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Dear Mr. Chairman:

This is our report on increased income which could be earned on
Indian trust monies administered by the Bureau of Indian Affairs, De-
partment of the laterior. This report is also being sant today to
(2 Senator Mike Gravel. The resuits of our review are being made avail-
7 K> able to you in response to the request made by you and Senator Gravel.

As a result of an agreement reached with Senator Gravel's office,
we obtained, and incorporated in the report, the comments of the De-
partment of the Interior and the Office of Management and Bu'ot on
the matters discussed in the report.

We believe that the contents of this report would be of interest to
the Department of the Interior and the Office of Management and Budget.
Release of the report will be made, however, cnly after your or Sen-
ator Gravel's agreement has been obtained or public anncuncement has
been made concerning its contsnts.

Sincerely yours,

Zu A fss

Comptroller General
of the United States

The Honorable George S. McGovern
| t*\Chairman, Subcommittee cn Indian Affairs 3
“!" Committee on Interior and Insular Afairs SMY
United States “snate
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Dear Senator Gravel:

Tuuilmnponmincmndhm'uehm&amdon
Indian trust monies admivistered by the Bureau of Indian Affairs, De-
partment of the Interior. This report is also being sent today to the
Chairman, Subcommittee on Indian Affairs, Senate Committee on Inte-
rior and Insular Affaira. The results of our review are being made
available to you in response to the rsquest made by you and the

As a result dnam&mc&dﬁt&moﬁm,wm
and incorporated in the report, the comments of the Department of the
Interior and the Office of Management and Budget on the matters dis-
cusaed in the report. .

Weo bulieve that the chdmommhdtﬁncto
the Department ammmumm«ammum-
get. Release of the report will be made, however, culy after your

agreement or the agreement of the Chairman, Subcommittes on Indian
Afaire, u-mw«muemu.mm\m-
cerning its contents.

Sincerely yours,

Z A hes

The Honorable Mike Gravel

Member, Subcommittes on Indian Affairs
Committee on Interior and Insular Aftaire
United States Senate
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BEST DOCUMENT AVAILaR £

COMPTROLLER GENERAL'S REFORT T0 INCREASED INCOME CORALD 8€ EANNED ON
THE HONORABLE GEORCK S. NCGOVERM . INDIAN TRUST MONIES ADNMIN L34
AND THE BONCRABLE NIXE GRAVEL | THE BUREAU OF INDIAR AFFAIRS

URITED STATES SERBATE 2 Department of the Iaterior B-114868 ;3
DIGEST

WNY THT "IVIEV WMAS NADE . -

The Bureau of Indfan Affairs (8IA) fs responsible for massging funds held
in trust for Indian groups (Tridbal Trust Funds) and fumds held in trust
for individual Indians (Individual Indfan Monies). These funds gemerelly
result from agricultural and sineral production on Iadfan reservetion
lands and from proceeds of law suits. :

The Genera] Accounting Office (GAG) examination of BIA's b procedures and
practices for managing Indian triSV WOATES WY IRET TR sccordence with
the joint request of tor George S. McGovern, Chairman, Subcommittes
on Indian Affairs, Senate Committee on Interior and Insular APfairs, and
of Senator Mike Gravel. '

Baokgrowund

Chiet, Diviston of Flaancie] Mmpeaents is ATsersares Bor e ge

hief, vision O nancia o IR » CO.

~ About 90 percent of the investments of Iadfan trust mafes were made by
the Investments Office, Division of Fingacial Masagemsnt. The remaining .
investments were made by BIA area and agency offices which are respensible
for BIA affairs within particular gecgraphical bowndaries or fer particu-
lar Indfan reservations or trides.

FINDINGS AND CONCLUSIONS

Inmvestment of Tridal frust Ponds

GAO reviewed funds on deposit { the U.S. Treassury for 18 Indian groups
whose funds representad abowt 65 pevcent of the total Trilal Trust Funds
under BIA's coatrol. GAO fowad that 3 éaily balencs avereging $27.7 sil-
11on was availadle for investant. This represented shost 14 percent of
the groups' total funds under BIA's coatre). '

Of the $27.7 millfon, $25.2 million was on daposit owning faterest at

4 percent and $2.5 million was on depesit ia aon-faterest-daaring ac-
counts. Additional income could have besn earned 1f these fumds had been
invested in securities at ylelds comparsble to those sarmed en investments
of other Tribal Trust Funds. (See p. 13.)

Tonr Shows
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The addftional interest income wi. nOt ‘sarmd bec Wi

--The Division éf Finmancial Mame-,ament furairhed mont .. ’hu;i-l_m
ports containing 3a%2 wb to 45 days old L. aroe #wd 2gency 0.7 Cisls,
Therefore they ware not 2%le to tavest funds procutiy 18 tr s =g
avaflable. ‘

--These officials selcom had used the iaformation, avend ta~ .- was
untimely, t0 determine that funds were availadle ror fewes “~wt ad
to advise indfan groups on possid’s nvestments.

ffce_of Management and t restriotion
on_types of : ~ust Pid Uwesoments

In Jaly 1969 the Office of "anagement and Dudget (0NB) requestad the
Secretary of the Intarior to not imvest ladfan trust funds i{n secwrities
of Government-sponsorved but privately cwmed corporations, such as those
gsm by the Federe! Hom= Loan Bank and the Federe! Matioms)

sociation. :

GAD examined into 23 investments amountirg to about $39.7 atllien aade on
behalf of the 18 Indicn grups included {a its review. For 19 {avesthents
(333.8 af1110n). income could have been imcreased by sbowt $13¢,500 1f

the funds had leen ‘nvestad in the securities of Govermment-sponsored dut
privately owned corporations. (See pp. 18 and 19.) '

{mescnent of Individual Ingian Mowieg

GAQ reviewed investments made by the Investments Officer and by
and aouﬁy offices. GAO found that additioms] {ncome could have
strned : .

