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|. Bureau-Level Presentation
A. General Statement
1. Introduction

The proposed fiscal year 2009 budget is $401.6 million, of which $79.9 million is requested in
current appropriations, a decrease of $3.3 million below the FY 2008 enacted amount.

The Office of Insular Affairs (OIA) carries out the Secretary’s responsibilities for U.S.-affiliated
insular areas. These include the territories of Guam, American Samoa, the U.S. Virgin Islands,
and the Commonwealth of the Northern Mariana Islands, as well as the three Freely Associated
States (FAS): the Federated States of Micronesia, the Republic of the Marshall Islands, and the
Republic of Palau.

All of OIA’s programs fall within the mission goal of Serving Communities — Increase Self-
Sufficiency of Insular Areas (Goal 5 of the Department of the Interior’s Strategic Plan). OIA
will achieve its mission by encouraging private sector economic development, promoting sound
financial management practices in the insular governments, and increasing Federal
responsiveness to the unique needs of island communities.

The budget request for FY 2009 continues to promote implementation of the management reform
initiatives advanced by the President. Developed within the framework of the Department of the
Interior’s 4 C’s Vision — consultation, cooperation and communication — all in the service of
conservation — the request reflects the ongoing effort of OIA to adapt to the changing needs of
the insular areas. Although the budget request is focused primarily on the upcoming fiscal year,
it is framed by long-term security interests of the United States in the western Pacific and
Caribbean and serious economic and fiscal problems impacting the U.S. territories: American
Samoa, the Commonwealth of the Northern Mariana Islands (CNMI), Guam, and the United
States Virgin Islands (USVI).

National security issues related to the relocation thousands of U.S. military personnel and their
dependents from Okinawa, Japan to Guam will create huge challenges for the island’s
infrastructure in coming year and will be an important consideration for FY 2009 and subsequent
budgets. Guam’s population is expected to grow by 20% by 2014. Although financial resources
are available for on-base military construction, a funding strategy to improve the inadequate port,
roads, power, water, wastewater, and solid waste systems shared by the military and the civilian
community have not been decided upon. Guam also faces a need to improve its healthcare and
educational facilities, and to improve its public sector management. Guam will be forever
changed by the military’s build-up and its increased strategic visibility. Community support for
this endeavor may be undermined if civilian facilities remain inadequate to meet the growing
resource needs of the larger population.

The three other U.S, territories are facing economic and fiscal difficulties. In American Samoa,
the continued operation of two tuna canneries that account for 80 percent of the private sector
economy is threatened by changes in international trade and tariff policies. The CNMI economy
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has been struck by a change in regional tourism patterns and by the diminishment of its garment
industry brought on by free trade agreements affecting clothing and textiles. Both territories face
devastating impacts to their economies and to the local governments’ tax bases.

Although the USVI has a relatively more diversified economy than the other territories, it too
faces difficulties in providing infrastructure that meets U.S. standards. The USVI is under
consent decrees to improve water, wastewater and solid waste facilities. It too must improve its
public sector administrative capacities.

Although each territory’s situation is unique, there are challenges they face in common. Each has
very limited land and resources. Each has a small population and a limited pool of expertise to
address the community’s critical needs. Each is located in an area that is highly prone to
destructive typhoons, cyclones, or hurricanes. Each faces constraints that mainland communities
generally do not have, and they face those constraints in geographically isolated areas.

The territories need imaginative solutions, and OIA will continue to work to provide them. We
will continue to promote economic development efforts and will refine our efforts to allow
existing Federal loan programs to be directed to islands projects. Not all the solutions require
grant funds, but the private sector financial markets may require a Federal commitment to
support infrastructure investment.

2. Budget Highlights

The proposed FY 2009 budget is $401.6 million, of which $79.9 million is requested in current
appropriations, a decrease of $3.3 million below the FY 2008 Enacted. The request for current
appropriations includes $227,000 for fixed cost increases and a decrease of $3.5 million for
program changes and earmarks. The entire budget request falls within the mission goal of
Serving Communities — Increase Self-Sufficiency of Insular Areas (Goal 5 of the Department of
the Interior’s Strategic Plan).

2009 Budget Request by Interior Mission Goal
(Dollars in Thousands)

2009 Request
2007 2008 2009 Change from
Mission Goal Actual Enacted | Request 2008
Serving Communities 415,527 | 411,189 401,590 -9,599
Total 415527 | 411,189 401,590 -9,599

The current appropriations request includes $50.2 million in discretionary funding and $29.7
million in mandatory funding. In addition, $321.7 million for permanent and indefinite
appropriations is estimated for FY 2009, including $113 million estimated for fiscal payments to
Guam and the USVI and $208.7 million for payments under the Compact of Free Association.
The table on the following page shows the fiscal year 2007 actual, 2008 enacted, and 2009
request figures.
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Total 2008 Budget Request
(Dollars in Thousands)

2007 2008 2009 2009 Request Change

Budget Authority Actual | Enacted | Request from 2008
Discretionary/Mandatory | 81,510 83,129 79,872 -3,257
Permanent 334,017 | 328,060 | 321,718 -6,342
Total 415,527 | 411,189 | 401,590 -9,599
FTEs 36 36 39 +3

The FY 2009 OIA budget continues to focus on strategies that contribute to increasing the self-
sufficiency of insular areas. OIA will continue to provide support to help develop more efficient
and effective government in the insular areas through the various Assistance to Territories
programs. This assistance includes grant funding to meet a variety of needs, including resources
for critical infrastructure like wastewater systems, hospitals, and schools. In FY 2007, OIA
received over $81 million in assistance to territories funding, providing over 90 percent of these
funds to insular areas in the form of grants to provide financial assistance. OIA plans to continue
this effort in FY 2009.

