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REPORT ON LITIGATION

This portion of the WTB summarizes
recent significant Tax Appeals Com-
mission and Wisconsin court deci-
sions. The last paragraph of each
decision indicates whether the case
has been appealed to a higher court.

The last paragraph of each WTAC
decision in which the department’s
determination has been reversed will
indicate one of the following: 1) "the
department appealed”, 2) “the de-
partment has not appealed but has
filed a notice of nonacquiescence”
or 3} "the department has not ap-
pealed” (in this case the department
has acquiesced to Commission's
declsion).

The following decisicns are
included:

Individuat Income Taxes

Wendy L. LaBadie
Basis of assets
Robert M. Lawn
Allocation of income
Wayne Schultz, Marjorie Schultz,
Wendell Schultz and Daniel Schultz
Penalty - underpayment of taxes

Corporation Franchise/Income
Taxes

international Business Machines
Corporation
Apportionment
Lake Wiscensin Country Club
Gross income - membership dues
Spacesaver Corporation
Wives' travel expense
United States Steei Corporation
Apportionment
Unitary business

Sales/Use Taxes

Netex Pet Foods, Inc.

Claims for refund
Skycom Corporation

Cabie television system services
Vailey Ready Mixed Concrete Co.,
Inc.

Maufacturing exemption

Homestead Credit

Evelyn M. Filiner
Joint ownership

Alice L. Szymczyk
Nursing home resident receiving
medical assistance

INDIVIDUAL INCOME TAXES

Wendy L. LaBadie vs. Wisconsin
Depariment of Revenue (Wisconsin
Tax Appeals Commission, February
12, 1985). The issue in this case is
whether or nof the taxpayer is re-
quired to pay Wisconsin income tax
ongainincurred from constant basis
assets (namely, her shares of Clark
Oil & Refining Corporation stock)
occurring during a period of
nonresidency.

Prior to January 1, 1978, Wendy
{_aBadie was domiciied in and a resi-
dent of Wisconsin. From January 1,
1978 through August 31, 1980, the
taxpayer was not domiciled in and
was not a resident of Wisconsin. On
September 1, 1980, she reestablished
her Wisconsin domicile and
residence.

Prior to January 1, 1965, the taxpayer
acquired 58,936 shares of common
stock of Clark Qil & Refining Corpo-
ration, a Wisconsin corporation
("Clark stock”), by gifts on various
dates. The aggregate fair market val-
ues of these shares on the various
dates she received them totalled
$62,894.32. The aggregate fair mar-
ket value of these shares on Decem-
ber 31, 1977 and September 1, 1980
was $360,983 and §$1,312,246.85,
respeactively.

During the period January 1, 1965
through December 31, 1977, the tax-
payer acquired 7,408 shares of Clark
stock by gifts on various dates. The
aggregate fair market value of these
shares on December 31, 1977 and
September 1, 1980 was $45,374 and
$164,843.75, respectively.

During the period January 1, 1978
through August 31, 1980, the tax-
payer acquired 1,054 shares of Clark
stock Dy gifts on various dates. The
aggregate fair market value of these
shares on September 1, 1980 was
$23,467.97.

On September 18, 1981, Wendy
LaBadie scld her 67,398 shares of
Clark stock on the instaliment basis
with 5% of the purchase price being
paid in 1981 and the balance there-
after. For federa! income tax pur-
poses the basis of these shares was
$5.391.84. The aggregate purchase
price for these shares was $2,493,726
or $37 per share. She received pay-
ment of $124,6B6.30 of the total
purchase price in 1981 and reported
$124,387.05 as capital gain taxable

in 1981 for federal ingome tax
pUrposes,

The taxpayer's original 1981 Wiscon-
sin income tax return reported her
1981 installment gain on the sale of
the 67,398 shares of Clark stock as
$124,387.05, basing her Wisconsin
basis for the shares on her federa!
adjusted basis in order to determine
the amount of the 1981 Wisconsin
taxable capital gain. She filed her
original 1981 Wisconsin income iax
return and paid the $16,571.31 Wis-
consin income tax shown on or
before Agrii 15, 1982.

