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squity Placement

Bank of New England can arrange the
‘placement of equity. Our network of
sources within the industry is supple-
mented by the rescurces of Bank of
New England’s leasing and investment
banking subsidiaries, providing access
to a wide range of institutional
investors,

‘ixed Rate Opnions

Bank of New England can advise and
-arrange rage swaps, caps and other
instruments to protect a project from
interest-rate risk.

Alternate Energy Financing
Requires Know-how

T'he skitls needed to create workable
inancing packages are a scarce resource.
Fhere are few financial institutions
*quipped to provide the right package of
ervices, resources and experience.

3ank of New England’s extensive industry
xpetience adds value to cvery project.

* In gas-fired projects, we can add value
10 negotiating gas supply contracts.
Qur knowledge helps us identify such
important project components as the
right gas supplier, contract duration,
and pricing structure.

Hydro Power

» Qur experience with more than a dozen
hydroelectric plants has exposed us to
the full range of technical and regula-
tory issues involved in these projects.

Wind Power

We can advise in developmenr, flag poten-  * Bank of New England is one of the few

jal problems early and see you through
:omplex contractual arrangements.

zach type of alternate energy technology
resents challenges and opportuniries.
Jank of New England has specific experi-
nce with numerous technologies:

Cogeneration

Qur knowledge of cogeneration is
extensive. Our work with coal-fired
cogeneration projects has given us
experience with both rradirional and
innovative technologies—such as a cir-
cularing fluidized bed —used in coal-
fired plancs.

commercial hanks with extensive expe-
rience in this complex segment of the
industry.

Waste-to-Energy

- Waste-to-encrgy projects present unique
challenges. Bank of New England can
address the interplay of contracts and
significant regulatory and environmental
issues commonly found in such projects.

Biomass

» Our experience with wood waste facili-
ties enables us to work with you on the
fuel supply and technological issues
characteristic of biomass projects.

Successful Financing Takes
Resources

Bank of New England has the resources
and recognition you want on your team.
Bank of New England is ranked amonyg
the 25 largest U.S. banking institutions.
With assets over $27 hillion, Bank of
New England continues an ambirious
plan of growth and expansion. Project
financing is one of our kev growth arcas.

Your Access to the Financial
Community

Bank of New England’s ties to the U.S.
and international financial communiry
enable us to tap a large body of resources.
We draw on the credit resources of other
financial institutions to structure syndi-
cated credits for larger scale project
financings.

With access to our network, you can
successfully react to changing project
requirements. In short, Bank of New
England can improve the chances of
success in finding appropriate financial
backing.

For all the reasons we've mentioned,
Bank of New England is a recognized
leader in project finance. Qur staff is
ready to explore the possibilities for suc-
cess with you. Find out what Bank of
New England can offer your alternate
ENergy project.

For more information please call us at

617-973-4337.
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Arthur Young __Iiggggpatior—ial:
A World of Difference

ving business internationally is different. Comper-

ing in foreign markets can be exciting and rewarding

for growing companies, but there are also sobering
challenges—and basic differences—thar must be faced. Multina-
tional companies £7ow—and aspiring multinationals Jearn—
that to achieve their objectives abroad, they need to pay
attention to some important differences that affect the way
they conduct business:

Financial reporting requirements are different. Most coun-
tries havé their own unique—and sometimes extensive— -
requirements for financial reporting, and it is essential that

a company know how to comply with local standards.

Tax laws are different. Almost every important business deci-
sion a company makes in another country has tax ramifica-
tions. Multinational companies need tax advisors who are fully
informed about the tax implications at heme and @broad of their
international business decisions.

Management prroblems are different. Everything from busi-
ness practices to employee attitudes to communications can
be different in foreign countries. Executives of multinational
businesses need the best advice they can get in dealing with
these issues.

Expatriate employees have special needs. It costs money—
and time and attention—to maintain employees abroad. Keep-
ing costs down is critically important. A multinational company
needs to consider the impact of tax and other costs at home and
abroad in arriving at appropriate compensation decisions.