OIA’s budget is divided into two major categories of funding — permanent or mandatory and
current discretionary. Most of OIA’s budget reflects mandatory commitments to U.S.-affiliated
insular areas and is permanently appropriated ($321.7 million). Within current appropriations,
two activities are considered mandatory, Covenant grants ($27.7 million) that provide for Capital
Improvement Projects (CIP) in U.S. territories and an annual Health and Education Block Grant
given to the Republic of Palau ($2 million).

American Samoa Operations ($22.8 million), the second largest budget activity is considered
discretionary but is a directed appropriation that provides essential assistance to help the
American Samoa Government provide basic services of health care, education, public safety, and
support for the judiciary.

While not officially considered a mandatory program, Federal Services assistance ($2.8 million)
is comprised of two subactivities that were negotiated and are defined in law. The first is
reimbursement to the U.S. Postal Service for continuation of mail service to the FAS. Failure to
provide this service would be a breach of the negotiated Compact. The second activity provides
funding for the Republic of Palau to conduct an annual financial audit. Public Law 99-658
provides that the Republic of Palau’s single audit, in accordance with the Single Audit Act of
1984, will be conducted at no cost to Palau through FY 2009.

The only true discretionary programs are the OIA Salaries and Expenses account ($8.4 million)
and the Technical Assistance activity ($16.1 million) which account for $24.5 million out of a
total OIA budget of $401.6 million in Fiscal Year 2009.
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OIA’s current appropriation history shows an increase in permanent funding for Compact areas,
due to required inflation increases, and a relative decline in current levels for all insular areas.
As seen in the chart on the next page, all but two percent of the total funding received by OIA
goes toward assistance to the territories.

PERCENTAGE OF BUDGET FOR OIA OPERATIONS,
2% FY 2007-2008

m Salaries and
Expenses

o All Financial
Assistance

98%

High priority projects such as those identified as stewardship expenditures make up a large
portion of OIA’s discretionary funding. Stewardship expenditures are investments OIA makes in
insular area capital infrastructure (see table below). The total expended in FY 2006 was $34.3
million. In FY 2007, the islands expended $22.6 million on capital infrastructure.

OIA CIP Stewardship Expenditure Levels
Outlays FY 2007

1% Hospitals
16%

11%

Wastewater g P
4% -.-.-| Ports

o 1%

Public Buildings
5%
Schools

29% 8%
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3. 2009 Performance Summary

OIA is the principal office responsible for achieving the Department’s mission of building
quality communities for insular areas. The Department’s end outcome goal for this part of the
mission is to increase the self sufficiency of insular areas. This goal is measured by examining
Federal assistance as a percentage of Gross Domestic Product (GDP) for insular economies. At
this time, OIA is unable to gather the appropriate data for the above measure. Instead, the
following proxy measure is used: Ratio of Federal revenue to total revenues in insular areas.
OIA also has thee intermediate outcomes and performance measures:
1. Increase Economic Development
Private Sector Employment: Ratio of private sector jobs to total employment.
2. Improve Insular Governments Financial Management Practices
Timeliness of Financial Statements: Total average months late for all insular
general fund financial statements.
3. Increased Federal Responsiveness to Unique Needs of Island Communities Striving for
Economic Self-Sufficiency
Satisfaction and Confidence Rating: Numerical improvement in insular areas’
satisfaction with and confidence in Interior responsiveness to their needs.

The first intermediate outcome is to increase economic development. Most of the economies of
the insular areas are dominated by the public sector, and cannot be sustained without significant
subsidy from the Federal Government. OIA’s top priority is to help the insular areas expand and
strengthen their private sectors, building more sustainable economies to meet the needs and
aspirations of their citizens. OIA has historically provided financial and technical assistance for
a number of activities that can help strengthen the foundations for economic development, such
as developing public infrastructure, improving health care, improving education and providing
expert analysis on issues affecting the economy.

More recently, however, OIA has recognized a need to more directly facilitate private sector
economic development. The insular area economies are heavily oriented around the public
sector, and some insular area officials have become complacent about their ability to continue to
use substantial financial support from the Federal Government as a substitute for private sector
economic development. Therefore, OIA perceived a need to educate insular area officials about
the importance of promoting private sector economic development, and to provide technical
assistance to help them identify and implement the necessary steps to make their economies
more sustainable. Specifically, technical assistance is required to help the insular areas to:
e |dentify competitive advantages;
e ldentify industries that have the most potential for success in bringing prosperity to
the insular areas;
e Identify companies in those industries that might consider investing in the insular
areas;
e ldentify specific investment opportunities for those companies;
e Reach out to as many of those companies as possible, to educate them on the
competitive advantages offered by the insular areas;
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e Help foster strategic alliances between potential off-island investors and local
businesses to ensure that outside investment supports, rather than supplants, the
existing insular area business communities;

e Assist insular area businesses and government officials in following up on contacts
made with potential investors, including coordinating trips by such potential investors
to the insular areas and meetings with such businesses and officials; and

e Assist insular area governments to identify and implement ways to make the insular
areas more attractive to private sector investment.

In order to facilitate this process, OIA is working with the insular areas to address their needs.
OIA will organize a Business Opportunities Conference in Hawaii. This will be the fifth such
Conference since 2003, continuing OIA’s effort to focus on increasing awareness in the United
States and around the world of business and other opportunities in all seven insular areas. The
format will be similar, though the content and outreach will be somewhat different, reflecting the
experiences of the last four years' work. Also, OIA will work actively to assist insular area
officials with following up on contacts made at the conferences and missions. We will also
ensure that each of the potential investors—which included companies involved in tourism,
information technology, environmental technology, defense systems, financial services, health
care, education, agriculture and construction—nhas a full schedule of site tours and meetings with
government officials and potential local business partners. The local governments and business
communities will be active participants in both the planning and execution of the missions.

