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DATE: December 14, 1993 
TO: Carol Rasco 
FROM: Mike Schmidt 
RE: December 13 Insular Territories Meeting 

On Monday, December 13, I attended a meeting of Congressional Delegates 
from Insular Territories, House and Senate Committee Staff, and officials from the 
Department of Interior. The meeting was headed by Marcia Hale, and was 
intended to allow the Congressional representatives to air their differences with 
the proposed DPC Working Group on Insular Territories. This memorandum 
summarizes the important issues brought up at this meeting. I have also attached 
a copy of a letter the Delegates sent yesterday to Secretary Babbitt. 

IMPORTANT ISSUES 

Opposition to an Interior-Led DPC Sub-Group 

I t seems clear that, judging from comments at the meeting and the attached 
letter, this group has some serious problems with the Department of Interior 
heading up a sub-group of the DPC (or a sub group of any kind). I believe there 
are two primary reasons for this resistance: 

• First, there is a basic misunderstanding of how the Domestic Policy 
Council (and Intergovernmental Affairs as well) works. The 
Delegates and Committee staff seem to think that because the 
Department of Interior would chair the sub-group meetings, they 
would somehow centralize their authority over Insular issues. I tried 
to explain to them that this would not be the case — that any 
decisions of the sub-group would filter up to you and other White 
House Principals for approval — but I am afraid I was not 
successful. 

• Second, there is a tremendous amount of emotion and resentment 
that exists from OTIA's (and Interior's) past relationship with the 
Insular Territories. OTIA is seen as representing the old colonial 
attitudes that used to permeate US/Territorial relations. This strong 
emotion virtually guarantees that any arrangement that places 
OTIA/Interior at the head of a sub-group will be viewed as 
unacceptable. 

Appropriateness of DPC as Home for Sub-Group 

There were some questions raised about the appropriateness of DPC as the 
home for an Insular Territories sub-group. Congressional participants at the 



meeting seem feel that most of the issues that they are concerned about fall under 
NEC and NSC's realm of influence. The attached letter echoes this sentiment, 
stating on p. 2 that "many of the most important issues are actually within the 
purview of the other two Presidential policy councils (NEC and NSC)." 

Inclusion of Puerto Rico 

I believe that the Congressional participants were arguing for inclusion of 
Puerto Rico in any policy council mechanism that we create, although this was not 
very clear. Some argued that it made no sense to exclude Puerto Rico given its 
importance, yet at the same time others pointed out that inclusion of Puerto Rican 
issues would likely overwhelm the other Territories' issues and concerns. You 
may want to check with Marcia Hale for a better reading on this point. 

Intergovernmental Affairs Involvement 

Another misunderstanding arose over the role that Intergovernmental 
Affairs plays in the White House policymaking process. Strong appeals were 
made for Marcia and Intergovernmental Affairs to take the lead role in the 
interagency policymaking process. Marcia did a good job of explaining that her 
role is one of liaison, not of policymaking, and that DPC was the place for any 
policy-related body to reside. Hopefully, this point was made clear. 

NEXT STEPS 

Marcia told the group that she would meet with you and Donsia in the near 
future to discuss the concerns that were raised at the meeting. 

cc: Donsia Strong 
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J|ou£le of î epre£;entatibe£( 
Committee on Natural Eesiourceî  

Wâ fjington. jUBC 20515-6201 

December 13, 1993 

The Honorable Bruce Babbitt 
Secretary 
U.S. Department of the Interior 
Washington, D.C. 20240 

Dear Mr. Secretary: 

Thank you again for meeting to discuss our objections to the 
Office of Territorial and International Affairs plan to obtain a 
role regarding the programs of other agencies as they relate to 
some of the insular areas and other concerns involving OTIA. we 
appreciate your commitment to work with us to reach a consensus 
on the way that matters affecting insular areas are handled and 
on the appropriate insular functions for Interior now that the 
insular areas have developed to the extent that they have. 

Since our meeting, our staffs have had preliminary conversations 
about the c r i t i c a l issues involved. Also, Assistant Secretary 
Turner helpfully provided us with a draft proposal; explained 
that i t was intended to address some of the major problems we had 
found in the plan; and sought support for the proposal. 

The draft, however, confirmed the reasons for strong reservations 
about the plan. Its flaws include some of its basic elements and 
its underlying concept as well as provisions that can be 
modified. These fundamental defects cannot be rectified by minor 
revisions or interpretations. They require a different approach. 

The most serious deficiency is that the proposal would allow OTIA 
to assume a lead and paternal role in a l l federal activities 
applying to the U.S. insular areas other than Puerto Rico. 

OTIA currently has no statutory authority regarding other 
agencies' programs as they relate to Guam, the Northern Mariana 
Islands, and Virgin Islands and should not have such authority 
relating to American Samoa. Giving i t a coordinating role 
regarding policies within the jurisdiction of other agencies 
would inevitably centralize power...even i f that is not what is 
intended. No language providing assurances to the contrary could 
prevent other agencies from deferring to i t , i f only 
unofficially. This could add a bureaucratic hurdle to decisions. 

OTIA once had extensive power over federal and local policies in 
a l l of the areas. Almost a l l of this authority has been replaced 
as islands have developed. Now that i t i s about to lose i t s last 
responsibility for administering a territory (Palau) i t i s time 
to plan Ms. Turner's supportable goal of being the last assistant 
secretary; not to give OTIA new power or a new lease on l i f e . 



12/13/93 17:52 DOM. POL I£j003 

The Hon. Bruce Babbitt 
December 13, 1993 
Page Two 

Another concern i s that the proposal would inexplicably establish 
a policy coordination mechanism for only four of the five U.S. 
insular areas. The fifth area, Puerto Rico, raises many of the 
same issues that the others do. The similarities between i t and 
the Virgin Islands, for example, are often greater than between 
the Caribbean and the Pacific areas. At the same time, the 
distinctions among the Pacific areas are substantial. We point 
out the illogical nature of this aspect of the proposal to 
challenge lumping in together the areas that are included as much 
as to question including a l l but one of the insular areas. 

We also have doubts about permitting OTIA to head a part of the 
Domestic Policy Council. This would exacerbate the problem of 
OTIA being in a lead role because i t would effectively enable 
OTIA to lead a presidential office in addition to line agencies. 
Further, many of the most important issues are actually within 
the purview of the other two presidential policy councils. 

After the plan's weaknesses were outlined to your staff, they 
suggested that we try to jointly identify the essential 
components of an acceptable structure for Executive Branch 
handling of matters concerning the insular areas. We agreed and, 
to keep faith with this understanding, the Committee deferred 
action on a proposal to essentially terminate OTIA. We, 
therefore, remain ready to collaborate with you in developing 
supportable federal policy procedures. 

A requirement is that any new arrangement not represent a 
regression in the treatment of the areas. Hopefully, instead, i t 
will be a promotion in insular political development. What we 
seek is a way to compensate for the areas' lack of power in the 
regular federal process. Additionally, while i t should enable 
them to get attention at the level states do, any new system 
should also provide for individual consideration of the different 
situations and needs of various insular areas. 

To be adequate, a proposal should accomplish the following. 

o I t should provide a primary contact point on special problems 
for the other U.S. insular areas within the Administration at 
the same level and as central as that for Puerto Rico since a l l 
of the areas are now as locally self-governing as Puerto Rico 
and since the issues involve those handled by the Economic, 
National Security, and Domestic Policy Councils. (Special 
questions regarding Puerto Rico are handled by the White House 
under a decision made by President Kennedy at Secretary Udall's 
recommendation and, within the White House, by the Office of 
Intergovernmental Affairs under a decision by Mr. McLarty.) 
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The Hon. Bruce Babbitt 
December 13, 1993 
Page Three 

o I t should provide for direct handling of day-to-day program 
matters by agencies and coordination, i f necessary, by the 
appropriate entity in the Executive Office of the President, 
consistent with the Guam and Virgin Islands Organic Acts. 

o I t should provide presidential support for your office's Guam 
commonwealth b i l l talks, to facilitate cooperation from other 
departments, consistent with the President's pledge to have 
them handled by a presidential representative. 

o I t should provide for Northern Mariana Islands relations issues 
to be negotiated by a Representative of the President, as 
required by the Covenant with those islands and the law that 
approved i t . The official should be a real representative of 
the President (as opposed to Interior) and report to the White 
House. I t should also provide for other matters to be handled 
directly by agencies with the Commonwealth's Resident 
Representative, as also intended by the Covenant. 

In closing, we want to express our hope that you wi l l work with 
us to establish progressive measures to ensure that the officials 
really responsible for matters affecting insular areas address 
insular circumstances as seriously as they would those of the 
states. We also want to note that because this matter i s a vital 
one in federal-insular relations and because the Constitution 
assigns Congress primary authority regarding insular policy, we 
regard i t as being of the highest importance to this Committee. 

Sincerely, 

FALE.QMAVA£(fi 
Amelrican S oa 

RON DE LUGO 
Chairman 
Subcommittee on Insular and 

International Affairs 
Delegate, Virgin Islands 

cc: 

ROBERT A. 
Delegate, 

The Honorable George Miller 
The Honorable Thomas F. (Mack) McLarty 
The Honorable Marcia Hale 
The Honorable Carol Rasco 
The Honorable Leon Panetta 
The Honorable Juan Babauta 
The Honorable Leslie M. Turner 

UNDERWOOD 
Guam 
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ILS. Insnlar Areas Relations/Policv Arrangemept Criteria 

o No increase in OTIA's role. (OTIA now has no role in the programs of 
other agencies in Guam, the Virgin Islands, or the Northern Mariana 
Islands.) Plan a phase-out of OTU, consistent with an objective to which 
AssL Sec Turner has agreed. 

o An Administration contact point for Guam, the VJL, the NJ^L and 
American Samoa as central as that for Puerto Rico (since all are now as 
self-governing as P.R.) A White House staff member central enough to 
provide equal and authoritative access to all EOP policy councils and 
offlces and all agencies. 

0 No OTIA-led committee to centraUy oversee or cooî inate any matter 
relating to the four smaUer areas together, consistent with the distinctions 
among them and the reality that they raise many of the same issues that 
Puerto Rico does. Individual attention to aU areas from the appropriate 
agency or EOP entity. 

o No ftinctions for OTTA not authorized by law consistent with the 
Constitution's specific assignment that Congress lead on territories matters. 
Agreement on any new insular intergovernmental relations/ poUcy attention 
arrangement consistent with the role of the Delegates under law. 

0 Presidential support for the Interior Secretaiy's Office's Guam 
commonwealth bUl talks to ensure attention by other agencies, consistent 
with the President's pledge to have them handled by a presidential 
representative. 

o Handling of Northern Mariana Islands relations issues by a 
Representative of the President, as required by the Covenant and the 
Covenant law. (A real representative reporting to the White House as 
intended rather than an Interior official.) 

o Agency handling of other N.M.I. issues with the Commonwealth's 
Resident Representative, as also provided for by the Covenant 

o Direct agency handling of program issues with Guam and the Virgin 
Islands, consistent with the Guam and V.I. Organic Acts. 
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United States Department of the Interior 

OmCE OF THE SECREIARY 
Washington, D.C 20240 

December 10, 1993 

Ms. Marcia Hale 
Assis'tant to the President 

for Intergovernmental Affairs 
West wing. Second Floor 
The White House 
Wash.ington, D.C. 20500 

Dear Ms. Hale: 

Enclosed i s a briefing paper on the proposals for interagency 
coordination of issues relating to the insular areas of American 
Samoa, Guam, the United States Virgin Islands, and the 
Commonwealth of the Northern Mariana Islands. 

I vmderstand that a prepartory meeting i s scheduled for 1:30 p.m. 
December 13, 1993, in advance of the 2 p.m. meeting with members 
and staff from the House Committee on Natural Resources. I look 
forward to additional discussion of the issue at that time. 

Sincerely Sincgjreiy, . 

Leslie M. Turner f i ^ 
Assistant Secretary . y 
Territorial and Intemational Affairs 

Enclosure 

cc: Carol Rasco 
Donsia Strong 
Paul Richard 
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INSULAR AREAS 

COORDINATION AND CONSULTATION 

Background 

(1) Executive Branch Coordination & Consultation / Policy-making 
Involvincy the Offshore Areas. 

o The basic purposes of an insular areas coxincil (or 
committee) are twofold: (1) coordinate federal agency 
actions involving the islands, and (2) consult with 
island leaders. The r*":̂  result of this coordination 
and consultation would bte the development or review of 
federal policy regarding the islands. 

o A ll, including Senate and House, advocated the 
establishment of an executive branch council on insulcu: 
affairs. 

o During confirmation hearings, both Secretary 
Bruce Bed>bitt, and Assistant Secretary Leslie 
Turner committed to implementing a structxire to 
insure Executive branch coordination of offshore 
issues. 

