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United States Department of the Interior

OFFICE OF INSPECTOR GENERAL
Washington, D.C. 20240

DEC 30 235

MEMORANDUM
TO: The Secretary
FROM: Wilma A. Lewis

Inspector General

SUBJECT SUMMARY: Final Audit Report for Your Information - “ Statement of
Assets and Trust Fund Balances at September 30, 1995, of
the Trust Funds Managed by the Office of Trust Funds
Management, Bureau of Indian Affairs’ (No. 97-1-196)

Attached for your information is a copy of the subject final audit report. The objective of
the audit was to determine whether the Trust Funds statement of assets and trust fund
balances at September 30, 1995, was fairly presented; whether the internal control
structure used by the Office of Trust Funds Management to account for the Trust Funds
met the objectives established by the Office of Management and Budget; and whether the
Office of Trust Funds Management had complied with laws and regulations in managing
the Trust Funds. The Trust Funds consist of tribal and individua Indian monies and other
specia appropriations funds.

We reviewed the audit, which was performed by Griffin and Associates, P. C., an
independent accounting firm, and found that it was performed in accordance with the Chief
Financial Officers Act of 1990, as amended, and Office of Management and Budget
Bulletin 93-06, “ Audit Requirements for Federal Financia Statements. ” This was the first
audit of the financial statements of the Trust Funds since 1990, and to establish the
beginning balances, only the statement of assets and trust fund balances was prepared and
audited.

The independent public accountant rendered a qualified opinion on the statement of assets
and trust fund balances at September 30, 1995, because of deficiencies in the accounting
policies, practices, data, and automated systems and because cash and overnight
Investments could not be independently verified. These conditions prevented certain
material accounts from being audited. In addition, the report stated that various tribal

organizations and individual Indians for whom the Office held assets did not agree with
certain balances reported by the Office and have filed claims against the Office over its
fiduciary responsibilities. The public accountant’s report on the internal accounting control

structure contained 16 recommendations to address four material weaknesses, six
reportable conditions, and six advisory comments. Further, the report stated that the Office



had complied with material applicable laws and regulations in its management of the Trust
Funds.

Based on the Office’ s response to the recommendations in the independent accountant’s
report, we consider the 16 recommendations resolved but not implemented.

If you have any questions concerning this matter, please contact me at (202) 208-5745 or
Mr. Robert J. Williams, Acting Inspector General for Audits, at (202) 208-4252.

Attachment



C-IN-BIA-003-95
United States Department of the Interior

OFFICE OF INSPECTOR GENERAL
Vashington, D.C. 20240

DEC 1 3 10¢

Memorandum

To: Special Trustee
Office of Specia Trustee for American Indians

From:  Robert J. Williams 7 )rﬂd,/ (ettione
Acting Assistant Inspector General for Audits

Subject: Audit Report on Statement of Assets and Trust Fund Balances at September 30,
1995, of the Trust Funds Managed by the Office of Trust Funds Management,
Bureau of Indian Affairs (No. 97-1-196)

This report presents the results of the audit of the Trust Funds statement of assets and trust
fund balances at September 30, 1995, by Griffin and Associates, P. C., an independent
public accountant. The Trust Funds, which are managed by the Office of Trust Funds
Management, Bureau of Indian Affairs, *consist of tribal and individual Indian monies and
other special appropriations funds.

The audit is required by the Chief Financial Officers Act of 1990, as amended. Our
responsibility was to ensure that the audit was performed in accordance with the
requirements of the Act and Office of Management and Budget Bulletin 93-06, “Audit
Requirements for Federal Financial Statements. ” We made quality control reviews of the
audit work performed by the accounting firm and provided technical assistance to both
the accounting firm and the Office of Trust Funds Management. Based on our review,
we found that the audit work by the independent public accountant was performed in
accordance with the requirements of the Act and the Bulletin.

This was the first audit of the financial statements of the Trust Funds since 1990, and it
was necessary to establish the beginning balances for future audits. Therefore, only the
statement of assets and trust fund balances at September 30, 1995, was prepared by the
Office of Trust Funds Management and audited by the independent public accountant. In

‘On February 9, 1996, the Trust Funds and the Office of Trust Funds Management were transferred fromthe
Bureau of Indian Affairs to the Office of Special Trustee for American Indians, within the Office of the
Secretary.



fiscal year 1996 the Office of Trust Funds Management anticipates preparing one
additional financial statement to be audited.”

In its report on the financial statement, the independent public accountant issued a
gualified opinion because of deficiencies in the accounting policies, practices, data, and
automated systems and because cash and overnight investments could not be independently
verified. These conditions prevented certain material accounts from being audited. In
addition, the report stated that various tribal organizations and individual Indians for whom
the Office of Trust Funds Management holds assets did not agree with certain recorded
accountings and balances and have filed, or are expected to file, claims against the Office
over its fiduciary responsibilities. The accountant’s report further stated that a potential
liability to the Federal Government existed because of these actual or potential lawsuits.

The independent public accountant’s report on the internal control structure contained 16
recommendations to address four material weaknesses, six reportable conditions, and six
advisory comments as follows:

- The four material internal control weaknesses related to cash balances that were
unconfined and unreconciled, premiums or discounts on investments that were not being
amortized as required by the accounting standards, differences in trust fund balances that
were not reconciled, and area and agency offices’ accounting policies and procedures that
were not being applied consistently. In addition to these four material control weaknesses,
the report also discussed material internal control operating deficiencies within the Office
of Trust Funds Management. Specifically, the inadequate number of staff, the staff’s
inexperience and lack of training, and the inadequate computerized accounting systems all
contributed significantly to limiting management’s ability to manage the trust funds.
However, the accountant’s report stated that no recommendations were made for the
operating deficiencies because the Office of Special Trustee for American Indians’had
developed a strategic plan to address these issues.

- The six nonmaterial but reportable internal control findings identified weaknesses
related to monthly earnings distributions that did not equal monthly earnings received,
investment records that were incomplete, monies deposited into special deposit accounts
within the Individual Indian Monies system that had not been distributed to beneficiaries

“Office of Management and Budget Bulletin 94-01, “Form and Content of Agency Financial Statements, "
requires four financial statements to be prepared and audited. However, three of the required financial
statements do not apply to trust entities. As a result, the Office of Trust Funds Minagement plans to request,
from the Department of the Interior and fromthe Ofice of Management and Budget, that a statement of
changes in assets and trust fund bal ances be substituted for the three required financial statements that do not
apply. Therefore, only two financial statements, the statement of assets and trust fund bal ances and the
statement of changes in assets and trust fund balances, will be prepared and audited in the future.

‘See footnote 1.



accounts and invested timely, delays in the updating of lease ownership records, alack of
written operating policies and procedures, and a lack of an accounts receivable system.

- The six advisory internal control comments related to improving cash reconciliation
procedures, implementing a disaster recovery plan for the accounting data, improving
password controls, operating paralel accounting systems after changes were made to the
automated accounting programs, converting to a new computer system, and reporting the
interest distributions to the Internal Revenue Service.

The independent accountant’s report on compliance with laws and regulations stated that
there were no instances of material noncompliance with selected provisions of laws and
regulations that were tested for fiscal year 1995 but that there were six nonmaterial issues
of noncompliance with laws and regulations. Although the report contained no
recommendations, the Office of Trust Funds Management responded to each of the six
nonmaterial issues.

Based on the response from the Office of Trust Funds Management to the 16
recommendations in the independent accountant’s report, we consider all of the
recommendations resolved but not implemented. Accordingly, the recommendations will
be referred to the Assistant Secretary for Policy, Management and Budget for tracking of
implementation and no further response to the Office of Inspector General is required (see
the Appendix).

The legislation, as amended, creating the Office of Inspector General requires semiannual
reporting to the Congress on all audit reports issued, actions taken to implement audit
recommendations, and identification of each significant recommendation on which
corrective action has not been taken.
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HI STORI CAL  PERSPECTI VE

Funds have been held in trust for Anmerican Indians by the federal
governnent since 1820. The O fice of Indian Affairs (O A) was nmade a part
of the War Departnent on March 11, 1824, and al nost imrediately criticismns
arose regarding the nmanagenent of Indian financial matters. The O A
operated informally until 1832, when the first Conmm ssioner of Indian
Affairs was appoi nted by Congress. In 1834, during the 23rd Congress, the
House of Representatives Conmmittee on Indian Affairs passed legislation to
address the managenent of |Indian trust funds. In 1849, the OA was
transferred to the Departnent of the Interior. The Act of February 12,
1929 authorized the paynent of interest on certain funds held in trust by
the United States for Indian Tribes, and the Act of June 24, 1938
authorized the deposit and investment of |Indian nonies. In 1947, the
Bureau of Indian Affairs (BIA) was officially established. Since then, the
responsibility for the managenent of Indian trust funds has been determ ned
by a series of treaties, statutes, and court decisions.

In 1994, H R 4833, “Anmerican |Indian Trust Fund Managerment Reform Act of
1994", was passed by the 103rd Congress and signed by President Clinton on
Cct ober 25, 1994. The major provisions of H R 4833 allows Indian Tribes
greater input and control over their trust fund accounts by:

1) providing for voluntary w thdrawal and nanagenent of their own
funds,

2) provisions to return withdrawn funds,

3) establishing a Special Trustee, reporting directly to the
Secretary of the Interior, to oversee all aspects of trust
funds managenent reform within the BIA, Bureau of Land
Managenment and the M nerals Managenent Service including the
coordination of policies, practi ces, systenms devel opnent,

techni cal assistance, training and recruitment of Indians in
the managenent of trust funds, and regular reporting to Tribal
and I ndividual Indian Mney (I1M account holders, and,

4) providing a grant program to address tribal capacity building
for investnment and managenent of trust funds, devel opnent of a
conprehensive tribal investment plan, and training of personnel
responsible for nonitoring the investnent of trust funds.

TREATIES, LAWS AND AGREEMENTS

The responsibility, or trusteeship, for the holding of funds by the United
States for the benefit of individual Indians and Indian Tribes was first
and nost inportantly established by treaties. However, it was not until
1820 that the federal governnent adopted the policy of holding tribal funds
in trust.® However, since 1871, the Congress, acting within the scope of

I Historical and Legal Analysis of the Federal Governnent’'s Fiduciary
Duties Regarding Anerican Indian Trust Funds, by Curtis G Berkey, My,
1988, Indian Law Resource Center.



its constitutional powers, controlled and nanaged Tribal and individual
I ndian funds through |egislation.

There are al so agreenents involving fund managenent between the Tribes and
t he Federal governnent by which a particular/specific Indian trust fund is
est abl i shed. The hol ding and managerment of trust funds has also been a
long standing policy of the federal government.

DESI GNATED TRUSTEE

The Secretary of the Interior has been designated as trustee of funds held

by the federal governnent for Indian Tribes and individual |ndians. The
Secretary delegated authority for the management of trust funds to the
Assi stant Secretary - Indian Affairs. This authority was re-delegated to

the BIA and was exercised by the BIA's Ofice of Trust Funds Managemnent.

Secretarial Oder No. 3137, dated Cctober 26, 1989, established the Ofice
of Trust Funds Managenent (OTFM . It is responsible for establishing
proper controls and accountability for operation and managenment of trust
funds , and reports directly to the Deputy Conmi ssioner of Indian Affairs.
The OTFM located in Al buquerque, New Mexico, oversees the trust fund
operations at the BIA Area/ Agency O fices. Prior to October 1989, trust
funds managenment within the BIA was spread across various offices with
little or no coordination of policy and/or nmanagenent controls. The
m ssion of OTFM is, “To assure the highest | evel of accuracy,
responsi veness and service in the collection, investnent and di sbursenent
of all judgnment awards, Special Acts and incone from trust resources
bel onging to Native Anericans.”