OIA has worked to find ways to make progress on economic development without the need for a
large commitment of resources. In fact, less than 1% of the Assistance to Territories
appropriations is spent on private sector development, due to the fact that many of the costs for
the major events spearheaded by OIA are borne by participants. This effort is proving to be
successful, with business opportunities in the insular areas having been fostered with the help of
OIA’s facilitation efforts.

One measure of success is to look at the ratio of private sector jobs to total employment with
anticipated increases in private sector jobs. OIA’s emphasis on economic development is geared
to assist the private sector with an anticipated result in the long term of increased private sector
job availability to lessen dependence on Federal and local government employment. Increases in
local business and income tax revenue are also potential measures.

Despite these successes, it will take patience and sustained commitment in order for our private
sector economic development efforts to achieve their full potential.

The second intermediate outcome is to improve insular governments’ financial practices. OIA is
planning several strategies to accomplish this goal. One is to use budget resources as an
incentive for financial improvements. Beginning with the FY 2005 budget, OIA established a
competitive process by which Covenant grant funding is allocated in accordance with
competitive criteria. The determination of the annual allocation is made on the basis of a set of
competitive criteria that measure the demonstrated ability of the governments to exercise prudent
financial management practices and to meet Federal grant requirements. Criteria for evaluation
include the government’s performance on recent audits, financial management practices, and
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ability to meet established timelines in response to OIA queries and deadlines. OIA continues to
review the criteria to ensure items are valid, collectable, and applicable to all insular areas, and
the data provided is comparable.

OIA works with all of the territories and freely associated states to help the island governments
improve financial policies and procedures, upgrade automated financial management systems
(FMS), train staff, complete accurate financial statements, and meet the Single Audit Act
requirements. At the start of this comprehensive approach all of the areas were several years
behind in completing financial statements and annual audits. Currently, the insular areas are
only an average of one month late in submitting annual audits which is an improvement of one
month over last years submissions. OIA will continue to assist the areas in obtaining the
resources necessary to comply with the Single Audit Act and, when necessary, will impose
sanctions if it is deemed to persuade the grantee to prioritize their efforts.

The chart on the following page identifies the progress the insular areas have made in completing
delinquent audits, current status, and estimated compliance with the statutory deadlines. The
first column lists each of the seven insular areas. The second column refers which fiscal year
period was reviewed, the third column lists the date the audit was due, and the fourth column
records the date the audit was actually submitted. Finally, the last column displays the number
of months late the audit was submitted past the deadline. Over the past four years, the insular
areas have decreased the number of months late the financial audits were submitted from an
average of nine months late in FY 2003 to just one month late in FY 2006.
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Timeliness of Annual Audits - as of 10/31/2007

Timely - per OIA

Year Ended within 1 yr of fiscal # of Months
Insular Area Audit Period year end Completed Audit over Timely
American Samoa 2003 09/30/04 08/16/05 11
2004 09/30/05 02/28/06 5
2005 09/30/06 06/30/06 0
2006 09/30/07 10/09/07 1
Commonwealth of the Northern
Marianas Islands 2003 09/30/04 07/06/05 10
2004 09/30/05 03/15/06 6
2005 09/30/06 07/19/06 0
2006 09/30/07 06/30/07 0
Guam 2003 09/30/04 12/03/04 3
2004 09/30/05 08/05/05 0
2005 09/30/06 06/30/06 0
2006 09/30/07 06/30/07 0
US Virgin Islands 2003 09/30/04 05/31/05 8
2004 09/30/05 06/26/06 9
2005 09/30/06 None-est 04/08 19
2006 09/30/07 None-est 09/08 12
Federated States of Micronesia 2003 09/30/04 08/14/06 23
2004 09/30/05 08/25/06 11
2005 09/30/06 09/05/06 0
2006 09/30/07 08/08/07 0
Republic of the Marshall Islands 2003 09/30/04 07/06/04 0
2004 09/30/05 07/08/05 0
2005 09/30/06 06/30/06 0
2006 09/30/07 06/30/07 0
Republic of Palau 2003 09/30/04 06/06/05 9
2004 09/30/05 12/23/05 3
2005 09/30/06 06/30/06 0
2006 09/30/07 06/30/07 0
All Governments: Fiscal Year
under review (fiscal year prior to
Departmental Audit) 2003 2004 2005 2006
Average Number of Months Late 9 5 3 2
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A second approach to achieve the goal of improving financial practices is to provide technical
assistance to carry out specific plans for financial management improvements. To help
accomplish this goal, OIA’s Technical Assistance Program has contracted with the USDA
Graduate School.  The Graduate School provides training in a wide variety of financial
disciplines. It also provides technical expertise through on-site assistance and advisory services,
including development and implementation of long term improvement plans.

A third approach to improving financial practices is to provide assistance to bolster and
institutionalize improvements to the local audit capacity. This is carried out through peer
reviews, direct classroom training, membership and attendance at audit conferences and
coordinated on-the-job training in the Department of the Interior Inspector General’s Office.

To help appraise the effectiveness of these approaches to improving the financial practices of the
insular areas OIA is planning to use the following performance indicator: “(Targeted reduction)
in the total average months late for all insular general fund financial statements.”

