e w  v i a  a c o p y  
o f  t h i s  l e t t e r .

c c :  Ma ry  H a l l o r a n
Bob  E v a n s  
Bob P o e
C h a i rm a n  and  M e m b e r s / S e n a t e  F i n a n c e  C o m m i t t e e
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aking massive
.S. tax cheat?

v _ . .  YORK -  A v & ■ 
r t j w t  this week that foreign 
com panies doing business 
ij ltf le  United States allegedly 
h iv e  cheated on their taxes 
o i  ij Urge scale strikes m e as 
a.fn ijor scandal w ith fa iv
njidhing im plications for. 
American feiusiiiess..' # £ #

J" Am Ik* i^W fiaatinXV.r '

I Bope the^oedla will give th d ; c ’
story the attention it  clearly .. t l6 ® r® X  J r .  .,

c*. Pve alwayi been in.*-" " /  Editor's Report ■
favof o f Unrestricted foreign — ------;   jj.'
investm ent in the United Stales, as long as " 
American investors abroad received reciprocal 
treatment and there was fair play all around. 
de T he alarm expressed in  recent years th a t^ 'u d ’ 
fppejgnert, are "buying up” our country’s  a s s e ts , 
struck m e as exaggerated and som ew hat 
hysterical in tone. ItstfB  does, although I fully , .  t .

^4|Tefc that far too little has been done to m a k e " '  
the .Japanese open up to U .S. investm ent in th e  
sam e way that w e’re open to investm ent by ' - 
th e r t  - '•. ■Xs '
i i »  Throughout our history, ours has been th© *' 
nation where other people have been able to 
invent, not only their capital, but aiao their 
ideas and technology, w ith th eg rea test freedom  
grjd lh e  few est political or bunaucratic  
obstacles. It’s  a policy that h a a y  id o ff’-": -  ■ —
handsom ely for us — helping to  m ake America 
the world's m ost flourishing econom y for a 
century or m ore — and it shouldn't be
changed.' o.-.

■
$544 biPlion in tax deduc­
tions against total income of 
$543 billion . .. . That looks 

rpretty fishy to die* . ..

"L B u t the disclosure that-foreign corporations 
seem  to have engaged in a tax fraud of huge 
proportions indicates that our hospitality has 
been badly abused. The Japanese make good cars, 
but Am ericans don't want to b e  taken for a ride 
by their tax accountants, .ifci,

According to the IRS, more than half o f 
S6.800 fcreign-owned com panies filling tax 
S t u m s  in 1986 reported no taxable incom e. All. 
told, foreign-owned Arms that year — the last fo r . 
w hich t h . com plete figures a .i. available — 
took $544 billion in tax deductions against total 
incom e of $543 billion. : j 

That lo o lo  pretty fishy to m e. . .  .
Z "  IRS o f f i^ U w j r e  quoted by. the N ew  York 
Tim es last w eek as estim ating that, in the past 10 
y e w s , the, U.S. subsidiaries o f foreign 
com panies m ay have underpaid their taxes by $12

t,r ,

. ■ V . J * .  . — - -- - •  > iiff?

H u b b l e  s p a c e  t e l e s c o p e  

p r o m i s e s  a s t r o n o m e r s  . 

r e v o l u t i o n a r y  f i n d i n g s
By John Nobte WWford

A
ny spacecraft that inspires aiiusions to Alice" 
o f W onderland cannot be m eant for som e  
ordinary excursion through the heavens. '

The H ubble Space T elescope is, indeed, 
not just any spacecraft. Scheduled for launching this 
spring, after five years of delays, the spacecraft, 
and its exquisitely polished 94 L/2-inch-wide *  
telescopic mirror should enable astronom ers Uftr 
see  farther and 10 times m ore clearly than they have  
before, out tantalizingly d o s e  to the edge of thijfr 
universe and toward the very beginning o f tim S  

Excited astronom ers can hardly believe their, 
good fortune to be living at a  m om ent so rich in ih e  
prom ise o f revolutionary discovery. One o f t h e *  1 
likens the anticipated adventures in astronom y V> 
A lice stepping into Wonderland. • • •  v T

A n a l y s i s  ?
” — ^  'jpi.
, M alcolm Longair, the Astronom er Royal o f  ’. 
Scotland, has written, with respectful apologies to 
Lewis Carroll, a whim sical (though highly {S . 
technical) book about the "world’s m ost t«fc* 
extraordinary looking glass" and titled it "Alice 
and the Space Telescope." H is Alice encounters 
H uiapty Dumpty, w ho has been put together y 
again by t t e  people at,the National A eroaiu tics and 
Space Administration. She asks him yifiy  the " 
telescope will revolutionize mankind’s  . ».-*■
understanding o f the universe. “T he answ er is



JRS officials were quoted, fctf the Neyy York v  
Trmes last w eek as estim ating that,'In the past 10 
•■ears, the (J.S. subsidiaries of foreign 
com panies may have underpaid their taxes by 112 
mllion. ; . . . . .  , ..