Wendy LaBadie filed an amended
Wisconsin income tax return on Jan-
vary 14, 1983 claiming a refund of
$5,762.15 in Wisconsin income tax
due to Wisconsin basis adjustments
to the 67,398 shares of Clark stock
aggregating $57.621.46 for 1981 as
follows:

A. 58936 shares acquired prior to
Janaury 1, 1965.

(i}
Aggregate fair mar-
ket value of shares

on date of gifts $ 6289432
Less: federal basis of
Wisconsin basis

adjustment 58,211.80
Percent of basis re- .

covered in 1981 5%
1981 Wisconsin basis

adjustment 2.910.59

Reduction in 1881 re-
ported Wisconsin
capital gain

(1)

Fair market vaiue of
shares on Septem-
ber 1, 1980

Less: Fair market
value of shares on

§ 281059

$1,312,246.85

Dec. 31, 1977 _(380,883.00]
Wisconsin basis

adjustment 951,263.85
Percent of basis re-

covered in 1981 5%
1981 Wisconsin basis

adjusiment 47.563.19
Reduction in 1981 re-

ported Wisconsin S 47.563.19

capital gain

B. 1,054 shares acquired January 1,
1878 - August 31, 1980,

Fair market value of
shares on Septem-

ber 1, 1980 $ 2346797
Less: tederal basis of
shares (8432}
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Wisconsin basis

adjustment 23.383.65
Percent of basis re-

covered in 1981 - 5%
1981 Wisconsin basis

adjustment 1,169.18
Reduction in 1981 re-

ported Wisconsin $ 1169.18

capital gain

C. 7408 shares acquired January 1,
1965 - December 31, 1977,

Fair market value of
shares on Septem-

ber 1, 1980 $ 164,843.75
Less: fair market

value of shares on

December 31, 1977 (45,374.00)
Less: federal basis of

shares __ (692,64}
Wisconsin basis

adjustment 118,569.75
Percent of basis re-

coverad in 1981 5%
1981 Wisconsin basis

adjustment 5,978.48

Reduction {n 1981 re-
ported Wisconsin $ 587848

capital gain —_—

By notice of refund dated April 14,
1983, the department allowed the
Wisconsin basis adjustments and re-
ductions in the taxpayer's reported
1981 Wisconsin capital gains set
forth in paragraphs Afi) and B of this
stipulation. The department denied
the Wisconsin basis adjustments
and reductions in her reported Wis-
consin capital gains set forth in
paragraphs A¢#) and C of this stipu-
lation. The department basad this
denial upcn the conclusion that gain
incurred from the appreciation of
constant basis assets during a pe-
riod of nonresidency may not be ex-
cluded from Wisconsin taxable in-
come if the assets were acquired
while the taxpayer was a resident of
Wisconsin.

The Commission heid that a Wiscon-
sin taxpayer who purchased and
sold corporate stock, while a resi-
dent of Wisconsin, may not exclude
frem the computation of taxable
gain realized from the sale apprecia-
tion on the stock which occurred
during a period of nonresidence.

The taxpayer has appealed this deci-
gion to the Circuit Court.

Robert M. Lawn vs. Wisconsin De-
partment of Revenue (Wisconsin
Tax Appeals Commission, March 26,
1985). The sole issue for the Com-
mission to determine is whether a
wage settlement of $8,234.78, re-
ceived in 1981 as a result of a lawsuit
coemmenced in Florida involving

wages owed in 1977 and 1978, is in-
come for Wisconsin tax purposes.

During 1981, Robert M. Lawn, a cash
basis taxpayer, was a resident of
Wisconsin. In 1981, the taxpayer re-
ceived payment of $8,234.78 as a re-
sult of a settlement of a legal action
for payment of wages owed by Lo-
gistic Services, inc. The taxpayer did
not deciare this payment as income
on his 1981 Wisconsin tax return.
The taxpayer contends that since the
wages were earned while a resident
of Florida, but not received until a
resident of Wisconsin, the amount is
not includable as income in his 1981
return.

