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ASSOCIATED GENERAL CONTRACTORS of ALASKA
40(1 B STREET •  A N C H O R A G E , A L A S K A  99503 
RO. BOX 240609 •  A N C H O R A G E , A L A S K A  99624-0609 

TELE P H O N E  (907) 561-5344 •  FAX  (907) 562-6118

F e b r u a r y  22, 1 9 9 0

T h e  H o n o r a b l e  R i c k  U e k l i h g  
C o - C h a i r m a n
S e n a t e  F i n a n c e  C o m m i t t e e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  U e h l i n g :

W e  u n d e r s t a n d  t h a t  t h e  u n i t a r y  t a x  is s u e ,  S e n a t e  B i l l  119, h a s  
b e e n  r a i s e d  in  t h e  c u r r e n t  l e g i s l a t i v e  s e s s i o n .

T h e  A s s o c i a t e d  G e n e r a l  C o n t r a c t o r s  o f  A l a s k a  m e m b e r s h i p  is 
c o m p o s e d  o f  c o n s t r u c t i o n  a n d  c o n s t r u c t i o n - r e l a t e d  b u s i n e s s e s .  A  
n u m b e r  o f  o u r  m e m b e r s  a r e  h e a d q u a r t e r e d  i n  t h e  l o w e r  48 a n d  h a v e  
i n c o m e  p r o d u c e d  f r o m  f o r e i g n  o p e r a t i o n s .

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

W e  a g r e e  w i t h  t h e  n e e d  t o  r e p e a l  w o r l d w i d e  u n i t a r y  t a x  b u t  t h e  
l e g i s l a t i o n  m u s t  i n c l u d e  U.S. d o m e s t i c  c o r p o r a t i o n s .

S i n c e r e l y

A S S O C I A T E D  G E N E R A L  C O N T R A C T O R S  
O F  A L A S K A

ROl BOX 60005 •  FA IR BANK S, A K  99706 

(907)452-1809

JU N E A U

154 N . F R A N K L IN . SU ITE  A  •  JU N E A U , A K  99001 
(907)566-1740

S O L D O T N A  

RO, 00X150 •  SOLDCTTNA, A K  99669 
(907) 262-2485



Anchorage * Star ofthe North Chamber of Commerce

Ja nua ry 23, 1990

The H ono rab le R ick U eh lin g 
Co-Chairm an
Senate F inance Comm ittee 
P.O.Box V
Juneau , AK. 99811 

Reference: Senate B il l 119

Dear R ick:

We unde rs tand th a t the u n ita ry ta x issue w ill lik e ly be ra ised again in the 
1990 session o f the Leg is la tu re .

Las t yea r the Anchorage Cham ber o f Commerce presen ted te s tim ony on 
Senate B ill 119 conce rn ing co rpo ra te incom e ta x re p o rt in g m ethods . O u r 
te s tim o n y recomm ended repea ling u n ita r y  w o rldw id e ta x fo r bo th fo re ign 
and domestic m u lt in a tio n a l co rpo ra tions in  a way w h ic h encourages 
domestic and and fo re ign co rpo ra tions to loca te in  A la ska and he lp d ive rs ify 
o u r econom ic base, w h ile no t adverse ly a ffec ting the ta x bu rden o f A la ska ’s 
o il in du s try .

The Anchorage Cham ber recommends th a t m u lt in a t io n a l co rpo ra te ta x 
po lic y be m od ified in  accordance w ith  the ph ilo soph y expressed above, and 
th a t dom estic a* fo re ign companies be trea ted equa lly .

S ince re ly ,
ANCHORAGE CHAMBER OF COMMERCE 

 _

Dave H a rbou r 
Cha irm an

437 E Street, Suite 300, Anchorage, Alaska 99501-2365 (907) 272-2401 FAX (907) 272-4117
Founded 1915



Xerox Corporalion 
<1341 n. Street 
Anchorage, Alaska 99503 
(907) SGI -8200

XEROX
December 28,1989

Senator Ricic Uehling Co-Chairman 
Senate Finance Committee P.O. Box VJuneau, Alaska 99811
RE: Senate Bill 119 
Dear Senator Uehling:
It is our understanding that Senate Bill 119 proposes to repeal the worldwide unitary tax for foreign-based corporations. As such, the proposed legislation would benefit only foreign corporations and would put 
domestic corporations such as Xerox at a tax and competitive disadvantage.
We agree with the need to repeal worldwide unitary tax but the legislation must include U.S. domestic corporations. Please consider our position as 
you deliberate on this important issue.

Sincerely,
XEROX CORPORATION

Ann Laurence J  
Alaska Manager
AL:eg
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A L A S K A  S TA TE  C H A M B E R  OF C O M M E R C E
lUylonil Offico' 

Mil H Svwi, Sul'j <05 
A r.^ io r if i,  A Jiik i 99501 

(907! 27I0722 
PAX 27 i.ow J

Re: F i n a n c e  S u b c o m m i t t e e  on U n i t a r y  T a x

D a a r  R e p r e s e n t a t i v e  Ulmer:

T h u  A l a s k a  S t a t e  C h a m b e r  of C o m m e r c e  h a d  h o p e d  to h a v e  a 
r e p r a s e n t a r i v a  a p p e a r  p e r s o n a l l y  b-afore y o u r  U n i t a r y  T a x  
s u b c o m m i t t e e  at its M o n d a y ,  O c t o b e r  16 m e e t i n g ,  b u t  t h a t  ie not 
possible. W e  do, h o w e v e r ,  w i « h  t o  p r o v i d e  t h e s e  w r i t t e n  
c o m m e n t s  for c o n s i d e r a t i o n  b y  t h a  s u b c o m m i t t e e .

A t  its m e e t i n g  in F e b r u a r y ,  1989, t h a  B o a r d  of D i r e c t o r *  of t h a  
S t a t e  C h a m b e r  c o n s i d e r e d  t h e  i s s u e *  s u r r o u n d i n g  t h a  c u r r a n t  
p r o p o s a l s  to amar.d A l a s k a ' s  l a w s  r a l a t i n g  to  t h o  u n i t a r y  tax. 
Th«y" -.-rant p r o p o s a l s  ( S a n a t a  Bill 119 a n d  H o u s e  Bill 201) w o u l d  
p e r m i t  c e r t a i n  c o r p o r a t i o n s  d o i n g  b u s i n e s s  on  a w o r l d w i d e  b a s i s  
t o  fiio t h e i r  c o r p o r a t o  t a x  r e t u r n *  u s i n g  a w a t e r ' s  e d g e  m e t h o d  
of r e p o r t i n g .  T h e  c h a m b e r  s u p p o r t s  t h e  c o n c e p t  of w a t e r ' s  e d g e  
r a t h e r  t h a n  t h e  e x i s t i n g  w o r l d w i d e  c o m b i n a t i o n  f o r  m u l t i n a t i o n a l  
c o r p o r a t i o n s .  H o w e v e r ,  t h a  C h a m b e r  is c o n c e r n e d  t h a t  t h e  
p r e s e n t  bills p r o v i d e  t h e  ability t o  u s e  t h *  w a t e r ' s  s d g e  
r e p o r t i n g  m e t h o d  o n l y  t o  m u l t i n a t i o n a l  c o r p o r a t i o n s  w i t h  f o r e i g n  
p a r e n t s ,  a n d  in t u r n  d i s c r i m i n a t e s  u n f a i r l y  a g a i n s t  d o m e s t i c  
m u l t i n a t i o n a l  c o r p o r a t i o n * .  A c c o r d i n g l y ,  t h e  B o a r d  o f  D i r e c t o r s  
v o t e d  in F e b r u a r y ,  1989 t o  s u p p o r t  c h a n g e s  in t h e  p r o p o a a d  
l e g i s l a t i o n  to i n c l u d e  m u l t i n a t i o n a l  c o r p o r a t i o n *  w i t h  * U.S. 
p a r e n t s .

T h a n k  y o u  for t h e  o p p o r t u n i t y  to  p r o v i d e  t h e s e  c o m m e n t s .

C o r d i a l l y ,

O c t o b e r  16 , 1939

R e p r e s e n t a t i v e  F r a n  U l m e r  
P.O. B o x  V 
Jur.aau, A K  55 311

i
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A L A SK A  t a E R S  ASSOCIATION , INC .
101 W Hcimcrn i . g n i i  f l i.o  . Su iia  ?M. A n c n o n } * ,  AK 00103 |907) 27G 03-1 7

October 10, 1909

Steve Cowper, Covurnor 
State of Alaska 
P.O. Sox A
Juneau, AK 99811-0101 

Dear Covornor Covperi

We understand chat the Unitary Tax isouo will be raised in che
1990 floosion of che Legislature,

Lest year the Alaska Miners Association presented testimony on
Senate Bill No, 119 concerning reporting methods for corpora to
income tax, We supporred the bill, but with un amendment which 
puto our domestic multi-national corporations on the samo tax 
footing us foreign corporations.

Currently much *>f the mineral development in Alaska is b y  foreign 
corporations r.d we oncouraga the continuation of their interest 
and exportiso, but not at the expense of our own domestic mining 
companies, We need to encourage both; we ncod to look at 
incentives which can diversify Alaska's economic bate, We need 
to think long term, Grentad there may be a small immediate l o s s  
of revenue but these who take the high risks in developing mining 
properties must lock 10 to 20 years ahead. It is incumbent on 
Government to also look to the future not Just B a t i n f y an 
immediate shortfall.

I don't know if there has been any economic analysis conducted on 
the decrease of investraonta by U.S.-based companies but auggust 
if not, this might be In order. It is indeed logical to assume 
U.S.-baaed companies would prefer to invast in the U.S. where 
they know the system. This should not be discouraged. Dollars 
retained in che U.S, mean jobs,

SB 119 as proposed in the 1989 Legislature will further constrain 
U.S,-based companies. We recommend that it be amended and 
posoed, thus providing an incentive bringing investments from 
both domestic multi-national and foreign sources,

Sincerely,

t < £ «
C u r t i s  McVee 
E x e c u t i v e  Director



p  B r o w n & 'R o o t  U .S .A .,  I n c ivOO Arct;e Bbc 
Aocr.or.13e, A'.iukii 9951S

April 28, 1553

Senator Rick Uehling 
Pouch V
Juneau, Alaska 99811 

Re: Senate Bill 119

Dear Senator Uehling:

It ib our understanding that S3119 proposes to change 
the basis of income tax calculation from a worldwide 
unitary basis to a water's edge basis for foreign
companies. We reel this would unfairly discriminate
aga-inst domestic companies, such as Brown * Root, that 
seek to compete both in Alaska and overseas.

Our position is one for equal treatment for domestic
companies. Please consider our position on this matter 
as you deliberate on this important issue.

Truly yours,

H. C. Hunt
Brown & Root U.S.A., Inc.

HCKtlp 
P.4 l 3 9

i Halliburton Company
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F'uor Damoi Aloska, Inc.
900 W « i  :rn Avenue. Suite 200. 3.0. 3ox '76680 

Ancnorcirje. -Ioskci 99519-6630 
907 276-2636

A p r i l  2 4 ,  1 9 8 9

S e n a t e  F i n a n c e  C o m m i t t e e  
P o u c h  V
J u n e a u ,  A k  9 9 8 1 1

A t t e n t i o n :  S e n a t o r  R i c k  U e h l i n g ,  C o - C h a i r m a n
S e n a t o r  J o h n e  B i n k l e y ,  C o - C h a i r m a n

G e n t l e m e n :

P R O P O S E D  S E N A T E  B I L L  1 1 9  
A n  A c t  R e l a t i n g  t o  C o r p o r a t e  I n c o m e  T a x e s

F l u o r  D a n i e l  A l a s k a ,  I n c .  i s  A l a s k a ’ s  l a r g e s t  e n g i n e e r i n g  
a n d  c o n s t r u c t i o n  c o m p a n y .  I t  i s  a  w h o l l y  o w n e d  
s u b s i d i a r y  o f  t h e  w o r l d  w i d e  F l u o r  C o r p o r a t i o n  w h i c h  h a s  
a  l o n g  h i s t o r y  o f  w o r k  i n  A l a s k a .

S e n a t e  b i l l  1 1 9  p r o p o s e s  t o  c h a n g e  t h e  b a s i s  o f  i n c o m e  
t a x e s  f o r  f o r e i g n  c o m p a n i e s  f r o m  w o r l d w i d e  u n i t a r y  
t a x a t i o n  t o  w a t e r ’ s  e d g e  t a x a t i o n .  T h i s  a c t i o n  w o u l d  
d i s c r i m i n a t e  a g a i n s t  d o m e s t i c  c o r p o r a t i o n s  i n  c o m p e t i n g  
L o t h  i n  A l a s k a  a n d  o v e r s e a s .

I n  y o u r  d e l i b e r a t i o n  o f  t a x  l e g i s l a t i o n ,  w e  s t r o n g l y  u r g e  
y o u  t o  m a i n t a i n  a  l e v e l  h a n d  i n  r e g a r d s  t o  t r e a t i n g  
f o r e i g n  a n d  d o m e s t i c  c o m p a n i e s  e q u a l l y .  I f  w a t e r ’ s  e d g e  
t a x a t i o n  i s  t o  b e  u s e d  f o r  f o r e i g n  c o m p a n i e s ,  i t  s h o u l d ,  
a t  a  m i n i m u m ,  b e  a v a i l a b l e  f o r  d o m e s t i c  c o m p a n i e s  a s  a  
d i s c r e t i o n a r y  o p t i o n  t o  w o r l d w i d e  u n i t a r y  t a x a t i o n  i n  a  
m a n n e r  s u c h  a s  t h a t  u s e d  b y  t h e  S t a t e  o f  C a l i f o r n i a .

F l u o r  D a n i e l  A l a s k a  i s  p r o u d  t o  b e  A l a s k a n  b u t  s h o u l d  n o t  
b e  f o r c e d . / f f ^  p a y  a  p r e m i u m  o v e r  o u r  f o r e i g n  c o m p e t i t o r s .

V e i > ^  t r u ' f y / ; y o u r s ,



J a n u a r y  1 7 ,  1 9 8 9 S E N A T E  J O U R N A L p .  1 2 8

S B  11-T

S E N A T E  B I L L  N O .  1 1 9  b y  t h e  R u l e s  C o m m i t t e e  b y  r e q u e s t  o f  t h e  
G o v e r n o r ,  e n t i t l 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  w h o s e  c o m m o n  p a r e n t  is 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 ;  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 s  r e a d  t h e  f i r s t  t i m 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 m m 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 m ,  t h e  J u d i c i a r y  
C o m m i t t e e ,  t h e  R e s o u r c e s  C o m m 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 .

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

G o v e r n o r ' s  t r a n s m i t t a l  l e t t e r  d a t e d  J a n u a r y  16:

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 .  Il l ,  s e c .  18, o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  t o  t h e  
m e t h o d s  o f  c o r p o r a t e  i n c o m e  t a x  r e p o r t i n g  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 e 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
m e m 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 ' s  e d g e "  m e t h o d  i s  a t a x i n g  m 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 m e s t i c  a c t i v i t i e s  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 m e  f r o m  t h e i r  n o n -  
A m 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 "  m 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  is i n t e n s e l y  d i s l i k e d  b y  m 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 "  m 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 s t m e n t  a n d  t r a d e  o p p o r t u n i t i e s .  T h e r e  is 

s i m 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 e  b o o k s  w h e n  e t h e r  s t a t e s  h a v e  r e p e a l e d  it.



T h e  n e x t  c e n t u r y ,  i t  is 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 m .  A l a s k a  is 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  in 
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

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  w i l l  r e m o v e  a 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 ,

/3/
S t e v e  C o w p e r  
G o v e r n o r

J a n u a r y  30, 1 9 8 9  S E N A T E  J O U R N A L  p. 2 3 9

S B  1 1 9

T h e  S e n a t e  S p e c i a l  C o m m 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 m  c o n s i d e r e d  S E N A T E  B I L L  NO. 1 1 9  (An 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  w h o s e  c o m m o n  p a r e n t  i s  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 ;  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 ) . S e n a t o r  S z y m a n s k i ,  C h a i r ,  
s i g n e d  " d o  p a s s . "  S e n a t o r s  Z h a r o f f  a n d  S t u r g u l e w s k i  s i g n e d  
" n o  r e c o m m e n d a t i o n . "  S e n a t o r  H a l f o r d  s i g n e d  " d o  n o t  p a s s  
y e t ."

P r e v i o u s  f i s c a l  n o t e  p u b l i s h e d  1 / 1 7 / 8 9  f r o m  D e p a r t m e n t  o f  
R e v e n u e  a n d  p r e v i o u s  z e r o  f i s c a l  n o t e  p u b l i s h e d  1 / 1 7 / 8 9  f r o m  
D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  a c c o m p a n i e d  
t h e  b i l l .

S E N A T E  B I L L  N O .  1 1 9  w a s  r e f e r r e d  t o  t h e  J u d i c i a r y  C o m m i t t e e .



F e b r u a r y  8 ,  1 9 8 9 S E N A T E  J O U R N A L  p .  3 5 9

S B  1 1 9

T h e  J u d i c i a r y  C o m m i t t e e  c o n s i d e r e d  S E N A T E  B I L L  NO. 1 1 9  (An 
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  w h o s e  
c o m m o n  p a r e n t  is 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 ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e )  a n d  a 
m a j o r i t y  o f  t h e  c o m m i t t e e  r e p o r t s  i t  b a c k  w i t h o u t  
r e c o m m e n d a t i o n .  S e n a t o r  F a i k s ,  C h a i r ,  a n d  S e n a t o r s  P e a r c e ,  
R o d e y  a n d  H a l f o r d  s i g n e d  " n o  r e c o m m e n d a t i o n . "  S e n a t o r  
S z y m a n s k i  s i g n e d  " d o  p a s s . "

P r e v i o u s  z e r o  f i s c a l  n o t e  p u b l i s h e d  1 / 1 7 / 8 9  f r o m  D e p a r t m e n t  
o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t  a p p l i e s  t o  t h e  b i l l .  
P r e v i o u s  f i s c a l  n o t e  p u b l i s h e d  1 / 1 7 / 8 9  f r o m  D e p a r t m e n t  o f  
R e v e n u e  a p p l i e s  t o  t h e  b i l l .

S E N A T E  B I L L  N O .  1 1 9  w a s  r e f e r r e d  t o  t h e  R e s o u r c e s  C o m m i t t e e .

M a r c h  9, 1 9 8 9  S E N A T E  J O U R N A L  p. 7 0 3

S B  1 1 9

T h e  R e s o u r c e s  C o m m i t t e e  c o n s i d e r e d  S E N A T E  B I L L  N O .  1 1 9  (An 
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  w h o s e
c o m m o n  p a r e n t  i s  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 ;  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 ) « S e n a t o r  
F a h r e n k a m p ,  C h a i r ,  a n d  S e n a t o r  S t u r g u l e w s k i  s i g n e d  " d o
p a s s . "  S e n a t o r s  E l i a s o n  a n d  F r a n k  s i g n e d  " n o
r e c o m m e n d a t i o n . " S e n a t o r s  K e r t t u l a  a n d  H a l f o r d  s i g n e d  " d o  
n o t  p a s s . "  T h e  c o m m i t t e e  f u r t h e r  a t t a c h e s  a L e t t e r  o f  
I n t e n t .

L e t t e r  o f  I n t e n t  
f o r

S e n a t e  B i l l  N o .  1 1 9

T h i s  b i l l  w i l l  r e q u i r e  m u l t i n a t i o n a l  f i r m s  w i t h  
f o r e i g n  p a r e n t s  t o  f i l e  A l a s k a  c o r p o r a t e  t a x
r e t u r n s  u s i n g  t h e  w a t e r ' s  e d g e  m e t h o d .  T h e
a b i l i t y  t o  u s e  t h e  w a t e r ' s  e d g e  m e t h o d  h a s  b e e n  

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



U n d e r  S B  1 1 9  ( a n d  u n d e r  c u r r e n t  l a w ) , f i r m s  w i t h  
d o m e s t i c  (U.S.) p a r e n t s  a r e  n o t  p e r m i t t e d  t o  u s e  
t h e  w a t e r ' s  e d g e  f i l i n g  m e t h o d .  T h e  c o m m i t t e e  
c o n s i d e r e d  a r g u m e n t s  f o r  e x t e n d i n g  t h e  w a t e r ' s  
e d g e  m e t h o d  t o  d o m e s t i c  f i r m s ,  b u t  r e j e c t e d  s u c h  
a n  e x t e n s i o n .  W a t e r ' s  e d g e  a c c o u n t i n g  e n t a i l s  
v e r y  l i t t l e  s t a t e  r e v e n u e  l o s s  w h e n  a p p l i e d  o n l y  
t o  f i r m s  w i t h  f o r e i g n  p a r e n t s ,  b u t  w o u l d  c a u s e  a 
l o s s  o f  $ 3 - 6  m i l l i o n  a n n u a l l y  i f  a p p l i e d  t o  a l l  
m u l t i n a t i o n a l  f i r m s  d o i n g  b u s i n e s s  i n  A l a s k a .  
T e s t i m o n y  b e f o r e  t h e  S e n a t e  R e s o u r c e s  C o m m i t t e e  
f a i l e d  t o  d e m o n s t r a t e  t h a t  a d d i t i o n a l  i n v e s t m e n t  
w o u l d  f l o w  t o  A l a s k a  f r o m  d o m e s t i c  f i r m s  a s  a 
c o n s e q u e n c e  o f  a l l o w i n g  t h e m  w a t e r ' s  e d g e  f i l i n g ,  
o r  t h a t  s u c h  a d d i t i o n a l  i n v e s t m e n t  w o u l d  j u s t i f y  
t h e  r e v e n u e  l o s s .

I t  is t h e  i n t e n t  o f  t h e  c o m m i t t e e  t h a t  t h e  
a d m i n i s t r a t i o n  c o n t i n u e  t o  m o n i t o r  t h e  p o t e n t i a l  
i m p a c t s  o f  e x t e n d i n g  t h e  w a t e r ' s  e d g e  m e t h o d  t o  
a l l  m u l t i n a t i o n a l  c o r p o r a t i o n s .  F u r t h e r  i t  i s  t h e  
i n t e n t  o f  t h e  c o m m i t t e e  t h a t  t h e  a d m i n i s t r a t i o n  
n o t i f y  t h e  a p p r o p r i a t e  l e g i s l a t i v e  c o m m i t t e e s  i f  
i t  a p p e a r s  t h a t  s i g n i f i c a n t  n e w  d o m e s t i c  
i n v e s t m e n t  w o u l d  o c c u r  a s  a r e s u l t  o f  t h e  c h a n g e .

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

S E N A T E  B I L L  N O .  1 1 9  w a s  r e f e r r e d  t o  t h e  F i n a n c e  C o m m i t t e e .

M a r c h  26, 1 9 9 0  S E N A T E  J O U R N A L  p. 3 0 2 7

S B  1 1 9

T h e  F i n a n c e  C o m m i t t e e  c o n s i d e r e d  S E N A T E  B I L L  N O .  1 1 9  ( 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  w h o s e  c o m m o n  

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

C S  F O R  S E N A T E  B I L L  NO. 1 1 9  ( F i n a n c e ) ,  e n t i t l e d :
" A n  A c t  r e l a t i n g  t o  t h e  w a t e r ' s  e d g e  m e t h o d  o f  

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

s t a t e  o r  i n  t h e  t r a n s p o r t a t i o n  o f  o i l  o r  g a s  b y  
r e g u l a t e d  p i p e l i n e  i n  t h e  s t a t e ;  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 . "



S e n a t o r  U e h l i n g ,  C o - C h a i r ,  s i g n e d  " d o  p a s s . "  S e n a t o r s  
D u n c a n ,  Z h a r o f f ,  F r a n k  a n d  P e a r c e  s i g n e d  " n o  
r e c o m m e n d a t i o n . "

F i s c a l  n o t e  p u b l i s h e d  t o d a y  f r o m  D e p a r tm 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 e d  t o d a y  f r o m  D e p a r tm e n t  o f  C o m m e rc e  
a n d  E c o n o m ic  D e v e lo p m e n t .

SENATE  B I L L  NO . 1 1 9  w a s  r e f e r r e d  t o  t h e  R u le s  C o m m i t t e e .



STATE OF ALASKA
1390 LEGISLATIVE SESSION

BILL VERSION: CS SB 119 ( F i n a n c e  ) ( a )

PUBLISH DATE: 3/26/90

REQUEST:
FISCAL NOTE

Revision Date: February 27. 199QAmended 
Title: Corporate Taxpayers with Foreign
Parent C o r p o r a t i o n s ____________________
Sponsor: Rules Committee__________________
Requestor: On Draft CS

Agency Affected: Revenue 
BRU: Income & Excise Audit

Components: Operating

EXPENDITURES/REVENUES: (Thousands of Dol ars)

OPERATING
FY 91 FY 92 FY 93 FY 94 FY 95 FY 96

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LANDS & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS

335.0
31.4
65.0
10.0 
43.0
0
0
0

335.0 
31.4
65.0
10.0 
0
0
0
0

335.0
31.4
65.0
10.0 
0
0
0
0

335.0
31.4
65.0
10.0 
0
0 
0 
0 '

335.0
31.4
65.0
10.0 
0
0
0
o

335.0
31.4
65.0
10.0 
0
0
0
o

TOTAL OPERATING 484.4 441.4 441.4 441.4 441.4 441.4

1 CAPITAL 0 0 0 0 | 0 | 0 .

1 REVENUE <1 —3ml1> <1 — 3m11> <l-3m11> <1 —3mi1> <l-3m11> <1 — 3ml1>

FUNDING: (Thousands of Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

484.4
0
0
0

441.4 
0 
0 
0

441.4
0
0
0

441.4
0
0
0

441.4 
0 
0 
0

441.4
0
0
0

POSITIONS:
,  v ,

FULL-TIME
PART-TIME
TEMPORARY

6
0
0

6
0
0

6
0
0

6
0
0

6
0
0

6
0
0

ANALYSIS: (Attach a separate page IfAyecessarv)

Prepared By: Steven E. Kettel
Division: Income and Excise Au&tt

Approved by Commissioner: Hugh Malone
Agency: Department of Revenue

* z u L . I  Phone:

W r p t t

(907) 465-2320 
March 1. 1990

Date: March 1. 1390

Distribution (by preparer): 
Legislative Finance 
Legislative Sponsor 
Requestor

Office of Management and Budget
Impacted Agencydes) page  1 of 2_



Prepared by:
Steven E. Kettel

Alaska Department of Revenue

Fiscal Note Analysis

This legislation affects all Non-Petroleum Multinational Alaskan 
Corporate Taxpayers, both those with U.S. Domestic parent Corporations 
and those with Foreign Parent Corporations.

The proposed legislation would provide an election for Alaska 
corporate Income taxpayers with activities In and outside the United 
States to file on a water's edge combined basis beginning In calendar 
year 1991. The legislation would affect multinational corporations which 
are required to file on a worldwide unitary basis under current law. The 
legislation would not affect taxpayers who currently file under AS 
43.20.072 (Oil and Gas Producers and Pipelines). Nor would It affect 
Alaska corporate taxpayers with operations only with Alaska or only 
within the United States.

The Department estimates the annual revenue loss due to this 
proposed legislation from taxpayers currently filing In Alaska to be In 
the range of $1-3 million.

Personal Services FY 91
Staffing Includes:

2 Appeals Officers - Juneau $115.0
2 Revenue Auditor TV - Seattle 105.0
2 Revenue Auditor J  - Anchorage 115.0

Total Personal Services Costs $335.0

Travel

12 Audits conducted by 4 auditors 01.2 
6 Appeals conducted In Anchorage 01.0 

IRS Training - 6 0 $1.5 
Management Review - 4 0 $.5 

Total Review

14.4

6.0
9.0
2.0

31.4

Contractual
Forms Development and publication 
Telecommunications, Centrex 
New leased space - Seattle*

Total Contractual 
* The Seattle office will need to be 

relocated due to a lack of available 
space for new staff.