The principal method of evading taxes •-»* • 
apparently has been for U.S. branch com panies to 
pay artificially inflated "book” prices for 
products and servicea'.tbey buy from their parent 
companies to sell here. In that way, of course, 
they're able to reduce the amount of their taxable 
income. One such  case, involving the U.S. 
affiliate of Yamaha, the Japanese motorcycle 

/■manufacturer, is-already pending in the United 
-Slates Tax Court.
•tri But indications that, underpayments over 
'm any years have been widespread and system atic  
I suggests to me that what is involved isn’t 
■dihiply a matter o f  individual com panies trying to  
’ put one over on the tax collector.

.’ ’.Scam s like this normally require the 
participation o f a lot of people in order lo be 
Gamed ofT successfully over a long penod. 
Approval, alm ost certainly, has to come from a  
v^iy high corporate level.

T he fact that many companies seem  lo have 
Adopted the sam e illicit strategy more or less 
sim ultaneously raises additional questions 
which, I hope, the IKS investigation and one 
announced lost w eek by a subcommittee o f the  
House Ways and Means Committee will find the  
answers to._________________  *

What’s  at stake here is far _ 
more than making sure that a 
number of foreign-con- 
trolled companies cough up 
what they owe to the U.S.

Of course, the IRS isn’t everyone's most 
beloved governm ent agency. Already, cries o f  
“Witch hunt" have gone up from companies 
that expect to com e under scrutiny. But before 
the IRS probe cam e to light. Congress's Joint-- 
Committee on Taxation was on record as \  !
deploring the fact that “the level o f  Iz z  \ , . 
payments of foreign-owned businesses in the 
United States is unusually low." So it doesn't J 
look like a question of over-zeaiousness by the 
IRS, a tendency o f  which it is frequently

tuw  UbUI pub iu^vutv.1

V *- institutions that also runs major observatories at astronom y's pre
-. -v h  i  K ilt Peak in  Arizona and Cerro T olol-iin  Chile, H ere H ubble should 1

gastron om ers are putting the fmishini *— *“ - . . .

d
" :,. ^Emission plana and will be directing, b;
’ ' —. v  /vtnfr*sl tuKaf tlsxa foloc/vnrut l/vsl/e of

accused.
What's at stake hart is  h r  m ore than 

making sure that a  n w U r  o f  foreign-con trolled 
com panies cough up jriM. they ow e to the U.S. 
governm ent. . •‘■•ri-’.VJJ- • •'

Tax evasion on  the *pjib that’s being talked' 
about distorts the w hole Competitive system  and, , 
consequently, the working* o f the free market. - 
V  It appears to have given ofTending firms a 
big advantage over their American-owned rivals. \

• Jam es Wheeler, a professor of accountancy .v 
at'the University o f  Michigan, told the Tim es that 
the low level o f profits habitually reported by 
many foreign-own ed  com panies is "unbelievable."

"* As a result o f this state of affairs, he noted, ' • 
“on the average, foreign-own ed U.S. corporations 
pay substantially less tax . . .  than the  
American firms w ith which they compete." . ■VI'.

- If that's true, it is an intolerable situation. f_' " 
Som ething should be done about it forthwith. ,\'L-

Wiiham Randolph Hearst Jr. is editor in cfnef ol Tha

touches on 
y  rem ote'

i ’.-control, w hatH ie telescope looks a t ... .,O s  ijjwi;’, • ’ ■ •- • - ^ .........*“

Hearst Newspapers.

F o c u s

<Tne Seattle Post-Intelligencer Focus section 
presents a  perspective on the news and the 
newsmakers. It offers analysis and background, 
debate and opinion, and is written and edited by 
the P-l start. For views ol the P-l Editorial Board, 
se e  the next page.

again by tl>« people at the Nauonal Aeronautics and 
Space Administration. S h ia s k s  him why the \ 
telescope a/ill revolutionize mankind's ' 
understanding of the universe. "The answer is , i ' I 
very short," Humpty Dum pty replies. "Space «• /

• Telescopic will revolutionize mankind's J  
understanding of tbe Universe because it cost a 
billion dollars." «

