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STATE OF ALASKA
1989 LEGISLATIVE SESSION
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PUBLISH DATE:
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FISCAL NOTE
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GRANTS, CLAIMS 1 o 1 o 1 0 i 0 1 0 : o
MISCELLANEOUS 1 0 1 o 1 0 1 0 [ 0 1 0

TOTAL OPERATING 1 o 1 o 1 0 1 0 1 0 1 0

1 CAPITAL 1 0 1 o 1 o 1 o 1 0 1 0
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S T A T E  O F  A L A S K A
1 9 8 9  L E G I S L A T I V E  S E S S I O N

B i l l  V e r s i o n :  C S  S B  1 0 8  ( S t a t e  A f f a i r s )

P u b l i s h  D a t e :  3 / 2 8 / f l Q ____________________________

F I S C A L  N O T E

ppnupcJT: --------------------------- --------------------------------------------------------------------------------------
ppulsion  Date: Agency A ffected:  Department o f  Revenue
m i U p :  Public Finance,  inc lu d in g BRU: Treasury

Lease-Financing
sponsor: Senate S ta te  A f f a i r s Components:
ppgnestor: Senate State Affairs

EXPENDITURES/REVENUES: (Thousands of Dollars)

| 1 FY 88 1 FY 89 1 FY 90 1 FY 91 1 FY 92 1 FY 93
' OPERATING 1 1 1 1 1 1
| PERSONAL SERVICES 1 0 I 0 i o 1 o 1 o i o
| TRAVEL 1 o 1 0 1 o 1 0 i 0 1 0
| CONTRACTUAL 1 o ! o S 0 i 0 1 0 1 0
| SUPPLIES 1 0 1 0 ! o 1 0 1 0 1 0
| EQUIPMENT I 0 ! o 1 0 I 0 ! 0 I c
| LANDS & STRUCTURES 1 0 i 0 1 0 1 0 ! 0 0
| GRANTS, CLAIMS r o 1 0 1 0 1 0 1 0 1 0
1 MISCELLANEOUS 1 0 1 0 i 0 1 0 ! o 1 0
1 TOTAL OPERATING I 0 1 0 1 0 1 0 1 0 1 0

1 CAPITAL 1 0 1 0 1 0 1 0 1 0 1 0

1 REVENUE ..... . 1 0 1 0 1 0 1 0 1 9 1 0

FUNDING: (Thousands of Dollars)
| GENERAL FUND 1 o 1 0 1 0 1 0 1 0 1 0
| FEDERAL FUNDS 1 o | 0 1 o 1 0 1 0 1 0
| OTHER i 0 | 0 1 0 1 o ! 0 1 0
1 TOTAL 1 0 I 0 i 0 1 0 1 0 j 0

POSITIONS:
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TEMPORARY
I
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g o 0 4 4 9 s H , '
B a n n i s t e r
4 /24 /89

O r i g i n a l  s p o n s o r :  R u l e s / G o v e r n o r

7

1 I N  T H E  S E N A T E  B Y  T H E  J U D I C I A R Y  C O M M I T T E E

2  C S  F O R  S E N A T E  B I L L  N O .  1 0 8  ( J u d i c i a r y )

3  I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

4 S I X T E E N T H  L E G I S L A T U R E  -  F I R S T  S E S S I O N

5 A B I L L

6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  p u b l i c  f i n a n c e ,  i n c l u d i n g  l e a s e -

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

8 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 . "

8 B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

10 *  S e c t i o n  1 .  A S  1 4 . 4 0 , 0 4 0  i s  a m e n d e d  t o  r e a d :

11 S e c .  1 4 . 4 0 . 0 4 0 .  G E N E R A L  P O W E R S  O F  T H E  U N I V E R S I T Y .  T h e r e  i s

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

A l a s k a .  I t  m a y  i n  t h a t  n a m e

( 1 )  s u e  a n d  b e  s u e d ;

15 ( ? )  r e c e i v e  a n d  h o l d  r e a l  a n d  p e r s o n a l  p r o p e r t y ;

16 ( 3 )  c o n t r a c t  a n d  b e  c o n t r a c t e d  w i t h ;

17 ( 4 )  a d o p t ,  u s e ^  a n d  a l t e r  a  c o r p o r a t e  s e a l ;

( 5 )  b o r r o w  m o n e y ,  i s s u e  d e b t ,  o r  e n t e r  i n t o  l o n g - t e r m

o b l i g a t i o n s ,  f o r  t h e  p u r c h a s e  o f  f a c i l i t i e s ,  g o o d s ,  or  s e r v i c e s ;  t h e  

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

12

13

14

18

19

20

21 p a r t y ;

22

23

24

26

27

28 

29

( 6 )  d o  a n d  h a v e  d o n e  a l l  m a t t e r s  n e c e s s a r y  f o r  t h e  p u r p o s e  

o f  a n y  f u n c t i o n  s e t  o u t  [ F O R T H ]  i n  t h i s  c h a p t e r .

*  S e c .  ? .  A S  1 4 . 4 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s e c t i o n  t o  r e a d :

25  S e c .  1 4 . 4 0 . 2 5 3  F I N A N C I N G  N O T I C E  A N D  A P P R O V A L .  I f  t h e  U n i v e r s i t y

o f  A l a s k a  i n t e n d s  t o  e n t e r  i n t o  a n  o b l i g a t i o n ,  e x c e p t  f o r  r e f i n a n c i n g

o b l i g a t i o n s ,  u n d e r  A S  1 4 . 4 0 . 0 4 0 ( 5 )  w i t h  a n  a n n u a l  p a y m e n t  b y  t h e

u n i v e r s i t y  a n t i c i p a t e d  t o  e x c e e d  3 1 , 0 0 0 , 0 0 0 ,  t h e  u n i v e r s i t y  s n a i l

p r o v i d e  n o t i c e  t o  t h e  l e g i s l a t u r e .  T h e  n o t i c e  m u s t  i n c l u d e  t h e
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a n t i c i p a t e d  a n n u a l  p a y m e n t  a m o u n t ,  t h e  a n t i c i p a t e d  f i n a n c i n g ,  0 r . d  t h e  

t o t a l  c o n s t r u c t i o n ,  a c q u i s i t i o n ,  o r  o t h e r  c o s t s  o f  t h e  p r o j e c t .  T h e  

u n i v e r s i t y  m a y  n o t  e n t e r  i n t o  a n  o b l i g a t i o n  r e q u i r i n g  a  f i n a n c i n g  

n o t i c e  u n d e r  t h i s  s e c t i o n ,  o t h e r  t h a n  a  r e f i n a n c i n g  o b l i g a t i o n ,  u n l e s s  

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

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

t h e  p u r p o s e  o f  t h i s  s e c t i o n .

*  S e c .  3 .  A S  1 8 . 5 5 . 2 5 5  i s  a m e n d e d  t o  r e a d :

S e c .  1 8 . 5 5  2 5 5 .  D I S P O S A L  O F  S U R P L U S  P R O P E R T Y  [ P R O C E D U R E  F O R  S A L E  

O F  L A N D ] . T h e  a u t h o r i t y  m a y  c o n v e y  r e a l  o r  p e r s o n a l  p r o p e r t y  t h a t  i t  

d e t e r m i n e s  i s  i n  e x c e s s  o f  i t s  n e e d s .  E x c e p t  a s  p r o v i d e d  i n  ( b )  a n d

( c )  o f  t h i s  s e c t i o n ,  t h e  s a l e  [ S A L E  O F  L A N D ]  s h a l l  b e  b y  p u b l i c  a u c ­

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

d e t e r m i n e d  b y  a n  a p p r a i s a l  m a d e  w i t h i n  1 8 0  d a y s  b e f o r e  [ O F ]  t h e  s a l e  

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

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

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

t o  b e  s o l d  i s  l o c a t e d  a n d  b y  p o s t i n g  n o t i c e  o f  s a l e  i n  a t  l e a s t  t w o  

p u b l i c  p l a c e s  i n  t h e  a r e a .  I n  n o  e v e n t  m a y  [ S H A L L ]  t h e  a u c t i o n  b e  

h e l d  l e s s  t h a n  3 0  d a y s  a f t e r  t h e  l a s t  d a y  o f  p u b l i c a t i o n .  I f  n o  

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

n e g o t i a t e d  s a l e  [ , ]  w i t h i n  s i x  m o n t n s  a f t e r  [ O F ]  t h e  d a t e  o f  t h e  

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

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

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

*  S e c .  4 .  A S  1 8 . 5 5 . 2 5 5  i s  a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  t o  r e a d :

( b )  R e a l  o r  p e r s o n a l  p r o p e r t y  o f  t h e  a u t h o r i t y  m a y  b e  c o n v e y e d  

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

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

C S S B  1 0 8 ( J u d )  - 2 -



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

e s t s  o f  t h e  s t a t e .  T h e  b o a r d  s h a l l  c o n s ' 1' d e r  b o t h  t h e  n a t u r e  o f  t h e  

a g e n c y ’ s  o r  p o l i t i c a l  s u b d i v i s i o n ’ s  p u b l i c  s e r v i c e s  o r  f u n c t i o n s  a n d  

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

( c )  P r o p e r t y  a c q u i r e d  o r  r e n o v a t e d  t o  p r o v i d e  m e n t a l  h e a l t h  

c o m m u n i t y  h o u s i n g  i s  n o t  s u b j e c t  t o  t h e  p r o c e d u r e s  o f  ( a )  o r  ( b )  o f  

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

t o  g r a n t e e s  s e l e c t e d  b y  t h e  D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s  

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

D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s  u n d e r  A S  4 7 . 3 0 . 5 2 0  -  4 7 . 3 0 . -  

6 2 0 .

( d )  T h i s  s e c t i o n  d o e s  n o t  a p p l y  t o  p r o p e r t y  t h a t  i s  c o v e r e d  b y  

A S  1 8 . 5 5 . 3 2 0  o r  1 8 . 5 5 . 5 4 0 .

*  S e c .  5 .  A S  3 6 . 3 0 . 0 2 0  i s  a m e n d e d  t o  r e a d :

S e c .  3 6 . 3 0 . 0 2 0 .  L E G I S L A T U R E .  T h e  L e g i s l a t i v e  C o u n c i l  s h a l l  

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

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

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

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

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

T h e  p r o c e d u r e s  m u s t  b e  c o n s i s t e n t  w i t h  t h e  p r o v i s i o n s  o f  A S  3 6 . 3 0 . -  

0 8 0 ( b )  -  ( e ) .

*  S e c .  6 .  A S  3 6 . 3 0 . 0 3 0  i s  a m e n d e d  t o  r e a d :

S e c .  3 6 . 3 0 . 0 3 0 .  C O U R T  S Y S T E M .  T h e  a d m i n i s t r a t i v e  d i r e c t o r  o f  

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

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

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

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

s p e c i a l  n e e d s  o f  t h e  j u d i c i a l  b r a n c h  a s  d e t e r m i n e d  b y  t h e
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a d m i n i s t r a t i v e  d i r e c t o r  [ A D M I N I S T R A T O R ]  o f  c o u r t s .  T h e  p r o c e d u r e s  

m u s t  b e  c o n s i s t e n t  w i t h  t h e  p r o v i s i o n s  o f  A S  3 6 . 3 0 . 0 8 0 ( b )  -  ( e )  .

*  S e c .  7 .  A S  3 6 . 3 0 . 0 8 0 ( b )  i s  a m e n d e d  t o  r e a d :

( b )  T h e  d e p a r t m e n t , l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  m a y  

e n t e r  i n t o  l e a s e - p u r c h a s e  [ L E A S E - F I N A N C I N G ]  a g r e e m e n t s ,  i n c l u d i n g  

l e a s e - f i n a n c i n g  [ L E A S E - P U R C H A S E ]  a g r e e m e n t s  [ A N D  A G R E E M E N T S  R E L A T E D  T O  

T H E  I S S U A N C E  O F  C E R T I F I C A T E S  O F  P A R T I C I P A T I O N ] . A  l e a s e - p u r c h a s e  

[ L E A S E - F I N A N C I N G ]  a g r e e m e n t  m u s t  p r o v i d e  t h a t  l e a s e  p a y m e n t s  a r e  

s u b j e c t  t o  a n n u a l  a p p r o p r i a t i o n .

*  S e c .  8 .  A S  3 6 . 3 0 . 0 8 0 ( c )  i s  a m e n d e d  t o  r e a d :

( c )  I f  t h e  d e p a r t m e n t , l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  

i n t e n d s  t o  e n t e r  i n t o  a  l e a s e  o r  l e a s e - p u r c h a s e  [ L E A S E - F I N A N C I N G ]  

a g r e e m e n t , e x c e p t  a n  a g r e e m e n t  r e l a t e d  t o  a  r e f i n a n c i n g ,  w i t h  a n  

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

t h a t  i s  [ S T A T E ]  a n t i c i p a t e d  t o  e x c e e d  $ 1 , 0 0 0 , 0 0 0 ,  t h e  d e p a r t m e n t ^  

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

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

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

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

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

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

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

t h i s  s u b s e c t i o n .

*  S e c .  9 .  A S  3 6 . 3 0 . 0 8 0  i s  a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  t o  r e a d :

( d )  T h e  d e p a r t m e n t ,  l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  m a y  

e n t e r  i n t o  a  l e a s e - f i n a n c i n g  a g r e e m e n t  f o r  t h e  c o n s t r u c t i o n  o r  a c q u i -
fro OOO-

s i t i o n  o f  a p u b l i c  b u i l d i n g ^  o n l y  w i t h  t h e  A l a s k a  S t a t e  H o u s i n g  A u ­

t h o r i t y  .

( e )  I n  a d d i t i o n  t o  t h e  a p p r o v a l  b y  l a w  r e q u i r e d  u n d e r  ( c )  o f  
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t h i s  s e c t i o n ,  a  p r o p o s e d  l e a s e  o r  l e a s e - p u r c h a s e  a g r e e m e n t  o f  t h e

d e p a r t m e n t ,  l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  f o r  a  p u b l i c  b u i l d ­

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

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

o f  a n n u a l  r e n t  t h a t  i s  a n t i c i p a t e d  t o  e x c e e d  $ 1 , 0 0 0 , 0 0 0  a n d

( 1 )  w o u l d  b e  e n t e r e d  i n t o  b e f o r e  t h e  c o m p l e t i o n  o f  t h e

c o n s t r u c t i o n  o f  t h e  b u i l d i n g ;  i n  t h i s  p a r a g r a p h ,  " c o m p l e t i o n  o f  c o n ­

s t r u c t i o n "  d o e s  n o t  i n c l u d e  p r o v i d i n g  a l t e r a t i o n s ,  r e p a i r s ,  m a i n t e ­

n a n c e ,  o r  i m p r o v e m e n t s  t o  a n  e x i s t i n g  p u b l i c  b u i l d i n g ;

( ? )  c o n t a i n s  m i n i m u m  l e a s e  p a y m e n t s ,  i n c l u d i n g  m i n i m u m

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

p r e s e n t  v a l u e  a t  t h e  i n c e p t i o n  o f  t h e  a g r e e m e n t  e q u a l s  9 0  p e r c e n t  o r  

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

r e a l  p r o p e r t y  t h a t  i s  t h e  s u b j e c t  o f  t h e  a g r e e m e n t ;  t h e  p r e s e n t  v a l u e  

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

B u y e r  ? 0 - B o n d  G . O .  I n d e x ;  o r

( 3 )  p r o h i b i t s  t h e  d e p a r t m e n t ,  l e g i s l a t i v e  b r a n c h ,  o r  j u d i ­

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

p a y m e n t s ,  f r o m  a c q u i r i n g ,  l e a s i n g ,  o r  u s i n g  s i m i l a r  r e a l  p r o p e r t y  t o  

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

t h e  a g r e e m e n t .

*  S e c .  1 0 .  A S  3 6 .  J' 0 . 9 9 0  i s  a m e n d e d  b y  a d d i n g  n e w  p a r a g r a p h s  t o  r e a d :

( 1 7 )  " l e a s e - f i n a n c i n g  a g r e e m e n t "  m e a n s  a  l e a s e - p u r c h a s e  

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

s o r ,  i n c l u d i n g  r e v e n u e  b o n d s  o r  c e r t i f i c a t e s  o f  p a r t i c i p a t i o n ;

( 1 8 )  " l e a s e - p u r c h a s e  a g r e e m e n t "  m e a n s  a  l e a s e  t h a t

( A )  t r a n s f e r s  o w n e r s h i p  o f  t h e  p r o p e r t y  t o  t h e  l e s s e e  

b y  t h e  e n d  o f  t h e  l e a s e  t e r m ;

( B )  c o n t a i n s  a  p u r c h a s e  o p t i o n  a t  a  p r i c e  l e s s  t h a n
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t h e  f a i r  m a r k e t  v a l u e  o f  t h e  p r o p e r t y  o n  t h e  d a t e  t h e  o p t i o n  i s  

e x e r c i s a b l e ;

( C )  h a s  a  t e r m ,  a t  i n c e p t i o n ,  e q u a l  t o  7 5  p e r c e n t  o r  

m o r e  o f  t h e  e c o n o m i c  l i ^ e  o f  t h e  p r o p e r t y ;  o r

( D )  c o n t a i n s  m i n i m u m  l e a s e  p a y m e n t s ,  i n c l u d i n g  m i n i m u m  

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

w h o s e  p r e s e n t  v a l u e  a t  t h e  i n c e p t i o n  o f  t h e  a g r e e m e n t  e q u a l s  9 0  

p e r c e n t  o r  m o r e  o f  t h e  f a i r  m a r k e t  v a l u e  a t  t h e  i n c e p t i o n  o f  t h e  

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

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

c o u n t  r a t e  t h e  m o s t  r e c e n t  B o n d  B u y e r  2 0 - B o n d  G . O .  I n d e x ;

( 1 9 )  " p u b l i c  b u i l d i n g "  m e a n s  i m p r o v e d  r e a l  p r o p e r t y  l e a s e d  

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

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

H e a t i n g  C o r p o r a t i o n  a n d  l e a s e d  t o  t h e  U n i v e r s i t y  o f  A l a s k a  f o r  a

p u r p o s e  w i t h i n  t h e  s c o p e ,  a s  o f  J u l y  1 ,  1 9 8 6 ,  o f  t h e  h e a t i n g  c o r p o r a ­

t i o n ' s  c h a r t e r ;

*  S e c .  1 1 .  A S  1 4 . 4 0 . 2 5 3 ,  a s  e n a c t e d  b y  s e c .  2  o f  t h i s  A c t ,  a n d  A S  3 6 . -  

3 0 . 0 8 0 ( c ) ,  a s  a m e n d e d  b y  s e c .  8  o f  t h i s  A c t ,  d o  n o t  a p p l y  t o  p r o j e c t s  a u ­

t h o r i z e d  b y  l a w  b e f o r e  J u l y  1 ,  1 9 8 9 .

*  S e c .  1 2 .  A S  3 6 . 3 0 . 0 8 0 ( d )  a n d  ( e ) ,  a s  e n a c t e d  b y  s e c .  9  o f  t h i s  A c t ,  

d o  n o t  a p p l y  t o  p r o j e c t s  a u t h o r i z e d  b y  l a w  b e f o r e  J u l y  1 ,  1 9 8 4 .

*  S e c .  1 3 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 8 9 .
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I N  T H E  S E N A T E  B Y  T H E  J U D I C I A R Y  C O M M IT T E E

C S  F O R  S E N A T E  B I L L  N O .  1 0 8  ( J u d i c i a r y )

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

S I X T E E N T H  L E G I S L A T U R E  -  F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  v p u b l i c  f i n a n c e ,  i n c l u d i n g  l e a s e -

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

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 . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1 .  A S  1 4 . 4 0 . 0 4 0  i s  a m e n d e d  t o  r e a d :

S e c .  1 4 . 4 0 . 0 4 0 .  G E N E R A L  P O W E R S  O F  T H E  U N I V E R S I T Y .  T h e r e  i s

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

A l a s k a .  I t  m a y  i n  t h a t  n a m e

( 1 )  s u e  a n d  b e  s u e d ;

( 2 )  r e c e i v e  a n d  h o l d  r e a l  a n d  p e r s o n a l  p r o p e r t y ;

( 3 )  c o n t r a c t  a n d  b e  c o n t r a c t e d  w i t h ;

( 4 )  a d o p t ,  u s e ^  a n d  a l t e r  a  c o r p o r a t e  s e a l ;

( 5 )  b o r r o w  m o n e y ,  i s s u e  d e b t ,  o r  e n t e r  i n t o  l o n g - t e r m

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

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

P a r t y ;

( 6 )  d o  a n d  h a v e  d o n e  a l l  m a t t e r s  n e c e s s a r y  f o r  t h e  p u r p o s e  

o f  a n y  f u n c t i o n  s e t  o u t  [FORTH] i n  t h i s  c h a p t e r .

*  S e c .  2 .  A S  1 4 . 4 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s e c t i o n  t o  r e a d :

S e c .  1 4 . 4 0 . 2 5 3  F I N A N C I N G  N O T I C E  A N D  A P P R O V A L .  I f  t h e  U n i v e r s i t y  

o f  A l a s k a  i n t e n d s  t o  e n t e r  i n t o  a n  o b l i g a t i o n ,  e x c e p t  f o r  r e f i n a n c i n g  

o b l i g a t i o n s ,  u n d e r  A S  1 4 . 4 0 . 0 4 0 ( 5 )  w i t h  a n  a n n u a l  p a y m e n t  b y  t h e  

u n i v e r s i t y  a n t i c i p a t e d  t o  e x c e e d  $ 1 , 0 0 0 , 0 0 0 ,  t h e  u n i v e r s i t y  s h a l l  

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

t o t a l  c o n s t r u c t i o n ,  a c q u i s i t i o n ,  o r  o t h e r  c o s t s  o f  t h e  p r o j e c t .  T h e  

u n i v e r s i t y  m a y  n o t  e n t e r  i n t o  a n  o b l i g a t i o n  r e q u i r i n g  a  f i n a n c i n g  

n o t i c e  u n d e r  t h i s  s e c t i o n ,  o t h e r  t h a n  a  r e f i n a n c i n g  o b l i g a t i o n ,  u n l e s s  

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

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

t h e  p u r p o s e  o f  t h i s  s e c t i o n .

*  S e c .  3 .  A S  1 8 . 5 5 . 2 5 5  i s  a m e n d e d  t o  r e a d :

S e c .  1 8 . 5 5 . 2 5 5 .  D I S P O S A L  O F  S U R P L U S  P R O P E R T Y  [ P R O C E D U R E  F O R  S A L E  

O F  L A N D ] . T h e  a u t h o r i t y  m a y  c o n v e y  r e a l  o r  p e r s o n a l  p r o p e r t y  t h a t  i t

d e t e r m i n e s  i s  i n  e x c e s s  o f  i t s  n e e d s .  E x c e p t  a s  p r o v i d e d  i n  ( b )  a n d

( c )  o f  t h i s  s e c t i o n ,  t h e  s a l e  [ S A L E  O F  L A N D ]  s h a l l  b e  b y  p u b l i c  a u c ­

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

d e t e r m i n e d  b y  a n  a p p r a i s a l  m a d e  w i t h i n  1 8 0  d a y s  b e f o r e  [ O F ]  t h e  s a l e  

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

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

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

t o  b e  s o l d  i s  l o c a t e d  a n d  b y  p o s t i n g  n o t i c e  o f  s a l e  i n  a t  l e a s t  t w o  

p u b l i c  p l a c e s  i n  t h e  a r e a .  I n  n o  e v e n t  m a y  [ S H A L L ]  t h e  a u c t i o n  b e  

h e l d  l e s s  t h a n  3 0  d a y s  a f t e r  t h e  l a s t  d a y  o f  p u b l i c a t i o n .  I f  n o

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

n e g o t i a t e d  s a l e  [ , ]  w i t h i n  s i x  m o n t h s  a f t e r  [ O F ]  t h e  d a t e  o f  t h e

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

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

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

*  S e c .  4 .  A S  1 8 . 5 5 . 2 5 5  i s  a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  t o  r e a d :

( b )  R e a l  o r  p e r s o n a l  p r o p e r t y  o f  t h e  a u t h o r i t y  m a y  b e  c o n v e y e d  

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

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

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

a g e n c y ' s  o r  p o l i t i c a l  s u b d i v i s i o n ' s  p u b l i c  s e r v i c e s  o r  f u n c t i o n s  a n d  

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

( c )  P r o p e r t y  a c q u i r e d  o r  r e n o v a t e d  t o  p r o v i d e  m e n t a l  h e a l t h  

c o m m u n i t y  h o u s i n g  i s  n o t  s u b j e c t  t o  t h e  p r o c e d u r e s  o f  ( a )  o r  ( b )  o f  

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

t o  g r a n t e e s  s e l e c t e d  b y  t h e  D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s

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

D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s  u n d e r  A S  4 7 . 3 0 . 5 2 0  -  4 7 . 3 0 . -  

6 2 0 .

