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Investment From Japan essential
to Diversification of State Economies

—A Report on Kel

01

By Hldeo Ishihara

’T%mg rector

1. Background and Purpose

Japanese direct investment in the
United States has increased sharply
in the past few years against a
background of the rapid and steep
appreciation of the yen. In fiscal
1987, such investment reached $14.7
billion, accounting for 44 percent of
Japan’s total overseas direct invest-
ment, according to the statistics
compiled on the basis of reports
submitted by investing entities,
although the rate of growth fell to
45 percent from 88 percent in fiscal
1986.

Keidanren has been making ef-
forts over the years to promote
overseas direct investment, in the
belief that such investment will help
to correct trade imbalances in the
long run and mitigate trade frictions
with the U.S. and other countries.
As part of these efforts, this
organization sent investment mis-
sions to 23 states of America in
1984, to 16 states in 1986 and to five
in 1987. In addition, we have made
consistent efforts to seek abolition
of the worldwide unitary tax, a ma-
jor impediment to direct investment
in the U.S. Substantial progress was
made toward the resolution of this
problem in 1986 when the state
legislature of Cal fomia passed an
amendment bill.

The rapid rise in investment in the
U.S., however, is causing concern
about possible frictions related to
investment, such as lack of harmony
between investing corporations and

local communities. In these cir-
cumstances, the Council for Better
Investment in the U.S. was created
in April this year by succeeding to
the Worldwide Unitary Tax Coun-
cil. The new council aims to deal
with the remaining problems related
to the unitary tax and to identify
problems related to U.S. investment
and study ways to cope with such
problems.

The latest mission visited Alaska
and Hawaii from September 4 to
September 13 to obtain firsthand in-
formation on the investment climate
in the two states and on problems
related to investment in these states.
Another purpose of the mission was
to find out how these states perceiv-
ed the growing concerns of Japanese
investment in the U.S. generally — a
sentiment that had intensified since
the year before.

2. Impressions of the States
Visited
(1) General Impressions

The states of Alaska and Hawaii
are very different, when compared
in terms of the level of Japanese
direct investment. In Alaska, only a
small number of investments have
been made in the field of natural
resources. In Hawaii, by contrast, a
considerable number of investments
have been made, particularly in the
area of tourism.

We were impressed during the
visits, however, by the fact that the
two states have a number of ex-
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tremely important things in com-
mon. First, both states are
geographically separated from the
other 48 states. Second, both are the
newest states of America, Alaska
being the 49th state and Hawaii the
50th. People in Alaska call the 48
states the “lower (southern) 48
states.” In Hawaii, these states are
collectively called the “mainland.”
These characteristics of Alaska and
Hawaii have had significant effects
on economic activities in these
states. In particular, they have a
strong desire to expand economic
exchanges not only with the other 48
states but also with countries in the
Pacific economic region, especially
Japan. The warm welcome we
received in the two states was an ex-
pression of this desire. We believe
that now is the time for Japan to
strengthen its economic relations
with both states.

Industrial development needs to
be promoted both in Alaska and
Hawaii by taking advantnge of their
geographical characteristics. Alaska
is situated at an almost equal

KEIDANREN REVIEW No. 113/0etobor 19M



distance from Tokyo, New York
and major citjes in Europe, while
Hawaii is located in the center of the
Pacific. To cite a specific example.
Federal Express has decided to use
Anchorage as the hub of its interna-
tional parcel delivery services. In ad-
dition, a plan to open a securities
market in Hawaii is being studied
since such trading can be conducted
on the basis of time differences be-
tween Tokyo and New York.
Hawaii also has the potential to
develop an education industry since
it can serve as the cultural bridge
between East and West.

Both states are aiming to “diver-
sify” their economies — an impor-
tant fact which should be taken into
account when Japan’s economic
relations with them are considered.
Alaska, whose economic structure is
traditionally oriented toward oil and
other natural resources, has been hit
hard by the fall in crude oil prices.
Consequently, a major challenge for
that state is to correct the excessive
dependence on oil and other natural
resources. Alaska’s efforts toward
economic diversification are evident
in, for example, the fact that the
governor of the state is taking the
initiative iu review the worldwide
unitary tax and thereby facilitate
foreign direct investment in the
state.

In Hawaii, although the impor-
tance of promoting the tourism in-
dustry is recognized, efforts are be-
ing made to strengthen the eco-
nomic structure through diversifica-
tion of the economy, specifically
through development of high-
technologies such as oceanic
technologies, in light of the state’s
geographical and other advantages.
Although investment in real estate
has elicited some criticism, we ob-
tained the impression that the state
government believes that investment
from Japan has a large roje to play
in the development of the Hawaiian
economy, and that continued ex-
pansion of such investment is to be
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welcomed.
(2) Impressions in Each State

Some of the impressions we gain-
ed during our visits to tlie two states
will be described in more detail on a
state-by-state basis:

1) Alaska

The purpose of our visit to Alaska
was to conduct a survey on the in-
vestment climate there, including
the worldwide unitary tax problem.

Regarding the worldwide unitary
tax, we were encouraged by the fact
that the state government, from the
governor on down, is very positive
about reviewing it. In fact, the
government is already drafting an
amendment bill. At a luncheon he
hosted, Governor Cowper stated
that Alaska has made efforts to ex-
pand trade and investment relations
with Japan ever since it became the
first state of America to open a
representative office in Japan in
1964. As for the worldwide unitary
tax, he expressed an intention to
review it by taking into account the
views of Japanese business leaders
including Mr. Akio Morita, Vice
Chairman of Keidanren and Chair-
man of the Council for Better In-
vestment in the U.S.

However, the situation surround-
ing this tax problem does not war-
rant optimism since some members
of the state legislature are said to be
reluctant to change the current
system. In the background of such
negative attitudes is the fact that the
current unitary tax system makes it
possible for oil companies making
large profits in the state to reduce
their tax burden. The state govern-
ment wants to lure more investment
from abroad by introducing the
water’s edge method. At the same
time, however, it is concerned about
the possible impact of a tax change
on the oil industry, which is playing
a key role in the state economy.
Under the present circumstances,
the government is studying a revi-
sion on the condition that the tax
would apply to the oil industry as an

exception to the rule. Since the
amendment bill now in the works is
likely to come up for debate in the
state legislature opening in January
next year, we need to keep a close
watch over future developments
concerning the bill.

During the discussions on the
unitary tax, the following question
was often asked: Will Japanese in-
vestment in Alaska increase if the
tax is changed? Our answer to the
question was that not only the tax
system but also various other fac-
tors are taken into account in the
making of investment decisions. We
believe that the Alaskan side
understood our position, at least to
some extent. However, since a
change in the unitary tax would
cause a drop in tax revenue, it is
necessary for us to work out a more
convincing answer to this question,
which is expected to be asked time
and again in future discussions on
this problem.

In the past, economic relations
between Japan and Alaska have
centered on trade in mineral and
fishery resources, forestry products,
paper and pulp. The only notable
case of Japanese direct investment is
Alaska Pulp. Currently, there are
several Japanese investment proj-
ects in the fields of coal exploration
and resort development, and there
are great expectations for these
projects.

However, close attention must be
paid to the question of environmen-
tal regulation in the implementation
of these projects since local
residents have a keen interest in the
protection of the natural environ-
ment, one of the great physical
assets of the state. On this point,
Ms. Brady, the commissioner for
natural resources, stated that no
development project can be initiated
without the consent of local
residents. In order to obtain such
co.. at, the state government hold
public hearings. Only after the
understanding of residents is obtain-



ed, can the legislature proceed to
take action. This process of building
a consensus naturally takes time.

During the visit to Alaska the mis-
sion conducted a tour of the Alaska
Pulp plant in Sitka, a small coastal
city. The plant, a pioneering exam-
ple of Japanese direct investment in
the U.S.. has been in operation since
1959. The company has as many as
360 local people on its payroll and
thus maintains close relations with
the local community. However, it
experienced a labor dispute and
learned valuable lessons in the pro-
cess. We also had much to learn
from its experience regarding labor
problems, relations with the local
community and other relevant mat-
ters. The knowledge we obtained
during the tour will help greatly, we
believe, to promote activities of the
Council For Better Investment in
the U.S.
2) Hawaii

Hawaii has deep historical rela-
tions with Japan, as shown by the
factor that about one-fourth of the
state’s population (about I million)
are of Japanese descent. Also, one
in five tourists from outside Hawaii
is Japanese, and Japanese Vvisitors
account for one-third of the total
revenue from tourism.

Thus Japan maintains a con-
spicuous presence in Hawaii, as
compared with other state* of
America. Regarding Japanese in-

vestment in the state, the reaction
was generally favorable except in a
few cases, and most people wr: met

expressed hope that investment
would be expanded. Governor
Waihee, stated during a meeting
with us that Hawaii always

welcomes foreign investment and
that investment from Japan is mak-
ing a material contribution to
economic development in the state.
Concerning real estate investment
aimed at speculation, the governor
stated, that ii isa mailer of concern,
as in Japan, and expressed hope that
investment would increase in ways

that would promote the develop-
ment of the state economy.

Japanese enterprises, including
their affiliates, already occupy an
important position in the Hawaiian
economy, and they have paid close
attention to relations with the local
community since they expanded into
the state. We were informed that the
Japan Club was making greater con-
tributions to the local community,
including a S500.000 donation made
last year to the Aloha United Way,
the Hawaiian branch of the United
Way, a nonprofit organization
whose business it is to collect dona-
tions from across the U.S. The visit
to Hawaii was of great significance
to the activities of the Council For
Better Investment in the U.S. since
maintaining harmonious relations
with local communities is one of the
key objectives of the council.

The state of Hawaii welcomes
foreign direct investment in a range
of fields from the point of view of
promoting the diversification of the
local economy. For example,
Hawaii is promoting projects to
build communications facilities tak-
ing advantage of its geographical
position as the state situated in the
center of the Pacific, to construct a
base for space facilities on Hawaii
Island and to develop oceanic
technologies on Oafu and Maui
islands.

In addition, a waterfront re-
development project isunder way in
Honolulu Bay and adjacent areas.
Members of the mission had the op-
portunity to observe some of the
redevelopment work in progress on
a boat tour of the bay. The project
is designed to develop a bay area of
1,550 acres stretching along a 6-mile
coastline by 1989 with the state
government taking the initiative.

It needs to be noted, however,
that development projects in Hawaii
are subject to various restrictions as
In Alaska. To take the waterfront
development project as an example,
efforts are being made to obtain the

understanding of the local com-
munity. We learntrd that because of
stringent restrictions, new develop-
ment projects are avoided and ac-

quisitions of existing areas and
facilities are preferred in many
cases.