Actually, since construction began in 1977 $1-5 
billion have been spent on the space telescope, 
mostly by the United States, but with some 
critical help from the 13-nation European Space  
Agency. Hubble's costs escalated, in large part, 
because o f  early developm ent difficulties and the 
four-year launching delay necessitated by the 
explosion o f the space shuttle Challenger in January  
1986. Just operating the H ubble, once it gets into 
space, will run $200 m illion more a year. t •

But ustronom ers reckon the value o f  their 
expensive eye in the sky not by cost, the cynical r  
Humpty Dum pty notwithstanding, but by their /  
own vision of im pending discovery. Over the next 15 
years or more, the Hubble's designed lifetime, the 
breadth and depth of v iew  from the telescope's 380- 
mile-high orbit should open  their minds to reaims 
of knowledge once denied m ere mortals. With it they 
expect to learn the age and size o f  the universe ■« v
and to probe ita origin, evolution and ultimate fate, *

The telescope will search for planets aroundu  
other stars, a key to the quest for extraterrestrial life, 
and exam ine interstellar dust and gases out o f  I 
which stars are born. It w ill contribute to the h e ited  
dispute over the rate o f  the universe's expansion  
-  and thus over its age — one of the most important 
m easurem ents to be undertaken by astronom er* 
operating the telescope. "In Wonderland, you get 
prizes for asking the questions, not for giving the 

; answers," says Longair's Mad Hatter. "It’s  just Hke 
extragaiactic astronomy.”

, • "I v» 
into gals 
the galaxies | 
Moreover, t" 
away from ] 
relationship!, 
velocity becaiA  
distant objects,' 
conditions in  th 
beginning o f  tic 
that the age of 

T he Hubble 
fuller knovriedjj 
universe, as Gii 

' V isible light, jrl 
magnify, telM a  

. story. fa d io ,|n i  
and gamma raj 

1 violent universt 
r hum an vision ij

Nothing '• 
potential 

.th an the 
- scientist 

botderin; 
asking it

lomy.
'  With the spirit o f Alice leading the way I aeti 

out on my ow n widt ey ed  adventure, which landed  
m e in Baltimore. Now, astrophysicists applying.) 
Einstein's general theory o f  relativity to three- 
dimensional space believe that the universe is 7 
curved and has no center. But try telling that to the 
engineers and scientists established in a beige  ̂
brick building on a wooded hillside on the cam pus o f  
Johns H opkins University. This is the Space H  
Telescope Science Institute, financed by NASA and  
operated by the Association o f Universities f o r /  
Research in Astronomy, a consortiu. a of 20 -V '

i at

serenity o f  the l 
• astronomy has < 

for observing w  
the eye.

O ne o f  the c 
astronom y has I 
murky and turt 

. blocks or at tern 
, including visiblt 

surpassing utilit 
.. point. Thus, the 
. size o f  that o f Li 
Palom ar in Cali 

i, astronom y's pre

4 OVERSEEING THIS AMBITIOUS
undertaking is Riccardo Giacconi, an Italian-born 
astronom er and tbe institute’s  director. He was a 
professor of astronomy at Harvard and led the 

. t international scientific team s that developed and 
’ successfully operated the Uhuru and Einstein X-ray 
astronomy satellites in the 1970s. For the last 4  
eight years he has been planning how to make the 
most of the Hubble telescope’s abilities.

“We are in a period of revolution in 
astronomy,” Giacconi says with a heavy Italian 
accen t “A nything you really want to know about 
the universe we've found out in the last 50 or so 

•years. If you want to know how stars form, j 
produce their energy and then die — that was 

■ unknown untit the theory o f  general relativity and 
the discovery o f nuclear fusion in this century. If you 
want to know how b.ig the universe is and how old 
— we started learning that in 1930."

It was the American astronom er Edwin P. 
Hubble who laid the groundwork for studying the  
age o f the universe. In the 1920s he made two 
startling discoveries — that the universe is organized

4 1 
- I 1 

1 1

John Noble Willord writes about science and space  
lor The New York Times. Hts latest book. "Mars 
Beckons." will be published in May by Alfred A. 
Knopl. Inc. Excerpied from The New York Times 
Magazine. ________________________________ _
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H O U S E  C O M M I T T E E  R E P O R T

(9)
D a t e  R e f e r r e d :  A p r i l  19, 1989 F U R T H E R  R E F E R R A L S :  J U D I C I A R Y

D a t e  o f  C o m m i t t e e  A c t i o n :

T h e  R E S O U R C E S  C o m m i t t e e  c o n s i d e r e d :  C S S B  1 2 3 (JUDICIARY)

CS F O R  S E N A T E  B I L L  NO. 123 (Judiciary)
[ U N I F O R M  C O N S E R V A T I O N  E A S E M E N T  ACT]

