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Introduction

Relations between the Fijian government and FIJI Water have been tense since early 2008 when the new military government seemed to suddenly notice the huge exporter (accounting for 20% of Fiji’s total exports) (Dornan). Though there are a variety of disputes, I will focus on two in particular
1) The Fijian government’s belief that FIJI Water is engaging in transfer pricing. 

2) The Fijian government’s repeated efforts to tax the company. 

At this point both sides have lost face in standoffs, and the tension is building. 
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While the company may not be popular with the national government, FIJI Water is a star in its community. Since opening in 1995 it has provided a great deal of aid to the villages surrounding the bottling plant, creating goodwill that can be used to appeal to the Fijian government. Following an analysis of the above issues, I will detail my two recommendations in improving relations with the Fijian government. 
Taxing Battles 
 When FIJI Water first opened its factory in 1995, the government at the time granted the corporation a thirteen year tax holiday. As a result, the company has paid very few taxes since beginning operations.  When Commodore Frank Bainimarama rose to power in 2006, two years still remained on FIJI Water’s tax holiday. But in July 2008, without consulting the company, the Fijian government imposed a tax of $.20F per liter of water. In response FIJI Water threatened to shut down, frightening the government into retracting the tax (McMaster and Nowak 14-19).  
FIJI Water’s bluffs were proven ineffective, however, when the company unsuccessfully threatened to shut down again in 2010, this time in protest of a $.15F per liter tax hike. This time the government did not back down. Ending the employment of nearly 400 islanders and halting several humanitarian projects, the company shut down. Only a day later, after a meeting with Bainimarama, the company reopened its doors, agreeing to pay the $.15F per liter tax (Dornan). The government had threatened to take back FIJI Water’s well rights and offer them to an international competitor and FIJI Water folded (Fishman). 
FIJI Water’s strong arm response did nothing to curb the rising tension. Threatening to close the plant whenever the government does something the company does not like is a shortsighted and damaging tactic. In response to the standoff, Bainimarama’s commented, "As usual Fiji Water has adopted tactics that demonstrate (it) does not care about Fiji or Fijians. They have made statements about supposed instability in Fiji and know it is not true, yet do so because they simply do not want to pay the new taxes" (Dornan). FIJI Water cannot afford to let this become the popular opinion. 
Transfer Prices.
 In early 2008, the Fiji Islands Revenue and Customs Authority (FIRCA) blocked exports of FIJI Water for two weeks on the grounds that it was avoiding tax payments using transfer pricing (Dornan). The government believed the company had engaged in the practice of selling its product at lower prices to incur fewer corporate taxes. A press release by FIRCA in January 2008 “noted that FIJI Water had received advice from international law firm Baker & McKenzie, which conducted an economic study on transfer pricing and declared what the company was doing in FIJI was fair.” (McMaster and Nowak). Bainimarama apparently disagreed, rejecting the claim and stating publicly that FIJI Water had paid less than $1 million Fijian in taxes since 1995 (Dornan). This is less than a tenth of the $11.7 million (US) FIJI Water is expected to pay to the Fijian government for taxes in 2011 (Global Voices). 
	Year
	Projected Exports
	Percent Change

	2008
	$1,202,000,000
	67.04%

	2009
	$1,202,000,000
	0.0%

	2010
	$1,202,000,000
	0.0%


The problem is this: the Fijian subsidiary sells 12 liter cartons to its U.S. parent for $4 US each.  The U.S. parent then sells those cartons for $13 US and the cartons retail for around $20 US (Dornan). The Fijian government wants a bigger piece of the $20 retailers pay for a carton, and refused to believe the advice without seeing the company’s financial data itself. Even the current tax of $.08 US per liter of water ($.15F) results in a cost increase of only [$.08 x 12 L] = $.96 US ($1.80F) per carton. If this amount were added to the $4 US selling price, it would still be well below the $10 per carton claimed by competitor Aqua Pacific (Dornan).
Good Neighbors
In a conference on corporate social responsibility in Hong Kong, LeFrance & Lehmann described what it takes to partner with the community. “Real and meaningful partnerships can only be established through development of social relations, through commitment and mutual trust and through establishing mutual understanding and consideration” (217). FIJI Water has done an excellent job of this. 

There is no doubt that FIJI Water is an economic juggernaut in the local community. The community wholeheartedly supports the company; it provides a stable, safe, and modern work environment. The factories employ nearly 400 locals, with 10% being in administration, finance and management (McMaster and Nowak 3). Nothing like these jobs existed in Fiji before FIJI Water’s bottling plant. Despite the stigma of wastefulness attached to FIJI Water, “the product actually looks a little less silly when you go all the way back to Fiji and meet the people who produce it. They have great jobs and they're learning how to work in the global economy in a factory no different than the Poland Spring factory in Maine, or the Dasani factory in suburban Washington” (Fishman).
In response to local need, FIJI Water launched the FIJI Water Foundation in August 2007, which provides clean water, education, and health care. According to the firm’s website, “the Foundation has funded projects touching over 100,000 lives in all fourteen of Fijian provinces” (FIJI Water). In addition to funding the FIJI Water Foundation, the company assisted with emergency response during the devastating floods in Fiji in January 2009.  In the flood’s aftermath, the company
· Delivered over 200,000 gallons of water to the Fijian people, 
· Replaced school supplies and workbooks 
· Helped rebuild flooded schools (FIJI Water). 
On a local level FIJI Water has been an exceptional corporate citizen.
Recommendations & Conclusion
I recommend two courses of action for FIJI Water.  First, the goodwill the company has built in the community over the past decade and a half must be utilized to appeal to the Fijian government. Second, the tax issue needs to be addressed.  The current tax of $.15F per liter of water could have been negotiated if FIJI Water had not issued an ultimatum both times the government tried to enact the water resource tax.  FIJI Water must approach the Fijian government in the spirit of compromise and cooperation.
Create a Community Action Group.
FIJI Water’s close ties with its community should be used to aid in governmental negotiations since the government is likely to be more receptive to its own citizens than to an international corporation. This can be accomplished by forming a community action group.  This group will have monthly or bi-monthly meetings and its leadership will include highly influential members of Fiji’s community and a select few high-ranking local FIJI Water employees.  The group’s primary purpose will be to reach out to the Fijian government on behalf of the community.  The secondary purpose will be to recommend projects to the FIJI Water Foundation for the betterment of FIJI. Successes involving the secondary purpose will make primary success that much more likely.
Work Out a Tax Compromise
 Simply put, too much is at stake for FIJI Water to pack up and leave the country because it is used to evading Fijian taxes. “FIJI Water currently ships $150 million USD per year, employs [over] 350 local workers and spends an estimated $1.3 million USD a year on development projects” (Hartsell). And that is only in FIJI! The company is well known and profitable, and cannot simply shut down production. Instead, FIJI Water can use the improved governmental relations resulting from the community action group to approach Fiji’s government.  The company is already paying the $.15F per liter “water resource tax,” and the level of factory employment has not changed. A compromise would not hurt nearly as much as shutting down the factory. If the company raised the price of the cartons it sells to its U.S. parent, the government might be willing to lower the tax in return.
The tense relations FIJI Water has had with the Fijian government over taxes will be a tough problem without the help of local Fijians.  Luckily, the company has had a great relationship with the locals since it opened its doors in 1995. This goodwill must be used to appeal to the national government via the community action group mentioned above. Only then can the company approach the government with the hopes of reaching a compromise on tax disputes. Accomplishing these two objectives will help all parties involved, FIJI Water, the Fijian government, and the Fijian people.
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