~-$41.3 million, favestad by the Imvestmants Officer, had boen | tod
in aveilable securities having mx‘aum ylelds. The lmvestments OF-
ficer sometimes tnvested in securities on the basis of stated fater-
est rates rether tham on the basis of the effective yleld,
though the latter v be greater. (See pp. 21 ® 23.)

oven
--$4.9 million, im. .ed by the ares and offices, bad boen In-
vested by the Investments Officer {a securities having 1ds com~
parsble to those om his favestments of ether Indiem ¢
nm:yu;iu‘n-o mt‘:mt sl.c.;nma wms uvu;i‘:.Mﬂa
having yields geverslly comparebdle to an averege yie 5 por-
cent on investarats made centrelly by the Isvestaents Officer. The
remaining $3.3 afllton, o:&rrc-t of the {mvesthants amlyzed,
however, ms {avestad in ties haviag yields renging from 3 to
6.3 percent. (See pp. 23 and 24.)
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GAD also wms asted to consider the folioumlg questions.

Swuld famk depostts ‘e erowred by 100-percent sollateral pladged by
the dan«, as wow required by Faderal law?

The requirement has resulted fn some banks' ROt accepting deposits but
has no)t lesse.ed the investment income on Indfan trust monies. (See
p. mc

WMat are the legal restrictions on the {westmant of Indian trust fAsds?

The statutory restrictions on the iavestment of Iadfam trust asaies are
simtlar to the statutory restrictions on iavestment of trust funds adnia-
fstered by other Government agencies.

GAQ believes that, 1f the Congress considers whether axy changy should

be made in the restrictions on the investments of Indfan trust fuads, it
should consider also the brosder question of restrictions om {wvestasnts
of a1l types of trust funds adzinistered by the Government. (See p. a.)

Should the tugme ths of Indian truss
e vt ey Kbyl B
to mamage their owm financtial affatire? :

GAO‘s review has produced no evidence that a degparture frem the policy
of secretarial supervision could not be sede--1f authorized or porwit-
ted by law--in cases in which partialar tribes mve damastreted claarly
that they are able to manege their owm affairs. GAO is met in & -
tion to express an opinfon as to the competency of individm! trf -]
manige their own financial affairs. Axy changes ia the m:"q
wuld be a mtter for consideration by the Comgress. (See pp. 28 and 29.)

Wat {s the poesidle liadility of the Goverwmens the Deparéamms {s
relieved of the mpervision cver Mndian trwes and ¢ tride audes-

quent'y dissipates its fmde?

In GAO's cpinton the statwtory eliminstion of secretarial swervisien
wuld not in and of 1tself provide & legal basis fer an Indlan tride %
obtain recourse agairst the Govermment, since the Congress Mas Nemry
duthority over Indfan affafrs. (See p. 30.) :

th*.m@lt&mwcﬁh&tﬂub“
uidnu::hmvoww

Indian trides are not rded a3 taxable entitfes. Ramswal of the re-
irement for secretarfal supervision would mot change the tamsble ghm
of the judgment funds or the income derived thevefres. (See p. 0.
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RECOMNENDATIORS OR SUCGRSTIORS

The Department of the Intsrior should require the Commisstiensr of ladfan
Affairs to determine and implement the anst effective and econsmical

?M o:s:clm;g)m mxie possisle Tmvestment returs on Trflal Trust
unds . p. 17,

AGENCY ACTIORS AND UNRESOLVED ISS/ES
ridal frust Pends

The Department concurred with GAO's recommendatien en Tridel Trust Funds
but stated thet present policies and procedures provided aa effective aad
economical method of realizing the greatest return en {nvestasnts. G0
believes, however, that BIA's present pelicles and

vide assurence thet all Trida) Trust Funds are favested t9 the Eaxtmm en-
teat possidble. Ome possible sethod of providiag such ssswrence s dis-
cussed on pages 18 and 17,

The Department stated also tnat certatn emuﬂal aimh wre pre-
grumed for implementation by Jammry 1, 1972, and that these cemtrels
wuld provide daily {nformation to sres offtices en the balance of

oach tride's accowat. The t date of Jasmry 1, 1972, hmver, ias
not been met, ng Mas susponded in fever of wre, and
a“:a;‘i)nl-mut on target date has net been estadlished. . 18
. *

Individual Indian Mowmies

The Department stated that {avestments wre asw befag made fa secwrities
offering the maxtmm effective fntarest. (See p. 22.)

The Department 4130 advised GAD that ares and agency effices ware asw re-
Quired to consult the Ivestments OPficer before they made any

and that curvently about 99 percest of investasnts for Indtvidm! ladten
Moates were mde by the Isvestments Officer. (See p. M.)

ALl miadil

Neslly tapoging

‘b o aal

- NP
[ r=ibal Trwet

There i3 pending 1a the Cowrt of Clatas & petitien filed by the awvaje
Tride 1a dm:h"t clatus, among ether things, that the Govervmant bresched
1ts fiductary duty by faflting to fevest tts fumds
Govervment-sponsored but privately eumed corperations. The rite
s seeking t sgainst the Govermmeat for the 8l resu) Tess
of fatsrest. (See p. 19.)

i
i
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INTRODUCTION

. The General Accounting Office examined into the proce~
durer and practices of the Muresu of Indian Affairs, Depart-
ment of the Interior, for msnaging monies held in trust for
Indians, pursuant to the joint request of Senator George S.
McGovern, Chairman, Subcomnittee on Indlan Affairs, Senate
Committee on Intertior and Insular Affairs, and Senator Mike
Gravel. (See app. 1.) As subsequently modified by agree-
Bents reached with Senator Gravel's office, cur examination
included a reviev and an evaluation of the Department of

“. - the Inierior's procedures and practices in managing Indian
‘ monies and a consideration of the following questions.

~-Hov well {3 the Department performing the roles of
{nvestment counselor and financial sanager?

=-Shauld the Department supervise the sansgement of
Indian trust funds even {f particular trides have
demonstrated clearly that thay sre able to sanage
their own financial affairs?

~-What are the tax implications for an Indian tride
that vould invest its funds without the sopezvision
of the Department?

-~What is the possidle liadbility of the Government if
the Department is relieved of the supervision owver
Indian trust funds énd a tribe subsequently dissipates
its funds?

--What are the legal restrictions on the investamnt of
Indlan trust funds?

--Should bank deposits be secured by 100-percent col-
lateral pledged by the bank? ,

mrmtnm-uo.t:h.b“wum.ofumo!th
Department of the Interior end BIA in Vashington, D.C.; at
BIA's Division of Pinancial t in : and
4t BIA's aree offices in Gallun. Mew Mavtmne BeVVocae’ w..

g



Ve revieved the legislazion governing the uJspartmsnt
of the Interior's trust respoasidilities for the sanagement
of Tridal Trust Punds and Individual Indien Monies and the
Depar:ment's and BIA's policies and procedures gowerning the
inves:aent of Indian trust monies. Our review included
discussions vith responsible Departasnt and Buresu officials.

