MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

February 14, 1985

The thirtieth meeting of the Senate Taxation Committee was called
to order by Vice Chairman Joe Mazurek at 8:08 am, in Room 413-415
of the Capitol Building.

ROLL CALL: Chairman Towe was excused. Senator Brown was excused,
but expected to join the committee later. All other members were
present.

CONSIDERATION OF SB 330: Senator Pat Goodover, Senate District 20,
chief sponsor of the bill was recognized. He said that a repeal of
the unitary tax would result in increased job base in Montana and end
an unfair double taxation. He said the record of other statées proves
this. As an example, he cited Oregon where increased evidence of
interest from Japanese . companies occurred following Oregon's repeal
of its unitary tax. He said the bill would allow state taxation on
the basis of operations within the 50 states.

He provided the committee with an amendment and a copy of the bill in-
corporating that amendment (Exhibits 1 and 2).

PROPONENTS

Ms. Janelle Fallan of the Montana Chamber of Commerce submitted her
testimony in writing (Exhibit 3).

Mr. Mike Fitzgerald, President of the Montana International Trade
Commission, submitted a packet of information to the committee in-
cluding his own written testimony (Exhibits 4, 5, 6 and 7). Mr.
Fitzgerald added that tourism was a category his written material
failed to cover. He felt it possible that the passage of the bill
could insure a Japanese tourist trade in Montana.

(Senator Brown joined the committee at 8:25 am.)

Mr. Ron Oberlander, President of the Economic Growth Council from
Great Falls, said his organization sought to promote and attract
investment in Montana in an effort to promote and develop jobs. He
said states' competition for job base is fierce. The unitary tax

he characterized as a litmus test for an anti-business climate. He
said the pacific basin and Canada are the primary targets for Montana
trade. Fourteen states originally had this tax, he said; and now
only eight retain it. The Canadian government says unitary tax is
inconsistent with their investment policies. He read a letter from
a computer company who characterized those states with the unitary
tax as "rated zero for attracting business". He asked the committee
to look at the long range benefits of an increased tax base and to
support SB 330.

Mr. Roger Anderson, Chairman of the Board of the Economic Growth Coun-
cil, small businessman, city commissioner, mayor-elect of Great Falls,
said that Montana should have one taxation goal: to insure that
Montana's corporate tax won't slow employment growtin. He said that
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no competitive advantage should be given Montana businesses as that is
the single greatest barrier to investment in Montana. His reasons

for wanting repeal of the unitary tax included: double taxation, an
increase in the expense and workload of corporations and the impor-
tance to Montana subsidiaries of international companies. He conclu-
ded by reading a letter from the Great Falls Chamber of Commerce
(Exhibit 8).

Mr. Fred Ferguson from the Council of State Chambers again discussed
the economic development related to jobs issue. Points he covered
were: parity among taxpayers; Oregon repealing unitary tax in a
one-day session with eclectic support; industry's effort to solve this
through the court system without success; preemptive legislation loom-
ing from Washington, D.C.; of eight states with the tax, six have
legislation pending to repeal it, and finally, he gave the committee
two publications on the subject (Exhibits 8 and 9).

Mr. Iva Gomberg, representing the Sony Corporation of America, said
that the host country has an obligation to see tnat foreign corpora-
tions are fairly taxed. He talked about Sony: investments in San
Diego, Alabama and Florida; noting, though not directly, that they
stayed in each location despite state laws on the subject of unitary
taxation. Sony, he said, wants to pay their fair share of taxes.

He discussed a side issue of the shifted burden to local governments
in the bill is defeated. He said the "chilling impact of unitary tax"
would keep out Japanese investment.

At 9:10 Vice Chairman Mazurek said that equal time would have to pe
left to the opponents of SB 330. He asked further proponents to
stand and identify themselves for the record.

Mr. Bill Kirkpatrick of Champion International, rose supporting the
bill and submitted written testimony (Exhibit 11).

Mr. Dennis Burr of the Montana Taxpayers Association rose in support
of the bill.

Mr. Don Allen, Montana Wood Products Association, supported SB 330.

Mr. George Anderson, a CPA and Chairman of the Montana International
Trade Commission, supported the bill.

Mr. Jeff Quick, Missoula Chamber of Commerce, supported SB 330.

Mr. John Jutila, Vice President of Research at Montana State University
said that he did not rise in support or opposition, but would be
able to explain university dealings with the Japanese.

OPPONENTS

Mr. John LaFaver, Director of the Department of Revenue said SB 330
was gliding into the state under the blue flag of economic development.
"I suggest to you, tne flag is black and white," he said. He charac-
terized the bill as a "pirate ship". He ntoed that Sony does not even
file an income tax return in this state. He said SB 330 would result
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in a $10 million dollar decrease in Montana revenue and allow tne
large multinational corporations to compete unfairly with Montana
businesses.

"We do not apply 6 3/4 percent tax to income earned elsewhere," he
said. "We tax at 6 3/4 percent thesmall sliver of the entire pie
that is earned here." He noted Montana firms pay on 100 percent
of their earnings.

The Governor's Council on Economic Development opposed tampering

with this tax. Mr. LaFaver said the proponents had failed to note
the other consequences in states where unitary taxation methodology
had been repealed. Florida, for example, raised their corporate

tax rate. He said Montana's corporate tax rate would have to be raised
to 25 percent to make up revenue lost by passage of this bill.

Tax cuts do not result in increased jobs and investments in Montana,
Mr. LaFaver continued. He said that studies show that investments
from foreign companies actually declined after Montana lost $9 million
in tax incentive to lure investment. Buying economic development by
cutting taxes, in short, does not work, said Mr. LaFaver.

The Legislature is in a financial straight jacket, he said. ie
wanted the committee to contrast this hearing with one at which

the parents of handicapped children in Montana were asking for help
for their children. "Are we going to give a $10 million handout to
the largest and richest corporations and put our own handicapped kids
at the end of the line?" he asked.

Mr. LaFaver concluded saying, "SB 330 is bad for almost everything and
almost everybody. I suggest you sink the ship."

Ms. Carol Daly, Vice Chairman of the Governor's Economic Development
Council spoke in opposition representing herself. She agreed with

the proponents, that the equity issue was very important. She said
the multinationals should be able to compete in Montana on terms with
Montana businesses. She wanted the committee to look at the lack of
guarantees in SB 330. She noted that the major job growth in the U.S.
was not in the Fortune 500 companies. We cannot buy businesses in,
she said. :

Mr. James Murry, executive director of the Montana State AFL-CIO
said that the deficit resulting from SB 330 had not been addressed
by the proponents. He said we are looking at losses from possible
federal level budget cuts, loss of price support to farmers and he
questioned whether we wanted now to give a windfall to corporations
(Exhibit 12).

Mr. Chet Kinsey, representing the Montana Farmer's Union, submitted
written testimony in opposition (Exhibit 13).

Mr. Kinsey, also presented written testimony (Exihibit 14) in opposi-
tion from the Montana Low Income Coglition, calling SB 330 "another
relief measure for wealthy corporations."
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Mr. Gene Fenderson, Laborers Local 254, discussed the history of
four foreign corporation investments in Montana. Corporations come
for the natural resources, he noted, not for high tech industry. He
said of four in the Helena area, only one was a decent citizen in
the state. Others brought in workers from out-of-state; ran out on
payrolls; had work stoppage problems. He inquired about the date,
wondering if it was February 14 or December 7.

Mr. Phil Campbell, Montana Education Association, said they opposed
the decrease of $2.5 million each year from the School Foundation
Program.

Mr. Jere W. Glover, National Small Business Association, said that
small business policy is against taxes period. But that as taxation
is unavoidable, it at least should be done fairly and equitably.

He noted that Montana was one of the highest per capita small busi-
ness states in the country. He said, "The big companies are lying,
plain and simple." He said small business has created all the new
jobs in this country since 1980. He said large corporations have
had a 2.6 million net loss of jobs since 1969. "Don't let them sell
you on jobs," he admonished.

As large business abandons its tax base, small business pays, he
said. Illinois has had a tax increase of 20 percent for home cor-
porations, he noted.

Unitary tax, he said is a method of accounting and not a tax itself.
He said that corporations shift income to avoid taxation whenever
possible and repeal of this method would make it possible. :If the
state 1is going to spend $10 million he suggested it be spent on nome-=
based businesses.

Ms. Louise Koontz, Montana Low Income Coalition, submitted written
testimony opposing the bill (Exhibit 15).

Mr. Tom Ryan of the Montana Senior Citizens Association said that he
hoped Mr. LaFaver became as unpopular with those wanting corporate
welfare as he had been with other welfare recipients.

Mr. Eugene Corrigan, general counsel of the Multi States Tax Com-
mission, Boulder, Colorado, said that the committee should ask for
actual evidence and tax records. He said that when his commission
made that request, nothing was forthcoming. He said water's edge
taxation cannot be considered without a domestic spread sheet. He
said even the federal government is convinced that there isn't a
very good job being done with corporate taxation.

"The unitary tax is not a tax, but a method of computation," he said.
He agreed that there is too high a tax rate for corporations, oput
said that is because the base is so badly eroded.

He characterized double taxation as a strictly phoney issue. He
said that these companies get tax credit from the federal government
for all taxes paid overseas. The situation 1is a classic example

of divide and conquer, he said.

He noted that the U.S. Supreme Court in a 1982 case with Mobile
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0il said that the unitary tax is the lynch pin of proportionality.
He said this Legislature was once critical of the Department of
Revenue when 70 percent of the corporate income tax was paid by
those witanin the state when 70 percent of the businesses were non-
locals. He said we would return to that situation if this bill
were passed.

Mr. Terry Cosgrove, formerly a corporation license tax counsel for
the Department of Revenue said he was here speaking as an individual.
He said the discussion should address two questions: Will repeal
result in expansion of the job base? 1Is application of world wide
combination unfair? He said, no. The U.S. Supreme Court and the
Montana Supreme Court have upheld this, he said. The reason no
relief is available in court is that the court has already decided
against them, he said.

Mr. Ken Parris, an economist for the Montana Alliance for Progressive
Policy, said that SB 330 asks the state to invest $10 million. He
wanted to know where the dotted line is located, who signs to guaran-
tee the loan, and what security is offered.

Just to break even with this loss he said, would require doubling
the work force in the 0il industry. He said that would represent

a $1.6 billion investment, and an additional $68 million of new net
Montana taxable income.

He said when the federal government granted $90 billion in tax incen-
tive to 230 large corporations they decreased their investments by
15.5 percent. The general taxation level he said bears an undetect-
able relationship to investments and plays no role at all in facility
siting decisions. -

No further opponents were heard.

Vice Chairman Mazurek recognized Mr. Dallas Hurst, assistant treasurer
with the Coca-Cola corporation, to speak in favor of SB 330. In
rebuttal he said that all records were open to the committee. "1985
will see the end of worldwide comgination," he said. He explained
that further, telling the committee that if California does not
repeal, the unitary tax will be repealed at the federal level. He
felt from previous testimony that inequities were not being applied

to foreign corporations that were being applied to US corporations.

He challenged the revene loss estimates as pure fiction.

Mr. Hurst said that it was odd for a state with an extraction tax on
state resources to keep a unitary tax which was its philosophical
antithesis. He wanted the committee to note that small business in
Florida supported the repeal and that Montana has no right to tax
income derived elsewhere.

Senator Goodover closed by reading a letter from the Board of Direc-
tors of Opportunity, Inc., wiich passed a resolution in opposition to
the unitary tax (Exhibit 16).

Vice Chairman Mazurek thanked all and said that Chairman Towe would
announce a time for questions from the committee. The meeting was
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adjourned at 10:12 am.
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SB 330
Feb. 11, 1985

Line 18, P.1
The term does not include income derived from sources outside the
United States as defined under the Internal Revenue_ Code_except:

5% of dividends recei it t _reqa to

the Internal Revenue Code_in lieu of anv expense attribu

to such foreign source dividends.,

rents, royalties, capita ains, interes d es
eceived by a domestic corporation o) oreign ¢ oratj r
ich deduction was allowed allowable in ¢ uti r
income tax,

Drop proposed new language from line 23, p.l, to line 4, p. 2

Janelle Fallan
Montana Chamber of Commerce -

EXHIBIT 1 -- SB 330
= Feoruary 14, 1985
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SENATE BILL NO. 330
INTRODUCED BY GOODOVER, HARP, THAYER, H. HAMMOND,
BOYLAN, E. SMITH, HARDING, SWIFT, SEVERSON, GAGE, HIMSL,

HALLIGAN, HAGER, RAMIREZ, ABRAMS, MILLER, PHILLIPS,

CAMPBELL, O'HARA, PATTERSON, THOFT, JONES,

B. WILLIAMS, HAYNE, STEPHENS, TVEIT, ELLISON,

KOEHNKE, HANSON, SIMON, WALLIN, PETERSON,
MARKS, REHBERG, NATHE, BERGENE, ASAY,

JACK MOORE, PINSONEAULT, KEATING, MCCALLUM, PECK,

STORY, DEVLIN, DANIELS, O'CONNELL, MOHAR

A BILL FOR AN ACT ENTITLED: "AN ACT TO EXCLUDE CERTAIN
INCOME DERIVED FROM SOURCES OUTSIDE THE UNITED STATES WHEN
ALLOCATING AND APPORTIONING INCOME FOR PURPOSES OF THE
CORPORATE LICENSE TAX; AMENDING SECTIONS 15-31-302 AND

15-31-312, MCA; AND PROVIDING AN APPLICABILITY DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-31-302, MCA, is amended to read:
"15-31-302. Definitions. (1) "Business income" means

income arising from transactions and activity in the regular

course of the taxpayer's trade or business and includes
income from tangible and intangible property if the
acquisition, management, and disposition of the property
constitute integral parts of the taxpayer's regular trade or

EXHIBIT 2 -- SB 330
Fepruary 14, 1985

/L( M:mtana Legisiative Counci
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business operations. The term does not include income

derived from sources outside the United States AS DEFINED

UNDER THE INTERNAL REVENUE CODE EXCEPT:

(A) 15% OF DIVIDENDS RECEIVED WITHOUT REGARD TO

SECTION 78 OF THE INTERNAL REVENUE CODE IN LIEU OF ANY

EXPENSE ATTRIBUTION TO SUCH FOREIGN SOURCE DIVIDENDS; AND

(B) RENTS, ROYALTIES, CAPITAL GAINS, INTEREST, AND

FEES RECEIVED BY A DOMESTIC CORPORATION FROM A FOREIGN

CORPORATION FOR WHICH A DEDUCTION WAS ALLOWED OR ALLOWABLE

IN COMPUTING A FOREIGN INCOME TAX.

(2) "Nonbusiness 1income" means all income ether-than

except+ OTHER THAN

2y business income=s.

tb}--rents-and-royatties-from-reat-or-tangiblte-persenat

propertyy-capitat-gainay-interesty-and-£fees--received--by--a

domestic--corperation-£from-seurces-outside-the-Pnited-States

which-were-taxed-in-a-foreitgn-jurisdictions-and

tey-—-85%-of-dividends-receitved-from-seureces-outstde~the

United-States-to-which--no--capitaty—-management;-—-researchy

deveiopmenty-or-other-expenses-may—-be-ateributeds

(3) "Commercial domicile" means the principal place
from which the trade or business of the taxpayer is directed

or managed.