Secretarial Order No. 3197, dated February 9, 1996, established the Ofice
of the Special Trustee for American Indians, and transferred the OTFM and
other financial trust services functions fromthe BIA to the Ofice of the
Speci al Trustee. The Special Trustee is required to devel op and recomend
a Strategic Plan of Refornms to the Secretary, Ofice of Mnagenent and
Budget (OWB) and Congress. Once the plan is approved, the Special Trustee
oversees but does not direct the inplenentation of the plan. Upon
conpletion, the Special Trustee is terninated. There are no plans to
transfer any other office or any other trust functions to the office of the
Speci al Trustee. OTFM wi Il be transferred to another unit, determnined by
congress, when the Ofice of the Special Trustee term nates.

FI DUCI ARY  RESPONSI BI LI TY

In carrying out the nmanagenent and oversight of the Indian Trust Funds, the
Secretary has a fiduciary responsibility to ensure that trust accounts are
properly maintained and invested in accordance with applicable |aws, and
that accurate and conplete reports are provided to the account hol ders.

Decisions of the Supreme Court reviewing the legality of admnistrative
conduct in nmanaging Indian property have held officials of the United
States to “noral obligations of the highest responsibility and trust” and
“the nmost exacting fiduciary standards, " and be “bound by every noral and



equitable consideration to discharge its trust wth good faith and
fairness. *“

TRUST FUND ACCOUNTS

I ndian Tribes and individual Indians trust funds are primarily derived from
judgment awards from clainms and proceeds from surface and sub-surface
| easing such as agriculture, business, tinber, mnerals, or oil and gas.

The major portion of tribal funds (69% consist of judgment awards while
i ndi vidual Indian funds historically have cone from per capita distribution
of proceeds coll ected. The conposition of trust funds in terns of the
source of funds has not changed significantly over the years, however, the
val ue of the funds and nunber of the accounts has grown.

OTFM  PROGRAM  STRUCTURE

The Ofice of Trust Funds Managenment was reorganized in 1994 and now
operates in the follow ng program structure.

Division of Trust Funds Quality Assurance - Responsible for
internal audits, financial and conpliance reviews, and issues
policies and procedures.

’ Di vi sion of Trust Funds Services - The Branch of Investnents is
responsi ble for trust fund investnment functions and the Branch
of Custonmer Service interacts directly with account holders to
provide tinmely and courteous custoner services to tribal and
i ndi vi dual account hol ders.

. Di vision of Trust Funds Accounting - Responsible for the day to
day operations for all investrment, Tribal and Individual Indian
Money accounting functions.

. Division of Trust Funds Systens - Responsible for providing
techni cal assistance to users of the OIFM systens, as well as
new software systens or hardware enhancenents.

. Di vision of Trust Funds Reporting/Reconciliation - Responsible
for past/current reconciliation efforts and responsible for all
financial reporting to the Ofice of Managenent and Budget,
Departrment of the Treasury and other special reports.

TRUST FUND ACCOUNTI NG SYSTEMS

Prior to April 1, 1995, the primary accounting system for all trust funds
accounts managed by OTFM was the Trust Funds Managenent System (TFMS).
TFM5 was a system developed in the 1960's by the BIA and was used by the
BIA for all accounting activities prior to 1991. In 1991, the BIA



transferred its accounting functions onto Federal Finance System (FFS) ,
while the trust funds renained on the TFMS.

During the TFMS era, a subsidiary accounting system was contracted for the
pur pose of managing the investnent portfolios of the trust accounts. Thi s
system was known as the Mney Max system and later as Series I1.

I ndi vidual Indian Money (IIM accounts are kept on a subsidiary accounting
system known as the Il M system The I M system is part of a larger BIA
system known as the Integrated Records Management System (| RVB)

In addition to the main systems nmentioned above there are additional
smal | er systens and applications developed to assist in various functions
i nvol ved in nanagenent of the Indian trust funds.

There were, and are, many accounting, procedural, and systens problens
associated with the accounting systens at OTFM These difficulties |ed
OTFM to contract for a comrercial trust asset nanagenent system The
system sel ected, known as the Omi Trust systemis used by a nunber of nmjor
trust departnments across the country. On April 1, 1995 the Omi Trust
system replaced the TFMS and the Mney Max/Series |l systens. The 1IM
accounts continue to be maintained on the IIMIRMS system

The OTFM continues to devel op and inplement increnmental inprovenents to its

existing systerns. Despite these inprovenents, the current systens,
including OmiTrust, are expected to continue to be deficient in various
respects. The Special Trustee's assessnent of the problenms is that, “the
u. S Covernment, using present systens, was, is and wll continue to be

unabl e to furnish beneficiary Anerican Indian Tribes and individual Indians
with an accurate and full accounting of trust funds.”

TRUST FUND REPORTI NG ENVI RONMENT

The Indian trust funds managed by OTFM are held in eight separate Treasury

accounts called “Appropriations .* Each appropriation may contain one or
many separate trust funds, created and nmanaged for different purposes and
groups of beneficiaries. The financial activity in each of the

appropriations is reported to Treasury on a nonthly and annual basis
through a series of reports required and defined by the Treasury.

Each of the Indian trust funds managed by OTFM has a particul ar history and
set of organic docunents which define why the trust was created, what its
purposes are, who its beneficiaries are, and other information needed to
manage the fund in accordance with the intent of its creators. I n al nost
every trust the beneficiaries are either Indian Tribes, Native Al aska
Villages, or |Individuals. The beneficiaries are often referred to as
account hol ders. Tribal trust funds managed in the Omi T Trust system
receive nonthly and annual statements on their accounts. O her optional
statenents are available on request. I ndi ans whose accounts are nmanaged in
the 1l M system receive quarterly statements, as required by the Anerican
I ndi an Trust Funds Managenent Reform Act.

Fi nancial statenments on the Indian trust funds also nust be filed as
described by the Chief Financial Oficers Act of 1990 (CFO Act) , and the



Anerican Indian Trust Funds Managenent Reform Act of 1994, The form and
content of these financial statements, of which this overview is a part,

are defined by the Ofice of Managenent and Budget. The CFO Act further
requi res that agencies obtain an annual financial audit in accordance with
generally accepted government auditing standards . There is on-going

di scussion with the Federal Accounting Standards Advisory Board (“FASAB")
as to whether the |Indian Trust Funds are subject to the reporting
requi renents of the CFO Act.

CONCLUSI ON
The OIFM has made great strides in the inmprovement of the services it
provi des to account hol ders. Despite these strides, there still exists a
wi de disparity between what a private sector trustee offers its custoners,
and what the federal governnment provides its account hol ders. However, the
OTFMis motivated, inspired, committed and challenged to close the gap of
di sparity.



GRIFFIN & ASSOCIATES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS DAN D. GRIFFIN

REPORT OF | NDEPENDENT PUBLI C ACCOUNTANTS ON FI NANCI AL STATEMENT

To the U S. Departnment of the Interior
Bureau of Indian Affairs:

W have audited the acconpanying Statenent of Assets and Trust Fund
Bal ances for the Tribal, I ndi vi dual Indian Mnies and Oher Special
Appropriation Funds nanaged by the U. S. Departnent of the Interior Bureau
of Indian Affairs Ofice of Trust Funds Managenent (the “OTFM') as of

Sept enmber 30, 1995. This financial statenent is the responsibility of
managenment of the OTFM Qur responsibility is to express an opinion on
this financial statenent based on our audit. As discussed in Note 2, the

accounting policies used by OTFM to prepare this financial statement are in
accordance with Ofice of Management and Budget (OMVB) Bulletin Number 94-
01, which is a conprehensive basis of accounting other than generally
accepted accounting principles.

Except as discussed in the follow ng paragraph, we conducted our audit in
accordance wth generally accepted auditing standards, standards for
financial audits contained in Govermment Auditing Standards (1994 Revision)
issued by the Conptroller General of the United States and O fice of
Management and Budget (OMB) Bulletin 93-06, “Audit Requirements for Federal

Fi nanci al Statenents”. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial
statenent is free of material msstatenent. An audit includes exam ning,
on a test basis, evidence supporting the anpunts and disclosures in the
financial statenent. An audit also includes assessing the accounting
principles used, and significant estimtes made by managenent, as well as
evaluating the overall financial statement presentation. W believe that

our audit provides a reasonable basis for our opinion.

As di scussed further in the Notes to the Financial Statenent, (1) cash and
overnight investnments are maintained by a related U S. Governnental Agency
(US. Treasury) and cannot be independently confirmed, (2) cash bal ances
reflected in the acconpanying financial statement are materially greater
than bal ances reported by the U S. Treasury, (3) mmjor inadequacies in the
Trust Fund accounting systens, controls and records caused them to be
unreliabl e, (4) wvarious Tribal organizations and classes of |Individual
I ndi ans for whom the OTFM hol ds assets in trust do not agree with certain
OTFM accountings and bal ances recorded by the OTFM and certain of these
parties have filed, or are expected to file, clains against the OIFM Thi s
may result in a potential liability to the Federal government so | arge that
it is not reasonably estimable. Because of these matters, it was not
practicable to extend our auditing procedures to enable us to express an
opinion regarding the basis on which cash and trust fund balances are
st at ed.

4730 TABLE MESA DRIVE, SUITE C100, BOULDER, COLORADO 80303
PHONE (303) 543-8868 . FAX (303) 543-8869
Members of the American Institute of Certified Public Accountants



In our opinion, except for the effect on the financial statenent of
adj ustnments that might have been determ ned had we been able to perform
adequate audit procedures to verify the financial elenents described in the
precedi ng paragraph, the financial statenments referred to above present
fairly, in all material respects, the financial position of the Tribal,
I ndi vidual Indian Monies and O her Special Appropriation Funds managed by
the U S. Department of the Interior Bureau of Indian Affairs Ofice of
Trust Funds Managenent as of September 30, 1995, in conformty with the
conprehensi ve basis of accounting described in paragraph one above.

W have also issued separate reports dated May 17, 1996, on the OTFM s
internal control structure and on its conpliance with laws and regul ations.

The information in the Overview Section, which nanagenent is required to

submit , is not a required part of the basic financial statenent, but is
suppl enmentary information required by OVB Bulletin Nunber 94-01, “Form and
Content of Agency Financial Statenents .“ W did not audit this

information, and because of the exceptions set forth above, we do not
express an opinion on such information.

Qur audit was nade for the purpose of formng an opinion on the basic
financi al statenent taken as a whole. The supplementary conbining
statement of assets and trust fund balances as reflected on page 24 is
presented for purposes of additional analysis and is not a required part of
the basic financial statenent. Such informati on has been subjected to the
auditing procedures applied in the audit of the basic financial statenent,
and in our opinion, except for the exceptions set forth above, is fairly
stated in all material respects in relation to the basic financial
statenent taken as a whol e.

7h% - A /7456‘{(‘{;?;]’ ﬂ C

GRI FFIN & ASSOCI ATES, P.C.