Ve exsmined into Indian trust monies derived from all
scurces, including those derived from proceeds of litige-
tions, Lecause wve beliove that funds from all scurces must
be considered {f the Indian trust monies are to be managed
and invested properly.

PROGRAM DESCRIPTION
‘Supervision of Indian settlements -

The managcrent of Indian monies, derived from judgments
of the Caurt of Claims or from avards of the Indian Claims
Commission {nvolving suits against the U.S. Government, is
subject to supervision by the Secretary of the Interice.

The funds to pay the judgments or awards are sppropriated
by the Congress. VWhen such funds armn to be distridutsad to
individual Indians on a per caspita basis, the supervision
ends vhen the funds are distriduted. Recipients of per
cspita distributions, however, sy have their funds depoe-
{ted vith BIA as Individual Indien Monies, and BlA thervefore
would continue its trustee responsidility for the funds.

Generally the judgment and avard funds are not aveil-
ablc to the Indian groups for expenditure--except for funds
needed to pay attorney fees, expenses of litigation, and
expenses of planning a program for using the 13
the Congress has enacted legislation describing the purposes
for which the funds may be used.- Such legislation generelly
suthorizes the use of the funds for any purpose suthorised
by the tribal ~cuncil in the plan submitted to, and
by, the Secretary of the Interior. The monies derived from
Judgments or awards may become part of either Tribal Trust
Punds or Individual Indtan Monies, described below.




o<

Indian tryst monies

BIA i3 responsidle for managing Tribal Trust Punds and
Individual Indian Monies.

Tridel Trust Punds, vhich BIA holds i(n trust for Indien
groups, generally result from agricultural and msineral pro-
duction from [ndian reservation lands and from proceeds of
lictigetions. Individual Indian Monies, vhich BIA holds in
trust for individusl Indians, generslly result from agricul-
tural and aineral production on lands assigned from a reser-
vation to individuals for their cwn use and from proceeds
of litigation distributed on a per capita basis.

The act of June 24, 1938 (2S U.S.C. 162a), suthorises
the Secretary of the Interior to invest Tridal Trust Punds
and Individual Indian Montes which are not tequired to meet
current needs of the Indfans. The ect alio provides thet
Tride! Trust Punds and Individual Indian Monies, at the
discretion of the Secretary of the Intarior, may be deposited
in commercial banks or may be 'nvested in pudlic debt obdli-
gations of the United States or in other obligations which
are guaranteed as to both principal and interest by the
Federal Goverrmert. Commercial banks which accept these
deposits must pledge securities guaranteed as to both prin-
cipal and interest by the Government as collateral or mast
furnish a surety bond to secure the deposits.

The Secretary of the Interior has delegated the muthow-
ity to invest Indian trust monies to the Comaissioner of
Indian Affairs, wvho, in turn, has directed the Chief, Divi-
sion of Financial Management, BIA, to carty cut the invest-
sent function. _

About 90 percent of the investments of Indian tyust
monies vers sade through the centralized investment sctivi-
ties of the lnvestments Office, Division of Pinancial Men-
agement, Albuquerque. The Investments Officer and one assis-
tant conduct tne centralized investment ectivities, The
temsining investments vere made by ares and agency office
g::chh vho also serve as deputies of the lavestments

cer, :

1
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" Investment policy and procedures _ T

"ifor Tribal Trust Funds )

BIA's policy for investing Tribal Trust Funds, as set
forth in the Indian Affairs Manual and reiterated in a Com- )
missioner of Indian Affairs June 1966 memorandum, provides,
in part, that: .

"Each Area Office is requested to review the
amount of tribal funds each tribe in the respec-
tive Areas has on deposit in the Treasury. Wher-
ever it appears that the amount is in excess of
the foreseeable cash needs of the tribe, discus-
sions should be held with the tribal council and
its' wishes regarding investment of the funds as-
‘certained. - Although the Secretary's authority to

' -invest tribal funds is discretionary with him,
the wishes of the tribe to which the funds belong
are desired before an investment is made. The
tribe's wishes should be in the form of # resolu-
tion and should be accompanied by the analysis of
current and future cash needs *** '

Tribal Trust Funds are deposited through a commercial
depository into the U.S. Treasury. Each month BIA reports
all Tribal Trust Fund receipts to the Treasury for reconcil-
ing with the reported deposits, after which the Treasury
advises BIA of tne availability of the funds for the Indians'
use. BIA makes the funds available for regular disburse- -
ment or investment by means of allotments to the responsible -
area offices. '

Tribal Trust Funds, by law, earn either 4~ or S-percent
simple interést, depending upon the tribe, from the date the
Treasury rerords the deposit until the funds are allotted
(made available for expenditure for authorized purposes or
for investment by BIA). Such interest is kept in separate
accounts which do not earn interest. -

- Area and agency office officials are responsible for ' oL
reviewing fund balances on deposit and for consulting with h
Indian groups on possible investment of funds.’ An Indian

" group, either directly or through an area or agency office, - -
requests the Investments Officer to make the investments. o
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Some requests specify the type and duration of invest-
ment desired. In such cases the Investments Officer makes
the investment in accordance with the requests, If Tequests
do not specify the type of investments desired, the Invest-
ments Officer selects investments on ths basis of invest-
ment market information which he obtains from financial

“institutions and comm~rcial publications.

One exception to the above procedure is that the Invest-
ments Officer generally invests proceeds of litigations
immediately after they become available, to preclude loss
of interest while the tribes are considering how they wish
to use the funds, .