Arthur Young International firms help hundreds of multi-
national companies deal with these and other issues. This
booklet has been prepared to give you a brief overview of the
services that we can provide to your company as you face

the challenges of doing business abroad.






How Arthur Young Professionals Can Help You

- We bave a worldwide ovganization of
accountants, auditors, tax advisors,
and management consultants to meet
Your international business needs.

« We are committed to excellence.
 We speak your langnage.

«We bave “international desks’ ro serve
You in major financial centers.

- We grve you personal attention.

We bave a worldwide organization to meet your
international business needs, Arthur Young Interna-
tionaf is one of the world’s largest professional service
organizations providing accounting, audit, tax, and
management consulting services to private enterprise
and public agencies in 70 countries. The firms of
Arthur Young Ineernational have offices ready to serve
you in over 370 ciries around the world.

We are committed to excellence. The partners of the

Arthur Young firms are pledged to provide clients with

the best in professicnal service and to conduct their
practices in accordance with the highest professional
standards applicable to their respective countries. A
Management Council representing Arthur Young
International firms, supported by an Execurive Office,
ensures that inrernational services to the clients of
Arthur Young firms are well coordinated and of the

highest standard. The Management Council establishes

policies for the conduct of professional engagements
ahd conducts programs to monitor compliance with
these policies. It also sponsors programs for the peri-

odic exchange and education of professional personnel.

We speak your language at home. Dealing with a
tirm thart is a major presence in your own country and
in the other couniries in which you do business is a
definite plus. It means that the Arthur Young profes-

sional who handles your business on a regular basis has

a direcr relarionship with your accountants and con-
sultants abroad. There are more than 20,000 profes-
sionals in Arthur Young firms worldwide, available to
give the kind of assistance you need to help assure the
success of your business.

We speck your language abroad. When you work
with Arthur Young people in a country other than your
own, you benefit from association with professionals in
a strong firm that has a significant presence in its locale.

“We can help guide you through the mazé of regulations
and laws that your foreign business is exposed to, and
keep you abreast of customs and protocol thar could
cause unforeseen setbacks in your business dealings,
At the same time, the liaison of the Archur Young firms
abroad to our office in your home city gives you the
comfort of doing husiness with a familiar face,

We have “international desks” to serve you in
magor financial centers. We maintain over 100 pro-
fessionals outside their home countries in major cen-
ters around the world to augment local expertise and
to serve internarional clients. These "'international
desk™ professionals, as we call them, are especially well
equipped to serve your international business needs.
They bring you expertise based on personal experience
in their home countries and their countries of resi-
dence. They can help you reach solutions to your busi-
ness problems that satisfy local requirements and your
needs at head office. And they speal: your language.

We give you personal attention, There is a special
guality that distinguishes Arthur Young people: We
take business personally, This means that when you
turn to us, in any of our offices around the world, you
can be sure of recesving the benefir of quality service
tailored to your specific needs.

We are known worldwide for our pragmatic
approach to business, combining the best of craditional
approaches with current, innovative methods and rhe

latest advances in technology. Yer, we believe this is not
enough: You deserve more than technical expertise. We
make the extra effort to know your business concerns,
By treating you and your business colleagues as indi-
viduals, we can meet your company's very particular
demands,

~ No marter how big or small your organization is,
we believe we can provide recommendarions thar are
timely, forward-thinking, and creative. Thar is why so
many clients regard us not only as audirer, rax profes-
sional, or management consultanr bur also as trusted
advisor.




Arthur Yolmg Audits: The Benefits for You

- Experienced professionals looking at
Your business.

Imaginative, sensible recommendations
for management.

- Worldwide andit teams; centralized
andit decisions.

. Advanced, cost-¢ffective andit
technology.

Experienced professionals looking at your business.

Investors, lenders, and regularors rely on us to be rigor-
ous and independent in our scrutiny of financial infor-

mation published by management—and we are.

