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Memorandym BUPEAU OF ihoian agpagps
To: Assistant Secratary - Indian Affairs TRUST FUNDS manr.

Fromi——— Deputy—to—the—Assistant Secretary ~ Indian Affajins 1
{Trust and Economic Developmant) =-E, fAauony ryan _

Subject: Poaling of Tribal Trust Funds

Bacggmund: Currently, the Bureau poels or combines individual Indian
trusi funds 4s a means of increasing interest earnings on those funds.

Earnings are then distributed to account hnlders on the basis of theip
progortiunate share of the pool{s). To date, the Bureau has not pooled
Eribal trust funds although Price-Waterhouse and the Geperal Acqounting
Office recommendad that these funds be pooled as well.

b

In addition to maximizing earning, the advantages associated with pogling
inciude:
1. A reduction in adwinistrative wyrklond for Bureau staff at all

Tevels, WILH CONCUYTERL increase 1 tima availahla to evaluste
investment onportunities.

2. A reduction in collatersl requirements for insurance purposes
since the proportionate share of each member of the pool 1s v
relatively small and therefore, wall under the insurance ceiling,

3, Grpater equity ov evanness in distribution of investment earnings hy 4°
since each member of the pool would share equally In the return on wt At”‘d
Tnvestment. U\IBW.' individual fribes haye greatsr or Tesser return gﬁy.:t’s??
hased on the earnings performance of the {nvestments made on their

hahalf.)

4, Greater oase in advahcing Funds &0 tribes since {invesimen
——————tnstruments - wit—be—maturing on -a-mere—frequent—bas s ﬂ—tﬁbﬂ—wﬂ-%—”ﬁ*ﬁ;*
_ not have to wait for meturity, nor will 1t dncur a penalty for

garly withdrawal from specific 1investmant{s) made on 1its behalf.

The major disadvantige assocfated with poeling 1is that mon-pooled pwwf{
. investmants cannot be wade for tribes. This will result in & Joss of
some  tribal ddentification within a specific portfolio, as well ax a
lost apportunity for a tribe to specify ifs investment fepms or specify

a particular financial institution, However, a grester return on fnyvestment 2

W11 probably offsaf criticism from tribes. :
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An  assumptien “made under the financial wmanagemeént seryice contract
15 that tribal funds would he pooled in &n effort Lo maximize returns,
In order for our Office of Investments to prapare Tor implementation
of the financial services comtract, & poaling/non-puoling decision neads

t0 be mada.

Dacisions raguired ai this Lime:

Pooling cannot cccur without significant lead time because of EDIC/FSLIC
frrstrrane tehorsr— oo f—theFimamc el —tmstHottons—that

& TUVETEYE PrUV
the Bureau curvently has invesfinents with, are eligible for pooling at
this time because craation of pools would risk exceeding the $100,000
insurdnce ceiling for individual tribes which have investments at those

institutions,

In order to provide for an orderly iransition to poeling of tribal funds, Jg
a target date should be astahlished new. I recommend that April 1 ba Jee #™
astahijshad as the starting date for pooling., This should zl1low sufficiant

time for planning within the Buraaw amd with the contract hank, If April 1

1s chasen for the start date, the procesds from a1l maturing instruments and

ney funds received for inveztment between now and April 7, would he jnvested ehs
to mature ne later then thai date. We astimate that nearly three-fourths Gf@uLﬂr&
the fnstitutions we currantly frivast with, will be fneligible for pools dg m@ﬁ:§]g¢fz
of April 1, 1987, without risk of inadequate insurance coverage, Nearly &F

one-half of the dnstitutions are banks whi

te meet full insurance coverage.

The maximum ancunt sstab){shed for a zingle iribe as it relates to the total
pool would depend on tha $100,000 insurance coverage and wouid determine how
much mongy could be Invested ad a specific institution. The following

exanple demonsiratas this point,
Example:

If an individual tribe owned 510 mii1lon and 1f the total
Tunds owned hy a1l tribas fotelled 3610 mitldon, in order
ta determine the garnaﬁtag& of & pool ownad by that ftribe
one would divide §10 by 3610 miilion. Under this sxampla,

the tribe weuld own 1.64 percent of the pool, In order to
detarmine the maximum amount which could be safely investad
In an institution in the name of & tribe without exceeding
tha {nsurance ceiling, one would divide $100,000 by 1,64
percant which equals ﬁS,BS?,QOQ. That numbay should be
adJjusted downward to allow full insurance coverage 1f the
pog] of funds 15 decreased, ‘
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Racommendatioh:

The Office of Investmenis recommends that the Bureay begin investing in
instruments which wotld matura no Tater than April 1, 1987, A5 noted
above, it 15 estimated that even with that target date, thrae-fourths of
the institutlons we currently do business with wouid be Tneligibla,
Notwithstanding the faut that all of the institutions will be eligible

by January 31, 1988, the Bureav can bagin to move toward paniing 1b an
ardarly fashion. This farget date should provide sufficisnt implementation
tima, and not impede progress toward implementing the contract with the
contract bank, whi¢h has been gdvised of gur intention to beyin pooling of

—tribal - fundsy s Tmttar v tepoeHmy et indtvidos T Irdtan fInd s,

ya| Bows O. Guimmer 00T 15 1986
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