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conditions (e.g. the Constitutional Budget Reserve Fund). Although Permanent Fund net income 
may be legally appropriated in the same manner as unrestricted income, the established practice 
has been to treat Permanent Fund net income as if it were restricted and, therefore, it is included 
in Table 2. Other revenue sources included in Table 2 are either constitutionally dedicated or 
automatically deposited into a specific account, such as undistributed Permanent Fund net 
income.

Table 3 provides a breakdown of unrestricted revenues by source. The first section of the table 
presents revenues received from taxes, the second part presents revenues received through 
other means such as fees for services, licenses, mineral rents and royalties, and investment 
earnings. As mentioned previously, unrestricted revenues are subject to legislative discretion in 
appropriation.
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T a b l e  3 :  S o u r c e s  o f  U n r e s t r i c t e d  R e v e n u e s ,  T a x  P o r t i o n ,  F Y 9 7

REVENUE SOURCE
AMOUNT
(millions) N O T E S

P r o p e r t y  T a x  - Oil & G a s 5 3 .6 Represents Ihe stale's share of the total oil & gas property taxes collected.

S a l e s / U s e  T a x  T o ta l 9 1 .7
Alcoholic  B e v e r a g e 11.6

T o b a c c o  P ro d u c t s 13 .7
I n s u r a n c e  P rem iu m 2 8 .4

Electr ic  & T e le p h o n e
2 .7 100 percent of these taxes are subject to sharing with qualified municipalities (AS

C o o p e ra t iv e 10.25.570).

M otor  F ue l  Tax-Aviation 8.1 60 percent of taxes attributable to aviation fuel sales at municipally owned or operated 
airports are subject to sharing with qualified municipalities (AS 43.40.010).

M otor  F u e l  Tax-H ighw ay 19.9
M otor  F u e l  Tax-M arine 7 .3

I n c o m e  T a x  T o ta l 3 1 7 .8
C o rp o ra t io n  G e n e ra l 4 8 .4

C o rp o ra t io n  P e t ro le u m 2 6 9 .4

S e v e r a n c e  T a x  T o ta l 9 2 1 .6
Oil & G a s  P roduction 9 0 7 .0

Oil & G a s  C o n se rv a t io n  
Oil & G a s  H a z a r d o u s

1.7

12.9
R e le a s e

O t h e r  N a t u r a l  R e s o u r c e
T a x e s  T o ta l

Provides annual funding for the Alaska Seafood Marketing Institute (AS 16.51.120 and
S a lm o n  & S e a f o o d  Marketing 6.6 AS 43.76.120). Does not include S1 million tranfered from Ihe Fishery Resource 

Landing Tax to the Alaska Seafood Marketing Institute in FY 1997.
S a lm o n  E n h a n c e m e n t 4.2 Provides annual funding for qualified regional aquaculture associations (AS 43.76.025).

F is h e r ie s  B u s in e s s 3 1 .0 50 percenl is subject to sharing with qua'ified municipalities (AS 43.75.130).
F ish e ry  R e s o u r c e  Landing 8 .3 50 percent Is subject to sharing with qualified mun: oalitic. (AS 43.77.000).

Mining 0.4

O t h e r  T a x e s  T o ta l 3 ,6
E s ta te 1.7

C h a r i ta b le  G am in g 1.9

T O T A L  T A X
R E V E N U E

1 ,H JO .O
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T a b l e  3  (continued): S o u r c e s  o f  U n r e s t r i c t e d  R e v e n u e s ,  

N o n T a x  P o r t i o n ,  F Y 9 7

REVENUE SOURCE AMOUNT
(millions) N O T E S

L i c e n s e s  & P e r m i t s
M otor Vehicle

O th e r

6 9 .0

Includes amounts from coin-operated devices (AS 43.35.050) and liquor licenses (AS 
04.11.610) shared with qualified municipalities.

I n t e r g o v e r n m e n t a l
R e c e i p t s 2 .0

C h a r g e r  f o r  S e r v i c e s

M arine  H ighw ays 

A irports /O ther

78.1

38 .6
3 9 .5

The gross revenue of the slate ferry system is deposited in the Alaska Marine Highway 
Fund (AS 19.65.06) and may then be appropriated for system operating and capital

expenditures.
Includes miscellaneous receipts for services, park fees and land-disposal fees.

F i n e s  & F o r e f e i t u r e s 8.2

R e n t s  & R o y a l t i e s

Mineral B o n u s e s  & R e n ts

Oil & G a s  Royali ies  
T im ber  S a l e s  

C oa l  R e n t  & Royalties  
O th e r  R e s o u r c e  R e v e n u e

777.1

6.4
7 5 9 .2  

1.9 
1.0 
8 .6

Net of Permanent Fund and Public School Fund contributions. 50 percent of the 
bonuses are deposited into the Permanent Fund.

Net ol Permanent Fund and Public School Fund contributions.

Net of Permanent Fund and Public School Fund contributions.

l n v e i 4m e n t  E a r n i n g s 77.1
Earnings include Investment income from the General Fund and funds within (tie 

General Fund group. Additionally, includes Interest income from stale loans and royalty 
and severance taxes.

M i s c e l l a n e o u s  R e v e n u e 4 4 .6
ncludes S25 million and S1.5 million from one-time payments per agreements between 

TAPS owners and the stale.

T O T A L  NON-TAX 
R E V E N U E

1,056.1

T O T A L  G E N E R A L  
F U N D  

U N R E S T R I C T E D  
R E V E N U E  

( T a x  &  N o n - T a x )

2,494.9 Includes all revenue collected by the state that is not restricted in its use. Federal and 
other grants are restricted revenue and are excluded from this table.

S O U R C E :  A la sk a  D e p a r tm en t  of R e v e n u e ,  Revenue Sources Book, Fall 1997 (T ab le  3).

Table 3 indicates that the largest contributions to state unrestricted income are derived from 
petroleum producers. In fact, the various petroleum revenues accounted for 81 percent of all 
state unrestricted revenues in FY97— a proportion that has remained between 80 and 85 percent 
for most years since the early 1980s, Table 3 provides a breakdown of the contribution to FY97 
unrestricted revenues by the various petroleum revenue sources.
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T a b le  4 : C o n t r ib u t io n  o f  P e t ro le u m  R e v e n u e  S o u r c e s  to  S t a t e

U n r e s t r ic t e d  R e v e n u e , F Y 9 7

Amount Percent of 
Unrestricted(millions) Revenue

Petroleum Revenues 2,010.2 81%
Corporation Income Tax 269.4 11%

Severance Tax -- Oil & Gas Production 907.0 36%
Severance Tax -- Oil & Gas Conservation 1.7 0%

Severance Tax -- Oil & Gas Hazardous Release 12.9 1%
Petroleum Property Tax 53.6 2%

Bonuses & Rents 6.4 0%
Oil & Gas Royalties 759.2 30%

Unrestricted Revenue 2,494.9
SOURCE: Alaska Department of Revenue, Revenue Sources Book, Fall 1997.

Tax S ou rces  o f  Unrestricted Revenue -  Description o f  T a xes  C ollected  in Alaska

The following excerpts from the Department of Revenue's Fiscal Year 1997 Income and Excise 
Audit Division Annual Report, describe the various taxes collected in Alaska. More complete 
descriptions, along with rates, exemptions, disposition of revenue, and the history of each tax may 
be found in the above-mentioned publication, We present the taxes in alphabetical order.

Alcoholic Beverages Tax -  AS 43.60
The alcoholic beverages tax is levied on alcoholic beverages sold in or transferred into Alaska. 
Alcoholic beverages taxes are collected primary from wholesalers and distributors.

Coin-Operated L /ices Tax -  AS 43.35
The coin-operated devices tax is levied on entertainment and amusement devices, such as video 
game machines, billiards, jukeboxes and pinball machines which are operated by coin or token. 
Coin-operated devices taxes are collected primarily from businesses which place machines in 
their establishments.

Corporation Net Income Tax -  AS 43.20
Corporation net income tax is levied on net income of corporations that have nexus and derive 
income from sources within Alaska. Corporations compute their tax liability based on federal 
taxable income with Alaska adjustments. Alaska uses an apportionment method to determine the 
portion of income that is taxable in the state. Corporations other than oil and gas apportion their 
income to Alaska by using a three-factor formula based on sales, property and payroll. Alaska 
taxable income is determined by applying the apportionment factor to the corporation’s modified 
federal taxable income. A corporation engaged in business solely in Alaska computes its tax 
liability on 100% of its taxable income. Multistate corporations apportion income to Alaska under
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a "water's edge" apportionment method. Oil and gas corporations apportion income on a 
worldwide apportionment method based on sales, property and extraction.

The corporation net income tax dates back to 1949 when the territorial legislature enacted a 10% 
flat tax on corporations' federal tax liability. In 1963, tiie tax rate was increased to 16% of the 
corporation's federal income tax liability. In 1975, the Alaska legislature repealed the original 
income tax act and enacted an income tax act based on taxable income rather than federal tax 
liability.

In 1978, the Alaska legislature enacted a bill requiring oil and gas corporations to calculate taxable 
income based on a "separate accounting" method which required that the corporations account 
for Alaska activity only in determining taxable income (AS 43.21). In 1981, separate accounting 
(AS 43.21) was repealed and the modern corporation tax rate structure was adopted (1% - 9.4%). 
With repeal of AS 43.21, all corporations file returns using worldwide combined reporting and use 
the same tax rate structure.

In 1991, the Alaska legislature enacted a bill authorizing corporations, except for oil and gas 
corporations, to calculate taxable income based on "water's edge" (U.S. domestic income) 
combined reporting method. Oil and gas corporations continue to use worldwide combined 
reporting method. In 1994, the legislature authorized the oil and gas exploration incentive credit. 
The credit is limited to $30 million and may be applied against 100% of corporation taxes due. In 
1995, the legislature authorized the minerals exploration incentive credit. The credit is limited to 
S20 million and may be applied against 50% of corporation taxes due over a 15 year period.

Electric Cooperative Tax -  AS 10.25.555
The electric cooperative tax, enacted in 1959, is based on kilowatt hours furnished by qualified 
electric cooperatives recognized under AS 10. Taxes are collected from cooperatives.

Estate Tax -  AS 43.31
The estate tax is levied on the transfer of an estate upon death. The tax dates back to 1919 when 
the territorial legislature adopted a tax on inheritances and transfers of property from estates.

Fisheries Business Tax -  AS 43.75
The fisheries business tax is levied on fisheries businesses and persons who export fisheries 
resources from Alaska. The tax is based on the fisheries value paid to commercial fishers or fair 
market value when there is no arms length transaction. Fisheries business taxes are collected 
primarily from licensed processors and persons who export fisheries from Alaska. The fisheries 
business tax is the oldest tax in Alaska as it descends from the 1899 "salmon case" tax imposed 
by the U.S. Congress to fund fisheries-related activities in pre-territorial Alaska.

Fishery Resource Landing Tax AS -  43.77
The fishery resource landing tax, enacted in 1993 and effective as of January 1, 1994, is levied on 
processed fishery resources first landed in Alaska. The tax is based on the unprocessed value of 
the resource, which is determined by multiplying a statewide average price per pound (based on 
Alaska Department of Fish and Game data) by the unprocessed weight. Fishery .esource landing 
taxes are collected primarily from factory trawlers and floating processors which process fishery 
resources outside of the state's 3-mile limit and bring their products into Alaska for transshipment.
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Tobacco T ax  -  AS 4 3 .5 0
The tobacco tax is levied on cigarettes and tobacco products which are imported or transferred 
into Alaska. Tobacco taxes are collected primarily from licensed wholesalers and distributors. The 
tobacco tax dates back to 1949 when a tax was enacted imposing a tax of 3 cents per pack of 
cigarettes and 2 cents per ounce of tobacco. In 1997, the cigarette tax rate was increased to $1 
per pack of 20 (effective October 1). The tobacco products tax rate was increased to 75% of 
wholesale price.

I hope you find this information useful. Please do not hesitate to contact us if you have questions 
or need additional information.

: Jfjli • . ' £
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ALASKA STATE LEGISLATURE
House of Representatives

COMMITTEE MEMBERS: INTERIM:
71B WEST 4TH AVENUE. SUITE 640REPRESENTATIVE NORMAN ROKEBERG, CHAIRMAN 

REPRESENTATIVE JOHN COWDERY, VICE CHAIRMAN REPRESENTATIVE BILL HUDSON REPRESENTATIVE JOE RYAN REPRESENTATIVE JERRY SANDERS REPRESENTATIVE TOM BRICE 
REPRESENTATIVE GENE KUBINA COMMITTEE AIDE. SHIRLEY ARMSTRONG COMMITTEE SECRETARY CATHY WOOD COMMITTEE HEARING RCOM 17 STATE CAPITOL

ANCHORAGE, AK 99501 PHONE: (907)258-8191 FAX: (907)258-2916
SESSION:STATE CAPITX ROOM 24 
JUNEAU, AK 99601-1182 PHONE: (907) 465-4954 
F\X: (907) 485-2040

Labor and Commerce Committee

RE: SCS HB 472 (FIN)

What HB 472 does

H8 472 maf -S it clear that the tax exemption for income from foreign vessels 
and aircraft (Section 883 of the IRS Code) is incorporated into Alaska corporate 
tax law.

Description of Senate changes to HB 472

The Senate Finance Committee amended HB 472 by a d d in g  Section 2 of the 
bill. This section states that if the retroactive provisions in Section 3 are found by 
a court to be invalid, the Act wili apply to tax years ending on or after the effective 
date of this Act.

The amendment was adopted to help meet concerns raised by the Department of 
Law that the retroactive provision in Section 3 may be unconstitutional.
Attorneys for proponents of HB 472 and Senate members concluded that 
applying ihe exemption retroactively does have a valid public purpose and would 
be upheld if the issue was ever taken to court. In the unlikely event that a 
challenge of Section 3 was successful, the language in Section 2 makes it clear 
that the legislature intends the Act to apply to current and future tax years.

I recommend that the House concur with the Senate amendments to House Bill 
472.

/

Repres
Chairm ommittee



ALASKA STATE LEGISLATURE
House of Representatives

COMMITTEE MEMBERS' INTERIM:
716 WEST 4TH AVENUE. SURE 640REPRESENTATIVE NORMAN ROKEBERG, CHAIRMAN REPRESENTATIVE JOHN COWDERY. VICE CHAIRMAN REPRESENTATIVE BILL HUDSON REPRESENTATIVE JOE RYAN 

REPRESENTATIVE JERRY SANDERS REPRESENTATIVETOM BRICE REPRESENTATIVE GENEKUBINA COMMITTEE AIDE. SHIRLEY ARMSTRONG 
COMMITTEE SECRETARY. CATHY WOOD COMMITTEE HEARING ROOM 17 STATE CAPITOL

STATE CAPITOL ROOM 24 
JUNEAU, AK 99801-1162 PHONE: (907) 465-4954 
FAX: (907 ) 465-2040

ANCHORAGE, AK 99501 PHONE: (907)256-6191 FAX: (907)258-2916
SESSION:

Labor and Commerce Committee

April 30, 1998

The Honorable Tony Knowles 
Governor, State of Alaska 
PO Box 110001 
Juneau, AK 99811-0001

RE: SCS HB 472 (FIN)
An Act relating to apportionment of business income

Dear Governor Knowles:

Enclosed are the following with regarding to the captioned legislation:

I. SCS HB 472 (FIN)

II. Sponsor Statement

Memorandum from Alaska Steamship Association with attached
Department of State letter of April 13,1998

IV. Copy of Convention between the Govern nent of the Republic of 
Korea and the Governor of the United Sates of America for the 
avoidance of double taxation and Tie prevention of fiscal evasion 
with respect to taxes on income a> d the encouragement of 
international trade and investment (selected pages)

V. “Shipping firm loses tax battle", Anchorage Daily News 21 Feb 1998

VI. “U nw elcom e mat" from the  Voice of th e  Tim es



The Honorable Tony Knowles 
April 30, 1998 
Page 2

VII. “Why Pass House Bill 472?"

VIII. 26 USC 883

IX. "The OSG Bulk Ships Case” from Department of Revenue

X. "Alaska Corporate Income Tax Selected Principles” from 
Department of Revenue

XI. List of Supporters of HB 472

XII. Support letters from:

a. Alaska Maritime Agencies
b. Trident Seafoods
c. ANP Shipping Company
d. Council of Alaska Producers
e. Alaska Steamship Association
f. Resource Development Council
g- The David Green Group
h. Jean VanderPloeg
i. Koncor Forest Products
j- Southeast Stevedoring Corporation
k. Marathon Oil Company
I. Sealaska
rn. Anchorage Convention & Visitors Bureau
n. Alyeska Resort
0. Alaska Miners Association
P- Mayor Mystrom, Municipality of Anchorage
q- Aeroflot
r. Cathy Pacific
s. Sheraton Anchorage Hotel
t. International Air Transport Association
u. Alaska Forest Association, Inc.
V. Cadwalader
w. Exxon Company, U.S.A.
X. Anchorage Economic Development Corporation
y- Alaska Airlines
z. Afognak Native Corporation

XIII. One-page information sheet explaining Senate changes to HB 472 
and entitled "RE: SCS HB 472 (FIN)".



The Honorable Tony Knowles 
April 30,1998 
Page 3

The bill was adopted in the House on a vote of 34-1 and in the Senate on a vote 
of 19-1. The House concurred with the Senate amendments on a vote of 29-0.

I would urg§^our swift consideration of this legislation.

Sincerely,

Norman Rokeberg 
State Representative 
Chairman, House Labor Commerce Committee



A L A S K A  S T A T E  L E G I S L A T U R E  

H o u s e  o f  R e p r e s e n t a t i v e s

COMMITTEE ASSIGNMENTS: INTERIM:
LABOR & COMMERCE COMMITTEE, CHAIRMAN

716 WEST 4TH AVENUE, SUITE 640 
ANCHORAGE, AK 99501

SPECIAL COMMITTEE ON OIL S GAS. MEMBER PHONE: (907)258-8191
JUDICIARY COMMITTEE, MEMBER I (tVicJtczZ ' I FAX: (907)258-2910
CORRECTIONS BUDGET SUBCOMMITTEE, MEMBERADMINISTRATION BUDGET SUBCOMMITTEE .MEMBER SESSION:
HESS BUDGET SUBCOMMITTEE, MEMBER STATE CAPITOLJUNEAU, AK 99801-1182PHONE: (907)465-4968 FAX: (907)465-2040

R e p r e s e n t a t i v e  N o r m a n  R o k e b e r g

SPONSOR STATEMENT 
HOUSE BILL 472

“An Act relating to apportionment of business income; and providing for an effective date.”