( d )  T h i s  s e c t i o n  d o e s  n o t  a p p l y  t o  p r o p e r t y  t h a t  i s  c o v e r e d  b y  

A S  1 8 . 5 5 . 3 2 0  o r  1 8 . 5 5 . 5 4 0 .

*  S e c .  5 .  A S  3 6 . 3 0 . 0 2 0  i s  a m e n d e d  t o  r e a d :

S e c .  3 6 . 3 0 . 0 2 0 .  L E G I S L A T U R E .  T h e  L e g i s l a t i v e  C o u n c i l  s h a l l

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

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

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

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

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

T h e  p r o c e d u r e s  m u s t  b e  c o n s i s t e n t  w i t h  t h e  p r o v i s i o n s  o f  A S  3 6 . 3 0 . -  

0 8 0 ( b )  -  ( e ) .

*  S e c .  6 .  A S  3 6 . 3 0 . 0 3 0  i s  a m e n d e d  t o  r e a d :

S e c .  3 6 . 3 0 . 0 3 0 .  C O U R T  S Y S T E M .  T h e  a d m i n i s t r a t i v e  d i r e c t o r  o f

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

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

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

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

s p e c i a l  n e e d s  o f  t h e  j u d i c i a l  b r a n c h  a s  d e t e r m i n e d  b y  t h e
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a d m i n i s t r a t i v e  d i r e c t o r  [ A D M I N I S T R A T O R ]  o f  c o u r t s .  T h e  p r o c e d u r e s  

m u s t  b e  c o n s i s t e n t  w i t h  t h e  p r o v i s i o n s  o f  A S  3 6 . 3 0 . 0 8 0 ( b )  -  ( e )  .

*  S e c .  7 .  A S  3 6 . 3 0 . 0 8 0 ( b )  i s  a m e n d e d  t o  r e a d :

( b )  T h e  d e p a r t m e n t , l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  m a y  

e n t e r  i n t o  l e a s e - p u r c h a s e  [ L E A S E - F I N A N C I N G ]  a g r e e m e n t s ,  i n c l u d i n g  

l e a s e - f i n a n c i n g  [ L E A S E - P U R C H A S E ]  a g r e e m e n t s  [ A N D  A G R E E M E N T S  R E L A T E D  T O  

T H E  I S S U A N C E  O F  C E R T I F I C A T E S  O F  P A R T I C I P A T I O N ] .  A  l e a s e - p u r c h a s e  

[ L E A S E - F I N A N C I N G ]  a g r e e m e n t  m u s t  p r o v i d e  t h a t  l e a s e  p a y m e n t s  a r e  

s u b j e c t  t o  a n n u a l  a p p r o p r i a t i o n .

*  S e c .  8 .  A S  3 6 . 3 0 . 0 8 0 ( c )  i s  a m e n d e d  t o  r e a d :

( c )  I f  t h e  d e p a r t m e n t , l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  

i n t e n d s  t o  e n t e r  i n t o  a  l e a s e  o r  l e a s e - p u r c h a s e  [ L E A S E - F I N A N C I N G ]  

a g r e e m e n t , e x c e p t  a n  a g r e e m e n t  r e l a t e d  t o  a  r e f i n a n c i n g ,  w i t h  a n  

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

t h a t  i s  [ S T A T E ]  a n t i c i p a t e d  t o  e x c e e d  $ 1 , 0 0 0 , 0 0 0 ,  t h e  d e p a r t m e n t ^  

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

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

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

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

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

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

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

t h i s  s u b s e c t i o n .

*  S e c .  9 .  A S  3 6 . 3 0 . ^ 8 0  i s  a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  t o  r e a d :

( d )  T h e  d e p a r t m e n t ,  l e g i s l a t i v e  b r a n c h ,  o r  j u d i c i a l  b r a n c h  m a y  

e n t e r  i n t o  a  l e a s e - f i n a n c i n g  a g r e e m e n t  f o r  t h e  c o n s t r u c t i o n  o r  a c q u i ­

s i t i o n  o f  a  p u b l i c  b u i l d i n g  o n l y  w i t h  t h e  A l a s k a  S t a t e  H o u s i n g  A u ­

t h o r i t y .

( e )  I n  a d d i t i o n  t o  t h e  a p p r o v a l  b y  l a w  r e q u i r e d  u n d e r  ( c )  o f  
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t h i s  s e c t i o n ,  a  p r o p o s e d  l e a s e  o r  l e a s e - p u r c h a s e  a g r e e m e n t  f o r  a

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

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

t h e  p a y m e n t  o f  a n n u a l  r e n t  t h a t  i s  a n t i c i p a t e d  t o  e x c e e d  $ 1 , 0 0 0 , 0 0 0  

a n d

( 1 )  w o u l d  b e  e n t e r e d  i n t o  b e f o r e  t h e  c o m p l e t i o n  o f  t h e

~ o n s t r u c t i o n  o f  t h e  b u i l d i n g ;  i n  t h i s  p a r a g r a p h ,  " c o m p l e t i o n  o f  c o n ­

s t r u c t i o n "  d o e s  n o t  i n c l u d e  p r o v i d i n g  a l t e r a t i o n s ,  r e p a i r s ,  m a i n t e ­

n a n c e ,  o r  i m p r o v e m e n t s  t o  a n  e x i s t i n g  p u b l i c  b u i l d i n g ;

( 2 )  c o n t a i n s  m i n i m u m  l e a s e  p a y m e n t s ,  i n c l u d i n g  m i n i m u m

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

p r e s e n t  v a l u e  a t  t h e  i n c e p t i o n  o f  t h e  a g r e e m e n t  e q u a l s  9 0  p e r c e n t  o r  

m o r e  o f  t ' \ e  f a i r  m a r k e t  v a l u e  a t  t h e  i n c e p t i o n  o f  t h e  a g r e e m e n t  o f  t h e  

r e a l  p r o p e r t y  t h a t  i s  t h e  s u b j e c t  o f  t h e  a g r e e m e n t ;  t h e  p r e s e n t  v a l u e  

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

B u y e r  2 0 - B o n d  G . O .  I n d e x ;  o r

( 3 )  p r o h i b i t s  t h e  d e p a r t m e n t ,  l e g i s l a t i v e  b r a n c h ,  o r  j u d i ­

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

p a y m e n t s ,  f r o m  a c q u i r i n g ,  l e a s i n g ,  o r  u s i n g  s i m i l a r  r e a l  p r o p e r t y  t o  

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

t h e  a g r e e m e n t .

S e c .  1 0 .  A S  3 6 . 3 0 . 9 9 0  i s  a m e n d e d  b y  a d d i n g  n e w  p a r a g r a p h s  t o  r e a d :

( 1 7 )  " l e a s e - f i n a n c i n g  a g r e e m e n t "  m e a n s  a  l e a s e - p u r c h a s e  

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

s o r ,  i n c l u d i n g  r e v e n u e  b o n d s  o r  c e r t i f i c a t e s  o f  p a r t i c i p a t i o n ;

( 1 8 )  " l e a s e - p u r c h a s e  a g r e e m e n t "  m e a n s  a  l e a s e  t h a t

( A )  t r a n s f e r s  o w n e r s h i p  o f  t h e  p r o p e r t y  t o  t h e  l e s s e e  

b y  t h e  e n d  o f  t h e  l e a s e  t e r m ;

( B )  c o n t a i n s  a  p u r c h a s e  o p t i n n  a t  a  p r i c e  l e s s  t h a n
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t h e  f a i r  m a r k e t  v a l u e  o f  t h e  p r o p e r t y  o n  t h e  d a t e  t h e  o p t i o n  i s  

e x e r c i s a b l e ;

( C )  h a s  a  t e r m ,  a t  i n c e p t i o n ,  e q u a l  t o  7 5  p e r c e n t  o r  

m o r e  o f  t h e  e c o n o m i c  l i f e  o f  t h e  p r o p e r t y ;  o r

( D )  c o n t a i n s  m i n i m u m  l e a s e  p a y m e n t s  w h o s e  p r e s e n t  

v a l u e ,  a t  i n c e p t i o n ,  e q u a l s  9 0  p e r c e n t  o r  m o r e  o f  t h e  f a i r  m a r k e t  

v a l u e  o f  t h e  p r o p e r t y  a t  i n c e p t i o n ;  r  „  ,

( 1 9 )  " p u b l i c  b u i l d i n g "  m e a n s  i m p r o v e d  r e a l  p r o p e r t y  l e a s e d  

t o  t h (  j t a t e  f o r  g o v e r n m e n t a l ,  p u b l i c ,  o r  e d u c a t i o n a l  u s e ,  b u t  d o e s  

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

H e a t i n g  C o r p o r a t i o n  a n d  l e a s e d  t o  t h e  U n i v e r s i t y  o f  A l a s k a  f o r  a  

p u r p o s e  w i t h i n  t h e  s c o p e ,  a s  o f  J u l y  1 ,  1 9 8 6 ,  o f  t h e  h e a t i n g  c o r p o r a ­

t i o n ' s  c h a r t e r ;

*  S e c .  1 1 .  A S  1 4 . 4 0 . 2 5 3 ,  as e n a c t e d  b y  s e c .  2  o f  t h i s  A c t ,  a n d  A S  3 6 . -  

3 0 . 0 8 0 ( c ) ,  a s  a m e n d e d  b y  s e c .  8  o f  t h i s  A c t ,  d o  n o t  a p p l y  t o  p r o j e c t s  a u ­

t h o r i z e d  b y  l a w  b e f o r e  J u l y  1 ,  1 9 8 9 .

*  S e c .  1 2 .  A S  3 6 . 3 0 . 0 8 0 ( d )  a n d  ( e ) ,  a s  e n a c t e d  b y  s e c .  9  o f  t h i s  A c t ,  

d o  n o t  a p p l y  t o  p r o j e c t s  a u t h o r i z e d  b y  l a w  b e f o r e  J u l y  1 ,  1 9 8 4 .

*  S e c .  1 3 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 8 9 .
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Introduced: 1/17/89 go00179s
Referred: Special  Committee on Internat ional

Trade and Tourism, Judic iary ,
Resources and Finance

BY THE RULES COMMITTEE BY
1 IN THE SENATE REQUEST OF THE GOVERNOR

2 SENATE BILL NO. 119

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act e n t i t l e d :  "An Act r e l a t in g  to required reporting methods for

7 corporate income taxes owed by members of  an a f f i l i -

0 ated group whose common parent i s  a corporation

9 incorporated out3ide the United S ta tes ;  and providing

10 for an e f f e c t i v e  date."

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

12 * Section i .  I t  i s  the purpose of  th i s  Act to promote investment and

13 trade opportunities in  the s t a t e .

14 * Sec. 2.  AS 43.20 i s  amended by adding a new s e c t io n  to read:

15 Sec.  43 .20 .073.  AFFILIATED GROUPS. (a) A corporation that i s  a

16 member of an a f f i l i a t e d  group whose common parent i s  a corporation

17 incorporated outs ide the United States  s h a l l  f i l e  a return us ing the

18 water's  edge combined reporting  method. A return under th i s  s e c t io n

19 s h a l l  include the fo l lowing corporations i f  they are a part of  a

20 unitary business:

21 (1) corporations included or inc ludable in  a consolidated

22 return for federa l  corporate income tax purposes;

23 (2)  corporations incorporated in or doing business in any

24 s ta te  or United Sta tes  possess ion  or t e r r i to r y ;

25 (3) domestic in ternat iona l  s a l e s  corporations and fore ign

26 sa les  corporations; and

27 (4) tax haven corporations .

28 (b) The department may require a corporation f i l i n g  under th i s

29 s e c t io n  to f i l e  a worldwide combined report i f
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1 (1) the corporation or any a f f i l i a t e  f a i l s  to comply with

2 regulations adopted under th i s  chapter,  including domestic d isc lo su re

3 spreadsheet f i l i n g  requirements; or

4 (2) the corporation does not provide information requested

5 by the department on the operations of  a foreign  parent necessary for

6 the department to audit  the taxpayers corporation return with in  a

7 reasonable period of  time.

8 (c) This s e c t io n  does not apply to taxpayers subject  to AS

9 43.20.072 engaged in the production of  o i l  or gas from a lease  or

10 property in  the s ta t e  or engaged in the transportation of  o i l  or gas

11 by regulated p ip e l in e  in the s t a t e .

12 (d) As used in th is  sec t ion :

13 (1)  an " a f f i l i a t e d  group" i s  a group of two or more corpo-

14 rat ions ,  in  which 50 percent or more of  the vot ing stock of  each

15 member i s  d i r e c t l y  or in d ir e c t ly  owned by a common owner or by common

16 owners, e i th er  corporate or non-corporate, or by one or more of  the

17 member corporations of  the group;

18 (2)  a "tax haven corporation" means a corporation that i s

19 incorporated in  or does business in a country that does not impose an

20 income tax,  or that imposes an income tax at a rate lower than 90

21 percent of the federa l  tax rate on the fed era l ly  defir,ed income tax

22 base,  and 50 percent or more of  s a l e s ,  purchases,  or payments of

23 income or expenses,  exc lu s ive  of  payments for in tangib le  property,  of

24 the corporation are made d ir e c t ly  or in d ir e c t ly  to one or more members

25 of a waters' edge group and which conducts no s ig n i f i c a n t  economic

26 a c t i v i t y .

27 * Sec. 3. This Act i s  re troact ive  to tax years beginning a f t e r  Decem-

28 ber 31, 1988.

29 * Sec. 4. This Act takes e f f e c t  immediately under AS 0 1 .1 0 .0 7 0 (c ) .
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Office o f  the Governor 
D ivision o f  P olicy  
7 February 1989

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 coi lion. The foreign parent
corporation is not required to rr t, only the subsidiaries
doing business in the U.S. W- ; edge filing is not
extended to foreign corporatic :at directly do business in
Alaska.

Firms filing a water's edge n. *t must provide a domestic 
disclosure spreadsheet verifying v sistency among returns 
filed in different U.S. states. Incoi. 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.

Summary & Sectional Analysis



SB 119, Summary and Sectional Analysis, page 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.
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SENATE B I L L  HO. 1 1 9  b y  t h e  R u l e s  C o u l t t e a  b y  r e q u a s t  o f  t h e  
G o v e r n o r ,  a n t i t i e d :

" A n  A c t  r e l a t i n g  t o  r e q u i r e d  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 e s  o w e d  b y  m e m b e r s  o f  a n  
a f f i l i a t e d  g r o u p  v h o a e  c o i t a o n  p a r e n t  i a  a  
c o r p o r a t i o n  i n c o r p o r a t e d  o u t s i d e  t h e  U n i t e d  
S t a t e s i  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 . "

v » a  r e a d  t h e  f l r a t  t i a e  a n d  r e f e r r e d  t o  t h e  S e n a t e  S p e c i a l  
C o a a i t t e e  o n  I n t e r n a t i o n a l  T r a d e  a n d  T o u r i s a ,  t h e  J u d i c i a r y  
C o a a i t t a e ,  t h e  R e s o u r c e s  C o a a i t t e e  a n d  t h e  F i n a n c e  
C o a a i t t e e .

F i s c a l  n o t e  p u b l i r n r d  t o d a y  f r o a  D e p a r t a e n t  o f  R e v e n u e .  
Z e r o  f i s c a l  n o t e  p u b l i s h a d  t o d a y  f r o a  D e p a r t a e n t  o f  C o a n o r c e  
a n d  Z c o n o a i c  D e v e l o p a e n t .

C o v e m o r ' a  t r a n s a i t t a l  l e t t e r  d a t e d  J a n u a r y  1 6 :

D e a r  S e n a t o r  K e l l y :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s a o .  1 8 ,  o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I  e a  t r a n a n i t t i n g  a  b i l l  r e l a t i n g  t o  t h e  
a e t h o d a  o f  c o r p o r a t e  i n c o a e  t a x  r e p o r t i n g  f o r  c e r t a i n  
t a x p a y e r s .  T h i s  b i l l  r a q u i r e s  t h a t  c o r p o r a t i o n s  t h a t  a r e  
a e a b e r s  o f  a f f i l i a t e d  g r o u p s  o w n e d  b y  f o r e i g n  c o r p o r a t e  
p a r e n t s  f i l e  r e t u r n s  b a s e d  o n  t h e  " w a t e r ' s  e d g e "  m e t h o d ,  
i n s t e a d  o f  t h e  " w o r l d w i d e "  m e t h o d  o f  t a x  a c c o u n t i n g .  T h e  
" w a t e r ' a  a d g a "  m e t h o d  i s  a  t a x i n g  a e t h o d  t h a t  t a k e s  i n t o  
c o n s i d e r a t i o n  o n l y  t h e  d o s e s t i c  a c t l v i t i e a  o f  f o r e i g n  
c o r p o r a t i o n s  a n d  d o e s  n o t  c o n s i d e r  I n c o a e  f r o a  t h e i r  n o n -  
A a e r i c a n  o p e r a t i o n s .

T h e  " w o r l d w i d e "  a e t h o d  o f  t a x  a c c o u n t i n g  h a s  m a n y  v i r t u e s ,  
b u t  i t  i s  i n t e n s e l y  d i s l i k e d  b y  a o s t  p o t e n t i a l  i n v e s t o r s  
o v e r s e a s .  V i r t u a l l y  e v e r y  o t h e r  s t a t e  t h a t  u s e d  t h e  
" w o r l d w i d e "  a e t h o d  h a s  r e p e a l e d  i t  i n  r e c e n t  y e a r s  i n  o r d e r  
t o  i n c r e a s e  i n v e c t a e n t  a n d  t r a d e  o p p o r t u n i t i e s .  T h e r e  i e  
s i a p l y  n o  r e a s o n  w h y  A l a s k a  s h o u l d  k e e p  t h i s  b a r r i e r  t o  
i n v e s t m e n t  o n  t h o  b o o k s  w h e n  o t h e r  s t a t e s  h a v e  r e p e a l e d  i t .

T h e  n e x t  c e n t u r y ,  i t  i s  s a i d ,  w i l l  b e  t h e  e r a  o f  t h e  P a c i f i c  
R i a .  A l a s k a  i s  s t r a t e g i c a l l y  p l a c e d  t o  p a r t i c i p a t e  f u l l y  i n  
t h e  b o o m i n g  e c o n o m i e s  o f  t h e  r e g i o n .  I  b e l i e v e  t h a t  w e  m u s t

SB 1 1 9  c o n t ' d

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

S i n c e r e l y ,

SENATE JOURNALJanuary 17, 1989 1 2 9

/ • /
S t e v e  C o w p e r  
G o v e r n o r

SB 12Q
SENATE B I L L  H O . 1 2 0  b y  t h e  L a b o r  a n d  C o a a e r o a  C o a a i t t e e ,  
e n t i t l e d :

" A n  A c t  e x t e n d i n g  t h e  t e r m i n a t i o n  d a t e  o f  t h e  
A l a s k a  P u b l i o  U t i l i t i e s  C o m m i s s i o n )  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 . "

w a e  r e a d  t h e  f i r s t  t i a e  a n d  r e f e r r e d  t o  t h e  L a b o r  a n d  
C o n a e r o a  C o a a i t t a e  a n d  t h e  F i n a n c e  C o a a i t t e e .

SB  1 2 1

SENATE B I L L  HO. 1 2 1  b y  S e n a t o r  K a r t t u l a ,  e n t i t l e d :

" A n  A o t  r e l a t i n g  t o  c o n d i t l o n e  o f  a o h o l a r a h l p  
l o a n s :  a n d  p r o v i d i n g  f o r  a n  e f f a c t i v e  d a t a . "

w a s  r e a d  t h e  f i r a t  t i m e  a n d  r e f e r r e d  t o  t h e  H e a l t h ,  
E d u c a t i o n  a n d  S o c i a l  S e r v i c e s  C o a a i t t e e  a n d  t h e  F i n a n c e  
C o m m i t t e e .

5.B 122
SENATE B I L L  NO. 1 2 2  b y  S e n a t o r s  S c u r g u l o w s k l ,  R o d s y  a n d  
Z h a u o f f ,  e n t i t l e d :

" A n  A c t  a u t h o r i z i n g  t r e a t m e n t  o f  a  m i n o r  w h o  
m i s u s e s  h a z a r d o u s  v o l a t i l e  m a t e r i a l s  o r  
s u b s t a n c e s  a s  a  c h i l d  i n  n e e d  o f  a i d . "

w a s  r e a d  t h e  f i r s t  t i a e  a n d  r e f e r r e d  t o  t h e  H e a l t h ,  
E d u c a t i o n  a n d  S o c i a l  S e r v i c e s  C o a a i t t e e .
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Prepared by: John Larson and 
Steve Kettel
Alaska Department of Revenue 
November 18, 1988

Fiscal Note Analysis: Legislation Affecting Alaskan Corporate Taxpayers 
with Foreign Parent Corporations

The proposed legislation would require corporate Income taxpayers with 
foreign parents to file on a water's edge combined basis beginning 1n 
calendar year 1989. The legislation wuuld not affect taxpayers who 
currently file under AS 43.20.072 (011 and Gas Producers and Pipelines). 
Nor would 1t affect Alaska corporations which do not have foreign 
operations. The total number of taxpayers affected and the total tax 
liability of these taxpayers are small.

In order to derive an estimate of the possible revenue Impact of this 
proposed legislation the Department analyzed tax returns filed for the 
most recent tax year available - 1986. For tax year 1986 staff 
Identified the tax returns of taxpayers with foreign parents. This 
methodology was designed to determine the potential revenue Impact from 
only those taxpayers currently operating In Alaska. The Department did 
not estimate the potential revenue Impact of Incremental business 
activity 1n Alaska by corporations with foreign parents which may be 
Induced by this proposed legislation.

Based on an analysis of the taxpayers which were Identified as possibly 
being affected by the proposed legislation, the maximum tax liability 
decrease for tax year 1986 would have been no greater than $60,000.



E xce rp t from  G overno r Cowper's S ta te  o f the S tate add ress , 
J a n u a ry  20, 1987:

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

With that overall goal in mind, my administration will ask you to adopt 
the following proposals for the permanent recovery of the Alaskan 
economy...

5. Repeal the un ita ry tax on m u ltina tiona l corporations, replacing 
the lost revenue through other means. The un ita ry tax was adopted as 
a means o f making sure that expenses connected w ith d r illin g  in 
Indonesia weren't deducted from  A laska tax returns. Its benefits are 
now outwe ighed by its disadvantages. Fore ign irvestors are reluctant 
to locate in  states w h ich have a unitary' tax because o f the fear that 
those states m igh t tax income earned elsewhere. A  less threatening 
tax structure w i l l make A laska more attrac tive to those investors.
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Under a system o f 
un ita ry taxation, a state 
government ba' _a 
corporation 's income ■ 
tax lia b ility  not on the 
earnings o f the corpo- 
ration 's local sub­
sid iaries but on earn­
ings w o rldw ide . Even 
i f  the subsid iary is los­
ing money, It may be 
allocated some tax, 
based on the profitable 
performance of the 
corpora tion elsewhere. 
The author attacks th is 
system as un fa ir and 
ineffective, causing 
double taxation, m isal- 
location o f resources, 
and various procedural 
d ifficu lties . He also o f­
fers an alternative , the 
"wa te r s-edge" ap­
proach, wh ich wou ld 
exclude income ou t­
side the U.S. from  taxa­
tion ’ i  state. A l­
t' i not a perfect so- 

i, the author ad- 
,.es th is as a means 

o f e lim ina ting the 
worst problems o f 
un ita ry taxation. Ed.