The education industry is another
area that seems to hold out much
promise. In this connection, the
mission visited the Japan America
Institute of Management- Science
(JAIMS), which is managed with
the support of Fujitsu Ltd. The in-
stitute is conducting a Japanese
language program for Americans
and scholarship students from
Southeast Asia, in addition to a
reorientation program for
employees taking up overseas
assignments. Considering that
Hawaii is a cross-cultural center
where people from the East and
West mingle, it is expected that such
global educational activities will
produce highly satisfactory results.

3. Future Prospects

The growth of Japanese direct in-
vestment in the U.S. has elicited
criticism from some Americans
since late last year. At the level of
individual states, however, such in-
vestment is generally welcomed. In
Alaska, as described above, foreign
investment, particularly from
Japan, is being encouraged as an
essential  means of achieving
economic diversification. In
Hawaii, too, Japanse investment is
appreciated generally from the same
standpoint, although there have
been some undesirable cases of
speculative real estate investment.
Id the case of Alaska, however, in-
formation on the state as host to
foreign investors is not yet suffi-
ciently available since it is relatively
recently that the state showed a
positive attitude toward foreign in-
vestment. The move to revise the
unitary tax is a manifestation of the
positive attitude which the state
government takes toward Japanese
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corporations.  We believe that
Alaska will be cited more often as a
candidate for Japanese investment
if a tax change leads to a better
understanding of the investment
climate on the part of Japanese
corporations.

One thing notable about Alaska is
that the state is rich in undeveloped
tourism resources as well as in
natural resources. With the
Japanese people becoming increas-
ingly aware of the need to improve
the quality of life, the natural en-
vironment in Alaska is a great at-
traction. A plan to hold various in-
ternational conferences in the state
is worth considering, since it is
located at an almost equal distance
from Japan, the continental U.S.
and Europe. Through such moves
the Japanese will have a deeper
understanding of and a greater sense
of affinity toward Alaska and, as a
result, possibilities for investment in
a variety of fields will likely
increase.

As for Hawaii, possibilities for in-
vestment in areas other than tourism
have tended to be overlooked
because the image of the state as a
tourist resort is too strong. One in-
teresting possibility is the establish-
ment of a securities market in
Hawaii, which is situated between
Tokyo and New York. Given such
prospects, it is important, we
believe, for the state to select certain
priority areas and publicize their
strong points to would-be foreign
investors.

There is also a growing need to
maintain harmonious relations with
local communities, at a time when
Japanese direct investment in the
U.S. is expanding rapidly. Hawaii
has an important role to play in this.
If Japanese businesses learn from
their experience in this friendly state
and apply the lessons they have
learned to their activities in other
parts of the U.S., then such efforts
will produce useful and beneficial
results. In this sense, the JAIMS we

visited is a good example of global
educational institutions where peo-
ple from various parts of the world
can learn about the economics and
cultures of .the U.S. and Japan.

4. Acknowledgements

In sending the mission to Alaska
and Hawaii we received generous
cooperation and support from the
governors of the two states, other
officials of the state and municipal
governments, private economic
organizations, the Japanese Con-
sulate General, Japanese corpora-
tions in the two states and their
representative offices in Japan. We
also obtained the cooperation of
representatives from member com-
panies who participated actively and
enthusiastically in the mission
throughout the tightly scheduled
trip. 1 would like to express my deep
gratitude for the cooperation and
support extended to us and look for-
ward to continued guidance and
support.

Japan Travel-Phone

When you need English-language
assistance or travel information,
call the Travel-Phone

Tokyo
Kyoto

WHAT IS THE TRAVEL-PHONE?

While traveling In Japan, you might have torn* dilllcutty in
communicating with local paopta or need more detailed
Information on tha places or attractions you want lo sao. The
Japan Traval-Phona is your helping hand to an English-
speaking travel eipert. ready to help you solve a language
problem orolfer any travel Informal lon.

SERVICE HOURS: MO urn. Birewgh MO pm EVERY DAY
THROUGHOUTTHEYEAR

HOWTO USE THE TRAVEL-PHONE

TrarefPhona can ba uaad In two ways — as a ton-free service
anywhere In Japan outside Tokyo or Kyoto, and by regular
phone charge (T10per 3 minutes) wHhin Tokyo and Kyoto

Outside Tokyo or Kyoto

Travel-Phone It toll-free outside these two major centers. All
you have to do la dial 10S and tall the operator, in English.
"Collect Call. T.I.C." (pronouncad "Tee-Aye-See"). Pteaaa

speak alowly and daarly.
* Travel-Phone is available through the yellow or blue public
phonos (not the red phones) and through private

telephones.
* W h« ysing « public phone. Inssrt a*t0 coin and dial t06.

The coin will be returned to you alter your Call.
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502-1461
371-5649

In Tokyo or Kyoto Arses
While you are m Tokyo or Kyoto areas, at indicated on me
maps (upper right), please dial the appropriate number You
will be connected directly lo T.I.C.
Tokyo Area— S02-14S1 tor Tokyo TIC
Kyoto Area - 371 544%lor Kyoto TIC

Remarks:
- When you use s public phone, the charge is * 10 per three
minutes.

TOURIST INFORMATION CENTERS(TtC)

The Tourisl Information Camara shown below oiler various
services ranging from travel information on Japan. Irae
literature and arrangements for home visiting to suggestions
on tour itineraries. They are open Irom 9am. lo 5p.m. on week-
days and from 9 am. to 12 noon on Saturdays. Closed on
Sundays and national holidays.

Tokyo Otfle*
Koiani Blog.M.
Yurakucho 1-choma.
Chiyodeku, Tokyo Shtmogyo-ku. Kyoto
Tel. 103) 502-1441 Tel.(075)37t-5449

japan National Tourist Organization

Kyoto OtUcc
1st Il.. Kyoto Tower Bldg..
Higashi-Shiokoiicho.
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Japan's direct investment m the United States has been rapi-
dly expanding since the early 1980s, far outpacing the high
growth of its global overseas investment The United States has
always been ranked as the number one host of Japan's direct
investment. According to the figures released annually by the
Wmistry of Finance. 1,816 cases of direct investment, amounting
to $14 7 billion(44.1% of Japan's global investment of the year),
in the United States were made by Japanese companies in fiscal
year 1987 This registered a vigorous 44.7% increase over 4.5
billion of the previous fiscal year. The cumulative (FY1951-87)
total of Japan's direct investment in the U.S. now amounts to
50 2 billion dollars.

Keidanren believes Japanese direct investments into the U.S.
will contribute to the economic development of both the.U S.
and Japan, ai.d has helped its member companies explore in-
vestment opportunities.

In this context. Keidamen sent three investment study missi-
ons covering 23 states m order to obtain firsthand information
on economic and social environment of the respective state in
June 1984. For the same purpose Keidanren sent similar missi-
ons to 16 states in 1986. and to 5 states in 1987. These missi-
ons exchanged views with the Governors, members of the state
legislature. Mayors, leaders of the state and municipal govern-
ments. business community, os well as Japanese companies
who already operate locally and visited maior industrial sites as well.

With the fast increasing direct investment. Japanese com-
panies are bound to face various new problems caused by their
direct investment in the U.S.. including such issues as fostering
better community relations and avoiding, movements towards
greater investment restriction. In order to cope with these pro-
blems. a new council named “Councrl for Better Investment in
the U.S." (CBIUS) was established on April 6. 1988.

Following these activities, another investment expansion mi-
ssion was organized to visit the State of Alaska and the State
of Hawaii from September 4 to 13.

The Mission will report its findings to the member companies
of Keidanren and CBIUS and other Japanese corporations for
reference in their future investment plans.

Though this mission will not engage in immediate business
talks on investment, we are convinced that the visits by the
mission, composed of representative corporations of major in-
dustrial sectors in Japan, will lead to a smooth expansion of
Japan's direct investment, taking into account various social
and economic concerns in the United States.

Keidanren
Investment Mission
to
The United States
of
America

Alaska, Hawaii

September 1988
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Keidanren (Japan Federation of Economic
Organizations) is a private, non-profit econom ic
organization representing virtually all branches
0f economic activities in Japan. Keidanren,
maintaining dose contact with both public and
private sectors at home and abroad, endeavors
not only to find practicalsolutions to economic
problems but also to contribute to the sound
development of the economies of Japan and
countries around the world.

Through the merger o f several economic and
industrial organizations active since prewar days,
Keidanren was established in August 1946.

Since then Keidanren has grown into a nation-
wide body with 120 association and 915 corpo-
rate membersas of August 1988.

Headed by internationally acknowledged
leaders of the Japanese business com munity,
Keidanren plays an active and influential role in
the achievement of harmonious economic

prosperity for all mankind.

KEIDANREN

Japan Federation of Economic Organizations

9-4, Ohtemachi 1-chome,
Chiyoda-ku, Tokyo 100, Japan
Tel. (03)279-1411

Telex: 222-3188 KDRTOKJ
Facs. (03) 246-0574
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My name is Sadami (Chris) Wada, Senior Vice President of
Sony Corporation of America and | am also U.S. Advisor to
the Council for Better Investment in the U.S. of KEIDANREN.

KEIDANREN is a Japanese name for Japan Federation of Economic

Organizations. It is a private, non-profit economic organi-
zation representing virtually all branches of economic
activities in Japan. It is certainly a nation-wide body

with 120 association members and 921 corporate members as
of September 1988.

KEIDANREN has sent a series of investment-related missions to

various states since 1984, covering 23 states in the first
year, Ib states in 1986, 5 states in 1987 and Alaska and

Hawaii in September 1988.

Last September the 21-member KEIDANREN investment study
mission to Alaska visited a number of places and had a number
of important meetings in the state. The meetings included
the state legislature leaderships, business leaderships,

the Administration leaderships and reporters from media

world.

We were very much impressed by the beauty of Alaska and its
short distance from Japan. Its abundant natural resources
also impressed us. Even though the state lost competition
for 1994 winter Olympic site, the state is rich in sites for
skiing and other winter sports.

However, we were very much disappointed to learn that this
rich and beautiful state has the notorious worldwide unitary
tax system. The British, Dutch and other European nations
united their efforts to appeal to the United States with
their strong opposition against this unfair, unreasonable
and internationally-rejected tax system. Prime Minister
Margaret Thatcher repeatedly urged then president Ronald
Reagan of the U.S. to stop the practice of the unitary tax

on a worldwide basis.

We also found out the unfortunate nature of this worldwide
unitary tax system, that results m wunfair double taxation
and in most onorous administrative burden that in most
cases do no give any justice in the final tax assessment.

We thought this is very ironic for Alaska, because this
beautiful state was the first state to open its office in
Tokyo, Japan in order to invite our investments in the state,
but now it is the last state to eliminate it if it wants

to see its Tokyo office succeed in inviting Japanese investments

into the state.
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In 1984 the following 12 states had the worldwide unitary

tax system. They were Alaska, California, Colorado, Florida,
Idaho, Indiana, Massachusets, Montana, New Hampshire, North
Dakota, Oregon and Utah. All except Alaska changed their tax
system. The most important woildwide unitary tax state,

California with its largest tax exposure among the 12 states,
provided the water's edge choice by its state legislature

and the governor's signature in 1986. The governor of Cali-
fornia did support their water's edge and signed it into the
law for their economic growth through greater international
investment particualarly in manufacturing. AIll of those states
that modified their tax system did so in the same thought as
California.

