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Dear Mr, Secretary:

The General Accounting Office has made a review of selected fi-
nancial management activities of the Government of American Samoa,
Office of Territories, Department of the Interior, We also made a
follow-up review of the status of matters previously reported, which
disclosed generally that corrective action had been or was being taken,
Our findings are summarized in this letter and described in more de-
tail in the accompanying report,

Our review disclosed that the Territorial Government withdrew
from the United States Treasury and retained in its possession grant-
in-aid funds which were substantially in excess of amounts needed to
finance current operations, On the basis of financial records and other
documents available during our review in American Samoa, we estimate
that the United States Treasury in fiscal year 1963 may have incurred
interest costs of as much as $154,000 because of additional borrowings
necessary as a result of the premature withdrawal of funds, Also, we
noted that, at June 30, 1963, the Territorial Government had accumu-
lated grant-in~aid funds which were about $8 million in excess of
amounts needed to liquidate its current obligations, We believe that
this situation occurred because the Governor followed the practice of
withdrawing grant-in-aid funds as the funds became available rather
than as needed to finance current operations and because the Terri-
torial Government, in its annual budget justifications did not recognize
that prior years' unused funds would be available to meet current needs,
overstated the prior year obligations, and continually underestimated
local revenues which would be available to reduce the amount of grant-
in-aid funds needed to finance current operations,

In bringing these matters to the attention of your Department, we
proposed that a review be made of the Territorial Government's fi-
.nancial management system with a view toward strengthening it and,
where necessary, establishing adequate guidelines and procedures for
the systematic accomplishment and reporting of realistic and accurate
financial data for management purposes,
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In June 1965 the Director, Office of Survey and Review, advised
us that an effective method had been established whereby grant-in-aid
funds would be withdrawn from the Treasury only as needed to finance
current operations and that the Department intended to exert its leader-
ship in directing the ways and means for improving the financial man-
agement system of the Territorial Government, He further stated that
because of staff limitations specific actions would be delayed pending
completion of other high priority projects,

Our review also disclosed a number of areas related to account-
ing and fiscal practices and procedures which were in need of improve-
ment, These matters were brought to the attention of the Director,
Office of Territories, in a separate report in January 1966 because we
believed that they indicated the need for the Office of Territories to as-
sist the Governor in improving and strengthening the accounting and .
fiscal practices and procedures of the Territorial Government,

We believe that the matters discussed in this report illustrate
the need for improving certain aspects of the financial management
system of the Territorial Government so as to ensure the availability
of reliable financial information on which future requests for grant-in-
aid funds can be based, Accordingly, we are recommending that a re-
view be made of the financial management system of the Territorial
Government with a view toward providing for the systematic accom-~
plishment and reporting of realistic and accurate financial data for man-
agement purposes, We would appreciate being advised of any further
actions taken by the Department pursuant to this recommendation,

In view of the elapsed time since the completion of our field work
in American Samoa and since we have not had an opportunity to review
the effectiveness of the corrective actions taken by the Department and
the Governor on certain of the principal matters discussed in this re-
port, we do not plan any further reporting of these matters at this
time, However, we do plan to evaluate the effectiveness of the actions
taken by the Department and the Governor, during our next audit of
American Samoa, and we will issue a report to the Congress at that
time, if warranted, on any matters which continue to require correc-

tive action,
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Copies of this report are being sent to the Assistant Secretary
for Public Land Management, the Deputy Assistant Secretary for Ad-
ministration, the Director, Office of Territories, and the Governor of
American Samoa,

Director, Civil Accounting
and Auditing Division

The Honorable
The Secretary of the Interior
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REPORT ON
SELECTED FINANCIAL MANAGEMENT ACTIVITIES
OF THE
GOVERNMENT OF AMERICAN SAMOA
OFFICE OF TERRITORIES
DEPARTMENT OF THE INTERIOR

INTRODUCTION

The General Accounting Office has made a review of selected

financial management activities of the Government of American Sa-
moa, Office of Territories, Department of the Interior. The review
was undertaken in accordance with our plans for periodically re-
viewing the activities of the Government of American Samoa and be-
cause of the increased amount of grant-in-aid funds provided the
Territorial Government in recent years. Our review was made pursu-
~ant to the Budget and Accounting Act, 1921 (31 U.S.C. 53), and the
Accounting and Auditing Act of 1950 (31 U.S.C. 67).