The Commissicn held that all income
of resident individuais shall follow
the residence of the individual. A
wage settlement received in 1981,
but earned in 1977 and 1978, is in-
come in the year of receipt to a cash
basis taxpayer.

The taxpayer has not appealed this
decision.

Wayne Schultz, Marjorie Schultz,
Wendell Schultz and Daniel Schultz
vs. Wisconsin Department of Reve-
nue (Wisconsin Tax Appeals Com-
mission, March 21, 1985). The tax-
pavers are objecting to the
imposition of the underpayment
penaity.

All four of the taxpayers were Wis-
consin residents during 1981 and
shareholders in Schultz Farms, Inc.,
a Subchapter S corporation.

By March 1, 1982, all four taxpayers
filed their 1981 Wisconsin income tax
returns reporting undistributed tax-
able income of Schultz Farms, Inc.
and making fuil payment of taxes
due. In addition, the taxpayers re-
ported salary and interest received
from Schuliz Farms, inc. The taxpay-
ers did not file quarterly estimated
tax returns and payments to Wiscon-
sin during 1981. The department is-
sued a Notice of Penalty for Un-
derpayment of Estimated Tax for the
year 1981 against the taxpayers.

The taxpayers cbject to the imposi-
tion of penaities for underpayment of
estimated tax on the grounds that
they are farmers within the meaning
of s, 71.21(3), Wis. Stats.,, and that,
therefore, they should be entitled to
the special filing provisions for farm-
ers under s, 71.21(8), Wis. Stats. The
taxpayers argue that by filing their
1981 Wisconsin returns Hy March 1,
1882, they had complied fully with s.

71.21(8), Wis. Stats., and should not
nave been assessed any penalties.

The Commission held that for pur-
poses of s. 71.21(3), Wis. Stats.,
neither a farm employe receiving
wages nor a Subchapter S share-
holder receiving undistributed in-
come treated as dividends from the
carperation, even though the corpo-
ration may be engaged exclusively in
farming, gualifies as a farmer to be
entitfed to special treatment under s,
71.21(8), Wis. Stats. The income re-
ceived by the taxpayers both as
wages and as undistributed income
from Schuitz Farms, Inc. was not
subject to the provisions of ss.
71.21{3) and (8), Wis. Stats., for pur-
poses of estimated tax reporting re-
quirements. The department acted
properly inimposing the penalties for
underpayment of estimated taxes for
the year 1981.

The taxpayers have not appealed
this decision.

CORPORATION FRANCHISE
INCOME TAXES

Internatiocnal Business Machines
Corporation vs. Wisconsin Depart-
ment of Revenue (Wisconsin Tax
Appeais Commission, May 9, 1985).
international Business Machines
Corporation (IBM), is and was at all
relevant times incorporated under
the faws of the Stale of New York
and had its corporate headquarters
in Armonk, New York.

The issues in this case are as follows:

A, Whether dividends received by
IBM, from its subsidiary, IBM
World Trade Corpecration, consti-
tute apportionable income, sub-
ject to taxation in Wisconsin.

B. If 1BM's dividends from IBM Werld
Trade Corporation are taxable
by Wisconsin, then whether they
are includable as “total sales” in
the sales factor of the apportion-
ment formula.

C. Whether investment income re-
ceived by IBM is subject to ap-
portionment and taxation in
Wisconsin,

D. if IBM's investment income is
subject to taxation in Wisconsin,
then whether the interest and
proceeds from the sales of in-
vesgiments are inciudable as “to-
tal sales" in the sales factor of
the apportionment formula.
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E. Whether rovalties received by
IBM are inciudable in the salées
factor of the apportionment
formula.

F. IBM aiso raises objections to the
departmant's action on constitu-
tional grounds.

On June 6, 1978, the Wisconsin De-
partment of Revenue gave IBM no-
tice of assessment of additional
franchise tax for the calendar years
1973, 1974 and 1975, in the amount
cf $736,935.09, consisting of
$606,779.01 tax and $130,156.08 in-
terest. IBM petitioned for redetermi-
nation of the assessment. On March
29, 1979, the department gave '1BM
notice that the petition for redetermi-
nation was denied.