(4) "Compensation" means wages, salaries, commissions,

and any other form of remuneration paid to employees for

-2- SB 330
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personal services.

(5) "Sales" means all gross receipts of the taxpayer
not allocated under 15-31-304.

(6) "State" means any state of the United States, the
District of Columbia, the-Eommonweatth-of-Puerto-Ricojy-any
territory-or--possession--of-—the--tnited--States;--and--any
foretgn-country or any political subdivision thereof."”

Section 2. Section 15-31-312, MCA, is amended to read:

"15-31-312. Apportionment formula -= relief
provisions. (1) If the allocation and apportionment
provisions of this part do not fairly represent the extent
of the taxpayer's business activity 1in this state, the
taxpayer may petition €for or the tax administrator may
require, in respect to all or any part of the taxpayer's
business activity, if reasonable:

t*¥(a) separate accounting, provided the taxpayer's
activities in this state are separate and distinct from its
operations conducted outside this state and are not a part
of a unitary business operation conducted within and without
this state. For purposes of this part, a "unitary business"
is one 1in which the business conducted within the state 1is
dependent upon or contributory to the business conducted
outside this state or if the units of the business within
and without this state are closely allied and not capable of

separate maintenance as independent businesses.

-3- SB 330
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+2¥(b) the exclusions of any one or more of the

factors;

t3¥(c) the inclusion of one or more additional factors
which will fairly represent the taxpayer's business activity
in this state; or

t4¥(d) the employment of any other method to
effectuate an equitable allocation and apportionment of the

taxpayer's income.

(2) The term "business activity" as used in subsection

(1) does not include business activity conducted outside the

United States that results in income derived from sources

outside the United States."

NEW SECTION. Section 3. Applicability date. This act

applies to taxable years beginning after December 31, 1985.

-End-

-4- SB 330
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TESTIMONY IN SUPPORT OF SB 330
SENATE TAXATION COMMITTEE
FEBRUARY 14, 1985
by Janelle Fallan

You will hear much technical testimony today on this issue. It
is a complex one, so we are particularly pleased to have several
national experts here. I hope you will take advantage of

their presence to ask them all the technical questions you can
think of.

I will deal instead with why the Montana Chamber of Commerce is
concerned about this issue. After all, it is a tax, or rather a
method of taxation, that many legislators and business people
alike have not even heard of.

For those of you not familiar with it, the unitary tax is a
method of taxing a business in Montana on its worldwide earnings.
Most simply put, the problems with this are that its Montana tax
liability may have no relationship to its ability to earn money
in Montana, and this state may also be taxing it on income that
has already been taxed in the country in which it was earned.

The unitary tax was a topic of considerable interest in many
states earlier in this decade. State governments saw it as a way
to increase revenues without a general tax increase. A U.S.
Supreme Court ruling in 1983, known as the Container decision,
upheld the right of states to tax in this manner. In 1983, the
Multistate Tax Commission figures that the system brought in $625
million to the 12 states then using it: Alaska, California,
Colorado, Florida, Idaho, Indiana, Massachusetts, Montana, New
Hampshire, North Dakota, Oregon and Utah. 1Illinois and New York
repealed theirs in 1983.

Then Florida and Oregon dropped theirs last year, while
Massachusetts' has been struck down in a court ruling. As we
discuss it here today, other states considering repealing the tax
are California, Idaho, Indiana, North Dakota and Utah. They are
all doing it because of their concern with economic development
and jobs for their citizens.

In 1983, the Montana Economic Development Project, also known as the

McKinsey Report, said that Montana faces a primary job gap of
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5500 to 11,500 just to meet slow population growth and reduce
unemployment to five per cent. That report also stated that
Montana's prospects for economic development are below its
neighbors and that Montana has "about the highest" corporate
income tax of all neighboring states. '

According to the Bureau of Business and Economic Research at the
University of Montana, Montana has lost 7000 basic industry jobs
since 1979. 1In 1984, the state's per capita income fell to 84
per cent of the US average. 1In 1985, it is projected to fall t=o
further, to only 82 per cent of the national average. In its
Economic Outlook Seminar earlier this winter, The BBER discussed
Montana's declining economic base. What Montanans can do to deal
with the problem, the BBER recommended, is to support existing
basic industries, encourage new basic activities and supply local
markets where possible. :

A popular saying in Montana in the last few years has been "We
want economic growth, but we want it on our own terms." Rather
than allowing ourselves to get carried away with that attitude,
I'd like to present you with the case of the shopkeeper who wants
to open a store -- but on his own terms. Since he doesn't like
to come to work early in the day, he opens at 1, missing the
lunchtime crowd. He's concerned about energy costs, so he
doesn't light his shelves very well. He likes a view, so his
shop is on a hillside, away from the flow of traffic. I could go
on, but I'm sure you get my point. He's running the shop on his
own terms and he probably isn't going to be running it very long,
no matter how good his merchandise is.

Whether we want to be or not, Montana is part of the internation-
al community. We have trade missions to Japan and invite delega-
tions from other countries to visit us. We, a state, deal with
other nations. One of the questions we want to raise today is
whether we are in a position to do that seriously, or if we are
dealing in window dressing.

I have a substantial file of material on the economic development
implications of the unitary tax. It includes letters from
Japanese and Hong Kong businesses to the Department of Commerce
concerning Montana's unitary tax. I will be more than happy to
review any of this material with anyone who is interested.

When we invite someone else into our home, we can expect them to
be polite and to observe our basic customs -- but we must also
bear in mind that they may have plenty of other invitations, and
to places that are easier to get to.

There are several local development organizations to whom this
issue is particularly important. They are concerned with provi-
ding jobs in their communities and realize how important foreign
investment is to that effort.



The New York Times/Jizo Thompsn
Terry Kuzumaki, general manager of the Bank of Tokyo branch in Port-
land, sald the bank was advising many Japanese investors about Qregon.

Investment in Oregon

Spurred by Tax Repeal
™1/8¢

state hopes it will be a better per-

By NICHOLAS D. KRISTOF  former than the Douglas fir forosts
that have been the backbone of Ore.

Special to Yorx Tunes gon's economy, but have faltered

SALEM, Ore. — Orly eight years with the rest of the timber industry
ago, Oregon’s newly elected Secre- over the last few years.
tary of State jokingly proposed that To woo outside investors, Oregon
Oregonuans line up on the southern officials have made the usual sales
border and hur] rocks at incoming ptours to promote their state. But what
cars with Califormia license plates. was most critical, officials said, was

‘‘Those were the days when we [ the decision in July, at a special ses-
were so arrogant,” Secretary of State | sion of the Legislature, to repeal the
Norma Paulus said recently when re- [ state’s global unitary tax, effective
minded of her earlier suggestion.\ Jan. ], 1986. .
“There's nothing like poverty to Oregon was one of more than 1
change your attitude. Now we're like  states that sought to raise revenues
brazen hussies throwing ourselves on by adopting such a tax, which is as-
anybody with a shekel in his pocket.”  sessed on a fraction of the company’s

But if Oregonians have been em- woridwide operations, not just those
barrassed about selling themselves, thatarelocated within the state or the
they have nonetheless been spectacu-  coumtry. Foreign investors have pro-
larly successful in their efforts. Ina  tested the tax, and recently many
highly competitive environment, Ore-  have said that they would not invest
gon has managed to lure a host of in states that use it.
companies from Japan and else- Indeed, there now appears to be an
where. This investment, coupled with  effort to turn back these taxes. Sev.
a home-grown technological boom as  eral states, including Califomnia, are
severa} Jocal concerns have sprung  considering repealing them, and Ore-
up, has already nurtured what is
being called a “silicon forest.” The Continuved on Page D4
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States Repeal
Unitary Tax

Some four decades ago. Cali-
forrua legisiators, lookang for &
way to raise revenues, put in
place a global unitary tax The
new tax used an accounting
method 10 assess companies on
a fraction ¢f their international
operations — not just those jo-
cated in the state or country.
Other states gradually foliowed
suit

Last summer, Oregon re-
pealed its global unitary tax.
effective Jan. ), 1966. Florida
followed in a special session of
its Legslature 10 days ago.
And the Massachusetls Su-
preme Court last week stfuck
down the giobal method as in-
consistent with state law

In add:tion, Indiana’s legisla-
tive leaders and Governor have
signed a pact to repeal that

- state’s global urutary tax when
the legisiature meets hext
year. Powertul lobbying for
peal s aiso expected 1n Califor-
nia and Norith Dakota.

Six other states that have’
unitary tax are Ajaska, Colora-
do, Idaho, Montana, New
Hampshire and Utah. With the
excepuion of Alaska, repeal ef.
fr:.s are expected to eventually

et under way in these states.
In Alaska, at jeast so far, there
is little oppositon to the tax.

/

Investment in Oregon Grows

Cestioued From First Business Page

goN’S success in recruiting interna-
tiona! business is expected 1o boister

the arguments of those seelung re- -

peal.

Even before Oregon officially
roiled back :is unitary tax. it suc-
ceeded in atiracting a major Ja
nese electrores company, the NEC
Corporation, by agreemng {0 waive the
tax. NEC became the state’s first sig-
nificant Japanese investor when it an-
sounced last May that it weld bujld a
£5 milion factory for fiber optics
equipment on a 2l0acre site near
Hilisboro, 1% miles west of Poruand

After the giobal unitary tax had
been repezicd, three more Japanese
concerns, Epson America, Fujiisu
Amenca and Fujitsu Microelectron-
ics, also announced plans 10 invest in
Oregon. In addition, the West Ger-
man-owned Wacker Siltrcnuc Corpo-
ration annowiced plans 1o build the
largest po!silicon plant in the world
in Oregon.

Gov. Victor Atiyeh, who sells Ore-
gon as vigorously as he once sold the
carpets in his store when he was a
Portiand businessman, said in an in-
terview that ihe state would recoup
through stimulation of the economy
far more than the $15 million a year it
had lost by dropping the global uni-
tary tax. The state said the foreign in-
vestment announced in 1964 would
total $690 million over the npext sev-
eral years and provide employment
for 4,800 people.

Glowing Terms

Foreign investors who are pewcom-
er3 to Oregon certainly speak in glow-
ing terms of the state. *In the frontier
era, people came here by the Oregon
Trail,* said Masakatu  Tomta.
project thasager in Oregon for Epson
America. '] think many people are

Oreg!

Terry Kuzumaki, genera! manager
of the Bank of Tokyo branch in Pont-
fand, saxd his bank i1s advising many

Jow tollmnglndl veryhnspna
bie local population.

Lass Attractive

Not everyone is so enthusiastic
sbout the state. R. Willard deWeese,
foundet and chairman of the Synetron
tion and a prominent Port-
businessman, said Oregon's
taxes and contributions for workers’
CPMpeEnSAtion and uner; in-
surance still make it much less at-
tractive than many other states.
“We've repesaled the unitary tax,
and it’s & flamboyant gesture 1o Japa-
sase industry.”’ he saud. “But that's
enly the tip of the jceberg b~

Oregon suffers from many, many
other probiems."”

Determined to address some of
these problems. the Governor late
Jast month proposed a major tax re-
structuring that he said would make
Oregon even more attractive to busi.
ness. Must important. he proposed
that the state’s steep ptoperty taxes
be reduced dy introduction of a 5 per-
cent sales tax. !f the voters approve
the change in s statewide election
BEX! Year, corporations are expected
to find Oregon still more appealing.
Educational Centers

The Governor also proposed estab-
lishing a center for biological and ad-
vanced sciences at the University of
Oregon in Eugene, a center for elec-
trical and computer engineering at
Oregon State Universitv in Corvallis
and a center for international trade
and business at Portland State Uni-
versity

Alxhough other high-tech centers.
such as Siicon Valley and Boston,
were nurtured near the campuses of
some of the finest science universities
in the world, Oregon was somewhat
unusuva! in that its high-tech boom
came in what one scholar called “a
comparative educational vacuum.”

The influx of Japanese investment
has convinced many Oregonians that
the state should look westward in
planung ite future. With such tradi-
tional industries as timber and agn-
culture in tatters, it is chic to speak of
the Pacific century and the common
interests of the Pacific rim countries
- those from the United Siates to
Asia that abut the Pacific Ocean. Al-
ready the United States trades more
with these nations than with Europe.

This fall Oregon opened sts first for-
eign office in Tokyo. 7 here is talk of
opening another in Singapore Jap.:
nese 1s an increasingly popular sub
ject in colleges, high schools and ey e
elementary scaools. The good will
that Oregonians feel for the Japan«<e
seen:s tu be reciprucated Japanest
television last month began ainnf ::
show called ‘"From Oregon with
Love.”

A concern of devel~pment officiuis |
has been that so far the new invest.
ment has focused on the Portland
area, with liitle extending to the |
farming or logging areas that have ]
been suffering the must.

Moreover, some Oregonians ssic
they would want to make sure tha:
pew investment does not provoke the
congestion, soaring land pnices an.
loss of agricuitural land that have oc-
clurred in some areas of Califorr..:

Major Proponent

“Every tme 1 get into the traft.
out here, 1 'onder if we're doing the
right thmg joked Earl Wartiasc
president and chief exexutive of iea
tronix Inc., by far Oregon's larges
high-tech company.

Japanese businessmen saud the
they are attracied by the relativey
bucolic setting that Oregon want=’ i |
preserve when a decade ago X started !
its haif-senous campaigr tv kee?
businesses and foreigners, mciudin.
Californians, at arm's length

“Oregon is a very good place to
live.” Kuninor: Kawaskami. gene:=!
manager of NEC's operations in the
state, said *The commuruty is sS4l
but people are very fnendly and
warm.”

-
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avoiding

Japanese firms

states .

with ‘double tax’

Frederick H. Katayama

iAssociated Press

.- TOKYO (AP) = Major Japa-
mese firms, particularly those in
high-technology industries, are car-
rving out their threats to invest
only in states where the Japanese
can avoid what they -call double
taxation,

" In the past few months, Califor
nia, where a plan to change the
state’s unitary tax system met
heavy opposition from its domes-
tic-based electronics 'lndustrfr. has
dropped off the Japanese list of

__states preferred for future invest-

nt.

Under the unitary tem of
taxation, the states tax the profits
of a multinational firm based on a

.-percentage of its woridwide in-

come, not on just what was earned

. locally. Japanese and European

businessmen have been highly
cntical of the tax, contending that

" 4t amounts to double taxation and
- discourages investment.

This month, Fujitsu, a top

: 'Japanae computer maker, decid-

‘ed to builld two plants tn the
Portland area that will employ

1,000 people by 1967. The Oregon’

‘Legislature in July became the
first of 12 states with unitary taxes
tp revise its tax.