"An A c t  a d o p t i n g  the U n i f o r m  C o n s e r v a t i o n  E a s e m e n t  Act; a n d  p r o v i d i n g  for 
an e f f e c t i v e  d a t e . "

R E C O M M E N D A T I O N S :
] b e  r e p l a c e d  w i t h

[ ] t h e  s a m e  t i t l e  
[ ] a n e w  t i t l e

] h a v e  a t t a c h e d  a m e n d m e n t ( s )  

iS f*  d o  p a s s  

] d o  n o t  p a s s  

] n o  r e c o m m e n d a t i o n  

] i n d i v i d u a l  r e c o m m e n d a t i o n s  

] a d d i t i o n a l  r e f e r r a l  to t h e C o m m i t t e e

A D O P T S :
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H O F S T R A  U N I V E R S I T Y
HEMPSTEAD • NEW  YORK 11550 

School op Law Facultv

M a r c h  9, 1989

Ms. K e r r y  H o f f m a n
A n c h o r a g e  H i s t o r i c  P r o p e r t i e s ,  Inc.
524 W e s t  4th A v e n u e  
A n c h o r a g e ,  A l a s k a  9 9 5 0 1

Re: C o n s e r v a t i o n / P r e s e r v a t i o n  E a s e m e n t  L e g i s l a t i o n

D e a r  Ms. Hof f m a n :

A s  w e  d i s c u s s e d  on t h e  t e l e p h o n e  y e s t e r d a y ,  I h a v e  b e e n  i n v o l v e d  
w i t h  l e g i s l a t i o n  o f  t h e  a b o v e  nature, for o v e r  10 y e a r s  a n d  h a v e  
w r i t t e n  s u b s t a n t i a l l y  in t h e  f i e l d  (see C h a p t e r  34A, V o l u m e  III 
of P o w e l l  on R e a l  P r o p e r t y ) . F r e q u e n t l y ,  c o n c e r n  is e x p r e s s e d  
w i t h  r e s p e c t  t o  t h e  i m p a c t  o f  s u c h  l e g i s l a t i o n  o n  t h e  real 
p r o p e r t y  t a x  base. S u c h  f e a r s  h a v e  p r o v e n  t o  b e  g r o u n d l e s s .  
P e r h a p s  t h e  b e s t  p r o o f  is t h e  e x p e r i e n c e  of  t h e  4 5  s t a t e s  t h a t  
h a v e  s o m e  f o r m  o f  c o n s e r v a t i o n  e a s e m e n t  l e g i s l a t i o n .  In N e w  
York, t h e  s t a t u t e  h a s  b e e n  in e f f e c t  f o r  f i v e  y e a r s  a n d  no 
p r o b l e m  h a s  a r i s e n  in t h i s  r e s p e c t .  M a n y  s t a t e s  h a v e  h a d  
c o n s e r v a t i o n  e a s e m e n t  s t a t u t e s  f o r  b e t w e e n  10 a n d  20 y e a r s ,  a n d  I 
k n o w  o f  n o n e  in w h i c h  d i m i n u t i o n  o f  t h e  t a x  b a s e  h a s  p r o v e n  to 
b e  a p r o b l e m .

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

a) A s  a g e n e r a l  p r o p o s i t i o n ,  a l i m i t e d  n u m b e r  of p r o p e r t y  o w n e r s  
a r e  w i l l i n g  t o  m a k e  t h e  s u b s t a n t i a l  e c o n o m i c  s a c r i f i c e  w h i c h  
r e s u l t s  from r e s t r i c t i n g  t h e  u s e  o f  t h e i r  l a n d  o r  s t r u c t u r e s  on 
t h e  land. V i s i o n s  of  p r o p e r t y  o w n e r s  l i n i n g  u p  f o r  t h e  p r i v i l e g e  
o f  t e r m i n a t i n g  o r  l i m i t i n g  t h e i r  d e v e l o p m e n t  r i g h t s  a r e  
u n r e a l i s t i c .

b) T o  t h e  e x t e n t  t h a t  c o n s e r v a t i o n  e a s e m e n t s  l i m i t  t h e  u s e  or 
d e v e l o p m e n t  of  r e a l  p r o p e r t y ,  t h e y  a l s o  l i m i t  t h e  f i n a n c i a l  
d e m a n d s  f o r  s e r v i c e s  f r o m  l o c a l  g o v e r n m e n t .  P r o p e r t y  t h a t  is not 
d e v e l o p e d  s e n d s  no  c h i l d r e n  t o  school, c r e a t e s  n o  s e w a g e  or 
g a r b a g e ,  and r e q u i r e s  l i t t l e  p o l i c e  p r o t e c t i o n .  H i s t o r i c  
s t r u c t u r e s  p r o t e c t e d  by  p r e s e r v a t i o n  e a s e m e n t s  c a n n o t  b e  r e p l a c e d  
w i t h  m o r e  i n t e n s i v e  d e v e l o p m e n t  t h a t  w o u l d  m a k e  g r e a t e r  d e m a n d s  
o n  t h e  c o m m u n i t y .