(2) Earlv Initiatives. 

o In 1992, Senator Johnston proposed legislation 
(reprinted as S. 447lin 1993) to establish an Insular 
Areas Policy Council, chaired by the Secretary of the 
Interior, with mosti department and agency heads as 
members. The council would provide interagency 
coordination of federal policy and consultation with 
the insular area:s of | American Samoa, Guam, the Virgin 
Islands and the Northern Mariana Islands. 

o In 1992, Congressman Ron de Lugo also proposed a 
cotjncil, but i t would have been co-chaired by the 
President's principal assistants for National Security 
Affairs and Domestic Policy, and be staffed vith White 
House personnel. 
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o In February and March 1993, informal proposals 
circulated from the House Nat\iral Resources 
Committee vould have placed the council chair in 
the Secretary of the Interior. 

(3) Current Proposals. 

(a) The current Administration approach (determined by the 
White House in a meeting in advance of a Senate 
hearing) i s for the administrative creation of an 
Insular Areas Committee of the Domestic Policy Council. 

o Purpose: development and coordination of federal 
policy, and consultation with insular leaders 

o Chair: Secretary of the Interior. 

o Staff support: Each member of the Jnsular Areas 
Committee v i l l staff itssues as appropriate. 

House Comment: Not prevailing with previous drafts. 
Killer and de Lugo staffs now say: 

o Interior involvement i s "colonial." 

Int_eri_o.rL_Rep-lY: Better balance i s achieved 
vith an Inisular Areas Committee. Insular 
areas will have improved entre' to a l l 
Executive branch agencies. Interior w i l l be 
one of many members of the Committee. 

o Changes in islands' status mean less need 
for coordination. 

Interior Reply; While Palau i s changing i t s 
status, i t accounts for only 1 or 2 FTEs. 
Last month, the Virgins Islands rejected any 
change in status. Guam has been advocating 
a status change for the past 10 years, vith 
no agreement to date by the Congress or 
Executive branch. (Guam status i s a tailor* 
made issue for the DPC Insular Areas 
Committee.) American Samoa i s chary of emy 
change. 

o White House Intergovernmental Affairs i s 
better positioned to refer issues than the 
Domestic Policy Council (DPC). 

Interior Reply; An Insular Areas Committee 
under DPC i s appropriate because "policy" i s 
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the main function, and "li a i s o n " i s . 
incidental. 

I n t e r i o r Position; I f Interior's role i s at issue, 
assign the Chair to DPC. 

(b) The current House approach (Committee on Natural 
Resotirces) i s for White Houise Intergovernmental Af f a i r s 
to deal with island issues. No council or committe-e i s 
included. The plan i s • sketchy but vould l i k e l y 
involve: 

o Intergovernmental! Affairs would handle a l l issues 
from a l l the t e r r i t o r i e s , v i t h r e f e r r a l t o and 
follov-up v i t h the : Domestic Policy Council, 
National Security Council, amd Departments. 

o Staffing: one Intergovernmental s t a f f person 

Comment; The purpose of the Insular committee i s 
"policy," v i t h "liaison" secondary. 

While -a House document seen by I n t e r i o r 
shovs one Intergovernmental s t a f f person, 
the actual vorkload vould require the White 
Eouse to hire many more persons. 

(4) Relevant Players. 

(a) Offshore Governors. Among the primary missions of the 
Department of the Inter i o r i s the empowerment of the 
governors of the offshore ̂ eas by creating partnership 
alliances i n economic, environmental, and government 
areas. These alliances can promote better and more 
e f f i c i e n t use of natural and human resources. 

Equally ijnportant, these alliances can promote a better 
standard of l i v i n g for the offshore populations. 

o Governor of Guam 
Governor of American Samoa 
Governor of the Northern Mariana Islemds 

A l l , except the Governor of the Virgin Islands 
have expressed support for and interest i n an 
Executive branch council for the insular eireas. 

o The Governor of the Virgin Islands has expressed 
"concern" about the structure, but has 
essentially maintained a neutral position. 
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(b) Senatfel Committee on Energy and Natural Resources. 

Senators Johnston 
Craig 
Wallop 
Akaika 

o All of the above: senators support the creation of 
an insular council. 

o They believe that the Administration shoiUd have 
the flexibility to organize the Executive branch 
as the Administration deems necessary. 

o The senators simply want the Administration to 
institutionalize a structure and take such action 
by the end of 1993. 

Energy Committee Personnel vith interest in the 
council: 

Ben Cooper 
Lisa Vehmas 
Jim Beime 

- Staff Director 
- Counsel 
- liinority Counsel 

(c) Housê Cmn-mit'tnae QQ Natural Resoiirces. 

While Chairman George Miller has not personally 
expressed a particular view, f u l l committee staff 
members agree with tbe following approach. 

Chairman Ron de Lugo, Subcommittee on Insular and 
Intemational Affairs, advocates the designation of a 
territorial contact in White House Intergovernmental 
Affairs to handle insular issues as they arise. 

o de Lugo strongly opposes the formation of a 
policy council ; - which i s a reversal of his 
earlier strong aidvocacy of council legislation in 
the Congress. 

House staff from de Lugo and Miller offices: 

John Lawrence - Staff Director, Committee on 
Natural Resources 

Richard Meltzer - Coiinsel 
Lori Sonken - Professional Staff 
Jeffrey Farrow - Staff Director, Subcommittee 

on Insular and I n t ' l Affairs 
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Issue: Should the White House insular areas coordinating body 
be placed i n White House Intergovernmental A f f a i r s , 
l i k e Puerto Rico, as advocated by a number of persons 
associated with, the House Committee on Natural 
Reso\irces? 

Answer: 

(1) The Miller/de Lugo/House s t a f f positions have co n t i n u a l l y 
evolved since February 1993 — the response i s always a 
d i f f e r e n t approach from ideas under consideration i n the 
Senate, I n t e r i o r or the White House. 

o Most recently, a f t ^ I n t e r i o r c i r c u l a t e d a d r a f t 
proposal reviewed by the White House f o r a "p o l i c y " 
committee attached t o the Domestic Policy Coxincil, 
Miller/de Lugo s t a f f suggested a " l i a i s o n " f unction f o r 
White House Intergovernmental A f f a i r s . 

o This i s a change i n both loc a t i o n and pxirpose. 

(2) Puerto Rico's location i n Intergovernmental A f f a i r s i s c i t e d 
by House s t a f f e r s as a precedent. 

o Over many years, numerous Congressmen from the i n s u l a r 
areas have argued t h a t the islands should not be 
treat e d as i f they were a l l a l i k e . 

o Puerto Rico, being large with ample resources, handles 
most of i t s a f f a i r s on i t s own, l i k e a sta t e . 

o House s t a f f meinbers imply t h a t a single s t a f f member 
from White House Intergovernmental A f f a i r s can handle 
" l i a i s o n " issues involving American Samoa, Guam, the 
V i r g i n Islands, and the Northern Mariana Islands, which 
now consume the time of a s t a f f of 40 a t I n t e r i o r . 

(3) There i s good reason t o continue t o t r e a t Puerto Rico 
separately from the remaining insular areas. 

o The in s u l a r leaders of American Samoa, Guam, the V i r g i n 
Islands and the Northern Mariana Islands have warmed t o 
the "coxmcil" or "committee" idea s p e c i f i c a l l y because 
they see access t o high l e v e l " policy" makers f o r 
action on t h e i r issues. 

o "Liaison" through Intergovernmental A f f a i r s , l i k e 
t h a t f o r Puerto Rico, does not meet t h i s 
c r i t e r i o n . The Domestic Policy Co\incil vould. 
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(4) The Committee i s for the Executive branch, not the Congress. 

o The proposed coordinaition and consultation i s designed 
to develop rational and consistent Executive branch 
decisions, vithin k framework sanctioned by the 
Congress. 

o ' The resulting surefooted decision-malcing v i l l 
enhance decision'^making in the islands amd 
economic development. 

o The Congress i s capable of asserting i t s vievs on 
specific issues at any tijne i t desires. 

(5) The other insular aireas' issues are overwhelmed when Puerto 
Rico i s involved. 
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DEPARTMENT OF THE xf^EASURY 
W A S H I N a r O I N 

o^NENitL COUNSEL 

;The Honorable J. Bennett Johnston 
I Chairman 
i CouuaiiLtee uu Energy and Natural Resources 
lUnltep States Senate 
;Hashih«ton, D.C. 20510 

Dear Mr. Chairiaan: 

This reeponde to your request for the views of the 
Department of the Treasury on .5. 447, th^ "Insular Areas Poli?;y 
Act.'*; This b i l l i s Intendea to f a c l l l t a t ^ the development of 
Federal polioico with respect to those Itclrritories under the 
ijurisjjlctlon of the Secretary of the Interior. 

The Department strongly objeotei to section 6 of the 
b i l l , which authorizes the Secretary oi the interior "to uee 
Lhe personnel and services o£ other rederal agencies in carrying 
out hjLs recponGlbilities vith respect to the insular areas" 
and directs agency heads "to malce such jpeirsonnel and services 
dvallkblt:" to the Secretary. Not only Idojes this provision 
circuinvent the normal budget/approprlatjicins process because 
not a i l of the personnel costs aiid eervicles would be furnished 
uii a reimbursable basis, but I t would interfere with tne ab i l i t i e s 
of agencies providing personnel and seryjijces to perform their 
statutory missions irrespective of reimbursement. At a minimvm, 
sectibn 6 snouid be amended to maice the; provision of personnel 
and services to the Secretary of the Inttirior discretionary, and 
provide that any provision of pereonnelj and ccrvicos shall be on 
la tuliy reimbursable basis. 

The Office of Management and iBudget has advised that 
there i s no objection from the standpolint; of the Administration's 
procfirara to the fcubiuiKblyji of Uiis report |to your Committee. 

Sincerely! 

Jean E.i Ili&nson 
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OTIA FAX 
Territorial and International 

I j Affairs 
ilU.S. Department of the Interior 
iil849 C St. N.W. 
liWashington, DC 20240 

Phone: (202) 208-4822 
Fax : (202)208-3390 

Number of pages (including cover sheet): H 
Message sent to fax Number: ijHSZ.-7d>̂ S> 

To: Cd>d)k^V 
Agency:_ 
Telephone number:. Hr6-7777 

Message from: S'hg.y^i Sav\c/e\r 
Telephone number: i^fe - HISH 

COMMENT^: ^ r fl i ^ ^11. 
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October 27' 1993 

• • • Il 
The Honorable i; 

Dear 

The White House i s sponsoring a meeting for principals on Friday, 
October 29, 1993, at lO a.m., in jiroom 472 of the Old Executive 
Office Building, to discuss esta^jlishment of an insular areas 
interagency council. 

We value your ideas with regard tp the insular areas and would 
appreciate your contributing to tljije discussion on Friday. 

• 1 
I f you plan to attend the meetildig, please inform Ms. Cookie 
Walden, Domestic Policy Council staff, at (202) 456-7777 or 
telecopier (202) 456-7028. She wilil need to know your birth date 
to arrange for admittance. 

Sin<iserely, 

Dondia Strong 
. ' il 
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Invitej^s 
(Written Invitations) 
insular Areasj Meeting 

Friday, October 29j! 1993, 10 a.m. 

The Honorcible J . Bennett Johiiston 
Chairman, Committee on Energyl Fax 

and Natural Resources 
United States senate 
Washington, D.C. 20510 

Dear Hr. chairman: 

The Honorable Daniel Akaka 
chairman, subcommittee on Hinlerefl Fax 

Resources Development and Seduction 
Committee on Energy and Nâ »lrial Resources 
United States Senate 
Washington, D.C. 205iq. 

Dear Mr. Chairman: 

The Honorable Malcolm Wallop 
Ranking Minority Member Fax 
committee onyEnergy and Natural Resources 
United S t a t ^ Senate 
Washingtoit, D.C. 20510 

Dear senator Wallop: 

(202) 2«-5824 
(202X224-2952 

(202) 224-6361 
(202) 224-2126 

(202) 224-6441 
(202) 224-3230 

The /Honorable Larry E. Craig 
United States senate 
ishlngton, D.C. 20510 

Dear senator Craig: 

The Honorable George Miller 
Chairman, Committee on Natural 

Resources 
House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Ii 

The Honorable Ron de Lugo 
chairman. Subcommittee on Insular 
and International Affairs :' 

Committee on Natural Resourc€;b 
House of Representatives 
Washington, D.C. 20515 

Dear Hr. Chairman: 

Fax 

Fax 

(202) 224-2752 
(202) 224-2573 

(202) 225-2095 
(202) 225-5609 

Fax 
(202) 225-1790 
(202) 225-9392 
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7. The Honorable Robert Underwoqd 
House of Representat ives |; ^ 
Washington, D . C . 20515 ;j 

(202) 225-1188 
Fax (202) 226-0341 

[ooC] 

Dear Mr. Underwood: 

8. The Honorable Eni F. H. Faledimavaega 
House of Representatives 
Washington, D.C. 20515 i 

(202) 225-8577 
Fax (202) 225-8757 

Dear Mr. Faleomavaega: 

The Honorable Joseph F. Ada 
Governor of Guam 
Agana, Guam 96910 

9-011-671-472-8931 
(Fax)9-011-671-477-4826 

Dear Governor Ada; 

10. The Honorable Alexander A. Fajrrelly 
Governor of the U.S. Virgin Ijslands 
St. Thomas, virgin Islands Obsoi 

(809) 774-0001 
(Fax)(809) 774-1361 

Dear Governor Farrelly; 

, 11. The Honorable A. P. Lutali '! 
i - Governor of American Samoa ij 

Pago Pago, American Samoa 9^799 

9-011-684-633-4116 
(Fax)9-011-684-633-2269 

Dear Governor Lut a l i : 

12. The Honorable Lorenzo I . De lif on Guerrero 
Governor of the Commonwealth ibf 9-011-670-322-5091 

Northern Mariana Islands 
Saipan, MP 96950 

(Fax)9-011-670-322-5096 

Dear Governor Guerrero: 

./ 

'•1 
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Comtnonujeattl) ot tf)e«orftern jHariana 3glanbs$ 
^̂ ttice of tbe ©oljernor 
Capitol Hill. Saipan MP/USA 96950 

U.S. 