The third intermediate outcome is to increase Federal responsiveness to unique needs of island
communities. OIA has developed a number of approaches to advance this goal. The first was
the creation, by Presidential Executive Order, of the Interagency Group on Insular Areas (IGIA).
This group meets periodically under the Chairmanship of the Secretary to bring together Federal
agencies to hear the concerns of the insular governments, identify problems and develop
solutions, and create a forum for sharing information. OIA is also a key partner with the State
Department in the Interagency Group on Freely Associated States. This group meets
periodically to resolve problems and coordinate efforts in the Federated States of Micronesia, the
Republics of Palau and the Marshall Islands. Major efforts over the last two years have focused
on alternative sources of financing for large-scale infrastructure needs and health data collection.
OIA is also making a strong effort to improve communications with the insular areas and those
who do business with them. Particular attention has been placed on improving electronic
communications. This is extremely important to the territories and FAS because of their remote
locations. Technical assistance and capital funding has been provided to improve undersea
cabling, satellite communications, video conferencing, distance learning facilities, and website
innovations.

During fiscal year 2007, OIA conducted a focus group on customer satisfaction. During the
session, pervious survey questions were asked and information was obtained from the group on
which delivery method participants felt would receive the highest response rate. In fiscal year
2008 and 2009, OIA will strive to implement a new customer satisfaction survey based on the
results ascertained from the focus group.

4. Key Budgetary Changes

The fiscal year 2009 OIA budget request continues to support economic development efforts.
The total budget request of $401.6 million decreases discretionary funding by $3.3 million,
increases permanent funding under the Compacts of Free Association by $3.7 million, and
decreases fiscal payments by $10.0 million.
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The discretionary request of $79.9 million includes a fixed cost increase of $227,000 and a travel
reduction of $138,000. The discretionary request also includes a $229,000 increase for the
American Samoa Operations grants with a corresponding decrease in the Coral Reef Initiative.
The Technical Assistance request is decreased by $2.9 million due to the elimination of earmarks
for judicial training in the ninth circuit, the Marshall Islands Health Care program, prior service
trust benefits, and a CNMI population and workforce survey.

The increases in permanent funding under the Compacts of Free Association are due to formula
inflation adjustments.
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FY 2009 Budget at a Glance
Office of Insular Affairs
(Dollars in Thousands)
Fixed 2009
2007 2008 Costs Program President's
Actual Enacted Changes Changes Budget

Assistance to Territories

Office of Insular Affairs 7,305 8,344} +227 (138) 8,433

General Technical Assistance 10,381 8,098] 0 0 8,098

Maintenance Assistance 2,277, 2,241 0 0 2,241

Brown Treesnake Control 2,673] 2,631 0 0 2,631

Coral Reef Initative 495} 979 0 (229) 750

Insular Management Controls 1,476 1,453] 0 0 1,453

Water and Wastewater 990 976 0 0 976

American Samoa Operations 22,880I 22,523 0 229 22,752

Covenant Grants 27,7204 27,7204 0 0 27,720

Judicial Training US Territories 0 295 0 (295) 0

RMI Health Care Program 0 9844 0 (984) 0

Prior Service Benefits Trust Fund 0 837 0 (837) 0

CNMI Population and Workforce Survey 0 738I 0 (738) 0
Total, Assistance to Territories 76,197 77,819| 227 -2,992 75,054
Total Compact (Current) 5,313} 5,310 0 -492 4,818
Total Current Discretionary/Mandatory 81,5104 83,1294 227 -3,484 79,872
Compact of Free Association I I
Marshall Islands Compact 63,854 63,639 +1,346 64,985
Federated States of Micronesia Compact 97,577, 100,011 +2,121 102,132
Palau Compact 10,902 11,086 +185 11,271
Compact Impact 30,000 30,000 +0 30,000
Judicial Training 316 324 +6 330
Total Compact (Permanent) 202,649 205,060 +3,658 208,718
Guam Section 30 Income Taxes 51,909 40,000 0 40,000
VI Rum Excise Taxes 79,459 83,000 (10,000) 73,000
Total, Fiscal Payments (Permanent) 131,368 123,000 ($10,000) 113,000
Grand Total - Office of Insular Affairs 415,527 411,189' +227 ($9,826) 401,590
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Office of Insular Affairs
2007 Funding by Activity and Insular Area

$(000)
Activity AmSa | CNMI  Guam | US VI FSM RMI Palau | Hawaii DC |Colorado California| Total
Compact - FSM $ 97,577 $ 97,577
Compact - RMI $ 63,854 $ 63,854
Compact - Federal Services $ 1623|$ 406($ 791 $ 2,820
Compact - Palau $12,902 $ 12,902
Enewetak Support $ 493 $ 493
Compact Impact $ 15|$ 5172 $ 14,242 $10,571 $ 30,000
Compact Judicial Training $ 212 ($ 104 $ 316
Technical Assistance $ 2573|$ 1079 $ 1240|$ 1334 |$ 304|% 147|$ 545|9% 98 1$ 800 $ 173($ 8293
Judicial Program 9th Circuit $ 791$% 79 $ 79 $ 79 $ 315
Prior Service Trust Fund $ 788 $ 788
Maintenance Assistance $ 731% 1,195 $ 17 $ 585 $ 407 $ 2,277
Insular Management Controls [ $ 138 $ 1,338 $ 1476
Coral Reef Initiative $ 197 $ 224 $ 421
Office of Insular Affairs $ 127($ 307 $ 143($ 79 $ 1,278 $5371 $ 7,305
Article Il Compact Healthcare $ 985 $ 985
Brown Treesnake $ 279 $ 283 $ 892 $ 1219 $ 2,673
Am. Samoa Ops $22,880 $ 22,880
CIP Grants $10543[$10629 $ 3331 |$ 3217 $ 27,720
Water & Waste Water $ 74 $ 990 $ 1,064
Payments to US Territories $ 61,401 | $65,330 $ 126,731
Total $36,625 [ $19,602 $ 80,593 | $70,871 | $102,006 | $66,068 | $14,723 | $12,839 | $6,171 [ $ 1219 $ 173 | $410,889
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5. President’s Management Agenda

The President’s vision for reform is guided by three principles: it should be citizen-centered;
results-oriented; and market based. The President identified six government-wide initiatives to
help achieve this vision:

Performance Improvement Initiative;
Strategic Management of Human Capital;
Competitive Sourcing;

Improved Financial Performance;
Expanded e-Government; and

Real Property.