Investment policy and procedures

for Individual Indian Monies

BIA's policy for investing Individual Indian Monies,
as set forth in the Indian Affairs Mamual and reiterated
in an Assistant Commissiorer of Indian Affairs June 1965
memorandum, provides that all excess cash be placed at
interest under the provisions of 25 U.S.C. 162a. The law
provides, in part, that the Secretary of Interior is:

"authorized, under such rules and regulations as
he may prescribe, to deposit in banks to be se-
lected by him the funds held in trust by the
United States for the benefit of individual In-
dians: Provided, that no individual Indian

shall be deposited in any bank until the bank
shall have agreed to pay interest thereon at a
reasonable rate, subject, however, to the regula-
tions of the Board of Governors of the Federal
Reserve System in the case of member banks, and
of the Board of Directors of the Federal Deposit
Insurance Corporation in the case of insured non-
member banks, except that the payment of interest
may be waived in the discretion of the Secretary
of the Interior on any deposit which is payable
on demand ¥k

The law provides also:
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"Fh* that the Secretary of the Interior, if he
deems it advisable and for the best interest of
the Indians, may invest the trust funds of any
tribe or individual Indian in any public-debt
obligations of the United States and in any bonds,
notes, or other obligations which are uncondi-
tionally guaranteed as to both interest and princi-
pal by the United States ***x "

Unlike Tribal Trust Funds, Individual Indian Monies are _
handled through a checking account with the Treasury and do
not earn interest.

The Investments Officer, who also serves as the Indian
Service Special Disbursing Agent for BIA, has complete finan-
cial management responsibility for Individual Indian Monies,
including collecting and disbursing funds and investing
surplus funds. Officials at 37 of the area and agency of-
fices assist in the management of Individual Indian Monies.

The Investments Officer determines when to invest In-
dividual Indian Monies by analyzing the daily cash balance
reported by BIA's accounting system, When he determines
that excess cash is available for investment, he uses the
same sources of information to decide what investment to
make as he uses to decide on the investment of Tribal Trust
Funds.

Iypes and amounts of investments

When a tribe has requested that its trust funds be in-
vested or vhen the Investments Officer has determined that
surplus Individual Indian Monies are available for invest-
ment, these funds may be invested in Treasury securities--
bonds, bills, and notes--and in commercial banks' time cer-
tificates of deposit. In addition, Individual Indian Monies
also may be invested in Government-sponsored but privately
owned corporation's securities, such as Federal Home Loan
Bank notes and bonds.

According to BIA records the total Indian trust monies

(cash and investments) under BIA control as of June 30, 1970,
were:

10



Tribal
Individual Trust
Indian Monies Funds Total

(000 omitted)

Cash ' ’ $__—h4®  § 35,663 $ 35,619
Investments made by:
Investments Officer 59,882 251,918 311,800
Area and agency offices 12,861 12,321 25,182
Total investments 12,743 264,239 336,982

Tétal Indian trust monies SZZ.Q%{_ $299,902 $372.QL

%Due to time lags in recording receipts and disbursements,
the cash account sometimes shows a credit balance,

PRIOR GAO RECOMMENDATIONS ON
INVESTMENT OF INDIVIDUAL INDIAN MONIES

‘We have issued two reports on BIA's investment of In-
dividual Indian Monles, but we previously have not reviewed
the investment of Tribal Trust Funds.

In our report to the Congress entitled "Need for Im- -
Proveuents in the Management of Moneys held in Trust for
Indians" (B-114868, March 11, 1966), we reported that, duz-
ing fiscal year 1964, the month-end balance= of Individual
Indian Monies ranged from $11.1 million to $22.6 million
and that, because BIA had not invested these funds, signifi-
cant losses of interest had occurred. BIA generally ac-
cepted our recommendations that (1) a formal investment
program be established to minimize the uninvested surplus
cash and (2) internal audits of the Investments Officer's
activities be broader in Scope to assist BIA management in
improving investment functions.

At the request of the Chairman, Natural Resources and
Power Subcommittee, House Committee on Goverrnment Operations,
we issued a follow-up report on October 10, 1968 (B-114868),
in which we commented on the actions taken to improve the
Individual Indian Monies investment program. In that report
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we stated that (1) the Investments Officer's activities

had been centralized, (2) about $3 million of the $3.6 mil-
lion cash balance at June 30, 1967, was excess to disburse-
ment needs and should have been invested, and (3) no internal
audits of the Investments Officer's activ:+ies had been
performed,

In discussing our October 1968 report, BIA's Deputy

" Assistant Commissioner for Administration advised us that a

new policy had been established to (1) es:timate monthly
disbursement needas to minimize montia-end uninvested cash,
(2) rearrange investments so that they will mature near the
beginning or end of each month so that the cash would be
available to.meet disbursement needs or to be reinvested,
and (3) negotiate agreements with commercial banks, which
would permit withdrawal of deposits prior to maturity with-
out interest penalty, During our current review we found
that this policy had not been implemented.

In aéco:dance with the recommendation in our March
1966 report, the Office of Survey and Review, Department

of the Interior, reviewed the Investments Officer's activi-

ties and issued a report in March 1969. In the report the
Office of Survey and Review recommended that, to increase
investment yields, the area and agency office officials
discontinue making investments and that all investments of
Individual Indian Monies be made by the Investments Officer.

BIA has taken some action on the Office of Survey and

- Review recommendation as evidenced by the reduction in in-

vVestments made by area and agency offices from about
$20.3 million in March 1969 to about $12.9 million in June
1970. Our findings concerning this remaining $12.9 million
are discussed in a subsequent section, (See p. 23.)

12
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Our review of funds on deposit in the U.S. Treasury
during fiscal year 1970 for 18 selected Indian groups wvhose
funds represented about 65 percent of the total Tribal
Trust Funds under BIA's control at June 30, 1970, showed
that a daily balance averaging $27.7 million, or about
14 percent of the groups' total funds under BIA's control,
was surplus to their needs and available for inves ment,

Of the $27.7 million, $25.2 million was on deposit and
vas earning interest at 4 percent and $2.5 million was on
deposit in non-interest-bearing accounts, Additional in-
come could have been earned on these funds if they had beer
invested in securities at yields comparable to those earned
on ihvestments of other Tribal Trust Funds.

Some Indian groups had large balances of funds on de-
posit during the fiscal year that could have been invested
for the entire year or for various periods during the year.
Following are examples of surplus funds of four Indian
groups that were available for investment during the year
and of the estimated interest income foregone.

S Estimated

Amount Period interest

Group (millions) avajlable foregone
A - $82.4 Entire year $83,900
B 1.7 Entire year 60,000
o 1.2 9 months 29,800
D 1.0 4-1/2 months 13,700

-Area office officials are responsible for revi
fund balances on deposit.and for consulting with Indian
groups on possible investment of funds. Our review of the
Division of Financial Management's files pertaining to six
Indian groups! investments--representing 34 percent of all
tribal investments--and our visits to ‘three area offices

13
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showed that the area offices generally had not fulfilled
their responsibilities adequately. - They seldom had used
the financial information available to them to initiste the
Indian groups' investment decisions., Instead, the invest-
ment acticns were initiated either by the Indian groups or
by the Investments Officer in Albuquerque.