Imaginative, sensible recommendations for man-
agement. Management also relies on our experience.
We believe it is our responsibility ro use the knowledge
of your operations accumulated during the course of
the audit to help management solve problems and scize
opportunities,

Worldiide andit teams; centralized audit deci-
stons. The rypical Archur Young international audit
team is headed by a coordinating parner located near
your head office who has full authoriry to make all deci-

sions on our worldwide services to you. We ensure that
you get efficient coordination with your financial man-
agement and your intecnal audit group, that there is
good personal chemistry with your key people, that you
receive timely communication of our audit findings,
and that there are no surprises. -

Advanced, cost-effective audit technology. The need
to provide clients with an audit that can supply sophis-
ticated informarien and be reasonable in cost hasled
Arthur Young to search for many ways of integrating
technology into our work. One of our latest innovations
is a sophisticared microcomputer software system that
makes the audit significantly more efficient. For the
first time, expert systems technology has been incorpo-
rated throughout the audir process to assist our audit
teams in developing the most efficient audit plans and
tests. The computer also allows us to conduct a “paper-
less” audit, where schedules, trial balances, and work-
sheets can be created electronicaily, thus improving
productivity. :
And whar are the benefits for you? Enhanced rimels-
ness and responsiveness, reduced risk of overauditing,
and easy integgation with your own computer systems.
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Comprehensive International Tax Services

Income tax planning: a priovity for

international business.

- Special tax services to meet your special

tax needs.

« Help for yonr expatriate employees.
+ Keeping you informed,

Income tax planning: a priority for international
business, Our clients rura to us for imaginarive, com-
prehensive international tax planning advice. With the

increasing complexity of tax laws, our thorough knowl- -

edge of how they are administered in various countries
1s more crucial than ever, and is'the basis of sound
advice that helps clients to properly minimize their tax
obligations. For example, we were called in by a Euro-
pean manufacrurer/retailer undergoing major interna-
tional expansion because its growth had been so rapid
that management never spent the time to determine
whether the optimal tax strucrure was in place. Afrer
our team examined the structure of the group, from
manufacturing to marketing, we recommended that a
large segment of the operation could be restructured
and set up in a fower tax jurisdiction. Some of the rec-
ommendations were transferable to the company's

operations in other countries: In one North American
purisdicrion alone, an immediate tax saving of more

than $1 million was achieved.

Special tax services to meet your special tax needs.
We have over 3,400 full-time tax professionals around
the world to help meet your needs. Some are specialists
in particular fields of taxation. Commodity raxes (e.g.,
sales and excise taxes, the European value-added rax,
customs duties, etc.), personal executive tax planning,
taxes applicable to particular industries, such as bank-
ing, insurance and natural resources, are examples of
specialization within an already specialized professional
discipline.

Helﬁ Jor your expatriate employees, We assist you in
establishing appropriate levels of compensation for
employees residing outside their home countries. You
get our help in assessing whecher your international tax
costs can be reduced, and in assuring your personnel
overseas that their tax filings comply with both foreign
and domestic requirements.

Arthur Young’s expatriate rax services are unparal-
leled. We show you how to reduce the cost of keeping
employees abroad, and how to look after the affairs of
foreigners on assignment in your home countty, We
consult with many major companies on expatriate
taxation—providing this service not only to our own
multinational audit clienrs, but to 2 substantial number
of major companies thar aré audited by other account-
ing firms.

Keeping you informed, Today, as more and more
clients of every size conducr business outside their
national boundaries, our experrise in international rax
helps assure that cross-border tax services are well
coordinated. Our broad resources keep us currenz on
developments around the world—and we pass this
knowledge on to you.

For example, in many countries of the British Com-
monwealth, where national budgets are prepared in
greatsecrecy, our tax professionals provide an analysis
as soon as 2 budger message is delivered, usuafly within
24 hours. In the United States, our tax specialists pro-
duce The Arthur Young Tax Guide, which has achieved
wide public acceptance, reaching the top of The Nex:

York Times best-seller list, The historic tax reforms and
subsequent tax revisions in the United Stares are also

 the subject of publications and seminars by our U.S. tax

professionals aimed at clients with problems to sove or
opportunities to capitalize on.

