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SUMMARY

The Alaska Supreme Court affirmed a superior court decision upholding income tax assessments and
penalties imposed by the Alaska Department of Revenue against Tesoro Corporation and its
subsidiaries for tax years 1994 through 1998. The court held that Tesoro operated as a single unitary
business subject to formula apportionment and rejected its constitutional challenge to taxing income
from its non-Alaskan subsidiaries. The court also concluded that the remedial apportionment formula

was reasonable and that the penalties were permissible.
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PROCEDURAL POSTURE Tesoro appealed Alaska income-tax assessments, interest, and

penalties through informal Department of Revenue proceedings, an
administrative-law-judge hearing, and the superior court. The superior
court affirmed the administrative law judge's decision, and Tesoro

appealed to the Alaska Supreme Court.

STANDARD OF REVIEW Questions of law, constitutional issues, and statutory interpretation are
reviewed de novo under the independent-judgment standard. Disputed
factual findings in administrative decisions are reviewed for
substantial evidence, without reweighing evidence or reevaluating
credibility determinations. Whether a taxpayer's business is unitary is
reviewed de novo, with only some weight given to the agency's

decision.
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QUESTIONS PRESENTED

1. Whether Tesoro's subsidiaries constituted a single unitary business subject to formula apportionment
under the Due Process and Interstate Commerce Clauses.

2. Whether Tesoro had standing to challenge the internal consistency of Alaska's two-formula

apportionment scheme.

3. Whether the Department of Revenue's remedial property, sales, and extraction formula was reasonable
as applied to Tesoro under AS 43.19.010, article IV, section 18.

4. Whether the Department of Revenue permissibly imposed failure-to-pay and negligence penalties on

Tesoro.

HOLDINGS

1. Tesoro and its subsidiaries constituted a single unitary business because the record showed functional
integration, centralized management, and economies of scale sufficient to establish flows of value

among the business segments.

2. Tesoro lacked standing to challenge the internal consistency of Alaska's apportionment scheme because

it failed to show that the alleged inconsistency caused it an actual adverse injury.

3. The Department of Revenue's use of the property, sales, and extraction formula was reasonable as
applied to Tesoro and satisfied AS 43.19.010, article IV, section 18(c).

4. The Department of Revenue permissibly imposed failure-to-pay and negligence penalties because the
penalties were based on Tesoro's repeated failure to recognize the unitary relationship between its Alaska
refinery and pipeline operations, not merely on its challenge to the constitutionality of the apportionment

formula.

KEY QUOTATIONS

“Under the Due Process and Interstate Commerce Clauses of the United States Constitution, a state “may not

tax value earned outside its borders.”” (at 11)
“For these reasons, we hold that Tesoro was a single unitary business throughout the relevant period.” (at 21)

“Because Tesoro has not demonstrated that it has suffered any harm as a result of the alleged internal

inconsistency, it has failed to establish its standing in this case.” (at 29)



“DOR permissibly assessed the penalties.” (at 38)

“For these reasons, we AFFIRM the superior court’s decision that affirmed the administrative law judge’s

award of taxes, interest, and penalties.” (at 39)

FACTUAL BACKGROUND

Tesoro Corporation was a Texas-headquartered petroleum company with subsidiaries organized into exploration
and production, retail and marketing, marine services, corporate, and finance segments. Tesoro's board actively
directed subsidiary financial and operational decisions, while corporate departments provided centralized
financing, accounting, legal, human-resources, risk-management, and other services. After Tesoro purchased the
Kenai Pipeline in 1995, it claimed that the pipeline, finance segment, and other subsidiaries were not part of the
same unitary business and sought to limit Alaska taxation to selected operations. The Department of Revenue
rejected that position, applied Alaska's apportionment formulas to Tesoro's unitary business, and imposed

penalties for Tesoro's repeated failure to treat the Kenai Pipeline and related operations as unitary.
PROCEDURAL HISTORY

The Department of Revenue assessed Tesoro for tax years 1994 through 1998 using formula apportionment of
the income of Tesoro's worldwide unitary business and imposed failure-to-pay and negligence penalties. After a
ten-day administrative hearing, the administrative law judge found that Tesoro and its subsidiaries constituted
one unitary business, that the three-factor apportionment formula was constitutionally and statutorily reasonable,
and that penalties were permissible. The superior court affirmed, and the Alaska Supreme Court affirmed the

superior court's decision.

DISPOSITION

affirmed
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