The Office of Insular Affairs supports the President’s Management Agenda and continues to
create a citizen-centered organization by implementing strategies to integrate budget and
performance; conduct workforce planning; provide assistance to improve greater accountability,
and expand e-government opportunities for the island communities.

Performance Improvement Initiative

With the advent of the new Interior Strategic Plan and several measures under its results-focused
approach, OIA is working with the insular governments on accountability and other measures to
ensure that performance data collection and reporting yields reliable information for decision-
making.

Additionally, OIA is beginning to review internal processes in order to institutionalize
performance measurement and reporting processes. In the first quarter of fiscal year 2008, OIA
held an internal meeting with senior staff to review and update our strategic plan. The outcome
of this meeting is enhanced by the parallel effort to develop program level performance measures
that roll up to department strategic goals. We anticipate this first stage of this effort will be
complete in fiscal year 2008. Once the strategic plan has been updated and program
performance measures have been developed, OIA plans to share this information with the insular
areas and solicit comments and feedback.

OIA is still working to develop consistent and appropriate methods to cost performance
measures. OIA will use the performance measurement model currently being developed to
implement methodologies which are in line with the Department’s standard approach to costing
performance measures. From this activity, the focus will turn towards developing integrated
systems to collect data to be utilized in performance reporting and costing activities.

Program Assessment Rating Tool: OIA programs have been exempted from PART evaluations.
OIA programs, such as those under the Compact of Free Association which constitutes the bulk
of its funding, however, have on-going evaluation processes built in to them.
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Strategic Management of Human Capital

As an office under the Assistant Secretary for Policy, Management and Budget, OIA is part of a
larger plan for management of human capital and has limited strategic capability. However, OIA
is taking advantage of those opportunities it has control over.

Competitive Sourcing

Because of the inherently governmental nature of its program, OIA has not been selected for
competitive sourcing studies.

Improving Financial Performance

Based fiscal year 2007 Financial Statement Audit recommendations, OIA is working to
standardize the grant award formats, including technical assistance grants.

OIA continues to make strides in assisting the insular governments to meet their Single Audit
responsibilities, reducing the average number of months late for a single opinion from two to
one.

Accountability: OIA’s most important efforts in the financial performance area are those
designed to improve financial performance and accountability in the territories and freely
associated states. Among these efforts is the aforementioned paradigm procedures that allocates
Capital Improvement Project (CIP) funding based on competitive financial performance criteria.
An increased focus is now being placed on bringing the insular governments in full compliance
with the requirements of the Single Audit Act.

Expanding Electronic Government

OIA contributes $1,500 to support the President’s E-Government initiatives. This amount is paid
into the Department’s Working Capital Fund Account, and costs are distributed based upon
relative benefits received by each bureau. The Departmental Management budget justification
included amounts for each initiative and describes the benefits received from each E-
Government activity. E-Government is extremely important to OIA because its constituents are
remotely located in the Pacific Ocean and the Caribbean. OIA has funded both technical
assistance and capital acquisitions for programs and projects to increase E-Government capacity
in the islands. OIA uses the internet to electronically publish business opportunities in the
islands and thus increase competition and improve the quality of procurements funded by OIA.

PRESIDENT’S MANAGEMENT AGENDA 14
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B. Bureau-Level Tables

1. Goal Performance Table

End Outcome Goal 5 Serving Communities: Increase Economic Self Sufficiency of Insular Areas

End Outcome Goal

End Outcome Measure / Intermediate or | & 2004 2005 2006 2007 2007 2008 Prei?c?:n e gggg%‘i;"t? Long-term
PART Measure / PART Efficiency or 2 Actual Actual Actual Plan Actual Plan Target 2012
Budget 2009
other Outcome Measure
End Outcome Measures
TR Sl o Bl Fevaiue i e A 26% 25% 28% ($673m/ ($718m/ ($715m/ ($715m/ 0 28%
: $2,391m) $2,406m) | $2,420m) $2,420m)

revenues in insular areas.” (SP)

This was a new goal in FY 2004. The 2004 Actual and 2005 Actual figures were based on estimates from the CIA World Fact Book. Data in the CIA
World Fact Book is inconsistently available and inaccurate for all insular areas. As a result of OIA’s Single Audit compliance efforts, more accurate and

Comments: consistent data is now available from the insular areas’ annual financial statements. This data is now reflected beginning in the 2006 Actual column of
this chart.

Intermediate Outcomes and Performance Measures
Improve Insular Governments Financial
Management Practices - Timeliness of
Financial Statements: Total average months A 8 19 12 5) 2 2 1 -1 0
late for all insular general fund financial
statements.
Increase Economic Development — Private 0.71 0.72 0.72 0.71
Sector Employment: Ratio of private sector A 0.76 0.72 NR (138,149/ (142,060/ (142,160/ (140,722/ 0 0.72
jobs to total employment. 193,283) 197,973) 198,100) 198,200)
Increased Federal Responsiveness to Unique
Needs of Island Communities Striving for
Economic Self-Sufficiency - Satisfaction and

- : . e T74% 84% 80% 80%

c 0, 0, 0,

Confidence Rating: Numerical improvement A 70% 2% NR (74/100) (84/100) (80/100) (80/100) 0 76%

in insular areas satisfaction with and
confidence in Interior responsiveness to their
needs.