SMR Forum: 
A  Japanese Perspective —  Is Worldwide 
Unitary Taxation Fair?

Mitsuru Misawa Industrial Bank of Japan, Ltd.

Japan's d ire c t in v e s tm e n t in  the U n ite d  
States is In c reas ing s te a d ily , h a v in g  reached 
a ba lance o f $3 b i l l io n  at the end o f 1982 
(w h ic h  is equa l to  36 pe rcen t o f Japan 's to ta l 
in v e s tm en t w o r ld w id e ) . H ow eve r, th e  fu tu re  
o f th is  tre nd  is n ow  c lo u d e d  by the sys tem  o f 
a w o r ld w id e  u n ita ry  ta xa tio n  adop ted  by 
C a lifo rn ia  and tw e lv e  o th e r s ta tes .1 U n d e r 
u n ita ry  ta xa tio n , a sta te g o ve rnm en t de te r­
m ines a c o rp o ra tio n ’s c o n so lid a te d  in com e  
w o r ld w id e  and a llo ca tes its lo c a l s u b s id ia ry  
a p ro  ra ta in com e assessed on  the e v a lu a t io n  
o f la bo r com pensa tio n , lo ca l assets, and sales 
proceeds. The v a l id i ty  o f th is  m e th o d  is open 
to  ques tion .

D u rin g  h is N ovem be r 1983 v is it to  Japan. 
P res iden t Reagan was rem in d e d  o f th is  p ro b­
lem  by P rim e M in is te r N akasone .3 A lth o u g h  
the U.S. go ve rnm en t is  n ow  lo o k in g  in to  the 
m atte r, Japan’s le a d in g  businesses are ve ry  
m uch  conce rned abou t the ou tcom e .

T h is  past June, K e idan re n  (The Japanese 
F ede ra tion o f E co nom ic O rgan iza tio n s ) d is ­
pa tched a h ig h - le v e l u n ita ry  ta x su rv e y  m is­
s io n  to the U n ite d  States. R epresen ta tives 
from  some tw e n ty  le a d in g  bus inesses3 v is ­
ite d  a to ta l o f tw e n ty - fo u r states, in c lu d in g  
severa l w he re u n ita ry  ta xa tio n  is a p p lie d .4 
T he pu rpose o f th is  m is s io n  was to  meet 
w ith  go ve rnm en t a u th o r it ie s  ( in c lu d in g  g o v­
ernors) and encourage them  to e ith e r ab o lis h  
o r no t ad op t u n ita ry  ta xa tio n . In  th is  pape r, 1 
w i l l  a ttem p t to sum m a rize  the p ro b lem s th a t 
u n ita ry  ta xa tio n  has created fo r Japanese 
co rp o ra tio n s  and th en  exp lo re  po ss ib le  s o lu ­
tio n s .5

T he  Consequences o f U n ita ry  T a x a t io n  on 
Japanese C o rp o ra t io n s  
Several Japanese co rp o ra tio n s  w i th  sub­
s id ia r ie s  in  C a lifo rn ia  have en coun te re d  
la rge state tax lia b il i t ie s  desp ite  th e ir  l im ­

ite d  sales w ith in  the state. T h is  s itu a t io n  
p re va ils  even w hen a su b s id ia ry  is p e r fo rm ­
in g  p o o r ly  in  C a lifo rn ia .6 A  n e w ly  estab­
lis h e d  sub s id ia ry  is ra re ly  p ro fita b le  as deb t 
se rv ice  and am o rtiz a tio n  costs are p a r t ic u ­
la r ly  heavy in  the in i t ia l years. Ye t, even new  
firm s  are lia b le  to ta xa tio n  because o f the 
pe rfo rm ance o f a lready w e ll-e s ta b lis h e d  p a r­
en t com pan ies .

F o r exam p le , Kyocera C o rp o ra t io n , a re p­
resen ta tive  Japanese h ig h -te c h n o lo g y  f irm , 
p a id  a to ta l o f $18 m il l io n  in  co rp o ra te  in ­
com e tax to the In te rn a l R evenue S erv ice 
o ve r tw e lv e  years from  1972 th ro u g h  1983 .7 
In  th is  p e rio d , the c o rp o ra tio n  p a id  S3.5 m i l­
lio n  to the s ta ti’ o f C a lifo rn ia  on a ne t in ­
com e o f $22 m ill. 'o n . H ow eve r, w i th  the im ­
p o s it io n  o f u n ita ry  ta xa tio n , tax lia b il i t ie s  
w e re reca lcu la ted to  in c lu d e  co rp o ra te  in ­
com e earned th ro u g h o u t the w o r ld . T nu s , 
the sta te le v ie d  an a d d it io n a l am ou n t o f $2 
m il l io n  in c lu s iv e  o f in te re s t a cc rued d u r in g  
an a lle ged de lay in  pa ym en t. A lto g e th e r, the 
state tax pa id  exceeded ne t in com e . In  th is  
case, the grievance aga ins t u n ita ry  ta xa tio n  
on the pa rt o f Kyocera C o rp o ra iio n  appears 
to be ju s t if ie d . '

G iv e n  these c ircum s ta nces , K yoce ra has 
suspended its p lan to en la rge its  p la n t in  San 
D iego , C a lifo rn ia . In s tead , th e f irm  m ay con­
s id e r re lo ca tin g  to the state o f W ash in g to n , 
w h ic h  does no t im pose u n ita ry  ta xa tio n .

A n o th e r w e ll-k n o w n  e le c tro n ic s  firm , 
NEC,* has also suspended a d d it io n a l in ­
ves tm en t in  C a lifo rn ia  and is te n ta t iv e ly  
p la n n in g  to  inves t in  an o p tic a l f ib e r te le­
com m un ic a tio n s  p la n t in  O regon , w he re 
u n ita ry  ta xa tio n is expected to be abo lished 
s h o r t ly .10

T he B ackg ro u nd  o f U n ita ry  T a x a t io n  
T he sys tem  o f w o r ld w id e  u n ita ry  ta xa tio n
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rep resen ts an a ttem p t to re p le n is h  treasu ries 
in  several states th a t are tro u b le d  w i th  reve­
nu e  sho rtfa lls . In  sou th e rn  states such as 
G eo rg ia and K e n tu c k y , w h e re  a ba lanced 
budge t is a m an d a to ry  c o n s t itu t io n a l re­
q u irem en t, u n ita ry  ta xa tio n  has neve r been 
p ro posed , and th e ir  go ve rno rs  have d is ­
c la im e d  any in te n t io n  to  in tro d u c e  i t  in  the 
fu tu re . ”

A  num be r o f c on sum e r g ro ups , o n  the 
o th e r hand , are a d am an tly  d em a nd in g  en­
fo rcem en t o f u n ita r y  ta xa tio n  to  p re ve n t b ig 
bus iness from  g e tt in g  aw ay w i th  p a y in g  l i t ­
t le  taxes. Thus , s ta te go ve rnm en ts  m ig h t e x­
pe rie n ce con s ide ra b le  o p p o s it io n  i f  th e y  
w ith d ra w  th e ir c om m itm e n t to u n ita ry  taxa­
t io n . ”  F o r in s tan ce , a go ve rnm en t w o u ld  
f irs t have to  secu re an a lte rn a tiv e  sou rce 
o f revenues and th e n  c o n v in c e  con sum e r 
g ro ups th a t the ta x b u rd e n  w o u ld  be e q u ita ­
b ly  shared.

In  a recen t r u l in g , the U .S . S up rem e C ou rt 
u p h e ld  the c o n s t i tu t io n a l i ty  o f u n ita ry  ta x­
a t io n .”  In  th is  p a r t ic u la r case, the co rp o­
ra t io n , w h ic h  is in c o rp o ra te d  in  D e law a re 
an d  d o in g  bus iness in  C a lifo rn ia , and its 
overseas sub s id ia r ie s  co n s titu te d  a " u n ita r y  
b u s in e ss ." The " fo rm u la  a p p o r t io n m e n t"  
m e th od  used by C a lifo rn ia  d id  no t v io la te  
the re q u irem en t o f fa ir a p p o r t io nm e n t im ­
posed b y the du e  p rocess c lause o f the U.S. 
C o n s t itu t io n .14 A p p lic a t io n  o f the u n ita ry  
bus iness and fo rm u la  a p p o rt io nm e n t m e th ­
od to  overseas s u b s id ia r ie s  d id  no t v io la te  
th e  F o re ign  C omm erce C lause o f th e  U.S. 
C o n s titu t io n .

T h e  A rm 's -L e n g th  A p p ro a c h  
T h e  li t ig a n t c o rp o ra tio n  had u n de rta k e n  an 
a lte rn a tiv e  ap p ro a ch  ca lle d  the "a rm 's - 
le n g th "  app roach , o b e y in g  the law s and re l­
eva n t tax trea ties o f  the U.S. fe de ra l g o ve rn­
m en t and o the r n a tio n a l g o ve rnm en ts  u n d e r 
w hose ju r is d ic t io n  the c o rp o ra tio n  opera tes 
su b s id ia r ie s . By em p lo y in g  the a rm 's - le n g th  
app ro a ch , a g o ve rnm en t im poses taxes o n ly  
on  incom es earned w i th in  its  ju r is d ic t io n  — . 
p ro v id e d  tha t w i t h in  a g ro u p  o f a f f il ia te d  
firm s , each f irm  is le g a lly  trea ted as an in d e ­
p e nd en t e n tity  Bnd th a t the firm s  transac t

w ith  one ano the r on an a rm 's - le ng th  basis 
T h is  ru l in g , howeve r, leaves the ques tion o f 
fo re ig n  pa ren t com pan ies tha t are op e ra ting 
in  the U.S. th rough U .S . subs id ia rie s un re­
so lved . It seems w o r th w h i ’ e, the re fo re , fo r a 
Japanese f irm  like  K yoce ra to con tes t th is  
p o in t in  cou rt.

P ro b lem s fo r Japanese C o rp o ra t io n s  
The p ro b lem s that Japanese co rp o ra tio n s en­
c o u n te r w ith  u n ita ry  ta x a tio n  „re  lis te d  be­
lo w .

1. T a x  Ju r is d ic t io n . T a x  ju r is d ic t io n  is con­
s id e red  to be coun te rba lanced by the bene fits 
and p ro te c tio n  p ro v id e d  by the au th o r it ie s  to 
the taxpaye rs also u n d e r th e ir ju r is d ic t io n . 
L o g ic a lly , there fo re , tax ju r is d ic t io n s  c rn n o t 
im p o u n d  incom es a c c ru in g  to the p a rty  o u t­
s ide the tax ju r is d ic t io n  o f the ta x ing a u th o r­
ity . T h is  is w id e ly  accep ted as an in te rn a ­
tio n a l p ra c tice  based on ju s tic e  and e q u ity . It 
is p ro b a b ly  r ig h t to in fe r , the re fo re , th a t sev­
era l states in  the U n ite d  States may no t la w ­
fu l ly  im pose a tax on th e  fo re ign -based in ­
comes o f fo re ig n  co rp o ra tio n s .

A lth o u g h  i t  is true th a t a g roup o f a ffil ia te  
firm s  is in te rd ependen t, and the to ta l in com e 
o f th e g ro up  represents th e  f r u i t o f its  g loba l 
a c t iv it ie s  s tra d d lin g  ju r is d ic t io n a l borders , 
th e m e thod o f agg rega ting w o r ld w id e  in ­
com e and then a p p o rt io n in g  the to ta l to geo­
g ra p h ic a l ju r is d ic t io n s  in  accordance w ith  
m ere bus iness ind ices is too m echan ica l to 
do ju s tic e  to the c om p le x it ie s  o f ac tua l b u s i­
ness. T h is  p o in t is p la in  enough in  the case 
o f a Japanese co rp o ra tio n , w ith  a U .S . sub­
s id ia ry , th a t is ga in ing p ro f its  from  the ope r­
a tion s o f its Southeast A s ia n  and West E u ro­
pean subs id ia ries . Here , the re is n o rm a lly  
o n ly  a rem o te p o s s ib il i ty  fo r the U .S . sub­
s id ia ry  to con tr ib u te  a n y th in g  to the o ve ra ll 
p ro f its  d e r iv e d  from  the A s ia n  o r the West 
E u ropean ope ra tion . T h e  system  o f u n ita ry  
ta x a tio n  requ ires , even in  th is  case, the a l­
lo tm e n t o f sta te tax based on the A s ian o r the 
W est E uropean ope ra tion .

2. C o n fl ic t in g  T a xa tio n  P r in c ip le s . Both the 
U n ite d  States and Japan use the a rm ’s -leng th
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approach in  ta xa tio n , a n d  th u s  I t  m ay be 
cons ide red the in te rn a t io n a lly  accep ted ap­
proach . However, the a c t io n  o f some U .S . 
states in  pu rsu ing  u n ita r y  ta x a tio n  creates a 
com p le x  s itu a tio n  fo r m u lt in a t io n a l c o rp o ra­
tio n s tha t have to dea l w i th  tw o  d if fe r in g  
ta xa tio n  p r in c ip le s .
. T he a rm ’s-leng th a p p ro a ch  ca n n o t cope 
w i th  tax evasion e ffe c te d  th ro u g h  tra n s fe r 
p r ic in g  w i th in  a g ro u p  o f a ff il ia te s . In  such 
cases, the tax revenue o f the ta x in g  a u­
th o r it ie s  w o u ld  pe rhap s s u ffe r a decrease. 
H ow eve r, the U.S. and Japan have no  a p p re­
c ia b le  d iffe rences in  th e  rates o f co rpo ra te  
in com e taxes, and no m e r its  e x is t in  m a n ip u ­
la tiv e  trans fe r p r ic in g .** •

3. C oncep tua l and P ro c e d u ra l A m b ig u it ie s . 
C oncep tu a lly  and p ro c e d u ra lly , th e sys tem  
o f w o r ld w id e  u n ita ry  ta x a t io n  In vo lv e s  am ­
b ig u it ie s , and there is  n o  assurance th a t the 
re le van t ta x in g  a u th o r it ie s  w i l l  n o t a d o p t an 
a rb itra ry  stand. To assess the g lo b a l aggrt)- 
gate in com e o f an a f f i l ia te  g ro u p , the th ree 
in d ice s —  assets, la b o r c om pe n sa tio n , and 
sales proceeds —  are c o n s id e re d  o f equa l 
w e ig h t. T h is  e rroneous a s s um p tio n  is too 
s im p lis t ic  to do ju s tic e  to  the com p le x  m an­
agem ent o f a m u lt in a t io n a l c o rp o ra tio n .

W hen a Japanese s u b s id ia ry  c o n s tru c ts  a 
new  fa c to ry  in  the U .S ., th e  re q u ire d  s ite 
m us t bo pu rchased at th e  c u rre n t p r ic e , 
w h ic h  is en tered on the s u b s id ia ry ’s books as 
the book va lue . The p a re n t f irm 's  la n d  h o ld ­
in gs in  Japan, on the o th e r ha nd , are re­
co rded at th e ir h is to r ic a l va lue . T h is  use o f 
asset va lues in fla tes th e  am o u n t o f ta x 
l ia b il i t ie s  in  the U n ite d  S tates.

4. D oub le T a xa tio n . T h e  co rp o ra te  in com e  o f
a m u lt in a t io n a l g ro up is  n o w  sub je c t to  ta xa­
tio n  in  e ith e r the c o u n tr y  o f o p e ra t io n  o r
res idence . W o r ld w id e  u n ita r y  ta xa tio n  —
im p o s in g  tax lia b il i t ie s  o n  the fo re ig n  in ­
com e o f fo re ig n  c o rp o ra tio n s  taxed a lre ad y
unde r a rm 's -le ng th  ta x a t io n  —  th u s  e n ta ils
doub le  taxa tion .

For exam p le , a Japanese s u b s id ia ry  in  the
U n ite d  States owes tax l ia b i l i t ie s  to  the state
go ve rnm en t, a lthough , f r o m  the v ie w p o in t o f

the Japanese parent, tax is b e in g  le v ie d  on 
pa rt o f the pa ren t’s in com e . T h e  p a re n t can­
no t c la im  a tax d e du c tio n  u n d e r Japanese 
la w  because the am oun t in  q u e s t io n  is le v ie d  
on its  U .S . subs id ia ry , n o t o n  the pa ren t i t­
se lf. S ta te and loca l taxes are n o t cove red by 
the Japan-U .S . tax trea ty because the U.S. 
fe de ra l go ve rnm en t has no  p o w e r o ve r them . 
Fo r th is  reason, Japanese c o rp o ra t io n s  can­
n o t expec t re l ie f from  the a d  h o c  c o n su lta ­
t io n  p ro ce du re  set fo rth  in  th e  trea ty .

A n  A lte rn a t iv e : The W a le r ’s -E dge A p p ro a c h  
T he  w a te r ’s-edge approach to  re s o lv in g  the 
issue o f u n ita ry  ta xa tion , w h ic h  has been 
advoca ted by a com pe ten t ta s k  fo rce in  the 
T rea su ry  D epartm en t, appea rs to  be a c o n­
s tru c t iv e  p ro p o sa l.16 T h is  a p p ro a c h  re com ­
m ends th a t in com e earned o u ts id e  the U.S. 
b y a m u lt in a t io n a l group s h o u ld  be in c lu d e d  
in  the in com e aggregation o n ly  i f  a num be r 
o f c o n d it io n s , w h ic h  are d e s c r ib e d  be low , 
e x is t. T h u s , the un ita ry  ta x a t io n  o f in com es 
from  in te rs ta te  business a c t iv i t ie s  w o u ld  s t i l l 
rem a in  a p ro b lem , bu t its  in te rn a t io n a l ap­
p lic a t io n  w o u ld  be th e o re t ic a l ly  e lim in a te d  
in  m any cases.

Even so, there is e catch to th is  p roposa l. 
A  w id e  range o f co rp o ra tio n s based ou ts id e 
the U.S. w o u ld  con tin ue to be sub je c t to 
w o r ld w id e  aggregation o f in c om e . These 
w o u ld  in c lu d e  a ll co rp o ra tio n s b y w h ic h  the 
average o f the three in d ice s  fo r  a fo re ig n - 
based co rp o ra tio n  am oun ted to  m o re  th an  20 
pe rcen t o f the corpora te a c t iv i t ie s  ( in  term s 
o f wages/sa la ries pa id , assets h e ld , and sales 
reg is te red ) to  have o rig in a te d  in  d ie  U n ite d  
S tates. G lo ba l incom e assessment w o u ld  also 
be a p p lie d  i f  e ith e r wages/sa la ries p a id  in  the 
U .S ., o r assets he ld  in  the U .S ., o r sales in  the 
U .S . exceeded $10 m il l io n . T he se  p ro v iso s  
w o u ld  e ffe c t iv e ly  make m os t Japanese co r­
p o ra tio n s  sub jec t to u n ita ry  ta x a t io n . F u r­
th e r, the same repo rt dem ands w id e - ra n g in g  
fin a n c ia l d is c lo su re  by fo re ig n -b a se d  co rp o­
ra tio n s , w h ic h  m igh t c o n c e iv a b ly  in v o lv e  
in o rd in a te ly  large costs.

T he  range o f d isc losure in c lu d e s : ( l )  sub­
m is s io n  to the state tax a u th o r it ie s  o f tax- 
re la te d in fo rm a tio n  c o n ce rn in g  the pa ren t
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firm ; (2) th e  su m m a riz e d  lis t in g  of the  
a m o u n t o f  taxes paid  to  e a c h  s ta te ; and
(3) o ra l e x p la n a tio n  in  r e s p o n s e  to  a su m ­
m o n s fro m  the sta te  tax a u th o r i t ie s .  T o  re in ­
fo rce  th e  leg a l o b lig a tio n  to  re s p o n d  to 
s u m m o n se s , fo re ig n -b ased  f irm s  m u st d e ­
p o s it  a c e r ta in  am o u n t o f  m o n e y  w ith  th e  
a u th o r i t ie s .  A cco rd in g ly , t h e  f irm s  th a t fail 
to  m e e t fu lly  these  c o n d i t io n s  o f  d isc lo su re  
w o u ld  be su b je c t to  w o r ld w id e  u n ita ry  ta x a­
tio n .

T h is  so r t o f  d isc lo su re  r e q u ir e m e n t  is no t 
u n ju s tif ia b le  because the  a s s e s s m e n t  of tax 
o n  m u lt in a t io n a l b u s in e ss  a c t iv i t ie s  p re s u p ­
p o se s  a k n o w le d g e  of in t r a g ro u p  d e a lin g s . In 
p ra c tic e , h o w e v e r, severa l p ro b le m s  co u ld  
a r ise . A s a se p a ra te  legal e n t i ty ,  th e  fo re ig n  
p a re n t  firm  of a U.S. s u b s id ia r y  is n o t e n ­
t ire ly  free to  fu rn ish  the k in d  o f  in fo rm a tio n  
re q u ire d  b y  th is  p ro p o s e d  a p p ro a c h . It 
s h o u ld  a lso  be rem e m b ere d  th a t  d iffe ren t 
s ta te s  e m p lo y  d iffe ren t ta x a t io n  p r in c ip le s  
a n d  p ro c e d u re s . T h e  s y n o p s is  l is t in g  of tax 
p a y m e n ts  to  each  an d  e v e ry  s ta te  is , th e re ­

fore, ea s ie r sa id  than  d o n e . F u rth e rm o re , 
s e lec tiv e  o b lig a tio n  to re sp o n d  to  th e  su m ­
m ons c o u ld  c o n s titu te  a d is c r im in a tio n  
a g a in s t fo re ig n -b ase d  firms.

T h e  w a te r 's -e d g e  ap p ro ach  a s  p ro p o s e d  by 
the  T re a su ry  D ep a rtm en t r*«k fo rc e  is a lso  
p ro b lem a tic a l. It is h o p t v ilh  fu rth e r
re fin em en t, th is  app roach  ». ’'.e a form
th a t w ill be c o n s id e re d  reasoxio e by m ost 
m u lt in a tio n a l co rp o ra tio n s .

C o n c lu s io n
T h e  in it ia t iv e  for sa tisfactory  s e t t le m e n t  of 
th is  is su e  re s ts  w ith  each of th e  s ta te  gov­
e rn m e n ts  a n d  le g is la tu res  c o n c e r n e d .  H av­
in g  fu lly  a p p ra is e d  the a d v e rse  e ffec ts  of 
u n ita ry  ta x a tio n  o n  d irect in v e s tm e n t  in  the 
U n ite d  S ta te s , I w ou ld  like to  see  those  
b o d ie s  tak e  th e  co n s tru c tiv e  s te p s  n e c e s ­
sary  to  c re a te  m o re  jobs and  e n c o u r a g e  eco­
n o m ic  p ro sp e r ity  w ith in  th e ir  s ta te s .  T h is  is 
th e  sc e n a rio  m o s t Japanese c o rp o ra tio n s  
s tro n g ly  h o p e  to  see.
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In the production of semiconductor*, N EC  in number 2 
In the world. Its total sales in 1983 were V 1,253,589 
m illion.

10
In June 1984, the Keidanren mission met the governor of 
Oregon, who reconfirmed his commitment to Ihe 
abolition of unitary taxation. This commitment has been 
put in WTiting by the governor and also by several 
leading members of the state legislature.

1 1
On this point, the Keidanren mission w u  very much 
concerned, and, In its meetings with Governors Harris 
of Ceorgia and Collins of Kentucky In June 1684, the 
mission sounded out their intentions. Th e  governors 
disclaimed any Intention to Impose unitary taxation.

1 2
Following the visit of the Keidanren m ission, it seems 
that some efforts have been made In the direction of the 
abolition of unitary taxation In California. On the other 
hand, it is w idely acknowledged that its total abolition

cannot readily be attained. Sentiments in the stale 
legislature seem to oppose any concessions to big 
business st a time whan the stats Is unable to increase 
the salaries of underpaid schoolteachers. See Nihon 
Keizai Shimbun, 3 July 1984, p. 6.