On January 11, 1980, IBM filed with
the department & claim for refund of
franchise taxes paid by IBM for the
calendar years 1973, 1974 and 1975
in the amount of $32,769.32, plus in-
terest. On February 1, 1980, the de-
partment gave IBM notice that the
claim for refund was denied. IBM has
appealed from this denial of its peti-
tion for redetermination and its ciaim
for refund.

IBM owns and at all relevant times
owned all the issued and outstand-
ing stock of World Trade. World
Trade is and was at all relevant fimes
incarporated under the laws of the
State of Delaware. During the calen-
daryears 1973, 1974 and 1975, World
Trade's reguiar trade ang business
was similar to that of IBM, except that
World Trade operated ouiside the
United States.

During the calendar years 1973, 1974
and 1975, IBM's business activity in-
ctuded the devetopment, manufac-
ture, saie, rental and service of data
processing and office equipment.
IBM maintained marketing branch
offices in each state and manufac-
turing facilities in many states. it had
no manufacturing facilities in Wis-
consin. As part of IBM's unitary busi-
ness, IBM performed substantial re-
search and experimental activities
regarding data processing and of-
fice equipment. These activities re-
sulted in a substantial number of
patents. IBM licensed World Trade,
as well as other parties that are unre-
iated to IBM, to use these patents in
their business operations. in ex-
change, IBM received royalty pay-
ments, and in some cases, cross-li-
censes to use the licensees’ patents.
As part of IBM's unitary business,

IBM alsc owned and leased a sub-
stantiali number of office buildings,
plants, laboratories and other office
space throughout the United States.
in many cases, iBM was unable fully
to utilize all of the space it cwned or
leased. IBM then leased this unused
space to others.

IBM received royalty income of
$156,012,595.02 for 1873,
$181,537,206.13 for 1974, and
$222,296,167.39 for 1975, IBM treated
this income as subject to apportion-
ment under s. 71.07(2), Wis. Stats., on
its Wisconsin corporate franchise tax
returns. IBM inciuded this income in
the saies factor. The department
treated the royaities as income sub-
ject to apportionment, but excluded
the royalties from the sales factor.
The department's position is that,
even though the royalties are busi-
ness income, they must be excluded
from the sales factor of the appor-
tionment formula, because they are
not derived from IBM’s “mainstream”
or “principal business”.

iBM received rental income from real
estate of $12,678,016.13 in 1973,
$17,403,041.19 in 1974, and
$21,098,060.28 in 1975. IBM treated
this income as apportionable under
s. 71.07(2), Wis. Stats., on its Wiscon-
sin corporate franchise tax returns.
IBM inciuded this income in the sales
factor. The department treated the
rentals as income subject to appor-
tionment, but excluded the rentais
from the sales factor.

During the calendar year 1975, IBM
owned and administered an invest-
ment portfclio which in 1975 had a
value in excess of $3.6 killion and
made substantial investments in var-
ious money market instruments.
IBM's investment portfolio was man-
aged by IBM's Investment Depart-
ment, whose sole function and re-
sponsibility was to manage these
assets. The Investment Department
was headed by a professional port-
folio manager, who was hired from
the investment community specifi-
cally for portfolio management.
Other personnel in the department
were hired from thé investment com-
munity. The empioyes of the Invest-
ment Department were located at
IBM's corporate headquarters at
Armonk, New York. The placing of
buy and seil orders for securities
originated at that location. The se-
curities in the investment portfolio
were physically kept at Banker's
Trust Company, 16 Wall Street, New

York, New York. Al funds relating to
the purchase and sale of such secur-
ities were channeled through
Bankers Trust Campany.