Our examination was conducted at the offices of the Government
of American Samoa on the Island of Tutuila. We examined, to the
extent we deemed necessary, the transactions affecting Federal
funds, but we did not make an audit of transactions affecting local
revenues and grant-in-aid funds because the General Accounting Of-
fice does not have audit authority or settlement responsibility re-
garding such transactions. However, we did examine into the effec-
tiveness of selected financial management procedures and controls
over such funds. Our review was not intended to include all as-
pects of the financial management system of the Territorial Govern-
ment. During the course of our review, we also examined into the
status of matters previously reported to the Congress and the Gov-
ernor of American Samoa and interviewed responsible officials of

the Territorial Government.



BACKGROUND INFORMATION

American Samoa is an unincorporated and unorganized territory
of the United States whose government is administered by the De-
partment of the Interior under Executive Order 10264, effective
July 1, 1951. The Governor, who is the chief executive of American
Samoa, is appointed by, and exXxercises his authority under the di-
rection of, the Secretary of the Interior. The legislature of
American Samoa is composed of 15 senators and 17 representatives
who are elected by the Samoan people. The judicial branch of the
Territorial Government is made up of a High Court and five -district
courts. The Chief Justice and the Associate Justice of the High
Court are appointed by the Secretary of the Iqterior while four As-
sociate Judges are appointed by the Governor on the recommendation
of the Chief Justice.

Funds to finance the costs of the Govermment of American Samoa
are appropriated annually. Appropriations made by the Congress are
of two types: (1) regular appropriations from which the expenses
of the legislative and judicial branches and those of the Office of
the Governor are financed and (2) grant-in-aid funds which, to-
gether with local revenues, are used to finance costs incurred by
the executive branch of the Territorial Government. The budget
justification for grant-in-aid funds shows the estimated obliga-
tions for the year, reduced by the estimated local revenues for the
year. Local revenues, as disclosed in the budget justification are
derived principally from import and export duties, utilities, in-
come taxes, and rents and leases.

In 1961 an accelerated program for the rehabilitation of Amer-
ican Samoa was undertaken to improve and overcome serious deficien-
cies in essential public works, health, and education on the is-

lands. As a result, the amount of grant-in-aid funds appropriated
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for the islands increased substantially in fiscal year 1962 and
subsequent years. 1In fiscal year 1963 and 1964, grants-in-aid to
the Territorial Govermment totaled about $12.8 million and

$12 million, respectively, while local revenues totaled about
$1.7 million and $2.5 million, respectively. Regular appropria-

tions totaled $236,600 and $274,000, respectively, for the 2 years.



PRIOR FINDINGS AND RECOMMENDATIONS

Our follow-up review of the principal findings and recommenda-
tions included in our prior report to the Congress dated April 25,
1960, on "Review of Selected Activities of the Government of Ameri-
can Samoa, Office of Territories, Department of the Interior"
(B-114870) disclosed generally that corrective action had been or
was being taken. Accordingly, no further recommendations are being
made at this time. However, we plan to evaluate the actions taken
-and promised by the Department, during our neit audit of the Gov-
ernment of American Samoa. These matters are summarized below.

ELECTRIC POWER RATES ADJUSTED
TO RECOVER COST

In our prior report, we commented on the need to establish a

firm basis for setting commercial utility service rates. We re-
ported that the Government of American Samoa had not developed rate
schedules to recover the cost of fﬁrnishing utility services to
commercial users and that available records for all utilities
showed that expenditures exceeded revenues by $92,215 in fiscal
year 1958. We recommended that the Governor develop commercial |
rate schedules for utility services and that accounting records be
established and maintained in such a manner that all costs relating
to each utility could be accumulated and used in establishing rates
based on the actual cost of furnishing the services. The Depart-
ment fully concurred in this recommendation and stated that it
would take the steps necessary for its implementation.

Our follow-up review disclosed that the Territorial Government
continued to use power rates that were not adequate to recover the
cost of electric service through December 1963. However, effective
January 1, 1964, the Territorial Government established new elec-

tric power rates on the basis of a study made by a private firm of
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consulting engineers which was completed in September 1963. The
Governor advised us that the new electric power rates were set to
recover the costs of furnishing the utility services. Regarding
other utilities, the Governor advised us that consulting engineers
were making a survey of the water and sewer systems.

We estimate that, as a result of the new electric power rates,
future revenues of the Territorial Government from the sale of
electric power to the principal commercial user will increase by
about $25,600 annually. The Territorial Government will also real-
ize additional revenues from the sale of power to other users.