c) O v e r a l l ,  c o n s e r v a t i o n  a n d  p r e s e r v a t i o n  e a s e m e n t s  t->nd to 
e n h a n c e  t h e  a t t r a c t i v e n e s s  o f  a c o m m u n i t y  a n d  t h e  r e a l  p r o p e r t y



<

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

T h e  q u e s t i o n  o f  t h e  i m p a c t  o f  c o n s e r v a t i o n  e a s e m e n t s  c a m e  u p  in 
N e w  Y o r k  S t a t e  p r i o r  t o  t h e  p a s s a g e  o f  o u r  c o n s e r v a t i o n  e a s e m e n t  
s t a t u t e  ( A r t i c l e  49 o f  t h e  N e w  Y o r k  E n v i r o n m e n t a l  C o n s e r v a t i o n  
L a w ) . I e n c l o s e  a c o p y  o f  a l e t t e r  t h a t  I w r o t e  in  19 8 2  w h e n  t h e  
l e g i s l a t u r e  w a s  c o n s i d e r i n g  e n a c t m e n t .  W h i l e  t h e  l e t t e r  is 
a d d r e s s e d  m a i n l y  t o w a r d  o p e n  s p a c e  uses, it a l s o  a p p l i e s  to 
e a s e m e n t s  w h i c h  p r o t e c t  h i s t o r i c  s t u r c t u r e s .

P l e a s e  l e t  m e  k n o w  if I c a n  b e  o f  a n y  f u r t h e r  a s s i s t a n c e .

W R G :m k h  
E n c .



H O F S T R A  U N I V E R S I T Y
HEMPSTEAD ■ N E W  YORK 11550

Sc h o o l  o f  La w  Fa c u l t y

M a r c h  18, 1982

S e n a t o r  Jo h n  Dunne 
Room  711
L e g i s l a t i v e  Office  B u i ld in g  
A lbany ,  New Y o r k  12247

A t ten t io n :  T h o m a s  F a i s t ,  E s q .

R e :  C o n s e r v a t i o n  E a s e m e n t  L e g i s l a t i o n  S. 6753-A

D e a r  M r .  F a i s t :

I a p p r e c i a t e  y o u r  t a k i n g  the  t i m e  to d i s c u s s  th i s  m a t t e r  with  
m e  on the t e l e p h o n e  the  o t h e r  day .  A s  I in d i c a t e d  to  you ,  I b e l ie v e  
tha t  the  l e g i s l a t i o n  w i l l  be u s e f u l  in p r o v id i n g  a n  a d d i t i o n a l  to o l  to 
the  p r i v a t e  s e c t o r  f o r  the  p r e s e r v a t i o n  of  o p en  s p a c e .  Such p r i v a t e  
s e c t o r  a c t i v i t y  c o m p l e m e n t s  s t a t e  and  l o c a l  e x p e n d i t u r e s  f o r  s u c h  
p u r p o s e s  a n d  w il l  be of s u b s t a n t i a l  e c o n o m i c  b e n e f i t .  T h e  a d v a n t a g e s  
of the l e g i s l a t i o n  a r e ,  I b e l i e v e ,  e a s y  to  a p p r e c i a t e  and  I wil l  not 
d w e l l  on  th e m  f u r t h e r .  I n s t e a d ,  I w i l l  a d d r e s s  m y s e l f  to the  m a j o r  
i s s u e  r a i s e d  in  o p p o s i t io n ,  n a m e l y  the  f e a r  of e r o s i o n  of  the l o c a l  
t a x  b a s e .