This bill originated at the request of the industries effected by the recent Alaska Supreme 
Court ruling, State of Alaska vs OSG BULK Ships, Inc., dated February 20, 1998, that the Alaska 
Corporation Net Income Tax (‘'ANITA") applies to the income of foreign flagged ships and aircraft 
bringing goods and passengers to and from Alaska.

This new tax burden will have a chilling effect on commercial development, international trade 
and job creation in this state. It will slam the door on the myth that “Alaska is open for Business". If 
the Department of Revenue implements this new tax, Alaska would be the o n ly s ta te  to have such a 
tax.

The court held that the exemption from taxation granted in 26 U.S.C. Section 883 "is impliedly 
excepted to [or modified] by the ANITA” (italics added). The Legislature adopted Section 883 when it 
enacted AS 43.20.021 (a) “Sections 26 U.S.C. 1-1399 and 6001-7872 (Internal Revenue code), as 
amended, are adopted by reference...", (See the bill.). The Court found otherwise.

The issue for the Legislature and the Administration can be posited as: Should the public 
policy of the State of Alaska be to tax the net income of foreign flagged/owned ships, aircraft, railroad 
rolling stock and communication satellites contrary to the tax law of the United States and it’s 
agreements with foreign governments engaged in commerce in our state?

A strong indication that the Legislature intended to adopt Section 883 without exception is 
evident by the rejection of legislation sought by the Department of Revenue in 1991-1992. This 
legislation specifically stated that Section 883 was not adopted into Alaska tax law.

Commerce of the state of Alaska will be severely impacted without passage of HB 472. The 
following business sectors would be directly taxed; subject to foreign retaliation or secondarily 
effected: international air cargo, air couriers, and airlines; fishers and seafood processors; mining 
and coal companies; cruiseship lines and tourism; timber and wood products; manufacturing firms; 
and oil and LNG exports.

The imposition of a new business tax, for an as yet unknown amount, will have a detrimental 
effect on the business and employment of Alaskans.

3/28/98



ALASKA STATE LEGISLATURE
H o u s e  o f  R e p r e s e n t a t i v e s

COMMITTEE ASSIGNMENTS: INTERIM:
716 WEST 4TH AVENUE, SUITE 640LABOR a COMMERCE COMMITTEE, CHAIRMAN SPECIAL COMMITTEE ON OIL a GAS, MEMBER JUDICIARY COMMITTEE, MEMBER CORRECTIONS BUDGET SUBCOMMITTEE, MEMBER ADMINISTRATION BUDGET SUBCOMMITTEE .MEMBER 

HESS BUDGET SUBCOMMITTEE. MEMBER SESSION: 
STATE CAPITOL

ANCHORAGE, AK 93501 PHONE: (907)250-8191 FAX: (907)250-2910

JUNEAU. AK 99001-1102 PHONE: (907)405-4958 
FAX: (907)465-2040

R e p r e s e n t a t i v e  N o r m a n  R o k e b e r g

For Immediate Release: March 30,1998 Contact: Rep. Norman Rokeberg 
(907 >465-4968

Com m ittee Acts  to Keep  A la ska  "O p en  for Business” 
Labor and Com merce M o ve s  O u t H B  472

(JUNEAU) -  The H ouse Labor and Com m erce Com m ittee today m oved 
out H ouse Bill 472, "An Act relating to apportionm ent of business income," with 
four DO-PASS recom m endations. The H ouse Labor and Com m erce Com m ittee 
originated HB 472 after a February decision by the Alaska Suprem e C ourt that 
the Alaska C orporation N et Income Tax (ANITA) applies to the incom e of 
foreign flagged ships and  aircraft bringing goods and passengers to and from 
Alaska."

"This new tax burden w ould have a chilling effect on com m ercial 
developm ent, international trade, and job creation in this state," said 
Representative N orm an Rokeberg (R-Anchorage), Chairm an of the HL&C 
Com m ittee. "It will slam the door on the m yth that 'A laska is open for business.' 
If the D epartm ent of Revenue im plem ents this new tax, Alaska would be the onhj 
state to have such a tax," Rokeberg said.

The HL&C Com m ittee noted, in m oving out HB 472, that Alaska w ould be 
severely im pacted w ithout passage of the m easure. International air cargo, air 
couriers, airlines, fisherm en and seafood processors, m ining and coal companies, 
cruiseship lines and tourism , tim ber and w ood products, m anufacturing firms, 
and oil and LNG exports w ould all be either directly taxed or subject to either 
foreign retaliation or secondary effects.

HB 472 now m oves to the H ouse Finance Committee.

# # #
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C O N V E N T IO N  B E T W E E N  T H E  G O V E R N M E N T  
O F  T H E  R E PU B L IC  O F  K O R E A  A N D  T H E  

G O V E R N M E N T  O F  T H E  U N IT E D  S T A T E S  O F  A M E R IC A  F O R
T H E  A V O ID A N C E  O F  

D O U B L E  T A X A T IO N  A ND  T H E  P R E V E N T IO N  

O F  F IS C A L  E V A S IO N  W IT H  R E S P E C T  T O  
T A X E S  ON IN C O M E  A N D  T H E  

E N C O U R A G E M E N T  O F  
IN T E R N A T IO N A L  T R A D E  AND 

IN V E S T M E N T

Signed at Seoul June 4 1976 
Entered into force O ctober 20. 1979

• : :r *n  : - j r . ? "  i.j • >4» • r* *

The G overnm ent of the Republic of Korea and the G overnm ent 
of th e  U n ite d  S ta te s  of A m erica , d e s ir in g  to c o n c lu d e  a 
convention for the avoidance of double taxation of income and 
the p rev en tio n  of fiscal evasion  and  the  en co u rag em en t of 
in te rn a tio n a l trade and investm ent, have appoin ted  for th a t  
purpose as the ir respective P lenipotentiaries:
The G overnm ent of the Republic of Korea:
His Excellency Park Tong-Jin
M inister of Foreign Affairs of the Republic of Korea:
The G overnm ent of the United S tates of America:
His Excellency Richard L. Sneider
A m bassador E xtraordinary  and P len ipo ten tia ry  of the U nited 
States of am erica lo the Republic oT Korea: 
who having communicated to each o ther their full powers, found 
in good and due form, have agreed upon the following articles.
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N o tw ith s ta n d in g  A r t ic le  8 (B u sin ess  
Profits), incom e which a resident o f  one ol 
the C o n tr a c t in g  S ta tes  derives  from  the 
operation in international traffic o f  ships or 
aircraft shall be exempt from tax by the other 
C o n tr a c t in g  S tate . F or  p u rp o se s  o f  this 
Article, income derived from the operation in 
in te rn a t io n a l  tra ff ic  o f  sh ips  or  a ircraft  
includes in com e incidental to such opera­
tion, such as income derived from the use or 
lease o f conta iners , trailers for the inland 
t r a n s p o r t a t io n  o f  c o n t a in e r s  and o th er  
related e q u ip m e n t ,  but d oes  not include 
other income from the inland transportation 
of containers. . • ■
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Article
Related Persons

1. Where a person su b ject  to the taxini 
jurisdiction o f one of the Contracting State 
and any other person are related and wrier 
such related persons make arrangements 0 
impose conditions between themselves w ’nic, 
are d ifferen t from  those  w h ich  w ou ld  b 
m ade b etw een  in d e p e n d e n t  p erson s ,  an 
incom e, deductions, credits, or allowance 
which would, but for those arrangements 0 
conditions, have been taken into account i 
computing the income (or loss) of, or the ta 
payable by, one o f  su ch  person s ,  may b 
taken into account in computing the amour 
of the incom e subject to tax and the taxe 
payable by such person.

2. For the purposes o f  this Convention, 
person is related to another person if eithe 
person owns or controls directly or indirect!
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Article
Non-dlscrlmlnation

1. A c i t iz e n  o f  o n e  o f  the C o n t r a c t in g  
States who is a resident of the other Contrac­
ting State shall not be subjected in that other 
Contracting State to more burdensome taxes 
than a citizen of that other Contracting State 
w ho is a resident thereof.

2 . A p e rm a n e n t  e s ta b l ish m en t  w h ic h  a 
resident o f  one the Contracting States has in 
the o th e r  C o n tr a c t in g  State shall not  be 
su b je ct  in that other C ontracting  State to 
m ore  burdensom e taxes than a resident of 
that other Contracting.State carrying on the 
same activities. This paragraph shall not be 
construed as obliging one of the Contracting 
States to grant to individual residents of the 
o t h e r  C o n t r a c t in g  State ar.y p e r s o n a l  
allowances, reliefs, or deductions for taxation 
purposes on account of civil status or family 
responsib ilit ies  w hich  the firs t -m en tion ed  
C ontracting State grants to its own indivi­
dual residents.

3. A corporation of one of the Contracting 
S tates , the capital o f  w h ich  is w h o l ly  or 
p a rt ly  o w n e d  o r  c o n t r o l l e d ,  d i r e c t ly  or 
indirectly, by one or more residents of the 
o t h e r  C o n t r a c t in g  State , sh a ll  n o t  be 
subjected in the first-mentioned Contracting 
State to any taxation or any req u irem en t  
connected therewith which is other or more 
burdensome than the taxation and connected 
requirements to which a corporation o f  the 
first-m entioned  Contracting State carrying 
on the same activities, the capital o f  which is 
wholly owned or controlled by one or more
I L J  l u u i t l J  Ul VIIC I I IO k ’ UICULiUIICU OUI ILI Q CIIU I I

State, is or may be subjected.

A r t ic le  8 
B u s in e s s  P ro f its

1. Industrial or com m erc ia l  p ro fits  o f  a
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U.S.A. 33/
*

A rtic le  1 ( 4 ^ S . 4 1 )
T axes  C overed

1. The taxes which are the subject of this 
Convention are:

(a) In the case of Korea, the incoim' lax 
and the corporation tax (the Korean lax), and

(b) In the case of the United States. tin- 
Federal income taxes imposed by Ihe Inii-nial 
Revenue Code (the United fth-itrs i;|vt

Tlij^rtyrmTnlion shall also apphTTpHasrs 
subs-trantiully similar to those covered\hy 
paragraph 1. which are .imposed in addiunM 
to,(or in place of. existing taxes after lhj/u:iiv 
of sigjaature of this C onvention^^^

3Tl''or the purpuSd Of Al*lTeTe7 (Nomliscvf 
rnination), this Convention shall also apply 
tc taxes of every kind imposed at the 
national.state, or local level. For the purpose 
of Article 28 (Exchange of Information) this 
Convention shall also apply to. taxes of every 
kind imposed at the national level.

41 2
D 3 H M  ^ 3
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A rticle 
G eneral D efin itions

1. In this Convention, unless the context 
otherwise requires:

(a) (1) The term "Korea" means the 
Republic of Korea; and

(2) When used in a geographical sense, 
the term "Korea" means all the territory in 
which Lhc laws relation to Korean tax are in 
force. The term also includes:

(A) The territorial sea thereof, and 
(II) The seabed and subsoil of the 

submarine areas adjacent to the coast 
thereof, but beyond the territorial sea. nvcr 
which Korea exercises sovereign rights, in 
accordance with International law. for the 
purpose of exploration and exploitation of the 
natural resources of such areas, but only in 
the extent that the person, property, in­
activity to which this Convention is hiring
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T a n k e rs  
m u s t  p a y  
m o re  ta x
■ Cruise ships wonder 
i f  they're next
tiie associated press

ANCHORAGE - A New York- 
based shipping corporation whose 
tankers play a key role in moving 
North Slope oil to market must 
pay additional state tax under 
terms of an Alaska Supreme 
Court ruling that observers say 
could reach other industries.

In a unanimous ruling Friday, 
the court said Alaska did not err 
in assessing additional tax 
against Overseas Shipping Group 
based on the Alaska Net Income 
Tax Act.

In 1993, when a lower court 
ruled in OSG’s favor, back taxes 
amounted to $789,000.

The case asked the Supreme 
Court to compare Alaska’s tax 
system against the federal sys­
tem for exemptions that OSG said 
would bar the Revenue Depart­
ment from collecting additional 
tax. The case reached the Su­
preme Court after Superior Court 
Judge Donald Hopwood ruled in 
the shippers’ favor and the state 
appealed.

Filing friend-of-the-court 
briefs to buttress OSG’s argu­
ments were the Seattle-based 
North West CruiseShip Associa­
tion and the Alaska Visitors Asso­
ciation.

Dan Grausz, a lawyer for Hol­
land America Line VVestours. 
said the ruling could increase the 
industry’s state tax burden.

"This was not purely a ship­
ping issue," Grausz said Friday.
"I think it extends far beyond the 
cruise ship industry to airlines 
and to others who potentially fall 
within this provision.”

Neil Slotnicu, a state assistant 
attorney general who handled the 
case, said he too believed that 
cruise ships and air carriers 
could be subject to the ruling.

V o
The Anchorage Times

P u blisher: BILL J. A LLEN  
"B eliev in g  in A laskans, putting A lask a  fir s t"Editors: DENNIS FRADLEY, PAUL IENKINS. WILLIAM J. TODIN The Anchorage Times Commentary in this segment of the Anchorage Daily News does not represent tho views of tiui Daily,Vens. II is written ana published under an ngrcement with former owners of The Times, in tho Interests of preserving a diversity of viewpoints in Ino community.

Unw elcom e mat
G OV. TONY Knowles has spent much of his term convincing 

the international business community that Alaska is a good 
place to do business! Unfortunately, one of the departments in his * 
administration has been busy sending out the opposite message.

The Department of Revenue, with the backing of the state 
Supreme Court, Rians to collect a corporate income tax on revenues 
earned by foreign-flagged ships and aircraft canying cargo and 
passengers to and from Alaska. The taxes will be applied 
retroactively to 1979.

Until now, Alaska — like the other 49 states — followed the lead 
of the Internal Revenue Service, which exempts the income of 
foreign carriers from taxation in the United States. Individual states 
have been discouraged from imposing their own levies because of 
the federal government’s reciprocal tax exemption agreements with 
other countries.

But Alaska is taking a go-it-alone approach. A late-Februaiy 
ruling from the state’s highest court gave the revenue department 
the go-ahead to tax the income of foreign carriers.

What impact will this have?

A C C O R D IN G  TO Juneau economist David Reaume, who 
was commissioned by the cruise ship industry to analyze the effects, 
the financial pinch could be widespread — not limited to the foreign 
carriers, but also extending to many companies doing business in 
international markets, ranging from tourism to resource 
development.

He predicts, for instance, that operational costs for the proposed 
delivery system to export Alaska natural gas will increase between 
$20 million md $30 million a year as a result of the application of 
this tax.

“The impact of the tax will be borne by Alaskans,” says Rep. 
Noiman Rokeberg, an Anchorage Republican who has introduced 
legislation to apply the applicable IRS exemption to Alaska law.
‘The tax will translate into higher transport fees or lower purchase 
prices for Alaskan resources.”

Moreover, says Reaume. the tax will require companies to reduce 
expectations of future pruuiability in Alaska. In turn, that will 
affect private sector investments here, and .ultimately, jobs.

This is the exact opposite of what Gov. Knowles has been trying to 
achieve since taking office.

Rokebergs bill, and a companion measure in the Senate by 
Anchorage Republican Loren Leman, will make it clear that this 
state — like 49 others — will not skim the income of foreign carriers 
doing business here.

Tire bill deserves top priority.



°-,,f-HflXLJSSfl
A n c h o r . i i Je

o.i I ]V tie. ur.

T A X  C A S E :  A l a s k a  S u p r e m e  p o u r t  r u l e s  a g a i n s t  s h i p p i n g  c o m p a n y

Conlriuod bout I’ogo 0 1

tllllort/il t a x e s .  T h e  c a s e  r c i i c h e d  Die 
S u p r e m e  C o u r t  a f t e r  S u p e r i o r  C o u r t  
J u d g e  D o n a ld  I lo p  w ood  r u l e d  in tl>u 
e l i ip p c rs*  f a v o r  a n d  t h e  n t o tc  a p ­
p e a le d .

F i l in g  f r i e n d o f t h e - c o u r t  b r i e f s  to 
b u t t r e s s  O S G 's  a r g u m e n t s  w e r e  tho  
S e a t t l e - b a s e d  N o r th  W es t  C n i l s c S I d p  
A s s o c ia t io n  a n d  th e  A la sk a  V i s i t o r s  
A s s o c ia t io n .

D a n  G r a u s z ,  n l a w y e r  f o r  H o l l a n d  r 
A i n e r ic o  I J i to  W es  to u r s ,  w h o s e  vca-  
s c l s  d e l i v e r  t h o u s a n d s  o f  t o u r i s t s  to 
A la s k a  e a c h  s e a s o n ,  sa id  th e  r u l in g  
co u ld  i n c r e a s e  Ih e  i n d u s t r y ' s  s t a l e  
t a x  h a r d e n .

" T h i s  w a s  no t  p u r e l y  a s h i p p i n g  i s ­
s u e . "  G r a u s z  s a id  F r id a y .  " I  t h in k  it 
e x t e n d s  f a r  b e y o n d  t h e  c r u i s e  s h ip  
I n d u s t r y  to a i r l i n e s  m id  to  o t h e r s  w h o

p o t e n t i a l l y  fa l l  w i t h i n  t h i s  p r o v i ­
s io n . "

Nei l  S l n t n l c k ,  a s l a t e  a s s i s t a n t  a t ­
t o r n e y  n e n c r a i  w h o  I t n n d lc d  th e  
c a s e ,  s a i d  lie a l s o  b e l i e v e d  t h a t  
c r u i s e  s h i p s  m id  a i r  c a r r i e r s  c o u ld  
h e  s u b j e c t  to (h o  r u l in g .  " I I  c o u ld  
h a v e  m u c h  w i d e r  I m p l i c a t io n s , "  he  
H o ld .