Moreover the financial information on fund balances
available for investment that was furnished to the area of-
fice officials consisted of month-end reports on Tribal
Trust Fund balances from BIA's automated accounting system
in Albuquerque. These month-end reports usually were not
distributed to the area offices until 10 to 15 days after
the end of the menth.,

For an investment program to be effective, the Indian
group making the investment decisions should be notified
promptly when significant funds become available for in-
vestment, The month-end reports are not suitable means of
transmitting this information to the group making the in-
vestment decisions. We noted that, when an Indian group re-
quested that its funds be invested, the cognizant area of-
fice or the Investments Officer determined whether funds
were available by checking with the Division of Financial
Management to ascertain the funds available as shown in its
manually maintained Tribal Trust Fund control accounts, In-
vestments then were made on the basis of availability of
funds as indicated by the manual records.

In some instances the Investments Officer noted from
the manual records that funds were available for investment
and initiated the investment actions after consulting with
the area office and/or the Indian group concerning antici-
pated receipts and disbursements.

Information on deposits and disbursements are recorded
on both the manual records and the automated accounting
system records from the same documents. The mamal records,
however, are adjusted .as soon as the docunents are received
and can be reviewed for possible investment opportunities,
vhereas the information is not available from the automated
accounting system until the month-end reports are prepared.
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AGENCY COMMENTS

In a draft of this report submitted to the Department
of the Interior.for comment, we proposed that the Commis-
sioner of Indian Affairs be required to determine and im-

Plement the most effective and eccnomical method of realiz-

ing the maximum possible investment return on Tribal Trust
Funds,

In commenting or our draft report by letter dated Nov-
ember 17, 1971 (see app. II), the Department of the Interior
stated that:

'We concur in this recommendation and submit
that present policies and procedures provide an
effective and econcmicai aethod of realizing the
greatest return on funds invested,"

* * * ® *

"The Area- [area office: | are furnished coples of
Advice of Collections and Advice of Charges as
they are issued, Also, the Areas are notified
via electronic transmission on a daily basis as
the Advice of Collections and Advice of Charges
are input into the System by the Division of
Finarcial Management in Albuquerque. The estab-
lishment of computerized controls for Tribal
Trust Funds is now being programed and imple-
mentation is planned for Jamuary 1, 1972."

The Department's comments indicate that the present
Policies and proceduras do not need revision. The only sup-
port for this position, however, is that the area offices
are provided with copies of Advices of Collections and Ad-
vices of Charges, These documents, however, contain infor-
mation only on receipts and disbursements and not on the
balances of funds. These documents are provided to area and
agency offices as confirmation of transactions initiated by
them

We believe that information on receipts and disb‘ui:se-
ments is not sufficient to determine whether funds are avail-
able for investmen « The investor also should know the
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balance of funds, The Chief, Division of Financial Manage-
ment, advised us, however, that the area offices frequently
had been instructed orally to not maintain separate records
cn the balances of funds for each tribe. Therefore the

only records that BIA allows the area offices to have con-
cerning fund balances are the month-end reports provided by
the data processing center in Albuquerque. In our opinion
such reports, containing data up to 45 days old, are not
adequate for timely initiation of investment actions.

During our reviev we noted that one area office did
maintain records. on balances of tribal funds but that the
records did not agree wvith the information contained in the
accounting records mainutained at Albuquerque.

We were advised by the Investments Officer in January
1972 that the computerized controls would provide daily in-
formation to the area offices on the balance of each tribe's
funds. The Chief, Division of Financial Management, advised
us, however, that the target date of January 1, 1972, for
implementing the computerized controls had not been met,
the programming had been suspended in favor of other work,
and a new implementation target date had not been estab-
lished.

We believe that additional interest income on Tribal
Trust Funds wvas not earned because the policy of assigning
responsibility to area and agency office officials to initi-
ate investment actions had not been effective. The Division
of Financial Management had not furnished area and agency -
office officials with timely financial information to enable
thea to invest funds promptly as they become available. In
addition, the area and agency officials seldom had used the
available information, even though it was untimely, to de-
ternine whether funds were available for investment and to
advise Indian groups on possible investments, as evidenced
by the millions of dollars that remained uninvested for
periods ranging from 4-1/2 months to 1 year.

To obtain the greatest investment return on Tribal

Trust Funds, it is essential that all funds be invested to
the maximum extent possible. One possible method would be
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to require the Invastments Officer to furnish the area and
agency offices proaptly with information on funds available
for investment and to require the area offices to consult
promptly with the Indian groups. If funds are not invested
within a reasonable period, the Chief, [ivision of FPliancial
Management, should be provided with a written Justification
so that he can deternine vhether he should require the area
or agency office to take additional action, such as making
additional investments or consulting with the tribe concern-
ing investments, :

We recommend that the Department of the Interior re-
quire the Commissioner of Indian Af‘airs to determine and
implement the most effective and economical method of realiz-
ing the maximum possible investment return on Tribal Trust

lhmds.
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CHAPTER 3

OFFICE OF MANAGEMENT AND BUDGET RESTRICTION

ON TYPES OF TRIBAL TRUST FUND INVESTMENTS

In a letter dated July 26, 1969, the Office of Manage-
ment and Budget (J8) requested the Secretary of the Inte-
rior to not invest Indian trust funds in securities of
Government-sponsored but privately owned corporations, such
as those issued by the Federal Home loan Bank and the Federal
NHational Mortgage Associatiom.

We examined into 23 investments amamting to about
$39.7 million made on behalf of the 18 Indian groups in-
cluded in our reviewv. We found that, for 19 investments in-
volving about $33.8 million, the Indians' investment income
could have been increased anmually by about 0.5 percemt, or
about $134,500, if the f- .ds had been invested in the se-
curities of Goverrment-sponsored btut privately owned corpora-
tions,

The General Counsel, Dspartment of the Treasury; an As-
sistant Attorney General, Depertment of Justice; and an As-
sociate Solicitor, Department of the Interior, all have ex-
pressed opinions that Tribal Trust Aunds legally can be in-
vested in certain securities of Govermment-sponsored but
privately owned corporations.