Boul der, Col orado
May 17, 1996
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STATEMENT OF ASSETS AND TRUST FUND BALANCES
SEPTEMBER 30, 1995
ASSETS
Non-Entity assets:

I ntragovernmental assets:
Fund balance with Treasury (Note 4)

Cash $ 10,114,364
I nvestnents (Note 5)
Overni ght investnment 194, 561, 000
Governnent backed securities 2,090, 359, 573
Accrued interest receivable 26, 256, 216
Governnental assets:
I nvestnents (Note 5)
Certificates of deposit 63,047, 244
Equity securities 35, 740, 200
Mort gage backed securities 246, 458, 007
Accrued interest receivable 4,717,016
Accrued dividends receivable 197, 500
Total assets $ 2,671,451, 120
TRUST FUND BALANCES
TRUST FUND BALANCES, held for Indian Tribes,
i ndi vidual s and Special Appropriation Funds held
under trust, including unallocated balances $ 2,671,451, 120

The acconpanying notes are an integral part of this statenent.

8
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BUREAU OF | NDI AN AFFAI RS
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NOTES TO THE FINANCI AL STATEMENT
SEPTEMBER 30, 1995

NOTE 1 -- BACKGROUND AND DESCRI PTI ON CF THE ORGANI ZATI ON

A Overview of Trust Funds, the Bureau of Indian Affairs and the O fice of
Trust Funds Managenent (“OTFM)

Formation of the Trust Funds - The legislation which authorizes the
Secretary of the Interior (“Secretary”) to manage the Tribal and I ndividual
I ndian Monies (“IIM) Trust Funds (“Trust Funds”) gives formal recognition
to the relationship that exists between the Indian Tribes and the U S

Gover nnent . At the tine the US. Governnent was founded, I ndi an
sovereignty was recogni zed. Agreenents between the U. S. CGovernnent and the
various Indian Tribes, therefore, took the form of treaties. During the

course of the nation’'s history and the U S. Government’'s varying policies
toward Indian Tribes, this relationship has retained its original sovereign
characteristics.

The balances that have accunulated in the Trust Funds have generally
resulted from paynents of <clains by the U S Gover nnent | and use
agreenments, oil, gas and mneral extraction, and investnent incone.

The Secretary has been designated by the U S Congress as the U.S.
Government trustee on behalf of the account holders of the Trust Funds.
Through February 8, 1996, the Secretary, in turn, delegated authority for
managenent of the Trust Funds, including accounting and financial
reporting, to the Assistant Secretary - Indian Affairs, who carried out the
managenment of the Trust Funds through the OTFM As discussed in Note 7, on
February 9, 1996, the Secretary delegated authority for managenent of the
Trust Funds to the Ofice of the Special Trustee for Anerican Indians,
whi ch now oversees the OTFM

Organi zation of the Bureau of Indian Affairs (" the Bureau”) - The
managenment of the Trust Funds is acconplished through a network of offices
within the Bureau.

¢ Agency and Field Ofice - The Bureau’'s 93 Agency and Field Ofices
mai ntain direct contact with the Tribes |ocated throughout the United
St at es. General ly, Agency and Field O fices are physically |ocated
near the Tribes served. The Agency and Field Ofices my play a
significant role in tribal affairs through assistance in financial
pl anni ng, financial operations, and policy and program devel oprment.

¢ Area Ofice - Each of the Agency and Field Ofices is organized under
one of 12 Area Ofices. The Area O fices provide admnistrative and
operational support for their respective Agency and Field Ofices.
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¢ Office of Trust Funds Management - The OTFM, established in October
1989, has management responsibility over all Indian Trust Funds. The
OTFM carries out its responsibilities through the following Divisions

and Staff Ofices.

0 Division of Trust Funds Quality Assurance - This Division plans,
develops, operates, and controls the internal management systems
eval uati on program The division advises the OIFM on the
efficiency, econony, legality and effectiveness of operations at
the program and field |evel. It is responsible for receiving,
comuni cating and nonitoring conpliance with all mandated | aws and
regul ati ons.

0 Division of Trust Funds Systems - This Division provides daily
Bureau-wide data system support for Trust Funds. It is
responsi ble for proper naintenance of the existing systens and
support of the financial management of trust funds.

0 Division of Trust Funds Accounting - This Division processes and
controls accounting activities which record and report funds
collected, disbursed, invested, and held in trust. It plans,
devel ops, and recomends policies and procedures gover ni ng
collection of trust funds and nonitors collection and recordi ng of
funds. The Division disburses funds from trust accounts in
coordination with other Federal agencies managing trust funds
programs . It is also responsible for investnent accounting
activities and for providing custodial services for investnment
activities.

O Division of Trust Funds Services - This Division plans, devel ops,
oper at es, and controls the buying, sel ling, and trading of
i nvestments in accordance with applicable laws, regulations, and
policies. It provides technical advice and assistance to Area
O fices, Agency Ofices, and Indian Tribes in devel oping financi al
pl ans and investment strategies for trust funds.

O Division of Reporting/ Reconciliation - Thi s Division is
responsible for reconciling subsidiary accounts and nonitoring
Trust Fund activities. The Division prepares certain financial

and accounting reports for use within the federal governnent and
for inclusion in various Bureau-w de reports.
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Description of the Trust Funds

The Trust Funds are managed by OTFM on behalf of Tribes, [|IM account
hol ders, and Oher Special Appropriation Funds (formally referred to as
“public finds") . A brief description of each Trust Fund follows:

*

Tribal Fund - Approximately 300 Tribes have an interest in the Tribal
Fund; however, sone Tribes have nultiple accounts. As a result,

approximately 1,600 separate accounts conprise the Tribal Fund.

Approximately 71% of the Tribal Fund assets are held on behalf of 5%
of the Tri bes.

Accounts are maintained for Tribes within the Trust Funds. Tri bes
realize receipts from a variety of sources including land use
agreenents royalties on nat ur al resource depl eti on, tribal
enterprises related to trust resources, awards of Indian clains and
i nvest ment i ncone.

IIM Fund - The IIM Fund is primarily a deposit fund for individuals
as well as estates, Tribes and other organizations which may have a
fiduciary interest in the Trust Funds. 1M account holders realize
receipts primarily from royalties on natural resources depletion,

| and use agreenents, enterprises having a direct relationship to
Trust Fund resources and investnment incone. In addition, the 1IM
Fund contains disbursing accounts for certain tribal operations and
enterpri ses. Appr oxi mat el y 346, 000 accounts are held for
participants and tribal enterprises in the IIM Fund. Appr oxi mat el y
83% of the IIMfund assets are held by six Area Ofices, on behal f of
the account holders they serve. Because of the nature of Trust Fund
assets , these interests nmay represent allocated or unallocated nonies
derived from a variety of sources.

Other Special Appropriation Funds - OQher Special Appropriation Funds
represent other trust assets currently nmanaged by the Bureau.
Aut hori zation for managenent of these assets is based on US.
Congressional Acts establishing such Funds. A brief description of
each Fund foll ows:

O Alaska Native Escrow Fund - The Alaska Native Escrow Fund was
established by Congressional act for Alaska Native Corporations
and Villages for land of which boundaries were disputed. Proceeds
received or deposited into this fund were derived primarily from
contracts, |eases, licenses, pernmits, rights-of-way, etc. The
proceeds, plus accrued interest, are paid out to the appropriate
corporation or individual to which the |land was conveyed by the
U S. CGovernnent.
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O Cochiti Wetfields Fund - The Pueblo de Cochiti (“Pueblo”) and the
Us. Arny Corps of Engineers entered into a settlenent agreenent
for water seepage problens at the Cochiti Dam on tribal |ands.
The agreenent established a fund for the sole and specific purpose
of operating, maintaining, repairing and replacing this drainage
system Al though the fund is invested and nanaged by the OTFM
the fund remains the property of the United States, and wll
revert to the Departnent of the US. Treasury (“Treasury”) if
Cochiti Dam becones non-operational and the Puebl o agrees that the
drai nage system is no |onger needed.

0 Tribal Economic Recovery Fund - The Three Affiliated Tribes and
the Standing Rock Sioux Tribe were awarded a settlenent for |and
by the U S.  CGovernnent for the site of the Garrison Dam and
Reservoir and the Oahe Dam and Reservoir. The fund will be used
for educational, social welfare, econom c devel opment, and ot her
progranms, subject to the approval of the Secretary.

0 Northern Cheyenne Reserved Water Rights Fund - The Northern
Cheyenne Tribe was awarded a settlenent for reserved water rights
claims in the Tongue River Basin. This fund was established by

the Treasury to inplenent the Tongue River Dam Project, which was
to correct safety inadequacies of the dam conserve and devel op
the fish and wildlife resources in the Tongue River Basin, and to
authorize certain nodifications to the nanagenent and operation of
the Big Horn Reservoir.

¢ Papago Cooperative Fund - The Papago Tribe, with respect to the
San Xavier Reservation and the Schuk Teak District of the Sells
Papago Reservation, was awarded a settlenent in the form of water
rights for water which was taken from reservation |and. The water
rights give the Tribe flexibility in the nanagenent of water
resources and encourage allocation of those resources to their
hi ghest and best uses. The awarded funds are to be used for
Tri bal governnent, heal t h, educati on, soci al services, capital
i mprovenents and economni ¢ devel opment prograns.

¢ Navajo Rehabilitation Trust Fund - The Navajo Rehabilitation Trust
Fund was established to support the rehabilitation and i nprovenent
of Navajo communities and to enhance the economic, educational,
and social condition of Navajo and Hopi families inpacted by the
Navaj o and Hopi Indian Relocation Anendnents of 1988.

¢ Ccontributed Funds - The Bureau maintains eight (8) contributed
funds which were established by donations. The individual funds
each have a specific use or purpose in some form to better the
American Indians by giving assistance for education or tribal
operati ons.

12
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0 Geoxrge C. Edgeter Fund - This fund is available, according to the
terms of the bequest, for expenditure, as determned by the
Assistant Secretary - Indian Affairs, for the relief of indigent
Anerican |ndians.

Certain of the Tribal, |11Mand Special Appropriation Funds described above
are subject to legal, regul atory, budgetary, court ordered or other
restrictions. In addi tion, certain account beneficiaries have

di scretionary investnent decision-making rights.

c. I nvestment of Trust Fund Assets

Aut hori zing legislation and a substantial body of case |aw specify how the
I ndi an Trust Fund assets should be managed and which financial instrunents
constitute appropriate investnents for the Indian Trust Fund. I ndi an Trust
Fund assets are invested with financial institutions at which such deposits
are subject to Federal depository insurance, or collateralized by U S.
Government securities for ambunts deposited in excess of Federal depository
i nsurance limtations. Trust fund assets are also invested in US.
Government securities, including U S. Treasury and certain U S. Governnent
Agency issues, as well as certain other securities which are guaranteed by
the U S. Governnent.

NOTE 2 -- SUMVARY OF SIGNFI CANT ACCOUNTI NG POLICIES

A.  Basis of Accounting

The Secretary of the Treasury, the Director of the O fice of Managenent and
Budget (“OVMB") and the Conptroller General have approved a hierarchy of
accounting principles that constitutes an other conprehensive basis of
accounti ng. The accounting principles and standards applied in preparing
the principal financial statement and described in this note are in
accordance with the follow ng hierarchy of accounting principles:

¢ Statements of Federal Financial Accounting Standards (SFFAS). These
statenents refl ect the accounting principles, standards and
requi rements recomended by the Federal Accounting Standards Advisory
Board and approved by the Comptroller General of the United States,
the Director of OMB and the Secretary of the Treasury,

¢ Form and content requirements for financial statements, as presented
in OMB Bulletin No. 94-01 (Form and Content of Agency Financial
Statenments) , and
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¢ The accounting principles and standards contained in the Departmental
and Bureau accounting policy and procedures manuals, and/or related
gui dance.