«  And, in June, Sony announced it

would build a $20 million video disc
factory in Indiana, whose governor
-and legislative leaders have
pledged to follow Qregon's exam-
gl;;when the Legisiature neets in

ua?'.

- A delegation of leading Japa-
pese businessmen, led by Sony
Corp. Chairman Akio Morita, vis-
jted the United States last winter
to lobby officials apout aboiishing
the tax. That visit was followed by
recent announcements by Seony,
Fujitsu and Kyocera Corp., 8
‘leader in Japan’s ceramics indus-
try, that they would make no
investments in states with a uni-
ary tax.

+ Oregon revised its unitary tax
law so that foreign eamings are
not included in figuring the income
taxes owed on profits from oper-
ations within the state.

-+ California, home to the largest
number of Japanese {irms in the
United States, stands to lose the
Jnost. A survey by Japan's Feder-

. . ation of Economic Organizations,

or Keidanren, showed that if the
tax were eliminated, 44 corpora-
tions would consider investing $!.4

hillion ‘there, creating more than .

43000 jobs.
L. , Last month, for example, Kyo-
B ‘/?e

ra, Japan's leading maker of
Integrated circuit ceramic packag-
ing. scrapped a pian to expand in
Lalifornia and said {t would build &
teramic materials research and
development center and assembly
plants in Washington state.

" An attempt by California Gov.
George Deukmejian to change the
state’s unitary tax was blocked last
-‘Aug. 31 in the final hours of the
Legisiature’s 19831984 session. The
proposal's legislative sponsors de-
<ided they had insuflicient votes
for passape and declined to bring it
to the fioor.

However, Deukmejian said he
would try again in December when

the lawmakers return. The bill
itted domestic-based companies
rom the state's Silicon Valley
against foreign-based, intemation-
al companies, many of them Japa-
nese electromics nanufacturers.

By retaining the levy, “Califor-
nia is shooting itself in the foot,”
said Peter Wolff, 8 Bache Securi-
ties analyst here, *'If they're trying
to attract investment, they're go-
ing about it the wrong way."

Wolff predicts that the main
beneficiaries will be Washington
and Oregon, which offer cheap

_land and utilities, an educated
labor force and low living costs.
" NEC Corp., a top computer
maker, decided in May to bulld
two plants in Oregon, and there is
speculation that Epson, a major
producer of computer terminal
rinters, will build a factory near

« Portiand.

About $35 million of Oregon’s
%145 million in tax revenues
stemmed from the unitary tax, and
its revision will mean a “signifi-
cant’ reduction, Gov, . Victor
Atiyeh said recently.

“But that will be made up by
the benefits it will bring,” he said.
Officials expect new investment to
create about 10,000 jobs .1 the next
two years.

John C. Anderson, director of
Oregon's economic development
department, said the state is using
the tax repeal to “aggressively
court” potential investors, espe-

cially high-tech, communication i

and information-related firms.

The West Coast won't be the
only beneficiary, said Masakazu
Kubota, a Keidanren economist,

- noting that 300 Japanese company
officials atiended a recent Keidan-
ren meeting with a Missouri trade
delegation. Tota! Japanese invest-
ment in the United States stood at
$8.7 billion in 1982, twice what it
was before 1980.

For the Japanese, the unitary
tax was an education in U.S.
politics. Keidanren's early efforts
were aimed at U.S. government
officials before it realized that the
tax was a State concern and sent
delegations of 10p businessmen to
canvass 23 siates.

“We were thinking in terms of
Tokyo-Washington,”" said Kubota,
sdding, “We weren't fuliy aware of
the meaming of ‘the United States
of America,” that each state was
autonomous and treated matters
differently.”

Most complaints about the tax
come from manufacturers, but
. banks also are unhappy, Kubota

said. Three of California’s 10 larg-
est banks in 1983 were Japanese-
. owned,

The Jspanese have succeeded,
however, in getting the attention of
the federal government, A task
force headed by Treasury Secre
tary Donald Repan recently urged
President Reagan to seek lepisla
tion to end the unitary tax method
it the states refused 1o take action
by the end of July 1955

In addition to Califomia, Indi-
ana and Oregon, states with a
unitary tax system are Alaska,
Colorado, Flonidu, lduho, Massa-
chusetts, Montana, New Hamp-
shire, North Dukota and Utah.
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The Commission which I represent is a private non-profit economic development
corporation which we created in 1974 for the purpose of expanding business and
employment, improving personal and per capita income and to diversify the state's
economy .

To achieve these goals we work to increase manufacturing, processing and expan-—
sion of regional, national and international markets for Montana's resources,
products, commercial services and technology.

Within Montana we work to solve economic problems in the areas of transporta-
tion, energy, financing, manufacturing, marketing and regulations. Our inter-
national projects are to expand exports from Montana and to attract off-shore
investment to Montana including financing, joint venture and direct investment.

We have about 100 members who represent the entire spectrum of Montana's econ-
omy. You will find details about the Trade Commission in the packets I've given
you.

Trade is important to Montana's economy...

MANUFACTURING EXPORTS

There are now about 50 manufacturers who export products including food, lumber
and wood products, farm and ranch machinery, surgical supplies, paper, chemi-
cals, fishing tackle, recreational equipment, irrigation pumps, veterinary
supplies, jewelry, semi-conductors, solar heaters, fire trucks, pickup campers,
dental and medical supplies, bee hives, and other products. Manufacturing exports
total about $50 mm annually and directly employs about 6000 people according to a
1984 report by Senator Max Baucus.

MINERAL EXPORTS

Include chromium, phosphate, bentonite, animony, copper, aluminium, stone, clay,
vermiculite, talc, cement and others. The Bureau of Mines estimates that mineral
exports total about $150 mm annually and employs 500 Montanans.

AGRICULTURAL EXPORTS

Include wheat (70% goes to Asian customers, 35% to Japan), flour, barley, feed
grains (also a large share goes to Japan), cherries, honey, lard, tallow, hides,
sheep, cattle, hogs, Christmas trees, crop seeds and others.

Agricultural exports annually total about $350 mm and provide employment for
about 15,000 Montana farm and ranch workers. (Montana has about 22,000 family
farms - @ 34,000 total employment.)

Montananas now export products, resources and commodities to Canada, Mexico,
Australia, Germany, France, Belgium, Taiwan, S. Korea, Japan, the Phillipines,
Saudi Arabia, South and Central America, Britain and elsewhere.



However, Montana is 48th in value added exports nationally and, 49th in manufac-
tured exports.

MONTANA IS A VAST POTENTIAL, MOSTLY UNTAPPED. OUR ECONOMIC ASSETS ARE
CONSIDERABLE.

MONTANA'S ECONOMIC ASSETS

— Montana is third in the nation in wheat and barley production.
- Sixth in timber and wood products.

- Sixth in honey.

- Eighth in cattle.

-~ Sixth in lamb and wool.

~ Montana has a significant amount of the nation's reserves of copper, iron
ore, chromium, phosphate, platinum, palladium, bentonite, antimony, vermicu-
lite, talc, lime, gypsum, barite, tungsten, lead, gold, silver, gems and
other basic and strategic minerals.

- Montana has valuable reserves of oil and natural gas. (Many believe the
Overthrust Belt in Montana may have recoverable reserves larger than Saudi
Arabia.)

- Montana has @ 8% of the world's recoverable coal reserves. (75 billion
tons sub-bituminous and lignite.)

- Montana's electric utility rates are among the lowest in the nation and
will remain comparatively so over the next 20 years. (Primarily hydro and
coal fired.)

-~ Montana has a large renewable water supply (over 40 million acre feet out-
flow annually) which if managed properly is a tremendous economic and recrea-
tional asset.

- Montana has vast expanses of mostly undeveloped land. (147,000 sq. miles,
the 4th largest state @ the size of the Japan archipelago.)

- Montana has an expanding manufacturing base and a core of technology based
industries.

- Montana's primary, secondary, vocational and higher educational system
are among the best in the nation. Montana students consistently score among
the top 10 on SAT Tests and Montana has the highest exposure of students
to computers in the classroom in the nation according to OPIL.

- We have competitive advantages in University and Commercial R&D in Agri-

culture; Livestock; Forestry; Minerals and Mining Technology; Energy; Ma-
terials Research and Biogenetics.
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~ Tourism is projected to be the largest industry worldwide by the year 2000,
which has hopeful implications for Montana and this Region. Tourism is now
one of Montana's important industries providing jobs and entrepreneural
opportunities.

- Montana's State Government is one of four states in the U.S. that has not
raised taxes in the past two years and has a budget surplus as of June
30, of $57 million projected to be $25-30 million by June 30, 1985.

- Montana's State Government has excellent bond ratings by the major houses,
Moody's rates Montana AAl and Standard and Poores rates Montana AA.

ECONOMIC PROGRAMS & ORGANIZATIONS AVAILABLE TO ASSIST ECONOMIC DEVELOPMENT &
TRADE EXPANSION

In addition to Montana's many capable businesses, we have the following:

— The new 'build Montana' programs including: economic development, finance
(@ $200 mm direct loan & bonding capacity) labor training, tourism and
trade promotion and community development, administered by the State De-
partment of Commerce.

— The University System's R&D Programs.
= The Business Management Assistance Program at Montana State University.

— The Montana Economic Development Board that administers the Business Loan
Program.

— The proposed Science & Technology Institute that will determine Montana
R&D priorities and attract private investment.

— The Economic Development Advisory Council that advises the Governor and
Legislature on development policies, taxes, evnironmental regulations and
development programs.

- MERDI & MSE, Inc. in Butte, Montana which is developing new coal burning
and other energy technology.

— The Port of Butte's inland container freight forwarding facility which
provides price competitive bonded warehousing and shipping facilities for
exporters out of the U.S. and for importers to U.S. interior markets.

- The Great Falls Foreign Trade Zone which can provide a customs duty free
zone for assembly of products, processing, re-assembly, manufacturing,
exhibitions and customs brokering.

- The S.B.A.'s (U.S. Department of Commerce) Helena office has 90% guaranteed
export financing for labor and materials, up to $500,000 for each loan.

= The Montana Wheat Research & Marketing Committee, headquartered in Great
Falls, which, along with Western & U.S. Wheat Associates, began developing
Asian markets for U.S. and Montana wheat 20 years ago and continues to
be the farmers life line to new and expanding markets for grain. This organ-
ization serves as a model for other Montana industries who wish to develop
markets in the Pacific Basin including the wood products and livestock
industries.

—3-



~ The Mike & Maureen Mansfield Center at the University of Montana which
houses the Mansfield Library and the Center's Asian Studies Program, is
expanding Montana's knowledge of the importance of Asia and the Pacific
Basin.

- The Montana Development Corp. (DCCM) which provides Montana for the first
time with venture capital capacity.

- The 49th Parallel Institute at MSU which is a non-profit foundation dedi-
cated to improving relations between Montana and Canada, our closest inter-
national neighbor and largest trading partner.

- The soon to be developed Mike Mansfield Center For Pacific Affairs which
will include a conference center at Flathead Lake ‘has received a $1 million
grant from the State and the U.S. Congress approved $5 million for the
center. The prupose of the center is to focus attention on the Pacific
Basin by sponsoring trade and economic conferences; hosting high level
political and economic summits and coordinating education and cultural
exchanges between the U.S. and Pacific Basin countries.

Most importantly, we have developed cooperation among government, the Universi-
ties and business to begin solving our problems and developing opportunities.

These are some of, certainly not all of the tools to assist expanding trade and
investment and improved understanding and friendships between Montana and other

countries.

GLOBAL TRENDS THAT MAY BENEFIT MONTANA

- Over the past decade the economy has become planetary, complex, sensitive
to economic and political issues. Trade is no longer strickly opportunis-—
tic, one shot and short term. In the new world economy the keys are long
term relationships that endure, long term mutually beneficial trade and
investment agreements, exchanges of political and economic leverage, trans-—
national cooperation among trading and banking houses and strategic posi-
tioning for resources worldwide.

— The Pacific Basin will be the largest and fastest growing area in the world
over the next 20 years.

- Of the fastest growing economies worldwide over the past 10 years, 5 were
in the Pacific Basin including Japan, Taiwan, Singapore, S. Korea, and Hong
Kong.

- 50% of the world's population live in the countries that border the Pacific
Basin.,

— The U.S. Census estimates the work force in the industrialized countries
will increase only 10% by the year 2000. Asia the Pacific Basin, will in-
crease by 55%.

- Beginning in the 80's American trade with the Pacific has exceeded our
Atlantic trade. Today Asia is our fastest growing market - one-third of all
U.S. trade is with Asian countries, 70% of Montana's wheat is sold to
Pacific countries annually.
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- In order to increase agricultural production and exports as well as markets
for our other products, commodities and resources in Montana, we must
expand Pacific Basin markets and attract Pacific Basin investors. I believe
that the future growth and diversity of Montana's economy is directly rtied
to the growth of the Pacific Basin. Ambassador Mansfield has often reminded
us that..."in the Pacific is where our future lies."

For the past 3 years we have been working primarily with Japanese companies,
to interest them in joint ventures and direct investment in Montana.

In October, 1983 we helped the Governor arrange a two day briefing on Montana's
economy for 14 Japanese companies. We have continued work with these companies

and others sending them venture proposals, products for export and projects for
direct investment as well as soliciting them to expand manufacturing facilities
to Montana.

WHAT WE MIGHT GAIN IF WE CHANGE THE UNITARY TAX?

Specific possibilities of trade and investment with foreign firms if the unitary
tax system is amended to water edge:

1. Wood Products

Japanese companies believe that Montana's lodge pole pine can be sold in
Japan for basic house construction, decorative wood products and furniture.
Three Japanese firms are working with Montana wood products companies to in-
vestigate this possibility.

Three Japanese companies are investigating a joint venture with Montana
sawmills for products to be exported to Japan.

The log home market in Japan is substantial. Scandinavian companies sold
8000 log homes in Japan last year. A scandinavian company and a Japanese
company are investigating the licensing and manufacturing of log homes
in Montana for Japan and the U.S. market.

Rustic Homes of Lindbergh Lake signed an export agreement with a Japanese
company this summer - it does not include Japanese investment.

A scandinavian company is doing a feasibility study with MITC to investi-
gate the potential of licensing and manufacturing Scandinavian design fur-
niture in Montana for the world market.

IT. Mineral Resources & Technology.

Japanese companies are investigating joint venture participation in Coal
beneficiation technology R&D in Montana.

Two Japanese companies are investigating joint venture participation in
rare earth (Yittrium, Zenotime, Terbium, etc.) R&D in Montana.

Japanese & Saudi companies are investigating joint venture participation
in talc and bentonite mines in Montana.
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Montana, Canadian & Japanese companies are investigating joint venturing
a zinc plant in Montana.

A Japanese company is investigating joint venturing R&D of a portable
mineral processing mill in Montana for China.

IITI. Agriculture

Several Japanese companies are investigating agricultural processing joint
ventures in the areas of beef, high protein cereals, pelitized hay and
alfalfa, cherries and cherry juice, hybrid cropseeds for China, honey and
bee pollen (health food) for world markets. This list expands
as foreign firms become more knowledgeable about Montana and this region.