Arthur Young International publishes Warld Busi-
nesi Reporss, an information service that reports on rax
and other issues affecting international trade and
investment in 35 countries. It is 2 sourcebook for cli-
ents seeking answers to vital questions conéerning
the challenges of conducting businesses in the most
important markecs around the world. A typicel report
includes information on the country’s gencral business
climate, regulations governing competition, corporate
and personal taxation, financial Teporting require-
ments, labor considerations, foreign trade pactetns,
and much more,




Servicesin Support of Management

- Making information systems

work for you.

- Focusing corporate vesources.
- Changing your company's dimensions.

Making information systems work for you. Our work
in information technology helps your business in two
ways: First, to decide whether the compurer systems
you have in place are suitable for the needs of your busi-
ness. Second, to help your company bridge the gap
berween people and computers—and translate varied
demands into workable, realistic information systems.

We don’t view technology as a business in itself—
but as an important tool leading to crucial decisions,
which can be translated into operational success and
increased profits. Organizations of all sizes should be
able to use computers to support key business pro-
cesses, activities, and strategic plans. To this end,
Arthur Young developed Strategic Informarion Systems
Planning, which builds and enhances a vital working
parenership among all computer users.

A major problem for business has been the inordi-
nate amount of time {and expense) needed to make
even routine changes to computer systems. To help our
clients meet this challenge, we entered into a joint ven-
rure with James Martin, an acknowledged pioneer in
information technology development. The result is the
Information Engineeving Workbench, an integrared sct of
software tools that automates the work of systems ana-
lysts, designers, and programmers, and improves the
speed and quality of computer systems design.

Focusing corporate vesources. In this age of unprece-
dented competition and change, many companies have
found that a clear sense of purpose throughout a com-
pany is 2 key, but elusive, ingredient for success. How
do you get all pares of your organization £o stop pursu-
ing separare goals and concentrate their efforts? The
Arthur Young Strategic Management Consulting
Group's FOCUS/SEP process can help you choose the
direction for your organization, define how o get there,
and identify the resources needed o achieve your goals.

It is an approach that helps you take a hard look at your
organization, COMpetition, current resources and strat-

egies, and future opportunities and risks.

Strategic planning can help in many areas—for
example, it can lead to the conclusion that information
systems need updating or that costs must be reduced, or
that a business unic should be disposed of. Not only can
our specialists help you plan these changes, they can
also help you pur them into effecr.

Changing your company’s dimensions. No matter
what type of company you manage, there is a stage
when strategies for the future sit heavily on your shoul-
ders: Should you buy our a competitor? Do you want o
merge with a compatible operation? Is it time to sell out
and stare a new business from scratch? Our profession-
als have been involved in transactions of every size, with
major corporations, governments, and private, owner-
managed companies, © bring together the right candi-
dates for mergers, acquisitions, and divestitures,

For example, when a large U.S, insurance broker
acquited 2 diversified organization headquartered in
the United Kingdom, we assisted the new owner in
disposing of a retailing operation that did not fic his
corporate strategy; our funcrions began with the struc-
wuring of the deal, and followed through to the closing.
In another instance, we were engaged as advisors in
structuting a joint venture between a large diversified
business and a wholesale food operation; again, we
helped to develop the strategy, developed the corporate
scructure for the joint venture, and assisted the client
with his negotiations.

Our services in this area are used not only by pri-
vately held and public companies, but by government
bodies as well, Today, as national governments seek to
rurn state-run industries back to private hands, we
often help them find the right partners. For example,
we helped locate a major pulp and paper company asa
buyer for a kraft mill owned by a Canadian province.
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Services in Support of Management ..

* Gaining access to sources of
imternational capital,

- Planning for profitability
- Services for growth and expansion.
 Strategies for corporate rescue.

Gaining access to sources of international capital,
When a company needs to raise capital outside its home
counry, the roadblocks somerimes seem impassable.
Our professionals can make the path more straightfor-
ward. For example, when one of our Swedish clients
wanted to raise funds in several countries simulta-
neously (resulring in one of the largest public securiries
offerings ever made in Europe), we worked with its
lawyers and underwriters to clarify the accounting and
financial reporting issues. In another 1nsrance, we
helped a European client to become qualified to make 4
public offering in the United States, through appropri-
ate filings with the U.S, Securities and Exchange Com-
mission, and worked with the underwriting team to
help ensure the offering's success. And in Japan, which
1s increasingly important as a source of internarional
capital, we have helped a number of North American
and European corporations to list their shares on the
Tokyo Stock Exchange, thus offering access to that
<ountry’s invesors.