The Bureau uses the cash basis of accounting for the Trust Funds; however,
accrual adjustnents were recorded in the acconpanying financial statenents
as of September 30, 1995, to reflect interest and dividends earned and to
record any applicable accretion of discount/anortization of prem um over
the terms of the investnents. I nvestnments are stated at anortized
hi storical cost. I nvestnents have not been adjusted to reflect changes in
mar ket val ue because the Bureau's intent is to generally hold investnents
until nmaturity.

The Trust Funds account for assets held for others in a trust capacity and
do not involve neasurenent of operations. Recei pts, other than interest on
i nvested funds, are recorded when received because it is not practicable to

nmeasure the majority of such itenms prior to receipt. Accordi ngly,
recei vabl es other than accrued interest receivable are not reflected in the
acconpanyi ng financial statenent. The acconpanying financial statenent

includes only the balances held in trust by the Bureau and the OIFM for
ot hers and does not include (1) the account bal ances of the Bureau (general

appropriations, personnel and occupancy costs, etc.) , or (2) the values of
I ndi an Lands, buildings or other non-nonetary assets regardless of the
source of funding (Tribal nonies, Congressional appropriations, Indian
Trust Fund resources, etc.) . In addition, the Bureau does not have the

accounting systems or personnel resources necessary to accunulate or
account for the value of oil and gas, and other nineral reserves held in

trust on Indian |ands. Such information is typically disclosed by
comer ci al enterprises t hat engage in natural resource extraction
activities.

B. Interest Incone

I M Fund account hol ders receive an allocated portion of interest earned on

the total IIM investnent pool based on an average return applied to each
i ndi vi dual account. Accrued interest earned by the pool is then used to
fund distributions to account holders. Interest is recorded to |IM

accounts using the average daily balance nmethod and is distributed on a
nont hly basi s.

Resources in the Tribal Trust and O her Special Appropriation Funds are
invested separately by account with interest recorded based on actual
income from each investnent. The  Tribal Trust and Oher Special
Appropriation Funds earn interest in tw ways: (1) directly from
investment securities in which the Tribal funds are placed, such as
certificates of deposit at financial institutions or U S. Government Agency
securities, or (2) froma U S. Treasury (“Treasury”) overnight investnent
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(“overnighter”), which earns a rate conparable to Treasury bill rates. The
interest on the overnighter investments is calculated daily, conpounded,
accumul ated separately for participating accounts, and posted to the
separate accounts nonthly.

c. Financial Statenent Captions

Brief descriptions of the major captions used in the acconpanying financi al
statenent as recommended by the OVB foll ow

¢ Non-Entity Assets - These are assets that are held by the Trust
Fund but are not available to the U S. Covernnent.

¢ Intragovernmental Assets - I nt ragover nment al nonentity
assets are claims of the  Trust Fund against U.S.
Governnental entities. These anpunts, when collected, can

be spent by the Trust Fund on behalf of beneficiaries
unl ess otherw se restricted.

¢ Fund Balances with Treasury - Bal ances on deposit, suspense
and clearing accounts that are assets of the Trust Fund on
behal f of beneficiaries unless otherw se restricted.

¢ Governmental Assets - Governmental nonentity assets are clains of
the Trust Fund agai nst nonfederal entities. These amounts, when
col | ect ed, can be spent by the Trust Fund on behalf of

beneficiaries unless otherw se restricted.

D. Comparative Data

Conparative data for the prior year has not been presented because this
is the first year financial statenents have been prepared for the Trust
Fund since fiscal year 1990. In future years, conparative data is
expected to be presented to provide an understanding of changes in the
financial position and operations of the Trust Fund.

NOTE 3 -- ACCOUNTI NG SYSTEMS AND MATERI AL | NTERNAL CONTROL WEAKNESSES

The accounting systems and internal control procedures used by the Bureau
and the OTFM have suffered froma variety of system and procedural internal
control weaknesses and other problems; such as understaffed accounting
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operations at all levels, a lack of experienced accounting supervisors, a
lack of minimum standards for key positions in the accounting process,
i nadequate training prograns, and out-of-date accounting policy and
procedure nanual s. Certain of these internal control weaknesses are so
pervasive and fundanental as to render certain significant accounting
systens unreliable. Sone of these problens are as follows:

¢ There is a lack of consistency in the accounting and related
procedures being utilized Bureau-w de, which has caused accounting
errors in the Indian Trust Funds. St andar di zed docunented policies
and procedures have not been instituted for sonme significant Bureau-
wi de accounting processes, while certain others remain seriously out-
of - dat e.

¢ There is inadequate segregation for many key duties, particularly in
the accounting processes perfornmed at the Area and Agency Ofices.

¢ Records management is inconsistent and inadequate to ensure the
proper filing and safekeeping of Trust Fund records to support trust
financial activity.

¢ Internal financial statements are not prepared in accordance with OMB
accounting principles and standards. Most significantly, accretion
of discounts and anortization of prem uns are either not recorded, or
are recorded in a nmanner inconsistent with OVB accounting principles
and standards.

¢ Internal reporting for  Trust Fund investnents | acks adequate
i nvest ment performance information. These financial and manageri al
reporting deficiencies are detrinmental to the OTFMs ability to
effectively manage the Trust Funds

¢ The IIM detailed subsidiary ledger contains certain accounts wth
negati ve bal ances aggregating approximately $46 nillion.

4 There is an unreconciled material difference between the IIM detailed
subsidiary ledger and the corresponding general |edger contro
account.

¢ There is an unreconciled material difference between the total cash
bal ances reflected in the acconmpanying financial statenent and the
bal ances held by Treasury. Treasury reports reflect balances
significantly less than OTFM bal ances
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¢ The balances reflected in the Treasury records are not maintained
entirely independent of the OIFM in that Treasury records are in
part updated with information reported by the OTFM as well as other
federal agencies.

As a result of the material weaknesses in internal controls referred to
above, it is not possible to determ ne whether cash and trust fund bal ances
as reflected in the acconpanying financial statements are fairly stated and
present ed.

In sone instances, the OTFM has researched and corrected the bal ances held
in trust for specific |Indian Tribes, i ndi vi dual s, and Oher Special
Appropriation Funds. Many i ndividual Tribal and Il M accounts still need to
be reconciled and/or resolved through negotiation and settlenment before
reliance can be placed on the balances reflected in the Trust Fund
accounts.

The OTFM recogni zes the weaknesses noted above and is in the process of
i npl ementing several corrective nmeasures to address them These measures

i ncl ude certain organi zati onal changes, including recent appropriations to
increase staffing levels, the conversion in March 1995 to a new trust and
investnent system Omi, and the new oversight authority of the U S

Department of the Interior Ofice of the Special Trustee for Anerican
Indians, as nore fully discussed in Note 7.

NOTE 4 -- CASH AND OVERNI GHT | NVESTMENTS WTH U.S. DEPARTMENT OF THE TREASURY

Treasury functions as the disbursing agent for the OIFM VWhen Treasury
checks are witten by the OTFM the anounts are deducted from the Indian
Trust Funds, regardless of when (and whether) the checks witten are
eventually negotiated by payees. During the fiscal year  ending
Septenber 30, 1995, Treasury checks are only negotiable for one year from
the date of issuance and the OTFM receives credit, and credits back to the
appropriate account holders, ampunts which are not negotiated. Cash
bal ances do not include any checks on hand at the Area and Agency O fices
waiting for deposit to Treasury.

Overni ght investnents consist of available cash invested with Treasury. As
investnents are required to be called in to Treasury by 1:00PM the
overni ght investment bal ance generally totals the prior day available cash
bal ance, adjusted for current day cash activity up to sweep cut-off tine,
plus overnight investnent interest earned nonth to date.
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NOTE 5 -- | NVESTMENTS

I nvestnents are recorded at cost adjusted for accumul ated anortization of
premuns and accretion of discounts wutilizing the effective interest
net hod .

The Trust Fund assets have a concentration of «credit risk in US.
Gover nment securities.

| nsurance Coverage and Pl edged Securities

Following is an analysis of depository insurance and collateral on
certificates of deposit at Septenber 30, 1995:

Deposits covered by depository insurance $ 8, 004, 037
Deposits covered by securities pledged as collateral 55, 043, 207
Total certificates of deposit $ 63, 047, 244
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Sept enber 30, 1995,

O her

INDIAN MONIES AND OTFHER SPECI AL

are as follows:

Speci al

Individual Appropriation
Tribal Indian Monies Funds Conbi ned
Less than 1 Year 243,357,058 § 11,686,562 $ 39,601,552 $ 294, 645, 172
1-5 Years 548,577,864 33,350,265 105, 615, 037 687, 543, 166
5-10 Years 558,853,329 192,601,191 119, 744, 789 871, 199, 309
Greater than 10 Years 168,129,923 113,460,386 28, 365, 799 309, 956, 108
1,518,918,174 351,098,404 293, 327, 177 2,163, 343, 755

Equity securities with

no schedul ed

maturities 15,885,288 20,650,000 36, 535, 288
Mort gage backed

securities wth

varying maturities 143, 026, 398 107, 375, 071 250, 401, 469

$1,677,829,860 $ 479,123,475 § 293,327,177 $ 2,450, 280, 512
Anortized Cost
O her Speci al
Individual Appropriation
Tribal Indian Monies Funds Conbi ned

Less than 1 Year 243,410,221 $ 11,666,942 $ 39,536,734 $ 294, 613, 897
1-5 Years 555,280,536 32,781,196 104, 835, 441 692, 897, 173
5-10 Years 552,749,056 195,786,055 118, 815, 714 867, 350, 825
G eater than 10 Years 148,082,547 123,645,524 26, 816, 851 298, 544,922
1,499,522,360 363,879,717 290, 004, 740 2,153, 406, 817

Equity securities with

no stated
maturities 15, 740, 200 20, 000, 000
Mort gage backed
securities wth
varying maturities 139, 984, 032 106, 473, 975 -

35, 740, 200

246,458,007

$1, 655, 246, 592

$490, 353, 692

290,004,740

$ 2,435,605,024
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The original cost, net accunulated anortization and accretion, anortized cost and
mar ket value of the investments held at Septenber 30, 1995, are as follows:
Tri ba
Net
Accurul at ed
(Amort.)/
[ nvestnent C ass cost Accret. Anortized Cost Mar ket Val ue
Certificates of
deposit $ 35,237,962 § - $ 35,237,962 § 35,237,962
Equity securities 15,740,200 - 15,740,200 15,885,288
Government backed
securities 1,428,736,173 35,548,225 1,464,284 ,398 1,483,680,212
Mortgage backed
securities 136,151,335 3,832,697 139,984,032 143,026,398

$ 1,615,865,670

$ 39,380,922

$ 1,655,246,592

$1,677,829,860

Individual Indian Monies

Net
Accumulated
(Amort.)/

Investment Class Cost Accret. Amortized Cost Market Value
Certificates of

deposit $ 5,892 $§ - $ 5,892 § 5,892
Equity securities 20,000,000 - 20,000,000 20,650,000
Government backed

securities 355,199,156 8,674,669 363,873,825 351,092,512
Mortgage backed

securities 104,366,684 2,107,291 106,473,975 107,375,071

$ 479,571,732

$ 10,781,960

$ 490,353,692

$ 479,123,475

Other Special Appropriation Funds

Net
Accumulated
(Amort.)/

Investment Class Cost Accret. Amortized Cost Market Value
Certificates of

deposit $ 27,803,390 $ - $ 27,803,390 $§ 27,803,390
Equity securities - - - -
Gover nnent backed

securities 258, 986, 778 3,214,572 262, 201, 350 265, 523, 787
Mort gage backed

securities

3 286, 790,168 $ 3,214,572 $ 290, 004,740 $ 293, 327, 177
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NOTE 6 -- COWM TMENTS AND CONTI NGENCI ES

The Secretary has been designated by Congress as the fiduciary wth
responsibility for investing resources held in trust, collecting all nonies
due from outside individuals/organizations for the use of Indian |lands and the
extraction of natural resources fromlIndian |ands, and disbursing such nonies
collected to the appropriate beneficiaries.