13
See Container Corporation of America v. Franchise Tax 
Board (June 27.1983).

14
See the Constitution of the United States. Article  t. 
Section 8.

15
According to the Ministry of Finance of Japan, the 
effective rate of corporate taxation Is 51.18 percent in 
the U.S. and 51.55 percent in Japan. If anything, 
exclusive submission to U .S. jurisdiction would be 
slightly advantageous for a multinational enterprise.

16
A task force of the Department of the Treasury 
submitted its report on May 1 .1984, to a working group 
chaired by the Secretary of the Treasury. The second and 
third proposals contained in this report advocate the 
water's-edgo approach. Unitary taxation is a prerogative 
of the various stales and the federal government has. 
therefore, no veto power in this matter.



B y  Pa u l  L a ir d

W a l k  S o f t l y  o r  C a n y  a  B i g  C a r r o t

Alaska’s one o f only three states that still tax corporations 
on the basis o f worldwide earnings. I f the state doesn’t 

want its resources to walk softly in world markets forever, 
the worldwide reporting requirement may be one o f the 
first big sticks it must drop to attract foreign investment 

in resource development.

Ta  IS T E N . H ear it? No? It's the
I  Ith u n d erin g  silence of Alas-

3 1  ^ k a 's  enorm ous resource and 
developm ent potential w alking softly 
and ca rry in g  a big stick  in the in te rna­
tional m arketplace. So softly, in fact, 
th a t m any foreign investo rs haven 't 
been paying m uch atten tion .

T ru th  is, it never seem ed to m a tte r 
m uch w hat foreign investors thought 
about the big stick  ro u tin e -y o u  know, 
lim ited in fra s tru c tu re  and access to 
rem ote areas; high labor, construction  
and real e s ta te  costs, and an inhospita­
ble clim ate. W eather-w ise and tax-w ise. 
Love us or leave us alone. Until recently, 
anyhow. W ith  the s teady  stream  of oil 
dollars flowing into an A laskan econ­
omy we all knew  had outlived the days 
of boom  and bust (say halleluiah!), who 
had tim e to listen to those nattering  
nabobso f negativ ism  preachingdiversi- 
fication or doom?

“T h e  oil boom  m ade us fat, dum b 
and happy," says A nchorage atto rney  
R obert Breeze, who’s been active in 
international affairs and is a d irector of 
the A laska-K orea B usiness Council. 
"Now tha t it's over, w e're sta rved , m ore 
a s tu te  and unhappy."

C heer up. A laska may have to ca rry  a 
big carro t instead of a stick  if it doesn 't 
want to walk softly  in the in ternational 
arena forever, but the first step  tow ard 
creating  a m ore favorable foreign in­
vestm ent clim ate could tu rn  out to be 
relatively pain less yet sym bolically sig ­
nificant: repealing  the w orldwide com ­
bined re p o r tin g  req u irem en t in the  
s ta te ’s un ita ry  tax and replacing it w ith 
a w ate r’s  edge approach.

"Going to a  w ater's edge approach 
alone won't b ring  m ore foreign capital 
into the s ta te ,"  says one foreign trade 
expert. "Taxes are  ju st p a rt of the pack­
age of w hat goes into a decision to invest 
in a project. But the w orldw ide rep o rt­
ing requirem ent is a m ajor stum bling 
block. T h e  Jap an ese  and K oreans have 
as m uch as told o ther sta te s  th a t if they 
have a w orldw ide un ita ry  tax . they 
won't invest there unless it's absolutely  
necessary."

A dds Dan Dixon, d irec to r ut in te rna­
tional affairs in the A laska D epartm ent 
of C om m erce & Econom ic D evelop­
m ent, “T h e  tax  s tru c tu re  alone gen e r­
ally doesn 't inhibit investm ent, because 
n fair and consisten t system  can be 
worked into profit-and-loss projections. 
But the tax  system  in A laska is confus­
ing and inherently  unfair.

"It sends out a signal of greed, and 
m ost o f the U nited S ta tes has realized 
w orldwide com bined reporting  :s s tu ­
pid. It pu ts us in a ra th e r  lonely po-it:< in 
w hen it com es to a ttra c tin g  ton  ign



investm ent, and when we're a lready  not 
com petitive in a lot of ways, w hy add in 
an onerous tax tha t doesn 't do us any 
good? We can no longer p resum e tha t 
foreign investo rs will com e h ere  to 
develop our resources ju st because we 
have them . We have to realize we're 
com peting on a global basis with o ther 
coun tries tha t have the sam e th ings."

U n ita ry  taxation  is based  on the 
prem ise tha t various p a rts  of a co rpo ra­
tion engaged in related business ac tiv i­
t ie s - d iv is io n s ,  su b s id ia rie s , p la n ts , 
e tc .-c o n tr ib u te  equally  to produce a 
single profit or loss. Its goal: to assu re  
th a t each  ju risd ic tio n  g e ts  its "fair 
share" of co rpo rate  income w hen levy­
ing taxes.

U n ita ry  tax  is determ ined  by calcu­
lating  the percen tage of a com pany's 
total business conducted in a given tax ­
ing jurisd iction  and m ultiplying its total 
ea rn ings by that percentage. A sse ts, 
sa les and payroll com m only are used to 
de term ine  that percentage. A dvantage: 
T h e  com pany can 't s tru c tu re  its ac­
coun ting  so losses ill be w eighted  
tow ard activ ities in high-tax ju risd ic­
tions while profits are sh ifted  to o p era­
tions in low-tax sta te s  or countries.

If a w idget com pany ea rn s 8100,000 
by ex trac tin g  raw  m aterials in A laska, 
m a n u fa c tu r in g  th em  in Taiw an an d  
opera ting  its sales division out of W ash­
ington. and if 25 percen t of the com pa­

ny's sales, a sse ts  and payroll are  in 
A laska, its corporate tax  liability in 
A laska is based on a S25.000 profit. 
T h a t’s worldwide combined irportinjr.

W ith a wafer's tv/gr approach, only 
U.S. w idget activ ities would be used in 
calcu lating  s ta te  tax liability. Fair m ar­
ket value would be used to determ ine 
th e  value of raw m ateria ls ex trac ted  in 
A laska and "sold" to the m anufacturing  
division in Taiwan and the value of 
finished w idgets shipped from Taiwan 
to  be sold out of W ashington. If the 
co rporation  ea rn s  £50,000 from U.S.

activ ities only, and if (in percen t of the 
com pany's U.S. asse ts , sa les  and payroll 
a re  in A laska. A laska co rpo rate  tax 
would be based on a £50,000 profit.

O bjections to the w orldw ide rep o rt­
ing m ethod:

• I t  re su lts  in d o u b le  ta x a tio n  of 
profits from foreign operations.

•It adds an im m ense adm inistra tive 
burden by requiring  m ultinational co r­
porations to keep m ultiple se ts  of books 
and to tran s la te  all ac tiv itie s  into En­
glish and U.S. dollars.

•A t least in A laska, enforcem ent is 
said to be inconsistent.

•It d ilu tes early-year tax  losses for 
investm ents in capital-intensive proj­
ec ts  and slow s re tu rns.

• T h e  c o n s ti tu t io n a li ty  o f tax in g  
o v e rse a s  e a rn in g s  of fo re ig n -b ased  
m ultinationals has never been upheld 
by the U.S. S uprem e C ourt.

•It 's  perceived by many foreign co r­
porations and governm ents to be an 
invasion of privacy.

Concludes a Jan u ary  lf>85 study of 
Korean in terests  in A laska for then- 
House S peaker Joe H ayes, "The as­
sum ption underly ing  u n ita ry  tax —that 
a dollar of property, payroll and sales 
yields the sam e income w herever it may 
b e - i s  paten tly  false w ith respect to 
m ultinational corporations. T h e  result 
is trem endous d isto rtion  and regular 
overallocation of the U.S. incom e of

m ultinational corporations.
"B ecause non-U .S.-based com panies 

likely ca rry  on a g rea te r proportion  of 
the ir business ou tside th e  U.S. than 
U .S.-based com panies, the system atic  
overtaxation  they su ffer is co rrespond­
ingly greater. T h ese  burdens m ay se ri­
ously d iscourage Korean investm ent in 
un ita ry  s ta te s , i.e.. A laska . . . ”

A s recently  as tw o years ago. 23 
sta te s  had un ita ry  tax  sy stem s w ith 
w o rld w id e  re p o r tin g  re q u ire m e n ts . 
Now: th ree . T h e  o th e r  tw o: N orth  
Dakota and M ontana. T he m ost recent

dom ino to tum ble was California, mice 
the bastion of w orldwide un ita ry  ta x a ­
tion. B eginning Jan . I, m ultinationals 
operating  in California will have the 
option of stick ing  w ith the ex isting  sy s­
tem  of w orldw ide reporting  ut paying 
an anim al fee based on California pay­
roll. p roperty  and incom e to sw itch  to a 
w ater's edge approach.

“California w as literally losing for­
eign business investm ent to s la te s  w ith ­
out w orldw ide repo rtin g ."  says Ken 
H ansen, a p a r tn e r  in the S acram ento  
office o f P eat .W arwick M itche ll & 
Co. “T h e  Jap an ese  w ere saying they 
wouldn't invest any m ore in California if 
th e  w orldw ide req u irem en t w eren 't 
changed, and rigli a fte r  the vote to 
change the system , Sony announced  it 
would substan tia lly  increase its invest­
m ent in the s ta te ."

A ccording to one report, Sony ex ­
pec ts its California tax  bill to d rop  by a 
th ird  w hen the new  system  takes effect 
next year. One Japanese  firm relocated 
to W ashington w hen its California co r­
porate  tax  ac tua lly  exceeded its net 
incom e from opera tions in the  s ta te . 
W hile there 's still resis tance to som e 
provisions of California's tax bill, for­
eign investors and governm ents for the 
m ost p a rt seem  to feel appeased.

Even w ith w orldw ide reporting , the 
s ta te  has cap tu red  m ore than 40 percen t 
of all Japanese  investm ent in the U nited

S ta tes. Donald F itzgerald , p a rtn e r  in 
charge of tax  w ork in the Los A ngeles 
law firm M anatt. Phelps. R othenberg, 
Tunney & Phillips, notes toreign inves­
tors are re luc tan t to blackball a m arket 
as  lucrative as California's on the basis 
of ax s tru c tu re . T h a t’s w in California 
has been able to im pose an election fee 
to sw itch to w ater's  edge reporting , 
while o the r s ta te s  have dropped wm ki- 
w ide reporting  w ith few or :i" <tr:ngs 
a ttached .

California figures it will i>.o ie -s 
than  S1U0 million in -gate levonne*

Worldwide Combined Reporting Method

Alaska S a le s Alaska A ssets Alaska Payroll Incom e
Worldwide Sa les + Worldwide A ssets Worldwide Payroll * Worldwide subject

3
Earnings to Alaska 

corporate tax

Water’s Edge Reporting Method

Alaska S a le s A laska A ssets Alaska Payroll Incom e
U .S. Sa les + U .S . A ssets U .S. Payroll y U.S. sub ject

3
Earnings to Alaska 

corporate tax

Separate Accounting

Alaska S a le s -  Aiaska E xp e n se s = Incom e su b ject to Alaska corporation tax



Water’s edge and the 
foreign dividend dilemma

S e p a r a t e  a c c o u n tin g ?  Uni- 
ta ry  taxation w ith com bined w orld­
w ide reporting? U nita ry  tax  w ith the 
w ater's edge approach?

Did you really th ink any issue hav­
ing to do w ith taxes w as going to be 
as sim ple as choosing (a), (b) o r (c)? 
T hink  again.

Once a state 's chosen the w ate r’s 
edge app roach , the  fun has ju s t 
begun. One of the thorn iest issues 
for s ta te s  tha t have m ade the sw itch 
is how or w hether to tax  d ividends 
paid to U .S.-based m ultinationals by 
foreign subsidiaries.

T he dilem m a:
Do you exclude foreign d ividends 

from w ater's edge taxes and give 
m u ltina tional c o rp o ra tio n s -U .S .-  
aiid f o re ig n -b a s e d -a  co m p etitiv e  
edge over purely  dom estic co rpora­
tions engaged in the sam e business? 
A nd conceivab ly  en co u rag e  U .S. 
m ultinationals to invest outside the 
United S tates? (Illinois did.)

Do you include foreign d iv idends 
paid to U.S. m ultinationals and give 
foreign-based m ultinationals a com ­
petitive edge over both U.S. m ulti­
nationals and purely dom estic  co rp o ­
rations? (California.)

Do you stradd le  the fence and tax  
only a portion  of foreign dividends? 
W hat portion? (Oregon chose 15 p e r­
cent.)

T he issue m ay have little  signifi­
cance in A laska. However, a 1984 
study  on un ita ry  taxation  in A laska 
for then-H ouse S peaker Joe H ayes 
suggested  the com petitive balance 
am ong Sohio A laska P etro leum  Co. 
(now S tandard  A laska Production), 
ARCO A laska and Exxon -  the  th ree 
dom inant p layers in N orth  S lope p ro ­
d u c tio n -c o u ld  be influenced. T h e  
repo rt characterized  Sohio as a for­
eign-based m ultinational, ARCO as 
"a m ostly dom estic corporation" and 
Exxon as a U .S .-based m ultinational.

annually  due to the  revision - a  fraction 
of its estim ated  >1.1 billion annual co r­
porate tax  take. F urther, it ex p ects  that 
decline to be m ore than offset by prop­
erty. incom e and sales taxes from  new 
investm ent the  change should spaw n.

Nonetheless, the revision cam e only 
afte r intense lobbying and teeth  g n ash ­
ing within the s ta te  and pressure from 
the Reagan A dm inistration. A nd a pair 
of not-so-gent'.e nudges from California's 
worldwide reporting-free neighbors to 
the north. Oregon and W ashington.

Oregon law m akers in June of 1984 
adopted  a w ater's  edge approach tha t 
was im plem ented in 198b. R esults w ere 
sw ift and im pressive. Ju s t p rior to  the 
rep ea l o f w orldw ide  r e p o r t in g - b u t  
a f te r  it w as apparen t the m easure  would 
p a s s - J a p a n 's  N ippon E lectric  Corp. 
(NEC) announced  it would build a fiber 
optics plant in the "Silicon Forest" area 
ju st ou tside P ortland . W ithin w eeks of 
the repeal. F u jitsu  A m erica finalized 
plans for a d isk  drive p lant in the  sam e 
area. Epson announced it would build a 
plant to m ake p rin ters. Fuji M icroelec­
tronics unveiled p lans to build a facility 
to m an u fac tu re  sem iconducto rs  and 
com puter chips, but Fuji's p ro jec t re ­
ported ly  since has been put on hold.

Says Glen U lm er, tax  p a r tn e r  in the 
Portland office of A rth u r A ndersen  & 
Co. and m em ber of a Portland Develop­
m ent Com m ission task  force th a t w ent 
on several trad e  m issions to the F ar E ast

Sharon Yesland Interiors 
Associate Member ASID
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prim- to  the repeal. “Som e (Japanese) 
com panies are tax-sensitive and o thers 
aren 't. But no m atte r w ho we talked to. 
we had a d iiiicult tim e explaining the 
(w orldw ide reporting) un ita ry  issue.

“I th ink  the repeal w as critical in 
a ttra c tin g  new  Japanese  investm ent. It 
w as a m ajor sta tem en t that O regon was 
open tor business. You can 't underesti­
m ate the  im portance of intangibles, and 
a suite 's a ttitu d e  tow ard business is one 
of the  m ost im portan t factors."

A dds Les Fahey, tax p a r tn e r  in the 
P ortland office of Peat M arw ick M itch­
ell & Co.. “California has a m arketp lace 
tha t's  m ore lucrative than Oregon's; if 
California would have acted  earlier, it 
p robably  would have go tten  som e of the 
investm ent th a t cam e here."

W hile the constitu tionality  of the use 
of w orldw ide reporting  to determ ine 
s ta te  co rporate  taxes for foreign m ulti­
nationals hasn 't been tested , the U.S. 
Suprem e C ourt has upheld its use in 
calcu lating  taxes of U .S .-based m ultina­
tionals. P ressu re  from the federal level 
to sc rap  w orldwide rep o rtin g  cam e at 
the  p rom pting  of foreign- and U .S.- 
based m ultinationals and o th e r govern­
m ents; Britain th rea tened  to reta lia te by 
im posing penalties on U.S. firm s doing 
business there.

P residen t Re3gan resisted  pressure 
to endorse  a federal law against the 
w orldw ide rep o rtin g  requ irem en t on 
the basis th a t such a law would violate 
s ta te s ' righ ts, but he did appoint a task  
force headed  by then-T reasury  S ecre­
ta ry  Donald Regan to s tudy  the issue. 
Its recom m endations;

•T h a t s ta te s  still using w orldwide 
rep o rtin g  should abandon it in favor of a 
w ater's  edge approach;

• T h a t  th e  fe d e ra l  g o v e rn m e n t  
should ass is t s ta te s  in m onitoring com ­
pliance w ith  w ater's edge reporting ;

• T h a t  a c o m p e titiv e  b a lan ce  be 
m aintained am ong U .S.-based m ultina­
tionals. foreign-based m ultinationals 
and purely  dom estic corporations.

B E E N  an em otional issue not 
I  ju st for the Japanese, but for Brit- 

J L a i n  and West Germany, too," says 
Jim  Thayer, m anager of in ternational 
investm ents in the S ta te  of Oregon's 
Fconom ic Developm ent D epartm ent. 
"Now th a t the p ressure’s off California, 
one of tw o th ings will happen: they'll 
e ith e r  w rite  off the o th e rs  (A laska, 
N orth  D akota and M ontana) o r they'll 
s ta r t  pu ttin g  m ore p ressu re  on them . 
A laska ce rta in ly  is of the m ost in terest 
of w hat's left."

A lask a 's  D ixon s u g g e s ts  A lask a  
should be positioning its p o rts  a s  a 
cargo  stag ing  and assem bly a reas  for 
F uropean  goods destined  for Pacific 
Rim m arkets, and repeal of w orldwide 
repo rting  is vital to tha t effo rt.

A laska has had a un ita ry  tax  since 
before sta tehood . In recen t years it's 
accounted  fo ra  fraction of s ta te  govern-
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m oiu's total revenues, and  like sta te  
revenues in general, it's com e alm ost 
exclusively from the oil industry .

"W orldwide reporting  isn 't signifi­
can t at this m om ent in te rm s of a t tr a c t­
ing foreign investm ent into A laska," 
m aintains M ichael Gay. executive d irec ­
to r of corporate  developm ent for Calista 
Corp. and au th o r of the s tudy  for form er 
House S peaker Hays on K orean busi­

ness activ ities in the s ta te . “Hut in the 
long term , it's very  sign ifican t.

"Korea and Jap an  a re  na tu ra l m ar­
kets for A laska's resou rces. The Kore­
ans and the Jap an ese  a re n 't going to 
m ake the m ajor com m itm en ts we need 
in A laska to develop resou rces as long 
as the woi ldwide rep o rtin g  requirem ent 
is in place. Feasibility  s tu d ies , pre-feasi­
bility stud ies, sure, but no t m ajor invest­

m ents in developm ent." P rom oters or a 
handful of m ajor resource developm ent 
p ro jec ts in A laska note the ir negotia­
tions w ith potential foreign investors 
haven't i cached the point w here  s ta te  
tax  policy has been a significant issue.

B e n e fits  to  A lask a  from  foreign  
investm ent in resource developm ent: 
shared  risk , reliable m arkets, abundan t 
cap ita l. T h e  s ta te 's  Dixon m ain ta ins

Why oil curdles at the thought o f (another) tax change
In  t h e  m id s t  o k  l a s t  y e a r ’s  m in i -d e b a te  o v e r  

w hether to reim pose se p a ra te  accounting on A laska’s oil 
industry, one long-tim e s ta te  legislator d ism issed indus­
try  argum ents th a t an o th er change in the tax  s tru c tu re  
would reinforce business’s percep tion  tha t the  s ta te  has 
an unstab le tax clim ate and  discourage investm ent in 
A laska . “We've changed  taxes n ine tim es on the industry  
since statehood," he declared .

Is it any w onder the oil in d u stry  reaches for its 
Rolaids w henever som eone b rin g s up the issue of ch an g ­
ing the tax structu re?

"W henever you m ake a change in taxes, there 's an 
expense involved in com plying w ith it,” a ssesses  one 
business analyst.

A dds a s ta te  official, "Historically, any tim e th e re’s 
been talk  of changing taxes, it m eans som e group of 
legislators has found a b e tte r  way to gouge the  oil 
com panies."

T h e  s ta te  first im posed se p a ra te  accounting in 1978. 
Intent: to m axim ize s ta te  governm ent’s take from  Prud- 
hoe Bay production. L aw m akers retu rned  to w orldw ide 
un ita ry  taxation  in 1981 w hen  it appeared  separate  
accounting could be unconstitu tional and the sta te  
eventually could face a m ultibillion-doilar judgm ent 
against it. T h e  system  now  in u se  has been in effec t since 
1981.

For m ost m ultinationals, s ta te  corporate tax  is based 
on sales, a sse ts  and payroll. Exceptions: airlines, con­
struction  com panies, com panies involved in land tran s­
po rta tio n . A nd com pan ies th a t  produce oil o r  a re  
involved in pipeline tran sp o rta tio n .

Com panies producing oil a re  taxed on the basis of 
a sse ts  and ex traction .

C om panies providing pipeline transporta tion  are 
taxed on a sse ts  and sales.

C om panies p roducing  oil and providing pipeline 
transpo rta tion  a re  taxed on ex traction , asse ts  and sales.

W hile co rporate  taxes account for a relatively m inor 
portion of A laska’s to tal s ta te  revenues, the oil industry  
picks up  abou t 90 percen t of th e  corporate tax  tab. 
(Surprise!)

It’s unclear w hat im pact a  sw itch  to w ater's edge 
un ita ry  taxation  from  thf* cu rren t system  of w orldwide 
repo rting  would have on the s ta te ’s  b iggest tax  benefac­
tor. largely because of the  nu m b er of potential variations 
on the w ater’s edge them e. Possibly little.

W hat is clear is tha t the  oil in d u stry  is in no mood to 
ta lk  change in the cu rren t clim ate of uncertainty. Says a 
tax  a tto rney  for one m ultinational, “You only have to  look 
a t w hat's  happened to th e  in d u stry  in the last couple 
years to understand  why we need som e tax  stability. Any 
kind of change would be perceived as A laska not having 
a stable tax clim ate, and we need a b it of p redictability  in 
th is kind of economy."

Not ironically, th e  oil industry  is said to have been one 
of the b iggest propoi ents of sw itch ing  from w orldwide

rep o rtin g  to w ate r’s edge w hen the issue cam e up in 
C alifornia. Reason: M arketing  and refin ing, the m ain­
s tay s of oil's ac tiv ities in California, historically  haven't 
been as profitable a s  production  overseas.

T h a t 's  also been the reason  for som e A laskan  legisla­
to rs ' ap p a ren t p en ch an t for se p a ra te  a c c o u n t in g -a  
m ethod  in w hich sa les  and  expenses a re  calculated  on a 
sta te -by -sta te  basis so co rpo ra te  taxes can be levied on 
ea rn in g s a ttr ib u tab le  to opera tions w ithin each s ta te . 
U ntil the oil price co llapse in 19S6. N orth  Slope p roduc­
tion w as m ore profitable than  the average of earn ings 
from  all operations.

V ince W right, ch ief o f research  for th e  A laska  
D ep a rtm en t of Revenue, says separa te  accounting  is 
m ore oil price-sensitive than un ita ry  taxation , and in the 
p re v a ilin g  c lim a te  of $ 1 4 -p e r-b a rre l oil, s e p a ra te  
accoun ting  actually  would yield less s ta te  revenue th an  
w orldw ide unitary. T h e  d e p a rtm en t is conducting  a 
s tu d y  to  pinpoint the  breakeven point for s ta te  revenues 
u n d e r  various tax  s tru c tu re s .