KEIDANREN, Sony and others from Japan, for greater investments

in Alaska are all pleased to see SB-119 before the state
legislature, and wish very much to support the passage of

the bill. We are very happy to know that Governor Cowper

took the initiative in this effort with the wide support

from the Alaska state legislature. The worldwide unitary

tax system penalizes investment. When one makes an investment
in manufacturing, it takes time in purchasing land, building

plant structures, machines, training workers, organizing plant
operations to be efficient, debugging machine operations and
also in securing and training material and parts suppliers.
It takes easily a few years before you can have real profit
on which you may pay income ta:c. Until you make profit, you
have nothing to pay tax out of. The notorious worldwide
unitary tax demands state tax payment out of global income
from other countries, through what they call worldwide
combination of income. Income made in other countries is

of course taxed in each country. Why such income should be
subjected to another tax. We oppose such double taxation.
After invited to invest and to contribute to the economic
activities and to the economic base, why one should be
penalized by such double taxation.

Further, the worldwide unitary tax system requires combining

of properties, sales and payroll of the whole world, in order
to find out what percentage of the global income should be
attributed to a certain state. Prices of one acre in the U.S.

and Japan are very different, particularly when the one acre

in Japan was bought three hundred years ago while the one in

the U.S. was bought 1989. Those original book values of the
each acre, make no basis for apportioning global income. It
creates nothing but distortion. Sales in large and traditionally
established market and in unstable and risky market would of
course have different profit margin, therefore, such providing

no rational basis to allocate global income. Wage levels are
clearly known to be different country to country, once again,
providing no reasonable basis for allocating global income.

In Japan, no-lay off means very much beyond some wage differences
and it can have important value. Country to councry, fringe
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benefits are different, that include housing in some countries

where it could mean very much in value. Therefore, contribution
to income creation cannot be direct translation of wages or
salaries. There are in some cases, very important elements

that enables contribution by employees to the corporate income,
outside wages and salaries.

I am sure that state tax authorities are responsbile to tax
corporations without allowing them to hide income and evade
due taxes. The Federal Government is very much responsible for
making sure that they tax right and not allow international

corporations to evade taxes. Their responsibilities may be
even far greater, the stake being much larger compared to state
level. The Federal tax authorities use "arm's length” method
to test any suspicious transactions. IRS Code 482 gives the
Secretary of Treasury such an authority to carry out their
responsibility to tax. Why cannot a state use the same test,

rather than rely upon the impossible worldwide unitary tax
system.

Exchange rates among nations that have been changing so much
not only over years but even within a year of twelve months.
What exchange rate to use? What justification is there for
choosing any exchange rate? What could have been the exchange
rate of the Japanese currency of three hundred years ago to
the U.S. dollar? Should we combine the result, whatever it
may be, with the value of any U.S. property bought this year?

Japan has made about $50 billion direct investment in the
United States so far. As we make trade surplus with the U.S.
we musV get the money back to U.S. Unless wo do so, the
shortage of money in U.S. will drive the interest rate higher
and economic activities lower. Japan should invest such U.S.
money in manufacturing industries, rather than nationll bonds,
considering productive and job-creating impact. Greater

manufacturing has tremendous ripple effects in economic
activities.

I am sure all the people in the world find Alaska beautiful
and exciting with her natural beauty. She is rich in resources
and attractive for recreational sports of different kinds.

The KEIDANREN mission came and found this state very attractive
but when we learned that unfortunately this state still keeps
what we thought was something of the past, we were surprised
ahd disappointed, because the worldwide unitary tax means

a red flag for investment.

SB-119 eliminates the worldwide unitary tax from Alaska and
removes fear of unfare double taxation from investing in
Alaska. it ends the most cumbersome and onorous tax system.



Once the notorious worldwide unitary tax is removed from
Alaska and the internationally accepted system is applied to
investors from U.K., Holland, Germany or any other country
certainly including Japan, | am sure Alaska is really ready
for any international investments. KEIDANREN will remove the
red flag from Alaska on the investment map.

I would like to express here my sincere appreciation for the
opportunity to communicate our opposition against the worldwide
unitary tax and our support to the Senate Bill SB-119.

1 would also like to express here my appreciation for the

January 25, 1989 opportunity to testify via telephone in
support of the same SB-119 before the Senates's Committee
on International Trade and Tourism wunder the chairmanship

of Senator Szymanski.

Ek S b I K,k Kk kKX %k
end



Draft List of Possible Options

1. Separate accounting for all corporate taxpayers. This
is nominally what the Japanese are asking for, and would remove
the psychological barrier said to deter foreign investment. It

could lose us up to $2 million annually (depending on how
implemented) in non-petroleum corporate tax revenue, but at
current oil prices would increase petroleum tax revenue by at
least $150 million. Under separate accounting, production and
pipeline profits earned in Alaska would be taxed at the full 9.%)

percent nominal rate. See the table below for the effective
rates under current law.

Net Income, Tax Paid, and Average Effective Rates
Petroleum Corporate Income Tax

millions -—-------mmemmee-
Alaska Net Income Tax Paid Tax Rate
1983 $5,771 $236 4.1%
1984 $6,639 $265 4.0%
1985 $5,083 $169 3.3%
1986 - $3,452 $134 3.9%
Net income calculated from data in Sohio annual reports and FA
filings.
2. Water's edge for all <corporate taxpayers.Would also
remove the psychological barrier said to deter foreign
investment. Likely to have little impact on current non-
petroleum corporate tax revenue (i.e. * <$1 million annually).

The effect on petroleum revenue could be much larger, though
difficult to predict. EXXON and Standard would probably pay more
tax, and that ARCO would pay less, resulting in a net increase

of $10-40 million in annual corporate petroleum income tax
revenue.
3. Status quo for oil companies, separate accounting for

everyone else.

4. Status quo for oil companies, water's edge for
everyone else.

5. Status quo for oil companies, separate accounting or
water's edge for everyone else, with a compensating rate
change to make result "revenue neutral.” Eut has anyone

figured out what we mean by "revenue neutral?"”

6. Separate accounting or water's edge for weveryone, with
a compensating rate change to make result "revenue
neutral.” Theoretically, this could get the state the same



amount of money as it is currently getting, while cutting the
nominal tax rate roughly in half. The oil companies would pay a
tiny bit more than at present. Everyone else (at least everyone
currently paying 9.4 percent) would have their corporate tax
reduced by half. This would unequivocally have a positive
economic diversification effect, a statement that can't be made
about any of the options describe above. The problem, of course,
is that the race adjustment required for revenue neutrality this
year (assuming we could figure that out in advance) would almost
certainly not be revenue neutral in the following year.

7. Abolish the non-petroleum tax, go to separate
accounting for oil companies and adjust the rate to
achieve "revenue neutrality.” We could probably reduce our
nominal 9.4 percent rate (now paid only b~ oil companies) to 5.5

percent and expect the result to approximate the revenue from
our current corporate tax structure. Like option 6, this would
produce an unequivocal economic diversification impact.

8. Abolish the non-petroleum tax, go to separate
accounting for oil companies. Like option 1, above, this
would raise oil company taxes and state revenue. Unlike option

1, this would be certain to have a positive impact on economic
diversification.

9. Give corporations an option, a la California. Any time
-we give the oil companies (or any other profit maximizers) an
option, they will use it to lower their costs. Where the amounts

at stake are large, as they are with in the case of Alaska oil,
there is the risk of losing big bucks.

10. Give non-petroleum <corporations an option, a la
California, but retain (and require) worldwide wunitary
for oil companies. But some authorities have suggested that
once you establish an option, it must be made available to all.
11. Do nothing. "Sorry, governor. It seemed like a good idea at

the time, but further study suggests that it doesn't make sense.
The reason it doesn't make sense is...."

12. Study tha question until it goes away. A variation on
the "do nothing™"™ option, above. An easy option to justify
because no matter how much analysis we devote to any proposed

change, we will still face considerable uncertainty on the
revenue effects of the change. And while it may not always be
true, it can always be asserted that additional analysis will

reduce the residual uncertainty.
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The corporate tax is plays a bigger role in Alaska than in
most states, though a smaller role than it did before the 1981

tax amendments (see Attachment D). Alaska would rank a little
lower if the comparison were made against "all general
revenues,” which would then include our royalty income in the

denominator. This is U.S. Census data.



SD&G&  VILVQ  ASVT&d SILNAS

86659%;

© O

o O

© O

© O

© O

$8858 ti'zks'i o 2BYW SD-gS U&UM- OIfio)MOI UIKUN

< zZ >
§P/\ mmc 1

ONfOO)«k caac*(A(A cafa<nca<n CACALCACA <A<ACAKACA s n s v N >1 03 CD 03 1D0IDI0ID 10 (00
83 388 8888 55888 8888f me&n3 88Ks3 YIPiolr 88588 838

ATTACHMENT C

As this ranking shows, Alaska has a fairly high corporate tax
rate. Large mining companies and others which historically pay
virtually no income tax may not care. For small to medium
corporations (annual sales less than $50 million) studies
suggest that the rate may be a significant factor in both
location decisions and business success. The desire to reduce

the nominal rate has been an element in tax "reform,” both
federally and in states like Minnesota and New York. For many, a
quick and quantitative measure of income tax "reform™ is the

increase in collections per percentage point of rate:
(Acollections/1% tax/million $ tax base).
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OFFICE

Juneau

January 17, 1939

The Honorable Tim Kelly
President of the Senate
Alaska State Legislature
P.O. Box V

Juneau, AK 99811

Dear Senator Kelly:

Under the authority of art. 11, sec. 18, of the Alaska
Constitution, I am transmitting a bill relating to the
methods of corporate income tax reporting for certain
taxpayers. This bill requires that corporations that are

members of affiliated groups owned by foreign <corporate
parents file returns based on the "water's edge"” method,
instead of the "worldwide"™ method of tax accounting. The
"water's edge"” method is a taxing method that takes into
consideration only the domestic activities of foreign
corporations and does not consider income from their non-
American operations.

The "worldwide” method of tax accounting has many virtues,

but it is ‘intensely disliked by most potential investors
overseas. Virtually every other state that used the
"worldwide" method has repealed it in recent years in order
to increase investment and trade opportunities. There is

simply no reason why Alaska should keep this barrier to
investment on the books when other states have repealed it.

The next century, it is said, will be the era of the Pacific
Rim. Alaska is strategically placed to participate fully in
the booming economies of the region. | believe that we must
take every step possible to encourage trade and investment
in Alaska. This bill will rpmeve a major psychological
barrier to investment in the state while having only a
minimal fiscal impact. I yfrge /your prompt and favorable

consideration of this bill.