OMB stated that its request regarding the investment
of Indian trust funds in such securities was based on the
following considerations.

--It had been determined that the purchase of such
privately issued securities must be treated as a
loan and must be counted within budget ocutlays.
Therefore, if such a purchase were accomplished, it
vould have to be offset by reductions in other pro-
grams,

--It had alvays been judged that the public interest
would be better served by avoiding the initiation of
trust fund outlays in the nature of funding for
privately owned entarprises.




--It would be very difficult to permit such investments
in the case of Indian trust funds and to deny them in
the case of other trust funds which benefit vecerans
railroad employees, civil service employees, and
other such groups.

The Dsputy Director, OMB, advised us that (MB's request
did not apply to Individual Indian Monies because the Trea-
sury accounts for the monies as deposit funds. In the case
of deposit funds, the Treasury acts only as a banking agent
and does not consider disbursements from such accounts as

budget cutlays.

We have not reached any conclusions and are not making
any recommendations with respect to the OMB restrictiom on
Tribal Trust Fund investments. It i{s included {n this report
because OMB's request has had an effect on the income earned
on the Tribal Trust Funds. There is pending in the Court
of Claims a petition filed by the Navajo Tribe in which it
claims, among other things, that the Goverment breached its
fiduciary duty by failing to invest its funds in securities
of Govermment-sponsored but privately owvned corporatioms.
Tha Navajo Tribe is seeking judgment against the Government
for the alleged resulting loss of interest.

AGENCY COMMENTS

In commenting on our draft report by lettar dated Jan-
vary 31, 1972 (see app. III), OMB stated that:

"This office not only made the request cited, but
ve also suggested to the Secretary of the Interior
that the tribal trust funds be invested in higher-
return issues of the Foderal debdt, such as those
of some Goverrmant-owned corporations. The state-
mant made in the draft report *™* that investment
income from these trust funds could have been in-
Cressed annually by about 0.5 parcent is based
upon a comparison with the actual incoms. This
Calculation would be more enlightening, wa believe,
1€ it were accompanied by a statemer: of the mar-
gin, if any, that would have prevailed {f our ad-
vice to invest in higher-return Federal securities
had been taken." : _




During our reviev we noted that the Treasury, in a
lettar dated July 25, 1969, stated that purchases of Trea-
sury bills no longer would be treated as budget outlays,
vhich would allovw the investment of Tribal Trust Punds in
these securities. The following day, in its lettsr requast-
ing the Secretary of the Interior not to invest Tribel Trust
Punds in securities of Govermment-sponsored but privately
owned corporations, OMB suggested Treasury bills, as well as
Termessee Valley Authority revemue bonds, as suitable alter-
natives,

_ Our examination into the 23 investments discussed above
indicated that BIA frequently had invested Iribal Trust

Ainds in Treasury bills and that the income from such invest-
sants vas inciuded in the actual incoms we compared with the
incoms that could have been obtained from investments in
securities of Govermmant-sponsored but privatsly owned cor-

porations.

The Chief, Division of Financial Managemant, advised
us that BIA had considered Tennessee Valley Authority rev-
emue bonds for investmant but that they were rejected de-
cause

--they could not be purchased through the Treasury, as
Govermment securities were purchased, but would have
had to be purchased through a broker;

--the bonds were for longer terms than the Investments
Officer preferred and than the tribes had been un-
ing to have their funds invested;

--the effective intsrest rate would have been no pum
than that obtainable on Treasury bills; and

--information on the securities wvas not readily mu-
able through the Investments Officer's regular
sources but was readily availabdle only from ths un-
derwriters.




Our reviewv of 15 long-term investments of about
$41.3 million made by the Investments Officer and of invest-
ments of about $4.9 million made by various area and
offices showed that additional interest could have been
earned if _

--$41.3 million had been invested by the Investments
Officer in available securities bhaving maximm yields

--$4.9 million had been invested by the Investaents
Officer in securities having yields comparable to
those on his investments of other Indian monies.

JIOVESTMENT IN SECURITIRS
BOT _HAVING THE HIGRST YIRLD

We reviewed 13 1«3;:.:- investasnts of Individual
Indian Monies totaling $41.3 million made by the Investments
Officer. The highest available yield was not obdtained on '
the investment of funds totaling about $27.1 aillion, or
about 66 percent of the amount of these 15 long-tera invest-
mants. The funds were invested in securities on the basis
of stated interest rates even though other seciwrities having
lower stated interest rates but greater effective yields to
Baturity ware available. The investment of the funds in

these securities would have resulted in additional income
of about $150,000.

For example, the Investments Office.- purchased at par
value $3 million worth of bonds which 'L 1 a4 stated intgrest

8.36 percent. He could Fave purchased, .. a 7-percent dis-
count, other available bonds which had a stated interest
rate of 4.7 percent but whi % had an effective ylield to
maturity of 8.76 percent. Had he selected the bonds selling
at the 7-percent discount, the inVestment {narma wee!A heve
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The Investments Officer agreed that he had purchased
securities which did not provide the highest rate of return.
He stated that he sometimes purchased securities on the
basis of the stated interest return rather than on the
basis of the effective yield even though the latter might
be greater. He said that, by averaging the interest re- .
ceived on investments with high and low stated interest
rates, he had been able to maintain a higher rate of inter-
est for distributing income to individual Indian accounts.

Although this practice has resulted in a higher inter-
est distribution rate, it hes resulted also in lower invest- —-.

- ment earnings. We pointed out to the Investments Officer

that investing funds in securities that had the highest ef-
fective rate of return would have resulted not only in in-
creased earnings but also in a higher interest distribution -
rate, provided that the income on investments purchased at -

a discount from their face values was recorded in the rec-

ords on the basis of the effective rates of yield rather N
than on the basis of the stated interest rates as was being =
dcne at the time of our review. '

The recording of income on an investment purchased at
a discount on the basis of its effective rate of yield is
an acceptable practice. This can be accomplished under the
accrual basis of accounting by recognizing periodically a
part of the difference between the cost and the face value
of the investment as income rather than recognizing the
entire difference as income at its maturity.

Agency comments ) .
The Department of the Interior stated that: ' .

"The recording of income is now on an accrual .
basis and the income earned during an interest o
period is used to determine the rate of interest

for the distribution of interest. *** Investments

are being made in securities offering the maximm -
effective interest."