COLLECTION OF REVENUES

In our prior report, we noted that the Territorial Government
was not collecting revenues from all sources authorized by the
Code of American Samoa and had not resolved whether certain taxes
and duties were collectible in connection with a fish-canning oper-
ation carried out in facilities leased from the Territorial Govern-
ment. We recommended that the Secretary of the Interior and the
Governor establish adequate revenue policies and procedures and as-
sess and collect all revenues due the Territorial Government.

In 1963 the Territorial Government's Legislature changed the
tax structure of American Samoa by eliminating the real estate tax,
.the tax on leases, the poll tax, and the gross business tax and re-
placed these taxes with a local income tax which was based on the
Federal Internal Revenue Code. Also in 1963 the Territorial Gov-
ernment reviewed the gross business tax returns for fiscal years
1961 and 1962 of a number of the larger merchants and assessed and
collected over $22,500 in additional taxes plus penalties. With
regard to the fish-canning operation, the Territorial Government,

'in renegotiating the cannery lease in 1961, made provision for a
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payment in lieu of taxes by the cannery operator of $72,000 annu-
ally or a percentage of net sales, whichever was greater. Under
this lease provision, the cannery operator paid $72,000 and
$107,000 during 1961 and 1962, respectively. In 1963, the lease
was revised to eliminate the above provision and the local income
tax was made applicable to the fish-canning operation.

In addition, our review disclosed that in October 1961 the
Territorial Government assessed $359,790 against an exporter for
fish products shipped from American Samoa during the 3-year period
ended November 1959. The exporter denied liability for the tax
and, to date, this matter has not been finally resolved. We have
been advised that the Solicitor of the Department of the Interior
is now considering what final action should be taken on this mat-
ter.

NEED TO IMPLEMENT THE PROVISIONS
OF THE BANKING LAW

In our prior report, we pointed out that the Bank of American
Samoa, a wholly owned instrumentality of the Territorial Govern-
ment, did not have a charter and current bylaws and did not operate
under any set regulations. We recommended that the Secretary of
the Interior and the Governor establish rules and regulations for
the Bank's operations to provide proper regulatory policies and
procedures. In commenting on our prior report, the Department of
the Interior advised us that it anticipated that the Bank's new
charter would provide the necessary rules and regulations for the
operation of the Bank.

On April 7, 1962, Public Law 7-11, hereinafter referred to as
the banking law, chartered the Bank as a corporation whose purpose
is '"<** to provide adequate facilities for the deposit of money and

the carrying on of a regular banking business by the people of
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American Samoa, ***." Other pertinent provisions of the law state
that the Bank shall have the power to adopt bylaws governing the
conduct of its business and that the books and records shall be pe-
riodically audited by qualified independent examiners. There also
is to be unannounced quarterly verification of cash and other ac-
counts by examiners approved by the Board of Directors.

Our follow-up review disclosed that the Bank's bylaws had not
been revised or updated since the banking law was passed in 1962.
We noted also that certified public accountants had been engaged to
audit the accounts of the Bank but that in their 1962 and 1963 au-
dit reports they were unable to express an overall opinion on the
Bank's statement of financial condition because the departments of
the Territorial Government either failed to respond or were unable
to respond to requests for confirmation of correctness of various
fund balances and because the unconfirmed balances were material in
relation to the total assets and deposit liability of the Bank.
As to fulfilling the requirement for quarterly verification of cash
and other accounts, we were informed that only one count of cash
had been made by the Territorial Government's internal auditors.

The Director, Office of Survey and Review, in commenting on
these matters in June 1965, advised us that (1) the bylaws had been
rewritten in their entirety and were adopted by the Bank Board of
Directors on April 23, 1964, (2) the procedural changes in account-
ing and reconciliation of bank balances had made it possible to
confirm all fund balances for the audit conducted in April 1964,
‘and (3) the Government was attempting to recruit an internal audi-
tor who could make the quarterly verification required by the bank-

ing law.



ADMINISTRATIVE MANUAL NOT DEVELOPED

In our prior report, we noted that the policies and procedures

of the Territorial Government were not recorded in an orderly man-
ner and that it was necessary to do considerable research to find
the current policy or procedure on a particular subject matter. We
recommended to the Secretary and the Governor that an administra-
tive manual be developed to permit ready reference to the duties
and responsibilities of each department in the Territorial Govern-
ment and to the current policies and procedures of the various gov-
ernmental activities.

In November 1961, the Governor assigned to the Secretary of
American Samoa the responsibility for preparing, maintaining, and
distributing the administrative manual. In May 1962, Public
Law 7-28 was enacted to formalize the Governor's order for main-
taining an administrative manual.