Governor

4 T
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massive
ta>§cheat’?

U.S.
v, {
ANJEW YORK - A Sir...
import this week that foreign
companies doing business.
irt'tfle United States allegeidly
hkve cheated on their taxes
arge scale strikes' me'as
g’?ﬁ%&r scandal w E faM
railing implications fox;.
American £uslriessi’;i«5&
.*As thejhvestigatloriof ’ mm
the charges.I>y the Internal .f
Revenue §ervice proceeds,
| Hope thejmedia will give the*-*-
story the attention it cleprly

W.R.
Hearst Jr.

Lc Pve always been ini”r- ,
iavoj- of unrestricted foreign
investment in the United States, as long as
Axperican investors abroad received reciprocal -a-
treatment and there was fair play allaround .”?
ov The alarm expressed in recent years thatTcStt" -
fiDjefeners are “buying up™ our country’s assets-,.£EF
struck me as exaggerated and somewhat eee *:
hysterical in tone. It still does, although I fully.,
3greb that far too little has been done to make'3-
the Japanese open up to U.S. investment in .the
same way that we’re open to investment by .
then).-V s s *e
‘throughout our history, ours has been the o>’
potion where other people have been able to
invent, not only their capital, but also their .
ideas and technology, with the greatest freedom
grid the fewest political or bureaucratic /
obstacles. It’s a policy that has paid off-*
handsomely far us — helping to make America
the world’s most flourishing economy for a
century or more —and it shouldn’t be

changed.’ 'u-"-r, - .

Editor’s Report'

$544 billion in tax deduc-
tions against total income of
$543 billion . Thatlooks
pretty fishy to me.

“ But the disclosure that foreign corporations
seem to have engaged in a tax fraud of huge
proportions indicates that our hospitality has
been badly abused. The Japanese make good cars,
but Americans don’t want to"be taken for a ride
by their tax accountants. Vigii

According to the IRS, more than half of
-36,800 foreign-owned companies filling tax
Irelums in 1986 reported no taxable income. All'
Jpld, foreign-owned firms that year —the last for,;
which the Complete figures are available —
took $544 billion in tax deductions against total
Income of $543 billion: -

That looks pretty fishy to me. ,
- IRS 0”0o"U .wjfe quot*Lby.lhe New York "
Times last week as estimating tnatrin the past' 10
years, the;U.S. subsidiaries of foreign

co_rnfanies may have underpaid their taxes by $12 .
mill="

A HEARST NEWSPAPER

,Hubble space telescope
promises astronomers

revolutionary findings

By John Noble Wilford

ny spacecraft that inspires allusions to Alice’;
of Wonderland cannot be meant for some’ %
ordinary excursion through the heavens.:

The Hubble Space Telescope is, indeed,
not just any spacecraft. Scheduled for launching this
spring, after five years of delays, the spacecraft®
and its exquisitely polished 94 1/2-inch-wide
telescopic mirror should enable astronomers tofr
see farther and 10 times more clearly than they.bave
before, out tantalizingiy close to the edge of thi;»
universe and toward the very beginning of timg>

Excited astronomers can hardly believe their,
good fortune to be living at a moment so rich in the
promise of revolutionary discovery. One of theifi ’

Alice stepping into Wonderland.

.. Malcolm Longair, the Astronomer Royal of
Scotland, has written, with respectful apologies to
Lewis Carroll, a whimsical (though highly 46*
technical) book about the “world’s most'.
extraordinary looking glass” and titled it "Alice

and the Space Telescope.” His Alice encounters
Humpty Dumpty, who has been put together \
again. by:>ibe people atthe National Aeronautics and
Space Administration. She'asks him wfiy the"-*
telescope will revolutionize mankind’s uCsmu*..
understanding.of the universe. “The answer is.

m-
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Times

companies may have underpaid their taxes by $12

billion. 4 -j L.
The principal method of evading taxes

apparently has been for U.S. branch companies to

pay artificially inflated “book", prices for

products and services-they, buy from their parent

companies to sell here. In that way, of course,
they’re able to reduce the amount of their taxable
» income. One such'case, involving the U.S.
affiliate of Yamaha, the Japanese motorcycle
manufacturer, is-already pending in the United
| States Tax Court.
X But indications that underpayments over
’many years have been widespread and systematic
Jsuggests to me that what is involved isn’t
«Siftiply a matter of individual companies trying to
Iput one over on the tax collector.
*. *Scams like this normally, require the
participation of a lot of people in order to be
carried offsuccessfully over a long period.
Approval, almost certainly, has to come from a
yqry high corporate level.

The fact that many companies seem to have
Adopted the same illicit strategy more or less
simultaneously raises additional questions
which, | hope, the IRS investigation and one
announced last week by a subcommittee of the
House Ways and Means Committee will find the
answers to.

W hat’s at stake here is far
more than making sure that a
number of fforeign-con-
trolled companies cough up
w hat they owe to the U.S.

Ofcourse, the IRS isn’t everyone’s most
beloved government agency. Already, cries of
‘hiritch hunt" have gone up from companies
that expect to come under scrutiny. But before
the IRS probe came to light, Congress’s Joint:-
Committee on Taxation was on record as \
deploring the fact that "the level of tax
payments of foreign-owned businesses in the
United States is unusually low." So it doesn’t
look like a question of over-zealousness by the
IRS, a tendency of which it is frequently
accused..-; w». t oV - —

- What’s at stake here is far more than
making.sure that a number of foreign-controlledi :j
companies cough up what they owe to the U.S.
government. . e, I« WM . - H . eo-f

Tax evasion on the scale that’s being talked'
about distorts the whole competitive system and, ry
consequently,, the workings of the free rtiarket.
~A It appears to have given offending firms a

big advantage over their American-owned rivals. IV

James Wheeler, a professor of accountancy
at'the University of Michigan, told the Times that
the low level of profits habitually reported by
many foreign-owned companies is "unbelievable®”

“*As a result of this state of affairs, he noted,
“on the average, foreign-owned U.S. corporations,.,
pay substantially less tax ... than the /1]
American firms with .which they compete.” .
o' If that’s true, it is an into! ..-able situation.
Something should be done'aboutit forthwith.

AN

41 William Randolph Hearst Jr. iseditor in'chief of The
**4Hearst Newspapers. WL Jiév.

'The Seattle Post-Intelligencer. Focus section
“presents a. perspective on the news and the
newsmakers. It offers analysis and background,
debate and opinion, and is written and edited by
the P-l staff. For views of the P-l Editorial Board,
see the next page.

V F.institutions-thatalso runs mpjerobssrvatories-at
{/f a.and.Cer o,Tmo in
gastronomers are ptttfMy the fiRIShiAG 8™

o mission plans and will be directing, by remote V V

s i-control, whatthe telescope looks at
’q A i

/lastronomer and.the institute’s director. He was a

people at.the National Aeronautics and |

inistration. Sheasks him why the faiad
telescope will revolutionize mankind’s »<-v: AN
understanding of the universe. “The answeris. 't * |

very short," Humpty Dumpty replies. “Space # o ’-
>3SW-I(: 'Telescope will revolutionize mankind’s J >
understanding ofthe Universe because it costa 1) -ntt.
billion dollars.” - [ into gal
Actually, since construction began in 1977 $1.5 the galaxies'
billion have been spent on the space telescope, Moreover,
mostly by the Unitc-d States, but with some away from
critical help from the 13-nation European Space relationship
Agency. Hubble’s costs escalated, in large part, velocity'

because of early development difficultiesand the
four-year launching delay necessitated by the
explosion of the space shuttle Challenger in January
1986. Just operating the Hubble, once it gets into
space, will run $200 million more a year. * m#b
But astronomers reckon the alue of their -/
expensive eye in the sky not by ..ost, tiie cynical tjr <universe; as Giacc
Humpty Dumpty notwithstanding, bu. by their Visible light,'J»hic'
own vision of impending discovery. Over the next 15 ¢ magnify, telll&ly
years or more, the Hubble’s designed lifetime, the estory. Radio,|fifiaj
breadth and depth of view from the telescope’s 380- Zand gamma raysc
mile-high orbit should open their minds to realms {violentuniversal
of knowledge once denied mere mortals. With it they Fhuman visionriSc
. expect to learn the age and size of the universe
and to probe its origin, evolution and ultimate fate.
».-The telescope will search for planets around"
other stars, a key to the quest for extraterrestrial'life,
and examine interstellar dust and gases out of |

distant objects”

conditions in

beginning of

that the age of tifie
The Hubble fc

fuller knowledge!:

N othing <&
potential ft

which stars are bom. It will contribute to the hekled than the hi
dispute over the rate ofthe universe’s expansioi”® scientists,
—and thus over its age —one ofthe most important .
measurements to be undertaken by astronomers”® bordering
operating the telescope. “In Wonderland, you get asking it t<
prizes for asking the questions, not for giving the

’ answers,"” says Longair’s Mad Hatter. “It’s just like ft-H>

serenity Oi the nig:
astronomy lias dev
for observing wave
the eye. '

One of the mos
astronomy has bee

extragalactic astronomy."

,iV-"With the spirit of Alice leading the way | setil’.
. out on my own wide-eyed adventure, which.landed,
me in Baltimore. Now, astrophysicists applying, j.
Einstein’s general theory of relativity to three- 7*
dimensional space believe that the universe is j
curved and has no center. But try telling that to the murky and turbule
- engineers and scientists established in a beige p. : <Vblocks or attenuate
brick building on a wooded hillside on the campus of iircliding visible I
Johns Hopkins University. This is the Space -.. jjSiu passing utility v
Telescope Science Institute, financed by NASA and \ point. Thus,, thoug:
operated by the Association of Universities for,4;.,,.%2size of that of the |
Research in Astronomy~aconsortium_of20. 'y’ Palomar in Califor.
"hastronomy’s premi<
hLle.Here -.Hubble should hav
g4 3h Nothing.define;
mdiscovery better
1~ scientists, with"an ;
I i ~ are asking it to adc
Australian and fgn
Itheoretical astroph
to the chalkboardv
big questions in.thi

K it Peak in Arizo

//IOVERSEEING THIS AMBITIOUS
undertaking is Riccardo Giacconi, an Italian-born

: :professor of astronomy at Harvard and led the
(international scientific teams that developed and profession, -s.
/successfully operated the Uhuru and Einstein X-ray .j HO heess¢edtches
:-astronomy satellites in the 1970s. For the last.J _H (far Hubble) nau
eight years he has been planning how to make the rate of the universi
most of the Hubble telescope’s abilities. ...Jtd- 'p that no one can be
i- “We are in a period of revolution in 1j*, estimates are twice
astronomy,” Giacconi says with a heavy Italian uncertainty about v
-accent “Anything you really want to know about " j'.cosmic distances ai
the universe we’ve found out in the last 50 or so universe is as little
/years. Ifyou want to know how stare form, s... billion years old.
produce their energy and then die —that was EBy observing st
munknown until the theory of general relativity and ;; -especially the lumii

. the discovery of nuclear fusion in this century. Ifyou i for surveying astro:

.accurately determii
.much farther away
r - Analysis of these di
the galaxies are ret
should determine c
expansion of the ur

want to know how big the universe is and how old
— vie started learning that in 1930.”