Supplies

Office Supplies, Audit Manuals & References 
Total Supplies

Equipment
Office Furniture
6 Hang PC Computers, Cable Hookup 
2 Laptop Computers

Total Equipment

$13.0
4.0

48.0

10.0

65.0

10.0

43.0

Total Costs $484.Jl



D p m t p c T  F I S C A L  N O T E
REQUEST: _____________

Revision Date:_______________________________  AreneyAffmrHr Commerce & Econ. Dev.
Title:_ Unitary Tax    b r u . Division of banking, Securities

and Corporations

18 STATE OF ALASKA '* BILL VERSION:  CSSB 119 (FinflK t
1989 LEG ISLA TIVE SESSION PUBLISH DATE: ... 3/26 /90

Sponsor: Rules Conmittee Components:
Requestor: jaOYSmor__________________

EXPENDITURES/REVENUES: (Thousands ofDollars)

OPERATING F Y  89 F Y  90 F Y  91 FY 92 F Y  93 FY 94

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND A  STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

T O T A L  OPERATING -0- -0- -0- -0- -0- -0-

CAPITAL i -0- -0- -o- 1 -o- -0- -0-

REVENUE -0- -0- -0- -0- -0- -0-

FUNDING: (Thousands of Dollars)

GENERALFUND 
FEDERAL FUNTaS 
OTHER 
TOTAL -Q=____ -o- -c- -0-

PO S IT IO N S :

FULL-mffi
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separate page if necessary)

Prepared by: Willis F. Kirkpatrick. Director______
Division: Banking, Securities and Corporations

Phone:, 
Date: _

Approved, by Commissioner: Larry Mercul i eff
Agency: Dept, of Commerce & Economic Development

Distribution (by preparer): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)

mm0556t

Changes in M .qR //<? (Fin) 
have no fiscal impact.
This fiscal note is 
appropriate. 3

No fiscal impact is 
expected through 1996.

465-2521
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too. 18

STATE OF ALASKA
1989 LEGISLATIVE SESSION

REQUEST:

BILL VERSION:
PUBLISH DATE:

SB..119 ( g L
- W W 9 -

FISCAL NOTE

Rev is ion Da te : January 9. 1 9 8 9 __
T i t l e : Alaskan Corpora te Taxpayers w i t h
Fore ign Parent Co rpo ra t io ns_____________
Sponso r :Rules Committee__________________
Reques to r :Governor_______________________

Agency A f f e c t e d : Revenue
BRU:Income and Excise Aud i t

Components:.

EXPEND I TURES/REV'ENUES: (Thousands o f Do l l a r s )

OPERATING
M Y  89 I FY 90 I FY 91 I FY 92 I FY 93 I FY 94
1 1

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS

TOTAL OPERATING .1 -

CAPITAL I

REVENUE .1 0 |( 60.0 ) |( 60.0 ) |( 60.0) | ( 60.0) |( 60.0)

FUNDING: (Thousands o f Do l la r s )
GENERAL FUNO 
FEDERAL FUNDS 
OTHER 
TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Phone: (907) 465-2320 
Date: January 9. 1989

Date: January 9. 1989

D i s t r i b u t i o n  (by p re p a r e r ) : 
L e g i s l a t i v e  Finance 
L e g i s l a t i v e  Sponsor 
Requestor
O f f i c e  o f Management and Budget
Impacted Agency ( l es ) page 1 o f 2_

ANALYSIS: See a t tached a n a l y s i s .

Prepared By: Steven E. Ke t t e l ( 
D i v i s i o n : Income and Excise Aud i t

Approved by Commissioner: 
Agency: Department o f Revenue



Prepared by: John Larson and 
Steve Kettel
Alaska Department of Revenue

No. 18

SB 119 (a )
1/17/89

Fiscal Note Analysis: Legislation Affectl/»g 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 would 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 wiLii foreign parents. This 
methodology was designed to determine the potential revenue Impact from 
only those taxpayers currently operating 1n Alaska. The Department did 
not estimate the potential revenue Impact of Incremental business 
activity In 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-

F i s c a l  A n a l y s i s

p a g e  2 o f  2



No. 18 STATE OF ALASKA
1989 LEGISLATIVE SESSION

BILL VERSION:

PUBLISH DATE:

/'?

S B  119 (b)

1/17/89

REQUEST:
F I S C A L  N O T E

Revision Date:________

Tide : U n i t a r y  Tax

Sponsor: Rules Coimiittee
Requestor: Governor

Agency Affe^to*: Commerce & Econ. Dev. 
B R U . Division of Banking, secunTTes 

and Corporations 

Components:______________________________

E X P E N D I T U R E S / R E V E N U E S :  (Thousands of Dollars)

OPERATING FY 89 FY 90 F Y  91 FY 92 FY 93 FY 94

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND A  STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

T O T A L  OPERATING -0- -0- -0- -0- -0- -0-

! CAPITAL -0- -0- 1o11o1 -0- -0-

REVENUE 1 -0- -0- -0- -0- -0- -0-

FUNDING: (Thousands of Dollars)

GENERALFUND 
FEDERAL FUNDS 
OTHER 
TOTAL -n- ___ =0=____ . .7,0™,. . -0,7... Z 3 - .  - -0-

POSITIONS:

FULL-TTME
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separate page if necessary)

Prepared by: - W i l l i s  F. K i r k p a t r i c k ,  D i r e c t o r______________  ■ 465-2521_________
Division : Banking. Securities and Corporations________^ . U1/U9/19B9

Approved by Commissioner: Larry Merculieff Date: 01 /09/1S89_______
Agency: Dept, of Commerce & Economic Development

Distribution (by preparer):
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget . \ \
Impacted Agency(ies) page  o f-------

mm0556t



A l a s k a  U n i t a r y  S t a t e m e n t

My name is Susan Burke and I am here today representing the IBM 

Company and their interest in corporate tax reform.

IBM has a long business history in Alaska. They currently employ 

170 people in our State. Their annual payroll exceeds $10 

million. The company is an active corporate citizen contributing 

mor° than $ 12b,000 to charities and community projects in the 

last year.

IBM is most interested in the Governor's proposal to reform our 

State's worldwide unitary method of taxation. However, they are 

disappointed and concerned that the proposed legislation is 

limited to only foreign corporations. The proposed legislation 

benefits only corporations who are non U.S. companies and thus 

would discriminate against U.S. domestic corporations and put 

them at even more of a tax disadvantage than today. IBM agrees 

with the fundamental need to repeal Alaska's world wide unitary 

taxation; however, the legislation must be expanded to include 

domestic corporations or it will only exacerbate tax inequities 

for U.S. companies.

While one issue is competitive fairness between foreign and 

domestic companies, an equally important issue is good tax 

policy. Repeal of worldwide unitary taxation has been a priority 

of IBM and the business community for years.



Alaska is the only state currently requiring worldwide unitary 

taxation. In the past four years, 11 states have revised their 

tax laws to no longer require this form of state taxation. In 

addition, no country in the world uses this method of taxation.

In fact, many countries have petitioned the U.S. government 

protesting the fact that states use worldwide combination.

Why does IBM oppose worldwide unitary taxation? IBM operates in 

more than 130 countries around the world. When an IBM overseas 

affiliate earns income, it pays taxes to the country in which the 

income was earned. In most cases, the foreign tax is at a higher 

rate than in the United States. A fundamental tenet of 

international tax law and practice is that foreign source income 

is not taxed by the home country until it is repatriated and 

then only to the extent that it is not offset by foreign tax 

credits. Clearly, the intent of this policy is to avoid double 

taxation of foreign source income.

A state, like Alaska, that uses worldwide unitary taxation, taxes 

foreign source income when it is earned even if it is never 

brought back to the U.S. Furthermore, using foreign income in 

calculating state tax liability may result in over apportionment 

of income to a state, taxation of income already taxed by a 

foreign government (and not taxed by the U.S. government), and 

potentially disruptive effects on international trade. Thus, use 

of the worldwide unitary method of taxation can distort a



c o m p a n y ' s  t a x a t i o n  r e l a t i o n s h i p  to a s t a t e  and m e a n  d o u b l e  

t a x a t i o n  of income e a r n e d  in a n o t h e r  g o v e r n m e n t a l  j u r i s d i c t i o n .

C o r p o r a t e  taxes are a b a s i c  and s i g n i f i c a n t  c o s t  of d o i n g  

b u s i n e s s  a n d  no c o m p a n y  c a n  w i t h s t a n d  a t a x  d i s a d v a n t a g e  w i t h o u t  

s u f f e r i n g  an i m p o r t a n t  e c o n o m i c  i m p a c t .  T h e r e f o r e ,  I B M  s t r o n g l y  

r e c o m m e n d s  repeal of A l a s k a ' s  w o r l d w i d e  u n i t a r y  tax s y s t e m  f o r  

all c o r p o r a t i o n s .

R e f o r m  of the w o r l d w i d e  u n i t a r y  s y s t e m  w i l l  m a k e  A l a s k a  a m o r e  

a t t r a c t i v e  p l a c e  to i n v e s t  if it is a p p l i e d  e q u a l l y  t o  d o m e s t i c  

U.S. c o r p o r a t i o n s  a n d  f o r e i g n  c o r p o r a t i o n s .  If w o r l d w i d e  u n i t a r y  

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

be t a x e d  o n  t h e i r  f o r e i g n  i n c ome, w h i l e  U.S. c o r p o r a t i o n s  w i l l  

c o n t i n u e  to be t axed of f o r e i g n  i n c o m e .  T h i s  is not o n l y  a 

d i s i n c e n t i v e  to i n v e s t m e n t  in  A l a s k a  b y  U.S. c o r p o r a t i o n s ,  b u t  

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

I BM w o u l d  b e  p l e a s e d  to w o r k  w i t h  the L e g i s l a t u r e  in a n  e f f o r t  to 

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

r e f o r m  of the w o r l d w i d e  u n i t a r y  t a x  system.
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D R A F T  # 2  ( I . B . M . )

1 1 / 2 2 / 8 8

B I L L  N O .

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  t o  c o r p o r a t e  i n c o m e

t a x e s ;  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 .  I t  i s  t h e  p u r p o s e  o f  t h i s  A c t  t o  p r o m o t e  

i n v e s t ) , l e n t  i n  t h e  s t a t e .

*  S e c .  2 .  A S  4 3 . 2 0 . 0 3 1  i s  r e p e a l e d  a n d  r e - e n a c t e d  t o  r e a d :

S e c .  4 3 . 2 0 . 0 3 1 .  T A X A B L E  I N C O M E  O F  C O R P O R A T I O N S ;  

D E D U C T I O N S ;  E X C L U S I O N S ;  E X E M P T I O N S .  ( a )  T a x a b l e  i n c o m e  

s h a l l  b e  d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  S e c t i o n  6 3  o f  t h e  

I n t e r n a l  R e v e n u e  C o d e ,  e x c e p t  a s  o t h e r w i s e  p r o v i d e d .

( b )  I n  c o m p u t i n g  A l a s k a  t a x a b l e  i n c o m e  f o r  a  

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

( 1 )  8 0  p e r c e n t  o f  d i v i d e n d  i n c o m e  f r o m  f o r e i g n

c o r p o r a t i o n s ;

( 2 )  a n y  a m o u n t  t r e a t e d  a s  a  S e c t i o n  7 8  d i v i d e n d  

u n d e r  S e c t i o n  7 8  o f  t h e  I n t e r n a l  R e v e n u e  C o d e ;  a n d

( 3 )  8 0  p e r c e n t  o f  r o y a l t i e s  a c c r u e d  o r  r e c e i v e d

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



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

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

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

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

c o r p o r a t i o n  i n  w h i c h  t h e  r e c i p i e n t  o w n s  5 0  p e r c e n t  o r  m o r e  

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

( c )  D i v i d e n d s  a n d  r o y a l t i e s  t a x a b l e  u n d e r  ( b )  o f  

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

i n c o m e  e x c l u d e d  u n d e r  ( b )  o f  t h i s  s e c t i o n .

( d )  I n  c o m p u t i n g  t h e  t a x  u n d e r  t h i s  c h a p t e r ,  t h e  

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

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

( e )  A n  a f f i l i a t e d  g r o u p  o f  c o r p o r a t i o n s  m a y  m a k e  o r  

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

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

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

t h e  g r o u p  u n d e r  a  c o n s o l i d a t e d  f i l i n g ,  2 6  U . S . C .  1 5 0 1  -  

1 5 5 2  ( I n t e r n a l  R e v e n u e  C o d e ) ,  a s  a m e n d e d ,  a p p l y .

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

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

b u s i n e s s  a c t i v i t y  t a x a b l e  b o t h  i n s i d e  a n d  o u t s i d e  t h e  

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

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

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

p r o v i d e d  u n d e r  A S  4 3 . 2 0 . 0 7 3 .
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*  S e c .  3 .  A S  4 3 * 2 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 .  4 3 . 2 0 . 0 7 3 .  C O R P O R A T I O N S .  ( a )  A  c o r p o r a t i o n  

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

r e t u r n  u s i n g  t h e  w a t e r ' s  e d g e  c o m b i n e d  r e p o r t i n g  m e t h o d .

A  r e t u r n  u n d e r  t h i s  s e c t i o n  s h a l l  i n c l u d e  t h e  f o l l o w i n g  

c o r p o r a t i o n s  i f  t h e y  a r e  a  p a r t  o f  a  u n i t a r y  b u s i n e s s :

( 1 )  a f f i l i a t e d  c o r p o r a t i o n s  t h a t  a r e  e l i g i b l e  

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

d e s c r i b e d  i n  S e c t i o n s  1 5 0 1  t o  1 5 0 5 ,  i n c l u s i v e ,  o f  t h e  

I n t e r n a l  R e v e n u e  C o d e ,  t h e  a v e r a g e  o f  w h o s e  p r o p e r t y ,  

p a y r o l l  a n d  s a l e s  f a c t o r s  w i t h i n  t h e  U n i t e d  S t a t e s  i s  2 0  

p e r c e n t  o r  m o r e ;

( 2 )  a f f i l i a t e d  c o r p o r a t i o n s  t h a t  a r e  e l i g i b l e  

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

d e s c r i b e d  i n  S e c t i o n s  1 5 0 1  t o  1 5 0 5 ,  i n c l u s i v e ,  o f  t h e  

I n t e r n a l  R e v e n u e  C o d e ,  t h e  a v e r a g e  o f  w h o s e  p r o p e r t y ,

i P a y r o l l  a n d  s a l e s  f a c t o r s  w i t h i n  t h e  U n i t e d  S t a t e s  i s  l e s s

V!
^  t h a n  2 0  p e r c e n t ,  a n d  t h a t  d o  n o t  m e e t  t h e  r e q u i r e m e n t s  o f

S e c t i o n  8 6 1 ( c )  o f  t h e  I n t e r n a l  R e v e n u e  C o d e ;

( 3 )  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 s  c o r p o r a t i o n s  

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

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

L jlp  w h e r e  i t  i s  i n c o r p o r a t e d  i f  t h e  a v e r a g e  o f  i t s  p r o p e r t y ,

p a y r o l l  a n d  s a l e s  f a c t o r s  w i t h i n  t h e  U n i t e d  S t a t e s  i s  2 0  

p e r c e n t  o r  m o r e ;  a n d

- 3 -
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1
(5) t a x  h a v e n  c o r p o r a t i o n s .

(b) T h e  d e p a r t m e n t  m a y  r e q u i r e  a c o r p o r a t i o n  f i l i n g  

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

(1) t h e  c o r p o r a t i o n  or a n y  a f f i l i a t e  f a i l s  to 

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

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

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

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

of a f o r e i g n  p a r e n t  n e c e s s a r y  for t h e  d e p a r t m e n t  to a u d i t  

t h e  t a x p a y e r ' s  c o r p o r a t i o n  r e t u r n  w i t h i n  a r e a s o n a b l e  

p e r i o d  of time.

(c) 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  t a x p a y e r s  s u b j e c t  

to AS 4 3 . 2 0 . 0 7 2  e n g a g e d  in t h e  p r o d u c t i o n  o f  oil or g a s  

f r o m  a l e a s e  o r  p r o p e r t y  in t h e  s t a t e  o r  e n g a g e d  in t h e  

t r a n s p o r t a t i o n  o f  oil o r  g a s  b y  r e g u l a t e d  p i p e l i n e  in the 

s t a t e .

(d) A s  u s e d  in t h i s  s e c t i o n :

^  A n  g r o u p "  is a g r o u p  of  t w o  or

‘m o r e  c o r p o r a t i o n s ,  in w h i c h  50 p e r c e n t  o r  m o r e  o f  the

JW
v o t i n g  s t o c k  of e a c h  m e m b e r  is d i r e c t l y  o r  i n d i r e c t l y

v

o w n e d  b y  a c o m m o n  o w n e r  or  b y  c o m m o n  o w n e r s ,  e i t h e r  

c o r p o r a t e  o r  n o n - c o r p o r a t e ,  o r  b y  o n e  o r  m o r e  o f  the 

irjtP m e m b e r  c o r p o r a t i o n s  o f  t h e  g r o u p ;

(2) A "t a x  h a v e n  c o r p o r a t i o n "  m e a n s  a 

c o r p o r a t i o n  t h a t  is i n c o r p o r a t e d  in o r  d o e s  b u s i n e s s  in a 

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

- 4 -
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1
i m p o s e s  an i n c o m e  tax a t  a r a t e  l o w e r  t h a n  90 p e r c e n t  of 

t h e  f e d e r a l  t a x  r a t e  o n  t h e  f e d e r a l l y  d e f i n e d  i n c o m e  tax 

base, and 50 p e r c e n t  o r  m o r e  of sales, p u r c h a s e s ,  o r  

p a y m e n t s  of  i n c o m e  o r  e x p e n s e s ,  e x c l u s i v e  of  p a y m e n t s  for 

i n t a n g i b l e  p r o p e r t y ,  of t h e  c o r p o r a t i o n  a r e  m a d e  d i r e c t l y  

o r  i n d i r e c t l y  t o  o n e  or  m o r e  m e m b e r s  of  a w a t e r ' s  ed g e  

g r o u p  and t h a t  c o n d u c t s  no  s i g n i f i c a n t  e c o n o m i c  a c t i v i t y .

* Sec. 4. AS 4 3 . 2 0  is 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  to 

r e a d :

Sec. 4 3 . 2 0 . 0 5 1 .  D E F I N I T I O N S .  " F o r e i g n  c o r p o r a t i o n "

I r f i '
7

y ~  m e a n s  a c o r p o r a t i o n  c r e a t e d  o r  o r g a n i z e d  o u t s i d e  of the 
f ST))

U n i t e d  States, t h e  D i s t r i c t  o f  C o l u m b i a ,  t h e  c o m m o n w e a l t h  

of P u e r t o  R i c o  o r  a n y  p o s s e s s i o n  o f  t h e  U n i t e d  S t a t e s .

* Sec. 5. T h i s  A c t  is r e t r o a c t i v e  to t a x  y e a r s  b e g i n n i n g  

a f t e r  D e c e m b e r  31, 1988.

- 5 -



T h e  f o l l o w i n g  is a t e c h n i c a l  e x p l a n a t i o n  of I B M ' s  p r o p o s e d  

bill, w h i c h  w o u l d  a p p l y  t h e  w a t e r ' s  e d g e  m e t h o d  t o  m u l t i - n a t i o n a l  

c o r p o r a t i o n s  v/ith b o t h  d o m e s t i c  a n d  f o r e i g n  p a r e n t s .  M a n y  of the 

p r o v i s i o n s  of I . B . M . ' s  p r o p o s a l  a r e  i d e n t i c a l  to  t h o s e  of the 

G o v e r n o r ' s  bi l l  (SB 119). T h i s  a n a l y s i s  f o c u s e s  on t h e  d i f f e r­

e n c e s  .

T A X A B L E  I N C O M E  —  Sec. 4 3 . 2 0 . 0 3 1 .

D E F I N I T I O N .  S u b s e c t i o n  (a) o f  Sec. 4 3 . 2 0 . 0 3 1  r e q u i r e s  t h a t  

t a x a b l e  i n c o m e  s h a l l  b e  d e t e r m i n e d  in a c c o r d a n c e  w i t h  Sec. 63 of 

t h e  I n t e r n a l  R e v e n u e  C o d e  ( I R C ) . A l a s k a  l a w  c u r r e n t l y  d o e s  n o t  

c o n t a i n  a n y  e x p r e s s  d e f i n i t i o n  of t a x a b l e  income. U p  u n t i l  1980, 

t h e  l a w  d i d  d e f i n e  t a x a b l e  i n c o m e  a c c o r d i n g  t o  t h e  I R C  d e f i n i­

tion. T h e  d e f i n i t i o n  a p p a r e n t l y  w a s  r e p e a l e d  u n i n t e n t i o n a l l y  in 

1980 as a c o n s e q u e n c e  of t h e  p e r s o n a l  i n c o m e  t a x  r e p e a l .  A  

d e f i n i t i o n  is r e q u i r e d  to e l i m i n a t e  an  a m b i g u i t y  in t h e  l a w  a n d  

to s u p p o r t  t h e  i n t e n t  t o  l i m i t  t a x a t i o n  to t h e  w a t e r ' s  edge. S B  

119 c o n t a i n s  no d e f i n i t i o n  of t a x a b l e  income.

E X C L U S I O N S .  S u b s e c t i o n  (b) o f  Sec. 4 3 . 2 0 . 0 3 1  e x c l u d e s  80% 

of f o r e i g n  d i v i d e n d s ,  100% of I R C  Sec. 78 d i v i d e n d  g r o s s - u p ,  and 

80% o f  f o r e i g n  r o y a l t i e s .

T h e  f e d e r a l  g o v e r n m e n t  i m p o s e s  i n c o m e  t a x  on  a r e s i d e n c e  

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

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

r e p a t r i a t e d  in t h e  fo r m  of d i v i d e n d s  o r  r o y a l t i e s  p a i d  t o  a

A N A L Y S I S  O F  I . B . M . ' S  U N I T A R Y  T A X  P R O P O S A L

- 1 -



domestic corporation. However, double taxation of repatriated 

foreign source income is eliminated through the foreign tax 

c r e d i t .

States, including Alaska, impose income tax on a source 

principle. That is, states are limited by the U.S. constitution 

to taxation of income arising within the state's borders. For 

corporations that do business within and without the state, the 

state's portion of the total income is derived through an 

apportionment formula. 1/ Theoretically, the use of a worldwide 

apportionment basis will limit the attribution of income to a 

state through the apportionment formula because worldwide factors 

are included in the denominator. On a water's edge basis, 

however, both income and factors are limited to the water's edge. 

Therefore, unless foreign source income of companies included in 

the water's edge is specifically excluded, the apportioned total 

income will include foreign source income, which the state is 

prohibited from taxing.

Sec. 78 gross-up is fully excluded, because this is 

"fictitious income." It is included in federal taxable income 

solely for U.S. tax purposes as part of the mechanics of the 

foreign tax credit. Neither this income nor the workings of the 

foreign tax credit are applicable for state tax purposes

1/ Typically, states use a three factor formula in which 
the property, payroll and sales within the state are divided by 
the total property, payroll and sales of the unitary corporate 
group. The resulting percentage is then applied to total 
corporate income to determine the income appropriately attributed 
to the state.
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( a l t h o u g h  a  f e w  s t a t e s  h a v e  t h e i r  o w n  v e r s i o n  o f  a  " f o r e i g n  t a x

c r e d i t " ) .

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

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

U . S .  e x p e n s e s ,  a l t h o u g h  d e d u c t e d  f r o m  ( r e d u c i n g )  t a x a b l e  i n c o m e ,  

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

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

t h i s ,  t h e  b i l l  p r o v i d e s  f o r  o n l y  a n  8 0 %  e x c l u s i o n .  S u b s e c t i o n

( c )  o f  t h i s  s e c t i o n  f u r t h e r  c l a r i f i e s  t h a t  n o  f u r t h e r  e x p e n s e  

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

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

e x c l u s i o n s  —  f o r e i g n  d i v i d e n d s ,  f o r e i g n  r o y a l t i e s  a n d  S e c .  7 8  

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

r e l a t e d  c o m p a n i e s ,  d e f i n e d  a s  5 0 %  o w n e d .

A F F I L I A T E D  G R O U P  D E F I N I T I O N  —  S e c .  4 3 . 2 0 . 0 7 3 .

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

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

e x c l u s i o n  f r o m  t h e  g r o u p  o f  " 8 0 / 2 0 "  c o r p o r a t i o n s .

8 0 / 2 0  c o r p o r a t i o n s  a r e  c o r p o r a t i o n s  i n c o r p o r a t e d  i n  t h e  

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

n u m e r o u s  n o n - t a x  r e a s o n s ,  s u c h  a s  f o r e i g n  p r o h i b i t i o n s  a g a i n s t  

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

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

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

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

- 3 -



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

e x c l u d e d  f r o m  t h e  w a t e r ' s  e d g e .  T h e r e  i s  n o  r e a s o n  t o  i n c l u d e  

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

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

r e q u i r e m e n t s .  T h e r e  i s  n o  t a x  m o t i v a t i o n  f o r  t h i s  t y p e  o f  

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

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

F O R E I G N  C O R P O R A T I O N  D E F I N I T I O N  —  S e c .  4 3 . 2 0 . 0 5 1 .

A s  a  r e s u l t  o f  t h e  e x t e n d i n g  t h e  w a t e r ' s  e d g e  m e t h o d  t o  U . S .  

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

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

" f o r e i g n  c o r p o r a t i o n . "  S e c .  4 3 . 2 0 . 0 5 1  d e f i n e s  s u c h  a  c o r p o r a t i o n  

t o  b e  o n e  " c r e a t e d  o r  o r g a n i z e d  o u t s i d e  o f  t h e  U n i t e d  S t a t e s ,  t h e  

D i s t r i c t  o f  C o l u m b i a ,  t h e  c o m m o n w e a l t h  o f  P u e r t o  R i c o ,  o r  a n y  

p o s s e s s i o n  o f  t h e  U n i t e d  S t a t e s . "

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

G o v e r n o r ' s  „ i l l .



O F F I C E  O F  T H E  G O V E R N O R

D IV IS IO N  O F  P O L IC Y  
B o x  A D ,  J u n e a u ,  A l a s k a  9 9 8 1 1 - 0 1 6 4  

P h o n e  (907) 4 6 5 - 3 5 6 8

F a x  (907) 465-3767

Gregg K. Erickson 
Senior Economist

4 M a r c h  1 9 8 9

J a m e s  M e r l e  C a r t e r
O r g a n i z a t i o n  f o r  F a i r  T r e a t m e n t  o f  I n t e r n a t i o n a l  

I n v e s t m e n t  
W i l m i n g t o n ,  D E  1 9 8 9 7  
b y  t e l e f a x  t o  3 0 2 / 5 7 5 - 2 9 5 2

D e a r  M r  C a r t e r :

T h e  l e g i s l a t i o n  y o u  t e s t i f i e d  o n  l a s t  M o n d a y ,  S B  
1 1 9 ,  i s  a t  l e a s t  t e m p o r a r i l y  s t a l l e d  i n  t h e  S e n a t e  
R e s o u r c e s  C o m m i t t e e .  T h e  c h a i r m a n  a p p e a r s  t o  b e  c o n ­
c e r n e d  a b o u t  t h e  s p r e a d s h e e t  r e q u i r e m e n t .  S i n c e  t h e  o n l y  
p u b l i c  t e s t i m o n y  r e c e i v e d  o n  t h i s  p o i n t  w a s  f r o m  y o u ,  I  
s u g g e s t  t h a t  w e  t r y ,  a s  q u i c k l y  a s  p o s s i b l e ,  t o  r e a c h  
a c c o m m o d a t i o n  s o  t h a t  t h e  b i l l  c a n  m o v e  f o r w a r d .  T h e  
l e g i s l a t i v e  s e s s i o n  i n  A l a s k a  i s  l i m i t e d  t o  1 2 0  d a y s ,  
a l m o s t  h a l f  o f  w h i c h  h a v e  e l a p s e d .  T h e  b i l l  m u s t  y e t  
m o v e  t h r o u g h  t w o  o t h e r  c o m m i t t e e s  i n  t h e  S e n a t e ,  a n d  
i n d i c a t i o n s  a r e  t h a t  t h e  H o u s e  o f  R e p r e s e n t a t i v e s  
i n t e n d s  t o  g i v e  t h e  b i l l  a  c l o s e  i n s p e c t i o n .