Our follow-up review disclosed that the Territorial Government
had not completed an administrative manual setting forth the orga-
nization and functions of its executive departments and separate
offices and the executive regulations for the guidance of person-
nel and others dealing with the Territorial Government. To the
date of our review, only an insignificant portion of the adminis-
trative manual had been issued.

The Governor advised us that the Government of American Samoa
recognized the need for a good administrative manual but that tech-
nically qualified members of his staff were working on the develop-
ment program which was considered more urgent and of higher prior-
ity. The Director, Office of Survey and Review, in June 1965 ad-
vised us that the Department concurred in our statement concerning

the need for an administrative manual and that since our review
several chapters of the manual had been released but that the basic

manual could not be completed in less than another 6 to 9 months.
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CURRENT FINDINGS AND RECOMMENDATION

Our review disclosed that the Territorial Government withdrew

from the United States Treasury and retained in its possession
grant-in-aid funds which were substantially in excess of amounts
needed to finance current operations. On the basis of financial
records and other documents available during our review in American
Samoa, we estimate that the United States Treasury may have in-
curred interest costs of as much as $154,000 because of additional
borrowings necessary as a result of the premature withdrawal of
funds. Also, we noted that, at June 30, 1963, the Territorial Gov-
ernment had accumulated grant-in-aid funds which were about $8 mil-
iion in excess of amounts needed to liquidate its current obliga-
tions. We believe that this situation occurred because (1) the
Governor followed the practice of withdrawing grant-in-aid funds as
the funds became available rather than as needed to finance current
operations and (2) the Territorial Government, in its annual budget
justifications, did not recognize that prior years' unused terri-
torial funds would be available to meet current needs, overstated
the prior year obligations, and continually underestimated local
revenues which would be available to minimize the grant-in-aid
funds needed to finance current operations.

PREMATURE WITHDRAWAL OF GRANT-IN-AID FUNDS
FROM THE UNITED STATES TREASURY

During the first 10-year period that the Department of the

Interior administered the Government of American Samoa, appropria-
tions averaged less than $1.5 million annually. 1In 1961 an accel-
erated program for the rehabilitation of the islands was undertaken.
In fiscal years 1962 through 1964, grants-in-aid totaling about
$34.2 million were made to the Territorial Government. During this

period, the Governor followed the practice of withdrawing all
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grant-in-éid funds from the. Treasury as they were apportioned with-
out regard to the current operating needs of the Territorial Gov- |
ernment. These funds were deposited in the Territorial Government-
owned Bank of American Samoa; a San Francisco, California, bank;
and a Honolulu, Hawaii, bank. The Bank of American Samoa in turn
reinvested a part of these funds in Unitéd States Government secu-
rities. '

We were unable to obtain from the records of the Territorial
Government accurate month-end balances of cash and related obliga-,
tions for fiscal year 1963 because bank statements had not been
‘reconciled for a number of months and various control accounts were
not in balance with subsidiary records. We were able, however, to
determine the amount of funds placed by the Territorial Government
in certificates of deposit in the Bank of American Samoa during.

fiscal year 1963 as shown below:

Total
Amount certificates
deposited of deposit
Balance forward--July 1, 1962 $ - $2,625,000
Deposit--October 1, 1962 1,570,000 4,195,000
Deposit--January 1, 1963 1,405,000 5,600,000
Balance--June 30, 1963 - 5,600,000

On the basis of the funds placed in certificates of deposit
during. fiscal year 1963 and the average interest réte paid by the
Treasury on marketable securities during that period (3.425 per-
cent), we estimate that the practice of withdrawing grant-in-aid
funds from the Treasury without regard to current operating needs
may have resulted in additional interest costs to the Treasury of
about $154,000 during fiscal year 1963.

In October 1963 we pointed out to the Governor that increased

interest costs to the Treasury could have been avoided if
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withdrawals had been made as needed to finance current operations.
The Governor advised us that he would look into this matter fur-
ther. On January 30, 1964, in hearings before a Subcommittee of
the House Committee on Appropriations for the Department of the
Interior and Related Agencies for 1965, the Governor, in commenting
on the advance of grant-in-aid funds, stated that this matter had
been called to the attention of the Bureau of the Budget and ar-
rangements were being made to withdraw the money from the Treasury
only as needed. However, we noted that the Governor continued to
withdraw all available funds for each quarter of fiscal year 1964.