Planning for profitability. The decision to bring a
new product of service to market requires a successful
combination of risk analysis, informarion, experience,
and entrepreneurial spirit, Qur specialists in costing
and profitability planning, for example, helped a major
international bank to pinpoint 2 previously unrealized
gpportuniry for profit improvement, by reviewing
product lines, the cutrent volume of business, and the
revenues and costs of each product. We also reviewed
the average cost of funds, the loan yields and transac-

. government,

tion costs of all banking product lines, and the compu-
tation of profit margins and break-even points. Our
study resulted in the bank’s detailed re-examinarion of
marketing thrusts and business direction in terms of
profit pozential. e

Services for growth and expansion. While much of
our consulting work deals with specific situations,
others deal with typical stages in the life of 1 modern
business organization. In many places, from Istanbul to
Indianapolis, from S3o Paulo to Seoul, our accounting
and consulting professionals help new companies
become established by drafting business plans, setting
up internal accounting systems, and determiningways
of funding future growth, either privately or as public
companies. We can also help established companies
entering a country for the first time o locate the right
marketing assistance, construction contractors, or busi-
ness partners for their specific needs. For example,
when a major consumer products company needed
assistance in establishing business operations in the
People’s Republic of China, our professionals in Hong
Kong provided the liaison. We helped our client to
negotiate the venture with government officials, helped
1o assess the proposed investment and the costs
involved, and helped to spell our the responsibilities of
each party in the deal. The resulr was a Cooperative
production venture with 2 major Chinese munici pal

Strategies for corporate rescue. Not all of our work is
focused on helping prosperous or growing companies
to function properly and thrive. When a company finds
teself in financial trouble or even insolvent, it needs help
in assessing the resources at its disposal and dealing
with its creditors, This difficult position calls for a
whole new set of financial plans, which becomes part
of the strategy for effecting a corporare rescue.




We Are Ready to Help You

1s a major multinational corporation or an entrepre-

neurial venture expanding into new foreign markets,
Arthur Young firms around the world are ready to help you
meet your business needs. Are we trying to be all things to all
people? Definttely not. We do what we do best: auditing and
accounting, tax planning, and management consulting. But
when it comes to making those services meet the needs of our
clients, Arthur Young professionals do it with imagination, effi-
ciency, and good judgment. Because at Arthur Young, we take
business personally.

‘J 7 ou probably have realized by now that whether yours

If you have a question about anything that you have read here,
ot would like to know more about what we have to offer, please
call us in any of the more than 370 cities around the world
where Arthur Young people can be found.

in the Tmiteel Staces of America

l
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3.0 PROJECT STRUCTURE AND TAX CONSEQUENCES

The purpose of this section is to address the more salient income tax issues
associated with the proposed international methsnol operations. Conclusions
are based on a preliminary vreview of Trinidadian taxation. Favorable
interpretations under current political and tax regimes upon which advice has
been given are subject to change. To facilitate presentation, this section is

divided into several parts each containing a brief discussion of the complex
issues involved. The following areas are discussed:

- Organizational Structure

. Plantship Ownership ) .

. Profile of Investors

. Plantship Operation

- Marketing Activities -

3.1 ORGANIZATIONAL STRUCTURE

A proposed organizational structure consists of Yankee Energy Corporation, a
U.S. corporation, which will form in the Cayman Islands a marketing company
and a separate operating company. The marketing company will purchase the
plantship and subsequently sell it to the operating company which will conduct
a branch operation in Trinidad. Processed methanol will be sold by the
operating company to the marketing company which will then sell the methanol
to U.S. consumers.

3.1.1 PLANTSHIP OWNERSHIP

Under the proposed structure, the Plantship initially will be owned by the
Cayman Islands marketing company but title will be transferred upon sale at
cost plus capitalized. interest to the operating company upon commencement of
operations. .