M u st th e  oil in d u s t r y - w h ic h  lo a th es  s e p a ra te  
accoun ting  in A laska and longs for s ta b il i ty -a n d  po ten ­
tial foreign in v e s to rs -w h o  loathe w orldw ide reporting , 
p refer sep ara te  accounting, b u t will se ttle  for a  change to 
w ate r 's  edge repo rting  -  forever be locked in an  A laskan  
standoff?

W hen California im plem ents w ater's edge taxation  
n ex t January , m ultinational co rporations will have the  
option of s tay ing  w ith  the  cu rren t system  of w orldw ide 
rep o rtin g  o r paying an  annua l fee based on California 
payroll, p ro p erty  and incom e to sw itch to w ate r’s edge 
rep o rtin g  for a 10-year period. T h e  annual w ate r’s edge 
elec tion  fee has been set a t  a m axim um  of 0.03 of a 
percen t of the  sum  of those th ree  factors, and the fee can 
be reduced  to as little as  0.01 of a p ercen t th rough  new  
investm ent in the s ta te .

T h e  oil industry  ta x  attorney, however, m aintains it’s 
unlikely initiatives for any change in A laska’s tax  s tru c ­
tu r e - e v e n  one th a t gives th e  industry  the  option of 
stick ing  w ith  the s ta tu s  quo -  will be sup p o rted  by the oil 
industry . "We just don 't feel an  im petus for any kind of 
change rig h t now."

S u g g ests  one in ternational trade ex p e rt, "T he oil 
in d u stry  is ju s t gun-shy. T h ey ’re afraid  tha t once the 
issue o f taxes is on th e  tab le for review, anyth ing  can 
happen . A nd m ost of it’s bad. T h ey  fear wolves in sheep 's 
clothing."

F rank  Danner, chairm an of the A laska-K orea Busi­
ness Council and m anaging  p a r tn e r  of the  A nchorage 
office of P eat M arw ick M itchell & Co., m aintains th e  oil 
in d u stry  could be one of the b iggest long-range b en e fi­
ciaries o f a  change to w ate r’s edge reporting .

S ays he, “If the  change brings m ore investm ent into 
A laska and  a ssis ts  in d iversify ing our economy, there 
will be o th e r  industries to  sh a re  the  tax  burden  w ith  the 
oil com p an ies .”
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th e re -  no sho rtage of debt capital in 
A laska, but rat her a sh o rtag e  of venture 
cap ita l. "A ny tim e you have e q u ity  
involvem ent, you don’t w ant a project to 
fail. T h a t’s why the Jap an ese  haven't 
pulled out of Sitka (A laska Pulp Co.), 
and it's why the Beluga coal project and 
the gas  line will go."

T h e  controller for one foreign m ulti­
national operating  w ithin the sta te  ch a r­
acterizes A laska’s a ttitu d e  tow ard ta x a ­
tion as "cavalier" and m aintains th a t 
im age is a tu rno ff to potential investors. 
Adds A lbert Kawabe, an A laskan fish 
e x p o r te r  o p e ra tin g  o u t o f S ew ard . 
"E nforcem ent is done on a project-by- 
pro ject basis: there’s no consistency. It’s 
m ade me hesitant to try  to convince my 
con tac ts  they should invest in projects 
like shore-based processing  facilities."

Shore-based bo ttom fish  processing 
could rep resen t one of the b righ test 
short- to m edium -term  prospec ts for 
fo re ig n  in v e s tm e n t in  A la sk a 's  r e ­
sources. Instead of encou rag ing  foreign 
investm ents in fishing ven tu res tha t will 
provide jobs for A lask an s, however, 
s ta te  policy has had the opposite effect.

A ttorney  Breeze says on-shore p ro ­
cessing  isn't com petitive w ith  high seas 
processing  in A laska because of labor 
costs, real es ta te  and construc tion  costs 
and taxes. Taxes often accoun t for m ore 
than a th ird  of a p rocesso r's opera ting  
costs, he says, and they  rep resen t a 
powerful tool for reducing  the sta te 's  
uncom petitiveness. In stead , the s ta te  
has supported  reduced allocations to 
foreign fleets and forced them  into joint 
ven tures w ith U.S. f is h e rm e n -o f te n  
from S eattle .

Join t ven tures assu re  foreign fleets 
supplies w ithin the 200-m ile U.S. lim it, 
and by fishing and processing  ou tside 
the three-m ile sta te  lim it, they can avoid 
s ta te  co rporate  taxes. B reeze m aintains 
th a t the proper package of incen tives-  
rep e a l of th e  w o rld w id e  re p o r tin g  
requirem ent being one of th e m -A la s k a  
could land 10 new on-shore processing 
plants costing  S10-S20 million and hav­
ing 100 to 200 em ployees each.

U-]T-T seem s  LIKE we often forget
|  who our friends really are," he

J L s a y s .  “T he s ta te  has seem ed to 
trea t foreigners like they 're  on the o th e r 
side of a com petitive gam e. T h e  Ja p a ­
nese. K oreans and  T aiw an ese  have 
m ore of holistic view of th ings. T hey  
figure they need help w ith  fishing and 
we need help with som e of our o th e r 
resources; they can’t figure out w hy we 
w ant to cu t off one hand while we're 
m assaging the other. T hey  see  us as 
quite schizophrenic.”

T h e re 's  d eb a te  o v er w hy foreign 
investors find w orldw ide repo rting  so 
onerous. O ne school o f thought: T h e  
approach may have lim ited long-term  
im pact on the ir bottom  lines, but the 
p rim ary  o b jec tio n  is p h ilo so p h ica l.

I ‘<nl ,\lnmirk's iJ i iu i l ir  [•roiimiiit 
<lih rsifica liiiii i itcnum/ial hy a 
waters i tltjr approach to corporate 
luxation should hem f i t  Alaska's mi 
industry in the hnift ti nn.

Frank Danner, chairm an of the Alaska- 
Korea B usiness Council and m anaging 
p a rtn e r  of the P eat M arw ick  M itchell 
office in A nchorage, says O rientals are 
"very close w ith  the ir financial inform a­
tion. T hey  view it as an invasion of 
privacy, and they don't w ant to invest 
w here they 're not w anted."

He adds foreign investors have “no 
love -for the water's edge approach 
either?, and would .prefer separate ac­
counting in which tax liability is calcu- 
Iat«i£l‘vby subtracting expenses from 
saK£bn a stateby-state basis, “but they 
accept water’s edge.”

T h e o th e r school: T h e  bottom  line is 
still the bottom  line, and the  goal of any 
business venture is to recap tu re  initial 
investm ent as soon as possible. Any 
sign ifican t investm ent in developing 
A laska’s resou rces alm ost inevitably 
will resu lt in substan tia l losses in the 
ea rly  y ea rs . By tax in g  p ro fits  on a 
w orldwide basis, a m ultinational could 
find itself losing millions of dollars in 
A laska yet paying the s la te  corporate 
income tax  on earn ings elsew here.

Says C alista’s Gay, “B usiness is still 
business, no m a tte r  who's doing it. T h e  
investor isn't going to get any return  at 
all until the project is developed and 
operating , and w ith som e of the projects 
being looked at .a A laska, tha t could be 
as m uch as  10 years. T h e  m ost im por­
tan t issue is econom ics, and investors 
have to have a way to get over that initial 
hurdle."

In o th e r s ta les , one of the prim ary 
concerns has been the im pact of w ater’s 
edge repo rting  on sta te  governm ent rev-, 
enues. A ccording to one study, the aver­
age co rporate  tax  se tback  has been 15 to 
25 p e rc e n t/ O regon pro jected  losing 
only $18 million from its 1986-87 b ien­
nial budget, though, and there have 
been no s tud ies of the im pact of new 
in v e s tm e n t on w a te r 's  ed g e  s ta te s ' 
econom ies.

A laska's D epartm ent of Revenue late 
in 1986 w as studying how various tax 
system s would affect the sta te  budget. 
Vince W right, chief of the d epartm en t's  
Research Section in Juneau , says an 
exam ination several years ago indicated 
w ater's  edge repo rting  would have "no 
m aterial im pact."

U nlike o th e r  s ta te s , A la sk a  c u r ­
rently  has no vehicle to benefit directly 

- from increased investm ent stem m ing 
'from  a tax  change. No sta te  p roperty  
tax. No personal incom e tax. No sales 
tax . W hile adop ting  a w ate r 's  edge 
approach may not m aterially  reduce 
s ta te  revenues, additional foreign in­
vestm ent may not m aterially  increase 
them , either.

N onethe less, w orldw ide rep o rtin g  
m ay be one of the big sticks the sta te  
will have to be w illing to lay down if it's 
serious about a t trac tin g  foreign capital 
to diversify its econom y and it doesn't 
w ant to w alk forever softly  in world 
m arkets.

Says Peat M arw ick 's D anner. ''I don't 
know tha t we get all tha t m uch (tax 
revenue) from foreign co rporations any­
how. but with the intense com petition 
for foreign investm ent, the  benefits lo 
the econom y outw eigh the revenues 
s ta te  governm ent g e ts  from  w orldwide 
reporting ."

Adds Gay. m ajor foreign investm ents 
in A laska’s deve lopm en t will m ean 
"billions of dollars tu rn ing  over in our 
econom y for years to com e. Otn fu ture 
is resource developm ent, and in the 
longer term , foreign investm ent will be 
critical. But we need to send a m essage 
now that we w ant to m ake A laska com- 

/  petitive and m ake it a ttrac tiv e  to foreign 
investors."

Repeal of w orldwide reporting  m ay 
be the loudest and clearest m essage 
A laska can send in the near te rm  to 
show that it's ready  to lay down the big 
stick and replace it w ith a carro t. n
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W a t e r’s Edge Combination —  

Opportunity for Uniformity?

Richard Pinger
Richard Pinger?'Sfcnlor M anager o f Price W aterhouse in 

H ouston, said that an opportunity  to achieve uniform ity has 
already been lost because n ine states now apply w ater’s edge 
com bination but no  two are alike. H e said that w ater’s edge 
is a fairness concept, but that it involves costs. F o r the tax­
payer, the costs arc those o f  return preparation and payment 
and the costs o f com pliance.

H e said that d ividends constitu te  the m ost im portant aspect 
o f  w ater’s edge com bination , but only  for U .S . com panies. 
H e said that w ater’x  edge..plus the inclusion o f  dividends 
w ithout i iK lu d in g ^ S ^ l i r f d 'x 'v T O r r e  'tharf w orldw ide com-

H e said that ano ther problem  is that o f determ ining which 
corporations are includable in the com bination. Seven of the 
nine states, he said , include all that are m ore than 50%  com ­
monly owned, one includes only 80%  com m only owned cor­
porations and one includes “ unitary corporations. ” F our states 
include 936 corporations and Five include them  only partly. 
He noted o ther disparities.

P inger said that eight o f  the states include at least a part 
of foreign d ividends in the incom e base; that three provide 
some form  of factor relief; that four states provide for water’s 
edge to be allowed at the taxpayer’s election but five require 
filing on the v/ater’s  edge basis; that three make an election 
binding for three o r  more years; that two im pose a fee for 
electing w ater’s edge; and that only five have regulations.

All o f  those areas address the tax costs, he said , but the 
jppeiKfelt&ts, w hich are provided fo r in  the statutes o f four of 
the n ine states, ‘i t e
urged that those states be careful to see to it that any inform a­
tion required w ill be useful and that taxpayer com pliance costs 
be considered. H e expressed the hope that the four states 
would at least be un iform  in establishing spreadsheet require­
ments. H e said that this is the area that provides the best op ­
portunity  to attain som e uniform ity

John James
the his­

tory o f h is sta te’s use of the unitary method. T he state first 
adopted dom estic, but not w ater’s edge, com bination as of July 
1, 1981. It included U .S . Possession corporations and 931 
and 936 corporations and d id  not recognize the 80 /20  concept. 
H istorically, both foreign and dom estic dividends were 80% 
excluded, which continued to be the case under dom estic com ­
bination. Royalties from  foreign subsidiaries were not ex­
cluded; no r was there ever any factor relief for intangible o r 
foreign income.

In 1985, the legislature enacted two changes, excluding 
from the base: 1) 100% o f foreign d ividends; and 2) 100% of 
foreign royalties received by 80 /20  corporations.

1986 legislation cut the foreign dividend exclusion back 
to 80%  and cut the foreign royalty exclusion for 80/20s to 
35% .

1988 legislation phases in various changes which will ul­
tim ately result in the follow ing: retention of Ihe 80% exclusion 
for foreign dividends (70%  if  the receiving com pany owns less 
than 80% of the paying com pany) with no factor relief; 80% 
exclusion of royalties received from  a foreign subsidiary that 
is part o f the receiving co rporation 's unitary business (no fac­
tor relief); foreign operating corporations, unitary 936s and 
80/20s, are effectively treated as foreign corporations so that 
80%  o f their income is excluded and the rem aining 20%  is 
treated as a fully taxed deem ed dividend to the parent corpora­
tion (no factor relief)- U .S . Possessions corporations are es­
sentially treated as foreign corporations. Intangible operating 
business incom e other than that which qualifies for the 80% 
exclusion is fully included in income subject to factor relief 
which involves including such income in the sales factor.

Jam es said that vaprldwide unitary com bination is the ap­
propria te  approach conceptually , but that M innesota has 
adopted what am ounts to w ater’s edge com bination. In doing 
so, it seeks to provide com parable tax treatm ent for major 
foreign operations regardless o f how organized.

Phil Aldape
Idaho’s Incom e l* x  Bureau C h i# , who has also served as 

C hair o f the M T C ’s U niform ity Com m ittee fo r the past several 
years, said that w ater’s  edge com bination isy io t w hat many 
peop id4£& ;t t ^ ( t f .  H e said that there had been growing 
uniform ity under tire movement toward w orldwide com bina­
tion; that the business com m unity had driven the movement 
toward w ater’s edge and that, in doing so, it should have ex­
pected diverse results.

produces substantial reduc- 
shifts lit tax burdens; that the 

purpose o f the w ater’s edge movement, at least in the minds 
o f legislators, was to produce an econom ic boom  but that it is 
too early to determ ine its effects. He said that uniform ity and 
ease of adm inistration were not foremost in the m inds of legis­
lators as they adopted w ater’s edge. He said that uniform ity 
is desirable but that it should not becom e a means by which 
to restrict the tax base.

A ldape hoped that the spreadsheet would help the states 
adm inister their taxes effectively. He expressed the belief that 
som e m ultinationals prefer non-uniform ity even though many 
other businesses sincerely yearn fo r uniform ity and consisten­
cy am ong the states; that most m ultinationals do not want 
uniform ity on the condition o f having to com ply with spread­
sheet requirem ents. He said that state adm inistrative costs 
need to be taken into account and that increased uniformity 
can be helpful to them as well as to many taxpayers.

H e m id th a t tb o s e  states w hich have excluded 80/20s from
vulnerable to taxpayer 

that Section 482 adjustm ents arc not a 
practical answer; and that non-com bination states are at the 
mercy of the taxpayer because the states do not have the resour­
ces to deal w ith Section 482 problem s.

Nevertheless, he docs think that the states should continue 
to work for uniform ity , that it is possible in the water’s edge 
area, and that it is desirable for both the states and many
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taxpayers. He said that the four states that have been work­
ing on the spreadsheet have been trying to lim it the require­
ments to inform ation that would be necessary, im portant, and 
useful and would prom ote uniformity.

He suggested that current w ater’s edge legislation should 
remain unchanged for a couple o f years. That, he said, would 
give states and taxpayers alike a chance to evaluate it from  state 
to state; and would increase the chances that any changes to 
be made in the future would be constructive ones which would 
enhance uniformity.

A ldape concluded w ith the com m ent that uniform ity , if  it 
is  ever to be achieved, will require a substantial am ount o f  un­
selfish cooperation between the states and die business com ­
m unity, and that die MTC is uniquely qualified to coordinate 
that effort.

John LaFaver

Sales Taxation of Services

Ron Shreiner, Wade Anderson, Steve Keene
R on Shreiner, the Soudi Dakota Revenue Secretary, Wade 

A nderson, Executive Counsel for the Texas C om ptroller, and 
Steven N. Keene, D irector of the N ew  M exico 's  A udit and 
C om pliance D ivision, described die m anner in which dieir 
states had approached the taxation o f services. All agreed upon 
the im portance o f taxing this fastest growing segm ent o f the 
nation’s economy. Shreiner and A nderson em phasized the im­
portance o f bringing the business com m unity into die legisla­
tive process early , im plying diat F lo rid a’s troubles traced to a 
failure to do so; and Keene thought that F lorida had taken die 
w rong approach in specifying services to be taxed rather than 
enacting a broad tax on services subject to exem ptions.

Walter Hellerstein
W alter H ellerstein, the U. o f G eorgia law professor who 

had participated in the drafting o f the F lorida law, responded 
that F lorida had in fact brought die business com m unity into 
the process early and diat legislative sta ff members had met 
endlessly w idi industry; that the apportionm ent that had been 
applied to interstate service transactions had been requested by 
die business com m unity, which had then turned around and 
attacked it; that the real reason for the subsequent repeal was 
that the advertising industry sim ply d id  not want to be taxed, 
and that that would have been true regardless o f the approach

taken. He said that most o ther industries seemed to be w ill­
ing to accept the tax as one that was needed to solve the state’s 
Fiscal problem s. He predicted that most of the services which 
d ie legislation had addressed would end up being subjected to 
the tax anyway; but that die process would take longer and 
would be accom plished increm entally by expanding the base 
o f the present sales/use tax in F lorida.

H ellerstein said that som e 50%  of die G N P now consists 
o f services and that the percentage is increasing. The states, 
he said, will have to take diat into account in shaping their tax 
system s and will have to broaden d ie ir sales and use tax bases.

There is no econom ic d istinction , he said, between the 
consum ption of tangible personal property and the consum p­
tion of services. E lim inating die distinction between the two 
fo r tax purposes would greatly facilitate adm inistration, and 
would bring an end to the extensive litigation which has been 
addressed to the distinction. H e said that it would also in­
crease tax neutrality between sales o f services and sales of tan­
g ib le  p e rso n a l p ro p e r ty ,  th a t it w ou ld  in c re a se  the 
responsiveness of the sales/use tax to changing econom ic con­
d itions, and that it m ight be claim ed to reduce regressivity, al- 
diough he expressed doubt as to die validity of that claim .

Like the odier speakers, he referred to special difficulties 
that are involved in  the taxation o f  services, particularly sales 
fo r resale and sales across state lines. But he noted that the 
sale o f services to business, even though die cost is included 
in the sales price o f  business products, does not necessarily 
conflict w ith current practices in  many states w idi respect to 
sales o f tangible personal property to business. H e sain diat, 
i f  sales to business were exem pted, the base would be so nar­
row diat much h igher rates would be required. Thus, he said, 
it is not possible to elim inate all pyram iding w ithout making 
the base too narrow , w hether talking about sales o f  tangible 
personal property o r  sales o f services.

He noted that F lorida had sought to tax consum ption rather 
than perform ance, diat that was consistent w idi the basic 
philosophy o f  treating a sales tax as a  consum ption tax, and 
tliat, in  that context, die place w here the service is perform ed 
is not relevant. T his dien raises die question as to whedier 
one must apply apportionm ent w idi respect to a service diat is 
used sim ultaneously in many ju risd ic tions. He thinks that, as 
a constitutional m atter, apportionm ent is required. Florida 
considers a credit to be an adequate response to any multiple 
taxation com plaint. H ellerstein said that debate will now cen­
ter on die question o f w hedier th is is true.

He said that J ie  U .S . Suprem e C ourt would address that 
question in die pending cases o f C.T.E. Sprint v. Sweet and 
Goldberg v. Sweet, N os. 87-826 and 86-1101. There, Illinois 
im poses its tax on all receipts from  telecom m unications 
originating in or term inating in Illinois and billed to an Illinois 
service member, subject to a credit for tax paid on the same 
transaction and base to another state. He said diat, while he 
believes diat die credit deals effectively with die apportion­
m ent requirem ent, there rem ains the possibility that it will not 
satisfy Due Process requirem ents in all circum stances.

M ontana’s. D irector o f  Revenue, w ho m oderated diis ses­
sion, said that, as he listened to the presentations, “ it struck 
me that the changes in die tax laws diat w e’ve seen now in die 
last two o r three years in a num ber o f states, m oving away 
from  w orldwide to w ater's edge, have served to substantially 
increase die cost o f com pliance for both taxpayers and tax agen-

“ I have to wonder 
w hedier, som ewhere down die road, we are not going to liave 
to re-invent w orldwide un itary” com bination.
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Corporate Income Tax Briefing
September 4,1987

A. SUMMARY OF THE ISSUE

In his state of the state message Governor Cowper outlined a 16-point 
program for permanent recovery of the Alaska economy, including a 
proposal to "repeal the unitaiy tax on multinational corporations, replacing 
lost revenue by other means. "Two weeks later the governor directed the 
Department of Revenue and the Division of 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 off potential investors in Alaska."

The Department of Revenue's preliminary review of the corporate 
income tax structure suggests that the economic development effects of 
changing the present structure may not be as anticipated. Of 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 for achieving the balance of the administration's legislative 
program.

B. NEED FOR BRIEFING AT THIS TIME

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

C. AGENCY INVOLVEMENT

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

The Department of Commerce and Economic Development and the 
Office of International Trade also have an indirect interest in the unitary 
concept The focus of the interest is upon promoting investment in Alaska 
and expanding the slate markets. A number of 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 POLICY CONSIDERATIONS

An extremely important function of state government is the 
establishment of fiscal policy. Included within this area is the setting of state 
tax policy. The state has the unilateral right and responsibility to determine 
and implement a taxing system that is in the best interest of the people of 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 or based 
upon empty promises, to counter any reductions in tax revenues that may 
result; if not, small domestic corporate taxpayers could be required to pay 
increased levels of taxes to offset the shortfalls.

E. THE APPROACH TO THE ISSUES

The first step in the v, eighing of the state tax policy considerations is the 
identification of the alternative methods of corporate income taxation. The 
experience of other states in moving to a different method of taxation is also 
important as an indicator of what the state might expect. The historical 
results of using tax policy to attract investment is a further consideration.
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SECTION ONE

Summary

In the past few years eleven of twelve states have repealed their worldwide 
combined apportionment statutes. In its place they have adopted either a 
water's edge or domestic combination method for 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 of the state to generate revenues to 
fund public services.

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

Finally, the Department of Revenue recommends that a comprehensive 
analysis of the intended and predictable economic impacts on the state be 
conducted. A change in tax structure in exchange for or in expectation of 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.

Page 3
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1. Unitary Business
If the operation of the portion of the business done within the state is 

dependent upon or contributes to the operations of the business outside the 
state, the operations are unitary. The business is characterized through 
functional integration, centralization of management and economics of 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 of a unitary group of corporations include subsidiaries 

incorporated in a foreign country, or where the parent company is a foreign 
corporation, and the incomes of th<; foreign companies are combined before 
applying the apportionment formula. Alaska is die only remaining state 
utilizing full worldwide combination.

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

profits of 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 of the unitary 

business to the domestic operations of U.S. affiliates. Income from foreign 
operation, branches or 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 corporate taxpayer computes its income only on the basis of 

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.

DEFINITION OF TERMS

Page 4
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7. Apportionment Factor
A formula used to determine a state's share of a multijurisdictional 

business' taxable income. The formula is usually based upon factors of 
property, payroll and sales in the state, because of their close link with 
income producing activities.

EXAMPLES

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

Company A: Coal mining operation in Alaska.
Company B: Steel Company in Pittsburgh, 100% subsidiary of A. 
Company C: Sales company in Canada, 100% subsidiary of A.
Lranch A -l: Coal mining operation in Australia, branch of company A.

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

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

Water's Edge Apportionment
Company A and B if unitary, will combine and their combined incomes 

will 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 will combine, including Company A's Australian 

branch. In some cases, dividends from C may be included in apportionable 
income.