On August 12, 1964, the Office of Territories advised the
Governor of American Samoa that all unobligated funds from prior
years must be used before any cash withdrawals could be made from
the 1965 appropriation and that necessary cash withdrawals would
have to be justified by an itemized statement showing the cash on
hand, the expenditures made during prior periods, and the cash re-
quired for the next 15 days. The Office of Territories pointed out
that this procedure had been initiated to comply with Treasury Cir-
cular No. 1075, dated May 28, 1964, which provides that funds be
withdrawn from the Treasury only as needed.

Department comment and our evaluation thereof

The Director, Office of Survey and Review, in commenting on

this matter in June 1965, advised us that:

"The practice of withdrawing grants-in-aid funds as they
become available was discontinued as of July 1, 1964.
Also, as noted in the report, the Office of Territories
advised the Governor that all unobligated funds from
prior years must be used before any cash withdrawals
could be made from the 1965 appropriation. Beginning in
fiscal year 1965 an effective method has been established
of timing cash requirements to preclude the withdrawal of
funds from the U.S. Treasury any sooner than is necessary
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to finance the grantee operations, and thus assist in the
reduction of the level of the Federal debt and the inter-

est costs of short term borrowing."

If properly implemented, the procedures established by the Of-
fice of Territories should help to avoid the future accumulation of
large cash balances which are not needed to finance current opera-
tions. Accordingly, we are not making a recommendation. However,
we plan to evaluate the results of this action during our next au-

dit of the Government of American Samoa.
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ACCUMULATION OF TERRITORIAL FUNDS
IN EXCESS OF CURRENT NEEDS

Our review disclosed that, at June 30, 1963, the Territorial
Government had accumulated territorial funds! which were about
$8 million in excess of the amounts needed to liquidate current ob-
ligations. We believe that this occurred because the Territorial
Government, in its annual budget justifications, (1) did not recog-
nize that prior years' unused territorial funds would be available
to meet current needs, (2) overstated the prior year obligations,
“and (3) continually underestimated local revenues which would be
i available to minimize the grant-in-aid funds needed to finance cur-
rent operations. _

In our prior report to the Congress on the Government of Amer-
ican Samoa (B-114870, April 25, 1960), we commented on weak budget-
ary controls and incorrect budget estimates,and we recommended that
the Territorial Govermment's budget justifications clearly and ac-
curately show the estimated amounts needed to conduct all activi-
ties and the portion of requirements to be met from local revenues.
In commenting on our report, the Assistant Secretary for Adminis-
tration, Department of the Interior, advised us that steps would be
taken to compel strict adherence to the budget justifications con-
sidered by the Congress and to ensure that additional local reve-
nues would be expended only upon approval of appropriate higher au-
thority. _

Our follow-up review disclosed that the Territorial Government

in its budget justifications continued to overstate prior year

l'I‘erritorial funds as used in this report include both Federal
grant-in-aid funds and local revenues.
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costs and underestimate local revenues which would be available to
reduce the amount of grant-in-~aid funds needed to finance current

operations. The more significant matters which contributed to the
accumulation of unused territorial funds are discussed in further

detail in the following sections of this report.

Unused territorial funds

Grant-in-aid funds together with local revenues are used to
finance operations of the Territorial Government. The grant-in-aid
funds needed annually for this purpose are arrived at by reducing
the estimated annual obligations by the estimated annual local rev- :
enues. Records of the Territorial Government available during our
review showed that, at the beginning of fiscal year 1963, about
$2.3 million in unused territorial funds was available to finance
current operations. At June 30, 1963, this amount had increased
to about $8 million. Following is a schedule showing the status of
territorial funds at June 30, 1963, and the total grant-in-aid
funds and local revenues available and obligated during fiscal year

1963:

Unused territorial funds at June 30, 1962 $ 2,322,468%
Grant-in-aid funds withdrawn from United States
Treasury during fiscal year 1963 12,807,400
Actual local revenues 1,685,209
Total funds available 16,815,077
Actual obligations of funds during fiscal year 1963 8,783,222
Unused territorial funds at June 30, 1963 $ 8,031,855

4This figure represents the excess of cash over accounts payable
and unliquidated obligations as shown by the Territorial Govern-~
ment's financial statements for fiscal year 1962.
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Records available for our review showed that, of the unused
territorial funds at June 30, 1963, about $5.5 million represented
funds provided for construction projects which were included in the
fiscal year 1963 budget justification but were not expended or ob-
ligated during fiscal year 1963. In this regard, our review dis-
closed that no funds were obligated on at least 12 construction
projects for which about $925,000 was included in the fiscal year
1963 budget justification.

This matter was brought to the attention of the Governor who
advised us that funds had not been obtained in excess of needs but
that construction projects had been delayed for various reasons,
including slippages in completion dates of projects.