T h e  A l a s k a  D e p a r t m e n t  o f  R e v e n u e  b e l i e v e s  a n  a n n u a l  
d o m e s t i c  d i s c l o s u r e  s p r e a d s h e e t  i s  a n  e s s e n t i a l  t o o l  i n  
i n s u r i n g  f a i r  a d m i n i s t r a t i o n  o f  t h e  c o r p o r a t e  t a x  a s  r e ­
v i s e d  b y  t h e  S B  1 1 9 .  O n  t h e  o t h e r  h a n d ,  t h e  D e p a r t m e n t  
d o e s  n o t  a n t i c i p a t e  t h a t  e v e r y  t a x p a y e r  f i l i n g  a  w a t e r ' s
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J a m e s  M e r l e  C a r t e r , 4 M a r c h  1 9 8 9 ,  p a g e  2

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

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

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

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

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

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

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

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

d o e s  b u s i n e s s .  F i n a l l y ,  it i s  m y  u n d e r s t a n d i n g  t h a t  s u f­

f i c i e n t  a u t h o r i t y  a l r e a d y  e x i s t s  i n  A S  4 3 . 2 0  ( A l a s k a  N e t  

I n c o m e  T a x )  f o r  t h e  D e p a r t m e n t  t o  i s s u e  r e g u l a t i o n s  t o  

i m p l e m e n t  t h e s e  r e q u i r e m e n t s .

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

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

e n c e ?  T h e  G o v e r n o r ' s  O f f i c e  w o u l d  s u g g e s t  t h i s  t o  t h e  

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

a l l  n e c e s s a r y  r e g u l a t i o n s ,  i n c l u d i n g  r e g u l a t i o n s  r e q u i r ­

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

v i d e d  e l s e w h e r e  i n  s t a t u t e .

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

a n d  h o p e  w e  c a n  w o r k  t o g e t h e r  t o  d e a l  w i t h  w h a t  I b e ­

l i e v e  i s  a  r e l a t i v e l y  p e r i p h e r a l  i s s u e .  I w i l l  b e  

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

y o u r  t i m e  (4 h o u r s  a h e a d  o f  A l a s k a ) .

S i n c e r e l y ,

cc: S t e v e  K e t t e l ,  D i r e c t o r ,  I n c o m e ,  E x c i s e  a n d  A u d i t

D i v i s i o n ,  D e p a r t m e n t  o f  R e v e n u e .

M a r y  H a l l o r a n ,  D i r e c t o r  o f  P o l i c y ,  O f f i c e  o f  t h e  

G o v e r n o r .
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C a l i f o r n i a  t a x  

s t i l l  i r r i t a t e s  

G r e a t  B r i t a i n
By R O D D  Z O L K O S  ..

New changes in California’s un i­
ta ry  system  of corporate tax ation  
probably won’t satisfy '.he system ’s 
m ost vocal critics: the British gov­
ernm ent.

Most of the changes included in a 
b ill that w ent to Gov. George Deuk- 
m ejian in m id-Septem ber are sim ­
ply technical corrections in  the ex­
is tin g  u n ita ry  ta x  law , w hich has 
brought the state hundreds of m il­
lions of dollars in tax  revenue in re ­
cent years.

B ritish government and business 
leaders have complained for years 
ab o u t C a lifo rn ia ’s system , w hich  
taxes the worldwide, ra th e r than in­
s ta te ,  e a rn in g s  o f m u ltin a tio n a l 
companies. Other nations, including 
Jap an , have also com plained, b u t 
none has been as vocal as the  B rit­
ish.

C aliforn ia passed leg islation in 
198G th a t changed the  system , a l­
low ing corporations to  o p t ou t of 
th e  w orldw ide tax ing  system  and 
accept a "w ater’s edge” m ethod of 
taxation instead. The revision was 
ex pected  to  p rov ide co rp o ra tio n s 
w ith  about $230 million in  annual 
tax  relief.

But British officials contend tha t 
an  "election fee," w hich m ust be 
p a id  to sw itch system s, a 10-year 
election period an d  o th er res tric ­
tio n s  m ake i t  d iff icu lt fo r  m any

companies to switch.
U nder the worldwide system, the 

international profits o f a m ultina­
tional company doing business in 
C alifornia are taxed based on the 
percentage of its payroll, property 
and sales in the state.

U nder the water’s edge tax, only 
the U.S. earnings of a corporation 
are taxed, based on the size of Cali­
fornia operations.

The election fee companies m ust 
pay to opt for the w a ter’s edge tax 
is 0.03% of corporate property, pay­
roll and sales in California. Funds 
ra ised  through the election fee — 
about $50 million an nually  — are 
used to  finance state in frastructu re 
improvements.

T h e  b il l  re c e n tly  s e n t  to  M r. 
Deukm ejian would reduce the elec­
tion period to five years from  10, 
bu t would make no changes in  the 
election fee.

"The current bill is actually more 
of a technical cleanup bill. It does 
make some substantive changes, al­
tho ugh  n o t g re a t,"  sa id  A nthony 
Moss, budget analyst in the  Califor­
nia D epartm ent of Finance. "I sup­
pose th is bill is not going to make 
(the British) very happy.”

S a id  R ichard  P ra tt ,  econom ic 
counselor a t the British Embassy in 
W ashington: "The position of the 
B ritish  government is th a t  w e are  
opposed to unitary taxation  in p rin - 

C ontinued  on  Page P.5

ciple because it is unfair and incon­
sistent w ith the internationally a c ­
cepted method of taxation. We wel­
come the movement made in 1986 in 
C a lifo rn ia , a n d  w e rem ain  con­
cerned about th e  election fee, which 
we regard as unfair."

Mr. P ra tt said th a t he had no fig­
ures cn the extent of British invest­
m ent in  C a lifo rn ia , b u t th a t i t  is 
substantial.

"The British are the largest single 
fo re ig n  in v e s to r  in  th e  U n ited  
S ta te s ,"  he sa id . “ C aliforn ia is  a 
m a jo r p a r t  of th a t  m a rk e t. We 
would consider ourselves a major 
p layer in the  California economy."

British officials believe one prob-

lem  w ith un itary  taxation is that it  
can resu lt in a company being taxed 
in  California even if its operation in 
the state m akes no profit. A com- 

| pany’s investm ent in operations in 
another country could also end up 
increasing taxes in  California.

"The British have been very keen 
to  remove this thorn in ou r other­
w ise very happy  trad ing  relation­
ship," Mr. P ra tt said.

B ritish  officials tried, b u t failed, 
to  include a  clause addressing uni­
ta ry  tax a tion  in  the  cu rren t U.S.- 
B ritish  tax  treaty.

D uring the summer, a British par­
liam entary delegation w arned th a t 
California companies could be sub­
je c t  to  re ta l ia t io n  in  th e  U n ited  
Kingdom if the  sta te  doesn’t  make 
fu r th e r changes in  its un itary  tax 
system. ■

States Information Center

The Council of State Governments

Iron Works Pike, P.O. Eox 11910

Lexington, Kentucky 40578
r<irc.\ ________________________________

I n f o r m a t i o n  C o l l e c t e d  b y M —
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■ FLORIDA LAWMAKERS ANNOUNCE WORLDWIDE UNITARY REPEAL AGREEMENT In F lo ­
r i d a ,  s t a t e  S e n a t e  P r e s i d e n t  Harry J o h n s t o n  and House  Sp e ak e r  James Harold 
Thompson s a y  t h e y  h a v e  c r a f t e d  on a g r e em en t  t o  r e p e a l  u s e  o f  th e  wor ldwide  
u n i t a r y  method o f  c a l c u l a t i n g  c o r p o r a t e  i n c om e  t a x e s  a t  a s p e c i a l  s e s s i o n  s e t  
f o r  D e c .  6 . The l e g i s l a t i v e  l e a d e r s  s a y  t h e y  h av e  b u s i n e s s  a p p r o v a l  f o r  a p lan  
t o  b o o s t  t h e  c o r p o r a t e  t a x  r a t e  from 5 p e r c e n t  t o  5.5 p e r c e n t  t o  r e p l a c e  the 
r e v e n u e  t o  be  l o s t  by r e p e a l .  F l o r i d a  l awmak e r s  a d o p t e d  w o r ldw id e  u n i t a r y  in 
1983 a f t e r  b u s i n e s s  waged a l o n g  b a t t l e  a g a i n s t  a g e n e r a l  c o r p o r a t e  r a t e  h ik e .

Now, t h e  s t a t e ' s  l a r g e  c o r p o r a t i o n s  seem w i l l i n g  to  s e e  t h e  r a t e  r i s e  as  a 
s u b s t i t u t e  f o r  w o r l d w i d e  u n i t a r y .  Ron L aF a c e ,  an a t t o r n e y  r e p r e s e n t i n g  I3M, 
X e r o x  and Coca-Co la  i n  t h e  b a t t l e  a g a i n s t  w o r l d w i d e  u n i t a r y ,  s a i d  he was very 
p l e a s e d  w i t h  t h e  p r o p o s e d  s o l u t i o n .

Under  t h e  comprom i s e ,  t h e  s t a t e  would c o n t i n u e  t o  t a x  t h e  p r o f i t s  from f o r e i g n  
s a l e s  o f  F l o r i d a  c o m p a n i e s '  g o od s ,  which t h e  s t a t e  has  b e en  d o i n g  on l y  s i n c e  
t h e  w o r l d w i d e  u n i t a r y  was a d o p t e d .  However, t h e  s t a t e  wou ld  s t o p  t a x in g  
d i v i d e n d s  from f o r e i g n  s u b s i d i a r i e s ,  a n o t h e r  p r a c t i c e  i t  began w i t h  adop t ion  o f  
w o r l d w i d e  u n i t a r y .

A l t h o u g h  some c r i t i c s  s a y  a g e n e r a l  r a t e  h i k e  t o  r e p l a c e  u s e  o f  worldwide  
u n i t a r y  r e q u i r e s  s m a l l  b u s i n e s s e s  to s h o u l d e r  some o f  m u l t i n a t i o n a l s  t.i* 
bu r d e n ,  Sp e ak e r  Thompson d e n i e s  the  c h a r g e .  A c o r p o r a t e  t a x  b oo s t  w o u l d  n o t  

h u r t  s m a l l  b u s i n e s s e s  b e c a u s e  th e y  " d o n ' t  show’ t h a t  much or a p r o l i x  b es .m . i  
t h e y  t r a n s l a t e  p r o f i t s  i n t o  h i g h e r  s a l a r i e s  f o r  d i r e c t o r s ,  T h o m p s o n  s . s . . . .
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Z e r o  f i s c a l  n o t e  p u b l i s h e d  t o d a y  f r o m  D e p a r t m e n t  o f  C o m m e r c e  
a n d  E c o n o m i c  D e v e l o p m e n t .

B A S I S  J o u r n a l  T e x t

G o v e r n o r ' s  t r a n s m 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 e c .  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  a m  t r a n s m i t t i n g  a  b i l l  r e l a t i n g  t o  t h e  
m e t h o d s  o f  c o r p o r a t e  i n c o m e  t a x  r e p o r t i n g  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 e 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  
m e m 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 ' s  e d g e "  m e t h o d  i s  a  t a x i n g  m 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 m e s t i c  a c t i v i t i e s  o f  f o r e i g n  
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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 m e  f r o m  t h e i r  n o n -  
A m 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 "  m 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  m 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 "  m 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 s t m e n t  a n d  t r a d e  o p p o r t u n i t i e s .  T h e r e  i s  
s i m 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 e  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 m .  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

0 1 / 1 7 / 8 9  S E N A T E  J O U R N A L  P A G E  0 1 2 9
S E N A T E  J O U R N A L  

S e l e c t i o n = >  __________________________________________________________________
P F 1  P F 2  P F 3  P F 4  P F 5  P F 6  P F 7  P F 8  P F 9  P F 1 0  P F 1 1  P F 1 2  
H E L P  E X I T  M E N U  P R I N T  B W D  F W D  F I R S T  L A S T  Q U I T
B A S I S  J o u r n a l  T e x t

0 1 / 1 7 / 8 9  S E N A T E  J O U R N A L  P A G E  0 1 2 8
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 m e  f r o m  t h e i r  n o n -  
A m 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 "  m 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  m 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 "  m 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 s t m e n t  a n d  t r a d e  o p p o r t u n i t i e s .  T h e r e  i s  
s i m 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

m
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P A G E  0128 
f r o m  t h e i r  n o n -

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  h a s  m a n y  v i r t u e s ,  
b u t  it  is i n t e n s e l y  d i s l i k e d  b y  m 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 "  m e t h o d  h a s  r e p e a l e d  it in r e c e n t  y e a r s  in o r d e r  
to i n c r e a s e  i n v e s t m e n t  a n d  t r a d e  o p p o r t u n i t i e s .  T h e r e  is 
s i m 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  to 
i n v e s t m e n t  on  t h e  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  it.

T h e  n e x t  c e n t u r y ,  it is said, w i l l  b e  t h e  e r a  o f  t h e  P a c i f i c  
Rim. A l a s k a  is 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  in 
t h e  b o o m i n g  e c o n o m i e s  of  t h e  region. I b e l i e v e  t h a t  w e  m u s t
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SB  1 1 9  c o n t ' d

S E N A T E  J O U R N A L P A G E  0129 
129

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  
in A l a s k a .  T h i s  b i l l  w i l l  r e m o v e  a 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  in 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  impact. 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  bill.

S i n c e r e l y ,

/ s /
S t e v e  C o w p e r  
G o v e r n o r
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Honorable Batty Fahrenkamp 
Chairman, Special Connnittae ca In te rn a tio n a l 
Trade and Tourism, Jud ic ia ry , Saeourcaa and 
Finance, S iia t* of the Scats of Alaska
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ORGA N IZA T IO N  F O R  
FA IR  TREATMENT O F  
INTERNATIONAL  
IN VESTM EN T INC
M lm ln g to r i .O E  1 9 8 9 7  
Tci. <202) 5 7 5 - 3 7 3 8  
POX. m i ,  5 7 5 - 2 9 5 2

S.B. 119

My name is James Merle Carte r, eptsakir.g or. behalf of "O rganisation fo r Fa ir 
Treatment of In te rn a tio n a l la va s tw an t/1 ca lled "0PT1X,” OFTII ia composed of. 
20 domestic companies whose p r in c ip a l slmreholdara are fore ign based multlna- 
tio n a ia . A v r i t te n  l i s t  o f member* who support lim it in g  combined income 
reporting fo r State tax purpose* to the "w a te r's edge" of the U.S.A. ha* or 
sho rtly w i l l be provided to your Committae, You w i l l recognlat moat o£ the 
names as a f f i l ia te d  w ith major, icoocly European Common Market, companies tha t 
have inveased in the Unitad States, The inrluicrXeu repraeented include 
automotive, chemicals, a le c tro n ico , food products, meta llu rgy, and pharmaceu­
t ic a l * , CFTII members employ moia thea 100,000 c itize n s of the U.S.A. in 
manufacture and d is t r ib u t io n  of products manufactured in che U.S.A. ao wa ll as 
d is tr ib u t io n  of Imported products, A great daei of fo re ign developed technol­
ogy ha* been brought in to tha U.S.A. by OFTII members and thousands of h igh ly 
s k il le d  jobs have bean created or preserved by CFTII members' investment* and
operation!.

For many year*, by tre a ty and by in te rn a l laws, the United .State* and a l l of 
i t s  major fo re ign trad ing partner* have agreed on fcr.s "arm'a length p r in c ip le " 
fo r tax ing in te rn a tio n a l trade, This p r in c ip le is embodied In tha In te rna l 
Revenue Cod*. A great many States of the United States, by co n tra it , uaa tha 
combined 'incoma, formulary method to apportion t*xa* iimong in tra s ta te opera­
tions o f commonly con tro lle d , "u n ita ry ," groups of conrpaniea. Combined income, 
apportionment vorka w e ll enough where there are cotoaon accounting etind&rdaj a 
common currency; a la i la r aoc ia l welfare eyetam#] a im ila r i t is *  in  production 
atandards and p roduc tiv ity ); and fa i r ly  consis ten t d e fin it io n s of vhac is 
taxab le , what is deductib le , what i *  c a p ita l Investment ana what i# currant 
expanse. Whan a l l or even most of tho*« fac to rs d i f fe r markedly, combined 
income apportionment doaan't work at a l l ,  Am we have aeon from tha C a lifo rn ia 
experience, app lica tio n o f combined income apportionment tc worldwide income 
leads to endleaa fru s tra t io n  on the pa rt o f taxpayers and tax co lle c to r* ; 
andless l i t ig a t io n ; and a strong aar.sc among the business community tha t 
investment in euch a State ouflt be minimised In order to a in ia ifie tax compli­
ance coete which can equal or exceed the amount of tax, Evan C a lifo rn ia , 
a fte r yaars o f wrangling, has now gone to an a la c tiva wate r's edge procedure. 
Mo State and not even the United State* federa l government ha* Che resources 
to determine taxable income co rre c tly under worldwide, combined income, 
formulary apportionment. Ko fo re ign m u ltin a tio na l la prepared to invest the 
enormous eua* o f money chat are required to adjuat and res ta te account*, 
investment#, p ro f i ts , p a y ro ll, and currency flu c tu a t io n * to produce & reason­
ably uniform and equ itab le a llo c a t io n o f taxable Income to the proper nation. 
As a re s u lt , the attempt to use a worldwide, combined a*:hod degenerate* in to

D irectors; H a n y  C oricss. C h a tm a n  « Not! '-V. Randle 'R o b e r t  £ OUfar, >D onald j  xap ro .y • Leonard D, L e a r , *AJg\ SpiU sr
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C t x * t i o n  b y  i n t i m i d a t i o n  a n d  n e g o t i a t i o n ,  " h o e s #  t r a d i n g ”  i f  y o u  w i l l ,  b e c a u s e  

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

f e u e i b l «  r e g u l t s .  I n  t h *  r * c e n t  f l a r c l w y * *  D a n k  c a n *  I n  C a l i f o r n i a ,  n o w  o n  

a p p e a l  f r o m  a  S t a t e  S u p e r i o r  C o u r t  r u l i n g  t ' h a t  t h e  m e t h o d  v i o l a t e *  t h a  U . S .  

C o n s t i t u t i o n  w h e n  a p p l i e d  t o  a  f o r e i g n  b a a e d  m u l t i n a t i o n a l ,  C a l i f o r n i a ’ *  o v a  

a c c o u n t i n g  e x p e r t ,  P r o f e a s o r  J o h n  K .  S h a n k ,  a t a c a d  u n e q u i v o c a l l y  t h a t  a  

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

q u i r e m e n t *  o f  w o r l d w i d e ,  c o m b i n e d  i n c o m e ,  a p p t r t i c n a * n t  a n d  w o u l d  o *  r e q u i r e d  

t o  n e g o t i a t e  C a l i f o r n i a  i n c o m e  t a o c e e  w i t h  t h e  a s u a u a o r a  b a a a d  o n  
a p p r o x i m a t i o n * .

I  am  n o t  a w a r a  o f  C F T I I  m e m b e r * ’ e x p e r i e n c e *  w i t h  A l a a k a n  i n c o m e  t a x a t i o n ,  b u t  

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

y o u r  S t a t a ,  I  c a n  e x p r a e e  t h a  v i e w  o n  b e h a l f  o f  O F T I I  t h a t  u a e  o f  w o r l d w i d e ,  

c o m b i n e d  i n c o m e ,  a p p o r t i o n m e n t  b y  t u y  S t a t e  w i l l  b e  v i e w e d  a *  a  m a j o r  i m p e d i ­

m e n t  t o  i n v e s t m e n t .  T h a t  i a n ’ t  t o  e a y  t h a t  i u v e a t a i a n t e  m a y  n o t  b e  m a d e  f o r  

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

t i o n a l  w o u l d  c e r t a i n l y  l o o k  f i r s t  t c  a  S e c t *  t h a t  l i m i t a  c o m b i n e d  i n c o m e  
a p p o r t i o n m e n t  f o r  t a x a t i o n  t o  o p e r a t i o n #  w i t h i n  t h a  U n i t e d  S t a t e # ,  A l a s k a ,  a t  

p r e s e n t ,  l a  c h e  o n l y  r e m a i n i n g  S t a t e  n o t  t o  u t l l i i *  a o m e  f o r m  o £  w a t e r ‘ a  e d g e  

r a p e r t i o a  for, S t a t s  i n c o m e  t a x  p u r p o a t e .  L a d i e s  a n d  g e n t l e m e n ,  y o u  e r e  u r g e d  

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

A  m o d i f i c a t i o n  r o  t h u  s p r e a d  e h e x t  r e q u i r e m e n t  ol S . 3 .  1 1 9  s h o u l d  b «  c o n s i d ­

e r e d  b y  y o u r  C o m m i t t e e ,  A  s p r e a d  s h e e t  it e s c p e n a i v *  t o  p r o d u c e ,  A n  a n n u a l  

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

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

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

w h o  e l e c t  " w a t e r ’ s  e d g e . "  A  s e c o n d  m o d i f i c a t i o n  A *  a l s o  r a c o m e n d a d  t o  

e l i m i n a t e  t h e  r e q u i r e r ^ . r . t  f o r  c o & p n r . i s a  t h a t  d o  n o t  h a v e  s i g n i f i c a n t  i n v e s t ­

m e n t s  i n  A l a s k a  o r  e m p l o y  o n l y  a  f * w  p a o p l e  i n  A l a s k a n  o p e r a t i o n s .  A  e m a i l  

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

a  o p r o a d e h e e t ,  t h e  c o a t  o f  w h i c h  15x 7 v s l i  r u n  h i g h e r  t h a n  t h e  t a x  l i a b i l i t y  

i t a a l f .  W h e r e  t h a  a p p o r t i o n m e n t ,  f r a c t i o n  t c  A l a s k a  i s  s m a l l  f r o m  t h e  o u t s e t ,  

m a n y  t a x p a y e r s  a r e  i n d v f f e r e n c  t o  w h e t h e r  Q a t a r ’ s  e d g a  o r  w o r l d w i d e  c o m b i n e d  

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

T i\ »  o p p o r t u n i t y  t o  a d d r e s s  y m i r  C o m i t t a a  l a  a p p r e c i a t e d ,  I f  y o u  h a v e  q u e s ­

t i o n * ,  I  s h a l l  b «  p l e a s e d  t o  t r y  t c  a n s w e r  t h e m ,

O F T II MEMBERS

AXZO A m e r ic a , I n c .
A lc a n  A lu m in a s  C o rp 
A l l i e d - L y o n *  N o r th  A m e r ic a  C o rp . 
BASF A m e r ic a  C o rp .
BATU8, I n c .
E l f  A q u i t a i n a ,  I n c .
Foaaco M in e e p
G o ld F le ld e  A m e r ic a n  C o rp . 
H o e c h s t C e la n e s a  C o rp .

I C I  A m e r ic a * I n c .
M ile t-H a & n a e s y U .S . C o rp .
K e e t l i i H o ld in g s  I n c .
S iem ens C a p i t a l C o rp .
Sony C o r p o r a t io n  o f A m e r ic a  
T h o rn  EM I (USA) I n c .
U n i le v e r  U n i t e d  S ta t e *
V o lv o  o f A m e r ic a  C o rp .
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honorable Biutye F d h r a n k a m p  ‘ilx

C h a l r c u r t ,  C o t u a i r . t e e  on R e s o u r c e s ,
S e n a t e  o f  c h e  S t a t e  o f  A l a s k a

U . B .  1 1 9

My name I s  J a n e s  M e r l e  C a r t e r ,  S e n L o r  Tax  C o u n s e l  f o r  IC I  A m e r i c a n ,  s p e a k i n g
o n  b e h a l f  o f  " O r g a n i s a t i o n  r o r  F a i r  T r e a t m e n t  o f  I n t e r n a t i o n a l  I n v e s t m e n t  
c a l l e d  " O F T I I . "  O F T I I  i s  c o m p o s e d  o f  c l  d o m e s t i c  c o m p a n i e s  w h o s e  p r i n c i p a l  
s h a r e h o l d e r s  a r e  f o r e i g n  b a s e d  m u l t i n a t i o n a l s .  A w r i t t e n  l i s t  o f  m e m b e r s  who 
s u p p o r t  l i m i t i n g  c o m b i n e d  i n c o m e  r e p o r t i n g  f o r  S t a t e  t ax ;  p u r p o s e s  t o  t h e  
" w a t e r e d g e "  o i  t h e  U . S .  A, h a s  o r  s h o r t l y  w i l l  b e  p r o v i d e d  t c  y o u r  
C o m m i t t e e .  You w i l l  r e c o g n i z e  m o s t  of. t h e  n a m e s  -as a f f i l i a t e d  w i t h  m a j o r ,  
m o s t l y  E u r o p e a n  Common M a r k e t ,  c o m p a n i e s  c h a t  h a v e  i n v e s t e d  i n  t h e  U n i t e d  
S t a t e s .  T h e  i n d u s t r i e s  r e p r e s e n t e d  i n c l u d e  a u t o m o t i v e ,  c h e m i c a l s ,
e l e c t r o n i c s ,  f o o d  p r o d u c e s ,  m e t a l l u r g y ,  a n d  p h a r m a c e u t i c a l s . O F T I I  m e m b e r s  
e m p l o y  m o r e  t h a n  1 0 0 ,000  c i t i z e n s  o f  t h e  U . S . A .  i n  m a n u f a c t u r e  a n d  
d i s t r i b u t i o n  o f  p r o d u c t s  m a n u f a c t u r e d  i n  c h e  U . S . A .  a s  w e l l  a s  d i s t r i b u t i o n  o f  
i m p o r t e d  p r o d u c t s .  A g r e a t  d e a l  o t  f o r e i g n  d e v e l o p e d  t e c h n o l o g y  h a s  b e e n  
b r o u g h t  i n t o  t h e  U.S .A. .  b y  O F T I I  m e m b e r s  a n d  t h o u s a n d s  o f  h i g h l y  s k i l l e d  j o b s  
h a v e  b e e n  c r e a t e d  o r  p r e s e r v e d  b y  O F T I I  m e m b e r s '  i n v e s t m e n t s  a n d  o p e r a t i o n s .

F o r  many  y e a r 3 ,  b y  t r e a t y  a n d  b y  i n t e r n a l  l a w s ,  t h e  U n i t e d  S t a t e s  a n d  a l l  o f  
i L b  m a j o r  f o r e i g n  t r a d i n g  p a r t n e r s  h a v e  a g r e e d  o n  t h e  " a r m ' s  l e n g t h  p r i n c i p l e "  
f o r  t a x i n g  i n t e r n a t i o n a l  t r a d e ,  T h i s  p r i n c i p l e  i s  e m b o d i e d  i n  t h e  I n t e r n a l  
R e v e n u e  C o d e .  A g r e a t  m a n y  S t a t e s  o f  t h e  U n i t e d  S t a t e s ,  b y  c o n t r a s t ,  u s e  t h e  
c o m b i n e d  i n c o m e ,  f o r m u l a r y  m e t h o d  t o  a p p o r t i o n  c a x  = s  am o n g  i n c r a s c a t e  o p e r a ­
t i o n s  o f  c o m m o n l y  c o n t r o l l e d ,  " u n i t a r y , "  g r o u p s  c l '  c o m p a n i e s .  C o m b i n e d  i n c o m e  
a p p o r t i o n m e n t  w o r k s  w e l l  e n o u g h  w h e r e  t h e r e  a r e  c om m on  a c c o u n t i n g  s t a n d a r d s ;  a  
common  c u r r e n c y ;  s i m i l a r  s o c i a l  w e l f a r e  s y s t e m s ;  s i m i l a r i t i e s  i n  p r o d u c t i o n  
s t a n d a r d s  a n d  p r o d u c t i v i t y ; a n d  f a i r l y  c o n s i s t e n t  d e f i n i t i o n s  o f  w h a t  i s  
t a x a b l e ,  w h a t  i s  d e d u c t i b l e ,  w h a t  i s  c a p i t a l  i n v e s t m e n t  a n u  w h a t  i s  c u r r e n t  
e x p e n s e .  When a l l  o r  e v e n  m o s t  o f  t h e s e  f a c t o r s  d i f f e r  m a r k e d l y ,  c o m b i n e d  
i n c o m e  a p p o r t i o n m e n t  d o e s n ' t  w o r k  a t  a l l .  As  we  h a v e  s e e n  f r o m  c h e  C a l i f o r n i a  
e x p e r i e n c e ,  a p p l i c a t i o n  o f  c o m b i n e d  i n c o m e  a p p o r t i o n m e n t  t o  w o r l d w i d e  i n c o m e  
l e a d s  t o  r . n a i e s s  f r u s t r a t i o n  o n  t h e  p a r t  o f  t a x p a y e r s  a n d  t a x  c o l l e c t o r s ;  
e n d l e s s  l i t i g a t i o n ;  a n d  a  s t r o n g  s e n s e  am o n g  t h e  b u s i n e s s  c o m m u n i t y  t h a t  
i n v e s t m e n t  i n  s u c h  a  S c a r e  m u s t  b e  m i n i m i z e d  i n  o r d e r  t o  m i n i m i z e  t a x  c o m p l i ­
a n c e  c o s t s  w h i c h  c a n  e q u a l  o r  e x c e e d  c h e  a m o u n t  o f  t a x .  E v e n  C a l i f o r n i a ,  
a f t e r  y e a r s  o f  w r a n g l i n g ,  h a s  n ow  n e  c o  a n  e l e c t i v e  w a t e r ' s  e d g e  p r o c e d u r e .  
No S t a t e  a n d  n o t  e v e n  t h e  U n i t e d  S t a t e s  f e d e r a l  g o v e r n m e n t  h a s  t h e  r e s o u r c e s  
t o  d e t e r m i n e  t a x a b l e  i n c o m e  c o r r e c t l y  u n d e r  w o r l d w i d e ,  c o m b i n e d  i n c o m e ,  
f o r m u l a r y  a p p o r t i o n m e n t . No f o r e i g n  m u l t i n a t i o n a l  i s  p r e p a r e d  c o  i n v e s t  t h e  
e n c m o u s  s u m s  o i  m o n ^ y  c h a t  a r e  r e q u i r e d  c o  a d j u s t  a n d  r e s t a t e  a c c o u n t s ,  
i n v e s t m e n t s ,  p r o f i t s ,  p a y r o l l ,  e n d  o u r r c r . . v  f l u c t u a t i o n s  t o  p r o d u c e  a  r e a s o n ­
a b l y  u n i f o r m  a n d  e q u i t a b l e  a l l o c a t i o n  „c  t a x a b l e  i n c o m e  t o  " h e  p r o p e r  n a t i o n .



t\r a  result., the atcattyt r»* use u wnr. Idwide, combined method dcgur.or.ic6s into 
taxation by ir.cimtd.ir.Ion ltui nego n a t i o n ,  "ho.tse trading" ii you will, boc.au.io 
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ft-. tt-aulto. "In the recent b.i rc lay1 h Bank case 1 n California, now on

} i* .r. i Stare- '’.uperioi Court ruling that the method violates the I'. S. 

fonnr. i c m  ion w'ukiy applied ro h foieign based multinational, Caiiforn i«' s own 

accounting expert, Professor John K. Shink, it a ted unequivocally chat a 

foreign bused multinational a imply could not comply with the technical re- 

qoi retaencs of worldwide, combined income, apportionment and would be required 

to negotiate California income taxes with the assessor.* based un 

a p p r o x i m a t i o n s .