Page 5
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Worldwide Combination
Companies A, B, and C, including A’s Branch, will combine and 

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

WHAT IS THE UNITARY BUSINESS PRINCIPAL?

More than two dozen states use the unitary method of 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 of their income is attributable 
to Alaska. This method is called the combined income approach. If a unitary 
group exists, all of the group's income is subject to apportionment based on 
their use of the state market place. That means that the taxpayer must 
determine what portion of its income is attributable to Alaska. The amount 
of tax any company pays to Alaska is determined on the basis of the ratio of 
its activities in Alaska to its activities everywhere else. The formula method 
measures the level of business activity conducted in the state. The more or 
less business in Alaska, as measured by property, payroll and sales factors 
results iix a corresponding reduction or rise in the amount of income subject 
to tax. The unitary method of taxation is designed to tax corporations based 
on their actual business relationships rather than the mere form of their 
relationships.

Page 6
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SECTION 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 of mutual benefit, dependent upon or contributory to the 
activities of one or more of the other corporations in the unitary group.

Whether or not a business is unitary is decided by looking at all phases 
of the business' operation, its overall management and the relationships 
between its operating branches or departments.

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

HOW DOES ALASKA'S LAW WORK?

Once it is determined that there is a unitary group, each member of the 
group which does business in Alaska must file a tax return which reflects the 
income of the entire 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, or in the case of 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 salesin^state________
total property, payroll and sales everywhere
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MODIFIED APPORTIONMENT FORMULA FOR OIL AND GAS 
PRODUCERS

Total Apportionable Income X

Property in this State + AK Barrels or 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 COMMON QUESTIONS ABOUT THE UNITARY 
THEORY

1. Q. I f  each state taxes a portion o f a unitary group1s income, 
isn't it likely that double taxation will occur?

A. The issue of 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.

PageS
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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 of 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 of avoiding double taxation, 
to require California to give up one allocation method that sometimes results 
in double taxation in favor of another allocation method that also sometimes 
results in double taxation."

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

2. Q. The unitary theory is unfair because it gives a break to 
companies with out-of-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 fair share of 
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 of tax to 
Alaska. The fact that corporations which earn more income 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 of 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 of 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. There must be a rational relationship between 
the out-of-state activities and the in-state activities. If there is a unitary group
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as defined above, the members of 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. If some part of 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 of income which is related 
to Alaska. As explained above, the three factor formula is used to determine 
what this percentage is.

If a business which does not operate in Alaska is truly separate, in the 
sense that it is not part of 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 of businesses which do have a connection to Alaska are 
include J 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 of the factors to a greater 
degree or eliminates one or more of the factors.

Some states, including Alaska, include sales in the part of the sales 
factor attributable to that state if 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 of 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 oil from 1978 through 1981)
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has been one of the most stable aspects of 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 of the business community object to combined 
reporting, but other segments of the business community support it. For 
example, the National Federation of Independent Business has testified 
before Congress in support of combined reporting.

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

A. The opponents of the worldwide method make various claims in 
support of the arguments to abandon the method. These include the 
following:

- - it may result in double taxation of 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 of foreign to U.S. activities.

- - it departs from the international norm of arm's length or separate 
accounting.

- - it gives rise to foreign threats of retaliation against U.S. based 
comDanies.A

- - it is administratively burdensome for corporations and domestic 
companies may not have access to the information concerning a foreign 
parent or other subsidiaries.

- - it is difficult to define the parameters of a unitary business which 
gives rise to taxpayer uncertainty.

- - states apply the concept nonuniformly.
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The proponents of the method voice the following concerns on the use 
of 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 of scale.

- - it is administratively burdensome for states and taxpayers because of 
the millions of (transactions that must be reviewed in order to source income 
among the various jurisdictions and the lack of 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 of indirect expenses and the determination of 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 large multinational companies.

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

- - it has been criticized by the General Accounting Office for failing to 
provide consistent, equitable measurement of income.

Page 12



SECTION TH REE 

FACTORS AGArNST WORLDWIDE APPORTIONMENT

1. Taxpayers believe it exposes them to double taxation;

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

3. Distorts international flows of 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;

6. Invites retaliation by nation's trading partners;

7. Violates the Constitution.

FACTORS FAVORING WORLDWIDE APPORTIONMENT

1. Prevents corporations from evading taxes by misrepresenting the 
geographical allocation of 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 Briefing
September 4,1987
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Figure  1

How Much Income Did A Corporation Earn In Alaska?

Alternative M ethods:

Separate A cco u n tin g  P rin cip le U n ita ry  P rin cip le

Separate Accounting

Water's Edge Reporting Method

Alaska Sales Alaska Assets Alaska Payroll 
U.S. Sales h U.S. Assets U.S. Payroll Alaska

- x (U.S. Sales - U.S. Expenses) -  Net
3 Income

Worldwide Combined Reporting Method

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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Investment From Japan Essential 
to Diversification of State Economies

—A  Report on Keidanren Investment M ission  
to the U .S .  (Alaska, Haw aii)—

By H ideo  Ish ih a ra
Leader ol  Keidanren Inves tment  Mi s s i on to the U.S. 
Manag ing Director ,  Indus t r i a l  Bank o r  Japan

1. B ackground  an d  P u rp o se  
Jap an ese  d irect investm ent in the 

U n ited  S tates has increased  sharp ly  
in  the p ast few years aga inst a 
b ack g ro u n d  o f  the  rap id  and steep  
ap p rec ia tio n  o f  the  yen. In fiscal 
1987, such investm ent reached  S14.7 
b illion , accoun ting  fo r 44 percen t o f  
J a p a n ’s to ta l overseas d irec t invest­
m en t, accord ing  to  th e  sta tistics 
com piled  on  th e  basis o f  rep o rts  
su b m itted  by investing  en tities, 
a lth o u g h  the ra te  o f  g ro w th  fell to  
45 percen t from  88 p ercen t in fiscal 
1986.

K eidanren  has been m ak ing  e f ­
fo rts  over the years to  p ro m o te  
overseas d irect investm en t, in the  
b e lie f th a t such investm en t will help  
to  co rrec t trad e  im balances in the  
lo n g  ru n  a n d  m itigate  tra d e  fric tions 
w ith  the U .S . an d  o th e r  coun tries. 
A s p a rt o f  these e ffo rts , th is 
o rg an iz a tio n  sent investm ent m is­
s io n s  to  23 s ta tes o f  A m erica  in 
1984, to  16 sta tes in  1986 an d  to  five 
in  1987. In  ad d itio n , we have m ade  
co n s is ten t e ffo rts  to  seek ab o litio n  
o f  th e  w orldw ide u n ita ry  tax , a  m a ­
jo r  im pedim ent to  d irec t investm en t 
in  th e  U .S . S u b stan tia l p rogress w as 
m a d e  tow ard  the  reso lu tio n  o f  th is 
p ro b lem  in  1986 w hen  the s ta te  
leg isla tu re o f  C a lifo rn ia  passed an  
am en d m en t bill.

T h e  rap id  rise in  investm ent in the  
U .S .,  how ever, is causing  concern  
a b o u t possib le fric tio n s rela ted  to  
investm en t, such as lack  o f  harm o n y  
betw een  investing co rp o ra tio n s  an d

local com m unities. In  these cir­
cu m stan ces , the  Council fo r B etter 
In v estm en t in the U .S . was created  
in  A p ril this year by succeeding  to 
the W orldw ide  U nitary  T ax  C o u n ­
cil. T h e  new council a im s to  deal 
w ith  th e  rem ain ing  p roblem s rela ted  
to  the  u n ita ry  tax and  to  iden tify  
p ro b lem s rela ted  to U .S . investm ent 
a n d  s tu d y  ways to  cope w ith  such 
p ro b lem s.

T h e  la tes t m ission visited A laska  
a n d  H aw aii from  S ep tem ber 4 to  
S ep tem b er 13 to  ob ta in  firs th an d  in ­
fo rm a tio n  on  the investm ent clim ate 
in  the  tw o  sta tes and o n  p rob lem s 
re la ted  to  investm ent in  these  s ta tes. 
A n o th e r  p u rp o se  o f  the m ission  was 
to  find  o u t how  these sta tes perceiv­
ed the  g row ing  concerns o f  Ja p an e se  
in v estm en t in th e  U .S . generally  —  a 
se n tim e n t th a t had  in tensified  since 
the  year befo re .

2 . Im p ressio n s o f  th e  S ta tes  
V isited

(1) G en era l Im pressions
T he s ta te s  o f  A laska an d  H aw aii 

a re  very  d iffe ren t, w hen co m p ared  
in  te rm s o f  the  level o f  Ja p an e se  
d irec t investm en t. In A lask a , on ly  a 
sm all n u m b e r o f  investm ents have 
been m a d e  in the  field o f  n a tu ra l 
resou rces. In H aw aii, by  c o n tra s t, a 
co n s id erab le  num ber o f  investm ents 
have b een  m ade, particu larly  in  the 
a re a  o f  to u rism .

W e w ere im pressed d u rin g  the 
visits, how ever, by the fact th a t th e  
tw o  sta te s  have a num ber o f  ex­

trem ely  im p o r ta n t th in g s  in  co m ­
m on . F irs t, b o th  s ta te s  are 
geographically  se p a ra te d  fro m  the 
o th e r  48 sta tes. S eco n d , b o th  a re  the 
new est sta tes o f  A m eric a , A laska  
being the 49 th  s ta te  a n d  H aw aii the 
50 th . P eop le  in  A lask a  call th e  48 
sta tes the  " lo w e r  (so u th e rn )  48 
s ta te s .”  In  H aw aii, th e se  s ta te s  are 
collectively called  th e  " m a in la n d .”  
T hese ch arac teris tics  o f  A la sk a  and  
H aw aii have h a d  s ig n ifican t effec ts  
o n  econom ic ac tiv ities in  these 
s ta tes . In  p a r tic u la r , th e y  have  a 
s tro n g  desire to  ex p a n d  econom ic 
exchanges n o t o n ly  w ith  th e  o th e r  48 
sta tes b u t also  w ith  co u n trie s  in  the 
P ac ific  econom ic reg io n , especially  
Ja p a n . T h e  w arm  w elcom e we 
received in  th e  tw o  s ta te s  w as a n  ex­
pression  o f  th is  desire . W e believe 
th a t now  is th e  tim e fo r  J a p a n  to  
streng then  its eco n o m ic  re la tio n s 
w ith  bo th  s ta tes.

Industria l d ev e lo p m en t needs to 
be p ro m o ted  b o th  in  A lask a  and 
H aw aii by  ta k in g  ad v a n ta g e  o f  the ir 
geograph ica l ch a rac te ris tic s . A laska  
is s itu a ted  at an a lm o s t equal

4 KEIDANREN REVIEW No. 113/Oc!ober 1983



d istance from  T o k y o , New Y ork 
a n d  m a jo r  cities in E u ro p e , while 
H aw aii is located  in th e  cen te r o f  the 
P acific . T o  cite a specific  exam ple . 
F ederal E xpress has dec ided  to  use 
A n ch o rag e  as the hub  o f  its in te rn a ­
tiona l parcel delivery services. In a d ­
d itio n , a  p lan  to  o p en  a securities 
m arket in H aw aii is being stud ied  
since such trad ing  can  be conducted  
o n  the basis o f  tim e d iffe ren ces be­
tw een T o k y o  an d  N ew  Y ork. 
H aw aii also  has th e  p o te n tia l to  
develop  an  education  in d u stry  since 
it can  serve as the cu ltu ra l bridge 
betw een  E ast and W est.

B oth sta tes a re  a im ing  to  “ d iver­
s ify ”  the ir econom ies —  an  im p o r­
ta n t fact w hich shou ld  be tak en  into 
acco u n t when J a p a n ’s econom ic 
re la tions w ith  them  a re  considered . 
A laska , w hose econom ic  s tru c tu re  is 
trad itio n a lly  o rien ted  to w a rd  oil and 
o th e r  n a tu ra l resources, has been hit 
h a rd  by the  fall in c ru d e  oil prices. 
C o nsequen tly , a  m a jo r  cha llenge for 
th a t s ta te  is to  co rrec t th e  excessive 
dependence on oil a n d  o th e r  na tu ra l 
resources. A lask a ’s e f fo r ts  tow ard  
econom ic d iversifica tion  are  evident 
in , fo r exam ple, the  fac t th a t the 
g o v ern o r o f  the s ta te  is tak in g  the 
in itiative to  review th e  w orldw ide 
u n ita ry  tax  an d  th e re b y  facilita te  
fo re ign  d irect investm en t in  the 
sta te .

In H aw aii, a lth o u g h  th e  im p o r­
tance  o f  p ro m o :;ig  th e  to u rism  in­
d ustry  is recognized, e f fo rts  a re  be­
ing  m ade  to  s tren g th en  the  eco­
nom ic s tru c tu re  th ro u g h  d iversifica­
tio n  o f  the econom y , specifically  
th ro u g h  developm ent o f  high- 
techno log ies such  as  oceanic 
techno log ies, in  ligh t o f  th e  s ta te ’s 
geog raph ica l and  o th e r  advan tages. 
A lth o u g h  investm ent in  real es ta te  
has elicited som e critic ism , we o b ­
ta ined  the  im pression  th a t  the  sta te  
go v ern m en t believes th a t  investm ent 
fro m  J a p a n  has a la rge ro le  to  play 
in  the developm ent o f  th e  H aw aiian  
econom y , an d  th a t c o n tin u ed  ex­
pan sio n  o f  such investm en t is to  be

welcom ed.
(2) Im pressions in E ach  S ta te

S om e o f the im pressions we g a in ­
ed du rin g  ou r visits to  the tw o sta tes 
will be described in m ore deta il on  a 
sta te -by-sta te  basis:
1) A laska

T he purpose o f  o u r  visit to  A laska 
was to  conduct a survey  o n  the  in ­
vestm ent clim ate th e re , includ ing  
the  w orldw ide u n ita ry  lax p rob lem .

R egarding the w orldw ide un ita ry  
tax , we were encou raged  by  th e  fact 
th a t the  sta te  g o vernm en t, fro m  the 
g o verno r on dow n, is very positive 
a b o u t reviewing it. In fac t, the 
governm ent is a lread y  d ra f tin g  an 
am endm ent bill. A t a luncheon  he 
h osted , G overnor C o w p er sta ted  
th a t A laska has m ade e ffo rts  to  ex­
p an d  trade  and  investm en t re la tions 
w ith Ja p a n  ever since it becam e the 
first s ta te  o f  A m erica  to  open  a 
represen tative o ffice  in Ja p a n  in 
1964. As for the  w orldw ide un ita ry  
tax , he expressed a n  in te n tio n  to  
review  if. by tak in g  in to  ac co u n t the 
views o f  Japanese  business leaders 
includ ing  M r. A k io  M o rita , Vice 
C h a irm an  of K eidanren  an d  C h a ir­
m an  o f  the C ouncil fo r  B ette r In ­
vestm ent in the U .S .

H ow ever, th e  s itu a tio n  s u r ro u n d ­
ing th is tax p rob lem  does n o t w ar­
ra n t op tim ism  since som e m em bers 
o f  th e  sta te  leg isla ture are sa id  to  be 
re luc tan t to  change the  cu rren t 
system . In the  b ac k g ro u n d  o f  such 
negative a ttitudes is the  fact th a t the 
cu rren t un ita ry  tax  system  m akes it 
possib le for oil com pan ies m ak ing  
large p ro fits in the  s ta te  to  reduce 
th e ir  tax  bu rden . T h e  sta te  g overn ­
m ent w ants to  lu re  m o re  investm ent 
from  ab road  by in tro d u c in g  the 
w a te r’s edge m e th o d . A t th e  sam e 
tim e, how ever, it is co n cern ed  a b o u t 
the possib le im pact o f  a tax  change 
on  the  oil industry , w hich is playing 
a  key ro le in th e  s ta te  econom y. 
U nder the p resen t c ircum stances, 
the governm ent is stu d y in g  a revi­
sio n  on  the co n d itio n  th a t the  tax 
w ould  apply  to  th e  oil in d u stry  as an

excep tion  to  the ru le. Since the 
am en d m en t bill now  in the w orks is 
likely to  com e up fo r d eb a te  in the 
s ta te  legislature open ing  in Ja n u a ry  
next year, we need to  keep a close 
w atch  over fu tu re  developm ents 
concern ing  the bill.

D uring  the  d iscussions on the 
u n ita ry  tax , the fo llow ing question  
w as o ften  asked: W ill Jap an ese  in ­
vestm ent in A laska increase if  the 
tax is changed? O u r answ er to  the 
q u es tio n  was th a t n o t on ly  the tax 
system  but also  various o th e r  fac­
to rs a re  taken  in to  acco u n t in the 
m ak ing  o f  investm ent decisions. W e 
believe th a t the A laskan  side 
u n d ers to o d  o u r  p o sitio n , at least to  
som e ex ten t. H ow ever, since a 
change  in the  u n ita ry  tax w ould  
cause a d ro p  in tax  revenue, it is 
necessary  fo r us to  w ork  o u t a m ore  
convincing  answ er to  th is q u es tio n , 
w hich is expected to  be asked tim e 
an d  again  in fu tu re  d iscussions on  
th is p rob lem .

In th e  p as t, econom ic re la tio n s 
betw een Ja p a n  an d  A laska  have 
cen tered  on  trad e  in  m ineral an d  
fishery  resources, fo re s try  p ro d u c ts , 
p ap e r an d  pulp . T h e  on ly  n o ta b le  
case o f  Japanese  d irec t investm en t is 
A laska  P u lp . C u rren tly , th e re  a re  
several Japanese  investm en t p ro j­
ects in the fields o f  co a l ex p lo ra tio n  
an d  reso rt d eve lopm en t, an d  the re  
are  g rea t expecta tions fo r these  
p ro jec ts .

H ow ever, close a t te n tio n  m ust be 
paid  to  the question  o f  en v iro n m en ­
tal regu la tion  in the im p lem e n ta tio n  
o f  these  p ro jec ts  since local 
residen ts have a  keen in te rest in  the  
p ro tec tio n  o f  the  n a tu ra l e n v iro n ­
m en t, one o f  the g rea t physical 
assetc o f  the sta te . O n  th is p o in t, 
M s. B rady , the co m m issio n er fo r  
n a tu ra l resources, s ta te d  th a t no  
developm ent p ro jec t c a n  be in itia ted  
w ith o u t the co n sen t o f  local 
residen ts. In o rd er to  o b ta in  such 
co n sen t, the sta te  g o v ern m en t ho ld  
public  hearings. O n ly  a f te r  the 
u n derstand ing  o f  residen ts is o b ta in ­
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ed , can  the leg isla ture p roceed  to  
lake ac tio n . T his process o f  bu ild ing  
a consensus n a tu ra lly  tak es  tim e.

D uring the visit to  A laska  the  m is­
sion conduc ted  a to u r o f  the  A laska 
P u lp  p lan t in S itka , a  sm all coasta l 
city. T h e  p lan t, a p ioneering  ex am ­
ple o f  Ja p an e se  direct investm ent in 
the U .S ., has been in o p e ra tio n  since 
1959. T he com pany  has as m any  as 
360 local people on its payro ll an d  
thus m ain ta in s  close re la tio n s with 
the local com m unity . H ow ever, it 
experienced  a labor d isp u te  and  
learned  v a luab le  lessons in the p ro ­
cess. W e also  had  m uch  to  learn 
from  its experience reg ard in g  labo r 
p rob lem s, re la tions w ith  the local 
com m u n ity  an d  o th e r re levan t m a t­
te rs . T h e  know ledge we o b ta in ed  
du rin g  the  to u r  will help  g rea tly , we 
believe, to  p ro m o te  activ ities o f  the 
C ouncil F o r B etter Investm en t in 
th e  U .S .
2) H aw aii

H aw aii has deep h is to rica l re la ­
tions with J a p a n , as show n  by the 
fac to ; th a t ab o u t o n e -fo u rth  o f  the 
s ta re 's  p o p u la tio n  (ab o u t 1 m illion) 
a r 'j o f  Ja p an e se  descent. A lso , one 
in  five to u ris ts  from  o u ts id e  H aw aii 
is Jap an ese , an d  Ja p an e se  v isito rs 
acco u n t fo r on e-th ird  o f  the to ta l 
revenue from  tou rism .

T hus Ja p a n  m ain ta in s  a c o n ­
sp icuous presence in  H aw aii, as 
co m p ared  w ith  o th e r  s ta tes o f  
A m erica . R egard ing  Ja p an e se  in ­
vestm ent in the s ta te , th e  reac tio n  
w as generally  fav o rab le  except in  a 
few  cases, an d  m ost p eop le  we m et 
expressed  hope  th a t investm en t 
w ou ld  be expanded . G o v ern o r 
W aihee, sta ted  du ring  a  m eeting  
w ith  us th a t H aw aii alw ays 
w elcom es fo re ign  investm en t a n d  
th a t investm en t from  J a p a n  is m a k ­
ing a m a teria l c o n tr ib u tio n  to  
econom ic developm ent in the  s ta te . 
C o n cern in g  real es ta te  investm ent 
aim ed a t sp ecu la tio n , th e  go v ern o r 
s ta ted  th a t it is a  m a tte r  o f  concern , 
as in J a p a n , an d  expressed  hope th a t 
investm en t w ould  increase  in ways

th a t w ou ld  p ro m o te  the  d ev e lo p ­
m ent o f  the s la te  econom y.

Ja p a n e se  en terp rises, inc lud ing  
th e ir  a ff ilia te s , a lready  occupy  an  
im p o rta n t position  in the H aw aiian  
eco n o m y , and  they have paid  close 
a t te n tio n  to  rela tions w ith th e  local 
co m m u n ity  since they exp an d ed  in to  
the s ta te . W e w ere in fo rm ed  th a t the 
Ja p a n  C lu b  w as m aking g rea te r c o n ­
trib u tio n s  to  the  local co m m u n ity , 
inc lud ing  a S500,000 d o n a tio n  m ade 
last year to  the A loha U nited  W ay, 
the H aw aiian  b ranch  o f  the  U nited  
W ay, a  n o n p ro fit o rg an iz a tio n  
w hose business it is to  collect d o n a ­
tions from  across the U .S . T h e  visit 
to  H aw aii w as o f  g reat sign ificance 
to  th e  activ ities o f  the  C ouncil F or 
B etter Investm en t in the U .S . since 
m a in ta in in g  h arm o n io u s re la tio n s 
w ith local com m unities is on e  o f  the  
key ob jec tives o f  the council.

T he s ta te  o f  H aw aii w elcom es 
foreign  d irect investm ent in a  range  
o f  fields from  the  po in t o f  view  o f  
p ro m o tin g  the  d iversification  o f  the 
local econom y . F o r exam ple , 
H aw aii is p ro m o tin g  p ro jec ts  to  
build co m m u n ica tio n s facilities ta k ­
ing ad v a n ta g e  o f  its g eog raph ica l 
positio n  as the sta te  s itu a te d  in  the 
cen ter o f  the P acific , to  co n s tru c t a 
base fo r  space facilities on  H aw aii 
Island  an d  to  develop oceanic 
technologies o n  O afu  an d  M aui 
islands.

In a d d itio n , a  w a te rfro n t re­
developm en t p ro jec t is u n d e r  w ay  in 
H o n o lu lu  Bay an d  ad jac en t areas. 
M em bers o f  th e  m ission had  th e  o p ­
p o r tu n ity  to  observe som e o f  the 
redevelopm ent w ork in  p ro g ress  on  
a  b o a t to u r  o f  the  bay . T h e  p ro jec t 
is designed to  develop a  bay a re a  o f  
1,550 acres stretch ing  along  a  6-m ile 
coastline  by 1989 w ith  th e  s ta te  
go v ern m en t tak ing  the in itia tiv e .

It needs to  be no ted , how ever, 
th a t deve lopm en t p ro jec ts  in H aw aii 
are  su b jec t to  various restric tio n s as 
in A lask a . T o  take th e  w a te rfro n t 
developm en t p ro jec t as an  exam ple , 
e ffo rts  a re  being m ade to  o b ta in  the

un d erstan d in g  o f  th e  local com ­
m un ity . We learned  th a t because o f  
stringen t re s tric tio n s, new  develop­
m ent p ro jec ts  are av o id ed  an d  ac­
qu isitions o f  ex isting  a re as  and 
facilities a re  p re fe rre d  in m any 
cases.