The action taken to record income on an accrual basis
and to invest funds in securities offering the highest ef-
fective rate of return should serve to maximize the income
on investments of Individual Indian Monies.
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NEED TO REDUCE DECENTRALIZED INVESTING
= Anb DRCENIRALIZED INVESTING

About $12.9 million, or 18 percent of the total In-
dividual Indian Monies, had been invested by area and
agency offices rather than by the Investmsnts -Officer.

Our analysis of about $4.9 million worth, or 38 percent, of
these investments showed that about $1.6 million was in-
vested in securities having yields generally comparable to
an average yield of 7.5 percent on investments made cen-
trally by the Investments Officer. The remaining $3.3 mil-
lion, or 67 percent of the investments analyzed, however,
was invested in securities having yields ranging from 3 to
6.3 percent. We estimate that additional earnings of about
$90,000 could have been realized if these funds had been
invested by the Investments Officer in the same types of -
securities as those in which he usually invested funds.

As mentioned on page 12, the Department of the Inte-
rior's Office of Survey and Review, in a March 1969 report,
Tecommended that the area and agency offices discontinue
making investments of Individual Indian Monies. ' In accor-
dance with that recommendation, the Commissioner of Indian
Affairs instructed the area and agency offices in May 1969
to phase out the making of investments. Although there had
been a net reduction in the amount of investments by the
area and agency offices, our review showed that some of
these offices had increased the amount of their investments.

For example, one area office had about $540,000 of In-
dividual Indian Monies invested in U.S. Savings Bonds bear-
ing interest at S5 percent during fiscal year 1970. Our re-
view showed also that on four Separate occasions, subsequent
to receipt of the Commissioner's May 1969 instructions, the
area office increased its investments in savings bonds by a
total of $8,950. Had this $540,000 been invested by the
Investments Officer at the average interest rate of 7.5 per-
cent obtained by the Investments Officer, additional income
of about $13,500 could have been earned during the fiscal
year.

The Investments Officer informed us that in some cases
funds may be invested by area and agency offices because an
Indian may request that his funds be deposited in a certain
bank or invested in a certain security yielding less than
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other available securities. We believe that in such in-
stances, however, the Indian should be apprised of the ad-
ditional income that would be available if his funds were
invested by the Investments Officer. Officials in the area
office cited above informed us that the individual Indians
received no such counseling.

Agericy comments
The Department of the Interior stated that:

"As of September 30, 1971, about $7.4 million or
9.9 percent of the total Individual Indian Monies
had been invested by Area or Agency Offices. The
Areas or Agencies are now required to consult the
Investment Officer in Albuquerque before any in-
vestment is made at that level. Currently about
99 percent of investments for Individual Indian
Monies is made at the Central Office level in

Albuquerque."

The action taken to enforce the policy of centralizing
the investment of Individual Indian Monies in the Invest-
ments Officer should serve to maximize the income on invest-
ments of Individual Indian Monies.
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? S CHAPTER 5

STATUTORY RESTRICTIONS ON INVESTMENT
21AZUIORY RESTRICTIONS ON INVESTMENT
_OF INDIAN TRUST FUNDS

' During our review we considered the statutory require-
ment for collateral for deposits of Indian trust monies in
banks and to the statutory limitations on the types of in-
vestments for Indian trust monies.

REQUIREMENT FOR COLLATERAL FOR

DEPOSITS OF INDIAN TRUST MONIES IN BANKS

=22l U INDIAN TRUST MONIES IN BANKS
The law (25 U.S.C. 162a) provides:

"*** That no tribal or individual Indian money
shall be deposited in any bank until the bank.
-shall have furnished an acceptable bond or pledged
collateral security therefor in the form of
public-debt obligations of the United States and
any bonds, notes, or other obligations which are
unconditionally guaranteed as to both interest

and principal by the United States *** n

We were informed by BIA's Investments Officer that the
above requirement for collateral had not had any effect on
income earned on investments of Indian trust monies.

The Investments Officer informed us also that some
banks, usually the smaller ones, had declined to pledge col-
lateral and to pay the maximum rate of interest allowed by
the Federal Reserve Board. He stated that in such cases he
merely contacted other banks until he found one that would
furnish the required collateral and would pay maximum inter-
est rates.

The Investments Officer informed us further that occa-
sionally he had placed Tribal Trust Funds in banks paying
less than maximum interest; however, this had been done in
cases where Indian groups specifically had requested that
their funds be placed in certain banks. He advised us that
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Indian gréhps sometimes choosé to sacrifice interest in this
manner to encourage banks to do business with Indians.

Conclusion

We believe that, although the legal requirement for
collateral for Indian trust monies deposits apparently has
resulted in some banks' not accepting deposits, it has not
lessened the investment income on Indian trust monies.

LIMITATIONS ON TYPES OF INVESTMENTS

LTI AL AR L

The law (25 U.S.C. 162a) provides also:

"ikx that the Secretary of the Interior, if he
deems it advisable and for the best interest of
the Indians, may invest the trust funds of any
tribe or individual Indian in any public-debt
obligations of the United States and in any bonds,
notes, or other obligations which are uncondi-
tionally guaranteed as to both interest and prin-
cipal by the United States ***,"

The statutory restrictions on the investment cf Indian
trust monies are similar to the statutory restrictions on
the investment of trust funds administered by other Govern-
ment agencies. For example, the U.S. Government Life Insur-
ance Fund, administered by the Veterans Administration, is
authorized to be invested only in interest-bearing obliga-
tions of the United States or in bonds of the Federal farm
loan banks. ‘ :

Further, the Federal Old-Age and Survivors Insurance
Trust Fund and the Federal Disability Insurance Trust Fund,
administered by the Social Security Administration, are au-
thorized to be invested only in interest-bearing obligations
of the United States or in obligations guaranteed as to both
principal and interest by the United States.

As discussed on page 18, there are other limitations

on the investment of Tribal Trust Funds that were imposed
by OMB.