Phone: (670)322-5091/2/3 
Telefax: (670)322-5096/99 

29 OCT 1993 [0023 

Ms. Donsia Strong 
Senior Policy Analyst 
Office of Domestic Policy 
The White House 
Washington, DC 

Dear Ms. Strong: 

Rc: Insular Area Interagency Council - Your October 27.1993 Letter 

I am very sorry, but it is impossible for me to be at the White House on 
F!X^o^^mbor 29th. wVare in the homestretch of a general clecaon. 
U n S ' a f ^ N ^ ^ i ^ ^ ^ we will be.unable to t^va schedde for 
November indicates we might be available after November 16.1993. 

Even if I'm unable to make it. ̂ ; w t o ^ | | ^ ^ s c n ^ ^ ^ As 
you requested, my birthdate isi^gt^ffif?K|^^ii3 

Sincerely, 

1. DE LEON GUERRERO 

ovemor 

(X: CNMI LL Governor j e. » c 
CNMI Resident Representaiive to the United States 
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STROOCK d SmoOCK & LAVAN 
1150 Severaeenth Street, N.W. 
Waddnpon, D.C 20036-4652 

Tel (202)452-9250 
Fac (202)293-2293 

DATE; October 28. 1993 CLIENT/MATTER #: 812268-002 

FROM: Jim G i l l i s FOR HOWARD L, HILLS 

TOTAL NUMBER OF PAGES, INCLUDING THIS PAGE 1 . 

FAX TRANSMISSION COVER SHEET 

PLEASE DEUVER THE FOLLOWING PAGES TO: 

NAME: Ms. Cookie Walden , Staff Assistant 

FIRM: Office of Domestic Policy LOCATION: White House 

FAX NO: 456-7028 PHONE NO: 456-7777 

THE INFORMATION CONTAINED IN THIS FACSIMILE MESSAGE IS PRIVILEGED AND CONFIDENTIAL AND IS 
INTENDED ONLY FOR THE USE OF THE INDIVIDUAL NAMED ABOVE ANO OTHERS WHO HAVE BEEN 
SPECIRCALLY AUTHORIZED TO RECEIVE SUCH. IF THE RECIPIENT IS NOT THE INTENDED RECIPIENT YOU 
ARE HEREBY NOTIFIED THAT ANY DISSEMINATION, DISTRIBUTION OR COPY OF THIS COMMUNICATION IS 
STRICTLY PROHIBRED. IF YOU HAVE RECEIVED THIS COMMUNICA VON IN ERROR, OR IF ANY PROBLEMS 
OCCUR WITH TRANSMISSION PLEASE IMMEDIATELY NOTIFY US BY TELEPHONE. (202) 452-9250. THANK 

MESSA GE: The Wowing wHI attend the meeting tomenvw as represeaiaOves of Guam: 

Barry J. Isradd 
Howard L. mm Wy:...:}MB, 

Your assistance is appreciated. 

Hev Tork, K? 1000i.Z696 
Seven HBaoTcr Sqoars 
212 806 MOO 

Los Angtaes, C& 90067-3086 
2029 taa.'earj Park East 
310 556 3800 

Hiaal, 71. 33131-2385 
200 Sontli Blacajma blvd 
305 358 9900 

B-IOSS BvuLapasr, Bungary 
Eaac-Bett Sualnesa Cmtiir 
U l e « « i ut X-3 
361 266 9520 
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PRODOCTIOU, KBCARDINC S, 447. > BILL FOR AM INSULAR WSns ?otJ.ci 
AĈ , OCTOBKR 21. 1993. 

aô d «oming Mr- Chmiman and naBbKBi or the subcomnittee en 

Hirii^ral Bo«ourc«s Development and Production, it i> »lg«i£io«nt 

th^t, in ay first appajiranea bttorft yoU as ASBintant a«or«t«ry 

i<»r Torritori*! and International Art^ir*. »• «ro to dieou.. 

ckaiman J. Bennatt Johnston'* Dili, S. 447, and tho 

io^tabllBhBant of an Interagancy poliOV counail. -»-i- »-

aiib^ate ^«at tg-tMn€ggr"to PV tmiUCing laoouv i11°giiag; 

Chaiman ̂ hnston ana contrreaanan Roh| de X.U90 have long baen 

aaaoolated whA tnia idea for rundaaental change in tha way the 

federal govarnnehcconductB Ita atfair* with the inaular ar«ac. 

F4»r continuity anaNwunitment, Chaliwan Johnoton, in e. 447, 

proposad an Inaular polibv council to bi chaired by the secretary 

of tha interior. congraaamâ Kde Lugo, in H.R. 154, propoaed that 

BUOh a council be houaed in theN^hite Houac in order to give i t 

fibre authority, A later Kouae oowhitjoe draft b i l l , which waa 

nbt mtrofluotd, would have continueasreaponslbllity in the 

sacretary of the inturior. 
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i>uk-in« tbe confinaation sroocBa laat ispring, .secret«Ty Bruee 

babbitt andXl ff/->T«»j r̂ «*d nni-nmvea. .tft.-irhe-eetabl-iab«eBfc~of—an^ 

* irtVo*ageimy"Oau«ell>-< lOî k̂ -Cer the inaular areaa. The Secretary favored 

adininiatrativc ad^ion for eatabliehing the proeecc. 

Island gevsmora alao back tha oraatiftn-of an- inaular policy 

beid^ in oonsMltatiMia with the ohiar axaoutivcs, they have 

Offered a nuiBbar of good Weas that would improve tbe fuiiotiwiincr 

.1 

iat hn interagenoyi/oeunaM". 

JbetiSA 

,-,1 <- I'/' ,/.,; . 

Tlie White HOU># has taken note of bie ln»ulai- conaunity'o 

conBensuB regardirla the need for enaiutivw level interogenoy 

Cdordination of pollcK with suon br^ad support frost inaular 

obmnunlty, the PreBldenu\lia» deeided to create, vithin the 

ubmestlC l-Ollcy council, a^ponbl foi inaular areas policy, tthilo 

ti>e President chairs tha nillNwne»tio roiioy council, the 

S^crerary of the interior will o h a i K ^ inaular ereoe panel, 

which w i l l include a l l nembere of thevfUlSscouncil and ouoh other ; 
! \; CJ^>M ij(A/\;uiSV^ ^'rii^^ 

agencies ao are deemed naeeaeary. Thcjxiidey^^or BTV̂  interagency 

-T^nel. dovetailB well with Preaident CllntonVs prograa for 

reinventing govemaent — insular polloy\wouldSs^a better 

coordinated, ioland loadera better oohsulted, and the\iiie>ular 
. i ~ ' ' 
:a^eae better eervad. 

f^4;^,ft:^£^lr^^^ ^ ^^^^ ^ -

/fel 
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^didresBing island ioauea. 

thia arrangement will addresa the concerne expreaaed by 

Chairman Johnaten, Chairman daLuge. and; Secretary Babbitt for an 

in'stitutienaliaation ot cooperative debieion-naking within the 

Executive Branch, based on appropriate consul tationa with island 

ii^ders. 

j ; 

ie«|eond, insular iasues u i l l net beeonai loRt among tranaoending 

national iasues, beeauae, as Chairman jJohnston proposea and a 

Helusa draft b i l l In March suggestedi the georetary of the 

^̂ -J>><Irtterlor will flhair tha panel, which may decldes^sues on its own 

or, if neeaaeary. refer then to the full Domestic policy council. 

Third,Qiouaing the panel ̂ within tne Domestlo Policy cuunoii 

provides acceoB to tne-higneBC levels of government ab chalLman 

ide Lugo proposed in il.R. 154. 

Fourth, aOBlnlStratlve action allows for quick implementation, 

ahd I I Changes are needed to make the pontui fuactien better, they 

can be instituted expealripualy. 

AB a result or consultatiuna regarding Uie ineulai: panel, ve 

reoeived a number of suggestions for liiApreving ihe process, 

will continue ttiie coriHultation prooeaii. 

Wo 

0 
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iSTERlOR FOR TERRITORIAL ^ J J ^ J ^ L SsOURCBS DBV1SWPH2HT AKD 
JiNATE SUBeOMMlTOEE . . ^ ^ ' ^ i ^ i L L ^ R W I M S t S ^ AREAS POLICY PRODUCTION, REGARDING S. 447, A BILL FOR AH A"* 
Ĵ CT, OCrOBBR 211 1»9J. 

^ d morning Mr. Chainnan and mei^rs of the Suboo-mitte. an 

Kineral Re.oure.. Development and Production. I * i» significant 

ihat. in my first appearance befor. you a. xasietant e.cretary 

f^r Territorial and International Affairs, we are to discuot 

Chairman Johnston's b i l l , 5. 447. and the eetablieh..nt of an 

Ue-lar Area. Policy Council. ThiB is a sub^eot that ie central 

yo my thinking about the islands, and fundamental to the new 

Sipproaoh e£ this Adminiltration towerd the ineul.r areas. K. at 

^he Department of tha Interior strongly endorse tbe concept of 

ithe council contained in ti. 447. 

;? appreciate this opportunity for u. to explore together the 

Idetails of a council, and to address several concern, that have 

:recently appeared in the island press regarding the council's 

:^urposes and goals. For the Department ef the Interior and 

indeed the Adminiatratlon, an Inaular Areas Policy council ie the 

primary vehicle for addresalng federal inaular policy and 

ii.roceB«a., The council dovetail, wall with President Clinton'. 

Iprogr^ for reinventing government, because insular policy vould 

I be better coordinated, island leaders better consulted, and the 

1 jlneular areas better served. 
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ehqnaina elyeunotances 

fh i s oommlttee'a leadership in proposing an insular Areae Polioy 

c U n d l showa a recognition of interior'a changing role with 

Uspeot to the Inlands — a Change from adminlatrater to 

t^ei l l tator. Beginning with its esteblishaent in 1040, tho 

Department of the interior managed programt* in mining, grasing, 

^pd timber, and promoted economic davBl«p»ent in continental 

t L r r i ter leu. The territories were administered by the Dop-rt«.nt 

in a oentralitad fashion. Today's reality is a^arkedly different 

r̂om the past. The territories today are no longer governed by 

Interior. They have achieved increaa^n^ level , ef self- N 

government. " 

Tn days gone by. Interior's territorlal-euthorlty and programs 

were comprehensive. interior dealt with issues and funding 

^CrOSB the board. Today, however, many inaular ieaues cannot be 

|»roperly addressed without tne involvement of other federal 

ygencles that now have federal program and funding 

yeBponeibilitleB. interior, as a Blnglo department, cannot speak 

tor other cogniiant agencies. Federal responsibllltiea are 

IwideXy dispersed, and federal decioione are too often made 

Without the benefit of input from island leadere. 

^Wnile the insular areas are virtually eelf-governing, there i s no 

iinteragency institution to which they can go to resolve 
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ttraetsble issues involving the federal government, insular 

ijeedera often face the daunting task of stitching together 

B;blutionB involving aeveral federal agencies. 

i ; 

^ood example of this situation occurred with Uw Dabaldaeb road 

iji^cjeot in Palau. Trying to make good on bia l9«a campaign 

l^^omiaa, and the promises of others over the peat 40 years, 

ij^eeident Hakaaura began a national effort to oonatruot a network 

cî  roads on the island of Babeldaob. The road ia eaeential to 

public safety and economic devulcpment in Palau. Tho project was 

etopped When environmental concerns were raised and president 

lldkBDUra was faced with issues involving sla federal egeneiee. 

ijiidsr the leadership of ay office, repreeentativeo of the six 

agencies were on the ground in palau within two weeks, assessin? 

the situation and devising a solution. Thia wee an ad hoo 

^tiocess story. without an institutional setting and 

i^BtitUtlonel oonmitment, most interagonoy iecues cannot be 

^^ived in such a resolute fashion. 

e j i l u t i o n m T.iLeraciennV PoHffY BftOTgil 

siverml benefits would flow from the establishment of an 

^^teragency policy council. 

F i r s t , procedures for regular consultation with island leaders 

wi>uld be at the heart of the new interagency process. Suoh 
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Unsultation can help avoid implementation of federal policies 

^ a t may have unintended conssguencee in the islands. 