I  am n o t  a w a r e  o f  O F T I I  m e m b e r s ’ e x p e r i e n c e s  w i t h  A l a s k a n  i n c o m e  t a x a t i o n ,  b u t  
T d o  n o t  t h i n k  m a n y  o? j u t  m e m b e r s  p r e s e n t l y  h a v e  s i g n i f i c a n t  i n v e s t m e n t s  i n  
y o u r  S t a t e .  £ c a n  e x p r e s s  c h e  v i e w  o n  b e h a l f  o f  O F T t I  t h a t  u s e  o f  w o r l d w i d e ,  
c o m b i n e d  i n c o m e , a p p o r t i o n m e n t  b y  a n y  S t a t e  w i l l  b e  v i e w e d  a s  a  m a j o r  i m p e d i ­
m e n t  r o  I n v e s t m e n t . T h a t  i s n ’ t  l'o s a y  c h a r  I n v e s t m e n t s  m a y  n o r  b e  m a d e  f o r  
e c o n o m i c a l l y  c o m p e l l i n g  r e a s o n s ;  b u r  g i v e n  a c h o i c e ,  a  f o r e i g n  b a s e d  m u l t i n a ­
t i o n a l  w o u l d  c e r t a i n l y  l o o k  f i r s t  t o  a  S t a t e  c h a t  l i m i t s  c o m b i n e d  i n c o m e  
a p p o r t i o n n . e n t  f o r  t a x a t i o n  t o  o p e r a t i o n s  w i t h i n  t h e  U n i t e d !  S t a t e s .  A l a s k a ,  a t  
p r e s e n t ,  i s  c h e  o n l y  r e m a i n i n g  S t a t e  n o r  c c  u t i l i s e  s o m e  f o r m  o f  w a t e r ' s  e d g e  
r e p o r c i n g  f o r  S t a t e  i n c o m e  t a x  p u r p o s e s .  L a d i e s  a n d  g e n t l e m e n ,  y o u  a r e  u r g e d  
t o  a b a r d  or. t h a t  i n v i d i o u s  d i s t i n c t i o n  a r id  t a k e  a  l a r g e  s t e p  c o w a r d  a c h i e v i n g  
r a t i o n a l i t y  a n d  f a i r n e s s  I n  y o u r  t a x  l a w s .

A m o d i f i c a t i o n  t o  t h e  s p r e a d  s h e e t  r e q u i r e m e n t  o f  S . B .  119 s h o u l d  b e  c o n s i d ­
e r e d  by  y o u r  C o m m i t t e e . A s p r e a d  s h e e t  i s  e x p e n s i v e  t o  p r o d u c e .  An a n n u a l  
f i l i n g  i s  p r o b a b l y  nor .  g o i n g  t o  b e  v e r y  h e l p f u l  t o  t h e  r e v e n u e  d e p a r t m e n t .  Tc 
i s  s t r o n g l y  r e c o m m e n d e d  c h a t  t h e  s p r e a d  s h e e t  b e  r e q u i r e d  o n l y  e v e r y  t h i r d ,  
y e a r ,  s i m i l a r l y  cc t h e  r e q u i r e m e n t  r e c e n t l y  a d o p t e d  b y  C a l i f o r n i a  f o r  t h o s e  
who e i e c c  " w a t e r ' s  e d g e . "  A s e c o n d  n o d  i f i c a t i o n  i s  a l s o  r e c o m m e n d e d  c o  
e l i m i n a t e  c h e  r e q u i r e m e n t  f o r  c o m p a n i e s  t h a t  d o  n o t  h a v e  s i g n i f i c a n t  i n v e s t ­
m e n t s  i n  A l a s k a  u c  e m p l o y  o n l y  a f e w  p e o p l e  i n  A l a s k a n  o p e r a t i o n s .  A s m a l l  
s a l e s  o f f i c e  f o r  g o o d s  m a n u f a c t u r e d  o u t s i d e  " h e  S t a t e  d o e s  n o t  j u s t i f y  f i l i n g  
a  s p r e a d s h e e t ,  t h e  c o s t  o f  w h i c h  may w e l l  r u n  h i g h e r  t h a n  t h e  t a x  L i a b i l i t y  
i t s e l f .  Vfne r e  t h e  a p p o r t i o n m e n t  f r a c t i o n  t o  A l a s k a  i s  s m a l l  f r o m  t h e  o u t s e t ,  
many  t a x p a y e r s  a r e  i n d i f f e r e n t  t o  w h e t h e r  w a t e r ’ <3 e d g e  o r  w o r l d w i d e  c o m b i n e d  
i n c o m e  a p p o r t i o n m e n t  i s  a p p l i e d .

T h e  o p p o r t u n i t y  r0 a d d r e s s  y o u r  C o m m i t t e e  i s  a p p r e c i a t e d .  I f  y o u  h a v e  q u e s ­
t i o n s ,  I  s h a l l  b e  p l e a s e d  t o  t r y  t o  a n s w e r  c h e a .

O F T I I

AKZO A m e r i c a ,  I n c .
A l c a n  A l u m i n u m  C o r p
A l l i e d - L y o n s  N o r t h  A m e r i c a  C o r p .  
BASF A m e r i c a  C o r p .
BAIL’S ,  I n c .
E l f  A q u i t a i n e ,  I n c .
F o s e c o  M i n s e p
C o l d  F i e l d s  A m e r i c a n  C o r p .  
H o e c h s t  C e l a r . e s e  C o r p .

MEMBERS

1CI Americas Inc.
M B e t - H e n n e s s y  U . S .  C o r p .
M e s t l i  H o l d i n g s  I r . c  .
S i e m e n s  C a p i t a l  C o r p .
S o n y  C o r p o r a t i o n  o f  A m e r i c a  
T h o r n  EMI (ESA) I n c .
U n i l e v e r  U n i t e d  S t a t e s  
V o l v o  o f  A m e r i c a  C o r p .
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T e s t i m o n y  i n  s u p p o r t  o f  
S B - 1 1 9  

o f  A l a s k a  S t a t e  S e n a t e  
t o  m o d i f y  

T h e  W o r l d w i d e  U n i t a r y  T a x  
T o  W a t e r ' s  E d g e  M e t h o d

B e f o r e
S e n a t e  C o m m i t t e e  o n  R e s o u r c e s  

C h a i r w o m a n  B e t t y e  F a h r e n k a m p  
A l a s k a  S t a t e  S e n a t e

B y

S a d a m i  ( C h r i s )  W a d a  
S e n i o r  V i c e  P r e s i d e n t  

S o n y  C o r p o r a t i o n  o f  A m e r i c a

U . S .  A d v i s o r  t o  
T h e  C o u n c i l  f o r  B e t t e r  
I n v e s t m e n t  i n  t h e  U . S .  

o f  K E I D A N R E N
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W a d a  T e s t i m o n y / S B - 1 1 9

M y  n a m e  i s  S a d a m i  ( C h r i s )  W a d a ,  S e n i o r  V i c e  P r e s i d e n t  o f  
S o n y  C o r p o r a t i o n  o f  A m e r i c a  a r . d  I  a m  a l s o  U . S .  A d v i s o r  t o  
t h e  C o u n c i l  f o r  B e t t e r  I n v e s t m e n t  i n  t h e  U . S .  o f  K E I D A N R E N .

K E I D A N R E N  i s  a  J a p a n e s e  n a m e  f o r  J a p a n  F e d e r a t i o n  o f  E c o n o m i c  
O r g a n i s a t i o n s .  I t  i s  a  p r i v a t e ,  n o n - p r o f i t  e c o n o m i c  o r g a n i ­
z a t i o n  r e p r e s e n t i n g  v i r t u a l l y  a l l  b r a n c h e s  o f  e c o n o m i c  
a c t i v i t i e s  i n  J a p a n .  I t  i s  c e r t a i n l y  a  n a t i o n - w i d e  b o d y  
w i t h  1 2 0  a s s o c i a t i o n  m e m b e r s  a n d  9 2 1  c o r p o r a t e  m e m b e r s  a s  
o f  S e p t e m b e r  1 9 8 8 .

K E I D A N R E N  h a s  s e n t  a  s e r i e s  o f  i n v e s t m e n t - r e l a t e d  m i s s i o n s  t o  
v a r i o u s  s t a t e s  s i n c e  1 9 8 4 ,  c o v e r i n g  2 3  s t a t e s  i n  t h e  f i r s t  
y e a r ,  1 6  s t a t e s  i n  1 9 8 6 ,  5  s t a t e s  i n  1 9 8 7  a n d  A l a s k a  a n d  
H a w a i i  i n  S e p t e m b e r  1 9 8 8 .

L a s t  S e p t e m b e r  t h e  2 1 - n e m b e r  K E I D A N R E N  i n v e s t m e n t  s t u d y  
m i s s i o n  t o  A l a s k a  v i s i t e d  a  n u m b e r  o f  p l a c e s  a n d  h a d  a  n u m b e r  
o f  i m p o r t a n t  m e e t i n g s  i n  t h e  s t a t e .  T h e  m e e t i n g s  i n c l u d e d  
t h e  s t a t e  l e g i s l a t u r e  l e a d e r s h i p s ,  b u s i n e s s  l e a d e r s h i p s ,  
t h e  A d m i n i s t r a t i o n  l e a d e r s h i p s  a n d  r e p o r t e r s  f r o m  m e d i a  
w o r l d .

W e  w e r e  v e r y  m u c h  i m p r e s s e d  b y  t h e  b e a u t y  o f  A l a s k a  a n d  i t s  
s h o r t  d i s t a n c e  f r o m  J a p a n .  I t s  a b u n d a n t  n a t u r a l  r e s o u r c e s  
a l s o  i m p r e s s e d  u s .  E v e r ,  t h o u g h  t h e  s t a t e  l o s t  c o m p e t i t i o n  
f o r  1 9 9 4  w i n t e r  O l y m p i c  s i t e ,  t h e  s t a t e  i s  r i c h  i n  s i t e s  f o r  
s k i i n g  a n d  o t h e r  w i n t e r  s p o r t s .

H o w e v e r ,  w e  w e r e  v e r y  m u c h  d i s a p p o i n t e d  t o  l e a r n  t h a t  t h i s  
r i c h  a n d  b e a u t i f u l  s t a t e  h a s  t h e  n o t o r i o u s  w o r l d w i d e  u n i t a r y  
t a x  s y s t e m .  T h e  B r i t i s h ,  D u t c h  a n d  o t h e r  E u r o p e a n  n a t i o n s  
u n i t e d  t h e i r  e f f o r t s  t o  a p p e a l  t o  t h e  U n i t e d  S t a t e s  w i t h  
t h e i r  s t r o n g  o p p o s i t i o n  a g a i n s t  t h i s  u n f a i r ,  u n r e a s o n a b l e  
a n d  i n t e r n a t i o n a l l y - r e j e c t e d  t a x  s y s t e m .  P r i m e  M i n i s t e r  
M a r g a r e t  T h a t c h e r  r e p e a t e d l y  u r g e d  t h e n  p r e s i d e n t  R o n a l d  
R e a g a n  o f  t h e  U . S .  t o  s t o p  t h e  p r a c t i c e  o f  t h e  u n i t a r y  t a x  
o n  a  w o r l d w i d e  b a s i s .

W e  a l s o  f o u n d  o u t  t h e  u n f o r t u n a t e  n a t u r e  o f  t h i s  w o r l d w i d e  
u n i t a r y  t a x  s y s t e m ,  t h a t  r e s u l t s  i n  u n f a i r  d o u b l e  t a x a t i o n  
a n d  i n  m o s t  o n o r o u s  a d m i n i s t r a t i v e  b u r d e n  t h a t  i n  m o s t  
c a s e *  d o  n o  g i v e  a n y  j u s t i c e  i n  t h a  f i n a l  t a x  a s s e s s m e n t .
W e  t h o u g h t  t h i s  i s  v e r y  i r o n i c  f o r  A l a s k a ,  b e c a u s e  t h i s  
o e a u t i f u l  s t a t e  w a s  t h e  f i r s t  s t a t e  t o  o p e n  i t s  o f f i c e  i n  
T o k y o ,  J a p a n  i n  o r d e r  t o  i n v i t e  o u r  i n v e s t m e n t s  i n  t h e  s t a t e ,  
b u t  n o w  i t  i s  t h e  l a s t  s t a t e  t o  e l i m i n a t e  i t  i f  i t  w a n t s  
t o  s e e  i t s  T o k y o  o f f i c e  s u c c e e d  m  i n v i t i n g  J a p a n e s e  i n v e s t m e n t s  
i n t o  t h e  s t a t e .
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I n  1 9 8 4  t h e  f o l l o w i n g  1 2  s t a t e s  h a d  t h e  w o r l d w i d e  u n i t a r y  
t a x  s y s t e m .  T h e y  w e r e  A l a s k a ,  C a l i f o r n i a ,  C o l o r a d o ,  F l o r i d a ,  
I d a h o ,  I n d i a n a ,  M a s s a c h u s e t s ,  M o n t a n a ,  N e w  H a m p s h i r e ,  N o r t h  
D a k o t a ,  O r e g o n  a n d  U t a h .  A l l  e x c e p t  A l a s k a  c h a n g e d  t h e i r  t a x  
s y s t e m .  T h e  m o s t  i m p o r t a n t  w o r l d w i d e  u n i t a r y  t a x  s t a t e ,  
C a l i f o r n i a  w i t h  i t s  l a r g e s t  t a x  e x p o s u r e  a m o n g  t h e  1 2  s t a t e s ,  
p r o v i d e d  t h e  w a t e r ' s  e d g e  c h o i c e  b y  i t s  s t a t e  l e g i s l a t u r e  
a n d  t h e  g o v e r n o r ' s  s i g n a t u r e  i n  1 9 6 6 .  T h e  g o v e r n o r  o f  C a l i ­
f o r n i a  d i d  s u p p o r t  t h e i r  w a t e r ' s  e d g e  a n d  s i g n e d  i t  i n t o  t h e  
l a w  f o r  t h e i r  e c o n o m i c  g r o w t h  t h r o u g h  g r e a t e r  i n t e r n a t i o n a l  
i n v e s t m e n t  p a x t i c u a l a r 1 y  i n  m a n u f a c t u r i n g .  A l l  o f  t h o s e  s t a t e s  
t h a t  m o d i f i e d  t h e i r  t a x  s y s t e m  d i d  s o  i n  t h e  s a m e  t h o u g h t  a s  
C a l i f o r n i a .

K E I D A N R E N ,  S o n y  a n d  o t h e r s  f r o m  J a p a n ,  f o r  g r e a t e r  i n v c c t m e n t s  
i n  A l a s k a  a r e  a l l  p l e a s e d  t o  s e e  S B - 1 1 9  b e f o r e  t h e  s t a t e  
l e g i s l a t u r e ,  a r . d  w i s h  v e r y  m u c h  t o  s u p p o r t  t h e  p a s s a g e  o f  
t h e  b i l l .  W e  a r e  v e r y  h a p p y  t o  k n o w  t h a t  G o v e r n o r  C o w p e r  
t o o k  t h e  i n i t i a t i v e  i n  t h i s  e f f o r t  w i t h  t h e  w i d o  s u p p o r t  
f r o m  t h e  A l a s k a  s t a t e  l e g i s l a t u r e .  T h e  w o r l d w i d e  u n i t a r y  
t a x  s y s t e m  p e n a l i z e s  i n v e s t m e n t .  W h e n  o n e  m a k e s  a n  i n v e s t m e n t  
i n  m a n u f a c t u r i n g ,  i t  t a k e s  t i m e  i n  p u r c h a s i n g  l a n d ,  b u i l d i n g  
p l a n t  s t r u c t u r e s ,  m a c h i n e s ,  t r a i n i n g  w o r k e r s ,  o r g a n i z i n g  p l a n t  
o p e r a t i o n s  t o  b e  e f f i c i e n t ,  d e b u g g i n g  m a c h i n e  o p e r a t i o n s  a n d  
a l s o  i n  s e c u r i n g  a n d  t r a i n i n g  m a t e r i a l  a n d  p a r t s  s u p p l i e r s .
I t  t a k e s  e a s i l y  a  f e w  y e a r s  b e f o r e  y o u  c a n  h a v e  r e a l  p r o f i t  
o n  . w h i c h  y o u  m a y  p a y  i n c o m e  t a x .  U n t i l  y o u  m a k e  p r o f i t ,  y o u  
h a v e  n o t h i n g  t o  p a y  t a x  o u t  o f .  T h e  n o t o r i o u s  w o r l d w i d e  
u n i t a r y  t a x  d e m a n d s  s t a t e  t a x  p a y m e n t  o u t  o f  g l o b a l  i n c o m e  
f r o m  o t h e r  c o u n t r i e s ,  t h r o u g h  w h a t  t h e y  c a l l  w o r l d w i d e  
c o m b i n a t i o n  o f  i n c o m e .  I n c o m e  m a d e  i n  o t h e r  c o u n t r i e s  i s  
o f  c o u r s e  t a x e d  i n  e a c h  c o u n t r y .  W h y  s u c h  i n c o m e  s h o u l d  b e  
s u b j e c t e d  t o  a n o t h e r  t a x .  W e  o p p o s e  s u c h  d o u b l e  t a x a t i o n .
A f t e r  i n v i t e d  t o  i n v e s t  a n d  t o  c o n t r i b u t e  t o  t h e  e c o n o m i c  
a c t i v i t i e s  a n d  t o  t h e  e c o n o m i c  b a s e ,  w h y  o n e  s h o u l d  b e  
p e n a l i z e d  b y  s u c h  d o u b l e  t a x a t i o n .

F u r t h e r ,  t h e  w o r l d w i d e  u n i t a r y 7 t a x  s y s t e m  r e q u i r e s  c o m b i n i n g  
o f  p r o p e r t i e s ,  s a l e s  a n d  p a y r o l l  o f  t h e  w h o l e  w o r l d ,  i n  o r d e r  
t o  f i n d  o u t  w h a t  p e r c e n t a g e  o f  t h e  g l o b a l  i n c o m e  s h o u l d  b e  
a t t r i b u t e d  t o  a  c e r t a i n  s t a t e .  P r i c e s  o f  o n e  a c r e  i n  t h e  U . S .  
a n d  J a p a n  a r e  v e r y  d i f f e r e n t ,  p a r t i c u l a r l y  w h e n  t h e  o n e  a c r e  
i n  J a p a n  w a s  b o u g h t  t h r e e  h u n d r e d  y e a r s  a g o  w h i l e  t h e  o n e  i n  
t n e  U . S .  w a s  b o u g h t  1 9 8 9 .  T h o s e  o r i g i n a l  b o c k  v a l u e s  o f  t h e  
e a c h  a c r e ,  m a k e  n o  b a s i s  f o r  a p p o r t i o n i n g  g l o b a l  i n c o m e .  I t  
c r e a t e s  n o t h i n g  b u t  d i s t o r t i o n .  S a l e s  i n  l a r g e  a n d  t r a d i t i o n a l l y  
e s t a b l i s h e d  m a r k e t  a n d  i n  u n s t a b l e  a n d  r i s k y  m a r k e t  w o u l d  o f  
c o u r s e  h a v e  d i f f e r e n t  p r o f i t  m a r g i n ,  t h e r e f o r e ,  s u c h  p r o v i d i n g  
n o  r a t i o n a l  b a s i s  t o  a l l o c a t e  g l o b a l  i n c o m e .  W a g e  l e v e l s  a r e  
c l e a r l y  k n o w n  t o  b e  d i f f e r e n t  c o u n t r y  t o  c o u n t r y ,  o r . c e  a g a i n ,  
p r o v i d i n g  n o  r e a s o n a b l e  b a s i s  f o r  a l l o c a t i n g  g l o b a l  i n c o m e .
I n  J a p a n ,  n o - l a y  o f f  m e a n s  v e r y  m u c h  b e y o n d  s o r e  w a g e  d i f f e r e n c e s  
a n d  i t  c a n  h a v e  i m p o r t a n t  v a l u e .  C o u n t r y -  t o  c o u n t r y ,  f r i n g e
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b e n e f i t s  a r e  d i f f e r e n t ,  t h a t  i n c l u d e  h o u s i n g  i n  s o m e  c o u n t r i e s  
w h e r e  i t .  c o u l d  m e a n  v e r y  m u c h  i n  v a l u e .  T h e r e f o r e ,  c o n t r i b u t e  i o n  
t o  i n c o m e  c r e a t i o n  c a n n o t  b e  d i r e c t  t r a n s l a t i o n  o f  w a g e s  o r  
s a l a r i e s .  T h e r e  a r e  i n  s o m e  c a s e s ,  v e r y  i m p o r t a n t  e l e m e n t s  
t h a t  e n a b l e s  c o n t r i b u t i o n  b y e m p l o y e e s  t o  t h e  c o r p o r a t e  m e t r e ,  
o u t s i d e  w a g e s  a n d  s a l a r i e s .

X  a m  s u r e  t h a t  s t a t e  t a x  a u t h o r i t i e s  a r e  r a s p o n s b i l a  t o  t a x  
c o r p o r a t i o n s  w i t h o u t  a l l o w i n g  t h e m  t o  h i d e  i n c o m e  a n d  e v a d e  
d u e  t a x e s .  T h e  F e d e r a l  G o v e r n m e n t  i s  v e r y  m u c h  r e s p o n s i b l e  L o r  
m a k i n g  s u r e  t h a t  t h e y  t a x  r i g h t  a n d  n o t  a l l o w  i n t e r n a t i o n a l  
c o r p o r a t i o n s  t o  e v a d e  t a x e s .  T h e i r  r e s p o n s i b i l i t i e s  m a y  b e  
e v e n  f a r  g r e a t e r ,  t h e  s t a k e  b e i n g  m u c h  l a r g e r  c o m p a r e d  t o  s t a t e  
l e v e l . .  T h e  F e d e r a l  t a x  a u t h o r i t i e s  u s e  " a r m ' s  l e n g t h "  m e t h o d  
t o  t o s t  a n y  s u s p i c i o u s  t r a n s a c t i o n s .  I P S  C o d e  - 1 8 2  g i v e s  t h e  
S e c r e t a r y  o f  T r e a s u r y  s u c h  a n  a u t h o r i t y  t o  c a r r y  o u t  t h e i r  
r e s p o n s i b i l i t y  t o  t a x .  W h y  c a n n o t  a  s t a t e  u s e  t h e  s a m e  t e s t ,  
r a t h e r  t h a n  r e l y  u p o n  t h e  i m p o s s i b l e  w o r l d w i d e  u n i t a r y  t a x  
s y s t e m .

E x c h a n g e  r a t e s  a m o n g  n a t i o n s  t h a t  h a v e  b e e n  c h a n g i n g  s o  m u c h  
n o t  o n l y  o v e r  y e a r s  b u t  e v e n  w i t h i n  a  y e a r  o f  t w e l v e  m o n t h s .
W h a t  e x c h a n g e  r a t e  t o  u s e ?  W h a t  j u s t i f i c a t i o n  i s  t h e r e  f o r  
c h o o s i n g  a n y  e x c h a n g e  r a t e ?  W h a t  c o u l d  h a v e  b e e n  t h e  e x c n a n g e  
r a t e  o f  t h e  J a p a n e s e  c u r r e n c y  o f  t h r e e  h u n d r e d  y e a r s  a g o  t o  
t h e  U . S .  d o l l a r ?  S h o u l d  w e  c o m b i n e  t h e  r e s u l t ,  w h a t e v e r  i t  

m a y  b e ,  w i t h  t h e  v a l u e  o f  a n y  U . S .  p r o p e r t y  b o u g h t  t h i s  y e a r ?

J a p a n  h a s  m a d e  a b o u t  $ 5 0  b i l l i o n  d i r e c t  i n v e s t m e n t  i n  t h e  
U n i t e d  S t a t e s  s o  f a r .  A s  w e  m a k e  t r a d e  s u r p l u s  w i t h  t h e  U . S .  
w e  m u s t  g e t  t h e  m o n e y  b a c k  t o  U . S .  U n l e s s  w o  d o  s o ,  t h e  
s h o r t a g e  o f  m o n e y  i n  U . S .  w i l l  d r i v e  t h e  i n t e r e s t  r a t e  h i g h e r  
a n d  e c o n o m i c  a c t i v i t i e s  l o w e r .  J a p a n  s h o u l d  i n v e s t  s u c h  U . S .  
m o n e y  i n  m a n u f a c t u r i n g  i n d u s t r i e s ,  r a t h e r  t h a n  n a t i o n a l  b o n d s ,  
c o n s i d e r i n g  p r o d u c t i v e  a n d  j o b - c r e a t i r . g  i m p a c t .  G r e a t e r  
m a n u f a c t u r i n g  h a s  t r e m e n d o u s  r i p p l e  e f f e c t s  i n  e c o n o m i c  
a c t i v i t i e s .

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

S B ^ 1 1 9  e l i m i n a t e s  t h e  w o r l d w i d e  u n i t a r y  t a x  f r o m  A l a s k a  a n d  
r e m o v e s  f e a r  o f  u n f a r e  d o u b l e  t a x a t i o n  f r o m  i n v e s t i n g  i n  
A l a s k a .  i t  e n d s  t h e  m o s t  c u m b e r s o m e  a n d  o n o r o u s  t a x  s y s t e m .
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O n c e  t h e  n o t o r i o u s  w o r l d w i d e  u n i t a r y  t a x  i s  r e m o v e d  f r o m  A l a s k a  
a n d  t h e  i n t e r n a t i o n a l l y  a c c e p t e d  s y s t e m  i s  a p p l i e d  t o  i n v e s t o r s  
f r o m  U . S . ,  H o l l a n d ,  G e r m a n y  o r  a n y  o t h e r  c o u n t r y ,  c e r t a i n l y  
i n c l u d i n g  J a p a n ,  I  a m  3 u r e  A l a s k a  i s  r e a l l y  r e a d y  f o r  a n y
i n t e r n a t i o n a l  i n v e s t m e n t s .  K E I D A N R E N  w i l l  r e m o v e  t h e  r e d  f l a y
f r o m  A l a s k a  o n  t h e  i n v e s t m e n t  m a p .