It was thfe American astronomer Edwin P..
Hubble.who laid the groundwork for studying the /
age ofthe universe. In the 1920s he made two ~/

—that the universe is organized
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Analysis

Legislation Affecting Alaska Corporate Taxpayers with Foreign Parent
Corporations.

The proposed legislation would require corporate income taxpayers with foreign
parents to file on a water"s edge combined basis beginning 1n calendar year
1989. The legislation would not affect taxpayers who currently file under AS
43.20.072 (Oil and Gas Producers and Pipelines). Nor would 1t affect Alaska
corporations which do not have foreign operations. The total number of
taxpayers affected and the total tax liability of these taxpayers are smill.

In order to derive an estimate of the possible revenue Impact of the proposed
legislation the Department analyzed tax returns filed for the most recent tax
year available - 1986. For tax year 1986 staff identified the tax returns of
taxpayers with foreign parents. This methodology was designed to determine
the potential revenue impact form only those taxpayers currently operating 1n
Alaska. The Department did not estimate the potential revenue impact of
Incremental business activity 1n Alaska by corporations with foreign parents
which may be induced by this proposed legislation.

Based on an analysis of the taxpayers which were identified as possibly being
affected by the proposed legislation, the maximum tax liability decrease for
tax year 1986 would have been no greater the $500,000.
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SB 119 (a)
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Prepared by: John Larson and
Steve Kettel
Alaska Department of Revenue

Fiscal Note Analysis: Legislation Afi Alaskan Corporate Taxpayers
with Foreign Parent Corporations

The proposed legislation would require corporate Income taxpayers with
foreign parents to file on a water"s edge combined basis beginning in
calendar year 1989. The legislation would not affect taxpayers who
currently file under AS 43.20.072 (011 and Gas Producers and Pipelines).
Nor would 1t affect Alaska corporations which do not have foreign
operations. The total number of taxpayers affected and the total tax
liability of these taxpayers are small.

In order to derive an estimate of the possible revenue Impact of this
proposed legislation the Department analyzed tax returns filed for the
most recent tax year available - 1986. For tax year 1986 staff
Identified the tax returns of taxpayers with foreign parents. This
methodology was designed to determine the potential revenue Impact from
only those taxpayers currently operating 1n Alaska. The Department did
not estimate the potential revenue Impact of Incremental business
activity 1n Alaska by corporations with foreign parents which may be
Induced by this proposed legislation.

Based on an analysis of the taxpayers which were ldentified as possibly
being affected by the proposed legislation, the maximum tax liability
decrease for tax year 1986 would have been no greater than $60,000.

Fiscal Analysis
page 2 of 2
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STATE OF ALASKA
1989 LEGISLATIVE SESSION

REQUEST:

Revision Date: Affecte Agency Legislative Affairs Agency
Title: An Act extending the termination BRU: Legislative Council

date of the Alaska Code Revision Commission.

Sponsor Senator Sturgulewski Components Legal Services

Requestor Senate Finance

EXPENDITURES/REVENUES: (THOUSANDS O DOLLARS
OPERATING FY 89 FY 90
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants, Claims

Miscellaneous

TOTAL OPERATING

CAPITAL
REVENUE

FUNDING: (THOUSANDS OF DOLLARS)
General Fund

Federal Fund

Other

TOTAL

POSITIONS:
Full-Time
Part-Time
Temporary

ANALYSIS: (ATTACH A SEPARATE PAGE IF NECESSARY)

Please note: 17.6 of FY 90 funding has already been requested in the Legislative Affairs Agency
budget request. This fiscal note for FY 90 reflects the 17.6 plus the additional 33.5 to add additional

staff months to support the Code Revision Commission.

Prepared By: Pamela Stoops, Director Phone: 465-3850
Division: Administrative Services Date: 4/5/89
Approved By: Warren Endicott, Executive Director

Agency: Legislative Affairs Agency Date:  4/5/89
DISTRIBUTION (BY PREPARER) REQUESTOR

LEGISLATIVE FINANCE OFFICE OF MANAGEMENT & BUDGET
LEGISLATIVE SPONSOR AGENCY (IES)

Page 1 of 2



CONTINUATION OF FISCAL NOTE - SB 128

Funding for the Code Revision Commission has been under the Legal Services Division since
FY 87.

Current FY 89 funding is as follows:

23.0 Travel

17.0 Contractual (3.6 contractual—phones, advertising, etc., 14.0 Title 2 rewrite)
1.0 Supplies

41.6

Senate Bill 12S extends the termination date of the Alaska Code Revision Commission.

A recent audit found the funding level of the Code Revision Commission to be inadequate
to carry out their function.

The following funding is being requested to adequately support the Code Revision Commission
within the Legal Services Division. Existing clerical and attorney time will be absorbed within
the Division to provide year-round staff support for the Commission. The funding request for
personal services will increase existing staff from 9 months to 12 months.

Personal Services:

3 months at 12A - Admin Asst
3 months at 23A - Attorney

Travel: Travel of 13.0 has already been requested in the FY 90
LAA budget request. An additional 2.0 is requested.

Contractual: Contractual of 3.6 has already been requested in the FY 90
LAA budget request. An additional 5.0 is requested for
professional services for special projects.

Supplies: Supplies of 1.0 has already been requested in the FY 90
budget request.

LAA SB 128 Code Revision
Request Fiscal Note FY 90 Request
Pers Svcs 26.5 Pers Svcs 26.5
Travel 13.0 Travel 2.0 Travel 15.0
Contr. 3.6 + Contr. 5.0 Contr. 8.6
Supplies 1.0 Supplies 10
17.6 33.5 51.1

Page of
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Introduced: 1/19/89 6-0566A
Referred: Judiciary

IN THE SENATE BY STURGULEWSKI
SENATE BILL NO. 128
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act extending the termination date of the Alaska
Code RevisionCommission; and providing for an effec-
tive date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 44.66.010(a)(8) is amended to read:
(©)] Alaska Code Revision Commission (AS 24.20.075) --
June 30, 1993 [1989];
* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).

SBO12Pa SB 128
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BOARD: CODE REVISION COMMISSION, ALASKA

TITLE: Alaska Code Revision Commission

DEPT: Legislature

AUTHORITY: AS 24.20.075

STATUS:  89/06/30

REQUIREMENTS:

PROHIBITIONS:  Public members may not be employees of state government.

TERM: 6 years (public members and Bar Association member); terms of public
members and Board of Governor®s designee begin July 1 and e.id June 30 six
years later (even-numbered years).

DESCRIPTION: 8 members - 1 attorney employed by Executive Branch appointed
by Governor; 3 public (not state government employees) appointed by
Legislative Council; 1 legislator, appointed by each house"s presiding
officer; a designee of the Chief Justice of the Supreme Court, and a
designee of the Alaska Bar Association Board of Governors appointed by the
Board of Governors of the Alaska Bar; members may be reappointed or
redesignated; commission selects chair.

SPECIAL FACTS: Serve at pleasure of appointing authority except 3 public
members and designee of Alaska Bar Association who serve 6-year terms;
quorum - 4 members; summary report to each Legislative Council, the
Governor, all legislators, and the Chief Justice; commission selects chair

and vice-chair.

FUNCTION: Reviews/recommends changes in statutes, judicial decisions for
defects/anachronisms of the law; reviews/considers proposed changes in the
law; receives/considers suggestions to review/remedy the law; may hold
public hearings and other meetings throughout the state.

COMPENSATION:  Standard travel/per diem for legislators.
MEETINGS: As determined by chair 10 times per year; 27 days maximum.

*FOR FURTHER INFORMATION CONTACT: Executive Secretary, Alaska Code
Revision Commission, P.0. Pox Y, Juneau, AK 99811 PHONE: 465-2450
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MEMBER

John W. Abbott
P.0. Box 100588
Anchorage 99510
346-1039

Public - Chair

Dick L. Madson
712 8th Avenue
Fairbanks 99701
(W) 452-4215
(H) 452-4254
Leg/Public

Wilson L. Condon
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Public

Peter Froehlich
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(W) 465-3600
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Pat Rodey
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Bar Association

Thomas B. Stewart
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A PERFORMANCE REVIEW
OF THE
ALASKA CODE REVISION COMMISSION

conducted by

ELGEE & REHFELD
Certified Public Accountants

Audit Control Number

30-1349-89-R

Members of the Alaska
Code Revision Commission

John W. Abbott, Chairman
Dick L. Madson

Wilson L. Condon

Peter Froehlich

Senator Rick Halford

Mary K. Hughes

Honorable Thomas B. Stewart
Representative John Sund



AUDIT DIVISION
RO BOX W
JUNEAU, ALASKA 99811-3300

THE LEGISLATURE

BUDGET AND AUDIT COMMITTEE

October 25, 1988

Members of the Legislative Budget
and Audit Committee:

According to the provisions of Titles 24 and 44 of the
Alaska Statutes, the Division of Legislative Audit 1is
required to conduct a "sunset"™ review of the Alaska Code
Revision Commission.

Since this Division is part of the Legislative branch of the
State, as 1is the Commission, we lack the apparent independ—
ence necessary to perform the review.

As a result, the audit of the Alaska Code Revision
Commission was conducted, and this report has been prepared
by Elgee & Rehfeld, Certified Public Accountants.

We feel this vreport discharges our vresponsibility under
Titles 24 and 44. The report is submitted for your review.

Randy s/ Welker, CPA
Legislative Auditor
Division of Legislative Audit



CERTIFIED PUBLIC ACCOUNTANTS

9220 Lee Smith Drive, Juneau, Alaska 99801 (907) 789-1692

September 26, 1988

LEGISLATIVE AUDIT DIVISION
State of Alaska

P.0O. Box W

Juneau, Alaska 99811-3300

Att: Randy S. Welker, Legislative
Dear Mr. Welker:

In accordance with the Contract

Legislative Audit Division and our

performance review of the Alaska
using guidelines and standards

Statutes for such "sunset" reviews.

The report, entitled A PERFORMANCE

Auditor

for Services between the
firm, we have completed a
Code Revision Commission

established in Alaska

REVIEW OF THE ALASKA CODE

REVISION COMMISSION, 1is hereby submitted.

Respectfully,

George W. Elgee, CPA
Partner

GWE/jb
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Purpose

In accordance with AS 24.20.271(1) and AS 44.66 (Sunset
Legislation), a review of the Alaska Code Revision
Commission was conducted to examine the commission®s
activities, operation, policies and accomplishments. The
purpose of the vreview 1is to determine if the subject
commission has operated in a fair, effective, efficient and
economical manner in the performance of its statutory

functions, duties and responsibilities.