T he education  in d u s try  is an o th er 
area  th a t seem s to  ho ld  o u t m uch 
prom ise . In th is  co n n e c tio n , the 
m ission visited th e  J a p a n  A m erica 
In s titu te  o f  M an ag em en t Science 
(JA IM S ), w hich is m anaged  with 
the su p p o rt o f  F u jitsu  L td . T h e  in ­
s titu te  is co n d u c tin g  a Ja p an e se  
language p ro g ra m  fo r  A m ericans 
an d  scho larsh ip  s tu d e n ts  from  
S o u th east A sia , in a d d itio n  to  a 
reo rien ta tio n  p ro g ra m  for 
em ployees ta k in g  up  overseas 
assignm ents. C o n s id erin g  th a t 
H aw aii is a  c ro ss-cu ltu ra l center 
w here people from  th e  E ast and 
W est m ingle, it is expected  th a t such 
g lobal ed u catio n al ac tiv itie s  will 
p ro d u ce  h ighly sa tis fac to ry  results.

3 . F u tu re  P ro sp e c ts
T he g row th  o f  Ja p a n e se  d irec t in ­

vestm en t in  the  U .S . has elicited 
critic ism  from  som e A m ericans 
since la te  iast yea r. A t the level o f  
ind iv idual s ta tes , how ever, such in ­
vestm en t is generally  w elcom ed. In 
A lask a , as described  ab o v e , foreign 
investm en t, p a rticu la rly  from  
Ja p a n , is being  en co u rag ed  as an  
essen tial m eans o f  ach iev ing  
econom ic d iv e rs ifica tio n . In 
H aw aii, too , J a p a n se  investm en t is 
ap p rec ia ted  generally  fro m  th e  sam e 
s ta n d p o in t, a lth o u g h  th e re  have 
been  som e u n d es ira b le  cases o f 
specu la tive  real es ta te  investm en t. 
In  the case o f  A lask a , how ever, in­
fo rm a tio n  on  th e  s ta te  as host to  
fo re ign  investors is n o t yet su ffi­
cien tly  availab le since it is relatively 
recen tly  th a t the s ta te  show ed a 
positive a ttitu d e  to w ard  fo reign  in­
ves tm en t. T he m ove to  revise the 
u n ita ry  tax  is a m an ife s ta tio n  o f  the 
positive  a ttitu d e  w hich  th e  sta te  
governm en t takes to w ard  Ja p an e se
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c o rp o ra tio n s . W e believe th a t 
A laska will be cited m o re  o ften  as a 
c a n d id a te  for Jap an ese  investm ent 
if  a tax  change leads to  a b e tte r 
u n d erstan d in g  o f  the investm en t 
c lim ate  on  the part o f  Ja p an e se  
co rp o ra tio n s .

O ne th ing  no tab le  a b o u t A laska  is 
th a t the sta te  is rich in undeveloped  
to u rism  resources as well as in 
n a tu ra l resources. W ith  the 
Ja p a n e se  people becom ing  in c reas­
ingly aw are  o f  the need to  im prove 
th e  q u a lity  o f  life , th e  n a tu ra l en ­
v iro n m en t in A laska is a g reat a t ­
trac tio n . A plan  to  ho ld  various in ­
te rn a tio n a l conferences in th e  s ta te  
is w orth  considering , since it is 
located  a t an a lm ost equa l d istance 
from  Ja p a n , th e  co n tin en ta l U .S . 
a n d  E u ro p e . T h ro u g h  such  m oves 
th e  Jap an ese  will have a deeper 
u n d ers tan d in g  o f  and a g re a te r  sense 
o f  a ff in ity  tow ard  A laska  an d , as a 
resu lt, possib ilities fo r investm en t in 
a  varie ty  o f  fields will likely 
increase .

As for H aw aii, possib ilities for in­
vestm ent in areas o th e r  th an  tourism  
have tended to  be overlooked  
because the im age o f  the s ta te  as a 
tourist resort is to o  s tro n g . O ne in ­
teresting possib ility  is the es tab lish ­
m ent o f  a securities m ark e t in 
H aw aii, which is s itua ted  between 
T okyo and New Y ork . G iven such 
prospects, it is im p o r ta n t, we 
believe, fo r the sta te  to  select certa in  
priority  areas an d  public ize their 
strong points to  w ould -be foreign 
investors.

There is also  a g row ing  need to 
m ain ta in  harm on ious re la tio n s with 
local com m unities, a t a tim e when 
Japanese direct investm ent in the 
U .S . is expanding rap id ly . H aw aii 
has an im portan t ro le to  p lay  in  this. 
I f  Japanese businesses learn  from  
their experience in th is frien d ly  sta te  
and apply the lessons they  have 
learned to  the ir ac tiv ities in o th e r 
parts o f  the U .S ., then  such e ffo rts  
will produce useful an d  beneficia l 
results. In this sense, th e  JA IM S  we

visited is a go o d  exam ple o f  global 
ed u catio n al in stitu tio n s w here p eo ­
ple from  v ario u s parts  o f  the w orld 
can learn  a b o u t the econom ies and  
cu ltu res o f .th e  U .S . an d  Ja p an .

4. A cknow ledgem ents
In send ing  th e  m ission to  A laska 

and H aw aii we received generous 
co o p e ra tio n  a n d  sup p o rt from  the 
governo rs o f  th e  tw o sta tes, o the r 
o ffic ia ls o f  th e  sta te  and  m unicipal 
g overnm en ts , p rivate  econom ic 
o rg an iza tio n s , the Japanese  C o n ­
su la te  G en e ra l, Jap an ese  c o rp o ra ­
tions in the tw o sta tes and their 
rep resenra tive  offices in Jap an . We 
also o b ta in ed  the coopera tion  o f  
rep resen ta tives from  m em ber com ­
panies w ho p artic ip a ted  actively and 
en thusiastica lly  in the m ission 
th ro u g h o u t th e  tigh tly  scheduled 
trip . I w ould  like to express m y deep 
g ra titu d e  fo r the coopera tion  and 
su p p o rt ex tended  to  us and  look  fo r­
w ard to  co n tin u ed  gu idance and  
su p p o rt.

Japan Travel-Phone
W hen you need English-language  
assistance or travel inform ation, 

call the Travel-Phone  
Tokyo 502-1461 
Kyoto 371-5649

WHAT IS THE TRAVEL-PHONE?
While traveling In Japan, you might have some d lllicu lly  in 
communicating with local people or need more detailed 
Information on the places or attractions you want to see. The 
Japan Travel-Phono Is your helping hand to an English- 
speaking travel expert, ready to help you solve a language 
problem or otfer any travel Information.
SERVICE HOURS: 9:00 a jit . through 5:00 p.m. EVERY DAY 
THROUGHOUTTHEYEAR

HOWTO USE THE TRAVEL-PHONE
Travel-Phone can be used In two ways — as a totl-tree service 
anywhere In Japan outside Tokyo or Kyoto, and by regular 
phone charge (Y10 per 3 minutes) within Tokyo and Kyoto.

O u ts id e  Tokyo o r  Kyoto
Travel-Phone Is toll-free ou ls lde  Ihese two ma|or cenlers. All 
you have to do Is  dial 106 and tell the operator, in English. 
"Collect Call, T.I.C." (pronounced "Tee-Aye-See”). Please 
speak slowly and clearly.
* Travel Phone Is available through the yellow or blue public 

phones (not the red phones) and through private 
telephones.

* When using a public phone, insert a V10 coin and dial 106 
The coin will be returned to you a lter your call.

In  Tokyo o r K yo to  Areas
While you are in Tonyo or Kyoto areas, as indicated on the 
maps (upper right), please dial Ihe appropriate number You 
w ill be connected directly to T I C

Tokyo Area -  502-1451 (or Tokyo TIC 
Kyoto Araa — 371-5049 tor Kyoto TIC

Rem arks:
• When you use  a public phone. Ihe charge is Y10 per Ihree 

minutes.

TOURIST INFORMATION CENTERS (TIC)
The Tourist Information Centers shown below o ile r various 
services ranging Irom (ravel information on Japan, tree 
literature and arrangements lor home visiting to suggestions 
on tour itineraries. They are open Irom 9 a.m. lo 5 p.m. on week­
days and Irom 9 a.m. to 12 noon on Saturdays. Closed on 
? -ndays and national holidays.

Tokyo O ilie r  
Kotam Bldg. 6-6. 
Yurakucho 1-chome, 
Cniyoda-ku. Tokyo 
Tel (03) 502-1461

Kyoto O ilie r
1st II., Kyoto Tower Bldg .
Higashi-Shiokoiicho.
Shimogyoku. Kyoto
Tel (075)371-5649

Japan N a tion a l T o u ris t O rgan iza tion
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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 n  t o  U J S .A .  
P u r p o s e  a n d  B a c k  G r o u n d

Ja p a n 's  direct investment in the U nited States has been rapi­

d ly  e xp a n d in g  s in c e  the early  1 9 8 0 s , far o u tp acin g  the h igh 

grow th of its global overseas investm ent. The United States has 

a lw a ys been ranked as the num ber one ho st of Ja p a n 's  direct 

in ve stm e n t. A cco rd in g  to the fig u res released annually  by the 

M inistry of Fin an ce. 1,816 cases of d irect investm ent, am ounting 

to $ 1 4 .7  b illio n (44.1%  of Japan's global investm ent of the year), 

in the United States were made by Ja p a n e se  com panies in fiscal 

year 1 9 8 7 . T h is  registered a vig o ro u s 4 4 .7 %  increase over 4 .5  

b illio n  of the previous fiscal year. T h e  cum ulative  (F Y 1 9 5 1 -8 7 ) 

total of Ja p a n 's  direct investm ent in the U .S . now  am ounts to 

5 0 .2  b illio n  d ollars.

Keidanren believes Japanese direct investm ents into the U .S . 

w ill co n trib u te  to the econom ic d eve lo p m en t of both the U .S . 

and Ja p a n , and has helped its m em b e r co m p an ies explore in ­

vestm en t oppo rtunities.

In this context, Keidanren sent three investm ent study m iss i­

o n s covering  23  states in order to ob tain  firsthand inform ation 

on e co n o m ic  and social environm ent of the respective state in 

Ju n e  1984 . Fo r the sam e purpose Keidanren sent sim ilar m iss i­

o ns to 16 states in 1986. and to 5 states in 1987 . These m iss i­

ons exchanged view s with the Governors, m em bers of the state 

leg islatu re . M ayors, leaders of the state  and m u nicip al govern­

m e n ts , b u s in e ss  co m m u n ity , as w e ll as  Ja p a n e se  co m p a n ie s 

who already operate locally and visited maior industrial sites as well.

W ith  the fast increasing  d irect in v e stm e n t. Ja p a n e se  c o m ­

panies are bound to face various new  problem s caused by their 

d irect investm ent in the U .S .. including such issues as fostering 

b etter c o m m u n ity  relations and a vo id in g  m ovem ents tow ards 

greater investm en t restriction. In order to cope w ith  these p ro­

b le m s. a n e w  co u n cil named “ C o u n cil for Better Investm ent in 

the U .S ."  (C B IU S ) w as established o n  A pril 6 . 1988.

Fo llo w in g  these activities, another investm en t expansion m i­

ss io n  w a s  organized to visit the State  of A laska and the State 

of H aw a ii from  Septem ber 4 to 13.

The M ission w ill report <ts findings to the m em ber com panies 

of K e id an ren  and C B IU  ’  and other Ja p a n e s e  corporations for 

referen ce in their future investm ent p la n s.

Th o u g h  th is  m issio n  w ill not engage in im m ediate business 

ta lks  on  in v e stm e n t, w e  are c o n v in c e d  that the v is its  by the 

m iss io n , com po sed  of representative co rp o ratio n s of m ajor in ­

d u stria l se cto rs  in Ja p a n , w ill lead to a sm ooth expansion of 

J a p a n 's  d ire ct in vestm en t, taking in to  a cc o u n t various so cia l 

and e c o n o m ic  co n cern s in the United S tates.

Keidanren 
Investment Mission 

to 
The United States 

of 
America
Alaska, Hawaii

S e p t e m b e r  1 9 8 8
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Hideo I S H I H A R A

Managing D irector
The Industrial Bank of Japan. Ltd.
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M em b e rs :
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Chairm an of the Board 
Hasegawa Komuten Co., Ltd.
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General Manager (Planning)
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Jiro H A Y A S H I  (Alaska only)
Director
General Manager, Energy Development Dept 
Idemitsu 'iosan Co., Ltd.

1*1, Marunouchi 1-chome, Chiyoda-ku, Tokyo 
100, Japan
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Taiyo Fishery Co., Ltd.
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General Manager 
Business Development Dept 
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Kajima Corporation
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Vice President
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and Development
Japan Air Lines Co., Ltd.
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General Manager 
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General Manager
International Investment Services Div. 
The Industrial Bank of Japan, Ltd.
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Manager
Project Dept
Systems Engineering Div.
Hitachi, Ltd.

&  ils  m  B

6, Kanda-Surugadai 4-chome, Chiyoda-ku, 
Tokyo 101, Japan



M em be rs :
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General Manager
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General Manager 
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Shimizu Corporation
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Deputy General Manager 
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Deputy General Manager 
Overseas Dept.
Sumitomo Corporation
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General Manager 
International Dept
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Hajime M O R I  Alaska un ljj 
President
Nippon Express Travel L’SA, Inc.
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Senior Vice President 
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Yoshimichi O H A R A

Executive Vice President 
Nippon Steel U.S.A., Inc.
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611 West 6th Street, Suite 2900, 
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M akoto S U N A G A W A  (Alaska only)
Chief Representative 
Representative Office in Washington 
The Export-Import Bank of Japan
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Yoshio N A K A M U R A  (Coordinator) 

Senior Assistant Director 
International Economic Affairs Dept. 
Keidrnren
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100, Japan



Secretariat

Atsushi Y A M A K O S H I

Staff Economist
International Economic Affairs Dept 
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Yukito N A G A T A N I
International Travel Div.
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t f e s

Keidanren (Japan Federation o f Economic 

Organizations) is a private, non-profit economic 
organization representing virtually all branches 
o f  economic activities in Japan. Keidanren, 
maintaining close contact with both public and 
private sectors at home and abroad, endei vors 
not only to find practical solutions to economic 
problems but also to contribute to the sound 
development o f the economies o f Japan and 
countries around the world.

■ Through the merger o f several economic and 
industrial organizations active since prewar days, 
Keidanren was established in August 1946.

Since then Keidanren has grown into a nation­
wide body with 120 association and 915 corpo­
rate members as o f August 1988.

Headed by internationally acknowledged 
leaders o f the Japanese business community, 
Keidanren plays an active and influential roie in 
the achievement o f harmonious economic 
prosperity for all mankind.

KEIDANREN
Japan Federation of Economic Organizations

9*4, Ohtemachi 1-chome, 
Chiyoda*ku, Tokyo 100, Japan 

Tel. (03) 279*1411 
Telex: 222-3188 K DRTO KJ  

Facs. (03) 246*0574



A T T A C H M E N T - A

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

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  
i s  n o m i n a l l y  w h a t  t h e  J a p a n e s e  a r e  a s k i n g  f o r ,  a n d  w o u l d  r e m o v e  
t h e  p s y c h o l o g i c a l  b a r r i e r  s a i d  t o  d e t e r  f o r e i g n  i n v e s t m e n t .  I t  
c o u l d  l o s e  u s  u p  t o  $ 2  m i l l i o n  a n n u a l l y  ( d e p e n d i n g  o n  h o w  
i m p l e m e n t e d )  i n  n o n - p e t r o l e u m  c o r p o r a t e  t a x  r e v e n u e ,  b u t  a t  
c u r r e n t  o i l  p r i c e s  w o u l d  i n c r e a s e  p e t r o l e u m  t a x  r e v e n u e  b y  a t  
l e a s t  $ 1 5 0  m i l l i o n .  U n d e r  s e p a r a t e  a c c o u n t i n g ,  p r o d u c t i o n  a n d  
p i p e l i n e  p r o f i t s  e a r n e d  i n  A l a s k a  w o u l d  b e  t a x e d  a t  t h e  f u l l  9 . 4  
p e r c e n t  n o m i n a l  r a t e .  S e e  t h e  t a b l e  b e l o w  f o r  t h e  e f f e c t i v e  
r a t e s  u n d e r  c u r r e n t  l a w .

N e t  I n c o m e ,  T a x  P a i d ,  a n d  A v e r a g e  E f f e c t i v e  R a t e s  
P e t r o l e u m  C o r p o r a t e  I n c o m e  T a x  

------------------- m i l l i o n s ----------------
A l a s k a  N e t  I n c o m e T a x  P a i d T a x  R a t e

1 9 8 3 $ 5 , 7 7 1 $ 2 3 6 4 . 1 %
1 9 8 4 $ 6 ,  6 3 9 $ 2 6 5 4 . 0 %
1 9 8 5 $ 5 , 0 8 3 $ 1 6 9 3 . 3 %
1 9 8 6 $ 3 , 4 5 2 $ 1 3 4 3 . 9 %

N e t  i n c o m e c a l c u l a t e d  f r o m  d a t a i n  S o h i o  a n n u a l r e p o r t s  a n d  F E R C
f i l i n g s .

2 .  W a t e r ' s  e d g e  f o r  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  
r e m o v e  t h e  p s y c h o l o g i c a l  b a r r i e r  s a i d  t o  d e t e r  f o r e i g n  
i n v e s t m e n t .  L i k e l y  t o  h a v e  l i t t l e  i m p a c t  o n  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  t a x  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 )  . 
T h e  e f f e c t  o n  p e t r o l e u m  r e v e n u e  c o u l d  b e  m u c h  l a r g e r ,  t h o u g h  
d i f f i c u l t  t o  p r e d i c t .  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  
t a x ,  a n d  t h a t  A R C O  w o u l d  p a y  l e s s ,  r e s u l t i n g  i n  a  n e t  i n c r e a s e  
o f  $ 1 0 - 4 0  m i l l i o n  i n  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  t a x  
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  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  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 . "  B u t  h a s  a n y o n e  
f i g u r e d  o u t  w h a t  w e  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 ,  t h i s  c o u l d  g e t  t h e  s t a t e  t h e  s a m e



a m o u n t  o f  m o n e y  a s  i t  i s  c u r r e n t l y  g e t t i n g ,  w h i l e  c u t t i n g  t h e  
n o m i n a l  t a x  r a t e  r o u g h l y  i n  h a l f .  T h e  o i l  c o m p a n i e s  w o u l d  p a y  a  
t i n y  b i t  m o r e  t h a n  a t  p r e s e n t .  E v e r y o n e  e l s e  ( a t  l e a s t  e v e r y o n e  
c u r r e n t l y  p a y i n g  9 . 4  p e r c e n t )  w o u l d  h a v e  t h e i r  c o r p o r a t e  t a x  
r e d u c e d  b y  h a l f .  T h i s  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  e f f e c t ,  a  s t a t e m e n t  t h a t  c a n ' t  b e  m a d e  
a b o u t  a n y  o f  t h e  o p t i o n s  d e s c r i b e  a b o v e .  T h e  p r o b l e m ,  o f  c o u r s e ,  
i s  t h a t  t h e  r a t e  a d j u s t m e n t  r e q u i r e d  f o r  r e v e n u e  n e u t r a l i t y  t h i s  
y e a r  ( a s s u m i n g  w e  c o u l d  f i g u r e  t h a t  o u t  i n  a d v a n c e )  w o u l d  a l m o s t  
c e r t a i n l y  n o t  b e  r e v e n u e  n e u t r a l  i n  t h e  f o l l o w i n g  y e a r .

7 .  A b o l i s h  t h e  n o n - p e t r o l e u m  t a x ,  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  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 . "  W e  c o u l d  p r o b a b l y  r e d u c e  o u r  
n o m i n a l  9 . 4  p e r c e n t  r a t e  ( n o w  p a i d  o n l y  b ^ o i l  c o m p a n i e s )  t o  5 . 5  
p e r c e n t  a n d  e x p e c t  t h e  r e s u l t  t o  a p p r o x i m a t e  t h e  r e v e n u e  f r o m  
o u r  c u r r e n t  c o r p o r a t e  t a x  s t r u c t u r e .  L i k e  o p t i o n  6 ,  t h i s  w o u l d  
p r o d u c e  a n  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  i m p a c t .

8 . A b o l i s h  t h e  n o n - p e t r o l e u m  t a x ,  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 ,  a b o v e ,  t h i s
w o u l d  r a i s e  o i l  c o m p a n y  t a x e s  a n d  s t a t e  r e v e n u e .  U n l i k e  o p t i o n  
1,  t h i s  w o u l d  b e  c e r t a i n  t o  h a v e  a  p o s i t i v e  i m p a c t  o n  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  
w e  g i v e  t h e  o i l  c o m p a n i e s  ( o r  a n y  o t h e r  p r o f i t  m a x i m i z e r s )  a n  
o p t i o n ,  t h e y  w i l l  u s e  i t  t o  l o w e r  t h e i r  c o s t s .  W h e r e  t h e  a m o u n t s  
a t  s t a k e  a r e  l a r g e ,  a s  t h e y  a r e  w i t h  i n  t h e  c a s e  o f  A l a s k a  o i l ,  
t h e r e  i s  t h e  r i s k  o f  l o s i n g  b i g  b u c k s .

1 0 .  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  y o u  e s t a b l i s h  a n  o p t i o n ,  i t  m u s t  b e  m a d e  a v a i l a b l e  t o  a l l .

1 1 .  D o  n o t h i n g .  " S o r r y ,  g o v e r n o r .  I t  s e e m e d  l i k e  a  g o o d  i d e a  a t  
t h e  t i m e ,  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  i t  d o e s n ' t  m a k e  s e n s e .  
T h e  r e a s o n  i t  d o e s n ' t  m a k e  s e n s e  i s . . . . "

1 2 .  S t u d y  t h e  q u e s t i o n  u n t i l  i t  g o e s  a w a y .  A  v a r i a t i o n  o n  
t h e  " d o  n o t h i n g "  o p t i o n ,  a b o v e .  A n  e a s y  o p t i o n  t o  j u s t i f y  
b e c a u s e  n o  m a t t e r  h o w  m u c h  a n a l y s i s  w e  d e v o t e  t o  a n y  p r o p o s e d  
c h a n g e ,  w e  w i l l  s t i l l  f a c e  c o n s i d e r a b l e  u n c e r t a i n t y  o n  t h e  
r e v e n u e  e f f e c t s  o f  t h e  c h a n g e .  A n d  w h i l e  i t  m a y  n o t  a l w a y s  b e  
t r u e ,  i t  c a n  a l w a y s  b e  a s s e r t e d  t h 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  t h e  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  i s  p l a y s  a  b i g g e r  r o l e  i n  A l a s k a  t h a n  i n  
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  i t  d i d  b e f o r e  t h e  1 9 8 1  
t a x  a m e n d m e n t s  ( s e e  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  i f  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  " a l l  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  i n  t h e  
d e n o m i n a t o r .  T h i s  i s  U . S .  C e n s u s  d a t a .