Consultation with insular laadere may result in improved Island 

^boperation with a federal policy, or a modification of a policy 

that makes i t more appropriate to the iaiands. 
i I 

second, an interagency policy council would be a neohaniB» te 

jsiuild consensus and a coanon approach among Uio islands regarding 

Utionai issues. currant examples wheio a council would be 
) : 

hblpfUl are nealcn care reform, utiiue programa, and welfare 

Utorm. '-''̂ ^ ^ "-'̂  ^ 

jckird, an interagency council would be an institutional channel 

ifpr taking intractable issues from lower executive branoh levele 
j : 

to policy levels ror resolution. I»»ues involving on island area 

kyid a Single federal agency need not ba referred to the oouneil 

jwless a solution cannot be devised by the federal agency 
i • 

linvolved. in the area of political atatue, where the federal 

yovemment has a major atakc, analyaia is reguirod at the policy 

ibvel within several departments and the White HouBe._[ I f bona 

IdldB political status discussiona ero needed. White House 

.uadership would be regaested. 
j ; 

bie existing Interagenoy croup on Nicronesia, establlBhed in 1987 

Under executive order Ko. 129*9, is a good example of how an 
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s 
i i 

liiitil an issue ia raised that rsguires the attention of several 

ajfjencies. 

'Me great virtue of B. 447 la its simplicity. I t .»tabllshes an 

l;nsular Areas policy council, which then wouie be free to addresa 

ij^Bues and recommeniJ appropriate solutions, xnoluded would be 

r^coanendations for congressional action. 

lili establishing the council, S. 447 ooncentrates on the 

^isentlals: (l) a listing of council members; (2) • "state of the 

ijilands" report that would aummariee current conditions, and 

Jould serve as a basia for consultations and the eetabliahmant ef 

ii:policy agenda; end (3) reliance on oxleting Btaffing, which 

^yoldS additional cost to the federal government. This i -

4«inslstent with the Preaident'e program of reinventing government 

i i 
«llong eliBBer lines. 

ciiir only suggestion at this time is that you may wish to expand 

tjhe council's Bembarship to include the United States Trade 

kepreeentative and the Director of the office of Management and 

ivjidget. moth head key ageneie. in the development of policy 

affecting in.ulav araas. 
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Whian Secretary Babbitt appeared before the Hotise Committee on 

Natural Resources, ha stated his preferenae for Implementing the 
i : 

council concept through an executive order. An executive order 

c4ii errectivoly address the concerns that prompted Introduction 

e^is. 447, more quickly loplement the Counail as an institution, 
I i 

aod more expeditiously deal with any change that may be recpiired 

to I improve the council. 

Accordingly, ve at interior nave been working on a parallel track 

within the executive branch to establish an insular Areas Policy 

epuiicil. our initial dlscuGslons vithin the Administration 

r^aardiny executive action have emphasised the need ror 

(1) meaiiingrul consultation with island leaders, and 

(2) cowi-dinatiun among federal oxecutivs branch 

agencies to eliminate inconBiBtenuies in policy and 

encourage the prompt xesolutiuii of uututanding issues. 

I ^|l*h to be vet/ explicit. Xnterior does not seek "control" in 

th^i territories. Xriteriwr does not went to be a "ocar." 

Cojikultation with the council would conplenent. nut supplant, 

eu^irent inoular acoesa to individual federal agenuiOB. 
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Mi at Interior havti made a etart at reversing a legacy of 

i^^atruet by ieiond leaders. Just as Secretary BaBDitt and I ^(iVt^^^ 

ŝ ûght inolusion of insular officials on the KealthfTaak Force^-^ 

now seek a permanent, institutional proceBS for rsoslVlng " -X^^2m, 

ijrjput from island leaders. This input will result in better '^'^ . 

Coordination of federal policy, and enhanced federal <i?>c^ 

f|alspenslveness to inoular concerns. '̂ ^̂ '̂̂ '"'̂  

i ; 

HT;. Chairman, the Administration fandorsea the concept of an 

zheular Areas Pol icy Counoil and will move an executive order as 

Ŝ ion as pesalbln with appropriate oonoultation. Ae we proceed 

with adminiatrative implementation of the eeunoll idea, we will 

oihfcr with Island leadera and this committee regarding specific 

Ifhouage. 
i ! 

wif Chairman, S. 447 is oonsistant with our effort within the 

Aiminietration to establish an insular Areas Polioy Council, i 

wint to reassure both you and representatives of the islands that 

w4l a l l share the goal of r«lnventing the delivory of federal 

tf^tvices to reflect the renlitiee of the 1990's. An insular 
i : 

Ai|iBS Policy council will not Rolve all the problems in Inoular-

f^deral relatione. Nor will It eliminate a l l mistrust and 

fi^aetration. i t will, however, be an important step in a new 

dJ<«wtion in federal relations with the islands. I look forward 

t«̂  I working with you and tho leaders of the islands ao wo take 

thlis step together. 

TTt-
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Take necesBary action 

Approval signature 

Comment 

Prepare reply 

Discuss vith me 

For your informetlon 

see remarks belov 

• 

• 

• 

n 
• 

• 

• 

FROiii Jim Jukes y S V T ^ DAIEI /O - / V - f J 

RKMiRXS 

. ^ L. c ft ' l l W ^ * ^ 



Committet on ^tural ftefioutcci 
OTa^tjington. 3BC 20515-6201 

October 8, 1993 

The Honorable J. Bennett Johnston, Jr. 

S ^ ™ 2 e on Energy and Natural Resources 

U.S. Senate 
Washington, D.C. 20510 

Dear Mr. Chairman: 
. c AA-> a b i l l regarding the coordination of 

We write concerning S. 1*/, a bix± | Interior 
federal relations with ^"^ular areas tor elected 
Department has certain 5;««P̂ "̂ f ̂ ^"tSro.S. territories, 
risprtssentatives in the Congress of tne u 

you know, this bill, l i j - c f f i e ; 
is I product of work that has been aoa y^^^^^^^^ Natural 
on Energy and Natural ^^esources and HOU ^his, we 
Resources during the past ^ ^ ^ f ^ i ^ J f o u r serious concerns 
SInt to make sure,that y°^^f« |?^5^ing so will facilitate the 
about the matter .*^°P\S^f chaigls in the process of 
federal consensufs needed to maxe cn y 
managing insular affairs issues. 

f Territorial and internationax 
While we want to see the °̂  g providing special 
Affairs perform its ̂ e^P^^^^^^^ii^^^Ire effectively and 
assistance to insular governments more eix current 
| f l i S S ; ? l y and we have P-^^^^J^^^fiJ'^oppcse expanding OTIA'. 
lecretary of the Inferior, we stronglY^^PP ^^^^ relations 

s?s;̂ Si?i:irireieŜ ^ -̂̂̂ ^̂  ̂ ^̂̂^̂  
. • .^^^ have been solidified by several 

Our i n i t i a l concerns in this area p,^tting OTIA in a . 
anions that OTIA has taken this y^^^-^^J^^ now regarding the 
teadermhip role that i t does not „cies vould contradict 
programs and ̂ responsibilities of o t h e r i n s u l a r areas. I t would 
?he development of ̂ ^ l ^ T ^ f ? S S o ? i t i that i t lost years ago even 
give the Office a J^^^^ent were a well-intentioned one 
I f the purpoB* '=»̂ ,!̂ f̂ /" ̂ J ^ S ^ Branch actions-
Of ensuring coordinated ExecuT;ive 
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The Honorable J. Bennett Johnston 
October 3, 1993 
Page 2 

A ^r.f federal agencies to pay more 
we believe that there is * need for w circumstances of the 
Intention at a P°li°Y ̂ ^^,^^.^^6 took forward to working with 
insular areaa. For this reason, "^/^^gyg representing 
jSu a^well as Secretary Babbitt - ^ J ^ ^ ^ f ̂ J ^ ^ s to have OTIA 
President Clinton, to ̂^̂ mg ^nis aeou ^̂ ^̂  
5 t ? e f carry out i t s P^^^^^^.^f P?Sf ̂ Jenslon of most federal 
governaent in the insular a^®?^'^rJliSment, and the reduction of 
programs to them, their «>Y«f^^^/SatTs occurred in recent 
gIsSetionary ^ f ^ ^ ^ i " ^ ^ i J l l S r t f i n c J I a s e tue role ot OTIA. 
years has made i t inappropriate to x 

sincerely. 

FALEOMAV̂ G. 
American Sam" Hf 

^oa 
on Insular and 

"international Affairs 

BODBRT A. UNDERWOOD 
Delegate, Guam 

cc; The Honorable M a l ^ o f / ^ i J ^ ^ 
The Honorable D*"^*^^?* 
The Honorable Bruce Babbitt 
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October 6, 1993 

The Honorable Bruce Babbitt -n 
Secretary 
Department of the Interior OCT 0 / 1593 
Washington, D.C. 20240 

Dear Mr. Secretary: 

During your confirmation hearing, you exoreaaerf 
commitment to work with Congress to Lp?ove S r ^ ? ? r r ^ f v 
process for the United States insular aSIa ^® PPficy-making 

We are pleased with your commitment to creat« i 

problem. On the other hand ?ho JL-Z.T federal relations anoaop 4n 2* nana, the federal government ought to 

a<,r.-«n^L^?^^?®®.°" ̂ "®̂ 5y and Natural Resources has deferred 



"^^nll^-'t^^^^^^^^^^ With legislation in the ' 
administratively. S I S this !n V"?®''*^^^^^ council 
on S. 447 for oJtobeJ 21, 1993" ^^^^ scheduled a hearing 

Brancr:o':?Jinlt'L';,"Jji%^SirL'Se\\^^ t^T^^ 
resolve this probleji adminiatrativelJ^ the Administration would 
provides greater f l e x i b i l l t v S i l l i ^ ' ^ ^ ^ ^ ^ ^ approach also 

^ ' ^ r ^ ^ l ^ ^ ' l i i . t ^ Z ' ^ ^ ^ proposed 
order, and what you »re p r o ^ n r i S ?he o ^ « ! * ' *° 

Since 

na^coim Wallop 
Ranking Member 

Rankinc. 
Subcommittee on Mineral 
Resources Development and 
Production 

Daniel K. Akaka— 
Chairman 
Subcommittee on Mineral 
Resources Development and 
Production 



Federal Register 

Vol. 58, No. 159 

Thursday, August 19. 1993 

Xaie 3— 

The President 
ExecutiTO Order 12859 of August 18, 1993 

Establishment of the DomesUc Policy Council 

f L X ' C ' S l T C ^ T A " " 5y ^ « Constitution and the 

r ^ ^ c L ^ n " ' ^ ' " ' " ' - " -st^hlished the Domestic Policy Council 

Sec 2. AfemAeisAip. The Council shall comprise the: 

(a) President, who shall serve as a Chairman of the Council; 
(b) Vice President; 

(c) Secretary of Health and Human Services; 
(d) Attorney General; 

(e) Secretary of Labor; 

(f) Secretary of Veterans Affairs; 

(g) Secretary of the Interior; 

(h) Secretary of Education; 

(i) Secretary of Housing and Urban Development; 
(j) Secretary of Agriculture; 

(k) Secretary of Transportation; 

(1) Secretary of Commerce; 

(m) Secretary of Energy; 

(n) Secretary of the Treasury; 

(o) Administrator of the Environmental ProtecUon Agency; 

(p) Chair oi the Council of Economic Advisers; 

(q) Director of the Office of Management and Budget; 

(r) Assistant to the President for Economic Policy; 

(s) Assistant to the President for DomesUc Policy;' 

(t) Assistant to the President and Director of the Office of National Service-
(u) Senior Advisor to the President for Policy Development; 
(v) Director, Office of National Drug Control Policy; 
(w) ATOS Policy Coordinator; and 

his absence the Assistant, will preside. iresident, and in 
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Sec. 4. Functions, (a) The principal functions of the Council are: (1) to 
coordinate the domestic policy-making process; (2) to coordinate domestic 
policy advice to the President; (3) to ensure that domestic policy decisions 
and programs are consistent with the President's stated goals, and to ensure 
that those goals are being effectively pursued: and (4) to monitor implementa­
tion of the President's domestic policy agenda. The Assistant may take 
such actions, including drafting a Charter, as may be necessary or appropriate 
to implement such functions. 

(b) All executive departments and agencies, whether or not represented 
on the Council, shall coordinate domestic policy through the Council. 

(c) In performing the foregoing functions, the Assistant vsrill, when appro­
priate, work with the Assistant to the President for National Security Affairs 
and the Assistant to the President for Economic Policy. 
Sec. 5. Admipifstration. (a) Tha Council may function through established 
or ad hoc committees, task forces or interagency groups. 

(b) The Council shall have a staff tp be headed by the Assistant to the 
President for Domestic Policy. The Council shall have such staff and other 
assistance as may be necessary to carry out the provisions of this order. 