Comments:

The performance measure for Private Sector Employment was new in FY2004. The 2004 Actual figure was based on an estimate from the four U.S.
Territories. The insular areas do not consistently collect this data annually. OIA is now using information reported in the insular area single audits to
obtain employment statistics. At this time, OIA is working to receive OMB approval for the Customer Satisfaction Confidence Rating Survey.
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Il. Assistance to Territories
A. Summary of Requirements Table

Fixed Costs & Program Inc. (+)/Dec. (-)
2007 Actual 2008 Enacted Related Changes Changes (+/-) 2009 Request from 2008
Activity/Subactivity FTE Amount FTE Amount FTE Amount FTE Amount FTE Amount FTE Amount
ASSISTANCE TO TERRITORIES
(1) American Samoa Operations 2 22,880 2 22,523 0 0 0 229 2 22,752 0 229
(2) Covenant Grants - Mandatory
Northern Mariana Islands Construction 10,629 10,286 0 1,044 11,330 1044
American Samoa Construction 10,543 10,429 0 -1,049 9,380 -1044
Guam Construction 3331 4,169 0 671 4840 671
Virgin Islands Construction 3,217 2,836 0 -666 2,170 -666
Sub-Total, Covenant Grants 0 27,720 0 27,720 0 0 0 0 0 27,720 0 0
(3) Territorial Assistance
Office of Insular Affairs 33 7305 33 8,344 0 227 3 -138 36 8433 3 89
General Technical Assistance 1 10,381 1 8,098 0 0 0 0 1 8,098 0 0
Judicial Training 0 295 0 295 0 -295
RMI Health Care Program 0 984 0 984 0 -984
Prior Service Trust Benefits 0 837 0 -837 0 -837
CNMI Population and Workforce Survey 0 738 0 -738 0 -738
Maintenance Assistance Fund 2277 2,241 0 0 2241 0
Brown Treesnake Control 2,673 2,631 0 0 2,631 0
Insular Management Controls 1476 1,453 0 0 1,453 0
Coral Reef Initiative 495 979 0 229 750 -229
Water and Wastewater Projects 990 976 0 0 976 0
Sub-Total, Territorial Assistance 34 25597 34 27,576 0 227 3 -3,221 37 24582 3 -2,994
TOTAL ACCOUNT 36 76,197 36 77,819 0 227 3 -2992 39 75,054 3 -2,765
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COMPACT OF FREE ASSOCIATION - CURRENT APPROPRIATION

FY 2009 Summary of Requirements

Fixed Cost FY 2009 Inc.or
2,007 2,008 & Related | Program Budget Dec.
Comparison by Activity / Subactivity Actual Enacted | Changes | Changes Request | from 2008
COMPACT OF FREE ASSOCIATION - CURRENT
Federal Services Assistance 2,820 2,818 0 0 2818 0
Includes Postal services reimbursable for FSM/RMI
Palau, along with single audit funds for Palau
Program Grant Assistance
Section 221(b) (Education/Health Care) 2,000 2,000 0 0 2,000 0
Military Use and Operating Rights Grant 0 0 0 0 0 0
Subtotal, Program Grant Assistance 2,000 2,000 0 0 2,000 0
Other Programs
Enewetak Support 493 492 0 -492 0 -492
Subtotal, Other Programs 493 492 0 -492 0 -492
TOTAL, COMPACT, Current 5313 5,310 4818

Note: Inaccordance with the Amended Compact of Free Association, P.L.

108-188 funds for Enewetak Support are provided under the permanent Compact account.

SUMMARY OF REQUIREMENTS
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OFFICE OF INSULAR AFFAIRS
COMPACT OF FREE ASSOCIATION - PERMANENT APPROPRIATION

FY 2008 Summary of Requirements

Fixed Costs FY 2009 Inc. or
2007 2008 |and Related| Program Budget Dec.
Comparison by Activity/Subactivity Actual Enacted | Changes | Changes Request from 2008
COMPACT OF FREE ASSOCIATION - PERMANENT
Assistance to the Marshall Islands:
Sector Grants 35,482 35,833 0 212 36,045 212
Audit 500 500 0 0 500 0|
Trust Fund 8,950 9,714 0 758 10,472 758
Rongelap Resettlement 1,760 0 0 0 0 0
Kwajalein Lease Payment 15,793 16,190 0 345 16,535 345
Enewetak 1,369 1,403 0 30 1433 30
Subtotal, Marshall Islands Assistance 63,854 63,639 0 1,345 64,985 1,345
Assistance to the Federated States of Micronesia (FSM)
Sector Grants 79,388 80,516 0 834 81,350 834
Trust Fund 17,689 18,996 0 1,286 20,282 1,286
Audit 500 500 0 0 500 0|
Subtotal, FSM Assistance 97,577 100,011 0 2,120 102,132 2,120
Compact Impact 30,000 30,000 0 0 30,000 0|
udicial Training 316 324 0 6 330 6
Total, FSM/Marshalls Compact (Permanent) 191,747 193,974 0 3,471 197,447 3,471
Assistance to the Republic of Palau
Section 211 (Government Operations) 6,781 6,781 0 0 6,781 0
Section 215 (Inflation Adjustment) 4,121 4,305 0 185 4490 185
Subtotal, Assistance to the Republic of Palau 10,902 11,086 0 185 11,271 185
TOTAL REQUIREMENTS, COMPACT, Permanent 202,649 205,060 0 3,656 208,718 3,656
GRAND TOTAL, COMPACT, Permanent & Current 207,962 210,370 213,536
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Summary of Requirements by Object Class
(Dollar amounts in thousand)

Uncontrollable

and Related Program
2008 Estimate Changes Changes 2009 Request
Appropriation: Assistance to FTE Amount FTE Amount FTE Amount FTE Amount
Territories

Object Class
11.0 Personnel Compensation:
11.1 Permanent positions - FTE-P 36 3,498 63 0 39 3561
11.3 Positions other than permanent - 0 -
11.5 Other personnel Compensation 100 0 0 100