N e i t h e r  t h e  s t a l e  n o r  Ihe  c r u i s e  
s h i p  a s s o c i a t i o n  h a d  nn  i m m e d i a t e  e s ­
t i m a t e  a s  to ho w  m u c h  th e  n tu tc  co u ld  

. r e a l i z e  in a d d i t i o n a l  t a x e s  u n d e r  th e  
c o u r  t o p in io n .  G r a u s z  sa id  t h e  a s s o c i ­
a t io n  w a s  c o n s i d e r i n g  ils o p t io n s ,  In­
c lu d in g  a s k i n g  l h c  S u p r e m e  C o u r t  to 
r e c o n s i d e r .

M ik e  Y o u n g ,  a .S e a t t l e - b a s e d  
l a w y e r  f o r  O S G , sa id  I-Ylday h e  h ad  
v e t  to ta lk  w i th  h is  c l i e n t s  a m i  d id  mil 
k n o w  w h a t  t h e i r  n e x t  s t e p  m ig h t  be .

" I 'm  v e r y  d i s a p p o in t e d  in Ihe  t i l l ­

in g , ' ’ Y o u n g  s a id .  " I  b e l i e v e  t l i e i r  c o n ­
c lu s io n  Is w rong.*  :

T h e  c a s e  h i n g e d  till A l a s k a ’s n p p o r -  
- I l n im ic n l  m e t h o d  oT c o l l e c t i n g  Its 

s h a r e  o f  t a x e s  f r o m  m u l t i n a t i o n a l  
Ix i s ln e s a c s .  'H ie  s y o te m ,  w h i c h  t o k c s  
In to  a c c o u n t  r  t a x p a y e r ' s  p r o p e r t y ,  
p n y iu l l  a n d  s a l e s ,  c o m p a r e s  a  c o m p a ­
n y 's  Al.iskn-lu ir .ed  a c t i v i t y  w i th  Ils 
w o r l d w i d e  a c t l v i l i c n  to c o m e  u p  w i th  
a fraction o f I n c o m e  s u b j e c t  to  A la sk a  
I n c o m e  lax .

T h e  f e d e r a l  g o v e r n m e n t  fo l lo w s  a 
so -c a l l e d  " s o u r c i n g "  a p p r o a c h ,  w h i c h  
cx |>oses  i n c o m e  to  U.S. t a x e s  d e p e n d ­
in g  on  w h e r e  m o n e y  w a s  c a n t e d .  In- 

• c o r n u  t h a t  c a n n o t  h e  ( r a c e d  to  n c o m -  
J p a t t y ' s  d o m e s t i c  o p e r a t i o n s  Ls d e d u c t ­

e d  f r o m  g r o s s  i n c o m e  n n d  Is mtl  s u b ­
j e c t  to U.S. t a x e s .

T i l e  s y s t e m s  m e  a i m e d  a t  a v o i d ­
in g  m u l t i p l e  t a x e s  on  ( h e  s u m c  i n ­

c o m e .  In  ( l ie  CISC c a s e ,  t h e  
S u p r e m e  C o u r t  w a s  f o r c e d  tu c o m ­
p a r e  s l a t e  a n d  f e d e r a l  a p p r o a c h e s  
b e c a u s e  A l a s k a  lu x  l a w  in c a r p o -  

' r a l e s  s e c t i o n s  o f  ( l ie  f e d e r a l  c o d e  
a n d  M u l t i s t a l c  T a x  C o m p a c t  w h i le  
p r o v i d i n g  f o r  e x c e p t i o n ?  n n d  m m ll-  
f l c n t l u n s .

T h e  s h ip p in g  g r o u p  a r g u e d  tha t  its 
f o r e i g n  in c o m e  s h o u ld  b e  e x e m p t  
f r o m  s t o l e  t a x e s ,  b u s e d  o n  ils  I n t e r ­
p r e t a t i o n  o r  A la sk a  e x c e p t io n s .

(tut J u s t i c e  R o b e r t  C n s tm ig h  d i s ­
m i s s e d  that  a r g u m e n t ,  s a y in g  It w as  
" I n c o n s i s t e n t "  w i th  A la s k a 's  a p p o r ­
t io n m e n t  s y s t e m  am i  w o u ld  re tu rn  In 
u n d e r s t a t i n g  th e  c o m p a n y ' s  t a x a b le  
A la sk a  in co m e .

T h e  R e v e n u e  D e p a r t m e n t  is s e e k ­
ing  to  co llec t  a d d i t i o n a l  t a x e s  f ro m  
197V t h r o u g h  1911.1; l9 I IS m td  1911ft; and 
19118.
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S h i p p i n g  
f i r m  l o s e s  
t a x  b a t t l e
S t a t e ’s  t a x  a c t  v a l i d ,  

u n a n i m o u s  c o u r t  s a y s
S y  R O S A N N E  P A G A N O - • *
Th« A « o c a !eO  P ress

ANCHORAGE — A New York-based ship­
ping corpora rian whoso tankers p lay a key 
rale in  moving North Slope ail to m arket must 
pay additional state taxes under te ra 3  of an 
Alaska Supreme Court ru ling  that observers 
say could reach other industries.

In a unanimous ru ling  Friday, the conn 
said Alaska did not e rr in  assessing additional 
taxes against Overseas Shipping Group based 
on die Alaska Net Income Tax Act.

in  1993, when a lower court ruled in OSG’s 
favor, back taxes amounted to S7S9.000 

The case asked the Supreme Court to com­
pare Alaska’s tax system w ith  the federal sys­
tem fo r exemptions that OSG said would bar 
the Revenue Department from  collecting ad-

Pt«c*« Pepo 5-s. 7 —X CASE



W H Y  PASS HOUSE BILL 472?

With the price of oil in the S 10 a barrel range and with Asian markets down, this is a 
particularly bad dme to increase business taxes. Increasing the cost of getring our 
resources to market will have a serious negative impact on Timber, Mining, Fishing, Gas 
Expons, Tourism, Airport Development and a host of Support and Supply industries.

Tne impact of this tax will be bome by Alaskans, not foreign corporations. Tne tax will 
translate to higher transport fees or lower purchase prices for Alaskan resources. With the 
significant downturn in the Asian economies, Alaska’s resource industries cannot afford 
increased shipping costs or lower market prices.

Tax  is Bad  for Alaska

D etrim ent to New Investm ent

An aggressive move to tax business income not only impacts the industries directly subject 
to the tax but also sends a negative message to prospective investors. A message that 
.Alaska 'will seek to raise taxes on businesses before it considers ocher options will deter 
rather than encourage investment.

Foreign air ana sea carriers will have incentive to move away from Alaska to jurisdictions 
that don’t impose the tax. A mixed message will be sent in relation to the gas pipeline, with 
efforts to establish tax breaks on one hand while increasing costs on the other.

T a x  P o lic y  I n c o n s is t e n t  w ith  I n t e r n a t i o n a l  .A g re e m e n ts

The purpose of section SS3 is not only to prevent the double taxation of foreign income but 
to unsure that Income earned bv U.S. comoanies is not taxed in other nations. Section 833 
upholds a logical concept in international cade.

It says foreign comoanies doing business in the United States won’t be taxed in the United 
States so long as the countries the foreign companies come from don’t tax U.S. companies 
doing business there. Tnese reciprocal tax agreements on the taxation of air and shipping 
income are in place between the United States and many other nations.

When a state or local government in the United States imposes a aew tax on foreign 
international air and sea carriers, it exposes U.S. international shipping companies to the 
triggering of retaliatory taxes in other countries.

R e c e n t ly ,  th e  s ta te s  o f  N ew  Y o rk ,  N ew  J e r s e y  a n d  C a l i f o r n ia  r e s c in d e d  
th e i r  e f f o r t s  to  im p o s e  s im i l a r  ta x e s . A la s k a  w ill be tn e  0 N L Y  s ta te  in th e  
U n io n  to  im p o se  a ta x  o n  in te r n a t io n a l  fo re ig n  a i r  a n d  sea  c a r r i e r s  if it 
p r o c e e d s .



Stfi f  8  5
§ 883. Exclusions from gross income

• (a) Income of foreign corporations from ships and aircraft

The following items shall not be included in gross income of a foreign corporation, and shall be 
exempt from taxation under this subtitle:

o (1) Ships operated by certain foreign corporations

Gross income derived by a corporation organized in a foreign country from the international 
operation of a ship or ships if such foreign country grants an equivalent exemption to 
corporations organized in the United States, 

o (2) Aircraft operated by certain foreign corporations

Gross income derived by a corporation organized in a foreign country from the international 
operation of aircraft if such foreign country grants an equivalent exemption to corporations 
organized in the United States, 

o (3) Railroad rolling stock of foreign corporations

tam ings derived from payments by a common carrier for the use on a temporary basis (not 
expected to exceed a total of 90 days in any taxable year) of railroad rolling stock owned by 
a corporation of a foreign country which grants an equivalent exemption to corporations 
organized in the United States, 

o (4) Special rules

The rules of paragraphs (5), (6), and (7) of section S72(b) shall apply for purposes o f this 
subsection.

o (5) Special rule for countries which tax on residence basis

For purposes of this subsection, there shall not be taken into account any failure o f a foreign 
country to grant an exemption to a corporation organized in the United States if such 
corporation is subject to tax by such foreign country on a residence basis pursuant to 
provisions of foreign law which meets such standards (if any) as the Secretary may 
prescribe.

• (b) Earnings derived from communications satellite system

The earnings derived from the ownership or operation of a communications satellite system by a 
foreign entity designated by a foreign government to participate in such ownership or operation 
shall be exempt from taxation under this subtitle, if the United States, through its designated 
entity, participates in such system pursuant to the Communications Satellite Act of 1962 (47 
U.S.C. 701 and following).

• (c) Treatment of certain foreign corporations
o (1) In general

Paragraph (1) or (2) of subsection (a) (as the case may be) shall not apply to any foreign 
corporation if 50 percent or more of the value of the stock of such corporation is owned by 
individuals who are not residents of such foreign country or another foreign country 
meeting the requirements of such paragraph, 

o (2) Treatment of controlled foreign corporations

Paragraph (1) shall not apply to any foreign corporation which is a controlled foreign 
corporation (as defined in section 957(a)). 

o (3) Special rules for publicly traded corporations 
■ (A) Exception

Paragraph (1) shall not apply to any corporation which is organized in a foreign 
country meeting the requirements of paragraph (1) or (2) of subsection (a) (as the case 
may be) and the stock of which is primarily and regularly traded on an established 
securities market in such foreign country, another foreign countiy meeting the

26  USC Sec. 8 8 3  (0 1 /1 6 /9 6 )  h t tp : / /w w T v .la w .c o n ic l l .e d u /u s c o d e /2 6 /8 8 3 .h tn i l
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requirements of such paragraph, or the United States.
■ (B) Treatment of stock owned by publicly traded corporation

Any stock in another corporation which is owned (directly or indirectly) by a 
corporation meeting the requirements o f subparagraph (A) shall be treated as owned 
by individuals who are residents of the foreign country in which the corporation 
meeting the requirements of subparagraph (A) is organized, 

o (4) Stock ownership through entities

For purposes of paragraph (1), stock owned (directly or indirectly) by or for a corporation, 
partnership, trust, or estate shall be treated as being owned proportionately by its 
shareholders, partners, or beneficiaries. Stock considered to be owned by a person by reason 
of the application of the preceding sentence shall, for purposes of applying such sentence, 
be treated as actually owned by such person.

http://www.law.coraell.edu/uscode/26/883.html
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THE OSG BULK SHIPS CASE

♦ The Alaska Supreme Court held (February 20, 1998) that an exemption from 
the Corporate Income Tax that applies at the federal level does not apply in 
Alaska.
♦ Alaska incorporates much of the Internal Revenue Code into the state 

Corporate Income Tax, unless excepted to or modified by the Alaska tax.
♦ The IRC (Section 883) provides that income from foreign registered 

ships and aircraft is not taxable at the federal level.
♦ Section 883 is one of the ways double taxation is avoided at the federal 

level.
4 The Court found that Section 883 was “excepted to or modified by" the 

Alaska Corporate Income Tax.
4 The United States taxes by sourcing income to the United States, using a 

type of separate accounting.
4 Alaska taxes by apportionment -  we look at income earned everywhere, 

and tax the fraction earned in Alaska by the amount of payroll, property 
and sales in Alaska as compared to everywhere.

4 Alaska's approach is fundamentally different from the federal approach.
4 As a result, the court found that Alaska’s apportionment method modifies 

the Code, so that section 883 does not apply.

W hat the case means for Alaska ...

4 Income from ships and aircraft owned by foreign corporations and doing 
business in Alaska is taxable.
4 Many foreign carriers already pay taxes on their shore-based activities like 

hotels and bus tours.
4 These businesses will be placed on an equal footing with Alaskan (or wholly 

US) competitors.
4 Alaska will include the income from and factors related to these corporations 
when calculating the corporate income tax of a

Current status ...

4 The taxpayers have petitioned the Supreme Court for rehearing, so the case is 
not yet final.

4 The Department of Revenue is currently seeking information from taxpayers, 
tax counsel and others about the actual effects of the court decision.
4  Technically, companies who claim a Sec. 883 exemption are supposed to file a 

return and claim the exemption.

W h a t the case sa y s ...



4 There are about 12 airlines with foreign registered planes; only one files a 
return, and claims no income.

4 There are about 20 cruise ship companies; those with significant shore 
based activities file returns, but claim Sec. 883 exemptions for their income 
from ships.

4 Those taxpayers under audit have executed statute-of-lirrutations waivers 
pending the outcome of OSG.

4 The Department of Revenue has not yet determined what its procedure will be 
with respect to prior years under the ruling. No action will be taken until the 
court’s decision becomes final.
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A LASK A CORPORATE INCOME TAX 
SELECTED PRINCIPLES

1. N exus

- Presence, m easured by activities, that establishes state's right to impose tax

- State is lim ited by Public Law 86-272; any activity beyond solicitation

- generally establishes nexus.

2. A pportionm ent

- A taxpayer who has income from activity both inside and outside Alaska is 

required  to apportion total income per AS 43.19 (M uitistate Tax Com pact -  

apportionm ent rules) (see paragraph 4, below, for the formula.)

3. U nitv /U nitarv  G roups

- The unitary group includes entitles (affiliates) that are under common 

direction or control w hen the activities w ithin and w ithout the state are 

contributory and com plim entary.

"Three U nities Test"

- Functional Integration

- Centralized M anagem ent

- Economies of Scale

- Generally, affiliated corporations will show  unity when they are engaged in 

the sam e type of business; involve steps in a vertical process; or there is 

strong centralized managem ent.



4. Apportionment: factors

- The portion of the unitary  income apportioned to Alaska is a fraction 

derived  from the average of three income producing factors.

The formula
The sum  of

Alaska Property + Alaska Payroll + Alaska Sales
Everyw here Property Everywhere Payroll Everywhere Sales

... d iv ided  by three, equals Alaska A pportionm ent Factor

5. W aters' Edge

- Before 1992 W orldw ide Apportionm ent was required (all unitary affiliates 

throughout the w orld were included in the apportionm ent calculation.

- For tax years beginning in '92 "Waters Edge" has been required, except for 

oil producers or pipeline transporters. They pay using the w orldw ide 

approach, under AS 43.20.072.

- The corporations included in a w aters' edge return are (if unitary):

- U.S. dom iciled Corporations are included in the unitary group,

and

- So called "80/20" corporahons (a foreign corporation w hen 20% or 

m ore of its’ average factors are in the U.S.)
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Aeroflot Russian International Airlines
Air Transport Association
Alaska Airlines
Alaska Forest Association
Alaska Hotel & Motel Association
Alaska Marine Pilots
Alaska Maritime Agencies
Alaska Miners Association
Alaska State Chamber of Commerce
Alaska Steamship Association
Alaska Visitors Association
Alyeska Resort
American President Lines
Anchorage Convention and Visitors Bureau
Anchorage Economic Development Corporation
ANP Shipping
Bob Stiles, Drven Corporation 
BP
Cape Fox Corporation
Cathay Pacific Airways Limited
Council of Alaska Producers
Exxon Company, USA
International Airport Transport Association
Klukwan Forest Products
Koncor Forest Products
Korean Airlines
Marathon Oil Company
Municipality of Anchorage
North Star Terminals and Stevedoring
Northwest Cruiseship Association
Pacific Seafood Processors Association
Sealaska Corporation
Sheraton Hotel -  Greg Champion
Southeast Conference
Southeast Stevedoring
Tesoro
The Maritime Group, Inc.

Distributed by Representative Norman Rokeberg
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A l a s k a  S t e a m s h i p  A s s o c i a t i o n
234 Cold Street • Juneau, Alaska 99801 
(907)586-3107 • Fax (907) 586-1001

MEMORANDUM

April 14/ 1998 Sent via fax

To: Deborah Vogt, Department of Revenue
Jeff Bush, Department of Commerce and Economic Development 
Representative Norm Rokeberg 
Senator Bert Sharp

From: Joe Kyle
Executive Director, Alaska Steamship Association

Subj: Department of State Letter re HB - 472 & SB - 345

Attached, please find a letter from the Department of State relative to the proposed 
\  corporate tax on foreign, international air and sea carriers of commerce.

We hope this letter helps place HB - 472 and SB - 345 in context with national policy 
goals.

Again, we urge that the legislature and the administration act swiftly to prevent the 
imposition or this new, corporate tax.

. >

Captain John Cox, Pmidait • Fernk,'%reaftnYf$i. • Dan Blachnore, Secretary

.1 /2
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Washington, D.C. 20520 
April 13, 1398

U nited State* D ep a rtm en t o f  State

Honorable Tony Knowles 
Governor, state of Alaska 
Third Floor, Stato Capitol 
P.O. Box 11001 
Juneau, Alaska 99811-0001

Dear Governor Knowlesi

Action by the Alaska state Legislature to prevent the 
imposition of income taxes on foreign .transportation companies 
has recently come to our attention. This move is  consistent with 
United States po licy - We and our international trading partners 
agree that such taxes are not in  our mutual in terests. By 
preventing the imposition of these taxes, Alaska w i l l  jo in  other 
states, most recently, Hew York, Haw Jersey, and Californ ia , in 
recognizing that they work against economic growth. Currently, 
no States apply such taxes.

This is an active area o f foreign po licy . The U.S. 
D epartm ent of State is  currently engaged in maritime and aviation, 
income tax exemption treaty negotiations with several oountriws. 
A t present, the U.S. Government exempts from federal income tax, 
on a raclprocal basis, maritime companies and a ir lin es from over 
ninety countries that accord sim ilar treatment to our 
transportation co m p a n ies .