D u r i n g  m y  p r o f e s s i o n a l  c a r e e r  in the  p r a c t i c e  of  law ,  in 
g o v e r n m e n t ,  an d  a s  a  law  p r o f e s s o r ,  a  m a j o r  a s p e c t  of  m y  w o r k  h a s  
b e e n  in the f ie ld  of l a n d  u s e ,  r e a l  p r o p e r t y ,  an d  r e a l  p r o p e r t y  t a x a t i o n .  
I a m ,  t h e r e f o r e ,  fu l ly  a w a r e  of  the  r a m i f i c a t i o n s  of the p r o p o s e d  l e g i ­
s l a t i o n .  R e a l i s t i c a l l y ,  it  i s  e x t r e m e l y  u n l i k e l y  th a t  it  w i l l  r e s u l t  in 
a  r u s h  of p r i v a t e  p r o p e r t y  o w n e r s  to give up  the.  d e v e l o p m e n t  r i g h t s .  
F e d e r a l  t a x  b e n e f i t s  w i l l  r e s u l t  o n ly  if  s u c h  r i g h t s  a r e  g iv en  up in 
p e r p e t u i t y .  F e w  p r o p e r t y  o w n e r s  w i l l  be w i l l in g  to  m a k e  the s u b s t a n ­
t i a l  l o n g - t e r m  e c o n o m i c  s a c r i f i c e  w hich  would  r e s u l t  f r o m  r e s t r i c t i n g  
the  u s e  of t h e i r  l a n d .  In a d d i t io n ,  in  m o s t  of  the  t a x in g  j u r i s d i c t i o n s  
in  the S ta te ,  the m a j o r  p o r t i o n  of  the  t a x  b a s e  i s  i m p r o v e m e n t s  r a t h e r  
t h a n  lan d .  U se  of  the m e c h a n i s m  p r o v id e d  f o r  in  the s t a t u t e  m a y  r e ­
s u l t  in  a m i n o r  d im in u t io n  of a  s m a l l  p o r t i o n  of  a  c o m m u n i t y ' s  t a x  b a s e .
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T h o m a s  F a i s t ,  E s q .  M a r c h  18, 1982

T h i s  m i n o r  l o s s  shou ld ,  in the n o r m a l  c o u r s e  of  e v e n t s ,  be o f fse t  
by i n c r e a s e d  v a l u e s  r e s u l t i n g  f r o m  open  s p a c e  p r e s e r v a t i o n .  A lso ,  
r e d u c t i o n  in  r e v e n u e  would  be o f f s e t  in  the  lo n g  run  by d e c r e a s e d  
p r e s s u r e  on  c o m m u n i t y  e x p e n d i t u r e s .  O pen  s p a c e  s e n d s  few c h i l d r e n  
to s c h o o l ,  and r e d u c e s  the c o s t  of po l ice  and  f i r e  p r o t e c t i o n .

A c o m m u n i t y  a m e n i ty ,  s u c h  a s  open  s p a c e ,  h a s  r ip p l e  e f f e c t s  
in t e r m s  of i t s  b e n e f i t s .  It c a n  m a i n t a i n  and  en h a n c e  the v a lue  of 
p r o p e r t i e s  a  c o n s i d e r a b l e  d i s t a n c e  aw ay .  T h u s ,  o v e r  a  p e r io d  of 
t i m e ,  p r o p e r t y  v a l u e s  in  an y  a r e a  w il l  r e f l e c t  the  d e s i r a b i l i t y  of 
the  a r e a  w hich  w i l l  be b a s e d  upon  m a n y  f a c t o r s ,  one of  w hich  i s  open  
s p a c e  p r e s e r v a t i o n .

It would ,  of  c o u r s e ,  be n o n s e n s i c a l  to  t a x  the  n o n - p r o f i t  o r g a n i ­
z a t i o n s  w hich  a r e  r e c e i v i n g  the  r e s t r i c t i v e  c o v e n a n t s .  T h e y  a r e  not 
r e c e i v i n g  a n y th in g  of e c o n o m i c  v a lu e  to t h e m .  On the c o n t r a r y ,  they  
m a y  be i n c u r r i n g  s o m e  e x p e n s e  in o r d e r  to a d m i n i s t e r  and m o n i t o r  
the  c o v e n a n t s .  T h e y  w i l l  be p e r f o r m i n g  a  pub l ic  s e r v i c e ,  b e n e f i t in g  
the  s t a t e  and  the  c o m m u n i ty ,  an d  it would s t r i k e  a t  the h e a r t  of the 
l e g i s l a t i v e  p u r p o s e  to p e n a l i z e  t;hem f o r  d o in g  so .

While  it  i s  not  d e t e r m i n a t i v e ,  it i s  a l s o  c o m f o r t i n g  to  know that  
o t h e r  s t a t e s  h av e  a d o p ted  s i m i l a r  l e g i s l a t i o n .  T h e s e  inc lude  C o l o r ­
ado ,  C o n n e c t i c u t ,  D e l a w a r e ,  F l o r i d a ,  G e o r g i a ,  M a r y l a n d ,  M a s s a c h u ­
s e t t s ,  New H a m p s h i r e ,  N o r th  C a r o l i n a ,  O r e g o n ,  Rhode I s l an d  and  U ta h .  
A u s e f u l  l i s t  w ith  c i t a t i o n s  i s  at  p a g e s  5 6 7 -5 7 7  of  the F a l l ,  1979 i s s u e  
of the R e a l  P r o p e r t y ,  P r o b a t e  a n d  T r u s t  J o u r n a l ,  at  the e n d  of an  
e x c e l l e n t  a r t i c l e  on  the s u b je c t .