Tribal organizations and classes of Indian individuals have filed various
claims against the United States for failure to fulfill its fiduciary
responsibilities and for related charges. Nei ther the OTFM nor the Ofice of
the Solicitor for the US. Departnent of the Interior can presently determ ne
the outcome of these actions or the total anpunt, responsibility and funding
source of the potential liability.

Any actual liabilities resulting from adverse outconmes of the contingencies
descri bed above are generally expected to be satisfied with U S. Governnent
funds, and not assets of the Trust Fund. No anpunts have been accrued in the
acconpanying Trust Fund financial statenent for potential clains receivable
fromthe U S. Governnent.

NOTE 7 -- REALI GNMENT UNDER THE OFFI CE THE OF SPECI AL TRUSTEE

On February 9, 1996, Secretarial Order 3197 inplenented Departnment of t he
Interior’s OFfice of the Special Trustee for American Indians (OSTAl) , which
was established by the Anerican Indian Trust Fund Managenent Reform Act of
1994. The Order also transferred the OTFM and financial trust services
performed at Bureau of Indian Affair’s Area and Agency Ofices, from the
Bureau to the OSTAl.

NOTE 8 -- TRUST FUND BALANCES

Di sputed Bal ances and Beneficiaries Unable to Confirm Balances and Simlar
Matters

A portion of the Beneficiaries for whom the Bureau holds assets in trust do
not receive adequate information to determ ne whether their account bal ances
reflected in the Bureau’s records are proper.

A significant number of I1M accounts and bal ances are held for the benefit of
m nors and other individuals who have been determined by the Bureau to require

assistance in managing their trust account activities and bal ances. It is the
practice of the Bureau to not forward financial data to mnors and other |IIM
account holders with supervised accounts. Agency Superintendents typically
act as custodians for these supervised accounts. In addition, some |IM
account holders have not furnished the Bureau their addresses which would
allow the Bureau to forward their account statenents. Accordingly, certain
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account holders do not, or are unable to, agree with the balances reflected in
their accounts.

The ultimate account holders of a portion of the nonies held in the || M Trust
Fund have not been determnmined by the Bureau and, accordingly, such nonies have
not been distributed. Aso, included in the Tribal Trust Funds are bal ances
not identified to specific Tribes because judgnent awards were granted to
several Indian Tribes in a particular geographic area for settlenent of clainms
related to certain |ands. Because such armounts were not awarded to a specific
Tribe or individual, there is no independent party (independent of the Bureau)
to deternmine the ownership of these account bal ances.

Il M account holders who have been determined by the Bureau to require
assistance in managing their financial affairs have had instances of paynents
made from their accounts that have not been adequately reviewed and approved
in accordance with applicable regulations. At many Bureau |ocations
procedures are inadequate to ensure that such expenditures are made in
accordance with applicable regul ations.

Unal | ocated Bal ances, Net

The net unallocated balances for the IIM Trust Fund bal ances, consisting of
curmul ative di fferences between Omi and subsidiary detail of account hol ders'
bal ances and activity (“IRVS Systeni) total ed $30, 440, 708 as of Septenber 30,
1995.

NOTE 9 -- SIGN FI CANT TRANSACTIONS W TH OTHER U.S. GOVERNVENT ORGANI ZATI ONS

Debt Arrangenents

The Bureau is a party to various note payable agreenents. These agreenents
are primarily between the Indian Tribes and the U S. Departnent of Agriculture
Farmers Honme Adnministration (“FmHA”) or the U S Department of Commrerce
Economi ¢ Devel opment Administration (“EDA") . The proceeds of the FmHA | oans
are used by Indian Tribes to repurchase fractional ownership interests in
allotted lands from individual |Indians.

The receipts from the acquired ownership interests are deposited into “Special
Deposit” accounts in the Il M Trust Fund, and principal and interest paynents
are made from these accounts. EDA loans are utilized for construction of
tribal facilities (governnental/admninistrative buildings, and facilities for
enterprise activities such as manufacturing, hotel/notel facilities, etc.)

I ndi vidual Tribes are primarily liable for repaynent of these |oans, however,
trust funds are utilized for paynent on these |oans.
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M neral s Managenent Services

The Bureau receives royalty paynents fromthe U S. Departnent of the Interior
M neral s Managenent Service (“MVB”) on behalf of Indian Tribes and individuals

hol ding mneral rights. MVB generally transfers the royalty paynments to the
Bureau upon receipt. At the time the royalty paynents are received, MM5 al so
provi des the Bureau with a breakdown of the tribal royalties, thus permtting
the Bureau to allocate the receipts directly into tribal accounts. However,
MVB does not provide the Bureau with ownership information for |IM account
hol ders until several weeks after the related royalty paynents are received.
Accordingly, the Bureau holds the royalty receipts wuntil it receives

information on how the royalties are to be allocated. Upon receipt of the IIM
account holders royalty ownership data, the Bureau distributes the royalty

receipts to the Il M account hol ders. Il M account royalty paynents are then
either paid by check or held in II M accounts until account holders wish to
nmake a withdrawal . MVS and the U S. Departrment of the Interior Bureau of Land

Management both perform auditing and other nonitoring procedures of mneral
royalties collected.

Overpaynents are sonetimes made by private conpanies to MVS These are first
paid to the Bureau on behalf of Indian Tribes and individuals, and then
di shursed by the Bureau to the beneficiaries. The overpaynents generally
result from paynents being made based on estimated mineral production, in
order to conmply with the Federal G| and Gas Royalty Management Act of 1982
which requires tinely distribution of royalties. Such overpaynents are
recovered by the private conpanies by adjusting future paynents. The anount
of such overpaynments as of Septenber 30, 1995, have not been quantifi ed.

O her

As discussed in Note 4, the Treasury holds cash and overni ght investnents and
acts as a disbursing agent for the Bureau. As discussed in Note 6, the U S
Departrment of the Interior Ofice of the Solicitor serves as |egal counsel for
t he Bureau.

NOTE 10 -- CONVERSION TO NEW TRUST AND | NVESTMENT SYSTEM

The OTFM converted fromits old general |edger system (TFMS) and the rel ated
i nvestment subsidiary system (MoneyMax) to a new trust and investnent system

(Omi Trust) as of March 31, 1995. The Omi Trust systerm elimnates the
necessity for subsidiary systens because cash and investnment activity is
entered and recorded directly on the Omi Trust system However, 1I1M activity
is grouped together and reflected as one line item in Omi Trust. The I M
Trust balances are still maintained on a subsidiary |edger.
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U S. DEPARTMENT OF THE |INTERI OR

BUREAU OF

| NDI AN  AFFAI RS

TRIBAL , | NDIVIDUAL |NDI AN MONIES AND OTHER SPECI AL

APPROPRI ATI ON

FUNDS

MANAGED BY THE
OFFICE OF TRUST FUNDS MANAGEMENT

SUPPLEMENTARY COMVBI NI NG STATEMENT OF ASSETS AND TRUST FUND BALANCES

SEPTEMBER 30, 1995
| ndi vi dual O her Speci al
Tri bal I ndi an Appropriation Conbi ned
Trust Moni es Funds Tot al
ASSETS
Non-Entity assets:
Intragovernmental assets:
Fund balance with Treasury (Note 4):
Cash $ 6,054,917 3,929,010 & 130,437 $ 10,114,364
Investnents (Note 5) :
Overni ght investnent 169, 860, 872 3,906, 061 20, 794, 067 194, 561, 000
Gover nment backed securities 1, 464, 284, 398 363, 873, 825 262, 201, 350 2,090, 359, 573
Accrued interest receivable 18, 098, 231 4,341, 646 3, 816, 339 26, 256, 216
Governmental assets:
Investnents (Note 5) : )
Certificates of deposit 35, 237, 962 5,892 27,803, 390 63,047, 244
Equity securities o 15, 740, 200 20, 000, 000 35, 740, 200
Mortgage backed securities 139, 984, 032 106, 473, 975 246, 458, 007
Accrued interest receivable 2,606, 475 859, 412 1, 251, 129 4,717,016
Accrued dividends receivable 97,500 100,000 - 197,500
Total Assets $ 1,851,964,587 503,489,821 § 315,996,712 § 2,671,451,120
TRUST FUND BALANCES
TRUST FUND BALANCES, held for Indian
Tribes, individuals and Special
Appropriation Funds held under
trust, including unallocated
balances $ 1,851,964,587 503,489,821 $ 315,996,712 $ 2,671,451,120

The acconpanying notes are an integral part of this statenent.
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GRIFFIN & ASSOCIATES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS DAN D. GRI FFI N

REPORT OF | NDEPENDENT PUBLI C ACCOUNTANTS ON | NTERNAL CONTRCOL STRUCTURE

To the U S. Departnment of the Interior
Bureau of Indian Affairs:

We have audited the Statement of Assets and Trust Fund Bal ances for the
Tribal, Individual |Indian Mnies and Oher Special Appropriation Funds
managed by the U.S. Department of the Interior Bureau of Indian Affairs
Ofice of Trust Funds Managenment (“OTFM') as of Septenber 30, 1995, and
have issued our report thereon dated May 17, 1996.

We conducted our audit in accordance with generally accepted auditing
st andar ds, the standards for financial audits contained in Governnent
Audi ting Standards (1994 Revision) issued by the Conptroller General of the
United States and O fice of Managenent and Budget (OVB) Bulletin Nunmber 93-
06, “Audit Requirenents for Federal Financial Statenents.” Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material msstatenent.

The managenent of OTFM is responsible for establishing and maintaining an
internal control structure. In fulfilling this responsibility, estinates
and judgnents by managenment are required to assess the expected benefits
and related costs of internal control structure policies and procedures.
The objectives on an internal control structure are to provide nmnanagenent
with reasonable, but not absolute, assurance that assets are safeguarded
agai nst |l oss from unauthorized use or disposition, that transactions are
executed in accordance with management’ s authorization and recorded
properly to permt the preparation of financial statements in accordance
wi th the conprehensive basis of accounting described in OVB Bull etin Nunber
94-01, “Form and Content of Agency Financial Statements”. Al so, projection
of any evaluation of the internal control structure to future periods is
subject to the risk that procedures may becone inadequate because of
changes in conditions or that the effectiveness of the design and operation
of policies and procedures may deteriorate.

In planning and performng our audit of the Statenent of Assets and Trust

Fund Bal ances for the Tribal, Individual Indian Mnies and O her Special
Appropriation Funds managed by OTFM as of Septenber 30, 1995, we obtained
an understanding of the internal control structure. Wth respect to the

internal control structure, we obtained an understanding of the design of
rel evant policies and procedures and whether they have been placed in
operation, and we assessed control risk in order to determ ne our auditing
procedures for the purpose of expressing an opinion on the Statenent of
Assets and Trust Fund Balances and not to provide an opinion on the

internal control structure. Accordingly, we do not express such an
opinion. Also, in accordance with OVB Bulletin Nunmber 93-06, for those
significant internal control structure policies and procedures that were
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properly designed and placed in operation, we perfornmed tests to determnne
whet her such policies and procedures were operating effectively at
Sept enber 30, 1995.