The investment policy applied by the
Investment Bepartment was one of
safety and ligquidity. Within these
constraints, its goal was to obtain
the most attractive return possible.
The portfolio composition has con-
sistently been in U.S. Treasury, gov-
ernment guaranteed, tax exempts,
certificates of deposit, and invest-
ment grade non-government securi-
ties. As part of the goal of maximum
safety, the Investment Department
alsc maintained adequate diversifi-
cation as to type of securitiss, matur-
ity and credit. In managing a fixed in-
come portfolio, the security selection
was based on several criteria: (a) ex-
pectations regarding the direction of
interest rates; (b) maintenance of a
prudent security mix and maturity
structure; (c) relative value as deter-
mined by yield relationships; and (d)
forecast of future cash needs. Be-
cause of IBM's investment policy, the
Investment Department has been
limited to the type of securities it has
been able to purchase in the open
markel. IBM's investment in short-
term or long-term securities was dic-
tated by financial market and eco-
nomic conditions.

During 1975, IBM received net inter-
estincome of $211,989,098 and capi-
tal gains of $16,238,950 as a result of
its portfolio Investments. iBM treated
this income on its Wisconsin corpo-
rate franchise tax return as nonap-
portionable income. The department
treated this income as subject to ap-
portionment under s. 71.07(1m), Wis.
Stats.

During the calendar year 1975, IBM
held investments in subsidiary cor-
porations. IBM owned all the issued
and outstanding stock of World
Trade. Effective January 1, 1950, IBM
transferred to World Trade all of
IBM’s foreign net assets, IBM's secur-
ities of foreign subsidiaries and
branches, and IBM's advances to
foreign subsidiaries and branches,
exclusive of foreign patents under
which World Trade was granted a
nonexclusive license. The objective
of this transter of assets fram IBM to
World Trade was to expand sales,
service and production outside of
the United States. In 1950, World
Trade was doing business in B5
countries.
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Because of its size and scope, World
Trade developed a management
philosophy of building strong re-
sponsive organizations at the coun-
try level. These organizations
{branches, subsidiaries and agen-
cies) were coordinated through poli-
cies and guidelines, and supported
by a technclogical capabiiity which
develops standard products to meet
the needs of international markets.
World Trade's business quadrupled
from 1951 to 1957 necessitating an
organizational realignment with par-
ticular emphasis on delegation and
decentralization of authority for on-
the-spot decision making. The re-
alignment divided overseas opera-
tions into five major geographical
areas: Europe, Latin America, Asia
Pacific, South Africa and Canada.
Each area was covered by a sepa-
rate staft organization reporting 1o
an area general manager.

The European Area was typical of
the new plan. The area general man-
ager provided advice and counsel
for the activities of the European
Area. Six regional managers re-
ported to him. Four of the regional
managers also served as general
managers of the largest countries.
The other two regional managers
were responsible for several coun-
tries, and these country general
managers reported to the regional
manager. Within each country in
which World Trade did business was
a World Trade country organization.
In most cases the organization was a
subsidiary of World Trade. In some
cases it was a branch of World
Trade. In either case it was the single
operating entity for that country with
full operational responsibility. The
country manager was responsible
for setting coordinated policies, sal-
aries, henefits, management devel-
opment program, training, customer
satisfaction and day-to-day operat-
ing decisions. The ¢ountry manager
also prepared initial operating plans
and budgets. Their principal contact
was with the World Trade area head-
quarters. The staff organization in
Europe consisted of specialists in
their respective fields, and provided
closer counsel for country managers
than was possible from World Trade
headquarters. The major staff mem-
bers, reporting directly to the area
general manager, were lhe director
of marketing services, the director of
finance, the director of manufactur-
ing services and the directar of
perscnnel.

One of the important provisions of
the new plan was the projection of
daily operational responsibiiity and
authority to the field. As a result, the
five area general managers reported
directly to the president of World
Trade. To strengthen further the
teamwork concept and allow greater
decentralization of authority, a func-
tional staff was organized at World
Trade. The staff, specialists in their
respective fields, functioned as a
long-range planning group 1o coun-
sel and advise the president on mat-
ters of a corporate nature and on
plans and programs for specific
areas of the business. The functional
staff did not enter into the day-to-
day operating decisicns of the vari-
ous areas and countries. The head-
quarters staff informed the president
of all developments in all areas and
disseminated information.