IV. New Products & Technology

Several Japanese companies are investigating joint venturing bio-genetics
R&D with MSU for new products for national and international markets.

Japanese companies are investigating several areas of potential joint ven-
ture with MERDI including MHD, ceramics and other new materials R&D, rare
earth extraction technology and others.

A Japanese company is investigating investment in arid forestry technology,
R&D and the Microbial Detoxification (toxic waste disposal) program at
U of M.

A Japanese company is presently market testing (in Japan) a welding helmet
invented in Montana. If the market test is successful the Japanese company
will likely joint venture and license manufacturing and export of the
product with the Montana inventor.

Japanese companies are presently investigating the joint venturing, licens-
ing and marketing of a eye glass case invented by a Montanan.

A Japanese company is presently market testing a protective plastic cover-
ing for vice grips invented by a Montanan. If the market test is positive

the Japanese company will consider joint venturing and marketing the pro-

duct.

These are some of the specific examples of real potential for foreign investment
in Montana.

Why have we concentrated on the Japanese?
- The Japanese are the most agressive and best traders in the global economy.
- Mitsui and Mitsubishi, who are members of MITC, are the two largest trading

companies in the world. Mitsui is the largest exporter from the U.S. The
annual sales of these companies are over $60 billion each.



- These Japanese trading companies each have over 120 offices throughout
the world. They have worldwide information, project organization, marketing
financing capacity that we won't develop in Montana in the next 50 years,
if ever.

- 1If a Montana firm joint ventures with one of these companies they will
access this capacity.

- 1 believe that building a long term, multi-dimensional relationship with
these companies will allow us to do projects in Montana that otherwise
wouldn't be possible.

Also, Japanese companies are used to long term relationships. They make
large investments which may take a long while for profitability. They in-
vest to control world market share with almost total disregard to quarterly
earnings. This is important because most projects in Montana, particularly
those in our basic industries will require a long term committment and
won't have quick profitability.

THE UNITARY TAX TISSUE

Montana currently uses a formula based on a multinational corporation's payroll,
property and sales in our State...and applies it against the company's worldwide
income...to derive the corporate excise tax owed to Montana. I received the
following fiscal impact estimates from Keith Colbo, Director, Department of
Commerce who got them from the Revenue Department:

1. Repeal of Department's authority to combine on a worldwide basis estimated
cost to the state $4-8 million/year reduction in revenue. This may be
termed a "water's-edge combination' approach. '"Water's-edge' translates
logically to be a combination limited to domestic subsidiaries and exclud-
ing foreign source income.

2. Repeal the worldwide combination to a water's-edge approach, but include
foreign dividends estimated cost to the state $1 to $2 million per year.
This is similar to the action pending in California and is preconditioned
on a definition of water edge which includes:

a. All domestic subsidiaries
b. Full taxation of foreign dividend income.
c. Corporations active or incorporated in tax havens.

The unitary method of taxation has come under repeated attacks from business
and government leaders in Japan, West Germany and Great Britian who contend
it is unfair.

- These corporations say the unitary method can subject their worldwide in-
come to double taxation...that it creates unwarranted confusion...and that
it unnecessarily increases their cost of doing business.

- The Kaidanren, the lead business organization in Japan says there are now
170 companies considering building new plants in the U.S.



~ They have told us bluntly their corporations will not even consider invest-
ing in a state that has a worldwide unitary tax system.

— Some people will tell you this system of taxation does not play a signif-
icant role in corporate siting decisions - .that is simply not true.

I want to be certain you understand this:

The foreign-based corporations we deal with have no quarrel with paying their
fair share of state taxes.

They understand these taxes buy essential services that benefit businesses,
their executives and their employees.

As you know Montana is one of only 11 states that have a worldwide unitary tax
system, 4 of the 11, Massachusetts, Forida, Indiana and California presently
have proposals before their legislatures to repeal or amend their worldwide
unitary tax.

- Oregan repealed their tax last July and have since received committments
from 4 Japanese companies to build over $300 million in new plants which
will create about 2000 new jobs. That's just since July. Included in the
packet I gave you are articles about Oregon's success.

-~ We are faced with a declining economy in Montana as the national and world
economies continue restructuring much of the "old" industry must change
rapidly with new technology and better processing or it will disappear.

- Montana's economy is undergoing this same restructuring.

- New investment is the key to achieving those goals.

- Foreign investors are seriously looking at projects in Montana right now.

- 1If and when we modify the present unitary tax system I believe foreign -
companies will begin projects in Montana.

I recommend that you, at the least, modify the present unitary tax system
to the '"water's-edge' version.

Thank you.
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Keidanren (Federation of
Economic Organizations) in
cune sent 'h"ee areups totaling
32 representatives of maior
Japanese corporations fanning
o"' 10 23 American states and

Yashington, D.C.

Thp second Keidanren in-
vesme"t mission to visit the

United States this year rad a
doubie obrective. It was, {irst,
to explore at {irst hand the io-
ca! climate and receptiveness
for direct Japanese invgstment
and. second. to drive hothe the
cesire of investing Japanese
businesses to see, ideally, a
non-conditional jend to ;he
worlZwide unitary taxation re-
tained in some s:ates.

AXio Morita, chairman of
Sony Corp. and also of
Ke:danren's International
Investment and Techno.ogy
Exchange Committee (1ITEC),
Was the general leader cf the
three-group mission. Group A,
reaced by Seixi Tozaki,
chairman of C. Iloh &

The group leaders empha-.
sized nonetheless that in-
vesiment decisions ultimateiv
are for individual businesses
'0 make f{or themselves, For
doing that, thev must 2o to th
states and  counties them-
selves and negotiate, as it
were, cencrete terms of entry
with the aporopriate author-
{ties.

In Washington, Morita and
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Ronald Reagan, secratary o
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asury secretary Donaid Re-
Tha two Japanese
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ton, lilinois, Virginia, Norih
and South Carciina, Gecrgia,
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Pennsvivania. Missouri and
California.

In exclusive interviews with
The Japan Times following
their return from the three-
weex tour of different regions

f the United States, the three
group leaders spoxe of a mos:

enthusiastic reception given
them.
And they_are upanimous |

the helief that a long list of ad-
vantages offered there makes
the United States the No. 1

world outlet for private Japa-
nese investment. They count

among such avantages politi-

cal stability, the quality of life
at the sprouting centers of
high technology across the
U.S. centinent, accessibiiity to
*he market, and, above all. the
tracitional American respect
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Rasically, Tozaki believes
that Japan teday has no
alternatives but to step up in-
vestments in the U.S. and other
industriaiized areas for export
suastitation.

Despite repeated
declarations by tradin

t0 uphold free trade, the grav
area xeeps growing. By the

gray area of international
trace, Tozaki means voluntary
export restraint and other (rade
urbs 0 a .ess overt variely.
Whether or not they may in-
fringe on the GATT rules, they
continued to multiply until, in
the instance of Japan, <9 per-
cent of its total exnorts o the
U.S. have now come uncer
restriction of one form or
another.

If the world trade is to grow
even at a modest rate of 2 10 3
cercent a year, he said,
Japanese businesses must
invest in their overseas
marxkets and start procucing
partof their exportsthere.

In Tozaxi’s view, economic
changes in Japan also make
the growth of outward in-
vestment inevitable. The high
saving rate of about 20 percent,
the rigorous squeeze on
government spending and the
disappearing cutlets fer
mass:ive nplant and ecuipment
investments here 2.l comoine 1o
raise nressure for overseas

Cral the investment markets
in the worid, Tozak: thinks, the
U.S. holds out the mos:
hoseitable cond:tions for in-
ward  foreian
2ign cdegree ot
ecenom:c  stanility
Lomest ree of the

risK, whie

noittico-
makes it

Sh-0altns
S0 3L00

invesiers

——
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are assured of a huge
population of affluent con-
umers, Zven the high interest
rates, Tczaxi said, spur the
infiow of financial resources
{rom the rest of the wor.d,

He said a racent Kedanren
survey nainted 0 strong in-
‘erest in increasad extornal
investmen! oamong large
Japanese nusinesses. Of the 230
Keidanren member core
porations, the poll showed that
175 expressed  willlngness to
either make new invesimen's
abroad or (0 expanc existing
nroiects.

Tka palance of Japan's direct.
investment in the U.3. stood at

14 bilion at the enc of March
1933, Tozaxi said he and his

colleagues in ‘the investment
StuCy  mission expect that

aiance o reach the $20 hill
soon.

With Morita,
abread is a natura
manruracturer seill
amecunt of products in overses
markets. Nearly 70 percent of
Serv’'s sales, for examyle,
comes {rem {oreign marke!s.

“Cur poilcy is 1o estadiish a
suprnly  scurce as close as

investing

a
2 a large
S

Dossible to where demand is.-

Since Japan cannot survive
without exports or foreign
sales, Japanese nroducers must
consider huilding pian's in tae
midst of the markets: they
depend on for sales,” he
deciared,

Morita said the U.S. is the
most rromising market for
Jaranese invesiment as it is
most stable pelitically  and
ensures the Ireedom of nrivate
enterprise.

Locaily based production in
the U.S. other major
foreign mariels mokes sense in
terms 0! business efficiency as
well [t eften helps avoid having
an equivaient of ¢one montn'z
sales idling on the seas vwnen

e products manufactured in

and
alnl

Moritasaid.

feels that soutnern
and soulhegstern states could
preve & meore favored area for
caranese invesiment than the
norineastern and rorthern
he lormer groun nas
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onthetourof Americanstates.
Oxuma nevertheless beileves

apanese husinesses must

3 H e +
2t in expanding their

for vigerous netitd
prizec ncustrial secto
future, Okuma  warn

Japanese not to under
Bossime American fear

the Japanese may 2€ §
pesition of strength in the high-

techrology areas as thav hove
successficly done 'o wvarying
sucn as texiiles, steel and, most
recenty, auicmosiles.

To forestail investment
friction, Oxuma prooosed that
caparese ‘nvestors rcrm ioint
ventures  with domes':¢c
American businesses where
feasinle. Efforts to win ac-
ceptance by the host com-
munities and adiust ‘o their
manners and vaiues, he feels,
are 2iso important to :he in-
vesting Japanese husinesses.
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Masaya Miyosai

The soiction favored by
Tozaki to forestali invesiment
friction 1s {0 maxe the {low of
invesiment netween Japan and
the U.S. atruly two-way aifair.

Janan saouwid pudlcize the
good gquclity of our laber ang
our willingness to have
Amerizan investments in
Janan. The Japanese no.ey of
restricting foreign investment
inosensiive nZustries is out-
datec.”

“To make our investments
truly reciprocal, the govern-
should never ity o
regiriet [oratan inyectment
here. Ve shouic weicome all
Xinds of forecan invesimenrs

nere fromaich tach o ow e,

rJapanese investors,

-corporate income £

~consumption
“income :ax are regarce
‘major scurees of tox roye

rindustrial

“Tozaki
~geography has becn c!
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WHY OREGON SUDDENLY LOOKS GOOD
TO HIGH-TECH COMPANIES

IT DUMPED ITS UNITARY TAX—AND MAY SOON BECOME A SILICON FOREST

tates with moribund old-line com-
s panies have come to regard high-

tech industry as an economic
white knight. In a mad scramble to at-
tract electronics companies, particularly
from abroad, they are offering a slew of
incentives—mostly in vain. The electron-
ics industry continues to be concentrated
in five states—California, New York,
Massachusetts, Texas, and New Jersey.

in building five manufacturing plants
in the Portland area by 1987. These
plants will manufacture products rang-
ing from personal computer printers to
advanced fiber-optics telecommunica-
tions equipment.

And the Japanese are not alone. In
October, two leading electronics compa-
nies also tapped Portland as the home of
new plants. Wacker Silitronic Corp., the

THE FOREST PRODUCTS INDUSTRY, THE STATE'S MAINSTAY, IS IN RELENTLESS DECLINE

T B 7
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Oregon, however, seems to have hit on a
success formula: It simply rescinded its
unitary tax.

The unitary tax, which 12 states still
have, has drawn a firestorm of criticism
from foreign investors and U.S. execu-
tives because it taxes a portion of the
worldwide income of companies, not just
income earned in the U.S. Until the tax
was repealed last July, Oregon had nev-
er attracted any Japanese investment or
any foreign investment at all for six
years. Now, Oregon—especially the
Portland area—has become the darling
of the Japanese, who have led the oppo-
sition to the unitary tax.

Subsidiaries of four major electronics
companies—NEC, Fujitsu, Seiko, and
Kyocera—have announced plans to in-

vest hundreds of miilions of dollars

U.S. subsidiary of a West German
chemical company that already produces
silicon wafers in the city, has announced
an $80 million project. Over the next
three years, it will construct what it be-
lieves will be the world’s largest facility
for producing polycrystalline silicon, the
basic material used in computer chips.
National Semiconductor Corp., mean-
while, plans to invest as much as $150
million in a semiconductor piant that
could eventually employ 2,000 workers.

As long as Oregon’s southern neigh-
bor retains its unitary tax, Oregon
“looks awfully good” to expansion-mind-
ed companies, insists John Anderson, di-
rector of the state's economic develop-
ment department. The California
legislature passed up a chance to repeal
the tax in September, resisting stitf

pressure from executives such as Akio
Morita, Sony Corp.’s chief executive offi-
cer, who claims that 120 Japanese com-
panies would sink $1.4 billion into the
state were the tax dumped.

Oregon officials argue that their

cause was greatly helped by repealing
the tax at a time when the electronics
industry was expanding rapidly. “If we
had repealed the unitary tax in 1979, I
doubt very much we would have re-
ceived the response we've gotten today,”
says Governor Victor G. Atiyeh. On the
eve of a recession, argues Atiyeh, Ore-
gon’s move “might have been ignored.”
Widely known for its aggressive envi-
ronmentalism, Oregon has been strug-
gling to shed a “welcome to visit, but
don’t stay” reputation. With its main-
stay forest products industry in a relent-
less decline that has cost the state 15,000
jobs over the past five years, Oregon’s
leaders had to do something to attract
investment and jobs. Despite a gradually
improving economy, employment in the
Portland area remains 5% below the
peak level of more than 560,000 hourly
and salaried workers reached five years
ago. The new plants are expected to cre-
ate more than 2,000 jobs initially.
‘A BIG CONVENIENCE. The repeal of the
tax has made Oregon’s other assets and
incentives more attractive to companies.
Portland’s name might still be absent
from many final site-selection lists were
it not for the area’s lush surroundings
and its proximity to California’s Silicon
Valley. Indeed, the Japanese like to call
it the “Silicon Forest.” Moreover, Ore-
gon offers low housing costs and a high-
ly stable, skilled work force. The low
price of industrial land, which even after
doubling over the past year remains a
fraction of California’s sky-high values,
Is another big plus. And for the Japa-
nese, the two-hour overlap between the
Portland and Tokyo workdays can be a
selling point. “That’s a big convenience
when it comes to communicating with
the parent company,” observes Satoshi
Nakaichi, a vice-president of Melville
(N. Y.)-based NEC America Inc.