P l e a s e  f e e l  f r e e  to c a l l  if you h av e  a n y  q u e s t i o n s  o r  if I m a y  be 
of  f u r t h e r  a s s i s t a n c e .

S i n c e r e l y ,  ,

W i l l i a m  R.  G i n s b e r g  
P r o f e s s o r  of  Law

W R G / g m s
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FROM: S e n a t o r  A r l i s s  S t u r g u l e w s

I r e s p e c t f u l l y  r e q u e s t  t h a t  y o u  s c h e d u l e  a h e a r i n g  in 
y o u r  c o m m i t t e e  as  s o o n  as is p r a c t i c a b l e  ( p e n d i n g  r e f e r r a l  
f r o m  t h e  H o u s e  C & R A  C o m m i t t e e )  o n  S e n a t e  B i l l  123 " A n  A c t  
a d o p t i n g  t h e  U n i f o r m  C o n s e r v a t i o n  E a s e m e n t  Ac t ;  a n d  p r o v i d i n g  
f o r  a n  e f f e c t i v e  d a t e "

A  c o n s e r v a t i o n  e a s e m e n t  is a v o l u n t a r y  l e g a l  a g r e e m e n t  
m a d e  b y  a p r i v a t e  p r o p e r t y  ow n e r .  T h e  a g r e e m e n t  l i m its, for 
t h e  b e n e f i t  o f  t h e  public, t h e  t y p e  o r  a m o u n t  o f  u s e  of  
p r o p e r t y .  It  is a r e s t r i c t i o n  o n  t h e  u s e  o f  r e a l  e s t a t e .

T h i s  a c t  is n e c e s s a r y  b e c a u s e  c o m m o n  l a w  d o e s  n o t  a l l o w  
s u c h  a r e s t r i c t i o n  o n  t h e  u s e  o f  l a n d  t o  b e  a p e r p e t u a l  
r e s t r i c t i o n  u n l e s s  t h e  r e c i p i e n t  o f  t h e  e a s e m e n t  o w n s  a n  
a d j o i n i n g  p i e c e  o f  land.

T h i s  act, a d o p t e d  b y  46 s t a tes, is a U n i f o r m  act. T w o  
c h a n g e s  t o  t h e  U n i f o r m  A c t  w e r e  m a d e  in t h e  S e n a t e  J u d i c i a r y  
C o m m i t t e e .

T h e  f i r s t  c h a n g e  t o  t h e  o r i g i n a l  b i l l  w a s  t h e  a d d i t i o n  of  
(e) t o  Sec. 3 4 . 1 7 . 0 1 0  s t a t i n g  t h a t  n e i t h e r  t h e  s t a t e  n o r  a 
m u n i c i p a l i t y  m a y  e s t a b l i s h  a c o n s e r v a t i o n  e a s e m e n t  b y  e m i n e n t  
d o m a i n .

T h e  s e c o n d  c h a n g e  w a s  t h e  a d d i t i o n  o f  a p r o v i s i o n  t o  
T i t l e  29 w h i c h  r e q u i r e s  l a n d  u p o n  w h i c h  t h e r e  is a 
c o n s e r v a t i o n  e a s e m e n t  t o  b e  a s s e s s e d  b y  a m u n i c i p a l i t y  b o t h  as 
t h o u g h  t h e r e  w e r e  n o  e a s e m e n t  a n d  as t h o u g h  t h e r e  w e re. In



a d d i t i o n ,  t h e  o w n e r  o f  p r o p e r t y  o n  w h i c h  t h e r e  is a 
c o n s e r v a t i o n  e a s e m e n t  is s u b j e c t  t o  p a y  a n y  t a x  l i a b i l i t y  t h a t  
w a s  a b a t e d  b e c a u s e  of t h e  e a s e m e n t  if t h e  p r o p e r t y  s h o u l d  be 
u s e d  c o n t r a r y  t o  t h e  e a s e m e n t .

T h e  A c t  i t s e l f  d o e s  n o t  i m p o s e  r e s t r i c t i o n s  or 
a f f i r m a t i v e  d u t i e s ;  it a l l o w s  t h e  p r i v a t e  p a r t i e s  t o  e n t e r  
i n t o  c o n s e n s u a l  a r r a n g e m e n t s  w i t h  a c h a r i t a b l e  o r g a n i z a t i o n  or 
a g o v e r n m e n t a l  b o d y  t o  p r o t e c t  l a n d  a n d  b u i l d i n g s  w i t h o u t  the 
e n c u m b r a n c e  o f  c e r t a i n  p o t e n t i a l  c o m m o n  l a w  i m p e d i m e n t s .