(c) All executive departments and agencies shall cooperate with the Council 
and provide such assistance, information, and advice to the Council as 
the Council may request, to the extent permitted by law. 

t Doc 93-20237 

9d 8-17-93; 3:48 pm| 

ting code 3195-01-M 

THE WHITE HOUSE, 
August 16, 1993. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MAMAOEMENT AMD BUDGET 

Washington^ D.C. 20503 

June 2# 1993 

LEGISLATIVE REFERRAL MEMORANDUM 
LRM #1-569 

T^: Legislative Liaison Officer -

JUSTICE - Faith Burton - (202)514-2141 - 217 
TREASURY ̂  Richard S. Carro - (2,02)622-1146 - 228 
NSC - William H. ItOh - (202)395-3723 - 249 
STATE - B i l l Keppler - (202)647-2137 - 225 
LABOR - Robert A. Shapiro - (202)2i9-820i 
NEC - SOnia Mathews - (202)456-6722 - 429 

- 330 

FROM: JAMES J. JUKES (for) 
Assistant Director f Legislative Reference 

OMB CONTACTX OERRI RATLIFF (395-3883) 
Secretary's line (for simple responses): 395-3454 

SUBJECT: INTERIOR Qs and As RE: HR 1092, Financial 
Assistance for the Northern Mariana Islands 

DijADLINE: 12:00 NOON FRIDAY June 4, 1993 

cijMMENTS: Interior testified before the House subconmittee on 
insular and International Affairs on H.R. 1092 on March 18th. 

OMB requests the views of your agency on the above subject before 
advising on i t s relationship to the program of the President, i n 
abcordance with 0KB Circular A-19. 

Please advise us i f this item w i l l affect direct opending or 
reoeipts for purposes of the the "Pay-As-You-Oo" provisions of 
Tit l e X I I I of the Omnibus Budget Reconciliation Act of 1990. 

CC: 
Irene James 
Roiz Rettman 
Art S t i g i l e 
Palmer MarcantonI© 
I ^ r r y Matlock 
Vihce Foster 
Donsia Strong 
Sue Murrin (qstn. 

îb 



06/02/93 16:03 OMB LRD/ESGG 002 

LRM #1-569 

RESPONSE TO LEGISLATIVE REFERRAL MEMORANDUM 

I f your response to this request for views i s • J ^ j i ; . i ^ ' ^ ^ ' t h i s 
c6nLr/no comment) we prefer ^^at you respond by faxing us this 
response sheet. I f the response "^"'Pi* ?NOT the 
c a l l , please c a l l the branch-wide line shown below (NOT the 
analyst's line) to leave a message with a secretary. 

Yciu may also respond by (1) calling ^he analyst/attorney 
line fvou w i l l be connected to voice mail i f the analyst does not 
ihSwein (2) sending us a memo or le t t e r ; or (3) i f you are an 
SAKS uUr in the Executive Office of the President, sending an 
E-mail message. Please include the LRM number shown above, and 
the subject shown below. 

TO: GERRI RATLIFF 
Office of Management and Budget 
Fax Number: (202) 395-3109 
Analyst/Attorney'6 Direct Number: 
Branch-Wide Line (to reach secretary): 

(202) 395-3883 
(202) 395-3454 

FROM: 
(Date) 

(Name) 

(Agency) 

(Telephone) 

SUBJECT: INTERIOR QS and As RE: HR 1092, Financial 
Assistance for the Northern Mariana Islands 

The following is the response of our agency to your request for 
views on the above-captioned subject: 

Concur 

No objection 

No comment 

See proposed edits on pages ̂  

Other: . 

FAX RETURN of pages, attached to thi s 
response sheet 
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United States Department of the Interior m 
OFFICE OF THE SECRrr.m 

^^norable Ron de Lugo 
Chairman . . 
g^^jeonmittee on Insular »nd 

iInternational Afteira 
<:im«ittee on Natural Reaources 
tjiS. House of Representatives 
Washington, D . C . 20516-6201 

p^^v Hr. chainnant 

« » r.qu..t.a «n./.r. t.*tDU.w-up ̂ ..tlon. r.,.r4ln, H.R. 109J. 
answers ara enclosed. 

Sinoereiy 

Leslie M. Turner 
Assistant secretary *«*«4r« 
Territorial and International Affairs 
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Xf,f»^«°SV^^^^^^ '^«««^« ^ rONKONWEALtH 

1* 
«4.qv>»« *^2r?iv. ao.»tlon.ble u.. 0* ^2*^0 

S . ^ ^ rr."SfJ 'SS:S?.a .... .a.«»"̂ v. 

SmSy r.t.. .na %"'«'l»»4Unt S!>i"»t i " * " ' ! ! * vS5 •B»nt. There is. hovever, P^*' .̂ of fi«oal year 
SSSienting full-cost ^^'^f/^^Vem^t Squired full oost 
SSi. The second s•v•n-ŷ '̂u *'^5Sm Also, on 
iUo^ery by 1989, which ^TiS?"f N S York is holding 
oJdSI fro. the ?tt55?.arni!5s related to the 
1" Billion in 4 u d J^eeient,. now under 
•eeond agreement. The ̂ ^ J J ^ ^ g t earnings on funds 
Consideration, ŝ **;.̂ ĝecoM Finwtcing Agreement may be 
contributed under the Ŝ /°'JS„J„wealth Gover^^ " ^ ^ ^ S i l l 
•ABiittd to the total or tne ̂yiu«w« -̂o„jjh 1995. These 
jSSiiJjments for f i ' " ! .ŷ SJL i J i J S i t̂ri.» of « T « 
SSing. will i S S r th. Second Financing 
pledge agreements enterea inw 
Agreement are met. 

The primary -n-i^i-aS^rirthrr"^^^^^^^^^ . IS helng referenced -hova i ^ t^e .^luon 
recovery rates. J f t * ^ c ^ I ?atoh Inly in f 
can be applied cost recovery Pl»«i» "J^ 
through 1995. i« ^®/Sl«e tiiee years, the cma »u»t 
iSieSented in any one SSn otiier locally derived 
rll-e its matching '•'S,^??'"A ̂ '.'SLst̂ ^̂  burden on the 

Commonwealth. While this is no^ ̂ m ty to use the $27 
SSiving the V e USSrfu? In^ntivl for implementing 
Billion as a matdh is a powpriux 
full cost recovery. 
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Jj;rSS»«." W-lWlonVo „..rly »0 .lUlon. 

2: Both the P-"nt -d ̂ s t 
that the agreement would sive ŵ ^ current 
seven years. **SJ?Iise bI replaced. If i t were 

?:reisr.r̂ .tam"p̂  -̂ --"̂  
Sdi t ion i l $120 million in spending. 

. g r . « . i . t , " ^ L i S o M Alter e=M 

th . b. . t option. 

n •> B <c eitDltnatlon of the PMBiaenfs .cenoiLle pi.n «t .t«J 

S i * ? : S S i e S j . U ? S ^ f " h i % i S " 4 ' e i S e S t .na th. Governor. 

oDESTIom Dia tB. n.v aai.lni.tr.tion b . l i . v . J^J 

h t ' ^ < . no'? .Vp 'U"aY'r i '4Vt%?r%l%m.ent not 
obligated to? 
>»B«>< Thi. Ad»ini.tr.tton « . . t « aW "ot h.v. « 
.upport tb. 'Sreejwt. n^'/^^^*'^» X i n l . t r . t i o n ao.. 

;irt"r\i%°hS;*th%"f«tth\t̂ ^̂ ^̂ ^̂ ^̂ ^̂  
Sra^tSMrt? « t ' ' K ! 3 r i : S ] a ' J o t r.l.ot th. 
; 3 r . . « . n t tor puroly p . r t i « n r...ons. 

h. am.«o«. Did th. n.w'^-W'^^Uwr MTU'"^^^^ 

:ii.pV.. M̂ roSi/v̂ Vpo"! 
U,mR> Th. « r . . l « n t aoe, ~ " * „ " U " u . S ^ « 
fundin,. * ° " r ? i . M t ^ l ^ J contribution, fro . th . 
op.r.tion.: vvftxtX on a projoct 
coitiinoBii..Xt<i J ; P i " J r l L t l o n I . »»ae) I i t r.qaire6 a 
until th . CeMonl«»lth contribution i . J ^ ^ Mquir.. 
project-.peolfie plan betor. tand. ate .xp.noK>< » >. 
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4. 

43rsu. M'sift «?»̂ ir n̂̂iiŷ̂^̂̂ ^̂̂  
S^a. c.« b. «*ena.d. .,ood fatth-

Sine th. » 9 r ' » j n U » . ^ t t i c i r ^ ^ ^ ^ ^ ^ 

P«rtl»"' , "-Jftioni . ? l t aw., appropri.t.. 
additional conditions B» *«- i. >,-v4 

assistanoe. i ed of our 

you gave them? Territorial and 

documents. 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

Washington, D.C. 20503 

June 2, 1993 

LEGISLATIVE REFERRAL MEMORANDUM 
LRM #1-567 

TO: Legislative Liaison Officer -

JUSTICE - Faith Burton - (202)514-2141 - 217 
TREASURY - Richard S. Carro - (202)622-1146 - 228 
NSC - William H. Ito h - (202)395-3723 - 249 
STATE - B i l l Keppler - (202)647-2137 - 225 
LABOR - Robert A. Shapiro - (202)219-8201 - 330 
NEC - Sonia Mathews - (202)456-6722 - 429 

FROM: JAMES J. JUKES (for) 
Assistant Director f o ^ 'Legislative Reference 

OMB CONTACT: GERRI RATLIFF (395-38pk) 
Secretary's line (for^imple responses): 395-3454 

SUBJECT: INTERIOR Qs and As RE: S 558, Financial 
Assistance for the Northern Mariana Islands 

DEADLINE: 12:00 NOON FRIDAY June 4, 1993 

COMMENTS: interior testified before the Senate Subcommittee on 
Mineral Resources Development and Production on S. 558 on 
March 18th. 

OMB requests the views of your agency on the above subject before 
advising on i t s relationship to the program of the President, i n 
accordance with OMB Circular A-19. 

Please advise us i f this item w i l l affect direct spending or 
receipts for purposes of the the "Pay-As-You-Go" Provisions of 
Tit l e X I I I of the omnibus Budget Reconciliation Act of 199 0. 

CC: 
Irene James 
Roz Rettman 
Art S t i g i l e 
Palmer Marcantoniq 
Larry Matlock 
Lin Liu (see qst; 
9) 
Randy Lyon 
Vince Foster 
Donsia Strong 
Rodney Bent (see 
qstn. 10) 



LRM #1-567 

RESPONSE TO LEGISLATIVE REFERRAL MEMORANDUM 

I f your response t o t h i s request for views i s simple (e.g., 
concur/no comment) we prefer that you respond by faxing us t h i s 
response sheet. I f the response i s simple and you prefer to 
c a l l , please c a l l the branch-wide l i n e shown below (NOT the 
analyst's line) to leave a message with a secretary. 

You may also respond by (1) c a l l i n g the analyst/attorney's d i r e c t 
l i n e (you w i l l be connected to voice mail i f the analyst does not 
answer); (2) sending us a memo or l e t t e r ; or (3) i f you are an 
OASIS user i n the Executive Office of the President, sending an 
E-mail message. Please include the LRM number shown above, and 
the subject shown below. 

TO: 

FROM: 

GERRI RATLIFF 
Office of Management and Budget 
Fax Number: (202) 395-3109 
Analyst/Attorney's Direct Number: 
Branch-Wide Line (to reach secretary): 

(202) 
(202) 

395-3883 
395-3454 

(Date) 

(Name) 

(Agency) 

(Telephone) 

SUBJECT: INTERIOR Qs and As RE: S 558, Financial 
Assistance for the Northern Mariana Islands 

The following i s the response of our agency to your request f o r 
views on the above-captioned subject: 

Concur 

No objection 

No comment 

See proposed edits on pages 

Other: . 

FAX RETURN of pages, attached to t h i s 
response sheet 



06/01/93 0B:07 © 2 0 2 208 7414 INTERIOR OCL/CLC -•-»-» OMB RES 31002 

TAKE"" 

United States Department of the Interior IMEWŜ  

OmCE OF THE SF.CRET.\RY 
Uj«hinK'"n. Ii <--"-•1" 

Honorable Daniel K. Akaka 
Chairman 
subcommittee on Mineral Resources 
Development and Production 

committee on Energy and 
Natural Resources 

United s tates Senate 
Washington, D .C. 2051(fcafia50 

Dear Mr. Chairman! 

w=.*./,>, IB 1993 the subcommittee on Mineral Resources 
Svelo;fent"and'lr"iucSon held hearings on S- 558 J M l i ^ o 
provide further financial assistance to the Northern Mariana 
Islands. 

You requested answers to follow-up questions regarding S. 558. 
The answers are enclosed. 

?1^e^ely 

Leslke M. Turner 
Assistant Secretary . 
Territorial and Intemational Affairs 
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^BITIONat 

1. 

a. 

b-

2 . 