By sharply reducing workmen's com-
pensation rates and streamlining land-
use regulations to make large industrial
sites more available, Oregon has re-
moved two other longstanding barriers
to development. And the formation of an
economic “action council” made up of

138 BUSINESSWEEK/NOVEMBER 5, 1984
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" THE BRIEFCASE
DATA BASE.

Your business tieeds more data base versatility than you get from hard disk systems,
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Your business needs The Bernoulli Box,™ a storage system that lets vou build and backup
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When it's time to get down to
business, the portable
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state ageney hewds has made negotiat-
ing with interested corporations less
cumbersome. During discussions  with
National Semiconductor, for example,
the couneil helped nail down the compa-
ny's decision to open shop in Portland by
providing answers to a number of sticky
questions within 24 hours.

tracted by the existence of an expanding
homegrown electronies industry. A sur-
vey issued in October by the American
Electronics Assn. ranked Portland 10th
among U. S. cities for electronics compa-
nies. Anchored by Tektronix Inc., a $1.3
billion computer instrumentation compa-
ny and the state’'s largest private em-
ployer, Portland has an ample pool of
entrepreneurial-minded engineers. In re-
cent years, dozens of former Tek em-
ployees have started new companies in
the area.

The decision by Intel Corp., the Santa
Clara (Calif.) semiconductor company, to
locate a facility in Portland in the mid-
1970s has also added substantially to Or-
egon's ‘“critical mass” of electronics
companies. In the past year and a half,
the company has added 1,000 employees,
raising its area work force to 4,400. And
further growth appears likely. “Based
on the land we own or have an option
on, we could employ 12,000 Portland-
area workers by the early 1990s,” says
George Drumbor, an Intel spokesman.
BAD ATTITUDE? Bolstered by the Japa-
nese investments and current negotia-
tions with other companies about placing
facilities in the area, Portland’s status as
a regional center for electronics seems
on solid ground. But some locals are
already worrying about the effect of
growth on the area’s much-guarded
quality of life. Says Steven Carter, busi-
ness editor of The Oregonian: “The last
thing we need is another Silicon Valley
in the suburbs to the west of Portland,
where much of the high-tech expansion
has occurred.”

Many in the business community fear
that anti-investment attitudes and poli-
cies will revive again. Especially danger-
ous is the attitude that, “Hey, maybe
our economic problems are over,” says
John W. Mitchell, an economist with
U.S. Bancorp, the parent of Oregon's
largest bank. With a tax structure that
remains seriously out of balance—the
state lacks a sales tax and relies heavily
on personal income and property taxes—
the region still scores low as a place to
invest, according to some surveys. More
important, the prolonged weakness in
the area’s heavy equipment and forest
products industries, which has prompted
Georgia-Pacific Corp., Boise Cascade
Corp., and others to curtail operations
sharply, makes it imperative that the
state continue to place a high priority on
[ittracting more investment. C]

Foreign investors have also been at- -
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Kyocera expansapn plans expected

By HOLLEY GILBERT
Correspondent, The Oregoni

- 4,04 ST

-plans to build a plant on a 54-acre Vancouver site..

James F. Fowler, who issued the news release anndunc- L
ing Monday’s 10 a.m. press conference, said Friday that he .

has been retained by Kyocera. Fowler owns James F. Fowl-
er & Associates, a Vancouver pubiic relations company. - .

“Principal officers of ‘a major corporation,” Gov. John-
Spellman and Vancouver Mayor Bryce Seidl will hold the
news conference in Vancouver .City Hall to announce the.
location of a “major mdustry complex in Vancouver, the

news release said.
William L. Everitt, vice pre51dent of Kyocera Intema-

tional, based in San Diego, Friday would not confirm or .
deny that his company was the topic of Monday’s news:
conference. He also refused to comment on whether Kyoc»

era has employed Fowler.
The apparent site of the plantisa 54-acre sxte owned by

the Vancouver School District south of Fourth Plain Boule- ~
vard be;ween Stapleton Road and Northeast 63r_d_ Avenue.’ :

VANCOUVER, Wash. —Kyocera Intematxona] Inc, aA
subsidiary of Kvocera Corp. of Japan, a high-technology
products manufacturer, is expected Monday to announce:

- of semiconductor housings, also makes audio and stereo
-equipment, solar panels and cells, artificial gems and per-

. manufacturer, and makes a small computer marketad as the

The Columbia River Economic Development Cou.ncxl on !

- whose executive board Fowler sits, has been instrumental { i

in negotiating Kyocera’s move to Vancouver. Apparently |
no brokers are involved in the deal, although Coldwail !
Banker Commercial Real Estate Services in Portland had
shown Kyocera a number of Seattle sites. :

Kyocera officials had been looking at possible sxtes in i
Washington primarily because.the state has no unitary tax ;
and relatxvely low power costs. Vancouver apparently has | ,

.- been selected for the plant because labor costs in Clark-

County are lower than other areas of the state. -
- Everitt said in July it has not been decided which of the

‘companies’ diversified products will be produced at the

plant. Kyocera Corp. of Japan, the world’s largest producer 1

sonal and office computers. Yashica camera company 1s
also a division of Kyocera Corp. .
Kyocera International owans KHL, the audio products-

Radxo Shack 100.
"How many workers the plant may employ is bure
speculanon” at thlS poxvnt, Eventt sa1d . ,
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Fu]ztsu Wzll Build
Two Oregon Plants
For $170 Million |

PORTLAND, Ore.—Oregon won a com-
mitment from Fujitsu Ltd. to build. two
plants in the Portland area for $170 mil-
lion, a month after the state abandoned its
unitary tax on multmatlonal corporate
profits.

Two U.S. units of the big Japanese elec-
tronics and computer concern said the
manufacturing facilities, one for disk drives
and one for semmonductors wﬂ.l employ
about 500 peonle each. . .

News :of the Japanese investment was
timed to coincide with the current tour of
Japan by Gov. Victor Atiyeh of Oregon,
who has ardently courted foreign technol-
ogy investments. The state’s economy has
_been ravaged by the slump in the lumber
mdustry

Last month, Oregon’s legislature passed
-a law dropping the controversial unitary

'tax on multinationals, which was based not
" only on the value of products produced in’
the state by-a company but also on a
‘percenmge of its world-wide sales. Multi--
\ national corporations have decned such
~levies as double taxation, .

In selecting Oregon, the ‘Fujitsu units

cited the state's newly favorable tax cli-’
;'mate, the availability of “a highly skilled

labor force supported by an excellent edu-

- cational system,” and the pleasant North-
i west life style

One of the units; Fu;ltsu America Inc., a
- San Jose, Calif.-based perxphera.ls concern,
didn’t cisclose the exact site of its planned
"magnetic disk-drive plant. Production, tar- |
g(.ted to begin in 1985, is aimed at supply-
ing Fujitsu's burgeoning U.S. market 1or

. the data-storage devices.
The second unit, Fujitsu Microelectron--

. ics Inc., Santa Clara, Calif., plans to com-
plete its' semiconductor facility by 1987 for
~$130 million, according to announcements
from Tokyo.
- Jack Foster, senior vice premdent mar-
" keting, for Fujitsu Microelectronics, said
- the piant.will produce “the full spectrum of
’products we supply to the American mar-
ket,” notably 641X dynamic RAM memory
! chips, which store more than 64,000 pieces
. of data. )
In May, Japan's NEC Corp saxd it will
build a $25 million fiber-optics communica-.
. tions-equipment factory on a 210-acre site
in suburban Portland.. Other Japanese
) compamus are e‘mected to start operatlons
~ in the state.
. Cregon officials ant1c1pate an announce-
ment shortly from Epson Corp., a unit of
' Suwa Seiko-Sha Co., which recently told
* the Japanese press that it plans to build a
large printer fuctory near Portland.
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OregonivTums.
Into a Mecca
For ngh Tech

. ',.« By Mixg THARE .
Staff Reporter of Tiw: WarLL Stuize '+ JOURNAL
. PORTLAND, Ore.’
bumper stickers read: .!"Don’t Californicate
Oregon” and "'A Nice Place to Visit, but
You Wouldn't-Want to ‘'Live Here."”

- Now there's.a poster tlnt says “Silicon’

Foxest Loty

o After years of acnvely dlscouragmg im-
mxgrauon and investment, Oregon is court-
ing husiness. The change in Oregon's ap-
proach to industrial development reflects its
changing fortunes in the 1980s. Like those in
many other regions, Cregon's basic indus-
.tries are foundering; victims of depressed
' markets, competition, overcapdcny and-a
fdllure to-modernize. -

Tlmber and agriculture, the state's tradi-
txonal mainstays, have lost their vigor
through the decade. As a result, Oregon's

| population has dwindled —by 25,000 in 1981-82
“and 40,000 in 1982-83, according (o a survey
by Portland State University. Many of these
people had been taid off some of the highest:
paying blue-collar jobs in sawmills, wood
.products plants and -among. the 150-foot
firs.

4 -

—" In.the 1970s the

Largest Corporate Employer "
_There has heen some high-tech industry
in the state since 1946, when Portland-based

Tektronix Inc. was founded, Over the years,

the maker of measurement and contro! in-
struments became the state's largest corpo-
rate employer; it currently has 20,634 em-
ployees. A dozén or so spinoff companies
were formed, most notably Floating Point
Systems [ne., in 1970. Floating Point’s chair-
man, C,N. Winningstad, has become one of
the state's most vocal high-tech advocates.
“The only sound way to diversify.the econ-
omy is to bring in large outside firms,"’ says
Mr. Winningstad. "The whole world is gomg
high-tech,” A

Until recently, many Oregomans didn’t
seem to care where the rest of the waorld
was going. They were more concerned with
progressive movements like environmenta-
lism than.with economic development. U.S,
Ambassador to Japan Mike Mansfield, an
ardent backer of two-way trade and invest-
ment flows between the'West Coast and
‘Asia, -once ’descrihed Oregon's attitude as
“self-satisfied."” oty

In the early 1970s, Oregon lost two ldrge
potentml employeis when Data General
Corp. and Digital Equipment Corp. decided
to build plants elsewhere after receiving lit-
tle: encouragement from the state. Al the
time, timber and agriculture were still rem
tively strong. ;

But toward the end of the decade the
jobless rate was climbing to more than 10%,
So Hewlett-Packard Co., which arrived in
1976, and Intel Corp., which came in 1977,
were much more.warmly welcomed. Hew-
lett-Packard now employs 2,500 people, and
Intel has a work force of nearly’ 3,000,
‘These companies attracted other compa-
nies,” says Pat McCormick, a Salem-based
lobbyist t‘or the American Electronics Asso-
ciation, "‘and our work pool wnd mlent put
us on the map.' o <

)

Crowded Map

Now, the map is crowded Accordmo 1o
the state's economic development depart-
ment, the number of companies engaged !n
high technology rose nearly 60% o 91¢ in
1952 from 568 10 years hefore.

Since 1982, the first year for which fig-
ures are available, a total of $124 million in
high-tech investment has been announced by
electronic-equipment, instrument and ad-
vanced-machinery makers, or 40% of all in-
vestment in manufacturing. High-tech em-
ployment increased to 22% of all manuluc-
turing workers last year, up from 3% in
1972, The work force reached one million in
July for the first time since 1973,

, And even the Sierra Club's local chapter
now {inds the high-tech push *positive’ n
encouraging low-poliution industry, says a
spokesman. ’
Most" Smuncant Armal

The most sxgmfxcant new arrival is NEC,
a big Japanese electronics company that in
May announced it would build a $25 million
fiber optics communications-equipment fac-

‘tory near Portland.. NEC will be the first

Japanese high-teeh investment in the state.
This move came after Gov. Vic Atiyeh, an
ardent recruiter of home-grown and foreien’
investment, led legislative efforts to repeal
the state's unitary tax, The tux is a levy on
multinational corporations thaut is designed”
to stop them from sheltering income from
taxes. Japanese comp;mies 1 ave 'e“ sc" 10

August, Oregon became thc first of the 1210
drop the tax. . :

Not everyone sees high tech as the solu-
tion to the state’s economic prohlems. Labor
groups argue that the assembly-line johs—
which they call “minimum wage plus §1 an
hour" —are replacing higher-paying jobs in-
the woods or on construction sites, Retrain-
Ing is.also a problem, ""The guy coming ou!
of a plywood mill doesn’t have an easy wa'x
sideways’* to a high-tech assembly line, says
a Tektronix executive,

Nonetheless, it seems likely that Oregon’
will continue to welcome the jobs high-rech
companies bring, Says John C. Anderson,
the state's director of economic develen-

‘ment: “We're going to have to share Cregon

with the rest of the world.”



Faras e

THE OREGONIAN, SATURDAY, AUGUST 4, 1984 .

A

Japanese hali repeal of unaiary tax

3

last week's special legislative session

has prompted very positive reactions -
in Japanese economic circles, accord- -

ing to messages received by Portland
Mayor Frank Ivancxe. e

© News of the repeal was front-page
news in the iafluential Japan Econom- -

ic Journal and received coverage in™

The Japan Econoxmr. and Industrial ..
Journal.. | -
Ivancne, who worsed througheut -
the state for _the repeal, said.he re-
ceived a number of messages. from
{eading Japaoese banks, investment.
houses and industries offering thelr
congratulations. -

*QOregon will be wewed as a more =
attractive site for -Japanese invest-
ment,” said a message from the Bank -
of Japan in Tokyo.

Repeal of the state’s unitary tax by ":“We are confxdeut ‘that this will more ;
greatly strengthen Oregon’s attraction .
for Japanese investment. We will con- -

tact. our clients currently:considering

‘Oregon as an alternative investment .

-area: and inform them of this new,
" The PDC staff also has been contact-+

posmve development.”

Both the Mitsui Bank and Toyko’s... 1

Fup Bank also hailed the repeal. .
_ “Please be assured that we will do

_our best to introduce the very atmracs'
tive Oregon to our investing clients. .

We- believe there will be more oppor-
- tunjties for your development commis-
sion and our bank to cooperate,” the
Fup Bank said in a message.

The office of the Japanese ¢ nsul 3
geueral in Portland reported it*also- -

-had received positive reactions from .
- ldent of the German Wacker Siltronic-

Japanese businesses on-the repeal anrd

- indicated that news of the action was .

__The Bank of Tokyo agreed, 53Y13$ 3 be1n° spread rapidly in business’ cir-

_ cles there.

_VCommission has been busy noﬁfyiug
- economic _development prospects in:

.ca Inc, which planned to locate-a

. “Mayor Ivancie and his able staif as

.mendousnews ) N

T Ve P AT 3

- On the llth floor. of the Portlanm
Buxldmg. the Portland Development

Europe and elsewhere of.the repeal.?

ing trade centers around the world
about the action. - B
NEC Corp., parent of. NEC Ameri~-

plant west of Portland, said it would
cancel the project if the unitary tax-
was not scrapped. NEC Corp. ex-
pressed its “sincere appreciation” to-
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J2panese Businesses Welcome lew Legislation

by the State of Oregon to Repeal

the Worldwide Unitary Tax System

The Jzpan Federation of Economic Organizations (KEIDANREN)
announced that it welcomes the new legislation by the State of Oregon to
repeal the worldwide unitary tax system. Under the leadership of
Governor Victor Atiyeh, Oregon's legislative body passed a bill to do away

with this pariicular tax system on July 30, local time.