I n  c l o s i n g ,  M a d a m e  C h a i r w o m a n  B e t t y e  F a h r e n k a m p  a n d  m e m b e r s  o f  c h e
S e n a t e  C o m m i t t e e  o n  R e s o u r c e s ,  1  w o u l d  l i k e  t o  e x p c e u s  m y  
a p p r e c i a t i o n  f o r  t h e  o p p o r t u n i t y  t o  t e s t i f y  b e f o r e  y o u r  c o m m i t t e e  
i n  s u p p o r t  o f  t h e  S e n a t e  B i l l  N o .  1 1 9 ,  w h i c h  w o u l d  c h a n g e  a  w o r l d ­
w i d e  c o m b i n a t i o n  t o  t h e  w a t e r ' s  e d g e  c o m b i n a t i o n  f o r  A l a s k a  
S t a t e  t a x  p u r p o s e .

***************



T h e  f o l l o w i n g  i s  a  t e c h n i c a l  e x p l a n a t i o n  o f  I B M ' s  p r o p o s e d  

b i l l ,  w h i c h  w o u l d  a p p l y  t h e  w a t e r ' s  e d g e  m e t h o d  t o  m u l t i - n a t i o n a l  

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

p r o v i s i o n s  o f  I . B . M . ' s  p r o p o s a l  a r e  i d e n t i c a l  t o  t h o s e  o f  t h e  

G o v e r n o r ' s  b i l l  ( S B  1 1 9 ) .  T h i s  a n a l y s i s  f o c u s e s  o n  t h e  d i f f e r ­

e n c e s  .

T A X A B L E  I N C O M E  —  S e c .  4 3 . 2 0 . 0 3 1 .

D E F I N I T I O N .  S u b s e c t i o n  ( a )  o f  S e c .  4 3 . 2 0 . 0 3 1  r e q u i r e s  t h a t  

t a x a b l e  i n c o m e  s h a l l  b e  d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  S e c .  6 3  o f  

t h e  I n t e r n a l  R e v e n u e  C o d e  ( I R C ) .  A l a s k a  l a w  c u r r e n t l y  d o e s  n o t  

c o n t a i n  a n y  e x p r e s s  d e f i n i t i o n  o f  t a x a b l e  i n c o m e .  U p  u n t i l  1 9 8 0 ,  

t h e  l a w  d i d  d e f i n e  t a x a b l e  i n c o m e  a c c o r d i n g  t o  t h e  I R C  d e f i n i ­

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

1 9 8 0  a s  a  c o n s e q u e n c e  o f  t h e  p e r s o n a l  i n c o m e  t a x  r e p e a l .  A  

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

t o  s u p p o r t  t h e  i n t e n t  t o  l i m i t  t a x a t i o n  t o  t h e  w a t e r ' s  e d g e .  S B  

1 1 9  c o n t a i n s  n o  d e f i n i t i o n  o f  t a x a b l e  i n c o m e .

E X C L U S I O N S .  S u b s e c t i o n  ( b )  o f  S e c .  4 3 . 2 0 . 0 3 1  e x c l u d e s  8 0 %  

o f  f o r e i g n  d i v i d e n d s ,  1 0 0 %  o f  I R C  S e c .  7 8  d i v i d e n d  g r o s s - u p ,  a n d  

8 0 %  o f  f o r e i g n  r o y a l t i e s .

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

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

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

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

A N A L Y S I S  O F  I . B . M . ' S  U N I T A R Y  T A X  P R O P O S A L
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d o m e s t i c  c o r p o r a t i o n .  H o w e v e r ,  d o u b l e  t a x a t i o n  o f  r e p a t r i a t e d  

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

c r e d i t .

S t a t e s ,  i n c l u d i n g  A l a s k a ,  i m p o s e  i n c o m e  t a x  o n  a  s o u r c e  

p r i n c i p l e .  T h a t  i s ,  s t a t e s  a r e  l i m i t e d  b y  t h e  U . S .  c o n s t i t u t i o n  

t o  t a x a t i o n  o f  i n c o m e  a r i s i n g  w i t h i n  t h e  s t a t e ' s  b o r d e r s .  F o r  

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

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

a p p o r t i o n m e n t  f o r m u l a .  1 /  T h e o r e t i c a l l y ,  t h e  u s e  o f  a  w o r l d w i d e  

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

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

a r e  i n c l u d e d  i n  t h e  d e n o m i n a t o r .  O n  a  w a t e r ' s  e d g e  b a s i s ,  

h o w e v e r ,  b o t h  i n c o m e  a n d  f a c t o r s  a r e  l i m i t e d  t o  t h e  w a t e r ' s  e d g e .  

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

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

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

p r o h i b i t e d  f r o m  t a x i n g .

S e c .  7 8  g r o s s - u p  i s  f u l l y  e x c l u d e d ,  b e c a u s e  t h i s  i s  

" f i c t i t i o u s  i n c o m e . "  I t  i s  i n c l u d e d  i n  f e d e r a l  t a x a b l e  i n c o m e  

s o l e l y  f o r  U . S .  t a x  p u r p o s e s  a s  p a r t  o f  t h e  m e c h a n i c s  o f  t h e  

f o r e i g n  t a x  c r e d i t .  N e i t h e r  t h i s  i n c o m e  n o r  t h e  w o r k i n g s  o f  t h e  

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

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



sra

( a l t h o u g h  a  f e w  s t a t e s  h a v e  t h e i r  o w n  v e r s i o n  o f  a  " f o r e i g n  t a x  

c r e d i t " ) .

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

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

U . S .  e x p e n s e s ,  a l t h o u g h  d e d u c t e d  f r o m  ( r e d u c i n g )  t a x a b l e  i n c o m e ,  

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

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

t h i s ,  t h e  b i l l  p r o v i d e s  f o r  o n l y  a n  8 0 %  e x c l u s i o n .  S u b s e c t i o n  

( c )  o f  t h i s  s e c t i o n  f u r t h e r  c l a r i f i e s  t h a t  n o  f u r t h e r  e x p e n s e  

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

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

e x c l u s i o n s  - -  f o r e i g n  d i v i d e n d s ,  f o r e i g n  r o y a l t i e s  a n d  S e c .  7 8  

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

r e l a t e d  c o m p a n i e s ,  d e f i n e d  a s  5 0 %  o w n e d .

A F F I L I A T E D  G R O U P  D E F I N I T I O N  —  S e c .  4 3 . 2 0 . 0 7 3 .

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

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

e x c l u s i o n  f r o m  t h e  g r o u p  o f  " 8 0 / 2 0 "  c o r p o r a t i o n s .

8 0 / 2 0  c o r p o r a t i o n s  a r e  c o r p o r a t i o n s  i n c o r p o r a t e d  i n  t h e  

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

n u m e r o u s  n o n - t a x  r e a s o n s ,  s u c h  a s  f o r e i g n  p r o h i b i t i o n s  a g a i n s t  

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

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

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

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

e x c l u d e d  f r o m  t h e  w a t e r ' s  e d g e .  T h e r e  i s  n o  r e a s o n  t o  i n c l u d e  

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

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

r e q u i r e m e n t s .  T h e r e  i s  n o  t a x  m o t i v a t i o n  f o r  t h i s  t y p e  o f  

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

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

F O R E I G N  C O R P O R A T I O N  D E F I N I T I O N  —  S e c .  4 3 . 2 0 . 0 5 1 .

A s  a  r e s u l t  o f  t h e  e x t e n d i n g  t h e  w a t e r ' s  e d g e  m e t h o d  t o  U . S .  

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

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

" f o r e i g n  c o r p o r a t i o n . "  S e c .  4 3 . 2 0 . 0 5 1  d e f i n e s  s u c h  a  c o r p o r a t i o n  

t o  b e  o n e  " c r e a t e d  o r  o r g a n i z e d  o u t s i d e  o f  t h e  U n i t e d  S t a t e s ,  t h e  

D i s t r i c t  o f  C o l u m b i a ,  t h e  c o m m o n w e a l t h  o f  P u e r t o  R i c o ,  o r  a n y  

p o s s e s s i o n  o f  t h e  U n i t e d  S t a t e s . "

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

G o v e r n o r ' s  b i l l .
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M y  n a m e  i s  S a d a n i i  ( C h r i s )  W a d a ,  S e n i o r  V i c e  P r e s i d e n t  o f  
S o n y  C o r p o r a t i o n  o f  A m e r i c a  a n d  l  a m  a l s o  U . S .  A d v i s o r  t o  
t h e  C o u n c i l  f o r  B e t t e r  I n v e s t m e n t  i n  t h e  U . S .  o f  K E I D A N R E N .

K E I D A N R E N  i s  a  J a p a n e s e  n a m e  f o r  J a p a n  F e d e r a t i o n  o f  E c o n o m i c  
O r g a n i z a t i o n s .  I t  i s  a  p r i v a t e ,  n o n - p r o f i t  e c o n o m i c  o r g a n i ­
z a t i o n  r e p r e s e n t i n g  v i r t u a l l y  a l l  b r a n c h e s  o f  e c o n o m i c  
a c t i v i t i e s  i n  J a p a n .  i t  i s  c e r t a i n l y  a  n a t i o n - w i d e  b o d y  
w i t h  1 . 2 0  a s s o c i a t i o n  m e m b e r s  a n d  9 2 1  c o r p o r a t e  m e m b e r s  a s  
o f  S e p t e m b e r  1 9 8 8 .

K E I D A N R E N  h a s  s e n t  a  s e r i e s  o f  i n v e s t m e n t - r e l a t e d  m i s s i o n s  t o  
v a r i o u s  s t a t e s  s i n c e  1 9 8 4 ,  c o v e r i n g  2 3  s t a t e s  i n  t h e  f i r s t  
y e a r ,  1 6  s t a t e s  i n  1 9 8 6 ,  5  s t a t e s  i n  1 9 8 7  a n d  A l a s k a  a n d  
H a w a i i  i n  S e p t e m b e r  1 9 8 8 .

L a s t  S e p t e m b e r  t h e  2 1 - m e m b e r  K E I D A N R E N  i n v e s t m e n t  s t u d y  
m i s s i o n  t o  A l a s k a  v i s i t e d  a  n u m b e r  o f  p l a c e s  a n d  h a d  a  n u m b e r  
o f  i m p o r t a n t  m e e t i n g s  i n  t h e  s t a t e .  T h e  m e e t i n g s  i n c l u d e d  
t h e  s t a t e  l e g i s l a t u r e  l e a d e r s h i p s ,  b u s i n e s s  l e a d e r s h i p s ,  
t h e  A d m i n i s t r a t i o n  l e a d e r s h i p s  a n d  r e p o r t e r s  f r o m  m e d i a  
w o r l d .

W e  w e r e  v e r y  m u c h  i m p r e s s e d  b y  t h e  b e a u t y  o f  A l a s k a  a n d  i t s  
s h o r t  d i s t a n c e  f r o m  J a p a n .  I t s  a b u n d a n t  n a t u r a l  r e s o u r c e s  
a l s o  i m p r e s s e d  u s .  E v e n  t h o u g h  t h e  s t a t e  l o s t  c o m p e t i t i o n  
f o r  1 9 9 4  w i n t e r  O l y m p i c  s i t e ,  t h e  s t a t e  i s  r i c h  i n  s i t e s  f o r  
s k i i n g  a n d  o t h e r  w i n t e r  s p o r t s .

H o w e v e r ,  w e  w e r e  v e r y  m u c h  d i s a p p o i n t e d  t o  l e a r n  t h a t  t h i s  
r i c h  a n d  b e a u t i f u l  s t a t e  h a s  t h e  n o t o r i o u s  w o r l d w i d e  u n i t a r y  
t a x  s y s t e m .  T h e  B r i t i s h ,  D u t c h  a n d  o t h e r  E u r o p e a n  n a t i o n s  
u n i t e d  t h e i r  e f f o r t s  t o  a p p e a l  t o  t h e  U n i t e d  S t a t e s  w i t h  
t h e i r  s t r o n g  o p p o s i t i o n  a g a i n s t  t h i s  u n f a i r ,  u n r e a s o n a b l e  
a n d  i n t e r n a t i o n a l l y - r e j e c t e d  t a x  s y s t e m .  P r i m e  M i n i s t e r  
M a r g a r e t  T h a t c h e r  r e p e a t e d l y  u r g e d  t h e n  p r e s i d e n t  R o n a l d  
R e a g a n  o f  t h e  U . S .  t o  s t o p  t h e  p r a c t i c e  o f  t h e  u n i t a r y  t a x  
o n  a  w o r l d w i d e  b a s i s .

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



I n  1 9 8 4  t h e  f o l l o w i n g  1 2  s t a t e s  h a d  t h e  w o r l d w i d e  u n i t a r y  
t a x  s y s t e m .  T h e y  w e r e  A l a s k a ,  C a l i f o r n i a ,  C o l o r a d o ,  F l o r i d a ,  
I d a h o ,  I n d i a n a ,  M . * s s a c h u s e t s ,  M o n t a n a ,  N e w  H a m p s h i r e ,  N o r t h  
D a k o t a ,  O r e g o n  a n d  U t a h .  A l l  e x c e p t  A l a s k a  c h a n g e d  t h e i r  t a x  
s y s t e m .  T h e  m o s t  i m p o r t a n t  w o r l d w i d e  u n i t a r y  t a x  s t a t e ,  
C a l i f o r n i a  w i t h  i t s  l a r g e s t  t a x  e x p o s u r e  a m o n g  t h e  1 2  s t a t e s ,  
p r o v i d e d  t h e  w a t e r ' s  e d g e  c h o i c e  b y  i t s  s t a t e  l e g i s l a t u r e  
a n d  t h e  g o v e r n o r ' s  s i g n a t u r e  i n  1 9 8 6 .  T h e  g o v e r n o r  o f  C a l i -  
f o r n i a - d i d  s u p p o r t  t h e i r  w a t e r ' s  e d g e  a n d  s i g n e d  i t  i n t o  t h e  
l a w  f o r  t h e i r  e c o n o m i c  g r o w t h  t h r o u g h  g r e a t e r  i n t e r n a t i o n a l  
i n v e s t m e n t  p a r t i c u a l a r l y  i n  m a n u f a c t u r i n g .  A l l  o f  t h o s e  s t a t e s  
t h a t  m o d i f i e d  t h e i r  t a x  s y s t e m  d i d  s o  i n  t h e  s a m e  t h o u g h t  a s  
C a l i f o r n i a .

K E I D A N R E N ,  S o n y  a n d  o t h e r s  f r o m  J a p a n ,  f o r  g r e a t e r  i n v e s t m e n t s  
i n  A l a s k a  a r e  a l l  p l e a s e d  t o  s e e  S B - 1 1 9  b e f o r e  t h e  s t a t e  
l e g i s l a t u r e ,  a n d  w i s h  v e r y  m u c h  t o  s u p p o r t  t h e  p a s s a g e  o f  
t h e  b i l l .  W e  a r e  v e r y  h a p p y  t o  k n o w  t h a t  G o v e r n o r  C o w p e r  
t o o k  t h e  i n i t i a t i v e  i n  t h i s  e f f o r t  w i t h  t h e  w i d e  s u p p o r t  
f r o m  t h e  A l a s k a  s t a t e  l e g i s l a t u r e .  T h e  w o r l d w i d e  u n i t a r y  
t a x  s y s t e m  p e n a l i z e s  i n v e s t m e n t .  W h e n  o n e  m a k e s  a n  i n v e s t m e n t  
i n  m a n u f a c t u r i n g ,  i t  t a k e s  t i m e  i n  p u r c h a s i n g  a n d ,  b u i l d i n g  
p l a n t  s t r u c t u r e s ,  m a c h i n e s ,  t r a i n i n g  w o r k e r s ,  o r g a n i z i n g  p l a n t  
o p e r a t i o n s  t o  b e  e f f i c i e n t ,  d e b u g g i n g  m a c h i n e  o p e r a t i o n s  a n d  
a l s o  i n  s e c u r i n g  a n d  t r a i n i n g  m a t e r i a l  a n d  p a r t s  s u p p l i e r s .
I t  t a k e s  e a s i l y  a  f e w  y e a r s  b e f o r e  y o u  c a n  h a v e  r e a l  p r o f i t  
o n  w h i c h  y o u  m a y  p a y  i n c o m e  t a x .  U n t i l  y o u  m a k e  p r o f i t ,  y o u  
h a v e  n o t h i n g  t o  p a y  t a x  o u t  o f .  T h e  n o t o r i o u s  w o r l d w i d e  
u n i t a r y  t a x  d e m a n d s  s t a t e  t a x  p a y m e n t  o u t  o f  g l o b a l  i n c o m e  
f r o m  o t h e r  c o u n t r i e s ,  t h r o u g h  w h a t ,  t h e y  c a l l  w o r l d w i d e  
c o m b i n a t i o n  o f  i n c o m e .  I n c o m e  m a d e  i n  o t h e r  c o u n t r i e s  i s  
o f  c o u r s e  t a x e d  i n  e a c h  c o u n t r y .  W h y  s u c h  i n c o m e  s h o u l d  b e  
s u b j e c t e d  t o  a n o t h e r  t a x .  W e  o p p o s e  s u c h  d o u b l e  t a x a t i o n .
A f t e r  i n v i t e d  t o  i n v e s t  a n d  t o  c o n t r i b u t e  t o  t h e  e c o n o m i c  
a c t i v i t i e s  a n d  t o  t h e  e c o n o m i c  b a s e ,  w h y  o n e  s h o u l d  b e  
p e n a l i z e d  b y  s u c h  d o u b l e  t a x a t i o n .

F u r t h e r ,  t h e  w o r l d w i d e  u n i t a r y  t a x  s y s t e m  r e q u i r e s  c o m b i n i n g  
o f  p r o p e r t i e s ,  s a l e s  a n d  p a y r o l l  o f  t h e  w h o l e  w o r l d ,  i n  o r d e r  
t o  f i n d  o u t  w h a t  p e r c e n t a g e  o f  t h e  g l o b a l  i n c o m e  s h o u l d  b e  
a t t r i b u t e d  t o  a  c e r t a i n  s t a t e .  P r x c e s  o f  o n e  a c r e  i n  t h e  U . S .  
a n d  J a p a n  a r e  v e r y  d i f f e r e n t ,  p a r t i c u l a r l y  w h e n  t h e  o n e  a c r e  
i n  J a p a n  w a s  b o u g h t  t h r e e  h u n d r e d  y e a r s  a g o  w h i l e  t h e  o n e  i n  
t n e  U . S .  w a s  b o u g h t  1 9 8 9 .  T h o s e  o r i g i n a l  b o o k  v a l u e s  o f  t h e  
e a c h  a c r e ,  m a k e  n o  b a s i s  f o r  a p p o r t i o n i n g  g l o b a l  i n c o m e .  I t  
c r e a t e s  n o t h i n g  b u t  d i s t o r t i o n .  S a l e s  i n  l a r g e  a n d  t r a d i t i o n a l l y  
e s t a b l i s h e d  m a r k e t  a n d  i n  u n s t a b l e  a n d  r i s k y  m a r k e t  w o u l d  o f  
c o u r s e  h a v e  d i f f e r e n t  p r o f i t  m a r g i n ,  t h e r e f o r e ,  s u c h  p r o v i d i n g  
n o  r a t i o n a l  b a s i s  t o  a l l o c a t e  g l o b a l  i n c o m e .  W a g e  l e v e l s  a r e  
c l e a r l y  k n o w n  t o  b e  d i f f e r e n t  c o u n t r y  t o  c o u n t r y ,  o n c e  a g a i n ,  
p r o v i d i n g  n o  r e a s o n a b l e  b a s i s  f o r  a l l o c a t i n g  g l o b a l  i n c o m e .
I n  J a p a n ,  n o - l a y  o f f  m e a n s  v e r y  m u j h  b e y o n d  s o m e  w a g e  d i f f e r e n c e s  
a n d  i t  c a n  h a v e  i m p o r t a n t  v a l u e .  C o u n t r y  t o  c o u n t r y ,  f r i n g e

W a d a  T e s t i m o n y / S D - 1 1 9  P a g e  2



W a d a  T e s t i m o n y / S B - 1 1 9 P a g e  3

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

I  a m  s u r e  t h a t  s t a t e  t a x  a u t h o r i t i e s  a r e  r e s p o n s b i l e  t o  t a x  
c o r p o r a t i o n s  w i t h o u t  a l l o w i n g  t h e m  t o  h i d e  i n c o m e  a n d  e v a d e  
d u e  t a x e s .  T h e  F e d e r a l  G o v e r n m e n t  i s  v e r y  m u c h  r e s p o n s i b l e  f o r  
m a k i n g  s u r e  t h a t  t h e y  t a x  r i g h t  a n d  n o t  a l l o w  i n t e r n a t i o n a l  
c o r p o r a t i o n s  t o  e v a d e  t a x e s .  T h e i r  r e s p o n s i b i l i t i e s  m a y  b e  
e v e n  f a r  g r e a t e r ,  t h e  s t a k e  b e i n g  m u c h  l a r g e r  c o m p a r e d  t o  s t a t e  
l e v e l .  T h e  F e d e r a l  t a x  a u t h o r i t i e s  u s e  " a r m ' s  l e n g t h "  m e t h o d  
t o  t e s t  a n y  s u s p i c i o u s  t r a n s a c t i o n s .  I R S  C o d e  4 8 2  g i v e s  t h e  
S e c r e t a r y  o f  T r e a s u r y  s u c h  a n  a u t h o r i t y  t o  c a r r y  o u t  t h e i r  
r e s p o n s i b i l i t y  t o  t a x .  W h y  c a n n o t  a  s t a t e  u s e  t h e  s a m e  t e s t ,  
r a t h e r  t h a n  r e l y  u p o n  t h e  i m p o s s i b l e  w o r l d w i d e  u n i t a r y  t a x  
s y s t e m .

E x c h a n g e  r a t e s  a m o n g  n a t i o n s  t h a t  h a v e  b e e n  c h a n g i n g  s o  m u c h  
n o t  o n l y  o v e r  y e a r s  b u t  e v e n  w i t h i n  a  y e a r  o f  t w e l v e  m o n t h s .
W h a t  e x c h a n g e  r a t e  t o  u s e ?  W h a t  j u s t i f i c a t i o n  i s  t h e r e  f o r  
c h o o s i n g  a n y  e x c h a n g e  r a t e ?  W h a t  c o u l d  h a v e  b e e n  t h e  e x c h a n g e  
r a t e  o f  t h e  J a p a n e s e  c u r r e n c y  o f  t h r e e  h u n d r e d  y e a r s  a g o  t o  
t h e  U . S .  d o l l a r ?  S h o u l d  w e  c o m b i n e  t h e  r e s u l t ,  w h a t e v e r  i t  
m a y  b e ,  w i t h  t h e  v a l u e  o f  a n y  U . S .  p r o p e r t y  b o u g h t  t h i s  y e a r ?

J a p a n  h a s  m a d e  a b o u t  $ 5 0  b i l l i o n  d i r e c t  i n v e s t m e n t  i n  t h e  
U n i t e d  S t a t e s  s o  f a r .  A s  w e  m a k e  t r a d e  s u r p l u s  w i t h  t h e  U . S .  
w e  m u s t  g e t  t h e  m o n e y  b a c k  t o  U . S .  U n l e s s  w o  d o  s o ,  t h e  
s h o r t a g e  o f  m o n e y  i n  U . S .  w i l l  d r i v e  t h e  i n t e r e s t  r a t e  h i g h e r  
a n d  e c o n o m i c  a c t i v i t i e s  l o w e r .  J a p a n  s h o u l d  i n v e s t  s u c h  U . S .  
m o n e y  i n  m a n u f a c t u r i n g  i n d u s t r i e s ,  r a t h e r  t h a n  n a t i o n a l  b o n d s ,  
c o n s i d e r i n g  p r o d u c t i v e  a n d  j o b - c r e a t i n g  i m p a c t .  G r e a t e r  
m a n u f a c t u r i n g  h a s  t r e m e n d o u s  r i p p l e  e f f e c t s  i n  e c o n o m i c  
a c t i v i t i e s .

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

S B - 1 1 9  e l i m i n a t e s  t h e  w o r l d w i d e  u n i t a r y  t a x  f r o m  A l a s k a  a n d  
r e m o v e s  f e a r  o f  u n f a r e  d o u b l e  t a x a t i o n  f r o m  i n v e s t i n g  i n  
A l a s k a .  i t  e n d s  t h e  m o s t  c u m b e r s o m e  a n d  o n o r o u s  t a x  s y s t e m .
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O n c e  t h e  n o t o r i o u s  w o r l d w i d e  u n i t a r y  t a x  i s  r e m o v e d  f r o m  
A l a s k a  a n d  t h e  i n t e r n a t i o n a l l y  a c c e p t e d  s y s t e m  i s  a p p l i e d  t o  
i n v e s t o r s  f r o m  U . K . ,  H o l l a n d ,  G e r m a n y  o r  a n y  o t h e r  c o u n t r y  
c e r t a i n l y  i n c l u d i n g  J a p a n ,  I  a m  s u r e  A l a s k a  i s  r e a l l y  r e a d y  
f o r  a n y  i n t e r n a t i o n a l  i n v e s t m e n t s .  K E I D A N R E N  w i l l  r e m o v e  t h e  
r e d  f l a g  f r o m  A l a s k a  o n  t h e  i n v e s t m e n t  m a p .

I  w o u l d  l i k e  t o  e x p r e s s  h e r e  m y  s i n c e r e  a p p r e c i a t i o n  f o r  t h e  
o p p o r t u n i t y  t o  c o m m u n i c a t e  o u r  o p p o s i t i o n  a g a i n s t  t h e  w o r l d w i d e  
u n i t a r y  t a x  a n d  o u r  s u p p o r t  t o  t h e  S e n a t e  B i l l  S B - 1 1 9 .

I  w o u l d  a l s o  l i k e  t o  e x p r e s s  h e r e  m y  a p p r e c i a t i o n  f o r  t h e  
J a n u a r y  2 5 ,  1 9 8 9  o p p o r t u n i t y  t o  t e s t i f y  v i a  t e l e p h o n e  i n  
s u p p o r t  o f  t h e  s a m e  S B - 1 1 9  b e f o r e  t h e  S e n a t e s ' s  C o m m 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 m  u n d e r  t h e  c h a i r m a n s h i p  
o f  S e n a t o r  S z y m a n s k i .

★ * * * * * 0 n d  * * * * * *
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A R E S O L U T I O N  R E Q U I R I N G  S E P A R A T E  A C C O U N T IN G

W H E R E A S , t h e  S t a t e  o f  A l a s k a  h a s  l o s t  h u n d r e d s  o f  
m i l l i o n s  o f  d o l l a r s  s i n c e  " s e p a r a t e  a c c o u n t i n g "  w a s  r e p e a l e d  
i n  1 9 8 1 ;  a n d

W HEREA S,  " s e p a r a t e  a c c o u n t i n g "  r e q u i r e s  t h e  o i l  
i n d u s t r y  t o  p a y  t a x e s  o n  p r o f i t s  m a d e  i n  A l a s k a ;  a n d

WHEREAS,  " s e p a r a t e  a c c o u n t i n g "  w i l l  g i v e  m u l t i ­
n a t i o n a l  c o r p o r a t i o n s  t h e  i n c e n t i v e  t o  d o  b u s i n e s s  i n  t h e  
S t a t e  o f  A l a s k a ;  a n d

WHE REA S,  " s e p a r a t e  a c c o u n t i n g ' 1 w i l l  h e l p  a s s u r e  
t h e  S t a t e  o f  A l a s k a  r e c e i v e s  i t s  f a i r  s h a r e  o f  o i l  r e v e n u e  
p r o f i t s .

NOW, T H E R E F O R E ,  BE I T  RESO LVED  t h a t  t h e  F a i r b a n k s  
N o r t h  S t a r  B o r o u g h  A s s e m b l y  u r g e s  t h e  G o v e r n o r  a n d  t h e  
L e g i s l a t u r e  t o  r e i n s t i t u t e  " s e p a r a t e  a c c o u n t i n g "  a s  t h e  
m e t h o d  o f  c o r p o r a t e  t a x a t i o n  i n  t h e  S t a t e  o f  A l a s k a .