S r t i ^ ' r t j r C . r i W . aosi^ee. 

r, . n,4. d e v . l o i » . n t pUn S t i l l prbvia. a b a . i . 

y . . , i t aoe. f / , , S r " i ^ f I h f o u T ' i ^ ^ l -
cover tbe . . ' " " " ^ " r ^ perloa iron ^ 
Howwer, i t vent well beyond ^^I^J^^J^'Ji« ,na multi-year 

b - e m i l i S " " ' ^ ^ ^ ^ ^ ^ ^ p r l . . c t . d in tbe 
plan. • 

bc^=o.«%lVn Vr'^v^n I ilsl o« pro,.=t. b, tbe 
secretary Of/the interior? .. 

•4.-1 T,ibed« in the CNMI. The 
MIBWIB: There :»>"»"»'.,%=*̂ ^̂ ^̂ ^̂  "hiob w. 
i.6U. is P'^l-'"^'^L???v of Mlf^gSvelnient. The sgraroent 

u . responsibility oE se±i 9" .^-t projects 
the*̂  CHMI t° develop l i s t vith <is. we 

I S S r . «.y worX *° r^lre»ents that each 
would s t i l l i'»f"/S^^a.rr^? tlnS^ol'l plan, approved 
i f u S ^ ' b i t - - ' " ^ A ^ ^ ^ ^ ^ ^ i . transferred. 

ao^BTtOH. .n.at iB f e s t a ^ f ^ _ « ^ ^ ^ « 
o%™rse-crd'^-tu*4U°nn^^^^ ".ista^ce .,ree..nt. 

part 1X<.. <aV «^^iff , - A t S ?»d?n;!̂ °'Tbrs 

linage. Dir.ot=r subBit̂ ^̂ ^̂ ^ ^rmally, the 
sre5S!rUl\Sp\%"one'-?::i/th'"sbar. paid ..oh .onth. 

part I K . ) (l') -rl^lf^e'^ra^'LTr^e're^^^^^^^^^^^ BBsistwioe in six different areas at ̂  ^ Technical 

StiB?£?crwa%°^cvide-;^t.'"a?l s i . area, includin. 
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improvements to th. ^ i ^ T ' t u M ^ ^ ^ ^ " ^ 
?iv'f^ra"r^roSo?Jn-5'buK"'d.v%lop»ent. and bondin, 

and financing techniques. 

part 11(4) (c) required ̂ i e - i a l meetl̂ ^̂ ^̂ ^ ^ ^ e r ^ T o ^ r t n 
under the a5»̂ eê "̂̂ »' i S I r and in Saipan in 1988. 
Washington in the ̂ " ^ ^ f ^ WashitSton ^^^^ 
Meetings w«%^^ld,*5„Vsj.ingto^^^^ and other sites as 
neetings were held ^ " j j " ! , ^ ^ " ? : consider a new agreement, 
part of - t i ' ^ i e old agreement was a major topic at 
S : S e T e " i n T o f ?he S e c i a ^ Representatives. 

Part 11(4) (d) required JJ^^^^f o t T / ^ S r p̂ ^ 
reliance on F ^ ^ e r ^ assistance over ^ ^^^^^ ^^er 
agreement. This wa'Thchxeved to a mucn g the 
the period of J ^ ^ ' ^ ^ ^ ^ S r ^ ^ f ^ r ^ ^ i U to total general 
decrease in the ^*^i°„°f,J^^*i the Seginning of the period 
revenue, which was 40 percent ^^^^ the period. m 
^SS-t^ron SrcN^.l'^gene-l l U ^ ' d e c S L . ^ a. a percentage of 
J h t l r o S ; domaTic^'product over the perxod. 

j> 4.*,» rwvT to establish and maintain an 
part 11(4) (e) ^^^^^l^.f^^^'^nd to^^^^ u t i l i t y to charge 
independent P̂ .̂̂ ^ .^^v •"^ "^^^'^ ^^""^ ^̂ "̂̂  ^ i n ­
sufficient user *'y_^\*"q,term debt. This was the 
fund operating costs and long problem of non-
condition where e^t^^^^^^^^^ local law and 
compliance. The seven-year period. Full cost 
was maintained ^^° ' ' f^°^^ ,^*^^^rJpl^r , l . tBd on January 1, 
recovery rates were ̂ a g r e e m e n t and continuous 
1989, also in i l i ^ v ^a^^^ However, after 
dialogue between the ut^^^^^^^ maintaining f u l l cost 

January i , 1989, ^ ^ ^ ^ ^ i ^ ^ J ^ t S financially to i t s current recovery i^^tes,and deteriorated finan y . ^ 
point of near insolvency. \nd have provided 

f e c S i t L f e^^i^rttfe fnd'f S n V l l assistance to help them. 

part IIC4) (ff o ^ r l ^ e ^ a ^ ^ " c 
autonomous agency to Commonwealth Development 
development activities. i ^ become an 
authoritv i s now more than seven yeare. 
?nSg?al part of the CKMI government. 

part 11(4) (g) -^^rtitlT"Siicrand°S^^^^^ 
expended in accordance w i a ^^^^^ ̂ as based on 
Which was adopted in CNMI J^^' ̂ g^^iation of municipal 
r o i f r i i r n ? s . - ' \ ^ ' i h % " b e . t ^ Knowledge, the CNMI has 
adhered to this requirement. 
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3. 

part I K M (W * ^ i . | f L n ^ i o r s?i«^^ 
I^ement a " I^J |^*JJ iJ i l?ed by CHMI, B-PPOrted 
eound. A ma^or effort was coB^x -ssiBtanoe funding, to 
S iore than $300,000 xn t e c ^ i c a l assista^^^^^ assistance 

implement a ne^ f ^"^t "ctuarTal expertise to ensure the 
^ l ^ . r ^ d f ^ ^ y ' ^ 4%^SVenVio?'proposal befor. i t was 
enacted into law. 

P .r t 11(4. <i. " n S h T e c S n I ' i r « A . t ' - c e ' V ^ ^ ^ ^ 
lJ;?SkorT';as''ilJ4lc';..a. but°^"irtually no i^leBentation has 
occurred. 

' TT /A'S/PS of the second 
™= r / . ^ ™ * " & " " l ^ ^ ^ for pubUc^ 

="tB achieved. 
4- f hat standard an appropriate 

^ n S f o n l l r - S j e ' T p - p - r V / l ^ . * this third .ulti-year 
iiSancial assistance agreement. 

«hi.ve.e« Of jull ^ J ^ ' ^ ^ . ^ r ^ : 

r n = e U e n t % ' < i c « 
?o achieve f u l l cost recovery. 

, ^ S X X 0 K : 'woulS-»you Please pro^^^^^ J ^ 2 I f n 

!fsfdfnrs,n^on^alirn^ret^^^^^^^^^ 

^SWB., There are no ^^^^^ t ^ l - ^ ^ 

-ineiThrcKS? ŝvrs?a?f̂îo 
S t a t i s t i c a l gathering and reporting we ^^^^ easy access 
develop our own s t a t i s t i c a l d a t a ^ government. The data 
to a l l data maintained by '^f;"^^^ „er capita income in 
given us by the CNMI ̂ oes not include per P^.^^^ ^th 
the form you have requested, ^"^^hr \,orlcer8 of various 
^89^ ? a i on .'"iSTt 910 v o r S s fn the CKMl from 

Tonalities. I t shows maT; »• vorlcers in 
?Se ?5 staies had a mean i"oome^of $37 5 ^ . ̂  

CKMI from J»P^-^^f ,%*e"n inco°r. of $24,920, 8,738 
workers from ^ t t J n a work^^^^ ^ ^"^°"%!n 
indigenous Northern Mariana worj^ Philippines had a mean 
^6,693, 13.317 workers from the P̂^̂ ^̂^ 
income of $5,328; and 2,698 worxe 
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5. 

f « 180 The .v.r.9e «.an income for a u worxers 
income of $4,180. iiie 
was $11,917- «„d oer j a s i t a income 

rigSir. M°errnrcSt̂ ;£F̂ ^ 
vi£ 1989. The per <^aP^^^„i"u?Jted States citizens was 
X l l l Pfir_caEita ̂ n'=?"'* I?o we believe the figure 
IV. o l l a - J ^ 7 ^ 5 ^ - ? i l " ^ ; % | ' ; i d e ; s t a ? e d due to exclusion 

united States citizens ̂ s wuc ^eopie bom in China 
o f certain non-recurring income, ror peô ^̂ ^ non-resident 
and the Philippines, ;̂',!„,̂ *°̂ ''°are $4,056 and $4,679 
SSJkers, the i^^^^^^^.e ̂^̂ ^̂  |robS^ly 'uiiderstated due to 

^ A r.r, i-he 1990 census using 1989 
The attached^tables are base^^ 1^^^ inoone.^^li-^J^l 
A î-n (See Attachment m " income applies to a n 
wJgS'earners only, ^^^^^ ̂ ^ r f f ^ n d nô -wô ^̂ ^̂ ^ family 
individuals i"=l«'^^"''_:nSd ^ J = I ^ in'=°»̂  -̂ 5 
T ^ ^ ^ ^ unaccompanied 

individual workers-
* ̂  Tnitiative document contains the 

The CNMI Tax Reform ^^^^^""^^^^^ 
following average wages and salarie 
W-2 forms filed: 

Non-residents: H ' ^ ^ l 
loc^l residents: $9,404 
Average wage: 57,IB'' 

^ e s . are :not total i n c ^ a ^ ^ " " ^ i ^ ^ 
^ f i ^ t . . 5'^rf3^r/Srce'".h°=h Will parform with the 
:SSi'S?e°rL»? o f e f t j e next few months.^ 

^ • Would you please 
QUTBTIOH: (^or Governor ^uerr^^^^^^ ,aok 
provide any documents the CNMI to enact tax 
S commitment by tne 1^^^^^ legislation, 
reform, immigration reiuxw, 

,nKBTIO»= O i v e . ^ e • S ' r f f V r c ^ l t i ^ ^ ' l V h ^ ^ ^ ^ ^ ^ 
financial assistance, J i t , what assistance could 
I b S S i n g reliable economic data, wĥ ^ etati.tical 

hraStiit?r̂ ."-ŝ n̂ ^̂ ^ s%p?rpsre 
Fokt^f i p p . « " ̂ ^̂^ — ^ 

6 . 



06/01/93 06:11 O202 208 7414 INTERIOR OCL/CLC -.-»-» GEN GOVT 121002 

XNSWBR- we are working with the CNMI to i^Prove i t s 
l?!Tio;ical capabilities: Other Federal agencies do not 

a manStr to aBBist insular areas in .amassing 

census by the end of this year. 

Perhaos the biggest problem with obtaining good s t a t i s t i c a l 

TMiT-nosee with other insular areas. We believe aaaitiui^ox 
S^S^fance^ould be provided , otjer a.encxes such^as^the 

a n f l h e BureaTo? ^ b o ^ StatisUcs ô f the Department of 
iSbor A? present. ̂ ew statistios on the insular areas ar. 
prepared by these agencies. 

^"'^''^IJInt bit thevTave^'Siffared ovir i t s scope and terms 

E ? ' H ^ S f e - S r - t ^ o n - ? ^ ^ ^ ^ ^ ^ ^ ^ 
Jenegoti^Jing^the"^basic 702 agreement with the CNMI. 

omaTlOMt What arrangements or legal requirements does 
c5S5 have for dlvelopere to provide development 

impact assistance? 

AlMVER: I t i s our understanding the CNMI ha. no legal 
?JSJiJ;ment for an impact fee. Instead they rely on 
^:ruiS??";contributio^^ . ^ t ^ r e s t r i l S " ' t ^ C ^ i 
l ^ l ^ e l t " " W Z i T l o efact an impact f - ^ C u - a l l y 
Ivnressed as a percentage of the total cost of rne 
SSelopment) have been unsuccessful for several years 
now. 

nimHTTON. would you please provide the subcommittee 

Federal law. 

miBBWFR. we have attached a copy of rebates from 1986 
?S ??96. (SeeTttachmentB.) ^̂ ^̂  ̂ otal of reb^e. for 
1991 was $49.5 million. We understand that the CNMI 
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9. 

has provided information on rebate recipients to the 
House Subcommittee on Insular and International 
Affairs. 

QUESTIONi Would you please provide the i n i t i a l results from 
?our joint CNMI-OTIA review of labor and alien issues, and 
tax issues including a discussion of: the tax burden in 
S i s i m i : aSd the identification of oPPortunities where 
the CNMI could increase local revenues,- the costs and 
benefits of different segments of the alien labor 
SSulation, such as alien labor dependents, domestic 
SS?SeS' textile workers, tourist industry workers and 
construction workers; and a discussion of the social 
problems and costs associated with alien workers. 

J^WER: Tax Issues: 

The Tax Reform Initiative prepared by the ̂ NMI Department cf 
Finance and dated March 10, 1993 i s a ma;) or step toward 
coSpletiorof our joint review of tax issues. We understand 
?Sat a thorough review of that document i s being undertaken 
S ^ e Congressional Research Service. We have ^ ^ ^ ^ ^ ^ ^ f 
the Treasury Department to review and analyze the document, 
we beliele this document deals with most of the questions 
raised by the committee. 