A

Conclusion

Since the statutory restrictions on the investments of
Indian trust monies are similar to those on other types of
Government-administered trust funds, we believe that, if the
Congress considers whether any change should be made in.the
restrictions on the investments of Indian trust funds, it
should consider also the broader question of restrictions
on investments of all types of trust funds administered by
the Govermment.
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CHAPTER 6

NEED FOR SUPERVISION OF INDIAN SETTLEMENTS

BY THE SECRETARY OF THE INTERIOR

We have considered the question of whether there is
evidence that no departures should be made from the present
policy which requires supervision of the management of In-
dian settlements by the Secretary of the Interior even when
particular tribes have demonstrated clearly that they are
able to manage their own financial affairs. The require-
meat for secretarial supervision has been expressed in each
of the individual acts that authorize the disposition of
funds resulting from judgments of the Court of Claims or
awards of the Indian Claims Cammission.

. We requested the views of the Secretary of the Interior
on the need to continue secretarial supervision over settle-
ment funds. In August 1970 the Assistant Secretary for Pub-
lic Land Management advised us that:

"The Department's policy, with reference to super-
vision of judgment and award funds in the hands of
Indians, is that it will be exercised in direct
proportion to needs of an Indian tribe for such
supervision of its investment program. There are
some tribes; such as the Tlingit-Haida, that have
clearly demonstrated their financial responsibil-
ity and it ‘is clear that they will require only a
very slight Secretarial supervision of their in-
vestment program. We feel that the provision in
the disposition bills is one that offers protec-
tion to a trite as well as carries out the trust
responsibility of the United States to the Indians.
If a tribe is carrying out a responsible program,
and most of them are, we cannot understand why they
wouid seriocusly object Lo a review by this Depart-
ment since such a review would only serve to lend
creditability to the investment program carried on
by an Indian tribe. _

"This Department will continue to follow the
policy of recommending language in judgment
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disposition bills that will give the Secretary the
authority to supervise tribal investment programs,
since we clearly believe that this is part of the
trust responsibility to the Indians that has been
placed in this Department." .

In March 1970 the President of the Central Council of
Tlingit and Haida Indians testified before the Senate Sub-
committee on Indian Affairs concerning legislation being
‘considered to authorize the disposition of judgment funds
avarded to his tribe by the Court of Claims. The council
president, when questioned about the preparation of the plan
for the disposition of the Judgment funds, indicated that
the plan had been prepared independently by the tribe. -

He stated that BIA representatives were invited to be
present at meetings of the tribal council but that the coun~
cil considered the proper relationship of BIA toward the
tribe to be advisory and that the BIA representatives partic-
ipated in the meetings only when asked for assistance. He
stated also that the planning process, the allotment of funds,
and all the types of programming were the result of the
council's efforts. This statement by the president of the
council is consistent with the Department's statement as to
the degree of supervision exercised for particular tribes.

Concerning the need for continuing secretarial super-
vision of the management of Indian settlements, our review
has provided no evidence that departures from this blanket
policy could not be made in cases where particular tribes
have demonstrated clearly that they are able to manage their
owmn financial affairs. We are not in a position to express
an opinion as to the competency of individual tribes to
manage their own financial affairs, but it is conceivable
that, at some point in time, individual tribes could reach
& point of competency which would enable them to do so.

Our review has produced no evidence that a departure
from the policy of se:retarial supervision could not be
made--if authorized or permitted by iaw--in cases in which

ar tribes have demonstrated clearly that they are
their own affairs. Any changes in the current
policy would be a matter for consideration by the Congress.




We considered the question of the possible legal liabil-
ity of the Govermment if the requirement for secretarial :

ision were removed by statute and if the tribal coun-
cil or tribal leaders then expended the funds for purposes
not in the best interest of the tribal members.

In our opinion the statutory elimination of secretarial
supervision would not, in and of itself, provide a legal
basis for an Indian tribe to obtain recourse against the
Govermnment, since the Congress has plenary authority over
Indian affairs. (Compare Seminole Nation v. Unites States,
316 U.S. 286 (1942).)

We considered also the possible tax implications for
an Indian tribe should the requirement for secretarial super-
vision be removed. An opinion of the Assistant Solicitor
for Indian Legal Activities, Department of the Interior, as
well as Revenue Rulings of the Internal Revenue Service,
states that Indian tribes are not regarded as taxable enti-
ties. Therefore we believe that removal of the requirement
for secretarial supervision would not change the taxable
status of the judgment funds or of the income derived there-
from.
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APPENDIX 1

Winited Slates Denale

WASHINGTON, DC. 2%

March 26, 1970

The Honorable Elmer B, Staats
Comptroller General of the United States
General Accounting Office

Washington, D.C. 20548

Dear Mr, Staats:

In the course of recent hearings before the Subcom-
mittee on Indian Affairs on two bills concerning the
disposition of judgment funds awarded an Indian tribe,
a4 number of questions arose which prompt this request, It
is for the GAO to conduct a comprehensive review and audit
and full program evaluation of Department of the Interior
practices and procedures in managing Incuian settlement funds
for tribes that have won court judgments.

Law and tradition have it that all Indian settlements

- provide for Secretarial supervision of the management of

these mo.._ss and that the management be circumscribed by
restrictions as to the type of securities purchased and the
backing thereof. While this policy is a matter for Congress
to solve,cne question is, "What evidence is there that no
departures from this blanket policy should be made even where
particular tribes have demonstrated beyond reasonable doubt
that they are clearly able to manage their own financial
affairs?™ BIA should have detailed experience on this, and
presumably we should rethink this practice from time to time
and not blindly carry it on forever.

A second question is, "Given the present fact of govern-
ment involvement in Indian settlements after the awards are
sade, how capable is Interior in performing the role of in-
Vestment counselor and financial manager?"™ The problem seems
to be two-fold: on the one hand Congress has not emacted
progressive legislation that allows modern day approaches to




APPENDIX I

the investment of monies won in Indian settlements, and on
the other hand Interior has not shown either an awareness
of the techmiques of sophisticated investing or a concemm
to organize and staff-up for this important task. '

In this connection we find that existing law requires
100 percent collateralization of the investment om the part
of participating institutions and limits investments L.
bonds and Treasury certificates. Also, BIA now "oversees"
an investment fund of Indian awards of some $320 milliom
‘and does so with three middle-range employees at its Albu-
querque, New Mexico office.

We formally request that you direct GAO to look into
these several major items mentiomned with a view toward recom-
mending necessary changes to improve the functioning of
this program. The Committee staff is, of course, ready to
meet with your people on the specific design of your in-
vestigation.

Chairman, Subcommittee Member, Subcommittee
on Indian Affairs on Indian Affairs