BE I T  FU R T H E R  R E S O L V E D  t h a t  c o p i e s  o f  t h i s  
r e s o l u t i o n  s h a l l  b e  s e n t  t o  t h e  H o n o r a b l e  S t e v e  C o w p e r ,  
G o v e r n o r ,  S t a t e  o f  A l a s k a  a n d  a l l  m e m b e r s  o f  t h e  I n t e r i o r  
D e l e g a t i o n  o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e .

P A S S E D  AND A P PROVE D T H I S  DAY O F ________________________ , 1 9 8 9 .

P r e s i d i n g  O f f i c e r

ATTEST:

C le r k  o f  t h e  A s s e m b ly
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M r. A k io  M o rita

V i c e  C h a ir m a n ,  K e id a n r c n

Ja p a n  F e d e ra t io n  o f  E c o n o m i c  O p e ra tio n s

1-9-4 O te m a ch i,  C h iy o d a -k u ,  To k y o  100

D e a r  M r. M o rita :

I ce r ta in ly  w e lco m e  the  fo rm a tio n  o f  y o u r  co u n c i l  and  

w ish  it g rea t s u c ce s s  in  its endeavors. A s  y o u  know , th e  

U n ite d  S ta te s  has a lon g  h is to ry  o f  e n jo y in g  th e  b e n e fits  o f  

fo re ig n  in v e s tm e n t. F o r  e x a m p le , a s ig n if ica n t  p o r tio n  o f  

th e  f in a n c in g  for ra ilroad  co n s tru c t io n  in o u r  c o u n t r y  in the 

last ce n tu r y ,  a v ita l e le m e n t  in that p e r io d ’s e c o n o m ic  

e x p a n s io n , w as p ro v id e d  by  foreigners. W e  k n o w  the  pos itive  

im p a cts  f r o m  fo re ign  d ire c t  in v e s tm e n t  are  m a n y , in c lu d in g :

-  in cre a se d  e ff ic ie n cy  in  th e  use o f  ca p ita l;

-  tra n sm is s io n  o f  n ew  m a n a g e m e n t te ch n iq u e s  a nd  

p r o d u c t io n  m e th o d o lo g ie s ;

-  im p ro v e d  u n d e rs ta n d in g  o f  host a nd  h o m e  co u n tr ie s ’ 

e c o n o m ic  s y s te m s  a nd  co n ce rn s ;  and

-  s tre n g th e n e d  e c o n o m ic  re la tionsh ips

July 25,1988 It is im p o r ta n t  for b o th  o u r  co u n tr ie s , and  fo r th e  w o rld  

g enera lly , th a t th e  in te rna tio na l c l im a te  fo r d ire c t  

in v e s tm e n t  flo w s  be o p e n . T h e  U n ite d  S ta te s  h as  long 

a rg ued  tha t in cre a se d  o p e n n e ss  o n  the part o f  d e ve lo p in g  

co u n tr ie s  to  d ir e c t  in v e s tm e n t  c o u ld  s ig n ifica n tly  im p ro v e  

th e ir  e co n o m ie s .

H o w e v e r , s o m e t im e s  co n ce r n s  a re  ex p re ssed  in  b o th  

h o m e  a n d  h o s t  co u n tr ie s  over p o te n tia l n ega tive  

im p lica tio n s  o f  s u ch  in ve s tm e n ts . In  the  U n ite d  S ta tes, th e  

r e c e n t  sha rp  in crea se  in  foreign  d ire c t  in v e s tm e n t  in flow s 

has te n d e d  to  h e ig h te n  those  fee lin g s  o f  co n c e r n  in so m e  

q u a rte rs . In  m y  persona l view , th e s e  fears are su b s ta n tia lly  

o v e rb lo w n . O rg a n iz a tio n s , like y o u rs , aw are o f  th e se  

sen s itiv itie s , c a n  be e ffe ct iv e  in m in im iz in g  the fr ic tio n s  

tha t m a y  o c ca s io n a lly  a rise in c o n n e c t io n  w ith  Jap anese 

b u s in e ss  e x p a n s io n s  in th e  U n i t e d  S ta tes. T h is  w o u ld  

ce r ta in ly  be  a n  im p o r ta n t  a ch ie v e m e n t, a n d  y o u  have m y  

w h o le h e a r te d  su p p o rt.

S in ce re ly ,

M ike M ansfie ld

U .S . A m b a s s a d o r  to  Japan

-3 -



OBJECTIVES

The purpose of the CBIUS is fourfold:

-  heighten the awareness of Japanese investing 

firms about concerns of the hosting local 

community and the nation.

-  encourage and support the integration of the 

investing firms into American society and the 

local community.

-  assist the member companies in their efforts to 

cope with legal and administrative problems, 

related to direct investment at state and federal 

levels.

-  help Japanese subsidiaries in gaining the support 

of their headquarters and facilitate smoother 

adaptation to the business environment in the 

U.S.

- 4 -



ACTIVITIES

( I )  M E E T I N G S

M ee tin gs  w ere  he ld  to discuss d ifficu lties 

encountered  b y  Japanese subsidiaries, related to 

m anagem en t, recru iting, and  others:

-  upda tes o n  recen t trends in Japanese direct 

in ves tm en t in the  U .S .

-  ad v ice  o n  how  to  interact in c o m m u n ity  

relations.

-  case studies o f  successful and unsuccessful 

ven tu res to grasp ingred ients for success and 

reasons for failure.

-  com para tive  analyses o f  A m e r ic a n  and Japanese 

lifestyles and liv in g  en viron m en ts , inc lud ing  the 

A m e r ic a n  educa tiona l system  and potentia l areas 

for ad jus tm en t, necessary for fam ilies m o v in g  to  

the  U .S .

-  enh an cem en t o f  th e  awareness level as to  the 

diverse and  m u lti-fa ce ted  nature o f  A m e iic a r . 

society, in c lud in g  m in o r ity  issues am ong  

Japanese investors.

- 5 -



(2) SEMINARS
The following are some seminars sponsored by the

CBIUS;

June 1988:

-  “Investment Environment of the State of 

New Mexico”

-  “Investment Environment of the State of 

California”

-  “The Importance of Community Relation 

Activities in the U.S.”

July 1988:
-  “Harvard Seminar on International Management 

and Investments”

August 1988:

-  “The U.S./Japan Bilateral Session: A New Era in 

Legal and Economic Relations”

October 1988:

-  “Osaka Seminar on Community Relation 

Activities in the U.S.”

- 6 -



( 3 )  M I S S I O N S

The CUIUS tent a delegation to Alaska and I lawaii 

in September 1988 to investigate the investment 

environment and learn the realities of doing business 

there. A  series of investment-related missions were 

also sent by Keidanren to various states beginning 

four years ago, covering 23 states in 1984,16 stales in 

1986, and live states last year.

The delegations were sent to learn from and 

exchange views with members of the federal 

government and state legislature, mayors, leaders of 

the states and municipalities, business communities 

and Japanese companies operating in the U.S.

( 5 )  S U R V E Y S

We survey our member companies regarding the 

nature of their business and investment, locations, 

scale, goals and problems.

By studying actual cases, we strive to follow up the 

activities and efforts of our member firms and probe 

into the diverse difficulties they face. In this way, we 

can assist them in concrete ways, rather than merely 

pursuing abstract aspirations.

( 4 )  N E W S L E T T E R S

The CBIUS newsletters update our member 

companies on our activities and future programs, 

featuring articles on topics of common concerns, 

including:

-  U.S. legislation and regulatory developments 

related to foreign direct investment.

-  Summaries on meetings with visiting U.S. 

officials, lawyers, and consultants focusing on 

advice to problems and their possible solutions.

-  Articles by and summaries on interviews with 

business leaders and government officials of 

lapan on U.S.-Japan investment relations.

We are also planning to introduce specific examples 

of community activities by our member companies so 

that others can learn and follow.
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OFFICIALS

Chairman:

Advisor:

A c t in g  C h a i r m a n :

Treasurer:

U.S. Advisor:

Secretariat:

(Keidanren)

A k i o  M o r i t a

V i c e  C h a i r m a n ,  K e id a n r e n

C h a i r m a n  a n d  C h i e f  E x e c u t i v e  O f f i c e r  

S o n y  C o r p o r a t i o n

E i s h i r o  S a i t o  

C h a i r m a n ,  K e id a n r e n

D i r e c t o r  a n d  H o n o r a r y  C h a i r m a n  

N i p p o n  S te e l  C o r p o r a t i o n

Y o h  K u r o s a w a

D e p u t y  P r e s id e n t

T h e  I n d u s t r ia l  B a n k  o f  J a p a n ,  L t d .

T e t s u y a  H o r i e  

D e p u t y  P r e s id e n t

T h e  L o n g - T e r m  C r e d i t  B a n k  o f  J a p a n ,  L t d .

S a d a m i  ( C h r i s ;  W a d a  

S e n i o r  V i c e  P r e s id e n t  

S o n y  C o r p o r a t i o n  o f  A m e r i c a

K a t s u h i r o  F u j iw a r a  

D i r e c t o r

I n t e r n a t io n a l  E c o n o m i c  A f f a i r s  D e p t .

Y o s h io  N a k a m u r a  

S e n io r  A s s i s t a n t  D i r e c t o r  

In t e r n a t io n a l  E c o n o m i c  A f f a i r s  D e p t .

A t s u s h i  Y a m a k o s h i  

S t a f f  E c o n o m i s t

I n t e r n a t io n a l  E c o n o m i c  A f f a i r s  D e p t .
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T O T A L  M E M B E R S H I P :

2 4 5  c o r p o r a t i o n s  ( a s  o f  N o v e m b e r  1 5 , 1 9 8 8 )

STEERING C O M M I T T E E  M E M B E R S
A k i o  M o r i t a  

Y o h  K u r o s a w a  

S c i k i  T o z a k i  

Y o s h i t o k i  C h i n o

Y u s a k u  O n a g a

M a s a ta k a  N is h i

H i d e o  S u g iu r a

S h o i c h i  O h o r i

Y u z a b u r o  M o g i

A s a  J o n i s h i

T e t s u y a  H o r i e

C h a i r m a n ,  C B I U S

A c t i n g  C h a i r m a n ,  C B I U S

C o u n s e lo r ,  C .  I to h  &  C o . ,  L t d .

C h a i r m a n ,  D a iw a  S e c u r i t i e s  

C o . ,  L t d .

E x e c u t i v e  D i r e c t o r ,  F u j i t s u  

L i m i t e d

E x e c u t i v e  V i c e  P r e s id e n t  &  

D i r e c t o r ,  H i t a c h i ,  L t d .

A d v is o r ,  H o n d a  M o t o r  C o . ,  

L t d .

M a n a g in g  D i r e c t o r ,  K a j im a  

C o r p o r a t i o n

M a n a g in g  D i r e c t o r ,  K i k k o m a n  

C o r p o r a t i o n

S t a t u t o r y  A u d i t o r ,  K y o c e r a  

C o r p o r a t i o n

D e p u t y  P r e s id e n t

T h e  L o n g - T e r m  C r e d i t  B a n k

o f  J a p a n ,  L t d .

T o s h i o  Y a m a z a k i

Y a s u n a r i  O h t a

E i i c h i  H o r i

S h o z o  S h i m i z u

M a s a r u  S h id a r a

T e t s u o  A r a k a w a

C o r p o r a t e  A d v i s o r ,  M i t s u b is h i  

C o r p o r a t i o n

V i c e  P r e s id e n t ,  M i t s u b i s h i  

R e a l  E s t a t e  C o . ,  L t d .

M a n a g in g  D i r e c t o r ,  M i t s u i  &  

C o . ,  L t d .

E x e c u t i v e  V i c e  P r e s id e n t  

N E C  C o r p o r a t i o n

S e n io r  M a n a g in g  D i r e c t o r  

N ip p o n  L i f e  I n s u r a n c e  C o .

L t d .

E x e c u t i v e  V i c e  P r e s id e n t  

N is s a n  M o t o r  C o . ,  L t d .

Y o s h ih ik o  W a k u m o t o  V i c e  P r e s id e n t  &  D e p u t y

G r o u p  E x e c u t i v e ,  C o r p o r a t e  

I n t e r n a t io n a l  S t a f f  G r o u p ,  

T o s h i b a  C o r p o r a t i o n

K e n - i c h i  K a t o

S e i j i r o  N is h i z a k i

D i r e c t o r ,  T o y o t a  M o t o r  

C o r p o r a t i o n

S e n io r  M a n a g in g  D i r e c t o r  

Y o s h id a  K o g y o  K . K .
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O rg a n iz a t io n s ) is a p riva te , n o n -p ro f it  e c o n o m ic

e c o n o m ic  a c t iv it ie s  in  Japan. K e id a n re n , m a in ta in in g  d o se

a b roa d , e n d e a v o rs  n o t  o n ly  t o  find  p ra ctica l s o lu t io n s  to

a ro u n d  th e  w orld .

T h r o u g h  (he. m e rg e r  o f  severa l e c o n o m ic  a n d  industi 

.o rg a n iza tio n s  a ctive  s in ce  p rew a r days, K e id a n re n  w as 

e s ta b lis h e d  in  A u g u s t  1946:. "

S in ce  th e n , 'K e id a n re n  has g ro w n  in to  a n a tio n -w id e  

b o d y  w ith -120.a sso cia tio n  m e m b e rs  a n d  921'co rp o ra te , 

rh e m b e rs , aS o f  S e p te m b e r  1988. '•

T h e  K e id a n re n  is h e a d e d  b y  in te rna tio na lly --

e n d s  m e n t io n e d  a b ove .
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Keidanren Bldg., 1-9-4 Otemachi 
Chiyoda-ku, Tokyo 100, Japan 

Phone: (03) 279-1411 
Fax: (03) 279-i888 

. Telex: 2223188 K D R T O K  J

P r in te d  in  Japan
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CORRECTION
T H IS  D O C U M E N T  

H A S B E E N  R E P H O T O G R A P H E D  
T O  A SSU R E  L E G IB IL IT Y

02-576(2/77)
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Keidanren Bldg.,1-94 Otemachi 
Chiyoda-Ku, Tokyo 100, Japan 

Phone: (03) 279-1411 
Fax: (03) 279-1888 

Telex: 2223188 K D R T O K  J

P rin ted  in Jap an



MAR 06 '99 11S10 ICIA LAW DEPT P. Z'Z

March 6, 1989

Gregg K. Eric k s o n  

Senior Economist 

Office of the Governor 

Division of Policy 

Box AD, Juneau, Alaska 

99811-0164

Senate Bill 119

ICI Americas Inc.
Law Department

General Section
Wilmington 
Delaware 19897

Telephone (302) 575-3000 
Fax (3C2) 575-2952

B Y  FACSIMILE (907) 465-3767

Thank you f o r  your letter of 4 March respecting the spreadsheet issue in the 

subject bill.

The view exp r e s s e d  last Monday was intended to c a l l  attention to a potentially 

troublesome problem. As you may know, remedial legislation was required in 

California after 18 months to correct the original spreadsheet provisions. To 

be sure, the California legislation was more d e t a i l e d  and the implementing 

regulations promised to be far more onerous than anything suggested in your 

letter. It is regretted if O F T I I 16 testimony gave the impression that removal 

of the spread sheet provision was a sina quo non o f  support for SB 119.

Needless to say, all businessmen would like to m a k e  life as easy for them­

selves as p o s s i b l e  and OFTII members are no exception. We do support the 

Bill, however, and welcome your suggestion of r e m o v i n g  the reference to the 

spreadsheet. This seems an eminently satisfactory solution to the legislative 

problem. We ask that OFTII and others be given t h e  opportunity to comment on 

any spreadsheet regulations proposed by the D e p a r t m e n t  of Revenue under A.S 

43.20.

Your courtesy in inviting our further response to this issue is appreciated. 

If you feel that further discussion would be useful, please call (302) 

575-37;

J. M. Carter 

Senior Tax C o u nsel

0306S9VAB101

/• .'nc-nivy c tr,& C C<cs.p



S K A H S ,  K O K B U C K  A N D  CO.
SIO A  US  T O W K H  

C I I  lC A ( iO .  I L L I N O I S  (10(184

January 26, 1989

Mr. Jerry Reinwand 
159 South Franklin 
Juneau, Alaska 99801
Dear Jerry:
At Chuck McKenney's request, I have set forth below Sears concerns 
associated with either the passage of a state  sales tax or unitary
tax reform in Alaska. Enclosed for your information is  a memoran­
dum I prepared which detailed the problems we perceived with
Alaska Substitute H.B. 20, a 1987 le g i s la t iv e  proposal for a 
state sales tax. Each of the points outlined in the memorandum 
should be considered and addressed in any leg is la t io n  on this
subject. Several additional points should also be mentioned. 
First ,  the exemption for advertising materials should be extended 
to a l l  direct mail catalogs, circulars and the like to o f f se t  
the unfavorable decision issued by the U.S. Supreme Court in 
the D.H. Holmes case. Second, the law should provide an exemption 
for transactions between a f f i l ia t e d  companies. This is  becoming 
a more common feature as sales tax bases are broadened. Third,
any proposal to require taxes to be paid by an electronic funds 
transfer method should be carefully analyzed to insure the tax­
payer has viable options of payment and is  not subjected to 
burdensome requirements associated with i t s  payments. Finally,
i f  a state  sales tax is  to be en“'ted, state law should be 
examined to determine i f  the current loca l ly  imposed taxes can 
be state administered and required to have a uniform tax base.
This would simplify taxpayer compliance and ease tax administra­
tion by the state .
Our main concern with any unitary tax reform is  the domestic
disclosure spreadsheet. If the goal of Alaska is  to follow
the California model, several points should be stressed. F irst ,  
the spreadsheet should only be required by those taxpayers e l e c t ­
ing water's-edge combination. Second, a spreadsheet should 
only be f i led  every three years unless there is  a s ign if icant  
change in the taxpayer's business a c t iv i t i e s .  Third, taxpayers 
should not be required to create and furnish tax information 
on the spreadsheet for the f ive states which do net impose a
corporate income tax (Nevada, South Dakota, Texas, Washington
and Wyoming). Finally, the spreadsheet should not be due until
s ix  months after the extended due date of the Alaska return. 
Each of these changes, i f  adopted, would help to a l lev ia te  some 
of the time associated in preparation of the spreadsheet.



You should also be aware that the domestic disclosure spreadsheet 
i t s e l f  i s  s t i l l  a troublesome item. The schedules proposed 
by California, Idaho and North Dakota a l l  reouire an inordinate 
amount of information much of which is  repet it ive  and irrelevant.  
We would, therefore, favor the spreadsheet being limited to 
a disclosure of only that information readily available from 
f i led  state  tax returns such as tax l i a b i l i t y ,  factors, income 
and the method for apportioning or allocating income. Any other 
information i s  more appropriately considered during an audit.
If you have additional questions on either of these issues ,  
please fee l  free to contact me directly  at (312) 875-9021.
I would appreciate being kept apprised on the developments on 
these and other tax issues of in terest  to Sears.

Sincerely,
SEARS, ROEBUCK AND CO.

Marc S. Weinstein 
Senior Tax Attorney 
Tax Department 970

MSW:jc
cc: James F. Buresh, D/970

Terrell E. Schroeder, D/970 
Charles P. McKenney, D/980F-W

Enclosure
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Sum m ary &  Sectional Analysis

SB 119 
Legislation to Modify 

Unitary Tax Provisions in Alaska Lav/
T h i s  bill is d e s i g n e d  t o  r e s o l v e  o b j e c t i o n s  b y  f o r e i g n  

b u s i n e s s  i n t e r e s t s  t o  A l a s k a ' s  u n i t a r y  c o r p o r a t e  i n c o m e  t a x .  

T h e  bill d i s t u r b s  t h e  s t a t e ' s  e x i s t i n g  t a x i n g  a r r a n g e m e n t s  a s  

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

o b j e c t i o n a b l e  u n i t a r y  p r o v i s i o n s .  O i l  a n d  g a s  t a x p a y e r s  a r e  

n o t  a f f e c t e d .

T h e  l e g i s l a t i o n  e s t a b l i s h e s  a  w a t e r ' s  e d g e  t a x i n g  r e g i m e  

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

is h e a d e d  b y  a  f o r e i g n  p a r e n t  c o r p o r a t i o n .  T h e  f o r e i g n  p a r e n t  

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

d o i n g  b u s i n e s s  i n  t h e  U . S .  W a t e r ' s  e d g e  f i l i n g  is n o t  

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

A l a s k a .

F i r m s  f i l i n g  a  w a t e r ' s  e d g e  r e p o r t  m u s t  p r o v i d e  a  d o m e s t i c  

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

f i l e d  i n  d i f f e r e n t  U . S .  s t a t e s .  I n c o m e  e a r n e d  w i t h i n  t h e  U . S .  

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

F i r m s  u s i n g  t h e  w a t e r ' s  e d g e  r e p o r t i n g  m e t h o d  m a y  b e  

r e q u i r e d  t o  p r o v i d e  d a t a  n e e d e d  t o  a u d i t  t h e i r  A l a s k a  r e t u r n s .

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

$ 6 0 , 0 0 0  w o u l d  r e s u l t  f r o m  t h i s  l e g i s l a t i o n .
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* S e c t i o n  1  s t a t e s  t h a t  t h e  p u r p o s e  o f  t h e  bill is t o  p r o m o t e  

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

* S e c t i o n  2  a m e n d s  t h e  t h e  A l a s k a  [ c o r p o r a t e ]  n e t  i n c o m e  

t a x ,  A S  4 3 . 2 0 ,  t o  r e q u i r e  w a t e r ' s  e d g e  c o m b i n e d  r e p o r t i n g  

f o r  t a x p a y e r  c o r p o r a t i o n s  w i t h  f o r e i g n  p a r e n t s .  T h e  r e t u r n  is 

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

u n i t a r y  b u s i n e s s  i n c o r p o r a t e d  o r  d o i n g  b u s i n e s s  i n  t h e  U . S . ,  

a s  w e l l  a s  c e r t a i n  s p e c i a l  k i n d s  o f  i n t e r n a t i o n a l  c o r p o r a t i o n s  

f o r m e d  t o  r e d u c e  t a x  liability.

* S e c t i o n  3  g i v e s  t h e  bill r e t r o a c t i v e  a p p l i c a t i o n  t o  t a x  

y e a r s  b e g i n n i n g  a f t e r  t h e  l a s t  d a y  o f  1 9 8 8 .

* S e c t i o n  4  p r o v i d e s  f o r  a n  i m m e d i a t e  e f f e c t i v e  d a t e .



SENATE JOURNAL January 17, 1789

INTRODUCTION AND REFERENCE Or SENATE BILLS

fULUl

SENATE BILL NO, 119 by tha Rules Coulttm by request of tha 
Covsrnor, entitled)

"An Act relating to required reporting method# for 
corporata Income taxaa owed by member* of cn 
afflllatad group whoaa coaaon parent la a 
corporation Incorporated outalda tha United 
Stataai and providing for an airaotlva data,"

vaa read tha flret tlac and referred to tha Renata Special 
Coaalttee on International Trada and Tourlaa, tha Judiciary 
Coaalttee, tha Resources Coaalttee and tha Finance 
Coaalttee.

Flacal nota publlahed today fro* Department of Ravenua. 
Saro flacal nota published today fro* Department of Coaaercs 
and Bconoalo Davalopaant.

Oovamor'e tranaalttal latter dated January 16i

Dear Senator Kelly)

Under the authority of art. Ill, aao. IS, of tha Alaska 
Constitution, I a* transmitting a bill relating to tha 
methods of corporate incoxa tax reporting for certain 
taxpayer*. This bill requires that corporations that are 
members of affiliated group* ovned by foreign corporate 
parent* file returns baaad on tha "water's edge" aathod, 
Instead of tha "worldwide" method of tax accounting. The 
"water's edge" aathod is a taxing aathod that taka* into 
ooruilderation only the doaeetia activities of foreign 
corporations and does not consider lncona fro* their non- 
Aaorican operations.

The "worldwide" nathod of tax accounting has many virtues, 
but It is intensely disliked by aost potential investors 
overseas. Virtually every other state that used the 
"worldwide" aathod has repealed it in recant years in order 
to increase invastaent and trad* opportunities. There is 
siaply no reason why Alaska should keep this barrier to 
invastaent on the books when other states have repealed it.

The next century, it le said, will be tha era of the Pacific 
Rim. Alaska is strategically placed to participate tully In 
the boo»lng econoaies of the region. I believe that we must

fiJLJLIJLfiQiltifl
take every step possible to enoourag* trade and inv*at«ent 
In Alaska. This bill will raaov* a Major psychological 
barrier to investment in the state while having only a 
minimal fleoal impact. I urge your prompt and favorable
consideration of this bill.

Blnoerely,

SENATE JOURNALJanuary 17, 19(» 129

/•/
Otev# Covper 
Qovsmor

an .12Q
SENATE BILL NO. 120 by the Lebor and Co**eros Coaalttee, 
entitled)

"An Aot extending the termination date of the 
Alaske Publio Utilities Coaalselon; and 
providing for an effaotlve data,"

was read tha flret time end referred to tha Labor and 
Coaaeroe Coaalttee and the Flnanoo Coaalttee,

AB 121

SENATE BILL NO. 121 by Senator Xerttula, entitled)

"An Aot relating to oondltiona of eoholarehip 
loan*; and providing for an effaotiva date."

waa reed the flret tiae and referred to the Health, 
Education and Social Services coaalttee and the rinance 
Coaalttee.

S£_U2

SENATE BILL HO. 122 by Senators Bturgulswskl, Rodsy snd 
Zhsroff, entitled)

"An Act authorising treatment of a alnor who 
aieuaas hatardoua volatile aateriale or 
sMbetanoes a* a child in naad of aid."

was read the firat tiaa and referred to the Health, 
Education and Boolal Service* Coaalttee.

•  9
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Prepared fey: John Larson and 
Steve Kettel
Alaska Department of Revenue 
November 18, 1981

Fiscal Note A n a l y s i s : L eg is la t ion  A f fe c t in g  Alaskan Corporate Taxpayers 
with Foreign Parent Corporations

The proposed l e g i s l a t i o n  would require corporate Income taxpayers with 
fore ign parents to  f i l e  on a water 's  edge combined basis beginning 1n 
calendar year 1989. The l e g i s l a t i o n  would not a f f e c t  taxpayers who 
currently  f i l e  under AS 43 .20 .072 (011 and Gas Producers and P ipe l ines ) .  
Nor would 1t a f f e c t  Alaska corporations which do not have foreign  
operat ions .  The to ta l  number of taxpayers af fected  and the to ta l  tax 
l i a b i l i t y  of th e se  taxpayers are small .

In order to d er iv e  an es timate  of the p oss ib le  revenue Impact of this  
proposed l e g i s l a t i o n  the Department analyzed tax returns f i l e d  for the 
most recent tax year a v a i la b le  -  1986. For tax year 1986 s t a f f  
Id en t i f i e d  the tax returns of taxpayers with foreign parents.  This 
methodology was designed to determine the potent ia l  revenue Impact from 
only those taxpayers currently  operat ing 1n Alaska. The Department did 
not estimate the potent ia l  revenue Impact of Incremental business  
a c t i v i t y  1n Alaska by corporations with fore ign parents which may be 
Induced by t h i s  proposed l e g i s l a t i o n .

8ased on an a n a l y s i s  of the taxpayers which were Id en t i f ied  as poss ibly  
being a f fec te d  by the proposed l e g i s l a t i o n ,  the maximum tax l i a b i l i t y  
decrease for tax  year 1986 would have been no greater than >60,000.



Excerpt from Governor Cowper's State of the State address, 
January 20, 1987:

.. .T h e  key to the new Alaska econom y is marketing for our com m odities, 
for our products, for our services.... 

W ith  that overall goal in  m in d , m y administration w ill ask you to adopt 
the fo llow ing  proposals for the permanent recovery o f  the A laskan 
e c o n o m y ...

5. Repeal the unitary tax on multinational corporations, replacing 
the lost revenue through other means. The unitary tax was adopted as 
a means of making sure that expenses connected with drilling in 
Indonesia weren't deducted from Alaska tax returns. Its benefits are 
now outweighed by its disadvantages. Foreign investors are reluctant 
to locate in stales which have a unitary tax because of the fear that 
those states might tax income earned elsewhere. A  less threatening 
tax structure will make Alaska more attractive to those investors.