As required by AS 44.66.050, this report shall be considered
during the legislative oversight procedure in determining
whether the Alaska Code- Revision Commission should Dbe
continued or reestablished with changes. As currently
specified in AS 44.66.010(a), this commission will terminate
on June 30, 1989.

Scope

The major areas studied were the commission®s operations,
policies, administration and procedures; and the
effectiveness of the commission in accomplishing its
mandated objective of recommending changes needed to bring
"the law into harmony with current needs and conditions."
(AS 24.20.075(c)(4)).

The review consisted of examination, research, analysis and

evaluation of the following;

(1) Applicable Alaska Statutes and amendments thereto:



HISTORY, ORGANIZATION AND FUNCTION

The Code Revision Commission was established as a permanent
commission of the legislature by an act of that body (CH 114
SLA-1976) . The act creating the commission established 1its
membership as consisting of two legislators (one from each
house appointed by the presiding officer); a public member
appointed by the governor; a designee of the chief jJustice
of the supreme court, and a designee of the board of
governors of the Alaska Bar Association. The director of
legal services for the Legislative Affairs Agency or his

designee serves as executive secretary for the commission.

The commission was created to:
(1) examine the statutes of the state and judicial
decisions to discover defects and anachronisms 1in

the law;

(2) review and consider proposed changes in the law
recommended by the National Law Institute, the
National Conference of Commissioners on Uniform
State Laws, the Alaska Judicial Council, the Supreme
Court, the state or local bar associations,
principal departments, agencies, boards and
commissions of the executive or judicial branch, and

committees of the legislative branch;

(3) receive and consider suggestions from the Alaska
bench and bar, public officials, organizations and
individuals as to areas of the law needing revision

and remedy;

(4) recommend changes in law needed to eliminate anti —
quated and inadequate rules of law and to bring the

law into harmony with current needs and conditions.
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PURPOSE AND SCOPE OF THE REVIEW

Purpose

In accordance with AS 24.20.271(1) and AS 44.66 (Sunset
Legislation), a review of the Alaska Code Revision
Commission was conducted to examine the commission®s
activities, operation, policies and accomplishments. The
purpose of the review is to determine if the subject
commission has operated in a fair, effective, efficient and
economical manner in the performance of its statutory

functions, duties and responsibilities.

As required by AS 44.66.050, this report shall be considered
during the legislative oversight procedure in determining
whether the Alaska Code Revision Commission should be
continued or reestablished with changes. As currently
specified in AS 44.66.010(a), this commission will terminate
on June 30, 1989.

Scope

The major areas studied were the commission®s operations,
policies, administration and procedures; and the
effectiveness of the commission in accomplishing its
mandated objective of recommending changes needed to bring
"the law 1into harmony with current needs and conditions."”
(AS 24.20.075(c)(4)).

The review consisted of examination, research, analysis and

evaluation of the following:

(1) Applicable Alaska Statutes and amendments thereto:



(2) Minutes of the commission from August 2, 1984 to
June 17, 1988 (>/ith exceptionof missing minutes).

(3) Sunset review dated November 6, 1981.

(4) Sunset review dated November 8, 1984.

(5) Records and documents of thecommission,

(6) Contracts between the commission and its

consultants,

(7) Commission budgets for FY 86, FY 87 and FY 88,

(8) Interviews conducted with:
Director of Legal Services, Legislative Affairs
Agency
Members of the commission

(9) Financial records

(10)Relevant legislative intent and bill history.



HISTORY, ORGANIZATION AND FUNCTION

The Code Revision Commission was established as a permanent
commission of the legislature by an act of that body (CH 114
SLA-1976). The act creating the commission established 1its
membership as consisting of two legislators (one from each
house appointed by the presiding officer); a public member
appointed by the governor; a designee of the chief jJustice
of the supreme court, and a designee of the board of
governors of the Alaska Bar Association. The director of
legal services for the Legislative Affairs Agency or his

designee serves as executive secretary for the commission.

The commission was created to:
(1) examine the statutes of the state and judicial
decisions to discover defects and anachronisms 1in

the law;

(2) review and consider proposed changes in the law
recommended by the National Law Institute, the
National Conference of Commissioners on Uniform
State Laws, the Alaska Judicial Council, the Supreme
Court, the state or local bar associations,
principal departments, agencies, boards and
commissions of the executive or judicial branch, and

committees of the legislative branch;

(3) receive and consider suggestions from the Alaska
bench and bar, public officials, organizations and
individuals as to areas of the law needing revision

and remedy;

(4) recommend changes in law needed to eliminate anti —
quated and inadequate rules of law and to bring the

law into harmony with current needs and conditions.



The commission is empowered to:
(1) hold public hearings and other meetings as necessary
throughout the state, and to determine an appro—

priate quorum for conducting business;

(2) establish one or more subcommissions to assist it

in the performance of its duties.

The staff of the Legislative Affairs Agency serves as staff
for the commission, and (subject to appropriations for the
purpose) contracts with other agencies or persons for the

performance of necessary services for the commission.

Funds considered necessary for the <commission (per diem,
travel, contract expenses) are to be sought 1in a formal
budget request to the legislative council. (Appropriated
funds are dispersed and accounted for under procedures

required by the Legislative Affairs Agency).

AlIl branches of state government are directed to provide
information . and documents required by the commission

necessary to the accomplishment of 1its work.

The commission is directed to submit its reports and
recommendations, and draft legislation as to revision of
law, to the Legislative Council, and shall distribute thenm
to the governor, members of the legislature, and the chief

justice of the supreme court.

In 1977, membership on the <commission was broadened to
include a "designee of the governor who 1{is an attorney
employed by the executive branch of the state government."”

(CH 57 SLA 1977).



The enabling legislation was further amended by CH 44 SLA
1980 to:
(1) clarify the name of the commission as the Alaska

Code Revision Commission;

(2) establish 6 year terms for the public members
and the designee of the Alaska Bar Association Board
of Governors , and prescribe the manner in which

vacancies are fTilled;

(3) clarify the per diem and travel allowances provided

members of the commission;

(4) prescribe the manner in which the public members and
the designee of the Board of Governors shall
determine the length of their respective terms of

office;

(5) bring the Alaska Code Revision Commission within the
purview of the sunset law (AS 44.66.101)

In 1982, following consideration of the performance review
of the Alaska Code Revision Commission conducted in
accordance with the requirements of AS 44.66, the commission
was continued until June 30, 1985. The enabling legislation

was further amended by ch 65 SLA 1982 which provided for:
(1) three public members (bringing total commission mem—
bership to eight), and specified the length of terms

for the additional public members;

(2) addition of the Alaska Legislative Council and the
American Law Institute (formerly National Law
Institute) to those organizations whose proposed
changes 1in the law are to be r~"“ewed and considered

by the commission;



L]

(3) a requirement that the commission®s recommendations
as to revisions of Alaska law shall be accompanied
by a sectional analysis "using Jlanguage that is
understandable to a layman."

In 1986 AS 24.20.074 (b) was amended to have the three
public members appointed by the Legislative Council 1instead
of by the governor. An additional change was also made to
continue the terms of commission members until a member®s

successor 1is appointed.



Policy |Issues

This review discusses 1issues vraided as a result of our
analysis and evaluation of the commission®s organization and
structure, responsibilities, operations and procedures.
Resolution of these policy matters will require legislative
action. In debating these issues, the legislative oversight
committees should consider the findings and alternatives

presented in this report in reaching their decision.

Report Conclusion

In our opinion, the Alaska Legislature should continue the
Alaska Code Revision Commission as a permanent commission of
the legislature subject, however, to an 1increase 1in the
commission®s operating budget. Additionally some changes
should be made to the statutes regarding commission

membership and attendance.

The conclusion recommending continuation of the commission

is supported by the following rationale:

(1)The commission serves an important function that

is not duplicated by any other agency; i.e.

substantive review of entire bodies of state law.

(2)The commission has the time, objectivity, experience
and expertise to conduct vresearch 1into the often

complex, areas of law that it seeks to improve.



(3)The commission conducts a continuing forum where
interested parties are welcome to provide testimony
and to participate 1in debate with respect to areas

of the law in need of amendment or reform.

(4)The commission provides a valuable service to the
legislature by 1its study, hearings and resulting
recommendations to the legislative council

concerning improvement of state statutes.

The <conclusion recommending increases to the commission®s
budget and changes to the statutes vregarding membership and

attendance is supported by the following findings:

The budget of the Commission is not adequate to
properly conduct its affairs. This 1is evidenced by the
fact that the commission has not kept adequate minutes
of its meetings and has not taken on any significant

new legislative tasks in four years.

Attendance at meetings of the commission by specific
members of the commission was as low as 25% over the

period under review.



Discussion

The Alaska Code Revision Commission is a dedicated

organization. The members of the commission for the most
part are not paid to serve on the commission. The
commission®s membership is such that the State of Alaska

receives thousands of hours of free legal advise and
consultation from some of the best 1legal minds available.
The individual members are so dedicated to their mission
that even though the commission®s budget was eliminated in
FY86 they still made themselves available to testify before

the legislature on statute changes they had recommended.

It would not be equitable to use the same <criteria 1in
judging the performance of the Code Revision Commission,
whose Jjob 1is to make recommendations to the legislature, as
would be employed 1in the audit of an agency or board
directly serving the citizens of Alaska. Thus, the focus of
this review is not the number or importance of the
commission®s recommendations that have actually been enacted
by the legislature- but rather, the fairness, effectiveness
and efficiency of the commission®™s procedures 1in arriving at

its recommendations for improvement of Alaska®s laws.



The commission®s work 1is conducted under the open meetings
act. The commission accepts public testimony at all of 1its
meetings. The nature of the commission®s work does not
attract public attention and the work performed by the
commission 1is such that the average Jlay person would not
comprehend the significance of many of the changes
recommended by the ecommission to modify the specific
statutes under review. Additionally, it may be precieved by
many that the need to testify before the commission 1is not
urgent in that all work done by the commission is then
submitted to the Legislature for further review at which

time those concerned may testify.

EFFECTIVENESS

The effectiveness of the commission 1is not impressive for
the period under review. In the four years since the last
review, the commission has had only two recommended changes
enacted 1into law (see Appendix A). These two bills were
issues which had been before the commission for almost ten

years. This lackluster accomplishment can be viewed 1in both

10



effort lends credence to the 1importance of the legislation
as well as the diligence of the commission. Probably no
other formal body could have maintained the continuity and
determination to pursue passage of these bills. The
downside 1is that it took the commission ten years to get
legislation approved and that the conditions under which the
commission operates are such that only two bills passed in a

four year period.

EFFICIENCY
Since its last sunset review, the commission incurred a
substantial _reduction to its operating budget. From 1982

until 1985, the commission had an attorney with substantial
state government experience as its research director and a
secretary. This staff provided the <commission with an
ability to conduct its business in what appears to have been

an extremely efficient and effective manner.