In bringing this matter to the attention of your Department,
we pointed out that, in our opinion, the delays in undertaking ap-
proved construction projects and the slippages in the completion
dates of existing projects during fiscal year 1963 indicated a pos-
sible overprogramming of the Territorial Government's capability to
undertake and complete projects in an orderly and timely manner.

In this regard, we believe that the Governor should base requests
for grant-in-aid funds for construction purposes on (1) a compre-
hensive program of projects to be developed and built and (2) a
realistic schedule of priorities showing dates when funds would be
required to permit the timely procurement and orderly completion
of each project.

The Director, Office of Survey and Review, in June 1965 ad-
vised us that the relocation of the public works compound made nec-
essary by the movement of three large industries to American Samoa
in fiscal year 1963 and the assistance provided to these industries
in constructing their factories were primarily responsible for the

initial slippage in the construction program. The Director stated
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that future economic growth was considered more important than the
temporary consideration of a slippage in the construction program
which may appear to be overprogramming the Territorial Government's
ability for completing construction projects. He further stated
that the Congress had been advised as to the status of unobligated
construction funds during the appropriation hearings for fiscal
year 1965.

We recognize the importance of new industries to the economic
development of American Samoa. However, it should be noted that,
after the Department advised the Congress during appropriation
hearings for fiscal year 1965 that, as of January 20, 1964, the
amount of unobligated construction funds had increased to
$12.1 million, the appropriation committees approved the budgeted
construction program but decreased the amount of grant-in-aid funds
requested for the Territorial Government by $2.5 million. Accord-
ing to the report by the House Committee on Appropriations, the re-
duction in the appropriation request was made because the Committee
believed that the amount of funds provided would be sufficient in
view of the unobligated balancé available and the fact that further
slippage in the construction program was anticipated. The Senate
Committee on Appropriations agreed to this reduction.l

It should be noted also that additional grant-in-aid funds for
construction purposes were not requested for the Territorial Gov-
ernment for fiscal year 1966. In this regard, the budget justifi-
cation presented to the House Subcommittee of the Committee on Ap-
propriations, on the Department of the Interior and Related Agen-

cies Appropriation for fiscal year 1966, disclosed that the

lH. Rept. 1237, 88th Cong., 2d sess. 10, and S. Rept. 971, 88th

Cong., 2d sess. 11,
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Territorial Govermment had continued to experience slippages in the
completion dates of construction projects. The budget justifica-
tion stated in pertinent part that:

"In our construction program we have had to reprogram

funds and to delay or change projects and priorities.

With the exception of the water contract all of our con-

struction is being accomplished by public works depart-

ment with force account labor and even with the building

experience we have gained in the past 3 years and the

considerable training we have given Samoan personnel, our
construction program is not proceeding as quickly as we

had hoped; ***.,"

In view of the slippages in construction projects experienced
in recent years, we believe that the Governor's future requests for
grant-in-aid funds for construction projects should continue to be
geared to the Territorial Govermment's capability to undertake and
complete in a timely manner those projects for which funds are re-
quested.

Overstatement of prior year obligations
in budget justification

The fiscal year 1963 construction and operating obligations,
which were reported as "actual'" in the fiscal year 1965 budget
justification, were overstated by about $4.8 million. The fiscal
year 1965 budget justification showed $9,062,450 as '"actual" con-
struction obligations for fiscal year 1963 even though the Territo-
rial Govermment's records showed that only $4,553,075 had been so
obligated. On a test basis we identified overstatements of operat-
ing obligations amounting to an additional $330,000. These over-
statements of obligations resulted because reservations of funds
for programmed construction projects and for purchase of equipment,
supplies, and services were considered as valid obligations even

though purchase orders or contracts for such goods or services had
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not been issued. We believe that it is unrealistic and misleading
to report reservations of funds as actual obligations.

We brought these matters to the attention of the Governor and
pointed out that, while the provisions of section 1311 of the Sup-
plemental Appropriation Act, 1955 (31 U.S.C. 200), were not legally
binding on amounts reported in the territorial budget, the criteria
for recording an obligation, as set forth in section 1311(a), were
in accord with sound financial management practices, and we pro-
posed that such criteria be adopted for recording territorial obli- _
gations. The Governor agreed to our proposal and advised us that |
~these criteria had been adopted for recording all obligations of .
the Territorial Government.

We believe that the adoption of the criteria provided in sec-
tion 1311(a) for recording obligations will result in more realis-
tic reporting of obligations in budget justifications submitted to
the Congress. We plan to evaluate the results of this action dur-
ing our next audit of the Government of American Samoa.