The U.S. Department of 3tate and othar government agencies 
w i l l  gladly provide information and othar assistance to you, your 
tax authorities and state leg islators who may wish to have mors 
deta ils  on th is important international trade issue.

Deputy Assistant Secretary 
for Transportation A ffa irs
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w C f t C  A L A S K A  M A R I T I M E  A G E N C I E S  £  J g « « g »
4341 B Street, Suite 101, Anchorage, Alaska 99503 Cable: alamar

REPRESENTATIVE NORM ROKEBERG 
A l a s k a  S t a t e  H o u se  
S t a t e  C a p i t o l
J u n e a u ,  A l a s k a  9 9 8 0 1 -1 1 0 2  30  M a rc h  1998

RE: LETTER OF SUPPORT FOR H B -472

D e a r  R e p r e s e n t a t i v e  R o k e b p irg :
v

We a r e  w r i t i n g  t h i s  l e t t e r  i n  s u p p o r t  o f  H B - 4 7 2 I t  i s  o u r  
u n d e r s t a n d i n g  t h a t  a s  a  r e s u l t  o f  a  r e c e n t  d e c i s i o n  b y  t h e  A la s k a  
S u p re m e  C o u r t ,  t h e  A l a s k a  D e p a r tm e n t  o f  R e v e n u e  i s  p r e p a r i n g  t o  
im p le m e n t  a  new  c o r p o r a ^  b u s i n e s s  t a x  o n  f o r e i g n ,  i n t e r n a t i o n a l  a i r  
a n d  s e a  c a r r i e r s  - o p e r a t i n g ?  i n  t h e  S t a t e  o f  A l a s k a .  A s a  U .S .  com p an y  
w i t h  s i x  o f f i c e s  ^ in  A l a s k a  w h ic h  m a k e s  a  l i v i n g  fcy p r o v i d i n g  s e r v i c e  
t o  f o r e i ^ n ‘"^ea  c a i g r . i e r s , we a r e  e x t r e m e l y  c o n c e r t e d  a b o u t  t h i s  i s s u e .

We a r e  p a r t i c u l a r l y  c o n c e r n e d  a b o u t  t h e  e f f e c t  t h i s  w i l l  h a v e  o n  
t r a n s p o r t a t i o n  fjnr'vfcttte' f i s h e r i e s  a n d  l o g g i n g  s e c t o r s .  W ith  t h e
c u r r e n t  e c o n o m y  c r i s i s  i n  A s i a ,  A s i a n  s h i p p i n g  c ------
s u r v i v i n g ,  a n d ’ t h e  m a r k e t s  t h e y  s e r v i c e  a r e  a l s o  
T h i s  m e a n s  th a ; t  f o r e i g n  s h i p p i n g  c o m p a n ie s  a r e  urL 
t h e s e  new  fcJaxd§vW ithou t r a i s i n g  f r e i g h t  r a t e s .  3i 
r a t e s  m e a n  t h a £  M 'a s k a n  p r o d u c t s  a r e  l e s s  c o m p e t i i  
a r e  a l r e a d y  s t a g g e r i n g  f r n m  c u r r e n c y /  d e v a l u a t i o n  ■ 
e c o n o m ic  d o w n tu rn ;. /  /  ],

1 1 f:' i  s  a l s o  o u r  u n d e r s  b a n d in g  ,/£ h a ;£ ' . r d c e h t l y ,  t h e 'S p a t o . s  o f - - .C a l i f o r n i a ,  
New Y o rk  a n d  New J e r s e y :  h a v e .w i t h d r a w n  p r o p o s a l s  t 6 ^ f o r e i g n ,  
i n t e r n a t i o n a l  c a r r i e r s . 'b e c ^ u s e / ’. t h e y  r e a l i z e d  s u c h  t a x $ s ' '$ e tr .£ \b a d  f o r  
b u s i n e s s  a n d  b a d  f p r / ' t h ^ 'e o o h o t ^ y . W e 'v e  h e a r d  t h a t  A l a ^ a j W o u l d  
t h e  o n l y  s  ta t je ~ d n ^  th ^ - 'U n io n ^ / i in p o B in g  s u c h  a  t a x  i f  t h e  D 6p 'fc|.)yo£ 
R e v e n u e  fd e '< g i 'd e ^ tc 2) 'n fo v e  f d f w a r d  w i t h  t h i s .  We a l s o  t h i n k 0|t'H sb\dQ m e 

" r e t a l i a t o r y  a c t i o n  b y  f o r e i g n  g o v e r n m e n ts  a g a i n s t  u j a  
‘ 'a n d  s e a  c a r r i e r s  w o u ld  b e  h i g h l y  p r o b a b l e .  oCf \ L  1] )

C .. < ,So (' /
T h e r e f o r e ,  we s t r o n g l y  u r g e  t h a t  y o u  m ove f o r w a r d  w i t h  H B -472 t f i a t  
t h e  D e p a r t m e n t  o f  R e v e n u e  w i l l  b e  p r e e m p te d  f ro m  im p o s in g  t h i s  
o n e r o u s ,  new  t a x  w h ic h  f l i e s  i n  t h e  f a c e  o f  i n t e r n a t i o n a l  s t a n d a r d s .

S i n c e r e l y ,

o m p a n ie s  a r e  b a r e l y  
e x t r e m e l y  d e p r e s s e d ,  
l i k e l y  t o  a b s o r b  

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

A N C H O R A G E  C o r d o v a  H o m e r  K o n n i  K o d in k  S e w a r d  W h lt l le r  D U T C H  H A R B O R  D il l in g h a m  N a k n o k  
K E T C H I K A N  H a i n e s  J u n e a u  S i t k a  S k a g w a y  W r a n g e ll  V A L D E Z
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5303 Shilshole Ave NW, Seattle, WA 98107-4000 • (206)783-3810 • Fax: (206)782-7195 
Domestic Sales: (206) 783-3474 • Fax: (206) 782-7246 

Export Sales: (206) 703-3818 • Fax: (206) 782-7195

March 30. 1998

The Honorable Norm Rokeberg 
Alaska State House 
State Capitol
Juneau, Alaska 99801-1182 

Dear Representative Rokeberg:

On behalf of Trident Seafoods Corporation I want to make you that the 
Alaska Department of Revenue is poised, as a result of a recent decision 
by the Alaska Supreme Court, to implement a new corporation business 
tax on foreign, international air and sea carriers operating in the State 
of Alaska. We oppose the new tax and respectfully request the 
legislature pass HB 472, to stop the Department of Revenue from 
imposing this cost on the industry.

Like others in the seafood industry, Trident depends on international 
water borne carriers to move our seafood products overseas to 
international markets. Given the current economic conditions on the 
Pacific Rim countries, any new tax on transportation will, in all 
likelihood, be passed directly on to us through the carriers we use. This 
tax will also invite retaliatory taxes on domestic water borne carriers 
serving the Pacific Rim--whom we also use.

We understand that the states of California, New York, and New Jersey 
have withdrawn proposals to tax foreign, international carriers because 
they realized such taxes were simply bad for business and the economy. 
We understand Alaska would be the only state in the Union imposing 
such a tax if it decides to move forward.

Therefore, we strongly urge that you move forward with HB 472, so that 
the Department of Revenue will be preempted from imposing this 
onerous, new tax on an industry that is in a very fragile state.

Joseph T. Plesha 
;neral Counsel

Alaska E3 TI»Amtrk»nCBnnBlsUon Washington
Akuian • Anchorage - Clarks Point • OllllnQham • Dutch Harbor • Ketchikan • Naknek • Sand Point • So. Naknek • St. .’ aul JD* Anacortes • Belllnaham • Seattln

T O T A L  P . 0 2
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A .N .P . SHIPPING COMPANY
P . O . B O X  1 0 - 1 3 0 0  

A N C H O R A G E ,  A L A S K A  © 9 5 0  I 

( 0 0 7 ) 2 7 2 - 6 1 4 5  Fax: ( © 0 7 ) 2 7 6 - 0 0 3 3

March 30,1998

Representative Norm Rokeberg 
Alaska State House 
Stale Capilol
Juneau, Alaska 99801-1182

Dear Representative Rokeberg,

We are writing this letter to express our concern regarding tho possibility of the Alaska Department of 
Revenue implementing a new corporation business tax on foreign, international air and sea carriers flint 
operate in the Stale of Alaska, and to express our support of 11B 472.

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

Any new lax imposed on our clients by the Slate of Alaska would likely be passed directly on to their 
Alaskan customers in the form of shipping rato incrcasos and, given the current depressed markets for all 
Alaskan exports in the Pacific Rim, this increase in shipping rates could very well mean lost sales in the 
Pacific Rim for many Alaskan Companies. Aside from the potential for Alaskan products being priced 
out of some Pacific Rim markets, our clients believe any new tax on shipping will only invite retaliatory 
(axes to lie placed on domestic water borne carriers serving these same markets thus raising shipping 
rates to Alaskan Companies no matter what carrier they choose.

We understand that recently, the states of California, New York, Hnd New Jersey have considered such a 
tax and then withdrawn these proposals due to the potential overall negative effects such a tax would 
have on both their own exporters and their State’s economics. It is our understanding that Alaska would 
be the only state in the Union to impose such an onerous tax on international carriers.

In conclusion, wc strongly urge that you and your colleagues in the House of Representatives move 
forward with IIB 472 so that the Department of Revenue will be preempted from imposing a tax so 
potentially damaging to the competitiveness of Alaskan produced products.

Yours very truly,
A.N.P. Shipping Co.
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The Honorable Norman Rokeberg 
House of Representatives 
State Capitol, Room 24 
Juneau, Alaska 99801 -1182

Re: Sealaska Corporation Support
for HB 472/SB 345

Dear Representative Rokeberg:

Sealaska Corporation is the Alaska Native Regional Corporation for 
Southeast Alaska. As such, Sealaska relies extensively on marine transportation 
for its major businesses of timber production and exporting, and mineral 
development. At present, nearly all Sealaska’s timber production is transported 
by ship or barge. Prospectively, Sealaska is actively developing a major 
limestone mine on Prince o f Wales Island which will depend entirely on marine 
transportation to get its product to Pacific Rim markets.

Sealaska is very concerned that the Alaska Department of Revenue is 
poised, as a result of a recent decision by the Alaska Supreme Court, to 
implement a new corporation business tax on foreign, international air and sea 
carriers operating in the State of Alaska.

Sealaska depends on international waterborne carriers to move our 
products overseas to international markets. Given the current economic 
conditions o f the Pacific Rim countries, any new tax on transportation will, in all 
likelihood, be passed directly on to us through the carriers we use. Aside from 
the new tax being passed on to businesses operating in Alaska, it will invite 
retaliatory taxes on domestic waterborne cairiers serving the Pacific Rim.

Recently, the states of California, New York, and New Jersey have 
withdrawn proposals to tax foreign, international carriers because they realized
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such taxes were simply bad for business and the economy. We understand 
Alaska would be the only state in the Union imposing such a tax if it decides to 
move forward.

Therefore, we strongly urge that you move forward with HB 472 (and its 
companion, SB 345) so that the Department of Revenue will be preempted from 
imposing this onerous new tax.

The Honorable Norman Rokeberg
March 26, 1998
Page 2

cc: Marjorie V. Young, Chair, Sealaska Board of Directors
Sealaska Board of Directors 
Southeast Alaska Presidents’ Association (SEPA) 
Julie Kitka, Alaska Federation of Natives (AFN)
Alaska Industrial and Export Authority
Alaska Forest Association
Alaska Miners’ Association
Resource Development Council
Alaska State Chamber of Commerce
Southeast Alaska State Legislators
The Honorable Tony Knowles, Governor of Alaska

Sincerely,

R W L :a g
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r\ Internationa! Natural Gas
Natural Gas Marketing & Transportation

Marathon Oil Company
P.O. Box 3128 
Houston, TX 77253-3128 
Telephone 713/629*6600

VIA FACSIM ILE

March 30,1998
File: G7

Representative Norm Rokeberg 
Alaska State House 
State Capitol
Juneau, Alaska 99801-1182

RE: HB - 472

Dear Representative Rokeberg:

We are very concerned that the Alaska Department of Revenue is poised, as a result o f a 
recent decision oy the Alaska Supreme Court, to implement a new corporation business 
tax on foreign, international air and sea earners operating in the State o f Alaska.

Our company depends on international water borne carriers to move our products overseas 
to international markets. Given the current economic conditions of the Pacific Rim 
countries, any new tax on transportation will, in all likelihood, be passed directly on to us 
by the carriers we use. Aside from the new tax being passed on to businesses operating in 
Alaska, it will invite retaliatory taxes on domestic water borne carriers serving the 
Pacific Rim.

Recently, the states o f California, New York, and New Jersey have withdrawn proposals to 
tax foreign, international carriers because they realized such taxes were simply bad for 
business and the economy. We understand Alaska would be the only state in the Union 
imposing such a tax if  it decides to move forward.

Therefore, we strongly urge that you move HB - 472 so that the Department of Revenue 
will be preempted from imposing this onerous, new tax.

Sincerely,

LNG Marine Operations

A subsidiary of USX Corporation
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Coblo Address 
"Souateva' '

S o u t h e a s t  S t e v e d o r i n g  C o r p o r a t i o n
Telephone

9Q7-226-6167

C O N T R A C T I N G  S T E V E P O R E S Fa x

907-226-6264
P. □. BQX aoso Talax:

41381BK E T C H I K A N ,  A U A B K A  s a g m

March 30.1998

Representative Norman Rokeberg 
Alaska State House of Representatives 
State Capitol, Room 24 
Juneau, AK 99801-1182

Re: Support for HB 472

Dear Representative Rokeberg, v>1

On behalf of Southeast Stevedoring Corporation, I would like to submit this letter of 
support for House Bill 472, relating to the apportionment of business income.

Southeast Stevedoring Corp. is heavily dependent upon foreign investment and *<»■
presence in the international maritime trade to southeast Alaska. Our business involves 
cruise ships and bulk cargo carrier’s including stevedoring, tug boat assist, port 
management, providing of loading supplies and ship husbandry while in port.

Southeast Stevedoring is very concerned with the Alaska Department of Revenue 
implementing a new corporate income tax, called the Alaska Corporation Net Income 
Tax, on foreign, international air and sea carriers operating in the State of Alaska.

Our business alone will see a significant reduction in ship loading activity as foreign 
shippers may choose ports elsewhere. This will mean decreasing our contracted 
longshore workforce in outlying ports and a reduction in tug assist activity for our 
company and other local tug companies.

The major Cruise lines may in turn decide to decrease visits to Alaskan ports from their 
current 3 to 4 visits down to a couple short port calls. These cruise lines will look to 
decrease their hours In port, which will in turn hinder the socioeconomic stability of those 
ports dependent upon the stability of the cruise industry to their economies.

The Alaska Corporate Income Tax Is simply bad government. Aside from the 
aforementioned examples, the following should also be noted when rendering legislative 
opinions:

• The industry has abided by Section 883 of the Federal IRS code which has
historically exempted foreign air and sea shipping company income from taxation In 
the United States. Section 883 of the IRS code exempts such Income from the U.S.
Corporation Income Tax provided certain ownership conditions are mat and provided 
the country In which the corporation is domiciled “grants an equivalent exemption to 
corporations organized in the United States".
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■ The Alaska people and companies will be severely affected by the Implementation of 
this tax. Foreign owned transportation companies will pass the increased taxes and 
subsequent costs onto Alaskan customers seeking air or marine transportation of 
durable and bulk goods. Alaskan exporting companies will see increased fees for 
transportation of their products to foreign markets due to the Alaska tax. In addition, 
foreign countries whose companies become burdened with this tax may in turn 
implement their own local sun tax to be imposed on all goods coming into their 
countries, further decreasing revenues to Alaskan companies dependent on Pacific 
Rim and other foreign export,

• Additionally, with increased costs to ship Alaska's resource products and subsequent 
Increased prices on Alaskan resource products, Alaska stands to lose its global 
market share for resource products as foreign purchasers will seek similar products 
elsewhere in order to keep product and transportation costs at a minimum.

i •
With the Implementation of this Supreme Court decision, our customers may find it 
difficult to compete and/or show willingness to patronize Alaska for international trade of 
timber, fisheries, aggregate, petroleum and bulk products notwithstanding also the 
potential decline in presence of major cruise lines to our regional communities.

The message sent by the implementation of this tax will be that Alaska seeks to close its 
"fiscal gap" by raising taxes on businesses before it considers other options that are at 
the disposal of policy makers. It Is imperative that the legislature take action this year to 
ensure that Alaska maintains Its presence in the global resource markets by ratifying HB 
472 and stopping the malicious intent of such an income tax as handed down by the 
Alaska Supreme Court.

Yours very truly,

Bob Berta
Chief Executive Officer 
Southeast Stevedoring Corporation

Cc: Honorable John Cowdery, House Labor and Commerce Committee
Honorable Bill Hudson, House Labor and Commerce Committee 
Honorable Joe Ryan, House Labor and Commerca Committee 
Honorable Jerry Sanders, House Labor and Commerce, Committee 
Honorable Tom Brice, House Labor and Commerce Committee 
Honorable Gene Kubina, House Labor and Commerce Committee 
Honorable Speaker Gail Phillips. Speaker, House of Representatives 
Honorable Mark Hanley, Co-Chair, House Finance Committee 
Honorable Gene Them'ault, Co-Chair. House Finance Committee 
Honorable Bill Williams, Alaska House of Representatives 
Honorable Ben Grussendorf, Alaska House of Representatives 
Honorable Kim Elton, Alaska House of Representatives 
Governor Tony Knowles



Kon i» .  . u .v» . Products Company

March 30, 1998
3501 Denali, Suite 202
Anchorage, Alaska 99503
(907) 562-3335 FAX (907) 562-0599

Representative Norman Rokeberg
Alaska State Legislature 
State Capitol Room 216 
Juneau, AK 99801-1182 P,

Dear Representative Rokeberg:

It is our understanding that due to a recent Alaska Supreme Court ruling the Deptartment of 
Revenue is going to implement a new corporate business tax on foreign international air and sea 
carriers operating in the State o f Alaska.