There appears to be a direct correlation between the
commission®"s budget reduction and the amount of work
produced by the commission. During the period from 1982 to

1984, when the commission had full funding, eight major

11



pieces of commission legislation were enacted by the
legislature. From the period 1985 to 1988, only two pieces
of commission legislation have been enacted. It is
important to note that, the work on these two pieces of
legislation had been substantially completed by the
commission before 1985. It appears the lack of commission

staff has dramatically affected its ability to efficiently

deal with its work load.

Per statute, the staff of the Legislative Affairs Agency
serves as staff for the commission. |In practice, however,
the staff of the Legislative Affairs Agency has only
infrequently been able to serve as staff for the commission;
and contracting with consultants has not been possible since

the commissions budget has been reduced.

* * *

The findings and recommendations contained in the following
section of this review are designed to improve the fairness,
effectiveness and efficiency with which the commission

conducts 1its service to the legislature.

12



FINDINGS AND RECOMMENDATIONS

Recommendation No.l
The commission®s budget should Dbe increased. If the
commission®s budget is not adequately funded then the

commission should not be continued.

The drastic reduction of the commission®™s budget appears to
have had a substantial affect on the committee®s ability to
perform 1its function. The commission presently appears to
be dealing only with legislation which it had substantially
completed before its budget was cut. There is no indication
that the commission has taken on or completed and sent to
the legislature any new legislation which was not already

substantially completed from prior years.

The commission®s budget appears to be below even that of a
maintenance level. The commission no longer has funds for
personal services and insufficient funds to contract for any
significant professional services. The funds available to
the commission are basically for travel and per diem.
During the period reviewed, the <commission did not have
staff for basic duties such as keeping the minutes of their
meetings, these duties being assigned to individual

commission members on a meeting by meeting basis.



Consequently, some minutes were not kept and were not

available for review.

It is recommended that the commission be funded at a level
sufficient to enable the commission to properly function.

It is suggested that at least a half time position 1in both

the administrative and legal research areas be made
available to the commission. These positions might best be
placed in the, legal services section of the Legislative

Affairs Division and be made available to the commission on

an as needed basis.

IfT the commission does not receive adequate funding then it
is suggested that the <commission not be continued. An
alternative to the commission would be to appoint a special
commission with adequate funding to work on legislation on

an as needed basis as the legislature determines necessary.



Recommendation No. 2
Commission members who are excessively absent f".om

commission meetings should be replaced.

In a review of the attendance by 1individual members of the
commission, it was discovered that in some instances
attendance was below 50%. The Legislature has recognized
the importance of a commission whose makeup vrepresents a
broad range of legal and public interests. If a commission
member is not able to attended meetings, then it is possible
the <commission 1is not getting sufficient 1input from the
realm of 1legal and public areas of interests as envisioned

by the legislature.

It is recommended that if attendance by an individual
commission member falls below an acceptable level, that the

member be replaced.



Recommendation No. 3
Legislative members of the commission should be allowed to
designate a person to represent them at commission meetings

should they not be able to attend.

A review of attendance by legislative members of the
commission indicated that they attended 1less than 25% of

commission meetings.

In 1interviews with commission members, it was agreed that
participation by legislative members was both desirable and
beneficial. Legislative members that have been actively
involved 1in specific commission legislation have apparently
been quite helpful 1in getting the commission®s work enacted

into law.

It is suggested that instead of vreplacing legislative
members who have poor attendance, that they be allowed to
designate a person to represent them at commission meetings.

These designees should have full voting powers.
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The public need factors defined in the "Sunset™ law pertain
primarily to vregulatory bodies, or to commissions, boards

and agencies directly serving the public.

The following analysis of the Alaska Code Revision
Commission addresses those factors deemed applicable to a
permanent commission of the legislature that we were able to

cover within the scope of our review.

A determination as to whether a board or commission or
agency program has demonstrated a public need for its
continued existence shall take into consideration the

following factors.

l. The extent to which the board, commission
or program has operated in the public interest;
1. The commission has recommended revisions
to Alaska law which in 1its judgement were 1in

the general public interest.

1. The extent to which the operation of the
board, commission or agency progranm has been
impeded or enhanced by existing statutes,
procedures, and practices which it has adopted ,
and any other matter, including budgetary,

resource, and personnel matters;
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1. The commission®s budget has dramatically
decreased since 1its last sunset vreview. In
FY86, the commission®s budget was competely
eliminated, (see Budget Information Appendix
B). Yet despite reduced funding the
commission has continued to operate.
However, 1if the legislature is not going to
appropriate adequate funding the commission

should be eliminated (See Recommendation

I11. The extent to which the board, commission or
agency has recommended statutory changes which are
generally of benefit to the public interest;

1. The commission has recommended statutory
changes which in its judgement was of benefit
to the public interest.
1v. The extent to which the board, commission or
agency has encouraged interested persons to report:
to it concerning the effect of its regulations and
decisions on the effectiveness of service, economy
of service, and availability of service which it
has provided;
1. The commission has accepted and encouraged
testimony on its recommendations.
V. The extent to which the board, commission or

agency has encouraged public participation 1in the
making of its regulations and decisions;



1. The commission has consistently attempted
to notify all parties of interest 1in topics
that it was studying, and has encouraged

their participation in its meetings.

VI. The efficiency with which public inquiries or
complaints regarding the activities of the board,
commission or agency filed with it, with the
department to which a board or commission is
administratively assigned, or with the office of
the ombudsman have been processed and resolved.

1. No complaints have been filed with the

ombudsman®s office in a four year period.

VIl. The extent to which a board or commission
which regulates entry into an occupation or
profession has presented qualified applicants to
serve the public;

Not applicable to this commission.

VITIT. The extent to which state personnel
practices, including affirmative action
requirements, have been complied with by the
board, commission or agency to its own activities
and the area of activity or interest;and

Not applicable to this commission.
IX. The extent to which statutory, regulatory,
budgeting or other changes are necessary to enable
the agency, board or commission to better serve
the interests of the public and to comply with the
factors enumerated in this subsection.

Please refer to FINDINGS AND RECOMMENDATIONS

section of this report.



APPENDIX A

LEGISLATIVE ENACTMENT OF THE
RECOMMENDATIONS OF THE ALASKA

CODE REVISION COMMISSION 1985, 1985, 1987



LEGISLATIVE ENACTMENT OF COMMISSION RECOMMENDATIONS 1985,
1986, 1987, AND 1988

1985
NO COMMISSION LEGISLATION WAS ENACTED

1986
NO COMMISSION LEGISLATION WAS ENACTED

1987
NO COMMISSION LEGISLATION WAS ENACTED

1988

CORPORATION CODE
CH 166 - SLA38

DOCUMENT RECORDING
CH 161 - SLA 88

71
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APPENDIX B

LEGISLATION SUBMITTED TO THE LEGISLATURE AND WORK IN PROCESS
BUT NOT SUBMITTED TO THE LEGISLATURE 1985, 1986, 1987,
1988.

14TH LEGISLATURE 1985-86.

LEGISLATION SUBMITTED TO THE LEGISLATURE

CORPORATION CODE
RECORDABLE DOCUMENTS (1)
SECURITY INTEREST IN REAL PROPERTY (2)
WORK IN PROCESS BUT NOT SUBMITTED TO THE LEGISLATURE

ADMINISTRATIVE PROCEDURE ACT
COOPERATIVE CORPORATION CODE REVISION

15TH LEGISLATURE 1987-88

LEGISLATION SUBMITTED TO LEGISLATURE

DOCUMENT RECORDING (1)
REAL PROPERTY SECURITY INTEREST (2)
CORPORATIONS CODE

WORK IN PROCESS BUT NOT SUBMITTED TO THE LEGISLATURE
ADMINISTRATIVE PROCEDURE ACT

REVISION OF TITLE 8 (BUSINESS & PROFESSIONS)
OCCUPATIONAL LICENSING

(1) Same bill, different titles
(2) Same bill, different titles



APPENDIX C

BUDGET OF THE ALASKA

CODE REVISION COMMISSION

FY84, FY85, FY86, FY87, FY88



Budgets of the Alaska Code Revision Commission; FY84, FY85,
FY86, FY87, and FY88.

FISCAL YEAR 84

Appropriation received, $245/600
Personal Services 111,258
Travel and Per Dienm 37,539
Contractual Services 91,345
Material and Supplies 5,488

$245,600

FISCAL YEAR 85

Appropriation received $180,100
Personal Services 115,175
Travel and Per Dienm 20,080
Contractual Services 39,025
Material and Supplies 5,820

$180,100

FISCAL YEAR 86

Appropriation received,

FISCAL YEAR 87

Appropriation received, $ 27,600
Personal Services $ -0-
Travel and Per Dienm 23,000
Contractual Services 5,600
Materials and Supplies 1,000

$ 27,600
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APPENDIX C (continued)

FISCAL YEAR 88
Appropriation received.

Personal Services
Travel and Per Dien
Contractual Services
Materials and Supplies
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GOWUCNM ALASKA STATE LEGISLATURE BEEIINEXHEEAV
JOHN W. ABBOTT * CHAIRMAN P.0. BOX Y « STATE CAPITOL TAMARA BRANDT COOK
WILSON L. CONDON JUNEAU. ALASKA S9BII
PETER FROEHLICH (907) 403-2450
RICK HALFORD
MARY HUGHES
DICK MADSON
JUDGE (Ret)THOMAS B. STEWART
JOHN SUND
December 19. 1983 -otC 22 1338
Randy S. Welker
Legislative Auditor
Division of Legislative Audit
State of Alaska
Budget and Audit Committee
P.0. Box W
Juneau, Alaska 99311-3300
Re: A Performance Review of the Alaska Code Revision Commission
ofor the vears 1935 through 1933: Response of the Commission
Dear Mr. Welker:
This letter will constitute the response of the Alaska Code Revi —
sion Commission pursuant to your letter request under date of
November 33, 1933. The Commission met in formal session on
December 16, 1933 and the following response represents the con—
sensus of the Commission following 1its review of the performance
review performed by Elgee W Rehfeld.
The Commission agrees with most of the matters contained in the
performance review. However, it is felt that some clarifications
should be made and disagreement with certain conclusions should
be stated. The following are clarifications to the report:
1 At page 3 (Report Conclusion), the review stat

that no new significant legislative projects have been taken un—
der consideration by the Commission.

In fact, the Commission 1is currently preparing a draft
bill on Occupational Licensing. This project was dropped by the
Commission during the Sheffield administration when a representa—
tive of the governor®s office requested that the Commission draft
bill and work product be forwarded to the Governor so that the
executive branch could pursue legislative updating Title 3. No
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such action was undertaken and the Commission again took under

consideration the complete overhaul of this title. Because of a
new administration, a new director of Occupational Licensing and

numerous changes enacted 1into law by the Legislature. a complete

review of the Occupational Licensing draft bill has become neces—
sary . Substantial work will be necessary to provide a draft Dill

that reflects recent changes by the Legislature. Such a review
has been 1in process since 1937.