Since there is no income tax in the Cayman Islands currently, companies
organized there will not be subject to Cayman Islands taxation on sales or
manufacturing income.

From a Trinidad perspective, there is a possibility of operating virtually tax
free for 10 years. Under fiscal incentive legislation for which there are no
established qualification criteria, a company may operate income tax free for 10
years. Potentially, the holiday may be extended to apply to petroleum and
other taxes as well. Qualification is assessed on an ad hoc basis. Otherwise,
pranch profits are subject to taxes in Trinidad. -

The Cayman Islands marketing company will be the entity which will:
1) contract for the construction of the planfship and

2) service debt, on terms approved by lenders, from monies received from
the operating company.

[28]



It must be noted that an import duty tax mey apply to the importation of the
plantship te Trinidadian waters. However, it may be possible to negotiate a
low raie.

3.1.2 PROFILE OF INVESTORS

There are basically two types of potential U.S. investors; U.S. corporations
with low taxed off-shore earnings and U.S. corporations with no off-shore
activities.

Generally, a foreign subsidiary of a U.S. multinational company may be able to
invest. its low-taxed offshore earnings in the proposed foreign methanol
operations and defer U.S. tax until repatriation. However, investments by
foreign subsidiaries may result in application of the subpart F and/or "Passive
Foreign Investment Company" rules to the domestic parents. To the extent a
domestic corporation is taxed on such foreign source income, it may be able to
take advantage of the foreign tax credit for taxes paid by the subsidiary.

U.S. corporations with no offshore activities may also invest but they would be
taxed in the U.S. on income received on the investments. These investors
may also be able to take advantage of the foreign tax credit with respect to
any foreign taxes paid on the income by them. Additionally, the infusion of
foreign source income may enable these investors to utilize foreign tax credit
credit carryovers,

The project may also have off-shore investors in the marketing company. The
choice of U.S. investors and the level of off-shore investors will be made oniy
once the U.S. participation level is known.

3.1.3 PLANTSHIP OPERATION

-Cayman Islands Operating Company - As noted above, the operating company
would be free of Cayman Islands’' tax. Not considering the potential tax
holiday in Trinidad, branch operations conducted there would be taxable in
Trinidad, however, depreciation deductions may offset income and initally
result in a loss operation. If the operating company qualifies for the tax
holiday discussed above, the operating company mey operate tax-free for up to
ten years. Further, the operating company should not cause adverse U.S. tax
effects under either PFIC rules or the Subpart F rules. However, increased
investment of earnings in U.S. property could result .:n deemed distributions
to the U.S. owners of the marketing company.

As stated above, the Plantship may benefit from a 10 year tax heliday in
Trinidad. However, for purposes of better appreciation of other possible tax
consequences, the following subparts summarize various Trinidad taxes and
rates.

-Corpomte Taxes - For Trinidad and Tobago tax purposes, corporations are

classified as either resident or nonresident. Resident corporations are taxed
on worldwide income whereas nonresident corporations are taxed only on income

(22]



derived from Trinidad and Tobago irrespective of place of receipt. To the
extent not relieved by fiscal incentive legislation or otherwise through
negotiation, the current corporate income tax rate is 40%. An "Unemployment
Levy” of 5%, a 1.5% "Business Levy” and a 3% "Impost" -tax may also apply if
not included in fiseal relief provisions.

.Petroleum Taxes - In lieu of corporate taxes an operator (not a mere owner
who rents out the equipment) of extraction or other equipment at a natural gas
gite is subject to "Petroleum Taxes" at the current rate of 45%. This tax is
subject to negotiation under current regimes, however, substantial changes 10
the Petroleum Tax legislation is pending.