W noted certain matters involving the internal control structure and its
operation that we consider to be reportable conditions under standards
established by the Anerican Institute of Certified Public Accountants and
OVB Bulletin Nunmber 93-06. These matters are described in the “Reportable
Conditions” section of this report. Reportabl e conditions involve matters
coming to our attention relating to significant deficiencies in the design
or operation of internal control structure that, in our judgment, could
adversely affect OTFMs ability to record, process, sunmarize and report
financi al data consistent wth the assertions of management in the
financial statenents and in reported performance neasures in the Overview
secti on.

A material weakness is a reportable condition in which the design or
operation of one or nore of the internal control structure elements does
not reduce to a relatively low level the risk that errors or irregularities
in anbunts that would be material in relation to the financial statenents
being audited may occur and not be detected within a timely period by
enployees in the normal course of perforning their assigned functions.
These matters are described in the “Material Wakness” section of this
report.

W also noted other matters involving the internal control structure and
its operation as well as certain other advisory conments which we did not

consider to be reportable conditions. These comrents are set forth in the
"t her Advisory Comments" section O this report.

Material Waknesses

Cash
Cash Dbal ances converted from the prior general Iledger to Omi were
approximately $27 mllion higher than the balance per the U 'S. Treasury.

Cash reconciliation procedures only reconcile current activity fromOmi to
Treasury and do not address the wunreconciled beginning balance. The
conposition of the difference is not known and no reliance has been
obtained that either the OIFM balance or the Treasury balance is accurate.

This results in an unconfirned and unreconciled cash balance on OTFM S
books .

The General Accounting Ofice's report dated Septenber 1994, (GAQ Al MD- 94-
185) , reconmended that the OIFM contract for banking services. The report
noted that “Miintaining trust fund cash balances in a bank or other
financial institution could help BIA to provide its account holders wth
conprehensive trust account statenents, automatic interest accruals, and
reporting of taxable interest earnings to the Internal Revenue Service. |f
Bl A decides to maintain Indian trust funds in financial institutions, it

would need to provide instructions, in accordance with its fiduciary
responsibility, to the financial institutions on how the accounts are to be
managed.” Myving trust fund cash balances to a bank or other financial
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institution would also provide a reliable third party from which to obtain
bal ance confirmation. This would be an inportant step in renoving the
related audit report qualification from future audit reports.

Recommendation (1) - In addition to nmoving cash balances to a financial
institution, the resolution of the wunreconciled difference between the
general ledger and the U S. Treasury needs to be addressed. Due to the
vol ume and age of transactions conprising this difference, and the |ack of
i nt ernal and independent documentation to effectively analyze the
difference, an eventual successful reconciliation of the difference my not
be practical. We suggest that OIFM begin efforts to nediate with the
beneficiaries and the U. S Treasury to elimnate the unreconciled

di f f erence.

Client Response (1) - Treasury bal ances are reconciled nonthly. Treasury
activity is reconciled daily. Differences are isolated to the period of
Cctober 1, 1992 and prior, and have been controlled since that date.
Adjusting entries are nmade with proper docunentation and review.

Moving the function to a private sector financial institution has been

di scussed and poses two nmjor obstacles. The first obstacle is the
negotiability of a private sector check versus a U S. Treasury check. Thi s
woul d obvi ously cause problens for account holders in renmote |ocations as
U S Treasury checks are readily negotiated at |ocal merchants. A private
sector financial institution® checks would not be as negotiable. The
second obstacle is the financial resources required to obtain the services
of a private sector institution. Treasury services that are currently
provi ded could not be provided by a private sector financial institution at
the funding level the Treasury currently operates wthin. Wth the

streaml i ning of governnent comes the decrease in funding each year which
would clearly be an issue with a private sector financial institution.

| nvest nent s

The Omi trust and investment system does not anortize preniuns nor accrete
di scounts on investnment purchases using the effective interest nethod as
required by OVB 94-01, “Cther Conprehensive Basis of Accounting.”

The anortization and accretion cal cul ati ons nmust be conputed separately and
recorded as an adjustnment at year end.

This results in interim financial reporting which does not reflect the
investment portfolio's true yield.

Omi can calculate anortization and accretion only on the straight I|ine
method but currently is unable to calculate on the effective interest
met hod.

Reconmendat i on (2) - Managenent shoul d i nvestigate and consider
inplenenting reporting features including, but not Ilimted to, t hose
descri bed bel ow

¢ Amortization and accretion of premuns and discounts wutilizing the
effective interest nethod.
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¢ Timely and accurate calculation and posting of interest and investment
earnings for |IM account hol ders.

¢ Investment per f or mance measur ement reports to managenent and
beneficiaries, detailed by nonth and by year. It should also have
annual historical detail for at least five years, on the follow ng
i nformation:

0 Investment carrying values and market val ues detailed by
i ndi vi dual securities

Investment earnings
Gains and losses on investments
Unrealized appreciation/depreciation in market value

Percentage return on investment

(el e B * AR <

Total portfolio return compared to various market averages and
benchmar ks

¢ Managerial reporting capabilities to measure and evaluate the
performance of individual OTFM portfolio managers.

Client response (2) - Anortization and accretion. The OTFM is in the
process of contracting for a new system that will handle anortization and
accretion for the assets using the Effective Interest Method (Retrospective
for Collateralized Mrtgage Cbligations) in order to show the assets at
cost in the OTFM financial statements as required by the CFO Act. W have
requested a Solicitor’s opinion to determ ne whether the OIFM should be
conplying with the Uniform principal and Income Act wth regards to

fiduciary customer account information and statenents . The Uniform
Principal and Incone Act is the accepted practice for the private sector
trust industry. The Uniform Principal and Income Act states that no
al l omance or adjustnments should be nmade for anortization and accretion on
assets which receive at least an annual interest paynent. In the event
that it is determned that we should be con-plying with the Uniform
Principle and I ncone Act, the Branch of Investnent Accounting will reflect

in Omi Trust anortization and accretion for redeened, called or natured
securities using the Effective Interest Method.

Tinmely and accurate calculation and posting of interest and investnent
earnings for |1M account holders. The findi ngs described are the result of
not having adequate systens. Once new systens are in place, the follow ng
options would be avail abl e.

Option 1. Continue to operate as we are, based on reasonabl e assurances of
the long termnature of the Il M program This is to be tenpered, however,
with the new ten year horizon limtation as expressed in the proposed
I nvestment Policy Cuidelines. Wth a portfolio ultimately | addered by the
nonth out to ten years, exposure to market volatility would be drastically
reduced from present |evels and presumably would minimze gains and | osses
from a substantial 1iquidation. Also, incone yields to account holders
will be reduced from past and present |evels.
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Option 2. Take Option #1 a step further to include a nonthly portfolio
valuation with the unrealized gain or loss versus the previous nonth’s
val uation being added to or subtracted fromthe current nonth’ s earnings.
This step would virtually elimnate nmarket volatility as a concern, but
woul d probably result in greater gyrations in the nonthly interest rate
than is presently experienced.

Option 3. Establish a mutual fund. This requires that all bal ances and/or
receipts go into the fund at dollar amunts represented by shares. i.e. ,
if an account is opened at $125.50, then at the end of business that day,
the account holder would own 125.5 shares of the fund. At the close of
busi ness each day all investnments are narked to market (appraised by a
third party pricing service as to their market value) . The total market
value of all assets is then divided by the nunmber of shares outstanding to
determine the fund’s Net Asset Value (NAV) . Subsequent deposits into the
fund by account holders are issued shares at that day’ s NAV. Qobvi ousl y,
this option produces a changed NAV each day, assuming the pool of
investments is made up of fixed inconme marketable securities as prescribed
in 25 U S.C. 162. It would take a great deal of education in Indian
Country to explain how a mnutual fund works, and even when explained
properly, the tolerance for great price fluctuations in NAV wuld be a
constant source of irritation to the participants and tribal |eadership.
To hold the NAV fluctuations to a minimum the maturities of the securities
owned should be shortened, and the variety should be limted to only the
nmost readily marketable type of security to minimze price fluctuations.
The result would be the effective yield in the portfolio would greatly
di m nish fromthe past levels enjoyed by IIM account hol ders. Since there
are several thousand nutual funds in existence, it would be easy to
contract out the entire operation of the IIMfund to establish nutual fund
operations service providers. It could be run as a proprietary fund with
i nvest ment decisions made by our staff, or by a contract noney manager.
Al'l options would have various effects upon costs to operate OTFM

Option 4. Establish a Mney Market Fund. The nmechanics of this option are
basically the sanme as described above in the Mitual Fund Option. The nmgj or

difference is in the type of investnents owned by the portfolio. A noney
market fund invests in very short term high liquid, cash equivalent
securities , and CD's with maturities not exceeding 90 days. The result is

that the NAV is maintained at $1.00 with no fluctuation. The significant
difference to the IIM account holder would be that his yield would drop
consi derably from present and past |evels. This is not a prudent strategy
for long term accounts such as mnor accounts.

Option 5. Establish a Credit Union with the |IM pool. This option would
require that the investnents be segregated as an asset account and the
deposits as liabilities just like any credit union or bank enterprise. The
Il M accounts woul d essentially be passbook savings accounts. Rat her than
calculating and paying a floating rate each nonth as we are now doing, a
set interest rate would be paid on the accounts, changing only periodically
to reflect “profit” levels experienced fromthe investment of the assets.
On the prem se that the program continues to have a long |life expectancy,
the market value of the portfolio could again take a back seat, being
replaced with the new discipline of shortening duration through judicious
sales and nore prudent/restrictive buying practices. Account hol ders
probably would |ike the idea of predictable interest rates even if their
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yield is | ower. This option would probably be the easiest to explain to
the 11 M account holders and tribal |eadership since the magjority of people
under stand and accept the concept of being paid a fixed rate on a “deposit”
account . Excess earnings nmight one day become available for defraying
expenses or they mght be used to pay periodic bonuses to account hol ders.
The investments and accounting could continue to be done with the present
OTFM staff with little nodification to job activities. This option would
fit as an integral part of conceptual devel opnent bank mentioned by the
Speci al Trustee.

Option 6. Create a “Fund” with U S. Treasury. Place all of the Il M funds
with Treasury to invest in non-narketable Treasury securities. It is our
understanding that Treasury pays the average of all Treasury securities
with pmaturities greater than four years to governnent enmpl oyees

participating in the Thrift Savings Plan “G Fund”. The accounting woul d be
simlar to the credit union concept, only the investnment process would be
greatly sinplified. The result would be a less costly operation to run,

but the yield to the Il Maccount hol der woul d decline from present and past
levels, but not as drastically as in the other options.

Option 7. Treasury Overnighter. If the Treasury can’'t be convinced that
the approach discussed as Option 6 represents a savings to the taxpayer,
then we could default to the Treasury’'s “COverni ghter” program This woul d
virtually elimnate the investnment process, reducing the fund to a npney
mar ket account with a one day average life paying the “fed funds” rate. It
woul d be super liquid, no portfolio accounting would be required once all
existing investnents had nmatured or been sold, and no investnent staff
woul d be needed. O course, the account holder would earn nuch less on his
“deposit” during periods when the yield curve is positively sloped which is
nost of the tine.

All of the options listed will produce |ower yields to the account hol ders
than they presently are receiving, but a rmuch nore equitable distribution
of earnings woul d be achieved.