Local revenues continually underestimated

In our prior report we pointed out that estimated local reve-
nues which were reported in budget justifications for fiscal years
1954 through 1958 had been continually underestimated. Our
follow-up review disclosed that this condition still existed and
that, for fiscal years 1959 through 1964, the local revenues re-
ported as available to meet the costs of the Territorial Government

were underestimated, as shown on the following page.
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Fiscal Local revenues Underestimated

year Estimated Actual Amount Percentage
1959 $ 700,000 $ 911,818 $211,818 23
1960 725,000 1,003,923 278,923 28
1961 850,000 1,068,413 : 218,413 20
1962 1,100,000 1,321,336 221,336 17
1963 1,100,000 1,685,209 585,209 35
1964 1,800,000% 2,478,416 678,416 27

%The initial estimate of $1,300,000 for fiscal year 1964 was in-
creased by $500,000 during appropriation hearings in anticipation
of increased revenues as a result of the new income tax law.

This tabulation shows that local revenues have been underes-
timated from 17 percent to 35 percent during the past 6 years. The
continual underestimate of local revenﬁes in the budget justifica-
tions was brought to the attention of the Governor who advised us
that estimates of local revenues for budget purposes generally have
been based on the previous year's revenues and that, with the econ-
omy expanding as rapidly as it has, the Territorial Government was
unable to guarantee more funds than had been estimated.

We recognize thét with the rapid growth of economic activity
it may be difficult to obtain accurate estimates of revenues; how-
ever, in our opinion, the continued underestimate of local revenues
over a long period of time indicates that insufficient attention
has been directed to developing realistic estimates of revenues
consistent with the trend of activities.

The Director, Office of Survey and Review, in commenting on
this matter in June 1965, stated that:

"In compiling the budget for local revenues, the various

departments of government concerned with the specific

source of revenue are consulted and the budget compiled

based on the trends, known economic improvement, and past

experience. In 1963 an income tax law was enacted,
adopting the Federal Income Tax Code as the Income Tax

19



Code of American Samoa. The Territorial Government sim-

ply did not have the necessary statistics or experience

to forecast accurately revenues to be earned from this

source in 1963 or 1964."

Although the Director's comments stated that the underesti-
mates during fiscal years 1963 and 1964 were caused largely by a
lack of experience in estimating income tax revenues, our review
disclosed that about $904,000, or about 72 percent of the total un-~
derestimate of approximately $1,263,625 for the two fiscal years,
represented underestimates of sources of local revenue other than
income taxes. The principal other sources of local revenue which
were underestimated included import and expdrt duties, sale of
electricity, customs and harbor charges, and interest from time-
savings deposits. The Director did not comment on the continual
underestimate of local revenues for the fiscal years prior to en-
actment of the income tax law. '

In addition, it should be noted that the Te}ritorial Govern-"
ment again underestimated local revenues for fiscal year 1965.

The actual local revenues collected in fiscal year 1965 amounted
to $3,153,375 compared with estimated revenues of $2,416,000, or an
underestimate of $737,375.

In view of the relationship between estimates of local revenue
and requests for grant-in-aid funds from the Congress, we believe
that more attention should be directed toward -developing realistic
estimates of local revenues consistent with the expanding economy

of American Samoa.
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NEED TO IMPROVE AND STRENGTHEN ACCOUNTING

AND FISCAL PRACTICES AND PROCEDURES

Our review disclosed a number of areas related to accounting

and fiscal practices and procedures which are in need of improve-

ment.

Several of these matters, which were previously reported to

the Governor of American Samoa in August 1959, continue to exist.

These matters were brought to the attention of the Director, Of-

fice of Territories, in January 1966 because we believe that they

indicate the need for the Office of Territories to assist the Gov-

ernor of American Samoa in improving and strengthening the account-

ing and fiscal practices and procedures of the Territorial Govern-

ment.

A summary of these matters is presented below.

1. Need for timely and accurate financial statements--The fi-

nancial statements for fiscal year 1963 were not available
within a reasonable period of time after the close of the
fiscal year and were not available for our examination dur-
ing our review in American Samoa. In addition, our review
of financial statements which were provided to us 1l months
after the close of fiscal year 1963 disclosed a number of
errors, including understatements of accounts and interfund
accounts which did not balance.

Need for establishing revolving funds as separate account-
‘ing entities--Several revolving funds which were created

by the Territorial Government with grant-in-aid funds and
local revenues and which were supposed to be self-financing
were accounted for in the general fund group of accounts
rather than being established as separate accounting enti-
ties. Consequently, reports on the operation of each sep-
arate activity could not be prepared and responsible man-
agement officials did not have an opportunity to review
and evaluate the manner in which such activities were being
carried out.