The document proposes tax increases totalling $43.3 million. 
I t contains a comparison of (1) personal income taxes under 
current law, (2) the Federal "mirror" income tax, and (3) 
S i p^oposed CNMI taxes including the increases contained in 
the policy option as follows: 

Projected 1993 taxes on personal income: 

current law: (mirror tax vith 95% rebate " / ^ J , ^ " ^ . ^ ^ * ^ ^ ^ 
tax, and gross receipts tax): $20.2 " ^ l l j o n 
mirror tax without rebate: $4^.7 »jll^on 
Proposed CNMI policy option: $33-2 million 

The paper does not have a comparison of the tax burden in 
the cimi and the fifty states, including state and local 
taxes, but we expect to add this analysis. 

Labor and Alien Issues: 

oi,r ioint reviews of labor and alien isBues have not 
D^oaressed as far as the review of tax issues. The CNMl has 
K d f a good start in drafting and in^-ducing a minim^ wage 
b i l l that would apply to aliens as well as local worters. 
oir proposed review would cover the issues raised in the 
qSLtion. A copy of the proposed scope of work for the 
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10, 

• ^ w attached (See Attachment C) The scope is 
SSeSsive .M tranal^si, "'^ '° 
complete the review by the end of t h i s year. 

The CNMI presently has a trade incentive under Headnote 

3(a) . 

QUBBTIOH: would you Provide an estimate °* ^^^.^^^^^'^^^^r 
the North American Free Trade Agreement (NAFTA) on y 
exports to the mainland? 

AHSWER: Although t h i s ^ - f ^ ^ ^ ^ o l 
have attached an analysis î J-°̂ *̂ fŝ î A?t̂ ^ DO 
the NAFTA on . ^ " ^ l ^ / Z ^ i t ^ ; vi?y l i t t l e e f f ect on CNMI 
l ^ l l l t r i t l a Z t agreement. 
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Attachment A 

Tat)l» 1. Per C«pita Incoo* in 1589 by Birthplace,^CNMl!^_i990 

Mean Vmz capita 
With IBCOP* popul» -

iotII..~T~..T7T.... 2V.*li ll."3 43,346 7.199 
.ortHlS'Lri^I.l««l... 6.54; JJ.jy i;.JJ5 {;}5J 

: : : : i l l $099 969 . 2.542 
Chuuk **J iS 134 29 7,403 
Ko«4». 5'.82S 642 S,039 

7̂0 I7I703 « 273 11,024 

oth.r pacific i.i«...... « ».;« , ",;»a 
'MO 32 04e 755 23,346 

2 « 7 J ' l M 2,707 4,056 
China i T ' S i i s 326 13,563 4.679 

Vi»tna» , * l i i i M7 5,666 

unltea Stata- J j I S I 266 26.002 
CaliforoiM " 2 42,694 « • - J . ^ ^ j 

. " • - • i * ^ i l l X70 X6.636 
llaawbare 

r « a a l . a . . 20.143 5.012 
. o r t h S r i S i ; * . m a n - . . . 2,665 I X . J J J 8.2X1 4,150 

l i t 10,408 741 6,138 
iao s'tTe 942 2,665 

" » » • • • : 2 i 0 4 427 525 1,939 
Chuuk a 849 X4 1,957 
E H ! " : :::::::::::: nt 7:013 m 
Pehapei ,g 9.6X0 1X1 1.014 
Yap • 447 59 2,720 

lUrahalX Xalaada.... *J I ' Z l i 4% 6,198 
Other ?aelflo :.Xand8 J'JJJ , jg^ 5,639 
A«ia ^ ' l l l j l ' l U 262 6,560 

Japan , 097 20.147 X,582 X4.248 
»?f" I'SK 3,474. 2.02X 3.378 
China A 91* 4,842 3,949 
Pbilippinef 3,891 4,914 ••••̂  ^̂ ^̂ ^ 
Taiwan " i'iOO X 1,600 
Viataam * I 'Zit m 4,004 
Othvr A«U I l l ^ l ' * 10,877 

Onited itate* ••• 21 800 XOf X0,200 
Calif omU ? " "',08 54 4.801 
Hawaii " 14 714 93 ».809 

Ilfewhare. «*•••* * ' 
lourc«''l'99o'cPH-6-aiKl. Tablsa 36 and 90 



06/01/93 05:12 O202 208 7414 INTERIOR OCL/CLC -.-»-» OMB RES I2I011 

Table 2. Per Capita Income in 19B9 by Citiienehip, CNW^=_^^3°. 

Oitixenahip 
With 

Xneoae 

Mean 
Income 

(Dollara) 

Tctfl 
Citttan 
Bom in OMI • 
Bgm in 08, cua«, etc... 
iorn abroad. 08 parents. 
Naturalixad eitisan 

Not a citixen............. 
permanent res idence..... 
Temporary reaidenoe 

FeeAlea....•...••.••» 
CitiaM..........••>•..••• 
Bom in QMZ........«•«. 
Bom in 01, Ouaa, etc... 
Bern abroad, OS ptrant*. 
Matnxalixed citizen 

Not a eitiian 
Penenent rea idMce . . . . . 
Teoporary reeidenee 

ilalee . . . « * . . . . . . . . . . . 
Citiara...tt* 

Bom in CXMZ. . . . . . . . » • • • 
Bom in 08, Guam. a t e . . . 
Bern abmad, 08 parents. 
Baturalitad eitisen 

Not a cit iaan. • 
Paimanant rasidanea 
Tamporary raaidence 

Seureai 1990 CPM-6qCP(Z. TabXea 36 and 

27,485 
6.362 
6,447 
X.1S4 
111 
550 

19,223 
1,443 
X7,780 

XX,934 
3,554 
2.865 
4X3 
58 
2X8 

8,380 
7X6 

7,664 

15.S8X 
4.708 
3,582 
74X 
53 
332 

10,843 
727 

10,116 

11.353 
19.607 
16.693 
34,023 
22,011 
23,025 
7,805 
10.958 
7,549 

8,628 
12,835 
XX.891 
18,389 
9,327 
X5.604 
6,843 
8,550. 
6,684 

Per Capita 
Popuia- Income 

tion (Dellara) 

43,345 
20,082 
16,712 
2,405 
237 
686 

23,263 
2,188 
21,075 

20,543 
9,7X8 
8,2XX 
X,07X 
X23 
3X3 

X0,825 
X,196 
9,629 

22.803 
X0,364 
8,S4X 
1,334 
XX4 
37$ 

12,438 
992 

XX,446 

7,X99 
8,067 
6,424 
X6,32S 
X0,309 
18,407 
6,450 
7,227 
6,369 

5,0X3 
4,694 
4, X50 
7,091 
4,398 
10,868 
5,297 
5, XX9 
5,320 

9,X69 
XI,229 
8,6X0 
23,739 
X6,686 
24,699 
7,452 
9,769 
7,25X 
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Attachment B 

121012 

COMMONWEALTH OF THK NOHTHEHN MAEL̂ KA 1SÎ ^T)S 

DEPAKrME>rr or FINANCE 

• SUMMARY OF INCO>a: TAX REBATES 

TaxYMZ«1986tolM0 

(5000) 

I. Rebatoi AUowtd: 
Total 

II. Number of Taxpty«r8 Rtcsivins RebBtai: 

1987 1988 
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) tTTATHMENT C 

. . u • —• 
May 4, 1993 

STATEMBTT OF WORK 

Economy of the CNMI 

PROJECT DESCRIPTION 4* to the 
The purpose of tfce - t u g is to - e t . r j ine tĵ ^̂  
JSJident population < > ^ % ° ^ n - r e t ? d e n t B . An underlying 
dependent on S ^ P ^ J ^ ^ g d J i i Shareconomic devlopnent 
aasuaption behind the study " J ^ to the resident 
S S i v i t i e s should provide a net beneti ^^^^ j et 

opportunitia*. 

CHMI acono-y ie *>«"<>„f .STic"'- "SSe^iiJaJe s.^tor, 
SnsSuction and fov.rnjent aervices^^^^^p^ ^ 
Shich drives development, is higniy « ^ i ^ j . x:ecruit«i 
Sl e n labor, pri-a'^iiv ^^J^addition, aliens from 
abroad to f i l l apecific job*. ^ states, Palau) who 
SSSnesia (Marshall Islands. ^^^^JhoSd bi included as a 
S ^ ? a to th. CHMI in 2?tuen tourist, • l " ' * 1 7 ? ^ 
Sparate category. The PgfJ^^J H benefits. The question to 
S s t s on tha economy in j d ^ ^ ^ i , ; ; extent, each categoryof 
ba answered is S«Ss of the costs to tbe local 
aliens provides benefits in « 

needs and thus focus t^e.J^^JooIged study will show how 
Snffees.^ in su«mag. the PJ^PJjf ̂^^,^5, , surplus to 
development can pay i^s ©''nw , 
benefit the people of the CHHI. 
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• ) SCOPE OF WORK 
^ «„»nt i fv the costs and benefits 

" u Include " " ! " £ i ™ f l ? f o i ^ ? l 4 i n 9 ' ^ l ^ ^ ^ ^ 
fees. (Costs 
statwi on . net b M i . - ) 

costs .n̂ --"ra%ssan?rLr«t» " it 
Inionnetlon « .v . loped i " ™ ! ' * ^ " ' S ^ S S i S x . oo.ts. 

sinnunut«s«3-i 
?SSiud. ami '"""î fSSS'nSt'olnSition. 
p a b l i c t l o n . a? t . l l lng Pi>y.ioj ^ 1 current. r.o.nt 

fe^iSe^jra S 5 ^ J o f e S S costs of servxces and a l l 

J:5pital cSsls w i l l be included. ^ ^ how 

The bibliography -^i \ iSf iS;%Ug2s*ot*d2vt?S.S;t have 

S f a S J t S ^ r - S "a ir i :ne?S2 of alien labor. 

X160 included w i l l be data on business|s tha^^ 

S ^ S n K a f e S M T e ^ d ' e S S ^ U Aon-residents. 
. . . . Bhall be assembled by the consultants and 

S S ? t ? S ? r f o ? ' u i n i r r n , t h . project. 
j ^ S j ^ REVIEW Of DATA A«D WORK PLAN 

The consultants shall ^J'^iJt^JJaii^nai^fSiiB'^OTlA) 
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j ^ g S j i SDKVEVS PUBLIC fXCILITV DEMAND 
3 ^ B U n v c i a w . 

Because the - t i v i t y pat-^^^^^ r r ^ X g ^ S Sany non-United States citizen res ̂ ^^^ ̂ ^̂ ^ y, ̂„ 
CMMI, the consultant jay need ^.^ ^^^^^^ ^ 
the CKNI to measure ̂ T̂r- facilities. For example, »«rvey 
population has on P^t^^i^/S^iiio generation rates for 
?S?ormation .S«„??!f f^SS S^^^thS provid.s employment, 
certain non-residential lana ua ^ the 
Th. survey wor)c that is ̂ '^g^^^J^.S^jiit'lhSn'^livir a 

•anager. 

^T»..ISH»KT 0. =XISTI«= I ^ 0̂  ^ " ' ^ ^ 

T.S.. 3B «>.»".-'"-i'\«4iS?nr«e"S2;? r 2 5 i % . r , e t 

domicile. ^ ^ J M 

The consultant shall also n^'^^SiS'^gJoS'^r^^t^*" 
S d S ^ • ^ ? ^ ' ^ L * * i e ^ ? c e S'Si «i!:wS. fncluding public facility or aervlce J° J J ^ ^ solid waste ^ectricity, water, -ewage^tre^ airports. 

S i j r s n ; a ? S ^ c » ^ 

The consultant shall P"P*^l.Slo?5SS SSd^SfS^ervices 
r M l ^ o ^ SS^TprSved by the CKMI and 

OTIA. . ^ w -
^ PCB.IC FXCILXXIE. » .D SERVICES COST/BEKEEIT « P 0 ^ 

. - i l l ^,*5«jr'^'^!Voee"rn;rt'lnrtS°JSfts L,d 

«;!MB target groups studxed. 

The «>aly.is j l f U t i o r o r ^ ^ t ^ i " S n " ^ " ^ ©Derations and amortization os ̂  F cases, much of c^^^red to.revenues generated, in JJjy^^^^p.e, the CHKl 
thiranalysis w^iJ.^*;;* and Environment services 
Department of ̂ i t ? u ? e o f st^ B million in 1991 for 
reported an ̂ JPf f i ^ ^ j ^ ' L this case, the consultant 
health costs for aliens. 
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-h.t a l l costs are included, add in 

rrt.r.:toSyf3tfi2̂ -„M^ 
information by target groups ^̂ ^̂ ^ "^^^t^hie 

_.. 4*. b. forwarded to 
Opon completion of th» " f ^ i tte'SJl* representativeJor 

^ „P0HT OH X«I.m=T COSTS AKD BEHE.ITS or HOK-

RESIDENTS benefits 

some other examples o*/®^?^ ' Jn receiving health care, 
ô  Sther «*oil!ii!!«'^?aSt^Kclu3e construction of 
Examples °^^^i^|i:s^Svai?Sble to residents and 
r d S r t S i r i r ^ u ^ ivtilable in the .arXet. 