Total personnel compensation 36 3,598 63 0 39 3661
Other Object Classes
12.1 Personnel benefits 1,064 35 0 1,099
13.0 Benefits to former employees 0 0 0 0
21.0 Travel & transportation of persons 685 0 -130 555
22.0 Transportation of things 0 0 0 0
23.1 Rental payments to GSA 38 0 0 38
23.2 Other rent, comm., and utilities 0 0 0 0
24.0 Printing and reproduction 15 0 0 15
25.0 Other services 2,650 129 -8 2,771
26.0 Supplies and materials 67 0 67
31.0 Equipment 40 0 0 40
41.0 Grants, subsidies & contributions 69,662 0 (2,854) 66,308
99.0 Total requirements 36 77,819 227 (2,992 39 75,054
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B. Fixed Costs and Related Changes

2009 Fixed

2008 Costs

Budget 2008 Revised Change

Additional Operational Costs from 2008 and 2009 January Pay Raises

1. 2008 Pay Raise, 3 Quarters in 2008 Budget +$64 +$63
Amount of pay raise absorbed [11]

2. 2008 Pay Raise, 1 Quarter (Enacted 3.5%) NA NA +$23

[$4]

3. 2009 Pay Raise (Assumed 2.9%) NA NA +$67

These adjustments are for an additional amount needed to fund estimated pay raises for Federal employees.

Line 1, 2008 Revised column is an update of 2008 budget estimates based upon an enacted 3.5% and the 1.56% across the board
reduction.

Line 2 is the amount needed in 2009 to fund the enacted 3.5% January 2008 pay raise from October through December 2008.

Line 3 is the amount needed in 2009 to fund the estimated 2.9% January 2009 pay raise from January through September 2009.

2009 Fixed
2008 Costs
Budget 2008 Revised Change

Other Fixed Cost Changes
One Less Pay Day NA NA -$12
This adjustment reflects the decreased costs resulting from the fact that there is one less pay day in 2009 than in 2008.

Employer Share of Federal Health Benefit Plans +$54 +$53 +$20
Amount of health benefits absorbed [$1]

The adjustment is for changes in the Federal government's share of the cost of health insurance coverage for Federal employees.
For 2009, the increase is estimated at 3.0%, the average increase for the past few years.

Worker's Compensation Payments NA NA NA
Amount of workers compensation absorbed

The adjustment is for actual charges through June 2006 in the costs of compensating injured employees and dependents of
employees who suffer accidental deaths while on duty. Costs for 2009 will reimburse the Department of Labor, Federal
Employees Compensation Fund, pursuant to 5 U.S.C. 8147(b) as amended by Public Law 94-273.

Unemployment Compensation Payments NA NA NA
Amount of unemployment compensation absorbed

The adjustment is for estimated changes in the costs of unemployment compensation claims to be paid to the Department of
Labor, Federal Employees Compensation Account, in the Unemployment Trust Fund, pursuant to Public Law 96-499.

Rental Payments +$60 +$59 +$58
Amount of rental payments absorbed [$1]

The adjustment is for changes in the costs payable to General Services Administration and others resulting from changes in rates
for office and non-office space as estimated by GSA, as well as the rental costs of other currently occupied space. These costs
include building security; in the case of GSA space, these are paid to DHS. Costs of mandatory office relocations, i.e., relocations
in cases where due to external events there is not alternative but to vacate the currently occupied space, are also included.

Fi1XED CosTs AND RELATED CHANGES 21



Office of Insular Affairs FY 2009 Budget Justification

2009 Fixed

2008 2008 Costs
Budget Revised* Change
+$136 +$134 +$71

Departmental Working Capital Fund
Amount of WCF payments absorbed [$2]

The change reflects expected changes in the charges for Department services and other services through the Working Capital
Fund. These charges are displayed in the Budget Justification for Department Management.

TOTAL, FY 2009 Fixed Costs Change, OIA +$227
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C. Language Citations
1. Appropriations Language

For expenses necessary for assistance to territories under the jurisdiction of the Department of
the Interior, [$78,613,000] $75,054,000 of which: (1) [$70,137,000] $66,621,000 shall remain
available until expended for technical assistance, including maintenance assistance, disaster
assistance, insular management controls, coral reef initiative activities, and brown tree snake
control and research; grants to the judiciary in American Samoa for compensation and expenses,
as authorized by law (48 U.S.C. 1661(c)); grants to the Government of American Samoa, in
addition to current local revenues, for construction and support of governmental functions; grants
to the Government of the Virgin Islands as authorized by law; grants to the Government of
Guam, as authorized by law; and grants to the Government of the Northern Mariana Islands as
authorized by law (Public Law 94-241; 90 Stat. 272); and (2) [$8,476,000] $8,433,000 shall be
available until September 30, [2009] 2010 for salaries and expenses of the Office of Insular
Affairs: Provided, That all financial transactions of the territorial and local governments herein
provided for, including such transactions of all agencies or instrumentalities established or used
by such governments, may be audited by the Government Accountability Office, at its discretion,
in accordance with chapter 35 of title 3 I, United States Code: Provided further, That Northern
Mariana Islands Covenant grant funding shall be provided according to those terms of the
Agreement of the Special Representatives on Future United States Financial Assistance for the
Northern Mariana Islands approved by Public Law 104-134: [Provided further, That of the
amounts provided for technical assistance, sufficient funds shall be made available for a grant to
the Pacific Basin Development Council: Provided further, That of the amounts provided for
technical assistance, sufficient funding shall be made available for a grant to the Close Up
Foundation:] Provided further, That the funds for the program of operations and maintenance
improvement are appropriated to institutionalize routine operations and maintenance
improvement of capital infrastructure with territorial participation and cost sharing to be
determined by the Secretary based on the grantee's commitment to timely maintenance of its
capital assets: Provided further, That any appropriation for disaster assistance under this heading
in this Act or previous appropriations Acts may be used as non-Federal matching funds for the
purpose of hazard mitigation grants provided pursuant to section 404 of the Robert T. Stafford
Disaster Relief and Emergency Assistance Act (42 U.S.C. 5170c). (Department of the Interior,
Environment, and Related Agencies Appropriations Act, 2008.)