Koncor Forest Products Company depends on international water borne carriers to move our 
products overseas to international markets. Koncor charters in excess of 40 foreign cargo ships 
annually so this tax could have a huge impact on our business. Given the current poor economic 
condition o f the Pacific Rim countries, any new tax on transportation will, in all likelihood, be 
passed directly on to us through the carriers we use. Aside from the new tax being passed on to 
businesses operating in Alaska, it will invite retaliatory taxes on domestic water borne carriers 
serving the Pacific Rim.

Recently, the states o f California, New York, and New Jersey have withdrawn proposals to tax 
foreign, international carriers because they realized such taxes were simply bad for business and 
the economy. We understand Alaska would be the only state in the Union imposing such a tax if 
it decides to move forward.

Therefore, we strongly urge that you move forward with HB-472 so that ihe Department of 
Revenue will be preempted from imposing this onerous, new tax.

Sincerely,

Jojjn Sturgeon
President, Koncor Forest Products Company
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Representative Norm Rokeberg 
Alaska State House 
State Capitol
Juneau, A laska 99801-1182

RE: H B -4 7 2

Dear Representative Rokeberg:

We are very concerned that the Alaska Departm ent o f  Revenue is poised, as a result o f  a recent 
decision by the Alaska Suprem e Court, to implement a new corporation business tax on foreign, 
international air and sea carriers operating in the State o f  Alaska.

O ur com pany depends 011 international w ater borne carriers to move our products overseas to 
international markets, and in som e instances those sam e carriers bring cargo to us in Alaska. 
Giv„*n the current econom ic conditions o f  the Pacific Rim countries, any new tax 011 
transportation will, in all likelihood, be passed directly 011 to us through the carriers we use. 
Aside from the new tax being passed on to businesses operating in Alaska, it will invite 
retaliatory taxes on dom estic w ater borne carriers serving the Pacific Rim.

Recently, the states o f  C alifornia, New York, and New  Jersey have withdrawn proposals to tax 
foreign, international carriers because they realized such taxes were sim ply bad for business and 
the economy. We understand Alaska would be the only state in the Union im posing such a tax if 
it decides to move forward.

Therefore, we strongly urge that you m ove forward w ith HB - 472 so that the Department o f  
Revenue will be preem pted from imposing this onerous, new tax.

Sincerely,

/  / je a n  VandcrPlocg

<*M 1 to
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VIA FAX

Honorable Representative Norman Rokeberg

Alaska State Legislature

State Capitol 
Juneau, Alaska 99801

March 30,1998 

Re: HB 472

Dear Representative Rokeberg:

I wanted to write you to stress our strong support for HB 472.

I believe this bill is currently being heard in the House Labor and Commerce committee.

We believe the recent Supreme Court decision that allows the State of Alajka to tax 
income from ships and aircraft owned by foreign corporations will send a very poor 
m essage about the economic advantages of doing business In Alaska.

It also comes at an extremely poor time for the Asian aircraft operators at tho 
Anchorage International Airport who would be burdened with an extra tax at a particular 
time of severe economic hardship and turmoil. This could ultimately motivate them to 
either cease or severely restrict activities in Alaska.

We urge you to support HB 472 and oppose this ill-timed tax on a vibrant Alaskan 
tourism and commerce opportunity.

Thanking you for your support.

Sincerely,

Richard E. Benedetti 
Managing Partner

rb
cc: Perry Green. Paul Peid, Lynn Klassert, Bill Elander, Russ Fortson, Mort Plumb

PC . Hot 220*67 • A iv h n rw , AUuika 99522-0687 Tc|. 907.24fl.R465 fax 907.245.O1WI e-m.ill: dfiR^'aonlinp.com
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March 30, 1998

Cl •.

Representative Norman Rokeberg, Chairman 
House Labor and Commerce Committee 
Alaska State Legislature 
State Capitol, Room 110 
Juneau, AK 99801-1182

Dear Representative Rokeberg:

RE: Support for HB 472

As you are aware the Alaska Department of Revenue is poised to 
implement a new tax regime on international air and sea carriers as a 
result of a recent Alaska Supreme Court decision against an international 
transportation company that does business in Alaska.

The Resource Development Council (RDC) is very concerned about new 
taxes which could impact current and future decisions to do business in 
Alaska.

International air and water borne carriers move Alaskan products to 
international markets. Alaskans also depend on these same carriers to 
bring our supplies to Alaska. This new tax regime on transportation could 
stop some carriers from doing business in Alaska and may discourage 
others from investing here in the future.

Even if the companies that currently do business in Alaska do not leave, 
the additional costs associated with the tax regime will likely be passed 
along to Alaska businesses and consumers. The net effect then would be 
an additional tax on Alaskans, not international companies.

Any way you look at it, the new tax regime has an enormous direct and 
indirect impact on Alaska businesses, consumers and future economic 
growth in international markets.

It is our understanding that Alaska would be the only state in the Union 
with such a tax. California, New York and New Jersey have recently 
w ithdraw n proposals to tax international carriers because of the potential 
impact on business and their economy.

mailto:rdc@aonline.com
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RDC is very considered about any new taxes on international carriers and we support HB 
472 which looks to resolve this issue.

Thank you for your initiative in introducing this legislation.

Sincerely,

RESOURCE DEVELOPMENT COUNCIL 
for Alaska, Inc.

Executive Director

* *  TOTAL PAGE.003 * *



A l a s k a  S t e a m s h i p  A s s o c i a t i o n
234 Gold Street • Juneau, Alaska 99801 
(907)̂ 86-3107 • Fax (907) 586-1001

March 27, 1998

Representative Norm Rokeberg 
Alaska State House 
State Capitol
Juneau, Alaska 99801 - 1182

Re: HB - 472

Dear Representative Rokeberg:

The Alaska Steamship Association (ASA) is very concerned that the Alaska 
Department of Revenue is poised, as a result of a recent decision by the Alaska Supreme 
Court, to implement a new corporation business tax on the former, current, and future 
earnings of foreign, international air and sea carriers operating in the State of Alaska.

Our membership represents a broad base of marine transportation companies operating 
in Alaska, and their agents; who move timber, mining products, fishery products, 
petroleum products, and cruiseship passengers — among other products — between 
Alaska and overseas ports. The membership consist of the Alaska Maritime Agency, 
American President Lines, ANP Shipping, Marathon Oil Company, the North West 
Cruiseship Association, North Star Stevedoring and Terminals, Southeast Stevedoring, 
and Tesoro.

This new business tax, if imposed by the Department of Revenue, will adversely affect 
our member companies, and the companies who rely on our services for import and 
export products and tourists. Recently, the states of California, New York, and New 
Jersey have withdrawn proposals to tax foreign, international carriers because they 
realized such taxes were simply bad for business and the economy. We understand 
Alaska would be the only state in the Union imposing such a tax if it decides to move 
forward.

Therefore, we strongly urge that you move HB - 472 so that the Department of Revenue 
will be preempted from imposing this onerous, new tax.

Sincerely,

Executive Director

Captain John Cox, President • James fertile, Treasurer • I lau lUacbnorc, Secretary



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

('.907)586-3107
Juneau, Alaska 99801 
Fax (907) 386-1001

TALKING POINTS 
OSG BULK SHIPS .AX ISSUE

SUPPORT FOR HOUSE BILL 472 

RELATING TO  ALASKA CORPORATE INCOM E TAX

PROBLEM : RECENT SUPREME COURT RULING

The Alaska Supreme Court ruled on February 20,1998 that an exemption from Corporate 
Income tax for foreign international air and sea carriers, that exists at the federal level in 
section 883 of the IRS code, no longer applies in Alaska.

At issue in the OSG case is whether or not the Legislature intended, when it adopted 
section 883 into the Alaska Tax Code in 1975, for the exemption to apply as written or 
whether the Legislature intended to “except to” or modify the exemption when it was 
adopted.

Many sections of the IRS Code are direcdy incorporated or adopted into the Alaska State 
Tax Statutes. Those incorporated provisions generally stand as written unless they are 
expressly “excepted to” or modified when they are adopted into the State Tax Law.

The Superior Court (lower court) found that the section 883 exemption on foreign 
international air and sea carrier income was in fact adopted into the Alaska Tax Statutes by 
the Legislature and that the plain language of the 883 exemption applies in Alaska

When State DOR appealed the lower court’s decision, the Supreme Court reversed, finding 
that the adoption of 883 was “impliedly” (without finding express language in the law) 
“excepted to” or modified by other sections of the Alaska Tax Code and therefore the 883 
exemption is not applicable in Alaska (See pages 10 and 15 of the Supreme Court 
decision.) This decision perm its DOR to impose a new tax on every foreign 
airp lane or ship that brings products to or from Alaska.

SOLUTION: PASSAGE OF HOUSE BILL 472

House Bill 472 amends the section of Alaska Net Income Tax Act (ANITA) that adopted 
section 883 into Alaska law to expressly state that nothing in the Alaska Tax Statutes may 
be construed as an exception to, or modification of, Section 883 of the IRS code.

Captain John Cox, President • ,.yjames Fernie, Treasurer ':. • Dan Blachnore, Secretary
-tJc* A- -



March 24,1998

The Honorable Norm Rokeberg 
Chairman
House Labor and Commerce Committee 
State Capitol, Room 24 
Juneau AK 99801-1182

VIA FAX: 907-465-2040

Dear Representative Rokeberg:

The Anchorage Convention & Visitors Bureau (ACVB) has recently become 
aware of the State Supreme Court’s decision to allow the Alaska Department of 
Revenue to impose a net income tax on foreign flagships and aircraft that operate 
or intend to operate in Alaska. We have been provided information that indicates 
this tax can be imposed retroactive to 1992.

It is our understanding that Alaska could become the only state in the Union to 
levy this tax and, should we proceed, it is possible that the nations o f the 
foreign-based operations could retaliate against Alaska and all other states.

The major concern from the travel industry’s perspective is that this action will 
discourage foreign companies from utilizing Alaska’s seaports and airports as a 
base of operations. The cruise ship industry in Alaska is the largest component of 
statewide visitations during the premiere summer season. The foreign air carriers 
are slowly coming back to Anchorage with the international travelers, forecast to 
grow significantly in the next eight to ten years. For Alaska to unilaterally impose a 
tax of this nature would certainly generate repercussions felt by every business in 
the state.

We support HB 472, An Act Relating to Apportionment o f Business Income, 
which would overturn the Supreme Court’s irresponsible decision.

Respectfully,
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March 27, 1998

Representative Norm Rokeberg 
House of Representatives 
State Capitol 
Room 24
Juneau, AK 99801-1182 

Via Facsimile 907-465-2040 

RE: House Bill 472

Dear Representative Norman:

On behalf of Alyeska Resort and the Alaska Visitors Association, we strongly support 
HB 472.

The international air and marine market are of vital importance to Alaska and we 
cannot discourage it with such unfair taxation.

P.O. mox 340
. . . . I . .  • . I •, • • I t

*. I 
I.

g i n o 7 f * f • *
• , • . . . .  t . * f •*» ; / •  t • 1 . 11T«LOHOM (907) 754-llM

’ f M k w A M & M F i ; . l i i . i ' .

CC. Tina Lindgren, Executive Director, Alaska Visitors Association
Bill Elander, President & CEO, Anchorage Convention & Visitors Association 
Linda Anderson, Legislative Lobbyist 
Sam Kito, Legislative Lobbyist 
Mitch Gravo, Legislative Lobbyist
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A L A S K A  M I N E R S  A S S O C I A T I O N ,  I N C .
501 W- Nonh*rn Light* Blvd., Suit* 203. Anchorage, AlaoM 99503 FAX; (907) 275-7997 T*i*phon*: (907) 276-0347

March 27,1998

Honorable Norm Rokeberg 
State House of Representatives 
Capitol Building 
Juneau, AK 99801

RE: House Bill 472, Apportionment of Income/Foreign Vessels 

Dear Representative Rokeberg,

Thank you the opportunity to comment on House Bill 472 which deals with taxation of foreign 
1 vessels that travel to Alaska The Alaska Miners Association supports HB-. 472 and we 
encourage its passage.

Unless the law is changed by HB-472, the recent State Supreme Court ruling that allows the 
State to tax foreign vessels will have a significant adverse impact on business in Alaska. This 
ladvcrse impact will include not just the cruise ships and airlines, but will also affect mining, 
logging and other industries. If this state tax is allowed to remain, shipments of commodities 
from Alaska will have a disadvantage in the markets. The tax would give the State the legal 
ability to go into the world wide books for the vessel owners and many companies would 
therefore simply not be willing to do business in Alaska. The result would be fewer shippers and 
higher shipping costs for Alaska. Furthermore, there are no U.S. vessels that can transport bulk 
commodities such as concentrates and coal.

We urge passage o f House Bill 472. If we can be of further assistance in this matter please 
contact me.

Sincerely,

Steven C. Borell, P.E. 
Executive Director
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R ick  M ystrom, M ayor

OFFICE OF THE MAYOR
March 27, 1998

Representative Norman Rokeberg 
House Labor and Commerce Committee 
State Capitol, Room 24 
Juneau, Alaska 99801

Dear Norm,

I wanted to take a moment to express my support for HB 472 which overturns the 
recent decision of the Alaska Supreme Court allowing the State o f Alaska to tax 
income from ships and aircraft owned by foreign corporations doing business in 
Alaska.

Economic development has been and continues to be one o f my administration’s 
top priorities. Fostering economic development in a city so geographically 
removed from the rest o f the United States really begins at our airport and port. 
The Port o f  Anchorage expects 9 cruise ships to dock this sum m er-the largest 
number ever to visit Anchorage. The airport serves well over 5 million passengers 
per year and employs 1 out o f every 10 workers in Anchorage.

HB 472 could have far-reaching negative effects on the Anchorage economy, 
especially on international trade, logistics, and tourism at the Anchorage 
International Airport and the Port o f Anchorage.

I support HB 472 as written and urge your prompt consideration and passage of
this bill.

Sincerely,

Rick Mystrom 
Mayor

"C i t y  o f  L i g h t s  a n d  F l o w e r s  "
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A p r il 1, 1998

R epresentative M ark  H an ley  
C o-C h a ir  H ou se  F inance C om m ittee  
F A X :(907) 465-4939

J O I N T - S T O C K  C O M P A N Y

A E R O F L O T
Russian International A irlines

^  P.O. B ox 91602
A nchorage. AK 99509 -1602  
Tel: 1907") 24 8 -6 4 0 0  
Fax: (907 ) 248 -8404  
SITA; AN CTO SU

VIA FACSIMILE

D ear R epresentative  H an ley :

1 am  w riting  to y o u  to express A e ro flo t  Russian International A irlines full su p p ort o f  house Bill 
472. VVc are an International p a sse n g e r /ca rg o  airlines that has been d o in g  business in A laska 
for m ore  than 10 years.

A ero flo t  e m p lo y s  7 p e o p le  in  o u r  A n ch ora g e  o ff ice  and m an y  other jobs at the a irport are tied to 
ou r lan d in gs at A n ch orage  International A irport.

Recently w e  h ave seen  a decrease in o u r  passenger traffic from  A n ch ora ge  and an increase in 
passenger b oa rd in gs  from  ou r  Seattle office . W ith  the lo w e r  passenger n um bers in  A nch orage 
w e arc Irving to redu ce  costs ev ery w h ere  w e  can. If this n ew  tax is enacted in  A laska it w o u id  be 
the o n ly  State to w h ich  w e  fly  that w e  w o u ld  be requ ired  to pay such  a tax. T h e  a dd ition a l tax 
burden  cou ld  fo rce  ou r  headquarters to look  at ov er-fly in g  A n ch orage  on  ou r  Russian Far East 
flights, if the m an d atory  stop  fo r  A n ch ora g e  is rem ov ed  from  the bilateral air treaty betw een  
Russia and A m erica .

1 thank you  fo r  y o u r  consideration  o f  this mutter.

S incerely ,

A le x a n d e r  B alaur 
M anager, A laska R egion

Poftt-lrt Fax Note 7671 d«.o o -/>  1,5$ ,  ► /

To C H /W PH * F'om S u u
CnVDepi Co.

Phorw # Pnono n
Fa« *
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Cathay Facfflo Airway4 Limited
R w « i  Na  2 0 8 . N on fi Term ina l 
P.O. D o t 1 9 0 1 0 4  
•A .lchorogv lnt«rr.et>crial AupoO 
Ancnoragu . AK U S .A . 9 9 5 1 9 -0 1 0 4

April I", | <398
Telephone. (SO?) 2«3-09S4 
Facsim ile : (9 0 7 )  2 4 J  3G 03 
SITA. ANCKZC.X

Representative Mark Hanley 
Co-Chair House Finance Commracc 
FAX: (007) 4 6 5 -4 9 3 9

VIA FAX TRANSMISSION

Dear Representative Hanley

I am writing to you today to express Cathay Pacific Airways’ fill) support o f House Bill 412 We 
am an international passenger/cargo airline that has been conducting business ill Anchorage for 
more than 7 years.

I am Sure you wi|J appreciate that one o f the most attractive benefits o f utilizing Anchorage as a 
transit point for international air carriers, are the various costs associated with a transit operation. 
Many carriers, such as Cathay Pacific, that do not uplift revenue cargo/passengers from 
Anchorage, greatly depend on the cost efficiency o f  Anchorage as a viable transit point between 
Southeast Asia and North America. We are 'Yunmittcd to achieving the most economical means 
o f operating in Anchorage without compromising service.

If this income tax were enacted. Alaska would be the only Stato in the United States to levy such 
a la*. Currently the international cargo growth is currently estimated at an impressive 15% per 
month. The City o f Anchorage benefits significantly from this growth, however this tax could 
lead international airlines to view .Anchorage as an unfavorable place to do business. The 
ramifications o f this tax are tremendous and will no doubt have an extreme impact on 
international aviation in Alaska.

Your consideration in tin's matter is greatly appreciated

Sincerely.
CATHAY PACIFIC AIRWAYS LTD

Airport Services Manager

Gnxl|>
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OSES' International Air Transport Association

I  AT A IA T A  Centre, Route de l’A 6roport 33 
P. O . Box 416
C H '1215 Geneva 15 Airport 
Switzerland

Facsimile No; +1 (907) 465-2040 
(2 Pages)

H onourable M ark Hanley 
Co-Chair, H ouse Finance Com m ittee 
Alaska H ouse o f  Representatives 
State C apitol, R oom  507 
Juneau, A laska 99801-1182 
United States o f  Am erica

6  April 1998 
Ref: 044/98

Re: House BUI No. 472

Dear Representative Hanley,

On behalf o f  the International A ir Transport Association (IA T A ), the trade association 
com prised o f  256 m em ber airlines from  over 150 countries, I w ish  to express the strongest 
support for H ouse B ill N o. 472. HB 472  w ould ensure that the in com e o f  non-U.S. airlines 
serving Alaska w ould be exem pt from  the state’ s incom e tax in accordance with U .S. 
Internal Revenue C ode Section  883.