.Branch Remittance Tax - Foreign corporations deriving profits from Trinidad
and Tobago through branch operations are subject to corporate taxes at the
full rate. Net profits are deemed remitted in full and are subject to branch
withholding taxes at a 30% rate. This rate is reduced if the entity is
organized in a treaty country as shown below. Amounts reinvested in
Trinidad, other than funds used to replace fixed assets, are not deemed
remitted. -

.Other Withholding Taxes - Withholding tax applies to distributions to
nonresidents including payments of interest. To . the exXten! capitalized
interest may be recharacterized as other than principal witholding tax may
apply. The following chart depicts the rate applicable to several categories of
distributions and/or payments. The withholding rate may run as high as 30%
but it may also be reduced by treaty.

. Subsidiary
Dividends* Interest* Royalties Rent Profiis

Non Treaty Country: 15-25 25-30 20-30 30 30
Treaty Country: ;

U.S. 10-25 10-23 25 30 10
U.K. 10-20 10-20 20 30 10

*Note: Rates on interest and dividends vary depending upon the recipienis
ownership of the paying corporation and on whether the interest is bank
interest.

3.1.4 MARKETING ACTIVITIES

As stated above, a separate corporation would be organized in the Cayman
Islands. This company would operate as a marketing company. Methanol
would be sold by the operating company 1o the marketing company which in
turn would sell the methanol to U.S. consumers. Marketing activities may
potentially be arranged so as to not result in establishment of a branch in the
U.S. Several U.S. tax jssues arise with respect to the operations of the
proposed marketing company. The issues relate to intercompany pricing
between the operating company and the marketing company, Subpart F rules,
PFIC rules and imported property considerations. These issues will be
discussed in order.

[30]



Intercompany Pricing Rules

The Internal Revenue Service has broad authority to allocate or reallocate
items of income or deduction between related entities under common control.
The phrase "common control” as used here, is a broad concept and inecludes
not only actual legal control but also indirect or practical control. Generally,
it is sufficient to conclude "common status” if some entity has the ability to
significantly influence the operations of the two companies.

The general rule with respect to intercompany pricing or transfer pricing is
that the price charged by a related company to another related company should
equal an amount that would be charged to an unrelated company. This is the
so-called "arm's length" standard. To the extent transfer pricing does not
comply with the arm's length standard, the Internal Revenue Service is free to
allocate items of income or deduction between the companies so that income is
properly reflected. Consequently, sales of methanol to the marketing company
should be priced in consideration of intercompany pricing rules.

Subpart F Rules

The proposed organizational structure should not run afoul of the Subpart F
rules. Under the pmposed structure, the Trinidad operating company, a
related party organized in the Cayman Islands, would be selling methanol
processed at its branch location in Trinidad to the related marketing
company, organized in the Cayman Islands. The marketing company would
sell the methanol to U.S5. consumers tax free in the Cayman Islands.
However, the manufacturing operation would either be subject to taxes in
Trinidad or not subject to taxes depending upon whether or not the
company is able to take advantage of the Trinidad tax holiday.
Conversely, if cash is left in the marketing company and not distributed,
its investment by the marketing company could result in foreign personal
holding company income. If such income exceeds the lesser of 5% of the
marketing company's gross income or $1 million, the income would be deemed
distributed to the U.S. sharehoiders under the Subpart F rules resulting in
current U.S. taxation at the shareholder level.

PFIC Rules

The marketing company could potentially qualify as a PFIC with the
attendant adverse tax consequences to the U.S. shareholders, If the
marketing company's average assets for the year are comprised of 50
percent or more passive income generating assets, the company will gualify
as a PFIC.

The consequences of PFIC status depend on whether or not the corporation is
a Qualified Electing Fund (QEF). A QEF results in current taxation at the
shareholder level. Non-QEF status results in adverse taxation upon excess
distributions. Since the company will presumably have minimal fixed assets,
the company's passive assets, e.g., cash or temporary investments, could
easily constitute 50 percent or more of the company's total assets.
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Imported Property Considerations

A House proposal under the 1987 Tax Act would result in current taxation
of the U.S. shareholders of a controlled foreign corporation to the extent of
the corporation's "imported property income." The rules would operate
similar to the Subpart F rules resulting in current taxation at the U.S.
shareholder level as a result of deemed distributions of imported property
income. Although these rules have not been enacted there is a potential
for their enactment in the future. :
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