I w i l l  a p p r e c i a t e  y o u r  h e a r i n g  t h i s  b i l l  soon, P l e a s e  
c a l l  m e  o r  M e l i s s a  F o u s e  o f  m y  s t a f f  if y o u  h a v e  a n y  
q u e s t i o n s .
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D e a r  S e n a t o r  Faiks:

S u b j e c t : S e n a t e  B i l l  123, U n i f o r m  C o n s e r v a t i o n  E a s e m e n t  Act.

P o s i t i o n : T h e  d e p a r t m e n t  d o e s  n o t  o b j e c t  t o  t h i s  b i l l  a n d  at the
p r e s e n t  t i m e  has no p l a n s  or f u n d i n g  t o  p u r c h a s e  c o n s e r v a t i o n  

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

m a i n t a i n i n g  p r i v a t e  o w n e r s h i p  of  t h e  p r o p e r t y .

B a c k g r o u n d : SB 123 h a s  s u p p o r t  f r o m  h i s t o r i c  p r e s e r v a t i o n  a n d

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

w h i c h  a l l o w s  c o n s e r v a t i o n  e a s e m e n t s  t o  b e  d o n a t e d  o r  s o l d  to  a 
g o v e r n m e n t a l  or c h a r i t a b l e  n o n - p r o f i t  o r g a n i z a t i o n .

C o m m o n  l a n d  l a w  d o e s  n o t  a l l o w  a c o n s e r v a t i o n  e a s e m e n t  

r e s t r i c t i o n  t o  a t t a c h  to l a n d  in p e r p e t u i t y .  It is b a s e d  on 
m o d e l  l e g i s l a t i o n  d r a f t e d  b y  t h e  N a t i o n a l  C o n f e r e n c e  of 

C o m m i s s i o n e r s  on U n i f o r m  S t a t e  Laws. A l a s k a  is o n e  o f  f o u r  
s t a t e s  w i t h o u t  a c o n s e r v a t i o n  e a s e m e n t  law.

C o n s e r v a t i o n  e a s e m e n t s  w i l l  p r o v i d e  p u b l i c  l a n d  m a n a g e r s  w i t h  an 

a l t e r n a t e  a c q u i s i t i o n  m e t h o d  to e m p l o y  in a p p r o p r i a t e  

c i r c u m s t a n c e s  so as to  b e n e f i t  b o t h  t h e  p r i v a t e  a n d  p u o l i c  

s e c t o r s .  It is a c o s t - e f f e c t i v e  w a y  to p r o t e c t  h i s t o r i c  a n d  

n a t u r a l  v a l u e s  cn p r i v a t e  l a n d s  w i t h o u t  t h e  c o s t  of fee s i m p l e  

p u r c h a s e  of t h e  land. T h e  o w n e r  is c o m p e n s a t e d  t h r o u g h  p u r c h a s e  

of the e a s e m e n t  o r  t h e  a b i l i t y  to d e d u c t  t h e  v a l u e  of  the 

e a s e m e n t  f r o m  f e d e r a l  i n c o m e  t a x e s  as a c h a r i t a b l e  gift. B e c a u s e  

the p r o p e r t y  r e m a i n s  in p r i v a t e  o w n e r s h i p ,  it r e m a i n s  on l o c a l  

tax rolls, a n d  t h e  p u b l i c  d o e s  not t a k e  on the r e s p o n s i b i l i t y  of 

m a i n t e n a n c e  a n d  o p e r a t i o n  of the p r o p e r t y .
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C o n s e r v a t i o n  e a s e m e n t s  can be u s e d  to p r o t e c t  p u b l i c  v a l u e s  in 
h i s t o r i c  s t r u c t u r e s  a n d  a r c h a e o l o g i c a l  sites, natural, s c e n i c  a n d  

o p e n  spaces, f i s h i n g  s t r e a m s  o r  w a t e r s h e d  or c r i t i c a l  w a t e r f o w l  
n e s t i n g  a r e a s .

S i n c e r e l y ,

I.ennie G o r s u c h  

C o m m i s s i o n e r

cc: B i l l  S p o n s o r

C o m m i t t e e  M e m b e r s  

B o b  E v a n s  
D e n b y  L l o y d  

G a r y  G u s t a f s o n  
N e i l  J o h a n n s e n  

J u d i t h  B i t t n e r
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