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

It is w idely know n that U.S. IRC Section  883 exempts the incom e o f  non-U.S. airlines at the 
federal level on the basis o f  reciprocity. These reciprocal exem ptions are generally 
em bodied in numerous U .S. treaties for  the avoidance o f  double  taxation. IA TA  firmly 
believes that U.S. IRC Section 883 is intended, inter alia, to eliminate the risk o f  multiple 
taxation o f  the in com e derived by  the aircraft o f  both U.S. and non-U.S. airlines in 
international traffic.

If the State o f  Alaska ch o  ises not to adhere to the reciprocal tax exem ption provisions o f  
U.S. IRC Section 883, r mi-U .S. airlines w ill be exposed to double (and even multiple) 
taxation, as they are already subject to national (and often loca l) incom e taxes in their 
respective countries o f  dom icile. Furthermore, one immediate consequence o f  this tax

Direct Dial; +41(22) 799 27 08 * Direct Fax; +41 (22) 799 26 78 .  TTY: GVAG8XB •  E-mail: keUyt«iata.org 

Telephone; +41(27.) 799 25 25 • Fax: +41(22) 798 35 53 • T T Y : GVAK'EXB • Telex 415586
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trcatment o f  non-U .S . airlines will be  the exposure o f  U.S. airlines to the reciprocal 
im position o f  sim ilar taxes in the many foreign jurisdictions w hich they serve. Ultimately, 
the intricate w orldw ide network o f  reciprocal tax regimes will be seriously jeopardized.

IA TA  also believes that any im position o f  an incom e tax on  the international operations o f  
the non-U .S. airlines serving Alaska w ould  ignore the taxes and charges already paid b y  
them for their loca l operations as w ell as the significant direct and indirect contributions they 
make to the econ om y  o f  the state. W e  believe that HB 472  sends a strong signal to the 
international airline com m unity that the State o f  Alaska encourages their business on  the 
basis o f  long-established international tax regimes.

Based upon the foregoing, IA T A  strongly urges you to take all necessary steps to ensure the 
passage o f  H ouse B ill N o. 472.

Yours sincere!

Tony K elly 
Director
Industry M onetary A ffairs
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A l a s k a  F o r e s t  A s s o c i a t i o n ,  I n c

April 2, 1998

111 ST ED M A N  SU IT E  2 0 0  
K E TC H IK A N . A LA SK A  9 9 9 0 1 - 6 5 9 9  
P h o n e  9 0 7 - 2 2 6 - 6 1 1 4  
FAX 9 0 7 - 2 2 5 - 5 9 2 0

The Honorable Mark Hanley 
The Honorable Gene Therriauh 
Alaska House of Representatives 
State Capitol 
Juneau, AK 99801

Dear Representatives Hanley and Theniault:

The Alaska Forest Association strongly supports House Bill 472, “An Act relating to 
apportionment of business income." The Alaska forest industry' depends heavily on foreign vessels 
for shipments of logs and wood products to its trading partners around the Pacific Rim. The recent 
Alaska Supreme Court ruling that the exemption in §883 of the Internal Revenue Code does not 
apply in Alaska will have a significant deleterious effect on those shipments.

Fortunately, the problem can be fixed with a simple change in state statute. House Bill 472, 
introduced by the House Labor and Commerce Committee, provides the necessary amendment, and 
I urge you to take speedy action to ensure passage of this bill. I cannot emphasize enough the 
importance of making the change this year, before a disruption in Alaska’s trade occurs.

Please move MB 472 through the Finance Committee at the earliest opportunity, and support it when 
it reaches the House floor.

Thank you for your consistent support lor Alaska’s resource development industries. We would 
especially appreciate your help on this new issue.

Hxccutive Director

cc: Representative MuKier
Representative Davis 
Representative Foster 
Representative Kelly 
Representative Kohring 
Representative Martin 
Representative Davies 
Representative Grussendorf

HnlyVSOIJir.tt'pd, April 2 , 1 09S P.vgc (

Sincerely,

SERVING ALASKA'S FORF.Sf INDUSTRY
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Representative Moses 
Representative Rokeberg 
Representative Phillips 
Thyes Shaub

HnlyOSOIJtr  u p d ,  April 2, IQ98 r.igo 2
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1333 New Hampshire Ave., N.VK 
Washington. D C  20036 
Tel: 202 862-2200 
Fix; 202 862-2-100

Krnneth Klein 
Direct Dial: 202.KA2 2482 
Iwemec kldcltxScwt.com

C A D W A L A D E E
C a d w a l a d e r ,  W i c k e r s h a m  &  T a ft

BY FACSIMILE

April 3, 1998
'\S>

-fV

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

i
Re: Potential Retaliatory Impact on U.S. Carriers Abroad of State

Taxation of Foreign Carriers |
ti

Dear Mr. Kyle:

You have asked me to describe the retaliatory impact abroad on U.S. 
shipping and air transport companies that could occur if a U.S. state or locality were 
to impose state or local income taxation on foreign shipping and air transport 
companies that are not subject to U.S. federal income taxation as a result of U.S. 
income tax treaties with foreign countries. •

We are not aware of any U.S. state or locality that currently subjects 
to state or local taxation the income of foreign carriers that are eligible for the 
benefits of reciprocal shipping m_ome agreements. Under such agreements, foreign 
countries exempt U.S. carriers from foreign tax if the United States reciprocally 
exempts foreign carriers from U.S. tax.- U.S. income tax treaties or other 
agreements with over 70 countries provide such reciprocal exemptions. However, if 
state or local income taxes were to be imposed on foreign carriers by even one U.S. 
state or locality (as the State of Alaska currently is considering doing), retaliation by 
foreign jurisdictions would be permitted under U.S. income tax treaties, as 
discussed below.

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

New York
Wuhington 
Loi Angela 

Qur tone 

London

C:\Docsopcn\Ddib3\KJdrin\00266a5.CH
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income tax the income derived by a resident of the other jurisdiction from the 
operation of ships or aircraft in international traffic.1 Moreover, through exchanges 
of diplomatic notes, these foreign nations also exempt the income of U.S. shipping 
•\nd air transport companies from local taxes, such as the enterprise tax in Japan,2 
the “ILOR” in Italy, or the "taxe professionnelle" in France,4 provided that no 
state, county, or local government in the United States levies an income tax on 
shipping and air transport companies resident in such countries. So, for example, if 
no U.S. state or locality taxes the income of a Japanese shipping and air transport 
company, a U.S. shipping and air transport!company that moves cargo between the 
United States and Japan would pay only U.S. federal, state, and local income taxes 
because it would be exempt from Japanese national and local income taxes. 
Similarly, a Japanese shipping or air transport company moving cargo between 
Japan and the United States would be exempt from U.S. federal, state and local 
income taxes and would only pay Japanese national and local income taxes. 
Although Congress has not enacted a statute or entered into a treaty that would 
require me rrates to exempt non-U.S. shipping and air transport companies from 
state and local income taxes, the U.S. Departments of State and Treasury have 
actively enlisted the cooperation of the U.S. states and localities in advancing this 
policy. For example, in recent years both the States of New York and New Jersey 
contemplated taxing foreign carriers. State! and Treasury Department officials had 
discussions with tax officials from those states, encouraging them not to tax foreign 
carriers because of the retaliatory impact such taxation could have on U.S. carriers 
abroad. Both New York and New Jersey decided not to impose their taxes on 
foreign carriers.

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

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

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

I
While Japan, Italy, and France have formal agreements with the 

United States in this regard, wc understand that informal agreements of a similar 
nature exist with many other of the 70 countries which provide reciprocal 
exemptions to U.S. carriers. Thus, the taxation of foreign carriers by Alaska could 
directly result in retaliatory taxes being imposed on U.S. carriers in a number of 
foreign jurisdictions.

If I  can provide you with additional information in this regard, please
let me know.

Sincerely, 

Kenneth Klein

** T OT AL  P A G E . 004

0 4 / 0 4
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BJiJfiN COMPANY, U.S.A.
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PftOOUCTON DEPAmWGNT 
ALASKA WTEflEST
■IAMSSF.3PANCH 
PflOOUCTlON MANAGED ■ ALASKA

March 30,1998

Hie Honorable Norman Rokeberg 
Alaska State Legislature 
State Capital (MS 3100)
Juneau, Alaska 99801-1182

Dear Representative Rokeberg:

Exxon continues to support efforts to make Alaska's tax statutes more consistent 
with the Internal Revenue Code, including clarifying the Legislature's intent to 
adopt Internal Revenue Code Section 883. Since House Bill 472 is consistent 
with this principle, Exxon supports your efforts with the bill.

Sincerely

A DIVISION OF EXXON COFPOOAT1CN
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March 31, 1998

Representative M ark Hanley 
Co-Chair House Finance Committee 
Fax: (907) 465-4939

Dear Representative Hanley.

I am writing to you in full support of House Bill 472. as the General Manager of the 
Sheraton Anchorage Hotel and Inter-Alaska Hotels* Incorporated and sister company to 
Hanjin International Corporation (a foreign corporation) the parent company of Korean 
Air, I also represent the interests of Korean Air in Alaska.

As long term partners with the City of Anchorage and State of Alaska, we have been 
involved in a variety of business based in Alaska. O ur holdings have or do include real 
property, apartm ent buildings, cargo/passenger flights, in-flight catering facilities, 
laundry/linen cooperative company, and of course, the Sheraton Anchorage Hotel. Our 
Alaska operations account for a total in excess of 350 full time Alaskan employees including 
airport staff. Our investments show a desire to participate at all levels of both business and 
social growth for the city and state. Our commitments to date encompass more than just 
economic stability for our employees, but the reality of participating in significant ways to 
a long list of charitable organizations and groups that provide for the greater well being of 
the entire community.

To provide a little history on the Anchorage International Airport and our business 
operations, please recall approximately ten (10) years ago 1987. During this time period 
Anchorage lost nearly every foreign air carrier as a result of the opening of Russian 
Airspace and increased technology. The reason business was lost was that the carriers found 
significant economic gains by using Russian Airspace anti the ability to eliminate Anchorage 
as a technical stop. Moreover, as fees, taxes, landing rights, and other taxes continue to 
escalate all carriers will again be forced to evaluate options and costs. Since Anchorage is 
not a final destination for any or the 12 foreign carriers, please consider that other options 
are and will become available. It has already been determ ined that Stockholm is over 15



minutes closer to the Hast Coast for a majority of flights from Asia, a significant savings to 
daily operations. In addition, as Russians locations continue to improve facilities and 
logistical concerns these locations will again receive future consideration. The current 
economic crisis in Asia also plays a role in these decisions. In addition, regardless o f the 
State Supreme Court decision Korea and the U.S. Government have a standing law that 
eliminates double taxation scenarios, clearly this new law would violate that Federal 
agreement. (See attached partial document.)

At this time, the cost of doing business has been in favor of not only maintaining Alaskan 
operations but to significantly develop systems and infrastructure that will lend itself to 
increases to the year 2000 and beyond provided Anchorage remains economically 
competitive.

In closing, if this income tax is enacted, Alaska would be the only State in the nation to levy 
such a tax. Hu's tax would lead many nations to view Alaska as an unfavorable place to do 
business and open the door to these countries to lev/ similar taxes on American based 
operators. The ramifications of this tax are immense and will have a drastic impact on this 
state and virtually all business ventures including tourism, natural resources, and future 
business development. I cannot think of a more devastating blow  to the economic growth 
that Alaska has enjoyed for the last several years.

I would be happy to provide any additional information or comments that you desire and 
will be in Juneau on Wednesday and Thursday if you have time to schedule an appointment.

Sincerely,

Greg Champion 
General M anager
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A n c h o ra g e  E c o n o m ic  H e v e lo p m e n t  c o r p o r a t io n  

T h e  C e n t e r  o f  O p p o r t u n i t y

March 26,1998

Representative Rokeberg, Chairman 
House Labor and Commerce Committee 
State Capitol, Room 24 
Juneau, Alaska 99801

Dear Representative Rokeberg:

The .Anchorage Economic Development Corporation supports HB 472, An Act Relating 
to Apportionment of Business Income. This bill will overturn the recent decision of the State 
Supreme Court to allow the state to tax income from ships and aircraft owned by foreign 
corporations doing business in Alaska. The Alaska Corporation Net Income Tax would be 
applied to past, present and future net operating income. The State of Alaska depends on tourism 
and trade as its principal economic engines. Trade includes the export o f oil and gas as well as 
seafood, timber and air cargo. The AEDC believes the implementation of business income taxes 
on foreign carrir selectively will have a significant deleterious effect on trade for the State of 
Alaska far in excess of any direct revenue obtained by the measure.

1. The State of Alaska would be the only state in the nation to impose such a tax.
This would send a negative signal to some of Alaska’s most important trading 
partners, such as Japan. The 1972 income tax treaty between Japan and the United 
States would be compromised. If any American state imposes such a tax, Japan 
would reciprocate against all American carriers. This principle has already been 
tested in New Jersey and New York several years ago.

2. Imposing this tax would negate the recently secured U. S. Department of 
Transportation ruling for Alaskan international airports to allow expanded cargo 
transfer among international and domestic carriers with traffic rights in Alaska,
The recently concluded bilateral aviation agreement would be compromised by this 
action. The promotion of the air cargo industry and related logistics and value 
added manufacturing would suffer a severe set back at a crucial time. Ihe  market 
for international cargo trade is extremely competitive, with narrow margins 
determining the distinctions among competing locations. The imposition of a 
selective tax on international carriers would have a negative effect on some of 
Alaska’s strongest contributors to cargo trade.

3. The imposition of this tax will discourage high value job development in Alaska. 
For each $50 million generated in taxes, approximately 1,000 existing jobs would 
be lost Such a tax discourages investment in Alaskan projects and operations

06O Wost Seventh Avenue, Suite 1400 ■ Anchorage, Alaska 89501 ■ plione 0O7-258-37OO ■ tax 907-256-6646 ■ e-mail B0dcOalaska.net
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because it raises the cost (• 'transportation to foreign destinations. Alaska depends 
on foreign markets for the economic value of its export products. The Alaska 
market is not large enough to sustain the economy here alone, and the American 
domestic market is not the only destination of Alaskan goods.

4. The imposition of this tax retroactively to 1992 connotes a punitive approach to
international carriers. This sends the wrong message to foreign corporations and 
poses troubling questions for all business investors regarding the prospective 
taxation policies of Alaska toward busmess.

The growth and diversification of the Alaska economy is essential for the long tcnn 
viability of the state. A prosperous future will only occur in an environment where taxation and 
revenue policies are fair and evenly distributed on a sound policy basis. The imposition of a tax 
on foreign carriers unfairly affects Alaska’s most important trading partners. This measure will 
have a negative effect on Alaska’s competitive standing in world trade. This selective foreign 
carrier tax must not be implemented unilaterally by Alaska.. The AEDC urges your favorable 
action on HB 472 to remove this impending disaster.

Please contact the AEDC President, Patricia DeMarco, should you require further 
information un this matter.

Sincerely,

Ernie Hall
Chairman of the Board of Directors

cc: Governor Knowles
Senator Pearce

CAEDC'Comn'laW/UglilirtwKa'JU proposed support wpd
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April 6,1998

Representative Norman Rokeberg 
Alaska State Legislature 
State Capitol - Room 24 
Juneau, AK 99801-1182

Dear Representative Rokeberg:

I write you today not only as a representative of Alaska Airlines, but in my official capacity as 
State of Alaska Public Affairs Coordinator for the Air Transport Association as well.

The Air Transport Association (ATA) represents the major U.S. domestic airlines. Our Alaska 
members include Alaska Airlines, Reeve Aleutian, Federal Express, United, Northwest, 
Continental, Delta, Reno Air, America West and United Parcel Service. We are gravely 
concerned about the possibility the Alaska Department of Revenue is poised, as a result of a 
recent Alaska Supreme Court decision, to implement what amounts to a new tax on foreign 
flagged air carriers.

In addition to negative impacts on foreign flagged carriers and their customers in Alaska, the 
imposition of such a tax is likely to have a serious negative impact on international airline tax 
agreements that depend on reciprocal provisions for non-taxation of foreign flagged carriers. 
Simply put, any time a state or local government in the United States imposes a tax on foreign 
carriers, it exposes U.S. carriers to the imposition of similar taxes in nations around the globe. 
In addition, the imposition of such a tax would seriously imperil the International Airport 
system's attractiveness as a stop between Asia and Europe.

In the past, whenever states have contemplated implementing such a tax, ATA has successfully 
worked with the states as well as the U.S. State and Treasury Departments to head off actual 
implementation. Most recently, the states of California, New York and New Jersey have 
withdrawn proposals to Lax foreign flagged carriers. To our knowledge, Alaska would be the 
only state in the Union imposing such a tax if it decides to move forward.

Therefore, ATA and its members respectfully urge you to refrain from imposing any new taxes 
on foreign carriers and asks you to consider supporting legislation to correct this problem. If 
we may be of assistance or should you require additional information, please do not hesitate to 
contact me.

Sincerely,

I M ) X 6 8 9 0 0 S 1; A 1 T I, It, W A <> S 16  8 .  0 '> 0 0 ■ 2 0 6 - 1) 1 W O O



March 30, 1998

House Labor and Commerce Committee 
Alaska State Legislature 
Juneau, Alaska 99801

Dear Members of the Committee:

The Council o f Alaska Producers would like to state our support of HB 472 as introduced by the 
Honorable Representative Rokeburg through the House Labor and Commerce Committee.

The recent Alaska Supreme Court decision that states that all non-US corporations which 
operate foreign flag vessels and/or foreign registered aircraft calling at Alaskan ports and 
airports are subject to taxation under ANITA, will detract from Alaska’s position in competitive 
world markets. The costs of doing business in a state that has limited road systems and 
infrastructure already makes it difficult for mining companies to produce our products at 
competitive rates. The imposition of this tax on the foreign vessels which bring us our supplies 
and distribute our products to world markets will only result in higher freight and shipping costs 
being passed on to the producers.