Under a sy s te m  o f 
u n ita ry  taxa tion , a state 
g o v e rn m e n t  bases a 
co rp o ra t io n 's  in co m e  • 
tax lia b il ity  n o to n  the  
ea rn ing s o f  the  co rp o - 
ra tion 's  lo ca l su b ­
s id ia rie s  b u t o n  ea rn ­
in g s w o r ld w id e .  E v e n  
if  the  s u b s id ia ry  is lo s­
in g  m o n e y . It m ay  be 
a llo ca te d  s o m e  tax, 
based o n  the  p ro fitab le  
p e r fo rm a n ce  o f  the  
co rp o ra t io n  e lsew h ere . 
T h e  a u th o r  a tta cks th is  
s y s te m  as u n fa ir  and  
in e f fe c t iv e , ca u s in g  
d o u b le  ta x a tion , m isa l- 
lo ca t io n  o f  re so u rce s , 
and  va r io u s  p ro ce d u ra l 
d iff icu lt ie s .  H e  a lso  o f­
fers a n  a lte rn a tive , the 
" w a te r ’s -ed g e"  a p ­
p ro a ch , w h i c h  w o u ld  
e x c lu d e  in c o m e  o u t­
s id e  the  U .S . fro m  taxa­
tion  b y  a state. A l ­
th o u g h  n o t a p e r fe c t  s o ­
lu tio n , th e  a u th o r  ad ­
vo ca te s  th is  as a m eans 
o f  e lim in a tin g  the  
w orst p ro b le m s  o f  
u n ita ry  ta x a ticn . E d .

Sloan Mi/ugtmtnl Revitw Winter IMS SI
_ _ _ _ _ _ _ ^     ^

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

Mitsuru Misawa Industrial Bank of Japan, Ltd.

J a p a n 's  d i r e c t  i n v e s t m e n t  i n  th e  U n i t e d  
S ta te s  i s  i n c r e a s i n g  s t e a d i ly ,  h a v i n g  r e a c h e d  

a b a la n c e  o f  S 3  b i l l i o n  a t t h e  e n d  o f  1 9 8 2  

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

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

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

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

C a l i f o r n i a  a n d  t w e l v e  o t h e r  s t a t e s .1 U n d e r  
u n i t a r y  t a x a t i o n ,  a s ta te  g o v e r n m e n t  d e t e r ­

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

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

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

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

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

t o  q u e s t io n .

D u r i n g  h i s  N o v e m b e r  1 9 8 3 .v i s i t  t o  J a p a n ,  
P r e s id e n t  R e a g a n  w a s  r e m i n d e d  o f  t h i s  p r o b ­

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

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

m a t te r ,  J a p a n 's  le a d in g  b u s in e s s e s  a r e  v e r y  

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

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

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

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

s i o n  to  t h e  U n i t e d  S ta te s .  R e p r e s e n t a t i v e s  
f r o m  s o m e  t w e n t y  le a d in g  b u s i n e s s e s 1 v i s ­

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

s e v e r a l  w h e r e  u n i t a r y  ta x a t io n  is  a p p l i e d . 4 
T h e  p u r p o s e  o f  th i s  m i s s i o n  w a s  t o  m e e t  

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

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

o r  n o t  a d o p t  u n i t a r y  ta x a t io n .  In  t h i s  p a p e r .  I 
w i l l  a t t e m p t  t o  s u m m a r iz e  t h e  p r o b l e m s  th a t  

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

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

t io n s . *

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

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

S e v e r a l  J a p a n e s e  c o r p o r a t i o n s  w i t h  s u b ­
s id ia r ie s  i n  C a l i f o r n ia  h a v e  e n c o u n t e r e d  
la rg e  s ta te  ta x  l ia b i l i t ie s  d e s p i t e  t h e i r  l i m ­

i t e d  s a le s  w i t h i n  t h e  s ta te .  T h i s  s i t u a t i o n  

p r e v a i ls  e v e n  w h e n  a s u b s id ia r y  is  p e r f o r m ­

in g  p o o r ly  in  C a l i f o r n ia . *  A  n e w l y  e s t a b ­

l i s h e d  s u b s id ia r y  is  r a r e ly  p r o f i t a b le  a s  d e b t  

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

la r ly  h e a v y  i n  th e  i n i t i a l  y e a r s .  Y e t .  e v e n  n e w  

f ir m s  a re  l i a b le  to  t a x a t i o n  b e c a u s e  o f  th e  

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

e n t  c o m p a n ie s .
F o r  e x a m p le ,  K y o c e r a  C o r p o r a t i o n ,  a r e p ­

r e s e n ta t iv e  J a p a n e s e  h i g h - t e c h n o l o g y  f i r m ,  

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

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

o v e r  t w e l v e  y e a r s  f r o m  1 9 7 2  t h r o u g h  1 9 8 3 .7 

I n  th is  p e r i o d ,  th e  c o r p o r a t i o n  p a id  S 3 .5  m i l ­

l i o n  to  th e  s ta te  o f  C a l i f o r n i a  o n  a n e t  i n ­

c o m e  o f  $ 2 2  m i l l i o n .  H o w e v e r ,  w i t h  t h e  i m ­

p o s i t i o n  o f  u n i t a r y  t a x a t io n ,  ta x  l i a b i l i t i e s  

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

c o m e  e a r n e d  t h r o u g h o u t  t h e  w o r ld .  T h u s ,  

th e  s ta te  l e v i e d  a n  a d d i t i o n a l  a m o u n t  o f  S 2 1  

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

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

s ta te  ta x  p a id  e x c e e d e d  n e t  i n c o m e .  In  t h i s  

ca s e ,  th e  g r i e v a n c e  a g a in s t  u n i t a r y  t a x a t i o n  

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

to  b e  ju s t i f ie d . *
G iv e n  t h e s e  c i r c u m s t a n c e s .  K y o c e r a  h a s  

s u s p e n d e d  i t s  p la n  to  e n la r g e  its  p la n t  i n  S a n  
D ie g o ,  C a l i f o r n ia .  I n s t e a d ,  th e  f i r m  m a y  c o n ­

s id e r  r e l o c a t i n g  to  t h e  s ta te  o f  W a s h i n g t o n ,  

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

N E C , 9 h a s  a ls o  s u s p e n d e d  a d d i t i o n a l  i n ­
v e s tm e n t  i n  C a l i f o r n i a  a n d  is  t e n t a t i v e l y  

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

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

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

s h o r t l y .10

T h e  B a c k g r o u n d  o f  U n i t a r y  T a x a t i o n  
T h e  s y s t e m  o f  w o r l d w i d e  u n i t a r y  t a x a t i o n
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M ils u ru  M isa w a  is D e p ­
u ty  G en e ra l M a na g er, 
In te rn a tio n a l In v e s t ­
m e n t S e r v ice s  D e p a r t­
m e n t, o f  the In d u s tr ia l 
Bank  o f Japan. T o k y o .  
Dr. M isaw a  h o ld s  the
l . L . B .  deg ree  from  
T o k y o  U n iv e r s i ty ,  th e  
L . L .M .  d eg ree  from  
H arva rd  U n iv e r s i ty ,  the  
M  B .A . deg ree  fro m  the 
U n iv e r s i ty  o f  H a w a ii,  
and  th e  Ph .D . d e g re e  in  
b u s in e ss  a d m in is tra -  ' 
l io n  fro m  the  U n iv e r ­
s ity  o f  M ich ig a n . H e  
w a s  an  o ffic ia l m e m b e r  
o f  th e  K e id a n re n  In ­
ve s tm e n t  S tu d y  M is ­
s io n  to the  U .S . sen t by  
K e id a n re n  (Japan  F e d ­
era tio n  o f  E c o n o m i c  
O rg a n iz a t io n s ) to  in ­
ve stig a te  the  g en era l 
in v e s tm e n t  c l im a te  in  
v a r io u s  sta tes fo r  fu tu re  
la p a nese  in v e s tm e n ts .  
D r. M isa w a  is th e  a u ­
th o r  o f  a r t ic le s  that 
h a v e  ap p ea red  in  th e  
V a n d e rb i lt  Jo u rn a l of 
Transnational Law.

r e p r e s e n t s  a n  a t t e m p t  to  r e p l e n i s h  tr e a s u r ie s  

i n  s e v e r a l  s ta te s  th a t  a re  t r o u b le d  w i t h  r e v e ­

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

G e o r g ia  a n d  K e n t u c k y ,  w h e r e  a b a la n c e d  

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

q u i r e m e n t ,  u n i t a r y  ta x a t io n  h a s  n e v e r  b e e n  
p r o p o s e d ,  a n d  t h e i r  g o v e r n o r s  h a v e  d i s ­

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

f u t u r e . "

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

o t h e r  h a n d ,  a re  a d a m a n t ly  d e m a n d i n g  e n ­

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

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

t le  ta x e s .  T h u s ,  s ta te  g o v e r n m e n t s  m ig h t  e x ­

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

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

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

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

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

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

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

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

a t i o n . "  I n  t h i s  p a r t i c u la r  c a s e ,  th e  c o r p o ­

r a t io n ,  w h i c h  is  i n c o r p o r a t e d  i n  D e la w a r e  

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

o v e r s e a s  s u b s id ia r ie s  c o n s t i t u t e d  a " u n i ta r y  

b u s i n e s s . "  T h e  " f o r m u l a  a p p o r t i o n m e n t "  
m e t h o d  u s e d  b y  C a l i f o r n ia  d i d  n o t  v io la te  
t h e  r e q u i r e m e n t  o f  fa ir  a p p o r t i o n m e n t  i m ­

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

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

b u s i n e s s  a n d  f o r m u l a  a p p o r t i o n m e n t  m e t h ­
o d  t o  o v e r s e a s  s u b s id ia r ie s  d i d  n o t  v io la te  

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

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

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

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

a l t e r n a t i v e  a p p r o a c h  c a l l e d  t h e  " a rm 's -  
l e n g t h "  a p p r o a c h ,  o b e y in g  t h e  l a w s  a n d  r e l­

e v a n t  ta x  t r e a t ie s  o f  th e  U .S .  f e d e r a l  g o v e r n ­

m e n t  a n d  o th e r  n a t io n a l  g o v e r n m e n t s  u n d e r  

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

s u b s id ia r i e s .  B y  e m p l o y i n g  t h e  a r m 's - le n g th  
a p p r o a c h ,  a  g o v e r n m e n t  im p o s e s  ta x e s  o n ly  

o n  i n c o m e s  e a r n e d  w i t h i n  i t s  j u r i s d i c t i o n  — . 
p r o v i d e d  th a t  w i t h i n  a g r o u p  o f  a f f i l ia te d  

f i r m s ,  e a c h  f i r m  i s  l e g a l l y  t r e a te d  a s  a n  i n d e ­
p e n d e n t  e n t i t y  a n d  th a t  t h e  f i r m s  t r a n s a c t

w i t h  o n e  a n o t h e r  o n  an  a r m ’S’ le n g th  b a s is  

T h i s  r u l i n g ,  h o w e v e r ,  le a v e s  th e  q u e s t io n  o f  

f o r e i g n  p a r e n t  c o m p a n i e s  th a t a re  o p e r a t in g  

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

s o l v e d .  It s e e m s  w o r t h w h i l e ,  th e r e fo r e ,  fo r  a 

J a p a n e s e  f i r m  l ik e  K y o c e r a  to  c o n t e s t  th is  
p o i n t  i n  c o u r t .

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

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

c o u n t e r  w i t h  u n i t a r y  ta x a t io n  a re  l i s t e d  b e ­

l o w .

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

s i d e r e d  to  b e  c o u n t e r b a l a n c e d  b y  th e  b e n e f i t s  

a n d  p r o t e c t i o n  p r o v id e d  b y  th e  a u th o r i t ie s  to  

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

L o g i c a l l y ,  t h e r e f o r e ,  tax  j u r i s d i c t i o n s  c a n n o t  

i m p q u n d  i n c o m e s  a c c r u in g  to  th e  p a r ly  o u t ­
s i d e  t h e  ta x  j u r i s d i c t i o n  o f  th e  ta x in g  a u t h o r ­

i t y .  T h i s  is  w i d e l y  a c c e p t e d  as a n  i n t e r n a ­
t io n a l  p r a c t i c e  b a s e d  o n  j u s t i c e  ? n d  e q u i t y .  It 

i s  p r o b a b ly  r i g h t  to  in fe r ,  th e r e fo r e ,  th a t  s e v ­

e ra l s ta te s  i n  t h e  U n i t e d  S la te s  m a y  n o t  la w ­

f u l l y  i m p o s e  a ta x  o n  th e  f o r e ig n - b a s e d  in ­

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

A l t h o u g h  it  i s  t r u e  th a t  a g r o u p  o f  a f f i l ia te  

f i r m s  is  i n t e r d e p e n d e n t ,  a n d  th e  to ta l i n c o m e  
o f  t h e  g r o u p  r e p r e s e n ts  th e  f r u i t  o f  i ts  g lo b a l  
a c t i v i t i e s  s t r a d d l i n g  ju r i s d i c t i o n a l  b o r d e r s ,  

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

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

g r a p h i c a l  j u r i s d i c t i o n s  i n  a c c o r d a n c e  w i t h  
m e r e  b u s i n e s s  i n d i c e s  is  to o  m e c h a n i c a l  to  
d o  j u s t i c e  t o  t h e  c o m p l e x i t i e s  o f  a c t u a l  b u s i ­
n e s s .  T h i s  p o i n t  is  p la in  e n o u g h  in  t h e  ca s e  

o f  a  J a p a n e s e  c o r p o r a t io n ,  w i t h  a U .S .  s u b ­
s i d ia r y ,  th a t  is  g a in in g  p ro f i ts  f r o m  th e  o p e r ­

a t io n s  o f  i t s  S o u t h e a s t  A s ia n  a n d  W e s t  E u r o ­
p e a n  s u b s id ia r i e s .  H e ra ,  th e r e  is  n o r m a l l y  

o n l y  a r e m o t e  p o s s ib i l i t y  f o r  th e  U . S .  s u b ­
s i d ia r y  to  c o n t r i b u t e  a n y th in g  to  th e  o v e r a l l  

p r o f i t s  d e r i v e d  f r o m  th e  A s ia n  o r  t h e  W e s t  

E u r o p e a n  o p e r a t io n .  T h e  s y s t e m  o f  u n i ta r y  
t a x a t i o n  r e q u i r e s ,  e v e n  in  th i s  ca s e ,  th e  a l ­

l o t m e n t  o f  s ta te  la x  b a s e d  o n  th e  A s ia n  o r  th e  
W e s t  E u r o p e a n  o p e r a t io n .

2 . C o n f l i c t i n g  T a x a t i o n  P r i n c ip l e s .  B o t h  th e  

U n i t e d  S t a t e s  a n d  Ja p a n  u s e  th e  a r m ’s - le n g th
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a p p r o a c h  in  t a x a t io n ,  a n d  t h u s  it  m a y  b e  

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

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

s ta te s  in  p u r s u i n g  u n i t a r y  ta x a t io n  c r e a t e s  a 

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

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

ta x a t io n  p r i n c i p l e s .

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

w i t h  ta x  e v a s i o n  e f f e c t e d  t h r o u g h  t r a n s fe r  

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

ca s e s ,  th e  ta x  r e v e n u e  o f  th e  ta x in g  a u ­

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

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

c i a b le  d i f f e r e n c e s  i n  t h e  ra te s  o f  c o r p o r a t e  
i n c o m e  ta x e s ,  a n d  n o  m e r i t s  e x is t  in  m a n i p u ­

la t iv e  t r a n s fe r  p r i c i n g . * 5 ■

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

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

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

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

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

a rb itra ry  s t a n d .  T o  a s s e s s  t h e  g lo b a l  a g g r e ­

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

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

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

w e ig h t .  T h i s  e r r o n e o u s  a s s u m p t i o n  is  t o o  
s i m p l i s t i c  to  d o  j u s t i c e  t o  t h e  c o m p l e x  m a n ­

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

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

n e w  f a c t o r y  i n  t h e  U . S . ,  t h e  r e q u i r e d  s i te  
m u s t  ba p u r c h a s e d  a t t h e  c u r r e n t  p r i c e ,  

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

th e  b o o k  v a lu e .  T h e  p a r e n t  f i r m ’s  l a n d  h o l d ­
in g s  in  J a p a n , o n  t h e  o t h e r  h a n d ,  a re  r e ­

c o r d e d  a t t h e i r  h i s t o r i c a l  v a lu e .  T h i s  u s e  o f  
a s s e t  v a lu e s  in f la t e s  t h e  a m o u n t  o f  ta x  

l ia b i l i t ie s  i n  t h e  U n i t e d  S ta t e s .

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

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

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

r e s id e n c e .  W o r l d w i d e  u n i t a r y  t a x a t io n  —  
im p o s in g  ta x  l i a b i l i t i e s  o n  th e  f o r e i g n  i n ­

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

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

d o u b le  ta x a t io n .
F o r  e x a m p le ,  a J a p a n e s e  s u b s id ia r y  in  th e  

U n i t e d  S ta te s  o w e s  ta x  l i a b i l i t i e s  to  t h s  s ta te  

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

t h e  J a p a n e s e  p a r e n t ,  ta x  is  b e in g  le v ie d  o n  
p a r t  o f  t h e  p a r e n t 's  i n c o m e .  T h e  p a r e n t  c a n ­

n o t  c l a i m  a ta x  d e d u c t i o n  u n d e r  Ja p a n e se  

la w  b e c a u s e  th e  a m o u n t  in  q u e s t i o n  is le v ie d  

o n  i ts  U .S .  s u b s id ia r y ,  n o t  o f i  t h e  p a re n t  i t ­

s e l f .  S t a t e  a n d  l o c a l  ta x e s  a re  n o t  c o v e r e d  by  

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

f e d e r a l  g o v e r n m e n t  h a s  n o  p o w e r  o v e r  th e m . 

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

n o t  e x p e c t  r e l i e f  f r o m  t h e  ad hoc  c o n s u l t a ­

t io n  p r o c e d u r e  s e t  f o r t h  i n  th e  tr e a ty .

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

T h e  v / a te r ’s - e d g e  a p p r o a c h  to  r e s o l v i n g  th e  

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

a d v o c a t e d  b y  a c o m p e t e n t  ta s k  f o r c e  in  th e  

T r e a s u r y  D e p a r t m e n t ,  a p p e a r s  t o  b e  a c o n ­

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

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

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

i n  th e  i n c o m e  a g g r e g a t io n  o n l y  i f  a n u m b e r  

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

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

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

r e m a in  a p r o b l e m ,  b u t  i ts  in t e r n a t io n a l  a p ­

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

E v e n  s o ,  th e r e  is  a c a t c h  to  t h i s  p r o p o s a l.  

A  w i d e  r a n g e  o f  c o r p o r a t i o n s  b a s e d  o u t s id e  
th e  U . S .  w o u l d  c o n t i n u e  to  b e  s u b j e c t  to  
w o r l d w i d e  a g g r e g a t io n  o f  i n c o m e .  T h e s e  

w o i ’ ’ J  i n c l u d e  a l l  c o r p o r a t i o n s  b y  w h i c h  th e  

a v e r a g e  o f  t h e  t h r e e  i n d i c e s  f o r  a fo r e ig n -  
b a s e d  c o r p o r a t i o n  a m o u n t e d  to  m o r e  th a n  20 
p e r c e n t  o f  t h e  c o r p o r a t e  a c t i v i t i e s  ( i n  te rm s  

o f  w a g e s / s a la r ie s  p a id ,  a s s e ts  h e l d ,  a n d  sa le s  
r e g i s t e r e d )  t o  h a v e  o r i g in a t e d  i n  t h e  U n i t e d  

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

b e  a p p l i e d  i f  e i t h e r  w a g e s J s a la r ie s  p a id  in  th e  

U .S . ,  o r  a s s e ts  h e ld  i n  th e  U .S . .  o r  s a le s  in  th e  

U . S .  e x c e e d e d  $ 1 0  m i l l i o n .  T h e s e  p r o v is o s  

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

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

th e r ,  t h e  s a m e  r e p o r t  d e m a n d s  w id e - r a n g in g  

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

r a t io n s .  w h i c h  m ig h t  c o n c e i v a b l y  in v o l v e  
i n o r d i n a t e l y  la r g e  c o s t s .

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

m i s s i o n  to  th e  s ta te  ta x  a u t h o r i t i e s  o f  tax- 

r e la te d  i n f o r m a t i o n  c o n c e r n i n g  t h e  p a re n t
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The Keidanren Croup 
( Japanese Federation of 
Economic Organizations) 
11 compoied of the load­
ing business executive* In 
]<pa:,, end operates much 
like The Bunnies Round- 
table in the United Stiles. 
Maintaining do te contact 
w ith various economic 
sectors in Japan and 
abroad. Keidanren en­
deavors not ooly to find 
practical solutions loeco; 
nom ic problems but alio 
contributes to the sound 
development o f the eco­
nomies of Japan and other 
countries.

f i r m ;  (2 )  t h e  s u m m a r i z e d  l i s t in g  o f  t h e  

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

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

m o n s  f r o m  th e  s ta te  ta x  a u th o r i t ie s .  T o  r e i n ­

f o r c e  th e  le g a l  o b l i g a t i o n  to  r e s p o n d  to  

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

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

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

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

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

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

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

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

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

p a r e n t  f i r m  o f  a U . S .  s u b s id ia r y  i s  n o t  e n ­
t i r e l y  f r e e  t o  f u r n i s h  t h e  k in d  o f  i n f o r m a t i o n  

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

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

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

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

p a y m e n t s  t o  e a c h  a n d  e v e r y  s ta te  is ,  t h e r e ­

fo r e ,  e a s ie r  s a id  t h a n  d o n e .  F u r th e r m o r e  

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

m o n s  c o u l d  c o n s t i t u t e  a d i s c r im in a t i o n  

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

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

th e  T r e a s u r y  D e p a r t m e n t  task  fo r c e  is  a lso  
p r o b l e m a t i c a l .  It is  h o p e d  th a t w ith  fu r th e r  

r e f in e m e n t ,  t h i s  a p p r o a c h  w i l l  take  a fo rm  

th a t  w i l l  b e  c o n s i d e r e d  r e a s o n a b le  b y  m o s t  

m u l t i n a t i o n a l  c o r p o r a t i o n s .

C o n c l u s i o n

T h e  i n i t i a t i v e  f o r  s a t i s f a c t o r y  s e t t l e m e n t  o f  
th i s  i s s u e  r e s ts  w i t h  e a c h  o f  th e  s ta te  g o v ­
e r n m e n t s  a n d  l e g i s la t u r e s  c o n c e r n e d .  H a v ­

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

U n i t e d  S t a t e s ,  I w o u l d  l ik e  to  s e e  th o s e  
b o d ie s  ta k e  t h e  c o n s t r u c t i v e  s te p s  n e c e s ­

sa ry  to  c r e a t e  m o r e  j o b s  a n d  e n c o u r a g e  e c o ­

n o m i c  p r o s p e r i t y  w i t h i n  th e i r  s ta te s . T h i s  is 

th e  s c e n a r i o  m o s t  J a p a n e s e  c o r p o r a t io n s  

s t r o n g ly  h o p e  t o  s e e .

R e f e r e n c e s

1
The other states include Massachusetts, Florida, 
Oregon, end Indiana.

2
Secretary o f tha Treasury Regan, who accompanied the 
president to Japan, stated that in considering unitary 
taxation, the apprehensions on the pari of the Japanese 
government would be duly considered.

3
The membership included representatives of Nissan 
Motor Co., Toyota Motor Co.. several other 
manufacturers, the M itsubishi Corporation, several 
other trading houses, the Industrial Bank of Japan, and 
several other banks. Tha Federation of Economic 
Organizations ia a voluntary association o f soma 1,000 
businessss.Tt has a considerable influence on pub lic 
policies and private managerial decision m ik ing .

4
California ia of strategic Importance to most Japanese 
corporations because approximately 1,000 out o f the

3.000 Japanese corporations investing in the U.S are 
based in California. This state raises an annual revenue 
of about S-tOO m illion by —  and appears firmly 
committed to —  unitary taxation, according to the 
Nihon Keizai Shimbun (3 July 1984, p. 4).

5
I am solely responsible for the views herein expressed, 
which do not necessarily agree w ith the official 
standpoints of either the Federation of Economic 
Organizations or the Industria l Bank of Japan.

6
Apart from a few exceptions, most Japanese subsidiaries 
In California do not In fact perform better than their 
parents.

7
Kyocera is a pioneer in ceramic 1C packages. Ii controls 
70 percent of the world market for these products. Sales 
in 1983 was ¥133,230 m illion .

s
In June 1984. Kyocera deposited $21 m illion requested 
with the judicia l authorities and embarked on litigation



against the s t* l( government. See the N ihon Kelzai 
Shimbun. 28 June 1984, p. 8.

NEC Is i  ma|or maker of telecommunications 
equipment, electronic computers, and semiconductors. 
In the production of semiconductors, NEC is number 2 
in the world. Its total sales in 19o3 were V t , 253,583 
million.,

10
In }une 1984. the Keidanren mission met the governor of 
Oregon, who reconfirmed his commitment to the 
abolition of unitary taxation. This comm itment has been 
put in w riting by the governor and also by several 
leading members o f the state legislature.

11
On this point, the Keidanren mission was very much 
concerned, and, In its meetings w ith Governors Harris 
of Georgia end Collins o f Kentucky In June 1984, the 
mission sounded out their Intentions. The governors 
disclaimed any Intention to Impose unita ry taxation.

12
Follow ing the visit of the Keidanren mission, It seems 
that some efforts have been made In the direction of the 
abolition o f unitary taxation In California. On the other 
hand, It Is w idely acknowledged that Its total abolition

cannot readily be a tta in 'd . Sentiments .n the stale 
legislature seem to oppose any concessions to big 
business at s lime when the state is unable to increase 
the salaries of underpaid schoolteachers See Nihon 
Keirai Shimbun. 3 July 1984. p. 6.

13
See Container Corporation of America v. Franchise Ta < 
Board [June 27,1983).

14
See the Constitution of the United Slates, Artic le I. 
Section 8.

15
According to the M in is try 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. ju risdiction 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 o f the Treasury. The second and 
third proposals contained in this report advocate the 
water’s-edge approach. Unitary taxation is a prerogative 
of the various states and the federal government has. 
therefore, no veto power in this matter.



By Paul Laird

Walk Softly or Carry a Big Carrot

Alaska's one of only three states that still tax corporations 
on the basis of worldwide earnings. If the state doesn't 

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

in resource development.

T
[ 9  IS TEN . H e a r  it? N o? It's th e
m  i th u n d e r in g  s i le n c e  o f  A la s -  

— - J k a ' s  e n o r m o u s  r e s o u r c e  and  
d e v e lo p m e n t  p o ten tia l w a lk in g  s o f t ly  
a n d  c a r r y in g  a b ig  s t ick  in th e  in te r n a ­
t io n a l m a r k e tp la ce . S o  so ftly , in fa c t ,  
th a t  m a n y  fo re ig n  in v e s to r s  h a v e n 't  
b e e n  p a y in g  m u c h  a tte n tio n .

T r u t h  is, it n e v e r  s e e m e d  to  m a tte r  
m u c h  w h a t  fo re ig n  in v e s to rs  th o u g h t  
a b o u t  th e  b ig  s t ic k  r o u t i n e - y o u  know , 
l im ite d  in f r a s t r u c t u r e  a n d  a c c e s s  to  
r e m o te  a reas: h ig h  labor, c o n s t r u c t io n  
a n d  rea l e s ta te  co s ts ,  a nd  an  in h o s p ita ­
b le  c l im a te .  W e a th e r -w is e  and ta x -w ise . 
L o v e  u s  o r  lea ve  us a lone . U n t i l  re ce n tly , 
a n y h o w . W i th  th e  s te a d y  s tr e a m  o f  oil 
d o lla rs  f lo w in g  in to  an A la s k a n  e c o n ­
o m y  w e  a ll k n e w  had  o u t l iv e d  th e  d a y s  
o f  b o o m  a n d  b u s t (sa y  h a lle lu ja h !), w h o  
h a d  t im e  to  lis ten  to  th o s e  n a t te r in g  
n a b o b s  o f  n e g a tiv is m  p r e a c h in g  d iv e r s i­
f i c a t io n  o r  doom ?

“T h e  o il b o o m  m a d e  u s  fa t. d u m b  
a n d  happy," sa ys  A n c h o r a g e  a t to rn e y  
R o b e r t  B re e z e , w ho 's  b e e n  a c t iv e  in 
in te rn a t io n a l a ffa irs  a nd  is  a  d ir e c to r  o f 
th e  A la s k a - K o r e a  B u s in e s s  C o u n c i l .  
“N o w  th a t it's over, w e 're  s ta r v e d ,  m o re  
a s tu te  a n d  unhappy."