The same is true of the Administrative Procedures Act which was
exposed to hours of public hearings and considerable written

responses from agencies of the executive branch. Because of the
new administration. it has been necessary to again solicit
responses from all agencies affected by a new APA title. This

fresh review of the APA began in 1937 and is expected to <conclude
with a draft bill within the next six months.

During the last legislative session. the Senate requested that
the Commission review Title S in its entirety, proving additional
funding <$14,000.00) for the hiring of a consultant to assist the
Commission in its review. The Commission will be providing the
Legislature with 1its review and recommendations for <changes to
this title.

2) The audit report recognizes that the focus of t
review should not be the "number or importance of the
commission®s recommendations that have actually been enacted by
the legislature - but rather, the fairness, effectiveness and ef—
ficiency of the commission®;s procedures in arriving at its
recommendations  for improvement of Alaska®"s laws". (Page 9 of
audit report). However, the report goes on to state at cage 10

that the effectiveness of the commission 1is not impressive be—
cause oniv two recommended changes were enacted into law.

The Commission agrees that the number of bills passed
sh Id not be used to determine the effectiveness of its ooera-
txoi . It is important to note that other states that have con-—
cluded major overhauls of their statutes have taken from J.O to i5
years from consideration of a topic to enactment by the legisla—
ture. Ten years 1is probably an average amount of time to enact a
bill such as the for-pro-fit. corporations code. Additionally, the
Commission during the last legislative session worked on ~changes
to the Security Interests bill and the Cooperative Corporations

Code. Because 1t is necessary to prioritize the importance of
its draft bills. emphasis was olaced on those bills most licel.
to 1o given ocnsidorstion by- the Legislature. As such, the Com—

mission expended most of its efforts on the for-profit corpora-
mions code and tne recording act.



3) On page 12 of the report (Efficiency), the rep
states that "CtDhere appears to be a direct correlation between
the commission®s budget reduction and the amount of work produced
by the commission". While the Commission agrees with this
proposition, it should also be understood that changes in the
membership of the Legislature and the Executive branch of the
government necessitate additional changes in the draft bill
product of the Commission. This is true of all bills submitted
for Legislative consideration and 1is unavoidable. Also, as pre—
viously stated, the scope of legislative change encompassed by
the Commission®s draft bills will always be reflected in the
amount of time needed for enactment of such legislation. What
work 1is not reflected in the "bill passage rate” includes work on
Occupational Licensing, Administrative Procedures Act, the non-—
profit and cooperative corporations <codes and updating the
Security Interests in Real Property bill. Relatively minor
legislative changes have been made in the past on a number of
Commission bills which tend to distort the "bill passage rate".
As such, it should be understood that the subject matter of the
bill plays a significant role in how much time 1is spent 1in
changes until enactment and how much time 1is required to get a
pill passed into law.

Finally, it is necessary to focus on changes to any
draft bill necessitated by a change in administration or recent
changes in law enacted by the Legislature. Before a Commission

draft bill can be introduced, it is always necessary to "update"
the draft “o correspond with legislative changes made since the

bill was last considered. As such, it is misleading to speak of
completion of "legislation”™ prior to its enactment by the Legis—
lature. Any draft bill 1is actually complete when considered and

enacted by the Legislature.
FINDINGS AND RECOMMENDATIONS
Recommendation No. 1
First Paragraph: The Commission aqrees that there is a

relationship between the size of its budget and the time frame
within which a particular draft bill is reaciy for introduction

into the legislative process. The Commission disagrees with tne
analysis concerning completion of a particular draft bill. For
the reasons previously stated. and because the laws of the State
are continually ehangina, it will always be necessary to "update"
draft legislation, regardless of the size of the budget. It is
true, however, that an increase in the oudget would allow this
"updating” process to be speeded up considerably. It should also

-29-



be noted that the Commission has been provided with a substantial

amount of assistance by the Legal Division of LAA, with the un-—
derstanding that work must be prioritized by Legal Division to
carry out its main function of serving the Legislature. Every

effort has been made by Legal Division to provide the Commission
with assistance 1in performing 1its function.

Second Paragraph: The Commission generally agrees with
this paragraph with the following comments. First, the Commis —
sion has in the past operated at a maintenance level budget and
has performed its statutory mandate. It is correct to state that
not all minutes of the meetings have been kept (although there
are few lapses 1in the minute records). All of the meetings have
been recorded on tape so that the actions of the Commission have
been memorlalized . The recent practice of having personnel fronm
Legal Division attend meetings and keep the minutes has helped
the Commission considerably memorializing 1its actions.

Third Paragraph: The Commission agrees that a half
time position in both administrative and legal research areas be
made available to the Commission. It also agrees that these

positions should be included 1in the Legal Division (LAA) ratner
than creating these positions in the Commission.

Fourth Paragraph: The Commission disagrees that it
should be discontinued if a budget increase 1is not forthcoming.
It believes that it can continue to provide a service not
presently performed in any other sector of State government. it
also believes that it can continue to provide draft legislation
of high quality for consideration by the Legislature even with a
maintenance level budget and assistance such as 1is currently
available from Legal Division.

RESPONSE TO RECOMMENDATION NO. 1

The Commission agrees that 1its budget should |be in—
creased: that two half-time positions should be added to Legal
Division for further assistance to the Commission. The Commis—
sion disagrees with that part of the recomnendation that holds
that it should be discontinued 1if additional funding 1is unavail—
able. It also disagrees with that part of the recommendation
relating to the appointment of a special commission to work ;r.
legl=1lation on an as needed basis.

The Commission has developed a particular expertise in

reviewing existing laws and drafting new laws. Its composition
is such that it represents the views of all three brancnss of
State gc.errment. Furthermore. as the audit report recognizes.
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the mandate ot the Commission includes much more than just

responding to specific legislative requests. The value of the

Commission (and other similar commissions in other states) is the

ability of the body to determine on its own areas of the law that

require review. This 1is particularly true in Alaska where much

of its statutory law was borrowed from other states in 1959. The

Legislature does not normally perform a review of existing law
except within the context of drafting an amendment to a par—
ticular statute. With the exception of Title 11 (the criminal

code) and Title 29 (Municipal Government). tha Legislature has

never undertaken a wholesale review of a particular title. Per —
formance of this function was one of the main reasons for the

creation of the Commission 1in 1976. Additionally, the Legisla—
ture does not normally consider or review the many additional

sources for change enumerated in AS 24.20.075 et seq .. A special

commission appointed to .iust consider a specific legislative re—
guest would not be in a position to perform the additional func-—
tions outlined in the enabling legislation nor would it maintain

the continuity that a permanent commission enjoys. It is the
Commission®s belief that without a permanent commission. there
will be little likelihood that the work presently performed by
the Commission will be undertaken by tne Legislature or bv a spe—
cial commission. The ability to continually review existing laws
to determine a need for change or amendment 1is a Tfunction par—
ticularly unioue to a permanent commission and 1is not something
that will be done by the Legislature except 1in rare instances.

The Commission also disagrees with the underlying
premises implicit 1in the recommendations contained 1in Recommenda—
tion No. 1: that 1is, that the Commission should be discontinued
if it is unable to perform at maximum efficiency. It is the
Commission®s position that it provides a valuable service not
provided by any branch of State government. including the Legis—
lature (except in rare instances). Even though the Commission
has operated with a drastically scaled-down budget. it has con—
tinued to consider needed changes in the law and has in fact got—
ten two major pieces of legislation considered by the Legislature
in the past session. White the Commission would enjoy a return
to its 1984 level of funding. such Tfunding is highly unlikelv
given the present demands for legislative funding and the greatly
reduced sources of revenue for the State. The Commission can
continue with a maintenance level budget to hold reaular meetings
ana provide testimony to the Legislature during the <cessions.

With the assistance now available from Legal Division, both ad-—
ministrative and legal duties can be fully oerformea. In short,
the Commission can continue to function and to fully perform its
legislative mandate. providing a service not otherwise provided

in the State.



Recommendat ion No. £

First Paragraph: The Commission agrees with the con—
tent of this paragraph.

Second Paragraph: The Commission agrees with the con-—
tent of this paragraph.

RESPONSE TO RECOMMENDATION NO. £

The Commission agrees fullv with this recommendation

and will recommend to the appropriate appointing autnority that
memders whose attendance -falls below the 50*/. level os replaced
with a member who will meet the attendance requirements. The Com—
mission will also amend its by-laws (which govern the procedures
used by the Commission; to reflect a requirement of 50°/. atten-—
dance at Commission meetings (excluding legislative members who
are considered under recommendation no. 3 in this report).

Recommendation No.

First Paragraph: The Commission agrees with this
paragraph.

Second Paragraph: The Commission agrees with this
paragraph.

Third Paragraph: The Commission agrees with this
paragraph. Legislative memders in the past have designated per—
sons to attend Commission meetings when they were unable to at-—
tend. The practice has been help-ful to the Commission. It will
add considerably to the dialogue established by the Commission if
the designees can also vote on the topics under discussion. The

Commission will amend its by-laws to reflect the new procedure
recommended by this third paragraph.

RESPONSE TO RECOMMENDATION NO m3

The Commission agrees fully with this recommendation
and relieves that the designees of legislative members can con—
tribute significantly to the work of the Commission if they are
sole to vote on matters being considered bv the Commission.

. com ot €Sponsss to Recommendations and Action The Commis-

3ion .



1. The Commission will submit fioregubs#@get
increase to Legislative Council to increase the amount of funds
available to contract for professional services. The Commission
will also request that Legislative Council provide additional
funding for two half-time positions to be included in the Legal
Division of the Legislative Affairs Agency. Whether or not addi-
tional funding 1is available will be up to the Legislature. Fund-
ina increases would in all likelihood not be available until the
next Fiscal year. The Legislative Council would probably not re-
quest a supplemental appropriation on behalf of the Commission
and additional funding would be available for the fol lowina fis-
cal year.

2. The Commission will adopt amendments to its
to require a minimum of 50/* attendance at all meetings by the
members. The amendments will also require the Commission to

notify any appointing authority of the failure of a member to
meet this requirement and will request a replacement for the
non-performing member. These amendments will be considered by
the Commission at its next regularly scheduled meeting in January
1939.

3. The Commission will adopt amendments to its
which will provide that any legislative members can appoint a
designee to attend and vote at all Commission meetings. This

amendment will be considered by the Commission at its next
regularly scheduled meeting in January 1939.

Since the Commission has already agreed with the recom—
mendations as set forth in this report (excepting therefrom those
areas of disagreement), it is anticipated that the by-laws

changes will be accomplished at the Commission®s January 1989
meet ing .

Very truly yours ,

cu

Liiairman . Alaska Code Kevision
Common ssion
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