Compact of Free Association

For grants and necessary expenses, $[5,362,000] $4,818,000, to remain available until expended,
as provided for in sections 221(a)(2), 221(b), and 233 of the Compact of Free Association for the
Republic of Palau; and section 221(a)(2) of the Compacts of Free Association for the
Government of the Republic of the Marshall Islands and the Federated States of Micronesia, as
authorized by Public Law 99-658 and Public Law 108-188. (Department of the Interior,
Environment, and Related Agencies Appropriations Act, 2008.)
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2. Authorizations

(1) Guam. Executive Order 10077, dated September 7, 1949, transferred administrative
responsibilities for Guam from the Secretary of the Navy to the Secretary of the Interior.
Executive Order 10137, of June 30, 1950, amended Executive Order 10077 to make the transfer
effective on July 1, 1950. The Guam Organic Act was approved on August 1, 1950 (64 Stat.
384, 48 U.S.C. Sec. 1421 et. seq.) and declared Guam to be an unincorporated territory of the
United States and provided that Guam's relationship with the Federal Government shall be under
the general administrative supervision of the Secretary of the Interior. As a result of subsequent
amendments to the Organic Act, Guam also elects its Governor and a Delegate to the United
States Congress.

(2) American Samoa. In 1900, the islands were placed under the administration of the Secretary
of the Navy by Executive Order. In the Act of February 20, 1929 (48 U.S.C. 1661), Congress
stated that until it shall provide for the Government of the islands of American Samoa, "all civil,
judicial, and military powers shall be vested in such manner as the President of the United States
shall direct.” The President vested these powers in the Secretary of the Interior by Executive
Order 10264, dated June 29, 1951. Secretary's Order No. 2657, dated August 29, 1951, set forth
the extent and nature of the authority of the Government of American Samoa and the manner in
which the authority is to be exercised. Secretarial Order 3009 dated September 24, 1977,
provided for an elected Governor and Lt. Governor for American Samoa, and elected officials
first took office on January 3, 1978. Pursuant to Public Law 95-556, American Samoa, in
November 1980, elected its first Delegate to the United States Congress.

(3) U.S. Virgin Islands. The islands were under the jurisdiction of the Navy Department from
March 21, 1917, until March 18, 1931 (48 U.S.C. 1391), when responsibilities were transferred
to the Secretary of the Interior pursuant to Executive Order 5566, dated February 27, 1931.
Organic legislation was first passed in 1936 (49 Stat. 1812), and was revised by Public Law 83-
517, effective July 22, 1954 (48 U.S.C. et. seq.). The latter has since been amended in various
respects and the Virgin Islands' elected officials first took office on January 3, 1978.

(4) Northern Mariana Islands. On March 24, 1976, the President signed a joint resolution of
Congress approving the "Covenant to Establish a Commonwealth of the Northern Mariana
Islands in Political Union with the United States of America” (Public Law 94-241). The islands
remained a part of the Trust Territory of the Pacific Islands under the jurisdiction of the
Secretary of the Interior pursuant to Executive Order 11021 of May 7, 1962. Secretarial Order
2989, dated March 14, 1976, and effective January 9, 1978, provided for the separate
administration of the Northern Mariana Islands, provided for the elected Government in the
Northern Mariana Islands, and activated various sections of the Covenant. By Presidential
Proclamation of November 3, 1986, and as a result of a valid act of self-determination pursuant
to Section 1002 of the Covenant, the Northern Mariana Islands ceased to be bound by the United
Nations Trusteeship Agreement of 1947, and became a commonwealth in political union and
under the sovereignty of the United States.

(5) Office of Insular Affairs. Established August 4, 1995, by Secretarial Order No. 3191.
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(6) Covenant Grants. Funding under the Northern Marianas Covenant was first established in
Public Law (P.L.) 94-241, a Joint Resolution to Approve the Covenant to Establish a
Commonwealth of the Northern Mariana Islands in Political Union with the United States of
America. This was later amended by Section 10 of P.L. 99-396 (100 Stat. 840). These
provisions were further amended by Public Law 104-134, enacted in 1996, which reduced annual
funding to the Northern Mariana Islands and reallocated additional funding to other uses,
including capital infrastructure projects in American Samoa, Guam, and the U.S. Virgin Islands.

(7) Compacts of Free Association. The Compact Free Association Act of 1985 was enacted in

January 1986 (P.L. 99-239) and authorized funding over a fifteen-year period for the Federated
States of Micronesia and the Republic of the Marshall Islands. In December 2003, the President
signed Public Law 108-188, enacting amendments to the Compact of Free Association and
providing and additional twenty years of guaranteed annual assistance to the Federated States of
Micronesia and the Republic of the Marshall Islands. The Compact of Free Association for the
Republic of Palau was enacted on November 14, 1986 as P.L. 99-658, and was implemented on
October 1, 1994,

These basic legal authorities have been supplemented and modified over the years by various
omnibus territory acts and other program legislation.
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I11. Activity/Subactivity-Level Presentation

Activity: American Samoa
Subactivity: Operation Grants $(000)
2009
Fixed Costs Change
& Related Program from
2007 2008 Changes Changes | Budget 2008
Actual | Enacted (+/-) (+1-) Request (+/-)
General 22023 | 21551 0 +229| 21,780 229
Operations
High Court 857 972 0 0 972 0
FT