The Council o f Alaska Producers does not believe the current interpretation of this law to be in 
agreement with the Legislature’s original intent. We appreciate Representative Rokeburg’s 
efforts to correct this grievous situation.

Sincerely,

Charlotte L. MacCay
Vice President
Council of Alaska Producers

Council of Alaska Producers 
P.O. Box 22653 

Juneau, Alaska 99802



A F O G N A K  N A T I V E  C O R P O R A T I O N
TIMBER MARKETING OFFIC 

104 CENTER ST., SUITE 2011 
KODIAK, AK 9961.

907-486-580 
FAX 907-486-426.

April 6, 1998

The Honorable Bert Sharp 
Alaska State Senate 
State Capitol
Juneau, Alaska 99801-1182 

RE: SB 345 

Dear Senator Sharp:

We are extremely displeased that the Alaska Department of Revenue is poised, as a result 
o f a recent decision by the Alaska Supreme Court, to implement a new corporation 
business tax on foreign, international air and sea carriers operating in the State of Alaska.

Our company depends on intermtional shipping to move our products overseas to 
international markets. The tax wnl ultimately be passed directly back to us through the 
carriers we use. Aside from the new tax being passed on to businesses operating in 
Alaska, it will invite retaliatory taxes on domestic water borne carriers serving the Pacific 
Rim. Most significantly the tax is impractical to enforce because of the access it requires 
to the accounting records of foreign ship owners, and is in contravention of international 
trade practices.

Alaska would be the only state in the Union imposing such a tax if it decides to move 
forward. Other states have rejected this form of taxation.

Therefore, we strongly urge that you move forward with SB-345 so that the Department 
o f Revenue will be preempted form imposing this onerous, new tax.

Sincerely,

Jarnes E. Carmichael
Marketing Manager
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Honourable Mark Hanley 
Co-Chair, House Finance Committee 
Alaska House of Representatives 
State Capitol, Room 507 
Juneau, Alaska 99801-1182 
United States of America

6 April 1998 
Ref: 044/98

lie: House BUI No. 472

Dear Representative Hanley,

:)n behalf of the International A ir Transport Association (IATA), the trade association
# ;ompiised of 256 member tiiiince from over 150 countries, !  wish to express the strongest 

iuppart for House B ill No. 472. HB 472 would ensure that the income of non-U.S. airlines 
i erring Alaska would be exempt from the state’s income tax in accordance with U.S. 
Internal Revenue Coda Section 883.

ATA is deeply concerned with the potentially far-reaching ramifications of the recent 
Alaska Supreme Court decision in A lask a  v. OSG B ulk Ships, Inc. Indeed, it ia our 
understanding that on the basis of this decision, the Department of Revenue plans to levy the 
'tiaska corporate income tax on the income derived by non-U.S. airlines from the operation 
:<f their aircraft in international traffic,

X is widely known that U.S. IRC Section 883 exempts the income of non-U.S. airlines at the 
ederal level on the basis of reciprocity. These reciprocal exemptions are generally 
unbodied in numerous U.S. treaties for tho avoidance o f double taxation. IATA firm ly 
relieves that U.S. IRC Section 863 is intended, in te r a lia , to eliminate the risk of multiple 
axation of tho income derived by the aircraft of both U.S. and non-U.S. airlines in 
ateruational traffic.

f tbo State of Alaska chooses not to adhere to the reciprocal tax exemption provisions of 
J.S. IRC Section 883, non-U.S. airlines w ill be exposed to double (and even multiple) 
axation, as they are already subject to national (and often local) Income taxes in their 

^^espcctive countries of domicile. Furthermore, one immediate consequence of this tax

direct Dial +41(JL2) 799 27 03 • Direct Fax: +41(22) 799 26 78 • TTY: GVAGBXB • E-maU; kallytflMats.org 
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Honourable Mark Hanley 
Co-Chair, House Finance Committee 
Alaska House of Representatives 
State Capitol, Room 507 
Juneau, Alaska 99801-1182 
United States of America

6 April 1998 
Ref: 044/98

m

lie: House B ill No. 472

Dear Representative Hanley,

:)n behalf of the International A ir Transport Association (IATA), the trade association 
iomprised of 256 member airlines from over 150 countries, I  wish to express the strongest 
•uppart for House B ill No. 472. HB 472 would ensure that the income of non-U.S. airlines 
ierring Alaska would be exempt from the state's income tax in accordance with U.S. 
laternal Revenue Code Section 883.

ATA is deeply concerned with the potentially far-reaching ramifications of the recent 
Alaska Supreme Court decision in A lask a  v. OSG B ulk Ships. Inc. Indeed, it ia our 
.mdersranding that on the basis of this decision. the Department of Revenue plans to levy the 
"Jaska corporate income tax on the income derived by non-U.S. airlines from the operation 
:<f their aircraft in international traffic.

,’t is widely known that U.S. IRC Section 883 exempts the income of non-U.S. airlines at the 
'ederal level on the basis of reciprocity. These reciprocal exemptions are generally 
unbodied in numerous U.S. treaties for the avoidance of double taxation. IATA firm ly 
elievcs that U.S. IRC Section 883 is intended, in te r a lia , to eliminate the risk of multiple 
axation of the income derived by the aircraft of both U.S. and non-U.S. airlines in 
ateraational traffic.

fthe State of Alaska chooses not to adhere to the reciprocal tax exemption provisions of 
J.S. IRC Section 883, non-U.S. airlines w ill be exposed to double (and even multiple) 
axation, as they are already subject to national (and often local) Income taxes in their 
espective countries of domicile. Furthermore, one immediate consequence of this tax
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.xamcnt of non»U.S. airlines w ill be the exposure of U.S. airlines to the reciprocal 
^position of similar taxes in the many foreign jurisdictions which they serve. Ultimately, 
x  intricate worldwide network of reciprocal tax regimes w ill be seriously jeopardized.

.ATA also believes that any imposition of on income tax on the international operations of 
i bo ncn-U.S. airlines serving Alaska would ignore the taxes and charges already paid by 
: licm for their local operations as well as the significant direct and indirect contributions they 
nuke to the economy of tho state. We believe that SB 345 sends a strong signal to the 
international airline community that the State of Alaska encourages their business on the 
< uis of long-established international tax practice.

] 'assd upon the foregoing, IATA strongly urges you to take all necessary steps to ensure the 
j usage of Senate B ill No. 345.

Yours si

TonyKelly 
Director
Industry Monetary Affairs



T A X IN G  F O R E IG N E R S  
H ouse  m a ke s  the  righ t m ove

By D a ily  N e w s ed ito ria l s ta ff

T h e  A la s k a  H ouse  o f R epresen ta tives has passed  b y  a vo te  o f 
34-1 a  b ill th a t w ou ld  keep  the  s ta te  from  levying a  co rpo ra te  
incom e  ta x  on  fo re ign -flagged  c ru ise  sh ips , ca rgo  sh ips and a ir 
ca rrie rs .

T he  s ta te  fough t a long co u rt ba ttle  to  c la rify  s ta te  law  
and d e fe nd  its right to  le vy  the  tax. In February, the  A laska  
S up rem e  C o u rt reversed  a low e r co u rt dec is ion  and ruled in t iie  
s ta te 's  favor.

A t issue  w a s w h e th e r the  sta te  had adop ted  a section  o fthe  
U .S. In te rna l R evenue C ode  tha t e xem pts  certa in  fo re ign  
co rp o ra tio n s  from  incom e tax. O S G  B u lk  S hips Inc. a rgued  tha t it 
had. T h e  s ta te  m a in ta ined  tha t it had  not, and tha t it cou ld  
co lle c t the  ta x  from  fo re ign  co rpo ra tions  do ing  bus iness here.
T he  s ta te  w on.

T he  D e pa rtm e n t o f R evenue estim a ted  such  a tax cou ld  bring  the 
s ta te  b e tw e en  $3 m illion  and  $8.5  m illion  a year. In a  tim e  of 
dec lin in g  revenue, such  num bers  m igh t be  tem pting .

T h e  H o use  vo te  res is ts such  tem p ta tion  by b ring ing  A laska  law  
in line  w ith  the  fede ra l code . T he  U n ited  S tates d oesn 't tax 
fo re ig n  co rpo ra tion s  so  tha t U .S. co rpo ra tion s  w on 't be taxed 
a broad . Y ou  don 't ta x  ours, we w on 't ta x  yours . T he  o the r 49 
sta tes  d o n 't levy  the  ta x  fo r the  sa m e  reason. W h y  inv ite  a 
re ta lia to ry  tax , and  w h y  d iscou rage  in te rna tiona l bus iness tha t 
m a y  b e n e fit a  s ta te?

C ru ise  lines, sh ippe rs  and  A laska  ou tfits  like  U sibe lli Coal, 
w h ich  s h ip s  from  S ew ard  on K orean-flagged  vesse ls , lobb ied hard 
a ga ins t the  s ta te  tax. In th is  case  th e ir se lf- in te re s t and  the 
pub lic  in te re s t co inc ide . T he  po tentia l ga in  to  s ta te  co ffe rs 
isn 't w o rth  the  risk o f the  poss ib le  dam ag ing  e ffec ts  o f such  a 
tax  on  bus in ess  and  jo b s  in A laska . W h ile  we m a y  not care  how  
the y  do  it O u ts ide , th is  tax w ou ld  take  us fa r ou t o f step  w ith  
the  res t o f the  co u n try  v/ith the  po ten tia l fo r  resu l's  w e don 't 
w ant.

L ike  a ll leg is la tion , th is  isn 't w ritten  in stone. If A laska  
d ec id es  tha t eco no m ic  cond itions  have changed, o r  tha t a 
p a rticu la r ind u s try  isn 't pay ing  its share , it can  rev is it the 
issue.

T he  D e pa rtm e n t o f R evenue earned  its keep in w inn ing  the  case  
and d o in g  its  jo b  to p ro tec t A laska 's  incom e  and m a in ta in  the 
s ta te 's  righ t to  se t its ow n tax policy.

T he  H o use  has earned  its keep in se tting  tha t po licy  aga inst 
the  tax . T h e  S en n 'a  shou ld  fo llow  suit.



LEGAL  SERVICES
DIVISION OF LEGAL AND RESEARCH SERVICES 

LEGISLATIVE AFFAIRS AGENCY
(907) 465-3867 or 465-2450 STATE OF ALASKA
FAX (907) 465-2029 
Mail Stop 3101

M E M O R A N D U M  March 6, 199S

SUBJECT: Apportionment of taxes (Work Order No. 0-LS1645)

TO: Representative Norman Rokeberg
Attn: Shirley

FROM: Richard A. Glover ^ 2 . ^
Legislative Counsel

Enclosed is a draft of the bill you requested regarding the OSG Bulk Ships decision. At your 
direction, I have conferred with Susan Burke on this subject. It is my understanding that you 
desire to adopt what the court indicated would be the result if the section 883 exemption of 
federal law was granted in addition to the existing days-in-port allocation scheme. "[TJhis 
result would understate the taxpayer’s Alaska taxable income." (See State of Alaska v. OSG 
Bulk Ships, Inc., 1998 WL 66133 (Alaska).) The enclosed bill will accomplish that result.

If I may be of further assistance, please advise.

RAG:pl
98-046.plni

130 Seward Street, Suite 409
Juneau, Alaska 99801-2105

Enclosure
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W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T

HOUSE BILL NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - SECOND SESSION

BY TH E HOUSE LA B O R  AND C O M M E R C E  COM M ITTEE BY REQUEST

Introduced:
Referred:

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to apportionment of business income."

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

* Section 1. AS 43.20.021(a) is amended to read:

(a) Sections 26 U.S.C. 1 - 1399 and 6001 - 7872 (Internal Revenue Code), as 

amended, are adopted by reference as a part of this chapter. These portions of the 

Internal Revenue Code have full force and effect under this chapter unless excepted 

to or modified by other provisions of this chapter. However, nothing in this chanter 

or in AS 43.19 (Mnltistate Tax Compact) may be construed as an exception to or 

modification of 26 U.S.C. 883.

* Sec. 2. This Act is retroactive to January 1, 1993.

-1-
New T&xt: Underlined [DELETED TEXT ERACKETED]
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Ren and Lynn Dixon, Omen
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Representative Norm Rokeberg 
Chairman, House Labor and Commerce Committee 
State Capitol, Room 24 
Juneau, AK 99801

Dear Representative Rokeberg,

I own and operate a bookstore in downtown Anchorage. Many of my customers are 
visitors to Anchorage and Alaska-1 have recently been made aware of the State Supreme 
Court’s decision to allow the Alaska Department of Revenue to impose a net income tax 
on foreign carriers. It is my understanding that Alaska would be the only state to have 
such a tax. This tax would be detrimental to virtually every business in the state, and 
particularly to the tourism industry.

I am writing to voice my support for HB 472, An Act Relating to Apportionment of 
business income, that will overturn this recent Supreme Court decision. Tourism is a 
vastly important industry, and the Supreme Court decision would have a tremendously 
adverse effect on this industry.

Thank you for your time,

O h
Lynn Dixon
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

P.O. Box Y. State Capiiol 
Juneau, Alaska 99811-3100 

Mail Slop 3100 
(907) 4*5-3991

June 8, 1989

MEMORANDUM

TO:

ATTN:

FROM:

RE:

Ginny Fay
Legislative Analyst

Alaska's Unitary Corporate Taxation: 
Revenues
Research Request 89.165

Alternatives and Impacts on

You requested information on 1) unitary corporate tax laws in Alaska and other 
states, 2) alternatives to the method of tax collection currently used in 
Alaska, and 3) the source of Alaska's revenues and impacts on these revenues 
of changing Alaska's tax law. Specifically, you asked this agency to update 
House Research Agency Memoranda 85.012, 85.014, and 85.047. To answer your 
questions, the first part of this memorandum provides an overview of state 
corporate taxation. This is followed by information on alternative tax 
methods. The final section identifies sources of Alaska revenues and the 
potential impact on revenues of changes to Alaska's corporate tax method.

Background

The form of corporate taxation commonly known as unitary tax is based on the 
concept that the most equitable and efficient method of determining corporate 
income subject to state taxation is formula apportionment. Under unitary 
taxation, the total income of a corporation or of an affiliated group of 
corporations engaged in a unitary (related) business activity is apportioned 
among states, usually based on the portion of corporate payroll, property, and 
sales attributable to each state. This apportioned income is the taxable 
income subject to the respective state's tax rates. Approximately 45 states 
(including the District of Columbia) currently use some form of the unitary tax 
to apportion corporate income for state income tax purposes. Alaska currently 
taxes corporate income by using a form of the unitary tax called worldwide 
combined reporting.
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double taxation because this income is taxed by foreign governments. Foreign 
multinational corporations have been especially vocal in their criticism of 
worldwide combined reporting.

Alternatives to Worldwide Combined Reporting

In 1984, eleven states used worldwide combined reporting. As a result of 
federal government opposition and the threats of economic reprisal by foreign 
corporations, ten states have changed taxing methods. The degree to which 
states have backed-off taxing foreign income varies considerably as a result 
of inconsistency in staites' definitions of "waters edge." Alternatives to 
worldwide combined reporting include:

worldwide combin.J reporting for domestic corporations with an 
alternative tax levied on foreign multinational corporations;

a waters edge method that includes foreign source dividends in 
taxable income and includes 80/20 corporations within the 
definition of waters edge;

a waters edge method that excludes foreign source dividends from
income and excludes 80/20 corporations from the definition of
waters edge; and

separate accounting.

Worldwide Combined Reporting that Excludes Foreign Multinationals. This 
alternative allows United States subsidiaries of foreign corporations to pay 
an alternative tax rather than a tax based on income apportioned using
worldwide combined reporting. Although many types of alternate taxes could be 
devised, state representatives on the 1984 unitary tax task force recommended 
that the tax be based on in-state property, payroll, and sales and that the tax 
rate be based on the tax paid by firms in the same industry conducting unitary 
business in the state.

Proponents of this option claim that it would reduce the threat of foreign 
retaliation against U.S. corporations. In addition, this option is claimed to 
be a fair way to exclude foreign multinational corporations from worldwide 
combined reporting while protecting the competitive advantage of U.S. 
multinational corporations and domestic business. This option would also 
protect state revenues and be relatively easy to implement. Opponents, 
however, do not view this alternative as an adequate alternative to worldwide 
combined reporting because corporate income tax rates based on industry

4 These c o r p o r a t io n s  a re  U.S. based c o r p o r a t i o n s  t h a t  have 80 p e rcen t  or
more o f  t h e i r  b u s in ess  a c t i v i t y  occu r r ing  o u t s i d e  o f  th e  United S t a t e s .
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June 8, 1989

MEMORANDUM

TO:

ATTN:

FROM: Ginny Fay
Legislative Analyst

RE: Alaska's Unitary Corporate Taxation: Alternatives and Impacts on
Revenues
Research Request 89.165

You requested information on 1) unitary corporate tax laws in Alaska and other 
states, 2) alternatives to the method of tax collection currently used in
Alaska, and 3) the source of Alaska's revenues and impacts on these revenues
of changing Alaska's tax law. Specifically, you asked this agency to update 
House Research Agency Memoranda 85.012, 85.014, and 85.047. To answer your 
questions, the first part of this memorandum provides an overview of state 
corporate taxation. This is followed by information on alternative tax
methods. The final section identifies sources of Alaska revenues and the 
potential impact on revenues of changes to Alaska's corporate tax method.