Need for control account balances to agree with subsidiary
accounts--The Territorial Government did not reconcile con-
trol accounts with other sources of information. For ex-

ample, a number of subsidiary records did not balance with
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control accounts, subsidiary records for miscellaneous ac-
counts payable of over $2 million were not maintained, and
cash accounts had not been reconciled with bank balances
for periods ranging from 7 to 13 months.

4. Need for improving internal controls relating to collec-
tions and disbursements of funds--Our review disclosed a
- number of deficiencies in internal controls over collec-
tions and disbursements of funds including (1) failure to
record all collections of Federal funds and (2) failure to
record all issued checks. ' '

5. Need for control over billings--There was general lack of
management control over billing documents. Also, no writ-
ten procedures for recording billings were available.

We believe that a system of financial controls that ensures
reasonable accuracy and reliability of financial information is
necessary for the efficient and effective accomplishment of the fi-
nancial management activities of the Territorial Government. Dur-
ing our review and discussions with Territorial Government offi-
cials and employees, it appeared to us that there was insufficient
understanding of the need for sound internal financial management
controls. In this regard, there appeared to be a need for im-
proved supervision and training of the employees engaged in finan-
cial management activities. |

Accordingly, in our January 1966 report we recommended that
the Director, Office of Territories, assist the Governor of Ameri-
can Samoa in developing the guidelines and staff capabilities
needed to strengthen the accounting and fiscal practices and pro-
cedures so as to reasonably ensure that the Territorial Govern-
ment's fiscal activities are being carried-out in accordance with

sound financial management practices.

22

[Tal



)

DEPARTMENT COMMENTS AND OUR CONCLUSION

In bringing the matters discussed in this report to the atten-
tion of your Department, we proposed that a review bé made of the
Territorial Government's financial management system with a view
toward strengthening it and, where necessary, establishing adequate
guidelines and procedures for the systematic accomplishment and re-
porting of realistic and accurate financial data for management
purposes.

The Director, Office of Survey and Review, in commenting on

our recommendation advised us that:

"It is not clear from the report whether criticism is di-
rected to the structure of the accounting system or to
the misapplication of the system by financial management
personnel, As indicated above, the Territorial Govern-
ment has been handicapped by its inability to recruit
qualified people. Since the system was approved by the
Department and in view of the approval by the General Ac-
counting Office, the Department intends to exert its
leadership role in directing the ways and means for im=-
proving the financial management system of the Terri-
torial Government. However, because of the limited staff
in the Office of Survey and Review, specific actions may
be temporarily deferred until some high priority projects
now in process have been completed.,"

Our examination was devoted primarily to examining into the
policies, procedures, and practices relating to selected financial
management activities of the Territorial Government and was not in-
tended to include all aspects of the financial management system.
In this regard, the individual matters discussed in this report re-
late specifically to the reliability of the financial information
accumulated for management purposes. However, we did not make an

overall evaluation of the adequacy of the accounting system.
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We recognize the difficulties experienced by the Department
and by the Territorial Government in recruiting qualified person-
nel for American Samoca. However, in our opinion, this situation
does not lessen management's responsibility for maintaining an ade-
quate system of financial controls to ensure that accurate finan-
cial data on resources, liabilities and obligations, expenditures,
revenues, and costs can be obtained and reported for the informa-
tion of and use by appropriate levels of internal management, the
Bureau of the Budget, and the Congress.

The Director states that the Department intends to exert its
leadership in improving the financial management system of the Ter-
ritorial Government. However, he indicates that because of staff
limitations specific actions may be temporarily deferred pending
completion of other high priority projects already in process.

We believe that the matters discussed in this report illus-
trate the need for improving certain aspects of the financial man-
agement system of the Territorial Govermment so as to ensure the
availability of reliable financial information on which future re-
quests for grant-in-aid funds can be based. We further believe
that the needed improvements can best be accomplished through a re-
view of the financial management system of the Territorial Govern-
ment.

RECOMMENDAT ION

We recommend that the Department undertake a review of the fi-

nancial management system of the Territorial Government with a view
- toward providing for the systematic accomplishment and reporting of
realistic and accurate financial data for manégement purposes. We
would appreciate being advised of any actions taken pursuant to
this recommendation. We plan to evaluate the results of these ac-

tions during our next audit.

2 q U. S. GAO Wash., D. C.
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