From 1957 to 1974, several modifica-
tions in the crganizational structure
became necessary. However, the un-
derlying principle of geographical
decentralization continued as a cor-
narstone throughout and the modifi-
cations up to 1974 consisted of a va-
riety of consolidations and
separations within and among area
groups.

In 1974, Woerld Trade, in order to fur-
ther decentralize its management of
overseas operations, transferred all
of its foreign net assels {except roy-
alty agreements between World
Trade and its foreign subsidiaries)
and investments in subsidiaries to
two newly created ceorporations in
exchange for all of their capital
stock. The two corporations were
IBM Worid Trade Europe/Middle
East/Africa Corporation and IBM
World Trade Americas/Far East Cor-
poration. And as their names sug-
gest, the assets were divided along
the already established geographic
areas of World Trade operation, |IBM

World Trade Europe/Middle -

East/Africa is responsible for IBM op-
erations in approximately 80 coun-
tries and IBM World Trade Ameri-
cas/Far East is responsible for
approximately 45 countries.

During the calendar year 1975, IBM
received $350,000,000 in dividends
from its investment in Worlg Trade.
IBM excluded the dividends from ap-
portionable income on its Wisconsin
returns. The department treated the
dividends as income subject to ap-
portionment under s. 71.07(1m), Wis.
Stats.

As and for additional Findings of
Fact, the Commission hereby finds
and decides as follows:

1. IBM's data processing and office
equipment business is con-
ducted in 128 countries. its busi-
ness gutside the United States is
conducted through IBM World
Trade Americas/Far East Corpo-
ration and IBM World Trade Eu-
rope/Middle East/Africa Corpo-
ration, wholly owned subsidiaries
of IBM World Trade Corporation,
a wholly owned subsidiary.

2. 1BM Worid Trade obtained li-
censes from IBM for the use of
IBM's patents. Any company of
IBM may use any patent devel-
oped by IBM, assuming an ap-
propriate royaity is paid.

3. 1BM World Trade marketed its
products in foreign countries.
There was a national organiza-
tion in each country where World
Trade operated. The legal form
was either a subsidiary incorpo-
rated in that country ¢r a branch
of the operating company or, oc-
casionally, IBM World Trade
itself.

4. Products sold by IBM World
Trade were manufactured
abroad to meet local
specitications.

5. The volume of business done by
IBM World Trade was entirely in-
dependent of the volume of busi-
ness done in IBM's domestic data
processing and office equipment
business.

6. IBM World Trade, through its
subsidiaries and branches, man-
ufactured, sold or leased and
serviced its data processing and
office equipment products in for-
gign countries.

7.1BM World Trade had extensive
manufaciuring facilities abroad
in alt major and many middle-
sized countries.

8 Marketing and servicing of IBM
World Trade products was or-
ganized as a national effort —on
the customer's premises and in
the customer's fanguage.

9. Within the IBM World Trade
structure. day-to-day manage-
ment was at the national level,

10, Within IBM World Trade, perscn-
nel decisions, credit terms, bill-
ings and collections, advertising,
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11

12.

13.

14.

15.

16.

17.

18.

19,

20.

21.

labor relations, banking reia-
tions, compensation of employes
and payroll activities, payments
to vendors, accounting, employe
benefit plans, tax return prepara-
tion and financing of plant ex-
pansion were all done primarily
on the national level,

In Poughkeepsie, New York, the
Field Engineering Division oper-
ates a new Field Systems Per-
formance Control Center which
serves all IBM customers.

inIBM's annual reports IBM’s em-
pioyes are presented in terms of
its worldwide operations.

iBM’s financial statements are
presented in terms of its worlg-
wide operations.

The members of the Board of Di-
rectors of IBM World Trade Cor-
poration are elected by IBM. The
IBM World Trade Corporation
Board of Directors includes sev-
gral officiais of IBM. Some of-
ticers of IBM are also officers of
IBM World Trade Corporation.

There is a direct beneficial rela-
tionship between IBM's world-
wide business and its total em-
ployment in the United States.