V J
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A s  t h i s  r a n k i n g  s h o w s ,  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  t a x  
r a t e .  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  c a r e .  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 s s  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  i n  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  t o  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  i n  t a x  " r e f o r m , "  b o t h  
f e d e r a l l y  a n d  i n  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  Y o r k .  F o r  m a n y ,  a  
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  o f  i n c o m e  t a x  " r e f o r m "  i s  t h e  
i n c r e a s e  i n  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  o f  r a t e :  
( A c o l l e c t i o n s / 1 % t a x / m i l l i o n  $ t a x  b a s e ) .
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A T T A C H M E N T  D
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C O R P O R A T E  T A X  A N D  T O T A L  U N R E S T R IC T E D  R E V E N U E ,  F Y  1 9 5 9 - 8 8
( $  M i l l i o n s )

F Y

U N R E S T R I C T E D
G E N E R A L

F U N D
R E V E N U E

C O R P O R A T E  I N C O M E
_____________ T A X  R E V E N U E ______________
P e t r o l e u m  N o n - p e t r o l e u m

5 9 2 5 . 4 1 . 4
60 4 8 . 0 1 . 7
61 4 0 . 5 ? . 4
62 6 8 . 9 1.8
63 7 1 . 6 2.2
64 6 7 . 0 1.8
65 8 3 . 0 1 . 9
66 8 6 . 5 4 . 1
67 66.6 3 . 5
68 1 1 2  . 7 0.1 3 . 8
69 1 1 2  . 4 0.1 4 . 2
7 0 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
7 3 2 0 8 . 2 0 . 9 5 . 9
74 2 5 4  . 9 1.2 7 . 0
7 5 3 3 3  . 4 2 . 5 1 4  . 8
7 6 7 0 9 . 8 4 . 9 2 6 . 2
77 8 7 4  . 3 5 . 0 3 0 . 8
78 7 6 4  . 9 8 . 4 2 5 . 1
7 9 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 3 4  . 8
8 3 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 14  . 0
88* 1 7 1 6 . 1 110 15

* F o r e c a s t .
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CORPORATE INCOME TAX REVENUES 
AS A SHARE OF TOTAL U.G.F. REVENUE
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M E M O R A N D U M

P o u c h  V 
S t a t e  C a p i t a l  

J u n e a u ,  A l a s k a  99811  
P h o n e j  ( 9 0 7 )  4 6 5 - 3 1 1 4

T o :

F r o m :

D a t e :

S u b j e c t :

S e n a t o r  J a n  F a i k s  
P r e s i d e n t  o f  t h e  S e n a t e

R i c h a r d  R a i n e r y  -
S e n i o r  A n a l y s t

D e c e m b e r  1 4 ,  1 9 8 7

W o r l d w i d e  C o m b i n e d  R e p o r t i n g  a n d  F o r e i g n  I n v e s t m e n t  
R e s e a r c h  R e q u e s t  8 7 - 0 0 3 2 1 1

Y o u r  m e m o r a n d u m  o f  S e p t e m b e r  1 5 ,  1 9 8 7  j ; o s e d  t w o  q u e s t i o n s
e f . & n m iW i i . m e j  v r e >4? l e l v j £ d L « i >  a■e>wb£v i-as<3 l . n g  *-. a<2\Ai i r* ,7n «**•»£;* f o r '
o o i f o o i f i i t a  I f t o o w o  ■(■.aw i i i  e t h o s  e f e .a ^ - o a  C h p o i t  l o w n j  i

1 .  W h e t h e r  A l s B k a  i s  t h e  o n l y  s t a t e  s t i l l  e m p l o y i n g  t h e  
w o r l d w i d e  m e t h o d  a n d  w h a t  m e t h o d s  o t h & r  s t a t e ®  a r e  
a c t u a l l y  u s i n g ;

2 ,  W h e t h e r  r e p e a l  o f  t h e  w o r l d w i d e  m e t h o d  h a d  s p u r r e d  
n e w  f o r e i g n  i n v e s t m e n t  i n  o t h e r  s t a t e s .

I n  a n s w e r i n g  t h ®  f i r s t  q u e s t i o n ,  I  h a v e  p l a c e d  p a r t i c u l a r  
e m p h a s i s  o n  t h o s e  s t a t e s  w h i c h  h a v e  h a d  o r  s t i l l  h & v ®  i n  p l a c e  a  
w v i . - l d w i d u s  c o m b i n e d  r e p o r t i n g  a y a s t e m .  I f  y o u  w i s h  m o r e  d a t a i l u J  
i n f o r m a t i o n  o n  u L h w r  B t a t c i S ,  I  w u u l U .  J j u  h a p p y  t v  » u p p l © i n < s n t  t h ©  
t e x t  o f  t h i ®  m e m o r a n d u m .  T h ®  c a s « s  o f  i n d i v i d u a l  s t a t e s  a r e
c o n s i d e r e d  f o r  b o t h  q u e s t i o n s .

1 .  f f u m m f l r v

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

■&*<!> n/h.jL<2>1\ n 0 .- 3 . r « . » •  4 s *  K a v «  j\ rx < t . ,  a w e / i n .  ow » ■ * w i * « ' b

h a v e  i n d e e d  a l t e r e d  o r  d i s c a r d e d  i t  o v e r  t h e  l a s t  f i v e  y e a r s ,  
s e v e r a l  s t i l l  e m p l o y  i t .  T h o s e  t h a t  s t i l l  e m p l o y  i t  f a l l  i n t o
t w o  Q a t i o o f o x ' i o a  i 1 )  - b h o a o  e M o o  i n  w h i c h .  & i r o v i o o d  a p p i r o a o h  H slc

y e t  t o  t a k e  e f f e c t  a n d  2 )  t h o s e  s t a t e s  w h i c h  h a v e  n o t  r e p e a l e d  
t h e  w o r l d w i d e  r e q u i r e m e n t ,  b u t  h a v e  i n s t i t u t e d  a n  o p t i o n  a l l o w i n g  
c o r p o r a t i o n s  t o  r e p o r t  o n  a n o t h e r  b a s i s ,  g e n e r a l l y  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 .  A  n u m b e r  o f  o t h e r  s t a t e s  h a v e  l o n g  e m p l o y e d  a
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w a t s r ' s  e d g e  a p p r o a c h ,  w h i c h  c o n s i d e r s  o n l y  U . S .  d o m e s t i c  i n c o m e ,  
b u t  t h e  m a j o r i t y  u t i l i s e  a  s e p a r a t e  a c c o u n t i n g  m e t h o d .

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

o r  w i l l  s o o n  d r o p  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 .
1) m o ® t  o f  t h e  5 r / ? r ^ a l s  s o  f p c p n t  t h a t

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

have dropped
T h«a r a a f i s o n f i  a r t s  t w o :
t h e  f o r e i g n  b u s i n e s sv A <  C l  V A  ■ »  r t i ’ l  *  1  # v  U k X .' a . «  « v  *.* v  »*»-»« W i t c i  V j ;  f  *      —

2 ) f a c t o r s  o t h e r  t h a n  s t a t o  t a x  p o l i c y  h a v e  s u b s t a n t i a l  i n f l u e n c e
J . A V I I ( .fl t .. J .  i  v ... 4 .L  ̂ .   .U A. ^ A . . .  J. W._1_

n e w  f o r e i g n
i f >  i n v ' o o t . a i i £ j '
r e p o r t e d  s i g n i f i c a n t
r s p n a l  n ?  w n r l  d w i  d A  r » p n r ' h ■! rsg  » nr? n n n
e h f i i n v o e i  .  l ! u l  t l i i b b X w i . c i  1  « o n » '» v a V . i . o n a '
s t a t e s  l i m i t i n g  t h e i r  r e a c h  t o  ( J . S ,  i n c o m

n r *

X' fe c?k\ca Oa?6 « f o n ,  h & r a
i n v e s t m e n t  a s  a  r e s u l t  o f  t h e

t w n  n t h w r r .  t t n V ' A  r a n d a n s t  
t c i i . l ' j r  a f c x ' * > i i s , 3 . . y  i j u v ^ u j .  i_

T w e n t y  • ' s i g h t  s t a t e e  a n d  t h e  D i s t r i c t  o f  C o l u m b i a 1 ,  6 4  p e r c e n t  
o f  t h ©  s t a t e s  w h i c h  t a x  c o r p o r a t e  i n c o m e r c u r r e n t l y  d e t e r m i n e
t 'A S s a b l®  ili©©Xfc«S> £ o s?  o o s p * tr a t i .c > rk C !  I r h r - o u g h  fc h o  u s e  o f  » o ia  o  v i s r i f f i f c y
o f  s e p a r a t e  a c c o u n t i n g ,  w h i c h  e s s e n t i a l l y  a l l o w s  e a c h  c o r p o r a t i o n  
t o  b e  t r e a t e d  a s  a  s e p a r a t e  t a x  e n t i t y ,  w i t h  i t s  i n c o m e  i s o l a t e d  
a n d  r e p o r t e d  w i t h o u t  r e g a r d  f o r  t h e  f a c t  t h a t  i t  m a y  b e  a  m e m b e r  
o f  a  g r o u p  o f  r e l a t e d  c o r p o r a t i o n s .  F e w  o f  t h e s e  s t a t s ©  h a v e  t h e  
a b i l i t y  t o  m e a s u r e  t h e  t r u e  t a x a b l e  i n c o m e  o f  i n d i v i d u a l  m e n t b e r B  
o f  i n t e g r a t e d  m u l t i  c o r p o r a t e  g r o u p s .  T h e y  d o  n o t ,  a s  d o e s  t h e  
f e d e r a l  * g o v e r n m e n t ,  h a v e  t h e  r e s o u r c e s  t o  d e t e r m i n e  w h e t h e r  
t r a n s a c t i o n s  b e t w e e n  r e l a t e d  c o r p o r a t i o n s  a r c  c o n d u c t e d  a t  " a r m s -  
l e n g t h "  ( a t  f a i r  m a r x e t  v a l u e ;  o r  w n e t n e r  i n c o m e  i s  b e i n g  s h i f t e d  
t e  a v o i d  t a x e s  i n  c e r t a i n  j u r i s d i c t i o n s .  M o s t  s t a t e ®  a l s o  e m p l o y  
a  f o r m u l a  c o m p a r i n g  a  c o r p o r a t i o n ’ s  p a y r o l l ,  s a l e s ,  a n d  p r o p e r t y  
w i t h i n  a n  i n d i v i d u a l  s t a t e  t o  t h ©  t o t a l  o f  t h o s e  f a c t o r s  t o r  t h e  
c o m p a n y  t o  a p p o r t i o n  t a x a b l e  i n c o m ®  t o  t h a t  s t a t e  i f  t h a t  
c o r p o r a t i o n  h a s  m u l t i * * j u r i s d i c t i o n a l  o p e r a t i o n s ,  S u c h  f o r m u l a s
a,:r©  n l a o  u i c e d  b y  s s t & t o o  © i s i b s r & o i n g  t h o  u n i t a r y  p v i Y n s i p l © ,

1 T a l l i s e s  o f  te h ®  n u m to o i r  o f  ,sta-fc.-*ca e m p l o y i n g  o w p a r c L t o
a c c o u n t i n g  o r  u n i t a r y  s y s t e m s  v a r y ,  p r i n c i p a l l y  b e c a u s e  s o m e  
s t a t e s  w h i c h  e s s e n t i a l l y  f o l l o w  o n e  s y s t e m  a l l o w ,  u n d e r — c e r t a i n  
c i r c u m s t a n c e ! ? ,  r e v e n u e  a g e n c i e s  t o  r e q u i r e  a n d / o r  c o r p o r a t i o n s  t o  
s e l e c t  t h e  o t h e r  r e p o r t i n g  a p p r o a c h .



3
5  e n s t o r  F & i k a s
Disdteisajcic.g' 3, \ f

s e v e n t e e n  s t a t e d  u t i l i s e  &  u n i t a r y  a p p r o a c h  t o  d e t e r m i n e  t a x a b l e  
c o r p o r a t e  i n c o m e .  A  u n i t a r y  r e p o r t i n g  s y s t e m  r e q u i r e s  t h a t
C Jo afjp o sr& ’fe-e w s .f e i . - f e i 'S a  v h i o h  or--.*. « u b i ? b « , n t  i r ; , l  l y  i n t t & g r a t . f f i d  i n
o w n e r s h i p ,  d i r e c t i o n ,  a n d / o r  o p e r a t i o n s  w i t h  a  g r o u p  m u s t  r e p o r t  
t h e  t a x a b l e  i n c o m e  o f  t h e  e n t i r e  g r o u t -  f o r  a p p o r f c i n r n n o n t  h a t w a i a n  
a i f c a t w © .  k  v a r i e t y  o £  d e f i n i t i o n s  o f  s v d  s t s n t l a l  . i n t e g r a t i o n  a r e  
e m p l o y e d .  M o s t  u n i t a r y  s t a t e s  n o w  t a x  i n c o m e  e a r n e d  b y  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  m u l t i n a t i o n a l  u n i t a r y  g r o u p s  o n l y  t o  
U L ©  " w a t e r ’ a  t s d y v "  o f  t h w  U n i t e d  f f  t o  b e t s ,  t o u t  a. f e w  s t i i 2 .  i n c l u d e  
r . ‘n «  i n c . o m ^  o s  f o r e i g n  £»&* ’ <&n t n  o r  * j . s .  f t u c e i a i e s r l e s  a n «  t l i a r  o ± '  
f o r e i g n  s u b s i d i a r i e s  o f  U . S .  p a r e n t s ,  T h i s  l a t t e r  a p p r o a c h  i s  
J c n a v m  a s  t f * s r - l < 3 w i . i 3 ^ i  o e > r a t o i n a f c i « n .  X n  t h ®  $ r « & ia  i n d e x *  o f  t h i ®  
c o o t i o n ,  f . h o  c t t s r r * < ; r f c  x -« i p o r t i n g  r a q u i r o m a L t e  o f  t h « =  a t o t e a  w h i c h  
h a v e  u t i l i s e d  w o r l d w i d e  c o m b i n a t i o n  a r e  ; d i © c u e s e d  o n  a  » t a t a  b y  
s t a t s  f o a s i e ,

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

v h i o l t  f e h o  5 . * o p i ' a l  •.fa.- w i t S i e l i ,■$.s .  .: a L i t; n  v i  t b ©  x s n i t a r y  » y o » t f e - j ^  i c ,
a l r e a d y  e f f e c t i v e .  T h i s  i n c l u d e s  :; " l i n o  i s ,  I n d i a n a ,  N e w
H a m p s h i r e ,  F l o r i d a ,  C o l o r a d o ,  J f a s a a c h U B s t t s ,  U t a h ,  a n d  O r e g o n .  
T h a  s e c o n d  g r o u p ,  C a l i f o r n i a ,  I d a h o ,  M o n t a n a ,  a n d  N o r t h  D a k o t a ,  
h a s  e n a c t e d  m o d i f y i n g  l e g i s l a t i o n  w h i c h  M a n  y e t  t o  t a k a  e f f e c t .

1 .  I l l i n o i s  -  T o o  f i r s t  s t a t e  t o  r e p e a l  w o ' r i d w i f k .  ^ r . w M t j ^ d
r e p o r t i n g  i n  1 $ 8 2 ,  I l l i n o i s  n o w  c a l c u l a t e s  t a x a b l e  i n c o m a  f o r
U n l t f t v y  Cf **OUi> f l :  o n  'A w s t i a r ’ l rt r.ri.v .-j 4 •" T n  , > f h « f v -j-:>sM - ,  o n l y  - f c l i o
i n c o m e  d e r i v e d  f r o m  t h e  U . S .  o p e r a f c i e n s  o f  a  g r o u p  a r e  s u b j e c t  t o
a p p o r t i o n m e n t  t o  I l l i n o i s  f o s  g n i f i c a n t
c o r o l l a r y  q u e s t i o n s  i n  a  k m ' j  e d g e  ’' ' . i n  a r c  h o w  i t  t r e a t s  
f o r e i g n  m o u r c o  d i v i d e n d s ,  C r u n  i . d I . . : ,  i c , ? ,  o f  f o r e i g n  o r
o f  d o m e s t i c  m u l t i n a t i o n a l s ,  a n d  w h *  ; h o r  i \  i n c l u & a s  0 0 / 2 0
c o r p o r a t i o n s ,  w h i c h  & r a  0 . S *  o w n e d  b u t t  i n  w i t h  8 0 %  o r  m o r a  o f
t h « i x  ( « n i . \  s , a X '4 t i  ; ;  I ., i'-,:, J « \ t . L p r i 0 .  .£ X A ■! H C -iO
e x c l u d e s *  t h e  i n c o m e  o f  3 0 / S C  a o r p o r c h  ( b a s e d  o n l y  o n  a s s e t s  
a n d  p e r s o n n e l )  f r o m  u n i t a r y  g r o u p  i n o o m m *  I t  e x c l u d e s  a l l  
f o r e i g n  s o u r c e  d i v i d e n d s  t o  a t  . W a n t  :--*H o f  t h e i r  v a l u e  f r o m
b C tK C i l ^ . t iD  3, R t ; 0 t U j j  Ww XCrCl'Sf l,.1 ,, CJ; ) 'V tSW.  u y j . j i y i f l l . i u i i  V r t f i O  d i .
l e a s t  1 5 %  o f  t h e  p a y o r  c o r p o r a t i o n ,  ’ I l l i n o i s  a l s o  e x c l u d e s
d o m e s t i c  i n t e r n a t i o n a l  s a l e ®  c o r p o r a t i o n s -  ( D I S C * - ) ,  b u t  m a y  —

** A l a s k a ,  A r i s o n s ,  C a l i f o r n i a ,  c o i ! o r a d o ,  I d a h o ,  I l l i n o i s ,  
K a n s a s  f  K e n t u c k y ,  M a i n e  M i n n e s o t a ,  M o n t a n a ,  H e b r a o J c a ,  N e w  
H a m p s h i r e ,  H a w  Y o r k ,  N o r t h  D a k o t a ,  O r e g o n ,  e n d  h i a h .

I
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i n c l u d e  f o r e i g n  e a l a s  c o r p o r a t i o n #  ( F S C s )  u n d ^ r  c e r t a i n  

« i r o u a » t a n « c * . ® ' & i  t h e  t i a ?  I l l i n o i s  H a l t e d  i t s  r e a c h  a f t e r  t h e  
t a x a b l e  i n c o m e  o f  u n i t a r y  g r o u p s  t o  t h e  w a f c £ 3 L i f i . _ . © d 0 f e *  - i t  a l s o  
r a i s e d  i t s  c o r p o r a t e  i n c j o s i *  t a x  r a t e  b y  t w e n t y  p e r c e n t /  f r o m  4 , 0 %  
t o  4 . 8 % .  A t  t h ®  t i a e ,  t h e  s t a t e  e x p e c t e d  t o  l a m  $ 1 0 0  m i l l i o n  t o  
$ 1 7 5  m i l l i o n  i n  r e v e n u e  a n n u a l l y  ( 1 5 %  t o  ,' ■% o f  c o r p o r a t e  i n c o m e  
t a x  c o l l e c t i o n s  a n d  1% t o  1 . 3 %  o £  t o t a l  g e n e r a l  r e v e n u e s )  a s  a  
c o n s e q u e n c e  o f  t h e  l i m i t a t i o n .  I t  v a s  . h o p e d  t h a t  i n c r e a s e d
a a l & e ,  v i f o p & t f t y , . u n d  » » » e o n » 3 .  £ » « # » «  ! ; » . &  c < » X I o « ? t £ 6 S i > 9  t t d b U  a l s o
h e l p  r e d u c e  t h a t  a m o u n t  ( S h e r w o o d ,  1 9 8 4 ) «  n o  s t o s w i w *  a n a l y s i s  
o f  a c t u a l  r e v e n u e  X o 6 » e »  h a u  h e e h  u n d e r t a k e n .

a .  F l o r i d a  -  W h e n  F l o r i d a  r e p e a l  ® d  t ; h a  u s ^  o f  w o r l d w i d e  
o o . b . i n a t i o n  i n  1 9 8 4 ,  i t  d e p a r t e d  t o t a l l y  f r o a  t h ©  u n i t a r y  
c r h o e p t *  I t  n o w  o e t e r m i n s s  t a x a b l e  c o r p o r a t e  i n o c n m  o n  a
s a p a r e t s  a c c o u n t i n g  b a s i s .  T h e  o p t i o n  t o  f i l m  a  f e d e r a l  

i n s o l i d a t a d  t a x  r e t u r n ,  u n d e r  w h i c h  g r o u p  o f  c o m m o n l y  
. - . o n t r o l l s d  c o r p o r a t i o n s  a r a  t r e a t e d  a s  a  s i n g l e  f c n t a r p r i s s ,  i s  
v & i l & f e l e  t o  t h e s e  c o m p a n i e s  o p e r a t i n g  i n  F l o r i d a  w h i c h  s r s  

f t U f f t f c l *  t o  t i l®  s u c h  a -  r « t u r n  w i r h  t y .  - 1 ,  i r n a l H a e v e n a e  S e r v i c e ,  
O n c e  i ,  c o r p o r a t e  g x o u p  o p t s  t o  f i l e  c n  . • t r n A ^ l J d p f c - s d  b a s i s ,  i t  

m u s t  c o n t i n u e  t o  d o  b o  u n i a a e  t n ®  F i o r i o a  £ 3 s p &  s » e  .-■ . .  R e v e r m e

g r a n t s  p & n a i & & l a n  t o  s w i t c h  t o  ■ s e p a r a t e  ■.■ b a s i s  & I X
i n c o m e  g & n s r s t s d  o u t s i d e  o h  t h e  r t r i i w  i o  ' i o w y t o d  y .  . - ,  t a x a t i o n  

u n d e r  t h e  s & p a t a i *  a c c o u n t i n g  e y e  t a r n ,  O v d  >• t h e  F l o r . U h .  i n c o m e  o f  

0 ) / y 0 s  i «  « v . V j e » * y b  t ' . ' f  f c i w m ^ . v . ' s n .  ■■.-i.i-. o ! . : j t j ; - i e « ,

• . . f e u * ;  i f i . L r . 5 i - d  b y  f f f i d ^ x s r a i  l o w ,  i v i - - -  ' :  .■■.■•■ rX'fk»it&£ p « i i d  t o

F l o r i d a  c o r p o r a t i o n s  ■■■■: ; .  ■; f  j  v

.• ••■' • ,•'■ ^ ^ o s a  f  • ; . : • .  . '  ' . . ,  • : • ; .  0 '  .:■ ■ 41C H ..................
# « ' ? • »  i * ; * .  V O  ‘j x ' o a i ' f i  ’f t . f i i S M ’ i  R S f . a  ■ • , ' • • . ' . ’ •■ 1  •. - ■'■■.

• i~ n x . t r  i  o n . o v  i f y i n . n l  l y . .‘- 1 1  f . - .> r w i . j r .  •*.* >r • ' r o i . , , .  ...•■■• -»vtT nd
,, --. t :.!... . ' ■ ‘ , • ,------'. .■ : ' »v • -1. 3.-.* r i  . . . .  * ‘ . > i  , I t f l l

I  9 :.-v:."', i . ’ : S j  .• •.' .•••. ..• ' . : . . .  ’ \ \ . . % :■ 1 0 #
r  3 p  ■ i  •' ■ ■ ■ C'J . ..

. I r i h i o  0 -.' < i o ; r y - - w a f t ’. i c ' . i . r . ' v  A f e r . - u f c  #3.7 v ;  1 1  ■■ ^ J,.*'. - : ; - t v . - f t i m  *.,•«,
a p p r o x i m a t e l y  4 %  o f  c o r p o r a t e  ■ r  d  v f  o v - , w : J i  g . ; ? r . e r - ' >  ? ,

2T<i iV'9iUrt'C<0, u « : o r c  £ » . . : {  .j v s v -j o o  =.-. v  r .v-i X ' b  ; f •• o "o a , r t>3« •..

a t e  ■ $ <  ■ t ' » i  1 . 1

• . ,o z p s  •: t ' - ■ k  t # t d  a b j  o e d  i  h i  « 1 1  t h  ? u  o f  .  5 .

c o r p o r a t i o n s ' ,  o .  h o u g h  t o  t b <  i f  ' ■ ■■■• : : . • '  ■ , • ■ • r :  ■* e

■ v ? . b . v i . ; o o  s e p a r a t e  t n n r b ' o :  e i ’i t i t i e w  b y  f e h a  a e n t *

I d . s n d S  r e c e i v e d  f ? : o y , -  o i .  ; o ;■ i n  b :  . . > i . n n  ...• i ^ , . . .- s t  i f . n s  1 ;■
c \ • : • : t ' ? o . ' a j f p o T - f t i ?  4 «  i i : g  t  f  . j d c - v ; - .  \ f  . T ' - a - J  -rj?% •> .'.- ■ ' ••* • t*
