I nvest ment Perfornmance Measurenent. Al t hough the Omi System is state of
the art in many aspects, the contractor has been unable to provide the
performance nmeasurements and anortization and accretion capabilities
required of the OTFM The OTFM is presently negotiating with vendors in
the private sector to provide perfornmance measurenent capability currently

not avail abl e. Included will be all of the features |isted in the
recormmendation as well as the ability to evaluate the performance of
i ndi vi dual OTFM portfolio nanagers. We recognize the requirements of the
Association for Investnent Management and Research (AIMR) . The AI MR
requi renents wi || be included in any state-of-the art system

I npl enent ati on should be conpleted the end of fiscal year 1996.

Trust Fund Bal ances

The Budget Clearing Account #6875 with Treasury has a balance of
approximately $11.7 mllion, of which only approximtely $168,000 is
reflected on Omi. This is a shared account with the Division of
Accounting Managenent and it cannot be determined at this time to whom the
bal ances bel ong.

30



An “Undistributed Interest Account from TFMsS® (the prior general |edger
systernmp exists on Omi with a balance of approxinmately $1.8 mllion at
Sept enber 30, 1995.

There is a difference between the general |edger summary account of
I ndividual Indian Mnies (“IIM) on Omi and the total of the bal ances per
the Il M subsidiary |edger detail. The difference was approximtely $30
mllion at September 30, 1995 with the general |edger carrying the higher
bal ance. There are also negative cash balances on the IIM subsidiary
system aggregating approximately $46 mllion.

The effect of the above itens is to further substantiate the unreliability
of the trust fund bal ances as reflected by OTFM

The above differences have arisen over tine due to a |lack of reconciliation
successes.

Recomendation (3) - Differences existing at the individual trust fund
bal ance |evel between OIFM subsidiary detail records and corresponding
general |edger control accounts, as well as differences between OTFM
accounting records and the US. Treasury are pervasive. These past

di fferences need to be analyzed and resolved, and current reconciliation
procedures established and closely nobnitored to prevent future problemns.
Managenment is currently in the process of isolating and analyzing
di fferences between the Il M subsidiary system and the correspondi ng gener al
| edger control account. Based on prelimnary assessments, it appears that
OTFM wi Il require additional funds to fully rectify the existing problem
We encourage this process and recomend continued efforts to resolve the
probl em

Client Response (3) - Budget d earing. The account referred above as a
Budget Clearing Account is actually a Bureau Suspense Account (14x6875)
shared with the Division of Accounting Mnagenent. The portion of the

suspense account balance identified as Indian trust funds, approximtely
$168, 000 at Septenber 30, 1995, is reflected on the Omi Trust System The
Bureau, Division of Accounting Mnagenment, has a contractor working jointly
with OTFM to identify and clear the remmining balances in the shared
portion of this account. The target date for identifying the bal ances is
Sept enber 30, 1996.

Undi stributed Interest. Undi stributed Interest Account from Trust Funds
Management  System (TFMS). The OTFM Branch of Tribal Trust Funds
Accounting is currently working on a reconciliation of the Undistributed
Interest Account from TFMS (OT-8365-01-38). The amounts in this account

were accumul ated prior to the conversion to the Omi Trust System

Di fference between the general |edger sunmary account of |ndividual |ndian
Monies (1M on Omi and the total of the balances per the IIM subsidiary

| edger detail. As stated in the audit report, these differences and
negative balances are an accunulation of many years of out of balance
situations . By Septenber 30, 1996, the differences and the negative
bal ances will be segregated from the aggregate pool, and researched as

funding is nade avail abl e.
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Area and Agency O fices

A review of questionnaire responses from the Area and Agency offices
indicated that there is no consistency in the application of accounting

processes and procedures. There were also inconsistencies reported in
duties perfornmed by certain key personnel at the Agency offices, as well as
i nadequat e segregation of duties. During the period under audit, staff in

the Area and Agency offices were supervised by the Bureau, and did not
report to the OTFM

During 1994, the OTFM prepared and distributed to Area and Agency offices a
desktop operating manual which docunents |1M procedures. The Areas and
Agencies often did not rely on the nobst recent procedure nmanuals. The 42
Bl AM was reported as being utilized nost frequently, yet several Agencies
reported not having a copy of the 42 Bl AM

This lack of standardization resulted in the OIFM having mninmal control
over the staff accounting for the mmjority of the receipts and
di sbursements in the |l Msystem Wth the exception of investnent rel ated
transactions, transactions affecting the IIM system originate in the Area
and Agency offices.

Recommendation (4) - During fiscal vyear 1996, the OIFM was given
responsibility for approximately 170 Area and Agency office financial trust

accounting personnel. Wth this direct authority, we recommend the OTFM
begin conprehensive and aggressive efforts to inplement and enforce
standard and consi stent operating procedures. This process will require a
conprehensive review of the applicability and adequacy of existing

procedures, focusing on sound internal accounting controls and operating
ef ficiencies. Once the procedures are inplemented, the OTFM shoul d provide
ongoing training and continually monitor performance and conpliance wth
the prescribed procedures.

Client Responses (4) - Area and Agency Ofices. Preparation for a
conprehensive review of existing procedures in use at the Area and Agency
offices is underway and will be reviewed and updated continually as funding

is avail able.

Gener al

The accounting systens and internal control procedures used by the OIFM
have suffered from a variety of system and procedural internal control
weaknesses, and other problems, such as understaffed accounting operations
at all levels, a lack of experienced accounting supervisors, a lack of
m ni mum standards for key positions in the accounting process, inadequate
training programs and inherent limtations in existing conputerized
accounting systens. In addition, current nanagenent is burdened with the
ongoi ng i npact of decades of accumulated errors in the accounting records.
These factors place significant limtations on managenent’s ability to
effectively manage the Trust Funds entrusted to the OTFM

In an effort to effectively address these pervasive issues, the OTFM was

pl aced under the direction of the Ofice of the Special Trustee for
Arerican Indians (“CSTAI") , effective February 9, 1996. The OSTAl has
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devel oped the conceptual framework for a conprehensive strategic plan to
address the issues set forth herein. However, given the recency of the
OSTAI  involvenent, it is not possible at this tine to provide any
meani ngful feedback on the viability of the strategic plan or to assess
progress on its inplenentation.

Reportabl e Conditions

Cash

Negati ve Cash Bal ances

There are thirteen (13) cash accounts on Omi wth negative balances
totaling approximtely $742,000.

St andardi zed procedures have been instituted to address the handling of
negati ve cash balances and a tinme linmt has been established to address
such bal ances. We recommend that the OTFM continue such procedures. The
current bal ances, however, are likely to remain intact until the US.
Gover nnent and the beneficiaries reach a resolution regarding past
activities and bal ances.

[1'M Investnent Earnings

During the fiscal year ended Septenber 30, 1995, no IIM reconciliation
process was in place to reconcile the cash interest received during the

month to the cash interest withdrawn per the nonthly interest accrual. In
addi tion, no process existed to reconcile the interest allocated to
i ndi vidual accounts to the anmpunts distributed. Due to the manually

cal cul ated distributions made during the month, the interest ultimtely
distributed by the Area and Agency offices does not agree to the actual
amount of interest earnings.

Recommendation (5) - Standardized procedures should be introduced to
reconcile the nmonthly interest allocation at the I1M account |evel. I'n
addi tion, a policy should be developed to address the clearing of
di fferences created during the allocation process. Time limts should be

established for items to be cleared and a revie,process should be
instituted to ensure that these procedures are followed.

Client Response (5) - [|IM Investnent Earnings. The OTFM  Branch of
I nvest ment Accounting is currently working on bringing «current a
reconciliation of |1IM accrued earnings distributed to interest paynents
recei ved. In addition, the Branch of Investnent Accounting is tracking all
anortization and accretion distributed on assets held in order to properly
reflect gains and losses in the IIM nonthly factor. The OTFM Branch of

1M has drafted procedures for the field staff covering the reconciliation
of interest distributed to the individual accounts to interest funded by
the OTFM Al differences will be resolved on a nonthly basis. The target
date for the reconciliation procedures to be in place is July 1996 for the
June interest distribution. These procedures will be fully automated with
the conversion to a nodern fund type of IIM system This system will be
i mpl emented as funding is nade avail abl e.
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I nvest mrents Records Managenent

As part of the investments testwork, specific investnents were selected and
the carrying value per Omi was agreed to third party purchase

docunent ati on. The third party docunmentation consi sted of brokers”
advi ces confirmng the purchase anount , i nterest rate and ot her
i nformati on. O a sanple of 73 securities, 14 (19 percent) were not

supported by purchase confirnmations. Three securities, or 4 percent of the
m ssing docunentation, related to securities purchased during fiscal vyear
1995. Al of the documents were |later obtained by contacting brokers
directly and having the information faxed to the OTFM or were verified in
the custodial reconciliation process.

Reconmendation (6) - A review of the investnment records nmanagenent process
shoul d be perforned. A step should be added and enforced to ensure that
the filing of information is secure and available if needed to prove
ownership by the OTFM

Client Response (6) - Investnent Records Managenent. The OTFM Branch of
I nvestnments Accounting holds the official purchase ticket file which
contains all critical information on a security purchase. A 1 og has been
put in place which tracks all mssing information on individual security
pur chases. Qut standi ng documents on the log wll be requested. Thi s
of ficial purchase ticket file is now secured. These records are kept in

the Branch of Investnments Accounting for 60 days, then placed in the Branch
of Records Managenent secured storage until archived. Any docunents needed
nmust be checked out and signed for in order to ensure the integrity of the
file. It should al so be noted that a custodian reconciliation is perforned
monthly to compare securities in the OmiTrust System Inventories to the
third party custodial statements.

The OTFM Branch of Records Mnagenent protects all OIFM records, to
i nclude Investnent Records, in accordance with requirenents of the National
Records Act, as well as those of the Departnent Manual (DV) . Thi s includes
records storage requirenents such as limted access to these docunents and
by storing them in secure storage facilities within the organization.
I ndi vidual s can research records but only if they are supervised by Records
Management personnel. St orage procedures include |ocks on the basenent
storage area, wth access limted to Records Personnel. An inventory of
all OTFM records, to include investnent records, is 90% conplete. The
remaining 10% will be conpleted no |ater than Decenmber 31, 1996. Most
docunents can be located within the hour on the OTFM autonmated inventory.

I M Special Deposit Accounts

Through the Area and Agency offices, the Bureau deposits noney into special
deposit accounts within the Il M system when a neans to allocate the noney
is not imediately clear. There appears to be no control at the central
office or at the Area and Agency office level to verify that items are
eventual |y cleared.

These nmonies which may belong to a trust beneficiary, remain unposted to

t he beneficiary’s account and subsequent investnment or disbursement of the
funds is del ayed.
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Lack of standardized procedures and adequate resources to identify and
allocate these nonies is the primary cause of the deposit account bal ances.

Reconmendation (7) - Standardized procedures should be introduced for the
use of special deposit accounts. Included in these standardi zed procedures
should be a tine Ilimt for itens to be cleared and a review and

reconciliation process for ensuring that these procedures are followed.

Client Response (7) - Preparation for a conprehensive review of existing
procedures in use at the Area and Agency offices is underway and will be
reviewed and updated continuously as funding is avail able.

Omnnershi p Records

Ownership records at the Area and Agency offices are not updated in a
timely manner. This results in the potential for inaccurate distributions
of lease inconme to Il M account hol ders. Lack of resources to process the
significant number of changes causes this backl og.