The IBM 3600 finance communi-
cations system was developed to
serve the world market of finan-
cial institutions. This system was
engineered to deal with varia-
tions in electrical power, curren-
cies and language among coun-
tries. Significant help was
obtained from IBM marketing
people brought in from all the
major banking countries.

Two-year operating plans for IBM
World Trade are reviewed, ana-
lyzed, etc., by IBM top manage-
ment and then approved,

The hiring of people holding se-
nior peositions in IBM World Trade
receive the approval of IBM's top
management.

Excess funds generated by IBM
Worid Trade are advanced o
IBM and managed by IBM.

The operations of IBM World
Trade Corporation are part of
{BM's worldwide integrated
business.

IBM's cverseas operations have
supported approximately one out
of five of IBM's U. S. manufactur-
ing jobs.

22.

23.

24

25.

26.

27,

28.

29.

30.

31.

32.

IBM's Research Division has lab-
oratories devoted to basic scien-
tific studies in Yorktown Heighits,
New York, San Jose, California:
and Zurich, Switzerland.

Most IBM products are both
feased and scld throughout
iBM's worldwide marketing
organizations.

IBM Business Conduct Guide-
lines, translated into numerous
languages, are distributed to em-
ployes throughout the world.

Before a new product is put on
the market for safe anywhere in
the world, it must receive the ap-
proval of IBM's top management.

Expenditures for plant expansion
anywhere in the worid in excess
of two million dollars must have
the approval of IBM's top
management.

in addition te patent rights, IBM
World Trade uses IBM's know-
now and technology, all of which
is made available to {BM World
Trade,

There are transfers of key per-
sonnel between IBM and IBM
World Trade.

No IBM operating unit is wholly
self-sufficient; there are interde-
pendencies at every level
throughout IBM's worldwide op-
erations. Each unit draws upon
the resources of the worldwide
organization.

The principai office of IBM Worid
Trade Corporation is in White
Plains, New York. IBM's corpo-
rate offices were located in
Armonk, New York.

IBM's investment portfolic was
developed from excess money
generated by IBM's unitary busi-
ness operations, including the
sale and rental of data process-
ing equipment and office ma-
chines, and earnings (dividends)
from IBM's unitary worldwide
business operations.

Excess money generated by
IBM's U.S. business operations
was transferred from local collec-
tion banks to a New York bank,
Banker's Trust. The funds from
Various sources were commin-
gled. Banker's Trust was the cus-
todian of IBM's investment
portfolio,

33.

34.

35.

36,

37.

38.

39.

40.

41.

42,

43.

The investment portfolio was
shown as a current asset on
IBM's balance sheet.

income earned by the investment
portiolio was not in any way re-
lated to the sale of 1BM products.

Changes in the maturity structure
of the investment portfolic were
in response to changes in market
conditions and not in response
to any need of IBM's business
operalions,

When funds were drawn out of
the investment portfolio, this was
dcne by the IBM corporate cash
management group, a depart-
ment separate and distinct from
the investment portfolio
management.

The director of the investment
portfolio, an emplove of iBM, re-
ported within the company to the
director of cash management
and pianning, who in turn re-
ported 1o the treasurer of IBM,

iBM's investment portfolio gener-
ated profits totally separate and
apart frem the data processing
and cffice equipment business of
IBM,

No required ratios were imposed
by IBM management on the in-
vestment porifelio. IBM relied
upon professional portfolic man-
agers to optimize investment in-
come. The maturity distribution
and security mix were determined
by the portfolio manager.

The investment portfolio depart-
ment was a separate profit cen-
ter, treated separately for ac-
counting purposes, and had no
involvement with operating divi-
sions of IBM in day-to-day
operations.

IBM's fnvestment portfolio was
apparently the largest corporate
portfoiio of any industriai com-
pany in the world, and exceaded
the portfolio of all but the largest
one or two banks in the U.S.

iIBM treated the income from the
investment portfalio as allocable
to New York State. IBM's portfoilc
investment business was man-
aged solely within the State of
New York,

The investment portfolio depart-
ment was located at IBM's corpo-
rate headguarters in Armonk,
New York. All orders to buy and
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