Mr., Akio Morita, Chairman of KEIDANREN's Committee on
Internatiorial Investment and Technology Exchange and Chairman and
C.E.O. of the Sony Corporation, praised the significant efforts by
members of the Oregon legislature, especially Governor Atiyeh, to modify
the stzte's method of taxation on corporate earnings. KEIDANREN, an
organization representing 832 large-scale‘Japanese businesses and 117
business asscciations, dispatched a delegation headed by Mr. Morita in
June to 23 U.S. states, including Oregon, and Washington D.C. The main
objective was to survey the investment climate in order to promote
Japanese direct investment in the U.S. as well as to request that the
worldwide unitary tzx system be repealéd. Upon meeting with members of
the delegation on June 4, Governor Atiyeh made clear his intention to
repeal the werldwids unitary tax system in his state. He then convened a

special session of the legislature on July 30 for this purpose.

Lr. Merita s:ated that KEIDANREN was extremely pleased to learn
that Oregon reccgnized the unfairness of the worldwide unitary tax
system, and subsszuently moved to eliminate this major obstacle to foreign
investment in the statz. This shift in policy clearly guarantees fair

4

treatment {o presen: and future investors in Oregon, makingz the stale
highly attractive for foreign investment. As a result, this new legislation
would in turn lead *o the creation of job opportunities and other economic

benefits for the stztz as well.



At the present, more than 10 states in the U.S. are adopting and
implementing the worldwide unitary taxation system for corporate earnings
causing 2 situation where the entire income of a corporate group - all
subsidiarizs and parent firm inclusive - is subject to taxation within a
state. 1n other words, the calculation of corporate tax is not limited to a
subsidizry's own income. It also combines the income of the subsidiary's
paren: crganization, regardless of location. Such a system not only
reflects extraterritorial application of the law by a state, but also results
in the phenomenon of double taxation. Further aggravating the situation
of the corporate bodies concerned, companies are forced to spend enormous
amount of time and money translating documents, converting currency
statistics, and revising financial statements to meet the complicated
requirements related to the disclosure of information. With due
consideration given to this situation, KEIDANREN has continuously
informed the U.S. that Japanese companies are becoming more and more

reluctant to invest in states which have adopted the worldwide unitary tax

system.

Under the new legisiation by the State of Oregon, the filing method
for federal income tax replaces the worldwide unitary taxation system in
determining the amount of income subject to corporate tax within the state.
When this method is applied, the income earned by foreign parent having
subsidiaries in the U.S. is not considered as taxable income in the state.
Consequently, the unfairness ofbthe unitary taxation is eliminated, opening

up a new prospect for both Japan and the U.S.
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SUMMARY OF PROJECTS

1974 TO 1984

Initiated the first U.S. Steam Coal export project, 1973.

Sponsored the first statewide business, industry and agri-
cultural international trade show, 1976.

Designed and sited agricultural research stations in Saudi
Arabia, 1977.

Investigated the economic and political feasibility of coal
gasification for the Governor of Montana, 1976 and 1977.

Initiated the first proposed grain for oil trade with an
OPEC country, 1978.

Assisted the GCovernor and the Wheat Research & Marketing
Committee with the sale of wheat to Taiwan, 1977, 1978,
1980 and 1983.

Arranged for the importation of diesel fuel to solve a
critical statewide shortage in 1979.

Served on the Advisory Committee of the Northern Rockies
--ction Group (NRAG), Instate Investment Study, 1982.

Initiated the statewide project to reorganize the western
lines of the Milwaukee railroad into an employee-shippers
owned system, 1979 to 1980.

Initiated the Western Governor's Policy Office (WESTPO),
"Pacific Rim Steam Coal Export Study" with Japan, Taiwan
and S. Korea, 1979 to 1981.

Initiated and helped organize the WESTPO Coal Trade Mission
to Taiwan and Japan, 1979.

Participated in the Western Steam Coal Export Seminar to
the Kaidanren, Tokyo, 1979

Co-sponsored the '"All Montana Catalog,'" with the Montana
Small Business Association, 1980.

Published, ''Some Perspectives On Environmental Regulation
In Montana," By Western Analysis, Inc., 1981.

Led the successful lobby effort to repeal the state ban on
coal exports, 1981.



Initiated the Montana Economic Development Project (MEDP),
co-sponsored with Governor Schwinden, 1981-82 (Provided the
basis for Montana's new economic development, trade and
tourism promotion, labor training, community development
and business finance programs.)

Led the business 1lobbv effort for the '"Build Montana"
Economic Development Program & related legislation in 1983
state legislative session.

Co-sponsored the 49th Parallel Institute's first publi-
cation about Canada, '"Sharing the 49th Parallel,' 1983.

Co-sponsored with the Montana Environmental Quality Coun-
cil, '"'Report to the 48th Montana Legislature On the Socio-
Economic Impacts of Large Scale Hard Rock Mining,'" 1983.

Co-sponsored, with the Environmental Quality Council, the
"Public Forum On Montana's Environmental Regulations and
the Economy,'" 1982.

Initiated and helped organize Governor Schwinden's Trade
Mission to Taiwan and Japan, 1983.

Helped initiate, organize and co-sponsor the Montana/
Kumamoto Sister State Agreement, 1980 to present.

Co-sponsored with Governor Schwinden, Governor and Mrs.
Hosokawa's visit to forward Montana's Sister State rela-
tions with Kumamoto, Japan, 1983,

Co-sponsored the Western Coal Export Conference, 1983.

Co-sponsored Senator Max Baucus' Montana Export Conterence,
1983.

Initiated, organized and co-sponsored Governor Schwinden's
Trade and Investment Briefing for Japanese companies, 1983.

Co-sponsored with Governor Schwinden, the Department of
Agriculture and the Wheat Research & Marketing Committee
the Taiwan Board of Foreign Trade's wheat purchase mission
to Montana, 1983. (Purchased $10.6 million of wheat.)

Served on Governor Schwinden's Development Finance Commit-
tee, 1982 & 1983. (Drafted legislation for all of Montana's
new finance development programs.)

Served on Governor Schwinden's Committee To Create An Advi-
sory Committee On Science & Technology, 1982 & 1983.
(Drafted the legislation for the new program.)

Helped initiate and successfully lobbied for the State of
Montana's $1 million matching grant for the Mansfield Cen-
ter for Pacitic Affairs.
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Initiated the project for a new coal development strategy
for Montana, 1983 & 1984.

Injitiated and helped organize the ''Montana Ambassadors,'" a
program for the state's business leaders to directly assist
the State Commerce Department to promote tourism, conven-
tions, and attract new businesses to Montana, 1984,



MITC PROJECTS

1974 to 1984

Governor's Foreign Trade Potential Committee, 1973 to 1974.
Initiated the first U.S. Steam Coal Export Proposal, 1973.

Sited agricultural research stations for the Kingdom of
Saudi Arabia 1975 to 1977.

Inventorv and Analysis of Montana's Agricultural Creden-
tials, 1975.

Transportation Analysis of Montana products to Saudi
Arabia, 1976.

Feasibility Analwsis of overseas sales of livestock, live
and chilled beef, 1975.

Assessment of Western Coal Development with Montana as a
representative case, 1976.

Whitepaper on Montana resource development, 1975.
Proposal for an Accelerated Marketing Component, 1977.

Assessment of commercial air operations in southwestern
Montana, 1975.

Investigation of Montana Barite Development, 1975.

Feasibility Analysis for a Montana sugar beet processing
facility, 1975.

Sponsored Montana Trade Show Case (International Trade
Show), 1976 and 1978.

Inventory and Analysis of projected socioeconomic impacts
of siting a major energy conversion facility at three
locations in northeastern Montana, 1976.

Feasibility Analysis for a Montana beef processing facil-
ity, 1976.

Assisted the Governor and the Montana Wheat Research and
Marketing Committee with sales of wheat to Taiwan, 1976,
1978, 1980 & 1983.



Algerian protein production facility design and siting,
1977 to 1979.

Proposal for a Montana wheat/Algerian oil barter, 1978.
Montana Task Force on Coal Gasification, 1976 to 1978.
Montana natural gas cost and demand analysis, 1976.

Process selection study for production of pipeline quality
gas, 1976.

Technical evaluation of a Lurgi coal gasificatin system,
1976.

Montana coal gasification feasibility study, 1976.

Evaluation of financing alternatives for Montana coal gas-
ification, 1977.

Legal considerations for development of a Montana gas-
ification facility, 1977.

Technical management design for a high BTU coal gasifica-
tion project, 1977.

Co-sponsored the Schumacher/Forbes Economic Forum on the
Future of Montana's Economy, 1977.

Evaluation and implementation of redevelopment alternatives
for Glasgow Air Force Base, 1977 to 1978, which included
economic feasibility analysis of:

- Irrigation Equipment Manufacturing

- Solar Energy Equipment Manufacturing
- Wind Energy Equipment Manufacturing
- Residential Solid Fuel Furnaces

- Indoor Cattle and Hog Feeding

- Railcar Rehabilitation

- Railcar Manufacturing

- Wind Energy Demonstration Program

- Grain Storage and Shipping

- Insulation Production and Marketing

Proposal for a Western United States Steam Coal Export
Agreement with Japan submitted to the United States Senate
Finance Subcommittee on Trade and the United States House
of Representatives Ways and Means Subcommittee on United
States/Japan Trade, 1979.



"Investigation of the Pacific Basin Market for Western
United States Steam Coal, 1985-2000,'" 1978 to 1980.

Initiated and helped develop the WESTPO Study on Steam Coal
Exports to the Pacific Basin, 1979 to 1981.

Initiated Montana efforts to reorganize the Milwaukee Rail-
road into an employee-shipper owned western transcontinen-
tal railroad, 1978 to 1981.

Investigation of the feasibility of railcar manufacturing
in Montana, 1979 to 1980.

Initiated and co-sponsored the Montana Economic Development
Project, 1982.

Marketing and Export Assistance Activities, 1978 to the
present.

- Advised the Western Governors Energy Policv 0ffice
International Trade Committee, 1979 to 1981.

- Delegate to the White House Conference on Trade and
Exports, 1979.

- Co-sponsored the Montana Beef Marketing Seminar, 1979
to 1980.

- Co-sponsored '"'The Western Conference on Export and
Investment for Food and Fiber'" with the Overseas Pri-
vate Investment Corporation, 1979.

~- Assisted the Dean Rusk Center for International Law
with their ‘investigation of the feasibility of and
design for a State Trade Development Authority, 1979.

- Assisted the Montana Small Business Association with
their "All Montana Catalog', 1979.

- Assisted Senator Baucus in setting up a Montana Advi-
sory Group on International Trade and Foreign Rela-
tions, 1979.

- Organized and chaired the International Trade Semirar
for the WESTPO Vail Symposium, 1979.

- Delegate to the United States/Canada Trade and Tourism
Conference, 1980.



Delegate to the Republic of China Trade Conference,
Taiwan, 1979, 1980 & 1983.

Delegate to the WESTPO Coal Export Trade Mission to
Japan and Taiwan, 1979.

Presented Steam Coal Export Seminar to the
Kaidanren, Tokyo, 1979.

Assisted in the formation of a Montana/Canada Trade
Relations Task Force, 1979 to the present.

Assisted in the initiation and co-sponsorship of the
Montana/Kumamoto Sister State Project, 1980 to present.

Co-sponsored the Western U.S. Coal Export Conference,
1983.

Participated 1in the Western Governor's Conference
"Roundtable On International Trade', 1983 (Nine Gover-
nors and twenty western U.S. business representatives
outlined a western state's trade program.)
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Mr. Thomas L. Judge
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P.O0. Box 1006, Gallatin Field
Belgrade, Montana 59714
(406 388-4051)

Mr. Bill Martin
President

The Big Mountain Resort
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Chairman Emeritus MITC
Chairman Emeritus
Montana Power Company
40 East Broadway Street
Butte, Montana 59701
(406 723-5421)

Mr. John Place
President Emeritus

The Anaconda Company
President, Crocker Bank

2nd Floor - 1 Montgomery Street

San Francisco, Ca. 94104
(415 477-3960)

Mr. William J. Quinn
Chairman Emeritus
Milwaukee Railroad
Union Station Building
516 West Jackson
Chicago, Illinois 60606
(312 648-3425)

Mr. Richard Remington
Mountain Bell

Room 1100

931 14th Street
Denver, Colorado 80202
(303 624-1144)

Mr. Wayne ''Smokey'" Snyder
President Emeritus
Montana Council of Co-Ops
Gallatin Farmers

24515 Frontage Road
Bozeman, Montana 59715
(406 586-2616)

Mr. James Stephens
President Emeritus, MITC
President Emeritus
Montana Farmers Union
2307 West Main

Bozeman, Montana 59715
(406 587-5241)

Mr. Joe Thiebes
(1923-1982)

President

Pacific Hide & Fur Depot
Great Falls, Montana 59401

Mr. Bill Weiland
Manager

Champion International
Wood Products Division
Bonner, Montana 59823
(406 258-6161)
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"As our case is new, so must we think and act anew. We must
disenthrall ourselves."
Abraham Lincoln.

The MITC was created in October 1974 by a handfull of people in
Montana in business and government who wanted to try some new
approaches to economic development, to create an organization
that would operate outside of the mainstream, try new experi-
ments, be willing to take risks, both economic and political
and propose new initiatives.

- Over the past decade we have worked to expand our energy
and mineral resource, timber and agricultural based econ-
omy, to increase manufacturing and processing, to expand
domestic and international markets and to increase tourism,
particularly international tourism.

- Since our beginning in October 1974, we have 1initiated
dozens of projects. Some successful, some not, many partly
successful. From all of these projects we have learned what
will and will not work in Montana.

- All our projects, time and financial resources have been
used to try and improve Montana's economy - to expand
business and employment, improve personal and per capita
income and to diversify the state's economic base.

- We have concentrated our domestic activities in Montana to
help solve economic problems in transportation, energy,
financing, marketing and government regulations which tend,
in too many cases to confound development.

- Our international activities are to increase export markets
for Montana products, commodities, resources and commercial
services and to attract foreign investment to Montana and
generally to raise Montana's visibility in the nation and
the world.

- Since 1974, we have built a global network of business con-
tacts including trading companies, banks, government offi-
cials, consultants and entrepreneurs.

- From the start we have continually worked on a theme of
cooperation of the idea of a partnership between the public
and private sectors to create a new economic development
strategy for Montana. We have worked to build a new '"spirit
of cooperation'" and consensus on the major economic issues
in Montana.



Our Premise:

-Most Montanans want the economy to grow.

-Most Montanans care deeply about environmental issues.
-01d style industrial development won't work here.