Background

The form of corporate taxation commonly known as unitary tax is based on the 
concept that the most equitable and efficient method of determining corporate 
income subject to state taxation is formula apportionment. Under unitary 
taxation, the total income of a corporation or of an affiliated group of 
corporations engaged in a unitary (related) business activity is apportioned 
among states, usually based on the portion of corporate payroll, property, and 
sales attributable to each state. This apportioned income is the taxable 
income subject to the respective state's tax rates. Approximately 45 states 
(including the District of Columbia) currently use some form of the unitary tax 
to apportion corporate income for state income tax purposes. A'laska currently 
taxes corporate income by using a form of the unitary tax called worldwide 
combined reporting.
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In recent years, the unitary tax principle has come under considerable 
attack--largely as a result of efforts to apply scientific exactness to a 
concept which is relatively broad and is, by its nature, impervious to 
exactness. In applying the- unitary tax principle in the context of corporate 
income taxation, the courts have focused on whether a state was making a 
reasonable effort to effect a fair division of the income of a multi-state 
taxpayer. Toward this end, the U.S. Supreme Court avoided endorsing any 
particular method of unitary apportionment as the preferred method. In 
Container, the Court noted that variations on the theme of unitary apportion­
ment can be acceptable as long as those variations "are logically consistent 
with the underlying principles motivating the unitary approach." The fact tha; 
another approach, such as separate accounting, might produce a different result 
is irrelevant: adherence to reasonable principles is the standard against which 
the courts have measured tax methods.

All states that use the unitary tax must determine the corporate income that 
is to be apportioned. Alaska is the only state that uses a method called 
worldwide combined reporting. Worldwide combined reporting totals all of the 
income from all subsidiary and affiliated corporations engaged in a unitary 
business even if  they are located outside of the United States. Other states 
use a waters edge approach which apportions only the income earned by the 
unitary business within the United States.

During the 1980s, worldwide combined reporting has been criticized by the 
United States government and ooth foreign and domestic multinational 
corporations. The federal government opposes worldwide combined reporting 
because of fear of 1) state interference in foreign trade and 2) reprisal by 
foreign nations whose multinational corporations are taxed by states using this 
method. Because states' application of worldwide combined reporting to 
domestic multinational corporations has been upheld by the Supreme Court, 
federal action to date has been limited to persuading states to stop using this 
version of the unitary tax.

Domestic and foreign multinational corporations oppose the use of worldwide 
combined reporting because they do not believe that states have the right to 
tax business activities that occur outside the United States. In addition, 
these corporations claim that state taxation oF foreign activities constitutes

1Gene Corrigan, "A Unitary Primer," Multistate Tax Commission, Volume 
1988, Number 1, May 1988, p. 1.

2
Container Corporation of America v. Franchise Tax Board, 463 U.S. 

159,169 (1983).

Alaska uses a modified formula apportionment method for computing 
taxable income of oil and gas corporations. For information on apportionment 
formulas, see House Research Agency Memoranda 85.012 and 89.303.
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double taxation because this income is taxed by foreign governments. Foreign 
multinational corporations have been especially vocal in their criticism of 
worldwide combined reporting.

Alternatives to Worldwide Combined Reporting

In 1984, eleven states used worldwide combined reporting. As a result of 
federal government opposition and the threats of economic reprisal by foreign 
corporations, ten states have changed taxing methods. The degree to which 
states have backed-off taxing foreign income varies considerably as a result 
of inconsistency in states' definitions of "waters edge." Alternatives to 
worldwide combined reporting include:

worldwide combined reporting for domestic corporations with an 
alternative tax levied on foreign multinational corporations;

a waters edge method that includes foreign source dividends in 
taxable income and includes 80/20 corporations within the 
definition of waters edge;

a waters edge method that excludes foreign source dividends from 
income and excludes 80/20 corporations from the definition of 
waters edge; and

separate accounting.

Worldwide Combined Reporting that Excludes Foreign Multinationals. This 
alternative allows United States subsidiaries of foreign corporations to pay 
an alternative tax rather than a tax based on income apportioned using 
worldwide combined reporting. Although many types of alternate taxes could be 
devised, state representatives on the 1984 unitary tax task force recommended 
that the tax be based on in-state property, payroll, and sales and that the tax 
rate be based on the tax paid by firms in the same industry conducting unitary 
business in the state.

Proponents of this option claim that it would reduce the threat of foreign 
retaliation against U.S. corporations. In addition, this option is claimed to 
be a fair way to exclude foreign multinational corporations from worldwide 
combined reporting while protecting the competitive advantage of U.S. 
multinational corporations and domestic business. This option would also 
protect state revenues and be relatively easy to implement. Opponents, 
however, do not view this alternative as an adequate alternative to worldwide 
combined reporting because corporate income tax rates based on industry

4 These c o r p o r a t io n s  a re  U.S. based c o r p o r a t i o n s  t h a t  have 80 p e rcen t  or
more o f  t h e i r  b us iness  a c t i v i t y  occu r r in g  o u t s i d e  o f  the  United S t a t e s .
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classification would not change tax liabilities of foreign corporations. 
Critics also claim that U.S. based multinational corporations may pay higher 
taxes than foreign corporations on similar income.

This alternative is similar to Senate Bill 119, introduced by Governor Cowper 
in the 1989 legislative session. The governor's b il l ,  which applied to 
nonpetroleum corporations, would exempt foreign multinational corporations 
from worldwide combined reporting and tax them with a waters edge approach. 
Because the bill would result in a competitive disadvantage for domestic 
corporations, it was stridently opposed by U.S. industry and made l itt le  
headway in the legislature.

Waters Edge Combination Including Dividends and 80/20 Corporations. This 
alternative to worldwide combined reporting includes limiting the unitary group 
to the waters edge and including all foreign source dividends in the 
calculation of income, and treating all 80/20 corporations as if  they were 
within the waters edge. Only dividends generated by foreign subsidiaries that 
are significantly related to the activities of the unitary group would be 
included in income of domestic multinational corporations.

Supporters of this option claim that it would reduce foreign criticism of 
states' application of worldwide combined reporting and it would result in 
equitable taxation of all taxpayers. Proponents claim that even though 
worldwide income of domestic multinational corporations is taxed (through 
taxation of dividends) by the states, while worldwide income of foreign 
multinationals is not, foreign government taxation of dividend income 
repatriated to the home country of the parent corporation equalizes any 
inequities. Opponents of this option disagree and claim that this method of 
taxation would put U.S. multinationals at a considerable competitive 
disadvantage in the world economy. Furthermore, opponents claim that fully 
taxing foreign source dividends is identical to taxing the income of their 
foreign subsidiaries and yields the same result as worldwide combined 
reporting.

Waters Edge Combination Excluding Foreign Dividends and 80/20 Corporations. 
This alternative to worldwide combined reporting limits the income of the 
unitary group to those corporations within the boundaries of the United States. 
However, this option excludes all or at least a high percentage of foreign 
source dividend income, depending on the particular option chosen. In 
addition, 80/20 corporations are considered to be foreign corporations and are 
excluded from the unitary group. This option is generally favored by both 
foreign and domestic multinational corporations. Foreign multinational 
corporations and governments support this alternative because it eliminates 
worldwide combined reporting. Domestic multinational corporations like this 
option because it keeps them competitive in the world economy by not taxing 
foreign source dividends. Opposition comes mainly from state governments that 
fear a serious erosion of their tax base if  foreign source dividends and 80/20 
corporations are excluded from taxation.

ii
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Separate Account ing. This a l t e r n a t i v e to worldwide combined repo r t ing would 
comple te ly e l im in a te the use o f the un i ta r y ta x . States would tax corpora te 
taxpayers on ly on the income earned in the s ta te and each corpo ra t ion would be 
t rea ted as a separate e n t i t y  f o r tax purposes (as opposed to a un i ta r y group). 
This method is also ca l le d "arm's length account ing" because a l l t ransac t ions 
between re la te d corpo ra t ions are assumed to occur as i f  no specia l r e l a t i o n ­
ships e x i s t (such as a subs id ia ry co rpo ra t ion supp ly ing a parent corpo ra t ion ) 
so th a t p r ices are f a i r  market values.

In genera l , business leaders would l i k e  to have a l l s ta tes determine taxable 
income by using separate account ing because i t  uses in fo rmat ion d i r e c t l y  
re la ted to t r a d i t i o n a l account ing income. Opponents, which include many 
s ta tes , c la im separate account ing makes s ta tes vu lne rab le to manipula t ion o f 
income to reduce tax l i a b i l i t i e s  by corpo ra t ions th a t do business in more than 
one s ta t e . However, under the separate account ing method Alaska imposed on the 
petroleum in du s t r y under AS 43.21, revenues from the corpora te income tax were 
cons ide rab ly h igher than under e i t h e r the standard apport ionment formula 
appl ied before 1977 or the modif ied formula used a f t e r  1981.

Attachment A provides in fo rma t ion on how s ta tes using the waters edge un i ta r y 
approach to corpora te ta xa t io n t r e a t fo re ign -sou rce div idends ( i . e . ,  the f i r s t  
three a l t e r n a t i v e s discussed above). In summary, C a l i f o r n i a ' s  approach best 
represents the f i r s t  op t ion o f p rov id ing an a l t e r n a t i v e  tax to fo re ign 
m u l t i n a t io n a l co rp o ra t io n s . Another ten s ta tes would f i t  under the second 
op t ion which taxes fo re ign -sou rce d iv idends . Nine s ta tes p a r t i a l l y  exempt 
fo re ig n d iv idends ; 14 f u l l y  exempt fo re ig n d iv idends ; and 11 f u l l y  exempt 
div idends i f  a co rpo ra t ion meets spec i f ie d cond i t io n s , i . e . ,  34 s ta te s ' 
corpora te ta xa t io n method is s im i l a r to the t h i r d  op t ion .

Alaska Revenue Sources and Re la t ionsh ip t j  Un i ta r y Taxat ion

The revenues th a t the State o f Alaska c o l l e c t s  f a l l  in to one o f three 
ca tego r ies :

u n re s t r i c t e d revenues go to the general fund to be appropria ted f o r 
any purpose,

r e s t r i c t e d  revenues are received f o r s p e c i f i c  purposes, and

spec ia l fund revenues are received by s t a t u t o r i l y  estab l ished 
funds such as the In te rna t io na l A i r p o r t Fund.

5For in fo rma t ion on the formulas used fo r corpora te taxa t ion in Alaska, 
see House Research Memoranda 85.012 and 89.303.
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J f ^ v e n u l T l n  tFhy% c8° n t r i b u t i o n  to t t , t a ' s ta te revenues o f each o f these types

TABLE 1
CONTRIBUTIONS TO TOTAL STATE REVENUE BY TYPE OF REVENUE, FY 88

(M i l l i o n s o f Do l la rs )

TYPE OF REVENUE

Un res t r i c te d Revenue 
Res t r ic ted Revenue 
Special Funds

TOTAL

Source: Alaska Department o f Revenue, "Revenue Sources," Fa l l 1988.

DOLLAR PERCENT OF
CONTRIBUTION TOTAL

$2,305.8 63.7
475.2 13.1
836.4 23.1

$3,617.4 100.0
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Table 2 prov ides a breakdown o f un re s t r i c t e d revenue by source. As mentioned 
p re v io u s ly , un re s t r i c t e d revenues are the on ly source th a t a l low le g i s l a t i v e  
d i s c r e t i o n  in app rop r ia t io n .

TABLE 2

SOURCES OF U N RESTRICTED REVENUES, FY 88

(M i l l i o n s o f Do l la rs )

PERCENT OF
REVENUE SOURCE REVENUE TOTAL

Corporate Income Tax $181.4 7.9
Gross Receipts Tax 58.5 2.5
Severance Tax 818.7 35.5
Proper ty Tax 96.2 4.2
Sale/Use Tax 51.8 2.2
Licenses and Permits 28.3 1.2
Inte rgovernmenta l Receipts 
Sta te Resource Revenues

8.9 0.4
843.9 36.6

F a c i l i t i e s  Related 22.3 1.4
Serv ice Related 7.5 0.3
Other 16.4 0.7
Special Set t lements 161.9 7.0

TOTAL $2,305.8 100.0

Inc ludes $694.8 m i l l i o n  in ro y a l t y  income, $132.6 in investment earnings, 
and $6.0 m i l l i o n  in ren ts . Petroleum resource revenues are shown in more 
d e ta i l in Table 3.

Outer Cont inen ta l She l f "8 (g ) " or Dinkum Sands set t lement p a r t i a l payment. 

Sources: Alaska Department o f Revenue, "Revenue Sources," Fal l 1988.

Table 2 in d ic a te s th a t the la rg e s t con t r i b u t io n s to s ta te un re s t r i c te d income 
are de r ived from petroleum producers. In f a c t , the various petroleum revenues 
account f o r  85 percent o f a l l s ta te un re s t r i c te d revenues - - th is propo r t ion has 
not changed since our e a r l i e r  memorandum on FY 83 revenues.
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Table 3 prov ides a breakdown o f the con t r i b u t io n to FY 88 un re s t r i c te d revenues 
by the va r ious petroleum revenue sources.

TABLE 3

CONTRIBUTION OF PETROLEUM REVENUE SOURCES 

TO STATE UNRESTRICTED REVENUES, FY 88

(M i l l i o n s o f Do l la rs )

SOURCE OF REVENUE contribution
PERCENT OF 

TOTAL

Corporate Income Tax $158.0 8.1
Severance Tax 818.7 42.0
Roya l t ies 694.8 35.6
Proper ty Tax 96.2 4.9
Bonus Sales 5.6 0.3
Rents 5.7 0.3
Inte rgovernmenta l Receipts 8.7 0.4
Special Set t lements 161.9 8.3

TOTAL $1,949.6 100.0

Source: Alaska Department o f Revenue, "Revenue Sources," Fa l l 1988.

Desc r ip t ion o f Un re s t r i c ted Revenue Sources

Corporate Income Taxes. Alaska S ta tu te 43.20 imposes a un i ta r y income tax on 
the e n t i r e  co rpo ra te income derived from sources w i th in Alaska, and apport ions 
t h i s  income under graduated ra tes . In FY 88, the corpora te income tax 
generated a t o t a l o f $181.4 m i l l i o n , o f which $158.0 m i l l i o n , or 87 percent , 
was co l le c t e d from petroleum corpo ra t ions .

Gross Receipts Taxes. A v a r i e t y  o f taxes are co l le c ted under t h i s  general 
heading. A business l icense tax o f $25 is assessed annua l ly on any business 
opera t ing in the s ta te . The l icense fee f o r  each s ta te and na t iona l bank, 
t r u s t company and savings and loan assoc ia t ion is seven percent o f net income. 
In FY 88, a t o t a l o f $1.4 m i l l i o n  was co l le c ted from t h i s  source.

In add i t io n to the business l icense tax , gross rece ip ts taxes are lev ied on 
var ious seafood product ion a c t i v i t i e s .  Taxes on commercial f i s h in g (AS 43.75) 
inc lude a raw f i s h  ta x o f 4.5 percent o f the value o f salmon canned at shore- 
based canning f a c i l i t i e s ,  a three percent tax on the value o f a l l o the r f i s h  
canned by shore-based f a c i l i t i e s  and a f i v e  percent tax on the value o f f i s h e ry 
resources processed by f l o a t i n g  processors. Developing commercial f i s h e r ie s 
are taxed at lower ra tes . In FY 88, these taxes con t r ibu ted $22.5 m i l l i o n  to 
s ta te revenues.
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Salmon enhancement taxes (AS 43.75) are lev ied on l im i t e d en t ry f i s h in g permit 
ho lders w i t h i n  q u a l i f i e d  reg iona l aquaculture assoc ia t ions . Rates are two or 
th ree percent o f the value o f the salmon caught, depending on the vote o f the 
aquacu l tu re assoc ia t ion . In FY 88, to ta l Salmon Enhancement Tax rece ip ts were 
$5.8 m i l l i o n .  In e f f e c t , t h i s  is a pass-through program, since the le g i s l a t u r e 
approp r ia tes these tax revenues to the regional assoc ia t ions from whose members 
they were co l le c te d .

A seafood market ing ta x (AS 16.51) is lev ied on seafood processors at a ra te 
o f 0.3 percent o f the ex-vessel value o f seafood products purchased (over 
$50,000) in Alaska. Revenue in FY 88 was $2.7 m i l l i o n . S im i la r to the Salmon 
Enhancement Tax, these revenues are passed through to fund the Alaska Seafood 
Market ing I n s t i t u t e  (ASMI).

Insurance premium taxes (AS 21.09, AS 21.33, AS 21.34, and AS 23.33) are lev ied 
on gross premiums ( less ce r ta in deduc t ib les ) at various ra tes ranging from
0.075 to 3 percent depending on the type o f insurance. In FY 88, revenue from 
these taxes to ta le d $25.6 m i l l i o n .

Severance Taxes. Oil produc t ion taxes are lev ied upon o i l producers f o r a l l 
o i l  produced from each lease or proper ty in the s ta te , less any par t o f 
produc t ion exempt from ta xa t io n (AS 43.55). The tax is 15 percent o f gross 
value (except 12.25 percent f o r the f i v e - ye a r period fo l low in g commencement o f 
new o i l  produc t ion a f t e r  June 30, 1981) adjusted by the Economic L im i t Factor 
(ELF) f o r  mature o i l f i e l d s .  The ELF, however, was repealed e f f e c t i v e  January
1, 1989. Gross value is ca lcu la ted as the sales p r ice minus t ranspo r ta t io n 
costs at the po in t o f produc t ion . Gas product ion taxes (AS 43.55) are lev ied 
at the g rea te r o f a ra te o f $0.64 per thousand cubic fee t o f taxab le gas or ten 
percent o f the gross value o f taxable product ion ca lcu la ted at the po in t o f 
produc t ion , m u l t i p l i e d  by the ELF. During FY 88, $816.4 m i l l i o n  was co l lec ted 
in o i l  and gas produc t ion tax revenues.

The o i l  and gas regu la t io n and conservat ion tax (AS 43.57) is lev ied upon o i l 
and gas producers a t the ra te o f fou r m i l l s  per barre l ( o i l )  and fou r m i l l s  per 
50,000 cubic fee t (gas) o f o i l  and gas removed or sold from each lease or 
prope r ty in the s ta te ,
less any tax exemptions. Gross value is ca lcu la ted as f o r the product ion 
taxes. This tax con t r ibu ted $2.3 m i l l i o n  to s ta te revenues in FY 88.

Proper ty Taxes. The o i l  and gas proper ty tax (AS 43.56) is lev ied at 20 m i l l s  
on the f u l l  and t rue value o f taxable proper ty used in o i l and gas product ion 
and exp lo ra t i o n . I f  a m un ic ip a l i t y lev ies a proper ty tax against the same

6The actua l e f f e c t i v e  date on HB 118, Chapter 25 SLA 89, is August 6, 
1989, w i th a r e t r o a c t i v e  e f f e c t i v e  date o f January 1, 1989. The ELF, however, 
was in place dur ing FY 88.