C h e e r  up . A la s k a  m a y  h a v e  to  c a r r y  a 
b ig  c a r r o t  in s tea d  o f  a s t i c k  i f  it d o e sn 't  
w a n t  to  w a lk  s o f t ly  in th e  in te rn a t io n a l 
a re n a  fo rever, b u t  th e  f ir s t  s te p  to w a rd  
c r e a t in g  a m o re  fa v o ra b le  fo r e ig n  in ­
v e s tm e n t  c l im a te  co u ld  tu r n  o u t  to  be  

• r e la t iv e ly  p a in le s s  y e t  s y m b o l i c a l ly  s ig ­
n if i c a n t :  r e p e a lin g  th e  w o r ld w id e  c o m ­
b in e d  r e p o r t in g  r e q u ir e m e n t  in  th e  
s ta te 's  u n ita r y  ta x  and  r e p la c in g  it w ith  
a  w a te r 's  e d g e  a p p ro a ch .

“G o in g  to  a w a te r 's  e d g e  a p p r o a ch  
a lo n e  w o n 't  b r in g  m o re  fo r e ig n  ca p ita l 
in to  th e  sta te,"  sa y s  o n e  fo r e ig n  t ra d e  
e x p e r t .  “T a x e s  are  ju s t  p a r t  o f  th e  p a c k ­
a g e  o f  w h a t  g o e s  in to  a d e c is io n  to  in v e s t 
in a p r o je c t .  B u t  th e  w o r ld w id e  r e p o r t ­
in g  r e q u ir e m e n t  is a m a jo r  s tu m b l in g  
b lo c k .  T h e  Ja p a n e se  a nd  K o r e a n s  h a ve  
a s  m u c h  as to ld  o th e r  s ta te s  th a t  if  th e y  
h a v e  a  w o r ld w id e  u n i ta r y  ta x , th e y  
w o n ’t in v e s t  th e re  u n le s s  i t ’s  a b s o lu te ly  
n e ce s s a ry .”

A d d s  D a n  D ix o n , d ir e c to r  o f  in te r n a ­
tio n a l a ffa ir s  in th e  A la s k a  D e p a r tm e n t  
o f  C o m m e r c e  & E c o n o m i c  D e v e lo p ­
m e n t ,  " T h e  tax  s t r u c tu r e  a lo n e  g e n e r ­
a lly  d o e sn 't  in h ib it in v e s tm e n t ,  b e c a u s e  
a fa ir  a n d  co n s is te n t  s y s t e m  c a n  be  
w o r k e d  in to  p ro fit-a n d -lo ss  p r o je c t io n s .  
B u t  th e  ta x  s y s te m  in  A la s k a  is  c o n f u s ­
in g  a n d  in h e re n t ly  u n fa ir.

“ It s e n d s  o u t  a s ig n a l o f  g r e e d ,  a n d  
m o s t  o f  th e  U n ite d  S ta te s  h a s  re a liz e d  
w o r ld w id e  co m b in e d  r e p o r t in g  is s t u ­
p id . It  p u ts  u s  in a  ra th e r  lo n e ly  p o s it io n  
w h e n  it c o m e s  to  a t t r a c t in g  fo r e ig n



in v e s tm e n t ,  a n d  w h e n  w e r e  a lrea d y  n o t 
c o m p e t i t iv e  in a lo t  o f  w a y s , w h y  a d d  in 
a n  o n e ro u s  ta x  th a t d o esn 't d o  u s  a n y  
g o o d ?  W e  ca n  n o  lo n g e r  p re s u m e  tha t 
i o r e ig n  in v e s t o r s  w il l  c o m e  h e re  to  
d e v e lo p  o u r  r e s o u r c e s  ju s t  b e ca u s e  w e  
h a ve  th e m . W e  h a v e  to  rea lize  w e 're  
c o m p e t in g  o n  a g lo b a l b a sis  w ith  o th e r  
c o u n t r ie s  tha t h a v e  th e  s a m e  th ings."

U n i t a r y  ta x a t io n  is b a sed  o n  th e  
p r e m is e  th a t v a r io u s  p a r ts  o f  a c o r p o r a ­
t io n  e n g a g e d  in r e la te d  b u s in e ss  a c t i v i ­
t i e s - d i v i s i o n s ,  s u b s id ia r ie s ,  p la n ts ,  
e t c . - c o n t r i b u t e  e q u a lly  to  p r o d u ce  a 
s in g le  p ro f i t  o r  lo s s . Its  goa l: to  a s s u re  
th a t  e a c h  j u r i s d i c t i o n  g e ts  its  " fa ir  
sha re"  o f  c o r p o r a te  in co m e  w h e n  le v y ­
in g  taxes.

U n i ta r y  tax  is d e te r m in e d  by c a l c u ­
la t in g  th e  p e r c e n ta g e  o f  a co m p a n y 's  
to ta l b u s in e s s  c o n d u c t e d  in  a g iv e n  ta x ­
in g  ju r is d ic t io n  a n d  m u ltip ly in g  its to ta l 
e a r n in g ;  by  th a t p e r c e n ta g e .  A s s e ts ,  
s a le s  a nd  p a y ro ll c o m m o n ly  are u s e d  to  
d e t e r m in e  tha t p e r c e n ta g e .  A d v a n ta g e : 
T h e  c o m p a n y  ca n 't  s t r u c tu r e  its  a c ­
c o u n t in g  s o  lo s s e s  w ill b e  w e ig h te d  
to w a rd  a c t iv i t ie s  in h ig h -ta x  ju r is d i c ­
t io n s  w h ile  p r o f i t s  a re  sh ifte d  to  o p e r a ­
t io n s  in lo w -ta x  s ta te s  o r  co u n tr ie s .

I f  a w id g e t  c o m p a n y  e a rn s  S1 0 0 .0 0 0  
b y  e x t r a c t in g  ra w  m a te r ia ls  in A la s k a , 
m a n u fa c t u r in g  t h e m  in  T a iw a n  a n d  
o p e r a t in g  its  s a le s  d iv is io n  o u t o f  W a s h ­
in g to n . a n d  i f  25  p e r c e n t  o f  th e  c o m p a ­

n y ’s  sa les , a s s e ts  a nd  payro ll a re  in 
A la s k a ,  its  c o r p o r a te  tax  lia b ility  in  
A la s k a  is b a se u  o n  a S25.0 00  p ro fit .  
T h a t 's  worldwide combined reporting.

W ith  a water's edge a p p ro a ch , o n ly  
U .S .  w id g e t  a c t iv i t ie s  w o u ld  be u s e d  in 
ca lc u la t in g  s ta te  ta x  liability. F a ir  m a r ­
k e t v a lu e  w o u ld  b e  u sed  to  d e te rm in e  
th e  va lu e  o f  ra w  m a te r ia ls  e x tra c te d  in 
A la s k a  a n d  "sold" to  th e  m a n u fa c tu r in g  
d iv is io n  in  T a iw a n  and  th e  v a lu e  o f  
f in ish e d  w id g e ts  sh ip p e d  from  T a iw a n  
to  b e  so ld  o u t  o f  W a sh in g to n . I f  th e  
co r p o r a t io n  e a r n s  850.000 fro m  U .S .

a c t iv i t ie s  on ly , a n d  if  <>u p e r c e n t  o f  th e  
c o m p a n y 's  U .S .  a s se ts ,  s a le s a n d  p a y ro ll 
a re  in  A la s k a .  A !  . :i c o r p o r a te  ta x  
w o u ld  b e  b a se d  o n  a 8 3 0 ,0 0 0  p ro fit .

O b j e c t i o n s  to  th e  w o r ld w id e  r e p o r t ­
in g  m e th o d :

• It r e s u l t s  in  d o u b le  ta x a t io n  o f  
p r o f i t s  f ro m  fo re ig n  o p e r a t io n s .

•It a d d s  a n  im m e n s e  a d m in is t r a t iv e  
b u r d e n  b y  r e q u ir in g  m u ltin a t io n a l c o r ­
p o r a t io n s  to  k e e p  m u ltip le  s e ts  o f  b o o k s  
a n d  to  tra n s la te  all a c t iv i t ie s  in to  E n ­
g lis h  a n d  U .S .  d o lla rs .

• A t  le a s t in A la s k a , e n fo r c e m e n t  is 
sa id  to  b e  in co n s is te n t .

• It d i lu te s  e a r ly -v e a r  ta x  lo s s e s  fo r 
. in v e s tm e n t s  in ca p ita l- in te n s iv e  p r o j­
e c t s  a n d  s lo w s  re tu rn s .

• T h e  c o n s t i t u t i o n a l i t y  o f  ta x in g  
o v e r s e a s  e a r n in g s  o f  f o r e ig n - b a s e d  
m u lt in a t io n a ls  has n e v e r  b e e n  u p h e ld  
b y  ih e  U .S .  S u p r e m e  C o u r t .

• It's  p e r c e iv e d  by m a n y  fo re ig n  c o r ­
p o r a t io n s  a nd  g o v e r n m e n ts  to  b e  an  
in v a s io n  o f  p r iv a cy .

C o n c lu d e s  a J a n u a ry  1985  s tu d y  o f  
K o r e a n  in te r e s ts  in A la s k a  fo r t lie n - 
H o u s e  S p e a k e r  Jo e  H a y e s .  " T h e  a s ­
s u m p t io n  u n d e r ly in g  u n i ta r y  t a x - t h a t  
a d o lla r  o f  p ro p e r ty , p a y ro ll a n d  sa le s  
y ie ld s  th e  s a m e  in co m e  w h e r e v e r  it m a y  
b e - i s  p a te n t ly  fa lse  w i th  r e s p e c t  to  
m u lt in a t io n a l  co r p o r a t io n s .  T h e  re s u lt  
is  t r e m e n d o u s  d is to r t io n  a n d  re g u la r  
o v e r a l lo c a t io n  o f  th e  U .S .  in co m e  o f

m u ltin a t io n a l c o rp o ra t io n s .
" d e c a u s e  n o n -U .S . -b a s e d  co m p a n ie s  

lik e ly  c a r r y  on  a g re a te r  p ro p o r t io n  o f  
th e ir  b u s in e s s  o u ts id e  th e  U .S .  th a n  
U .S . -b a s e d  co m p a n ie s ,  th e  s y s te m a t ic  
o v e r ta x a t io n  th e y  s u f fe r  is c o r r e s p o n d ­
in g ly  g re a te r . T h e s e  b u r d e n s  m a y  s e r i ­
o u s ly  d is c o u r a g e  K o re a n  in v e s tm e n t  in 
u n i ta r y  s ta te s ,  i.e.. A la s k a  . . . "

A s  r e c e n t ly  as tw o  y e a rs  ago. 23  
s ta te s  h a d  u n ita ry  ta x  s y s te m s  w ith  
w o r l d w i d e  r e p o r t in g  r e q u i r e m e n t s .  
N o w :  t h r e e .  T h e  o in e r  tw o : N o r th  
D a k o ta  a n d  M o n ta n a . T h e  m o s t  r e c e n t

d o m in o  to  tu m b le  w a s  C . i l i lm  inn. m ice  
th e  b a s tio n  o f  w o r ld w id e  u i i i in r v  ta x a ­
tio n . B e g in n in g  Ja n . 1. m tiltin u ;io ::a I-  
o p e ra t in g  in C a l i fo r n ia  w ill h a w  the  
o p t io n  (.-I s l i c k in g  w ith  th e  e x is t in g  -• 
ten t ot w o r ld w id e  r e p o r t in g  o r  pa; 
an  a n n ua l le e  b a se d  o n  C a lifo rn ia  p.c. • 
roll, p r o p e r ty  a n d  in c o m e  to  s w it ch  m .i 
w a ter 's  e d g e  .approach .

" C a lifo rn ia  w a s  lite ra lly  lo s in g  for­
e ig n  b u s in e ss  in v e s tm e n t  to  s ta te s  w ith ­
o u t w orld w ide - re p o r t in g ."  sa y s  K e n  
H a u s e n , a p a r tn e r  in th e  S a cra m e t::*> 
o f f i c e  o f  P e a t M a r w i c k  M i t c h e l l  «x 
C o .  " T h e  J a p a n e s e  w e re  s a y in g  they  
w o u ldn 't in ves t a n y  m o re  in C a l i f o r n ia i f  
t h e  w o r ld w id e  r e q u ir e m e n t  w e re n 't  
c h a n g e d ,  and  r ig h t a l t e r  th e  vo te  :<• 
ch a n g e  th e  s y s te m .  S o n y  a n n o u n ce d  :: 
w o u ld  s u b s ta n t ia lly  in c r e a s e  its  in ve s t­
m e n t in th e  sta te ."

A c c o r d in g  to  o n e  r e p o r t .  S o n y  e x ­
p e c t s  its C a lifo rn ia  ta x  b ill to  d ro p  b y ;. 
th ird  w h e n  th e  n e w  s y s te m  ta k e s  e : :e c :  
n e x t year. O n e  J a p a n e s e  f irm  re lo ca te d  
to  W a sh in g to n  w h e n  its  C a lifo rn ia  c o r ­
p o ra te  tax a c tu a l ly  e x c e e d e d  its net 
in co m e  fro m  o p e r a t io n s  in th e  state. 
W h i le  the re 's  s til l r e s is ta n c e  to  so m e  
p ro v is io n s  o f  C a lifo rn ia 's  ta x  bill, fo r­
e ig n  in v e s to rs  a n d  g o v e r n m e n ts  for th e  
m o s t  p a rt s e e m  to  fee l a p p e a s e d .

E v e n  w ith  w o r ld w id e  re p o r t in g , the  
s ta te  h as  c a p tu r e d  m o re  th a n  40  p e rce n t  
o f  all Ja p a n e se  in v e s tm e n t  in  th e  U n ite d

S ta te s . D o n a ld  F i t z g e r a ld ,  p a r tn e r  in 
ch a r g e  o f  tax  w o rk  in th e  L o s  A n g e le s  
law  firm  M a n a tt .  P h e lp s , R o t  h e n  berg. 
T u n n e v  & P h ill ip s , n o te s  fo re ig n  in ves­
to rs  a re  r e lu c ta n t  to  b la ck b a ll a m arket 
a s  lu c ra t iv e  a s  C a lifo rn ia 's  o n  th e  bas-.s 
o f  tax  s t r u c tu r e .  T h a t 's  w h y  C a lifo rn ia  
h as b e e n  a b le  to  im p o s e  a n  e le c t io n  fee  
to  s w it ch  to  w a te r 's  e d g e  re p o r tin g , 
w h ile  o th e r  s ta te s  h a v e  d r o p p e d  w o rld ­
w id e  r e p o r t in g  w ith  fe w  o r  n o  s tr ing s  
a t ta ch e d .

C a lifo rn ia  f ig u r e s  it w ill lo se  less 
th a n  8 1 00  m ill io n  in  s ta te  r e v e tu u s
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W ater’s edge and the  

fo re ign  d iv idend  d ilem m a

S e p a r a t e  a c c o u n t i n g ? L ' n i - 
ta r v  ta x a tio n  w ith  c o m b in e d  w o r ld ­
w id e  re p o r t in g ?  U n i ta r y  tax  w ith  th e  
w a ter 's  e d g e  a p p ro a ch ?

D id  y o u  really t h in k  a n y  is s u e  h a v ­
in g  to  d o  w ith  ta x es  w a s  g o in g  to  be  
as s im p le  a s  ch o o s in g  (a ), (b )  o r  (c )?  
T h i n k  aga in .

O n c e  a s ta te 's  ch o s e n  th e  w a te r 's  
e d g e  a p p r o a c h ,  th e  tu n  h a s  ju s t  
b e g u n . O n e  o f  th e  th o rn ie s t  is su e s  
fo r  s ta te s  tha t h ave  m a d e  th e  s w it c h  
is h o w  o r  w h e th e r  to  ta x  d iv id e n d s  
paid  to  U .S .-b a s e d  m u ltin a t io n a ls  by  
fo re ig n  su b s id ia r ie s .

T h e  d ile m m a :
D o  y o u  e x c lu d e  fo re ig n  d iv id e n d s  

fro m  w a te r 's  e d g e  ta x e s  a n d  g iv e  
m u l t in a t io n a l  c o r p o r a t i o n s - U . S . -  
and f o r e i g n - b a s e d - a  c o m p e t i t i v e  
e d g e  o v e r  p u re ly  d o m e s t i c  c o r p o r a ­
t io n s  e n g a g e d  in th e  s a m e  b u s in e ss?  
A n d  c o n c e i v a b ly  e n c o u r a g e  U .S .  
m u lt in a t io n a ls  to  in ve s t o u ts id e  th e  
U n ite d  S ta te s?  (I ll in o is  d id .)

D o  y o u  in c lu d e  fo re ig n  d iv id e n d s  
p a id  to  U .S .  m u lt in a t io n a ls  a n d  g iv e  
fo re ig n -b a s e d  m u l t in a t io n a ls  a c o m ­
p e t i t iv e  e d g e  o v e r  b o th  U .S .  m u l t i ­
n a t io n a ls  a nd  p u re ly  d o m e s t i c  c o r p o ­
ra tio n s?  (C a lifo rn ia . )

D o  you  s tra d d le  th e  f e n c e  a n d  ta x  
o n ly  a p o r t io n  o f  fo r e ig n  d iv id e n d s ?  
W h a t  p o rtio n ?  (O r e g o n  c h o s e  15 p e r ­
c e n t . )

T h e  is su e  m a y  h a v e  l i t t le  s ig n i f i ­
c a n c e  in A la s k a .  H o w e v e r ,  a 108-1 
s tu d y  o n  u n ita ry  ta x a tio n  in  A la s k a  
fo r  t i ie n -H o u s e  S p e a k e r  J o e  H a y e s  
s u g g e s te d  th e  c o m p e t i t i v e  b a la n ce  
a m o n g  S o h io  A la s k a  P e tr o le u m  C o .  
(n o w  S ta n d a rd  A la s k a  P r o d u c t io n ) .  
A R C O  A la s k a  a nd  E x x o n  -  th e  th r e e  
d o m in a n t  p la y e rs  in N o r th  S lo p e  p r o ­
d u c t i o n - c o u l d  b e  in f lu e n c e d .  T h e  
r e p o r t  ch a r a c te r iz e d  S o h io  a s  a fo r ­
e ig n -b a s e d  m u ltin a t io n a l,  A R C O  as 
"a m o s t ly  d o m e s t i c  co r p o r a t io n "  a n d  
E x x o n  a s a  U .S .-b a s e d  m u lt in a t io n a l.

a n n u a lly  d u e  to  th e  re v is io n  - a  tra c t io n  
o f  its  e s t im a te d  . - 1 .1 b illio n  a n n u a l c o r ­
p o ra te  ta x  ta k e . F u r th e r ,  a v s p t  «: • tha t 
d e c l in e  to  b e  m o r e  th a n  o f f s e t  b v  p r o p ­
e rty . in c o m e  a n d  stile-- ta x e s  iro m  n ew  
in v e s tm e n t  th e  c h a n g e  sh o u ld  -p a w n ,

N o n e th e le s s , th e  re v is io n  c a m e  o n ly  
a f te r  in te n s e  lo b b y in g  a nd  te e th  g n a s h ­
ing  w ith in  th e  s ta te  a nd  p re s su re  from  
th e  R e a g a n  A d m in is t r a t io n .  A n d  a pair 
o f  n o t-so -g e n tle  n u d g e s  fro m  Ca lifo rn ia 's  
w o r ld w id e  r e p o r t in g - fre e  n e ig h b o rs  to  
th e  n o r th . O r e g o n  a n d  W a sh in g to n .

O r e g o n  la w m a k e r s  in J u n e  o f  1OS J 
a d o p te d  a w a te r 's  e d g e  a p p ro a ch  tha t 
w a s  im p le m e n te d  in  1080. R e s u l t s  w e re  
s w if t  a n d  im p r e s s iv e .  J u s t  p r io r  to  th e  
r e p e a l o f  w o r ld w i d e  r e p o r t i n g - b u t  
a f te r  it w a s  a p p a re n t  th e  m e a s u re  w o u ld  
p a s s - J a p a n 's  N ip p o n  E l e c t r i c  C o r p .  
( N E C )  a n n o u n c e d  it w o u ld  b u ild  a f ib e r  
o p t i c s  p la n t in  th e  " S il i co n  F o r e s t " area  
ju s t  o u ts id e  P o r t la n d .  W ith in  w e e k s  o f  
th e  rep e a l. F u j i t s u  A m e r i c a  f in a lize d  
p la n s  fo r a d is k  d r iv e  p la n t in th e  sa m e  
a rea . E p s o n  a n n o u n c e d  it w o u ld  b u ild  a 
p la n t to  m a k e  p r in te r s .  F u j i  M i c r o e le c ­
t r o n ic s  u n v e ile d  p la n s  to  b u ild  a  fa c i l i ty  
to  m a n u fa c t u r e  s e m i c o n d u c t o r s  and  
c o m p u te r  c h ip s ,  b u t  Fu ji's  p r o je c t  r e ­
p o r te d ly  s in c e  h a s  b e e n  p u t on  h o ld .

S a y s  G le n  U lm e r ,  tax  p a r tn e r  in th e  
P o r t la n d  o f f i c e  o f  A r t h u r  A n d e r s e n  &  
C o .  a n d  m e m b e r  o f  a  P o r t la n d  D e v e lo p ­
m e n t  C o m m is s io n  ta s k  fo r c e  th a t w e n t 
on  se v e ra l t r a d e  m is s io n s  to  th e  F a r  E a s t
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p r io r  ro  tlu* rep e a l. " S o m e  (J a p a n e s e )  
c o n ip a n io s  a re  ta x -s e n s it iv e  a nd  o th e r s  
aren 't. H u t n o  m a tte r  w h o  w e  ta lk e d  to. 
w e  had a d i f f i c u l t  t im e  e x p la in in g  th e  
(w o r ld w id e  r e p o r t in g )  u n ita r y  is s u e .

"I i lu n k  th e  rep ea l w a s  c r i t i c a l  in 
a t t r a c t in g  n e w  Ja p a n e s e  in v e s tm e n t .  It 
w a - a  m a jo r  st.atem ent th a t O r e g o n  w a s  
o p e n  to r  b u s in e s s . You  ca n  I u n d e r e s t i ­
m a te  th e  im p o r ta n c e  ot in ta n g ib le s .  and  
a s la t e s  a l t i t u d e  to w a rd  b u s in e s s  is  o n e  
o i th e  m o s t im p o r ta n t  la cto rs ."

A d d .' I.e.' l-ahey. tax  p a r tn e r  in  th e  
P o r tla n d  o t t ie e  o f  Peat M a r w ic k  M i t c h ­
e ll &  C o . .  " C a lifo rn ia  h as a  m a r k e tp la c e  
tha t's  m o re  lu c r a t iv e  th a n  O re g o n 's ;  if 
C a l i fo r n ia  w o u ld  h ave  a c t e d  ea r lie r , it 
p ro b a b ly  w o u ld  h ave  g o t te n  s o m e  o f  th e  
in v e s tm e n t  th a t c a m e  h e re ."

W h ile  th e  c o n s t i tu t io n a l i ty  o f  th e  u se  
o f  w o r ld w id e  r e p o r t in g  to  d e te r m in e  
s ta te  c o r p o r a te  ta x es  fo r  fo re ig n  m u l t i ­
n a tio n a ls  h a s n ’t b e e n  te s te d , th e  I ' .S .  
S u p r e m e  C o u r t  has u p h e ld  its  u s e  in 
c a l c u la t in g  ta x e s  o f  U .S .-b a s e d  m u l t in a ­
tio n a ls . P r e s s u r e  fro m  th e  fe d e ra l leve l 
to  s c ra p  w o r ld w id e  r e p o r t in g  c a m e  at 
th e  p r o m p t in g  o f  fo r e ig n -  a n d  U .S . -  
b a se d  m u ltin a t io n a ls  and  o th e r  g o v e r n ­
m e n ts ; B r i ta in  th re a te n e d  to  re ta lia te  by 
im p o s in g  p e n a lt ie s  on  U .S .  f ir m s  d o in g  
b u s in e s s  th e re .

P r e s id e n t  R e a g a n  r e s is te d  p r e s s u r e  
to  e n d o r s e  a fed e ra l la w  a g a in s t  th e  
w o r ld w id e  r e p o r t in g  r e q u ir e m e n t  on  
th e  b a s is  th a t s u c h  a la w  w o u ld  v io la te  
s ta te s ' r ig h ts ,  b u t  h e  d id  a p p o in t  a ta sk  
fo r c e  h e a d e d  b y  th e n - T r e a s u r y  S e c r e ­
ta r y  D o n a ld  R e g a n  to  s t u d y  th e  is su e . 
I ts  r e c o m m e n d a t io n s :

• T h a t  s ta te s  s till u s in g  w o r ld w id e  
r e p o r t in g  sh o u ld  a b a n d o n  it in fa v o r  o f  a 
w a te r 's  e d g e  a p p ro a ch :

• T h a t  t h e  f e d e r a l  g o v e r n m e n t  
s h o u ld  a s s is t  s ta te s  in m o n i to r in g  c o m ­
p lia n ce  w ith  w a te r 's  e d g e  r e p o r t in g ;

• T h a t  a c o m p e t i t i v e  b a la n c e  b e  
m a in ta in e d  a m o n g  U .S .-b a s e d  m u l t in a ­
t io n a ls .  fo r e ig n -b a s e d  m u l t in a t io n a ls  
a n d  p u re ly  d o m e s t i c  c o r p o r a t io n s .

W I T T 'S  b e e n  a n  e m o tio n a l is s u e  n o t  
I  ju s t  fo r  th e  Ja p a n e se , b u t  fo r  B r i t -  

J L a i n  a n d  W e s t  G e rm a n y , too."  sa y s  
J im  T h a y e r ,  m a n a g e r  o f  in te rn a t io n a l 
in v e s tm e n ts  in  th e  S ta te  o f  O re g o n 's  
E c o n o m i c  D e v e lo p m e n t  D e p a r tm e n t .  
" N o w  th a t th e  p re s s u re ’s  o f f  C a lifo rn ia , 
o n e  o f  tw o  th in g s  w ill h a p p e n : t h e y ’ll 
e i t h e r  w r i t e  o f f  th e  o th e r s  (A la s k a ,  
N o r th  D a k o ta  a n d  M o n ta n a ) o r  th e y 'll 
s ta r t  p u t t in g  m o re  p re s s u re  o n  th e m . 
A la s k a  c e r ta in ly  is o f  th e  m o s t  in te r e s t  
o f  w h a t's  le ft."

A la s k a 's  D ix o n  s u g g e s t s  A la s k a  
s h o u ld  b e  p o s it io n in g  its  p o r ts  a s  a 
c a r g o  s ta g in g  a n d  a s s e m b ly  a re a s  fo r  
E u r o p e a n  g o o d s  d e s t in e d  fo r  P a c i f i c  
R im  m a rk e ts ,  a nd  rep e a l o f  w o r ld w id e  
r e p o r t in g  is v ita l to  th a t e f fo r t .

A la s k a  h as h ad  a u n ita r y  ta x  s in c e  
b e fo re  s ta te h o o d . In  r e c e n t  y e a rs  it's 
a c c o u n te d  fo r  a f ra c t io n  o f  s ta te  g o v e rn -

r e d e g e r  
h Q t o g r a p h e r ~

6 1 0 1  A z a l e a  D r i v e  
A n c h o r a g e ,  A K  9 9 5 1 6

(907) 345-1338

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

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

C a l l  for a n  a p p o i n t m e n t .

• Brochures
• Annual Reports
• Public Relations
• Photojournalism
• Architectural
• Remote Locations
• Special Events
• Corporate
• Industrial

H E LP  W A N T E D  

Organize Your Company Or Group 
Ski Club And Ski Alyeska Free!
• Fantastic Group Rates
• Night Skiing as low as $9.00 per person
• Lift, lesson and rentals only $28.00 per person
• Minimum of 20 members required

CALL NOW! 783-2222
Talk to Steve ,  Jerre or Mark For More Information

JUST 45 MINUTES SOUTH FROM ANCHORAGE TO GIROWOOD 

INFORMATION AND RESERVATIONS 783-2222 • SKI PHONE 783-2121

rEHRl I"1''