-We can do it different and better.

Economic development requires open and <candid discussion =and
informed debate of development issues and a consensus to move
forward.

To develop a public/private partnership for improving Montana's
economy we 1initiated the Montana Economic Development Project
which was co-chaired by Governor Schwinden and Ian Davidson,
Chairman of D.A. Davidson & Co. The project brought together
many of the smartest, most dedicated Montanans in state govern-
ment, business and the universities. The purpose of this project
was to objectively analyze Montana's economic 2ssets and liabili-
ties and develop a new strategy that minimized the liabilities
and maximized our assets.

The project became one of the most controversial ever in
Montana. But, when the debates and publicity ended and final
recommendations were approved Montana had in place for the first
time in this state's history the basis for a new economic
development strategy with the support and leadership of state
government, business and the universities committed to its legis-
lative passage and implementation.

- The recommendations from the MEDP provided the basis for
the Build Montana Program which is non-partisan, created
and supported by democrats and republicans, business, gov-
ernment, universities and hundreds of Montana citizens who
dlrectly served on advisory committees and helped lobby the
Build Montana Program through the 1983 legislature.
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"The history of mankind is strewn with habits, creeds and dogmas
that were essential to one age and disastrous to another."

James Reston
New York Times

What we learned:

Summary of MEDP - Montana's Past And Present Economic Per-
formance.

- Montana's economy 1is less diversified than most of our
neighboring states.

- Economic growth in Montana has lagged behind most of our
neighboring states.

- Montana has not maintained the national average in per
capita 1income. Most neighboring states have done better
than the national average.

- Employment growth (new job creation) has been slower in
Montana than in most neighboring states.

- Agriculture 1is in decline and agricultural processing,
which would create new domestic markets, is nearly non-
existent in Montana. Agricultural income per capita was
less than $5,000 last year.

- The timber and copper industries may be in permanent de-
cline in Montana even with a national and worldwide econ-
omic recovery. BBER estimates 3000 more jobs may be lost in
the timber industry by the year 2000.

- Small scale manufacturing is comparatively undeveloped in
the state, however, there are some strong companies. This
area seems to be one of Montana's best growth potentials.

- Tourism 1is an important primary industry in Montana in
terms of jobs as well as revenues to local businesses.
Montana does not have a national or international identity
for destination tourism. We need to promote Montana for
tourism which 1is projected to be the 1largest industry
worldwide by the year 2000.

- Montana is the most remote state in the continental U.S.
Every other state is at least 500 miles closer to a major
population center.

- Transportation (road, rail and air) is one of Montana's
most severe and pervasive economic problems, second only to
unemployment.



Montana's production taxes are among the highest in the
region.

The majority of business people interviewed in and outside
of Montana viewed Montana as having a negative business
climate. This has improved substantially since we did the
interviews in 1982.

Over 90% of Montanans interviewed in the July, 1982 Montana
Poll support at least moderate economic growth over the
next 5 years. This has been reconfirmed in three subsequent
polls.

While there seems to be adequate loan capital in Montana,
we have a very limited equity capital base and no venture
capital, which is the life blood of new business, particu-
larly small businesses.

Montana has an excess of water which if we don't develop
plans to use we will probably lose.

Montana's electrical rates are among the lowest in the
nation and likely to remain so over the next 10-20 years.

Montana has a valuable untapped resource in our University
System that must be brought to the forefront to assist the
state's economic development.

States which are doing well economically, without excep-
tion, have strong state supported economic development pro-
grams.

States which are the leaders in new technology development
and new employment growth have linked together state govern-
ment, University R&D and business and substantially funded
new product R&D. We found no exceptions to this.

7000 primary jobs have been permanently lost in Montana
since January, 1980. Probably 12,000 secondary jobs.

Montana's primary job base is about 110,000 and it appears
that Montana will require at least 23,000 new primary jobs
by the year 2000 to reduce unemployment to 5% and support
internal growth at .6%.

Nationally the average manufacturing job requires a $40,000
investment. We must create 1300 new primary jobs each vyear
between now and the vear 2000. That 1is a substantial
challenge for all of us.

Union membership decreased nearly 20% in Montana from 1982-
1983. Only one other state lost as much.
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The energy boom predicted in the 1970's has not and will
not materialize in Montana. Coal development reached a peak
of about 33 million tons in Montana in 1981. Coal produc-
tion declined 16% last year to 28.9 million tons.

Last year Montana coal producers mined 28 million tons of
coal and the state collected about $80 million in severence
taxes.

Last year Wyoming mined about 112 million tons of coal and
collected over $150 million in taxes.

Coal taxes now provide over 19% of the state budget. Coal
taxes provide funds for education, libraries, parks, the
arts, renewable resource and alternative energy develop-
ment, land-use planning, conservation districts, water de-
velopment and highway construction.

It's not accurate to just blame the 307% severance tax for
Montana's low production, although it is a contributing
factor.

Electricity demands have declined from 7% per year through
the 60's and 70's to about 2% now.

Over 100 power plants planned for construction in the 80's
have been abandoned.

China, Poland, South Africa, Columbia & Australia are all
competing for the same overseas market as U.S. producers.
Some even 1in the U.S. While Montana and Wyoming rail
transportation rates for coal to the same market are about
equal, Montana's rates are higher to other areas due to the
further distance.

In 1982 we initiated a new coal development strategy to
save Montana's coal industry. Our ©proposed strategy
includes:

- lower severance taxes

- lower transportation costs (incremental rate decreases
for increased volume)

- increased heating value - coal beneficiation (will lessen
the delivered cost per million BTUs)

- lower production costs

Montana is 38th per capita income - 167 below the national
average.

We are 49th in manufacturing exports.

We have a wunitary tax which 1is troublesome to foreign
investors. Many Japanese companies will not consider invest-
ing in a wunitary tax state. That 1is the position of the
Keidanren, Japan's official business organization.



What
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Montana has some of the strongest environmental preser-
vation and project permitting laws in the U.S. which in
many cases, make it tougher and more costly to develop
timber, energy, mineral resource and tourism development
projects in Montana. These laws and regulations must be
continually reviewed and streamlined as much as possible.

This 1list 1is the '"unfinished agenda'" which we intend to
address in 1983 and beyond.

We have got to figure out a way to expand agricultural
processing and marketing and do resource development
smoothly in Montana. These are the base of our economy - if
we can't make these areas grow profitably, secondary busi-
ness, particularly small businesses, cannot flourish here.

has resulted...

The message of the MEDP was that to improve the state's
economy we must move forward on several fronts simultaneous-
ly 1including: expanding our primary industries, partic-
ularly increasing processing and manufacturing; assisting
small businesses with financing and marketing, promoting
tourism, commercializing universities R&D and improving all
modes of transportation.

Montana went from having no real economic development pro-
gram in 1980 to what I believe are the beginnings of the
most progressive economic development strategy of any
western state.

The new economic development programs will be explained
this afternoon, so I'm only going to mention them now.

— Economic Reporting and Forecasting (BBER, U of M)

- Management Assistance (Commerce Dept. & MSU)

-~ Labor Training (Labor Dept.)

- Community Development (Commerce Dept.)

- Tourism (Commerce Dept.)

- Trade Promotion (Commerce Dept.)

- Highway Development

- $200 million in new finance capacity (Board of In-
vestments; MEDB; Montana Development Corp.)

- Montana Technology Development Institute (Proposed - $60
million for 10 years.)

Other results of Montana's new public private partnership
include the Mansfield Foundation and Center For Pacific
Affairs, the 49th Parallel Institute, The Center for Busi--
ness and Management at MSU, the Montana Coal Forum at
Montana Tech, The Advisory Council On Science & Technology,
The Montana Development Corporation, The MEDB and The
Montana Ambassadors.
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Montana is in good shape to intelligently and reasonably respond
to our problems and take initiatives to seize opportunities.

Montana 1s a vast potential, mostly untapped. Our economic
assets are considerable.

Montana is annually third or fourth in the nation in wheat
and barley production.

Sixth in timber and wood products.
Sixth in honey.

Eighth in cattle.

Sixth in lamb and wool.

Montana has a significant amount of the nation's mineral
reserves of copper, iron ore, chromium, phosphate platinum,
palladium, bentonite, antimony, vermiculite, talc, lime,
gypsum, barite, tungsten, lead, gold, silver, gems, other
basic and strategic minerals. (The most diverse reserve in
the Rocky Mountains.)

Montana has valuable reserves of o0il and natural gas. (Many
believe the Overthrust Belt in Montana may have recoverable
reserves larger than Saudi Arabia, now the largest oil
field in the world.)

Montana. has about 8% of the world's recoverable coal re-
serves. (75 billion tons sub-bituminous and lignite.)

Montana's electric utility rates are among the lowest in
the nation and will remain comparatively so over the next
20 years...even if Colstrip 3 rate request is included

Montana has a large renewable water supply (over 40 million
acre feet outflow annually) which, if managed properly, is
a tremendous economic and recreational asset.

Montana has vast expanses of mostly wundeveloped 1land.
(147,000 square miles - the 4th largest state, about the
size of the Japan Archipelago.)

Montana's labor productivity is among the top 30% in the
nation and received very good ratings by Montana businesses
in the MEDP Poll.
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- Montana has an expanding manufacturing base with a core of
technology based industries which are the fastest growing
sector.

- Montana's primary, secondary, vocational and higher educa-
tional systems are among the best in the nation. (Montana
students consistently score among the top 10 on SAT Tests
and Montana has the highest exposure of students to com-
puters in the nation, according to OPI.)

- We have competitive advantages in wuniversity and com-
mercial R&D in agriculture, forestry, minerals and mining
technology, energy, materials research and applied genetics.

- Tourism, which 1is projected to be the largest industry
worldwide by the year 2000, has hopeful implications for
Montana and this region. (Tourism is now one of Montana's
most important industries providing jobs and entrepreneural
opportunities. It will likely be our best growth industry
over the next 20 years.) .

- Montana's State Government is one of four states in the
U.S. that has not raised taxes in the past two years and
has a budget surplus as of June 30, of $57 million pro-
jected to be $25-$30 million by June 30, 1985.

- Montana's State Government has excellent bond ratings by
the major houses - Moody's rates Montana AAl and Standard
and Poore's rates Montana AA.

- Montana's small population allows access to each other to
discuss and resolve our differences...if we are willing to
do so.

Montana Business Climate Compared To The U.S.:

- Alexander Grant rated Montana 33rd in 1978; 20th in 1983
- Inc. Magazine rated Montana 28th in 1980; 14th in 1983

- Montana 1is rated by Alexander Grant as #3 nationally for
low energy prices.

- Alexander Grant has rated Montana #1 for the past two years
for the ability of the state and local governments to match
expenditures with revenues.

- PSC decision on Colstrip, unless modified, will severly
harm our economy and may erase many gains.



-9-

"People who develop the habit of thinking of themselves as world
citizens are fullfilling the first requirement of sanity in our
time." Norman Cousins

Former Editor
Saturday Review

Global trends that may benefit Montana:

The Pacific Basin is the fastest growing area in the world.

9 of the 12 fastest growing economies in the world over the
last 10 years are 1in the Basin, most in Asia: Japan,
Taiwan, S. Korea, Hong Kong and Singapore.

Over half of the world's population live in the countries
that border the Pacific Basin.

The U.S. Census estimates the work force in the industrial-
ized countries will increase only 10% by the year 2000.
Asia and the Pacific Basin will increase 55%.

Beginning in the 80's American trade with the Pacific has
exceeded our Atlantic trade - 1973/$30 billion, 1984/$60
billion. Today Asia is our fastest growing market, one-
third of all U.S. trade is with Asian countries. 60%-70% of
Montana's wheat is sold to Pacific countries annually. 35%
to Japan, our largest trading partner after Canada.

Montana's trade flows are towards the Northwest and Asia.
Ten million people live in the corridor from Portland to
Vancouver, B.C. In order to increase agricultural produc-
tion and exports as well as markets for our other products,
commodities and resources in Montana, we must expand
Pacific Basin markets and attract Pacific Basin investors.
I believe that the future growth and diversity of Montana's
economy 1is tied to the growth of the Pacific Basin.
Ambassador Mansfield has often reminded us that...'"This is
the Century of the Pacific...in the Pacific is where our
future lies."

This year the U.S. trade deficit may be $130 billion. The
U.S. had no significant trade deficits prior to 1973.

Over the past 15 years the economy has become planetary,
complex and sensitive to economic and political issues.
Trade is no longer strickly opportunistic, one shot and
short term.

In the new world economy the keys are long term rela-
tionships that endure, long term mutually beneficial trade
and investment agreements, exchanges of transnational lever-
age and cooperation among trading and banking houses and
strategic positioning for resources worldwide.
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""Tdeas do come to life.
Possibilities do become realities.
Dreams do come true.

It is up to us."
Ambassador Mansfield

Herein lies Montana's opportunity...

- This decade we intend to diversify Montana's economy, to
increase processing of our agricultural and livestock in-
dustries, to increase manufacturing in our timber industry,
more mineral and energy processing, as well as develop a
variety of technology based industries. We want to export
coal to national and international markets and to expand
our tourism industry, particularly to develop tourism des-
tination resorts in Montana.

- Montana has world scale agricultural, timber, mineral,
energy and water resources. We have a small, well educated
and hard working population. We don't have as severe of
problems as many other states and countries in terms of a
crumbling infrastructure, high crime rates, escalating wel-
fare dependents nor the threats of increased taxes to deal
with these problems.

- One of the ways we are working to develop our economy is by
forging relationships with trading companies in the Pacific
Basin because Montana's economic growth is directly tied to
the growth of the Pacific Basin.

- We are working to develop long term relationships for
Montana companies, trading upon our vast resource base and
high quality living environment and accessing their world-
wide information gathering, marketing, financing, organiza-
tional and communication capacity that would take Montana a
generation, if ever, to develop on our own. (Mitsui and
Mitsubishi who have recently joined the MITC are two of the
largest trading companies in the world. Their 1983 sales
were @ $60-70 billion each.)

- The world has changed drastically since 1970. The concerns
of the 60's and 70's with the moral issues of the Vietnam
War, civil rights, and Watergate have given way to worries
about energy, 1inflation, taxes, the deficit, balance of
payments, terrorism, defense and...survival.
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- The economy has become global and interdependent. The an-
chove catch off Peru; Russian wheat purchases; a drought in
Sub-Sahara all effect Montana farmers; Australian beef im-
ports to the U.S. and Japan directly effect Montana
ranchers. Canadian energy policy directly effects Montana's
economy; Canadian subsidization of their timber industry
directly harms the Montana timber companies ability to
compete for traditional mid-west U.S. markets, U.S. Tariffs
on China's textile imports results in China decreasing U.S.
wheat imports which directly effects Montana's farmers; a
coup in Chile directly effected the decline of employment
in Butte's copper industry and employment in Great Falls
and so goes the world...

- The world economy is going through a restructuring. Tech-
nology - new materials R&D, bio-genetics, computers, elec-
tronics are the tools of rapid economic, political and
social change.