T.o.e indirect co-s -̂ ^̂ ^̂ ^̂  ItSted with 
themselves to quantitiaox 
comment• 

^ XHPXCr REPORT ^,„„„,«,,^lys..Offi.Cl 

Tnis Will incluJl • " S S S i l i t ' ^ ^ P (noniresident 

^ r K M o f e ^ . - - - ^ t I t s to t . e C».i 
- 3u»ary of the f i . o . l costs of non-re.s.dents 

r r r r c . t^. « i s = . . - f i t . of non.resident. to the 

CMMI Government to the 
* T,«T,-fi6cal costs and benefits to tne 

- Identification of non-fiscal 
aconomy and community 

. ...o^endation. on ^ ^ i r i : . T ' i ^ T 7 o T X benefit 
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(21017 

^-eives of providing adequate public 
would meet the objectives of P ̂ ^̂ .̂̂  ̂ ^^^ and 

^ ^pr.iij5iriorof'?re'rn™^^^ ^^^'^^ '^'^ 
residents. ^ 

^ K S T - i S S p . « « : U f t^fd^enSfJ'iSJ .r .as in need 

j U H o n s to tbe final report. 
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PROJECT BUDGET: COST/BENEFIT STUDY OF ALIENS, CNMI 

Local f a c i l i t i e s planner $60/hr. 

Mainland f a c i l i t i e s planner/ $75/hr. 
economist 

Demographer/survey expert $75/hr. 

125/hr. 
Attorney 

. *. lao/hr. senior econom^t 

Total personnel costs 

Travel: 4 trips at $3,500 

supplies and other 

Total project costs 

120-hrs. $7,200 

200 hrs- 15,000 

160 hrs. 12,000 

100 hrs. 12,500 

160 hrs. ,16.90° • 

62,700 

14,000 

?.300 

$80,000 
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Attachment D 

T H E NAFTA AND 
THE UNITED STATES INSULAR AREAS 

The North American Free Trade Agreement (NAFTA) promises to expand trade and 
investment in the three North American trading partners: Canada, the United Sutes and 
Mexico. But the NAFTA is efTeaive only in the area of each nation under its customs 
jurisdiction. What will be the efTect of the NAFTA on the United States' insular areas outside 
its customs territory: the U. S. Virgin Islands, American Samoa, Guam and the 
Commonwealth of the Northern Mariana Islands? 

The NAFTA applies in the territories of the Panies (defined to exclude insular areas). The 
exclusion of the insular areas is confirmed by an exchange of letters among the Parties dated 
January 19,1993 sUting: 

1. The NAFTA shall not apply in respect of Guam, the Commonwealth of the 
Northern Mariana Islands. American Samoa and the U. S. Virgin Islands. 

2. References in the NAFTA to a state of the United States shall be deemed to refer 
also to t ^ District of Columbia and the Commonwealth of Puerto Rico. 

Thus the insular areas appear to be treated in much the same way as foreign countries not 
Parties to the agreement, many of which are very concerned about the effect on their exports 
to the United Sutes. An examination of the rules of origin incorporated into the NAFTA, 
however, reveals that the insular areas enjoy much better access to tbe United States market 
than do the other Parties to the NAFTA. 

NAFTA's Objectives: 

The NAFTA establishes a free trade area by eliminating barriers to trade between ihe 
territories (in effect, customs territories) of ihe members. It abotshes tariffs on products of 
each party, without, exception, over periods varying up to 15 years in the case of the most 
sensitive goods. It also abolî es most non-iarifT barriers (quotas), leaving a xnechanL«;m lor 
their reinstatement for some items (mainly garments) in iemergcncy situations. 

The agreement promotes fair competition in the ftee trade area, primarily through "national 
treatment": prohibiting discriminatory internal taxes and regulations (although with man\ 
exceptions in the case (^Mexico). It contains provisions to increase investment opponunities 
and for protection and enforesnent of intelleaual property ri^ts in each Party's temior> 
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Effect on Exports of Insular Products to the United States 

Exports of products of U. S. insular areas to the U. S. customs territory are free of customs 
duties under General Note 3(a)(iv) of the Harmonized Tariff Schedule. The NAFTA will 
eliminate U. S. customs duties on exports of products of Canada (not already duty-free under 
the U. S.-Canada Free Trade Agreement) and Mexico, wm Mexican products, enjoying low 
labor costs and proximity to the U. S. market, displace insular products in the United States? 
Will insular producers be tempted to move their operations to Mexico? 

The answer to these questions is in most cases no, due to two major considerations. First, 
General Note 3(a)(iv) provides advantages not enjoyed by the Parties to the NAFTA. Duty­
free treatment is extended to products of the insular possessions that may contain up to 70% 
of their value in foreign components. For sensitive products, such as garments, the foreign 
value is limited to 50% but even this limit is generous because it exclude profit and overhead. 
Products of Canada arfl Mexiwî however, are defined by rules of origin of the NAFTA which 
convey origin in most cases through transformation of a good to another good covered by a 
separate tariff number in the HTS. In the case of garments, the rule is much more stikt, 
requiring that the thread or yam be of North American origin. 

The second consideration is that products of insular areas benefit from concessions other than 
duty exemptions. The U. S. territories typically provide up to 75% income tax rebates and 
complete exemptions from other taxes. Moreover, "possessions corporations" incorporated in 
the United States are essentially exempt from U. S. income tax under section 936 of the Internal 
Revenue Code. Specific insular products receive other incentives enumerated below, 

ExporU of Insular Products to Canada and Mexico 

In being excluded from the NAFTA, the insular areas do not obtain any spedal access that 
their own products might have enjoyed to the Canadian aad Mexican market Should an effort 
be made to extend NAFTA trade benefits to the insular areas? 

The inclusion of insular areas in the NAFTA would have complicated an already delicate 
negotiation because each insuÎ Eî tea is a separate customs territory with a different import 
regime. Because the insular areas have largely open borders lo foreign products, their inclusion 
would have raised concerns in the NAFTA partners about possible pas»-throiigh industries. 

For the insular areas to benefit from inclusion in the NAFTA they would have to produce 
something competitive in the Canadian or Mexican market Most products of insular areas 
that are imported into the United States under General Note 3(A)(iv) appear to be ineligible 

NAFTAftmUA imoLAK AKBAS 3 iiAYim 
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Guam 

Giilm iii the only insular possession with no Ge^^^ 
A watch aisembly company, Timewise, and a sweater assembler, Sigalo, both ceased operations 
late in 1992. Both were beneficiaries of special legislation providing benefits in addition to 
duty-free entry. The watch industry received a subsidy of up to 90 percent of its labor costs. 
The sweater induisiry enjoyediMegislative waiver from quotas that would otherwise apply 
because sweaters assembled in Guam did not qualify as local products under garment rules of 
origin. 

Despite siich special benefits these export industries succumbed to the severe diortage and high 
cost 6f labor oh Guam. These continuing problems were exacô bated in 1992 by power 
ratiotjing and the disrupUon caused by three major typbb̂  

Guam has propbsed, in draft legislation to becoihe a commonwealth, the use of NAFTA rules 
of oripn to define products of Guam eligible for duty free entry into the United States customs 
territory. Pa^ge of both the NAFTA and the Guam Commonwealth bill would be necessary 
to pot Ihis rule of origm into effect. If the NAFTA should not be enacted into law, the U. S.­
Canada Ftee Trade Agreement rules couM be applied to products of Guam instead. 

'American; Samoa;:':'''''''''''' '' ''̂ ..̂  

Alone among the insular areas, Ainericah Samoa is more dependent on its manufacturing 
industry than on tourism. Tlj^urist industry, in spite of spectacular natural surroundings 
and cultural attractions, has failed to develop commercially due to long distances from markets, 
frequent disruptions of air service, and a iihortage of good hotd accommodations. The 
economy is dependent on two major tuna canneries. Van Camp and Star Kist, for the bulk of 
private sector employment and government tax receipts. Indirectly, the tuna canneries also 
account for amajorportion of retail sales inlocal economy, including the majority of diesel fuel 
sales, which go to the tuna fishing fleet The tuna canneries were attracted to American Samoa 
by the combined appeal of low wages, duty free access to the U.S. maricet, exemption from the 
Nicholson Act (which prohibits foreign fisherman from landing their catch in the United 
States) and an exemption from U.S. taxes under Section 936 of the Internal Revenue Code. 

Thesebcnefits havecroded overtime. Wageshave increased undepbicnnial industry committee 
reviews mandated by the Fair Labor Standards Act; the cannery wage now stands at J2.87 per 
hour and is subject to periodic attempts to raise it to tbe mainland level. 

NAFTA*THBUAlHBDUimAmBA» 5 MAY 1993 
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United States Virgin Islands 

, Arier American SambJi. the Virgin Islands ranks next in its relative dependence on 
manufaaurirg. The island of SL Croix, whose struggling tourist industry was severely 
damaged by Hurricane Hugo in 1989, relies piimaiily on manufacturing. The biggest private 
employers are the Hess Oil Refinery and the alumina processing plant, which do not rely on 
duty free access to the U.S. market. Of those employers that do, the most important are the 
watch assembly industry and the rum distilling industry, both having evolved imder special 
benefits not limited to duty-free access. 

Watch assemblers receive a subsidy of up to 90% of wages psud in the form of certificates good 
for payment of import duties on foreign watctes. In fact, the subsidy is somewhat reduced in 
value by a one year delay in jpaymcnt and the transaaion costs involved in transferring the 
certificates to importers for use in paying duties. 

The NAFTA recognizes the importance of the Virgin islands watch assembly industry by 
according mechanical watches the 15 year C+ staging category. These watches are also 
protected by very high ̂ becific duties. More important, watches imported fttim U. S. insular 
areas are not subjected to GenSd Note 3(a)Cv) substantial transformation lequirements but 
to special rules in Chapter 7 of the HTS. Thus, even after the 15 year phase out of U. S. duties 
under the NAFTA, Mexico (or Canada) wUl not be permitted to ship watches assembled from 
foreign components as the U.S. insular areas do. 

The rum industry is also given some protection in the NAFTA, with a C sUging category 
providing alOyearphaseof the duty elimination. The importance of the rum industry to the 
Virgin Islands is as a revenue producer rather than as an employer. Tbe Federal excise tax on 
rum produced in the Virgin Islands is "covered over" to the Virgin Islands government under 
section 28(b) of the Virgin Islands Organic Act of 1954. Originally intended to encourage the 
raising of local revenue, this payment was limited to local revenue collections. Because local 
revenues have long since passed the level of taxes on Virgin Islands rum, the -Hnatching" 
provision is no longer effective. However, tije "cover over" is now Emitcd by law to $10.50 per 
proof gallon of mm, ahhough tiie curremexrise tax level is $1150. The total payment has been 
niiming at about $30 inillion annually in recent years. 

The matching fiind is used by the Virgin Islands Government to guarantee and to repay bonds 
issued for essential Infrastructure projects. It is not used directly to subsidize Virgin Ulands 
rum production but t& mdv^ receives the maximum 90 percent income tax rebate and 
exemptions from other uues under the local industrial incentive law. It also benefits from a 
subsidy that stabita the price of imported molasses and from promotion of Virgin Islands 
mm. (These efforts are small in comparison to Puerto Rico's massive rum promouons.) 

NAFTA A « U . S . I » « D I J U ABBAS 7 MAY I W 
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in the best of times. A lasting solution would not tie spedal ajssistance to the NAFTA but 
uould use the NA FTA a.s a reason to renew efforts lo develop private investment in busihei.ses 
in which the territory can have a comparative advantage. The most obvious, aside from fish 
products, is tourism - a grovirJi industry throughout the American Pacific. 

The insular areas' duty free access to the United States market depends on protection from . 
foreign competition. To Uie extent Uiat measures are taken to reduce that protection, insular 
area exports to the United Stales are threatened But Uie insular areas'export industries have 
developed under a variety of incentives of which freeentry to Uie United Sutes is only one. As 
duties have been loweiid, Uiijjgcentive has become less valuable in relation to other 
considerations, making it diiTicuh to quantify Uie effect Uut the NAFTA exemption wUl have 
on insular exports to Uie United States. Even more speculative is Uie NAFTA's effect on ^ 
attracting future investments in manufarturing to Uie islands. 

The NAFTA is unlikdy to be modified to take account of insular area interests. Discussions 
are underway, however, which may lead uj separate agreements regarding labor̂ and the 
envlronmenL These discussions and subsequent actions to implement U»c agreement and 
resohre disputes need to be sensitive to insular area interests. Because Uie ti-ade effects of Uie 
NAFTA on Uie insular areas are so difficuh to predict, any attempt to antidpaie and offset 
economic disruption before it occurs would be mefficient and wasteful 

The insular areas afl have small, isolated economies and are very vulnerable to external 
economic shocks: Their governments and Uie Federal government will have to be ready to deal 
wiUi new problems and opportunities, whether they arise from intemational trade agreemenis 
or the trends and cycles of the world economy. 

Richard Miller, OTIA 
/ Territorial and Intemational Affairs 

"** Department of Uie Interior 
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