- Scientific knowledge now doubles every 5 years - 90% of all
the scientists who have ever lived are at work now. Rapid
change is the only constant.

- World <competition, production, quality, flexibility and
least cost are the keys to economic survival and prosperity.

- The technology revolution sweeping the industrialized coun-
tries will change our economy and society as profoundly as
the industrial revolution changed us from an agrarian cul-
ture. The effects of this restructuring we are only beginn-
ing to perceive in Montana but one thing is clear - any
industry, old or new, that does not wutilize the best
technology available will not likely survive the decade.

There are many problems that must be solved in Montana in order
to take advantage of these opportunities but we must not forget
that the future 1is not predetermined. It will be what we
make...or allow it to become by our inaction. We are committed
to action...to creating a new vision for Montana and achieving
it. We have new financing, marketing and tourism programs. By
the end of the 1985 legislature we will likely have a very good
technology R&D program focused on improving our primary in-
dustry. If we can expend the same amount of human energy,
financial resources and public participation this decade on
expanding and improving the state's economy as we spent the last
decade debating development issues, I believe our successes will
pleasantly surprise us.

Thank you.
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MITC PROJECTS SINCE LAST OCTOBER

Co-sponsored the Montana Export Conference with Senator Max
Baucus.

Helped initiate and organize the Montana Ambassadors.

Co-sponsored the Governor's Trade and Investment Briefing
For Japanese Companies.

Participated in the Western Governors Trade Conference in
San Francisco. (20 western states business representatives
and 10 Governors met to design a Western States Trade
Program.)

Served on the Governors Advisory Council on Economic De-
velopment.

Initiated the project for a new coal development strategy
for Montana and led the public discussion.

Organized the Cooperative funding for a full-time trade
and investment representative in Seattle with the state
Commerce Department, MSE, Inc., the Great Falls Foreign
Trade Zone and several private companies.

Served on the Finance Sub-Committee of the Advisory Council
on Science & Technology.

Assisted the MONTCO Mining Company to secure their new mine
_permit.

Helped organize and set up the Helena headquarters of the
Mansfield Foundation.

Served on the MSE, Inc. Board of Directors.

Assisted PLM, Inc. with their Big Horn Fuels Inc. ethanol
pro ject.

One of 30 delegates to attend the Japanese Media Relations
Seminar sponsored by the Committee For the Humanities, Salt
Lake City.

Helped initiate and organize the Taiwan Wheat Procurement
Mission September, 1984. They purchased @ $15 million of
wheat and barley.

Participated twice on Face the State: May - MITC and the
Montana Economy; September - The Coal Severance Tax.

Organized and hosted the Long Term Credit Bank's meetings

with Montana businesses seeking foreign investment,
October, 1984.
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- Organized and hosted Mr. Isogai the Japanese Consul
General's meeting and tour of Montana.

- Served on the Mayor's Blue Ribbon Committee On Economic
Development.

- Assisted Coca Mines to permit their Hog Heaven silver mine
near Polson which will employ over 100 people.

- Organized and MITC members hosted the visits of Mssrs. Koh
Sera, Vice President of Sumitomo and Shizuo Kawanami, Vice
President of Mitsubishi.

- Hosted the Korean wheat buyers, May, 1984.

- Made presentations on Montana's economy to a Japanese bar-
ley mission, October, 1984.

- Hosted and organized a tour of Montana's beef industry for
Mr. Miyabu of the Japanese Development Bank, July, 1984.

- Our Seattle representative, Clint Grimes, organized visits
of representatives of several trading companies with
Montana businesses, including Sumitomo, Mitsubishi and
Ajakawa.

- Presented testimony for a new coal development strategy to
the Coal Tax Oversight Legislature Interim Committee.

- Presented testimony to the Water Marketing Study Committee
of the legislature.

- Assisting Centennial Minerals to permit tﬁeir Montana
Tunnels gold mine near Jefferson City which will employ 250
people. :

This 1list does not include the dozens of businesses we've
assisted over the past year with a variety of problems large and
small. The 1list does not include the seminars, meetings, and
conferences at which we've made presentations on Montana's econ-
omy, the Build Montana Program, international trade and invest-
ment, resource development, taxes, environmental laws and financ-
ing. Finally, this 1list does not include the numerous media
interviews we have given for T.V. and radio stations, news-
papers, news letters, and magazines the purpose of which are to
inform Montanans about our activities and explain what we are
trying to accomplish.
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Rather than sit by the stream and wish for fish - better to
return and make a net. Chinese Proverb

MITC PLANNING SESSION
Executive Committee Planning Retreat - December 13
To assess where we've been - 1974-1984

Outline and clearly define what we want to achieve - the
unfinished agenda.

Sketch out a work plan, new budget, financial program and
schedule.

Define the role of MITC for the next 1 to 3 years.
Determine what MITC members want done.

Decide how the Commission should relate to and work with
others in Montana, the region and abroad.

Focus our limited time and resources on development targets.

Outline a new strategy for the Commission based on the new
realities of economic restructuring, on the global economy
wherein some of our best opportunities for business expan-
sion, new economic growth, new investment in manufacturing
and processing and tourism are with companies in the Pacific
Basin.



GREAT
FALLS AREA ~
CHAMDER OF COMMERCE

P.0.BOX 2127

926 CENTRALAVENUE

GREAT FALLS, MONTANA 59403
(406) 761-4434

February 5, 1985

To: Senate Taxation Committee

From: Roger W. Young, President
Subject: UNITARY TAX (GOODOVER)

As an organization very concerned with Montana's economic development future,
the Great Falls Area Chamber of Commerce supports the passage of legisiation
to modify the method by which the Montana Department of Revenue imposes the
unitary tax or "combination method" of accounting. Currently, the method used
taxes a business by combining all its earnings worldwide. We support Senator
Pat Goodover's bill to apply the method to "water's edge" meaning only a
company's U.S. operations would come under scrutiny.

The unitary tax often results in double taxation and may not fairly reflect

a business's earnings in the State. It definitely impedes foreign investment
in Montana, as many Japanese, Hong Kona, Korean and Taiwanese companies have
said they simply do not consider investing in states with a unitary tax.

We have become acutely aware on a first-hand basis of this resistance as the
Great Falls Economic Growth Council begins its efforts to market the newly
designated Foreign Trade Zone in Great Falls. The FTZ can do much to position
our community and the State of Montana so as to benefit from foreign investment
and enterprise. In almost every instance, our promotional efforts have met
strong anti-unitary tax sentiment. If Montana is to remain competitive and
send out positive signals, we must roll back unitary/combination method
taxation to water's edge. The loss of revenue to the state will be minimal
since few, if any, foreign companies are paying.the tax now. To our knowledge,
only one foreign-parent company has been combined. Future revenue is a moot
issue since there will be nothing to tax-anyway if the unitary tax barrier is
not removed.

In the past year, Oregon, Florida and Massachussetts have turned away from the
unitary tax. Legislatures in California, Colorado, Arizona, Utah and Indiana
are presently considering repeal. Montana must join the parade if "Build
Montana" is to remain in the ball game.

cc: Cascade County Delegation

Enclosure: Foreign Trade Zone Brochure

EXHIBIT 8 -- SB 330
Feoruary 14, 1985 =
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Unitary Taxation
and Worldwide
Combined Reporting

A Brief Explanation of Some State and Local
Income Tax Issues Facing Multinational and
Multistate Businesses in the U.S.

- EXHIBIT 9 -- SB 330
Fepruary 14, 1985
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Roports Unitary Tax:
The Corporate View

to Business

Council of State Chambers of Commerce

A~ EXHIBIT 10 -- SB 330
Fevruary 14, 1985



SENATE BILL 330
By Goodover, et al
STATEMENT BY CHAMPION INTERNATIONAL CORPORATION
IN SUPPORT OF BILL

MY NAME IS WILLIAM M. KIRKPATRICK AND I AM THE MONTANA GOVERN-

MENT AFFAIRS REPRESENTATIVE FOR CHAMPION INTERNATIONAL CORPORATION.
AS YOU MAY BE AWARE, CHAMPION RECENTLY ACQUIRED ST. REGIS CORPORA-
TION AND T AM PLEASED TO TESTIFY THIS MORNING ON BEHALF OF THE
NEWLY COMBINED COMPANY.

TO CHAMPION, THE STATE OF MONTANA IS ONE OF THE MOST IMPORTANT
STATES IN WHICH WE DO BUSINESS. MONTANA IS THE STATE IN WHICH
CHAMPION OWNS OVER 875,000 ACRES OF TIMBERLANDS; IT IS THE STATE
IN WHICH WE HAVE INVESTED OVER $500 MILLION IN MILLS, PLANTS

AND EQUIPMENT; AND MOST IMPORTANTLY, IT IS IN MONTANA THAT
CHAMPION, WITH OVER 3,000 EMPLOYEES, IS THE LARGEST INDUSTRIAL
EMPLOYER:

ON BEHALF OF CHAMPION, I AM HERE TODAY TO TESTIFY IN SUPPORT
OF THE PASSAGE OF SENATE BILL 330 .ENTITLED "AN ACT TO EXCLUDE
CERTAIN INCOME DERIVED FROM SOURCES OUTSIDE THE UNITED STATES
WHEN ALLOCATING AND APPORTIONING INCOME FOR PURPOSES OF THE
CORPORATE LICENSE TAX."

AS IS EVIDENT BY SIMILAR LEGISLATIVE PROPOSALS IN MANY STATES
ACROSS THIS COUNTRY, STATE TAXATION OF CORPORATE INCOME ON A
UNITARY, WORLDWIDE BASIS IS BEING RE-EXAMINED, MODIFIED AND

EVEN REPEALED. WORLDWIDE UNITARY TAXATION HAS PRODUCED FALSE

HOPES OF A WINDFALL IN STATE TAX REVENUES. 1IN REALITY, THE

ONLY WINDFALL SEEMS TO BE FOR THE PROFESSIONS WHICH MUST REPRESENT
CLIENTS OR TRY TO ADMINISTER THE CUMBERSOME PROVISIONS OF WORLDWIDE
COMBINATIONS.

CHAMPION IS NOT ADVERSE TO PAYING TAXES TO THE STATES WHERE
WE DO BUSINESS, BUT LET THOSE TAXES BE MEASURED BY THE STATE'S
PROPORTIONAL SHARE OF OUR COMPANY'S BUSINESS IN THIS COUNTRY.

-~ EXHIBIT 11 ~- SB 330
February 14, 1985
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TO ATTEMPT TO TAX THE EARNINGS OF SUBSIDIARY COMPANIES ALL OVER

THE WORLD, REPORTING UNDER DIFFERENT ACCOUNTING RULES, IN DIFFERENT
CURRENCIES, SUBJECT TO REPATRIATION RESTRICTIONS AND OTHER FACTORS,
DOESN'T MAKE GOOD OR FAIR TAX POLICY.

CHAMPION, THEREFORE, APPLAUDS THE MANY SPONSORS OF SENATE BILL
330 AND ENCOURAGES THE LEGISLATURE TO RECOGNIZE THE NEED FOR

THIS FAIR, SIMPLE AND EQUITABLE APPROACH TO TAXATION IN THE
STATE OF MONTANA.



Box 1176, Helena, Montana

JAMES W. MURRY ZIP CODE 59624
EXECUTIVE SECRETARY 406/442-1708

TESTIMONY OF JIM MURRY ON SENATE BILL 330 BEFORE THE SENATE
TAXATION COMMITTEE ON FEBRUARY 14, 1985,

Mr. Chairman and members of the committee, I am Jim Murry,
representing the Montana State AFL-CIO in opposition to Senate

Bill 330, wh*ch woulid rch the statc of Montana of desperately
needed revenm

'Ta

Two themes appear to nave dominatad discussion in this
legislative session: Where are we golng to get the monay ne=d=d
to provide the services necessary to run the state? and, How
can we most efficiently cut tfaxses on business ventures? In
our opinion, one topic cancels the cther out. Passage of Senate
Bill 330 would cost the state of Montana $10,000,000 a year.

We are already listing the losses anticipated with passage
of additional federal budget cuts. Potential loss of community
block grants and federal revenue sharing funds can be devastating
to Montana counties and communities. Price supports for family
farmers are under attack, and we face the terrible choice of
giving a windfall tax break to multinational companies while
cutting needy individuals off general assistance rolls.

Montana legislators are already walking a tight line.
We cannot in good conscience eliminate a revenue source
at this critical point in Montana's history.

We strongly urge defeat of Senate Bill 330.

EXHIBIT 12 -- SB 330
February 14, 1985
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y P.O. Box 2447
mDnTﬂnﬂ 300 Ri\?:r Drive North
anmEns Great ans, Montana 59403
union 1800.332.5003

TESTRONY OF TURY JUAPHL, PRESIDIT OF 1CUTAlA FANIZERS UNION
IIT OPPOSITICH TO SzliAT:E JILL 330.

I am Terry lurphy, Fresident of lontana Farmers Vinlon, headquartered

in Great ralls.

I speak in opresition to 338 330,

“ie believe in fair and e.uitable taxation of all peonle and Corporations
in reasonable proportion to the profiis they derive from participation
in our eccnonic system,

The Unitary Tax lLethod is the best method so far discovered to establish
a reasonable level of taxable income for multinational corporations in
a ziven jurisd*ction, specifically lontana, ‘'hy they should expsct to
do vusiness here, take roiits from here, and not pay proporticnal

toxes here, is Joyond e,

Passage of 53 3
o

0 will dlwactly benefit only multinaticnals--no cne
else, It is n¢ T

to iontanans or ontana bhased businesses,

“nat justification can possibly exist an, in effect, forgiving 10
illion or so, ia fer~c ‘Me Irom some of the world's larsest comnariss’

we're dealing with nearly one third of the State's Corporate License
Tax collections, This is not the vear to drop over 6 m11110n from
the General Fund and ;2.5 million from the School Foundstion Prosrean

Let us not open the door to bookkeeping tricks and incoze shufiling
to avoid payln; -ontana taxes, ietain an effective, luzally sound
method,

Je urge your disannroval of 33 330,

EXHIBIT 13 -- SB 330
Fevruary 14, 1985 -
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IProRTUNITIES] S TeR

P.O.Box 2289 e QreatFalls, Montana ¢ 59403 ® Telephone A.C. 406/761-0310
“Equal Opportunity Employer” M /F :

January 3, 1985

Dear Senator Goodaver;

The Board of Directors of Opportunities, Inc, a Human Resource Develop-
ment Council serving Montana Planning District V. at their December 104
1984 meeting passed a resolution in opposition to the Montana Unitary
Tax structure.

They therefore, request your assistance as an elected legislative re- _
presentative to take such action through introduction and support of -
legislation to repeal the Montana Unitary Tax.

Sincerely,

C?f« ragt

Les Stevenson
Administrator

LS/3J

.
- EXHIBIT 16 -- SB 330 -J?
Fepruary 14, 1985 i

Non-compliance of Equal Opportunity Employment will be cause for cancellation of P
nurrhacac for opode and/or corviroe