Reconmendation (8) - The long-termsolution is to identify and inplenent a
system for handling the ownership changes in a nore efficient nanner.
However, until a nore capable system is inplenented, additional staff
shoul d be added to reduce and elimnate the backlog, and then to maintain a
current status. St andards should be witten identifying time limts for
maki ng changes to the existing system and a review process should be
i nplemented to verify that the standards are being nmet on a consistent
basi s.

Client Response (8) - Owership records. Ownership records are naintai ned
by the Land Titles and Records Center and are updated in the automated Land
Records Informati on System (LRI'S) . This systemis managed by the BI A OIFM

has submitted a copy of this Internal Control Report to the Deputy
Conmi ssioner of Indian Affairs for consideration.

Cener al
Policies and Procedures

In reviewing the internal control structure for the OTFM other than the
II'M desktop nanual, we were unable to locate current witten policies and
procedures. No formal witten procedures were |ocated to docunent the
i nvest ment process, accounting for investnents and accounting for Tribal
Trust Funds.

Reconmendation (9) - Witten polices and procedures should be updated for
every process and transaction handl ed by the OTFM Once witten, policies
and procedures should be inplemented and OTFM personnel thoroughly trained.
Conpliance with OTFM policies and procedures should be closely nonitored
and personnel should be held accountable for nonconpliance. A rotating
schedul e shoul d al so be established for periodic review and updating of all
policies and procedures.

Client Response (9) - Policies and Procedures. In May 1996, OTFM publi shed
25 CFR Part 144, the proposed rule to implement Pub. L. 103-412, The
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Ameri can I ndian Trust Fund Managenent Reform Act in the Federal Register.
This rule describes the process for Tribes to renove their funds from
trust . In Nov. , 1994, the Loss Policy was published as Supplenent 5, Chap.
85 of the Bureau of Indian Affairs Manual (85 Bl AM. In addition, since
1992 the OTFM has issued Nunbered Menoranduns regarding its trust fund
managenent activities. These include Accounting, Systens, Investnent, and
| SSDA ar eas. These docunents were all to be published in 85 BIAM
However, the February, 1996 transfer of OITFM from BIA to the Ofice of the
Speci al Trustee delayed this plan. Now all OTFM policies will be placed in
t he Departmental Manual (DV . The OTFM Numbered Menorandunms are currently
reviewed once a year for accuracy, and updated as necessary. I'n addition,
OTFM also relies on the 25 CFR for direction in such matters as IIM per
capita paynents, and mmnagenent of trust funds. Finally, a nunmber of
documents are in draft such as the Investments Policy, and the Omi Trust
Policies and Procedures Manual . Once policies and procedures are published
inthe DM formal training of all staff will be perforned, and reviews and
updates will be made on a rotating schedule. In the neantime, informal
training is performed by a nunmber of ways: (1) notification of publication
of new OTFM policy, regulation, or procedure (this is by the Branch of
Policies and Procedures, and includes hard copies, explanations, etc.); or
(2) establishment of a Task Force to address new procedures, such as
Wt hdrawal of Trust Funds Workgroup, which reviews Tribal requests to
wi thdraws funds from trust.

Accounts Receivabl e System

The Bureau does not have an accounts receivable systemin place. The GAQ
in its report dated April 25, 1994, (GAQ AIMD>-94-11COR) recommended that the
Bureau devel op an accounts receivable system Currently, the Bureau has no
assurance that all |ease revenues are billed and subsequently coll ected.

Such a system should provide reasonabl e assurance that earned revenues are
billed, collected and posted to the appropriate beneficiary s account.

Reconmmendation (10) - W recommend that an accounts receivable system be
devel oped and i npl enented. The system should enconpass all revenue
susceptible to accrual and should integrate with both the Tribal Trust and
the 11 M accounting systens.

Client Response (10) - Accounts Receivable System Accounting of trust
receipts begins once the funds are received by the governnent. The accrual
and billing of incone from trust resources resides with systems currently

managed by BIA.  Wth the Omi System OTFMis able to utilize reports that
detail upcoming investnent security interest paynents, principal pay downs,
maturities and calls. A copy of this Internal Control Report has been
provided to BIA for consideration.

Gt her Advi sory Conments

Cash Reconciliation Process

The daily cash reconciliation prepared is not presented in a traditional
bank reconciliation format with adjusted bank agreed to adjusted book. The
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reconciliation ignores the differences between Omi’s opening bal ance and
that of the Treasury and lists only reconciling itenms created subsequent to

the conversion. A section of the daily reconciliation is titled “Omi
adjustments and prior period” wth all the items in this section
representing partial clearings of the opening difference. If the opening

difference were carried on the daily reconciliation, the itens in this
section could be netted against the opening difference and woul d no | onger
need to be included on the daily reconciliation worksheet. Because the
daily reconciliation does not reflect the actual cash bal ance per Treasury,
a second reconciliation is performed at nmonth end which reconciles the
Treasury cash per the daily reconciliation to the actual nonth-end cash
bal ance reported by Treasury.

Reconmendation (11) - The daily reconciliation should be presented in a
traditional bank reconciliation format conparing adjusted book to adjusted
bank. In addition, the nonth end reconciliation of the Treasury bal ances
should be incorporated into the daily reconciliation process. Al l
reconciling itens between the total cash per Omi and the total cash per
Treasury, including the opening difference, should be listed in the daily
reconciliation. This presentation would make it easier to identify which
reconciling itens were applicable to the Treasury and which were applicable
to Omi. In addition, all the reconciling items would be on one document

providing a conplete picture of the differences between Omi and the
Treasury.

Client Response (11) - Cash Reconciliation Process. Presentation of the
daily cash reconciliation presently appears in a traditional bank
reconciliation format. In the future, the unknown difference will be

presented as a separate item

El ectronic Data Processing

Di saster Recovery

Di saster recovery planning over the Omi application is adequate. However,

our review noted there currently is no formal agreement for disaster
recovery pertaining to the Unisys A-17 or the |BM 3090. Qur observations
also noted that the physical location of the two muinfranmes is at the
Al buquer que Federal Court Buil ding, a high risk [location. I nfor mal
arrangenents have been nade with other governnental agencies to provide
recovery services in the event of a disaster.

Reconmendation (12) - W suggest that disaster recovery planning over the
mai nf rame environment continue to be a high priority for the Bureau. Qur
understanding is that the disaster recovery contract is currently up for
bid and has been del ayed pending governnent funding. In the interim steps
should be taken to ensure the Bureau has the ability to efficiently and
effectively recover operations in order to reduce both the risk of
financial loss and the level of disruption to the Bureau and its Area
of fices. Recovery from governnent agencies with conpatible systens is a
vi abl e option; however, tests of such arrangenents should be performed to
identify potential conpatibility or capacity problens.

Client Response (12) - Disaster Recovery. The 1BM 3090 and the Unisys A-17
are managed by the BIA A copy of this Internal Control Report has been
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provided to the Deputy Commissioner of Indian Affairs for consideration.
The OTFM has been in contact with BIA officials and has |earned that
inquiries have been initiated to determ ne the cost of using COLD (Conputer
Qutput to Laser Disk) technology to store the transactions devel oped within
the 1M systemon a nmonthly, weekly or daily basis. Cont act has been nade
with FEDSIM and a |ocal COLD provider has been determ ned. Resol uti on
should be achieved prior to second quarter fiscal Year 1997 wth an
enmergency purchase order devel oped to cover the short term need. Two CD's
woul d be created. One would be held here at the OTFM an the other will be
stored at Commons War ehouse.

Password Controls

Security controls over the Unisys A-17 mainfrane are inadequate. The
system does not require automatic password changes periodically, users are
not autonatically |logged out after a specified period of inactivity, and
there is no limt to the number of invalid password attenpts nade by a
user. Furthernore, our discussion noted that “Help Desk” personnel have
the ability to reinstate or reset passwords which have been revoked.

Recommendation (13) - W suggest that the Bureau evaluate options to
increase the level of security controls inplenented. Those controls
identified in the observation should be taken into consideration. We al so

suggest that only those individuals with system adm nistrator designation
be allowed to reset passwords.

Client Response (13) - Password Controls. The Unisys A-17 is managed by
the BIA. A copy of this Internal Control Report has been provided to the
Deputy Conmissioner of Indian Affairs for consideration. Access to the IIM

system is one of the itens which will be changed when IIMis renoved from
the A-17. OTFM proposes to nmove the system to the IBM 3090 prior to
novenent to a client server. The OTFM woul d like to nmake this nove prior

to Decenber 31, 1996.

Application Change Controls

Qur review noted that changes to the Individual |Indian Mnies (IIM

application are not performed in a test environnment on the Unisys A-17
mai nf r ame. There are also no procedures in place for subsequent review
after changes have been inplemented by the programer. Review is limted

to verification of the output by the requesting party.

Reconmendation (14) - W suggest that the Bureau evaluate the cost/benefit
of devel oping a segregated test and production environnent on the Unisys.
Separate environnments will assist in maintaining the integrity of the data
and the production application. Procedures should be inplenmented requiring
the review of all application changes by a technical individual other than
t he programmer. At a mnimum each of the two IIM programrers should
review the work of the other and docunent approval before Data Mnhagenent
pl aces the application into production.

Client Response (14)- Application Change Controls. The Unisys A-17 is
managed by the BIA A copy of this Internal Control Report has been
provided to the Deputy Comm ssioner of Indian Affairs for consideration.
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When the IIMsystemis noved fromthe A-17, a test/devel oprment region will
be established.

Conversion to Omi Trust

We noted that the OIFM did not retain an outside consultant to assist in
the 1995 conputer conversion. Al t hough an OTFM enpl oyee was responsible
for the conversion, they also had daily tasks to perform and could not
devote 100% of their time to the conversion process.

Recommendation (15) - Because the OIFM is currently in the process of
i nvestigating, and later inplementing a new IIM system a conputer
conversion is again anticipated. Due to the conplexity and volune of the
information carried on the IIM system a systems consultant should be
consi der ed. A consultant would have the benefit of not having every day
tasks to perform for the OTFM and could dedicate time to an initial and
ongoi ng needs analysis, investigating and presenting alternative systerns
and rating their advantages and di sadvant ages. The consultant would al so
be able to assist in the inplenentation of the system and the training of
OTFM personnel . Bef ore anot her conversion is undertaken, the OTFM shoul d
conplete a detailed plan noting who wll be involved, what each
individual' s responsibilities will be, and their correspondi ng

del i verabl es.

Client Response (15) ~“~Conversion to Omi Trust. OTFM agrees with the
recomendation and will pursue hiring of a consultant for future system
conversions as funding is available.

1099 Interest Reporting

Currently, there are individuals wth no known social security nunber
receiving interest inconme on trust investnments. Because the soci al
security nunber is unknown, the OTFM reports the interest earnings to the
Internal Revenue Service (“IRS") with no recipient social security number.

They do not withhold taxes prior to the interest distribution, O the
approxi mately 260,000 accounts on the IIM system held by individuals,

approximately half, or 130,000, have no social security nunber.

Recommendation (16) - Tax withholding prior to distribution of interest
earnings to individuals should be inplenmented. A program of withhol ding
taxes and subsequent remittance to the IRS, if inplenmented properly, would
ensure the collection of taxes and tinely reporting to the IRs. Thi's
program woul d elimnate any exposure to the OTFM for penalties assessed hy
the IRS for non-reporting of interest distributions.

Client Response (16) - 1099 Reporting. The OTFM desires and anti ci pates
development t and inplementation of such a program as funding is nade
avai |l abl e. Upon inplenentation of a new IIM system a tax wthholding
nodule will be avail able. Fundi ng for data clean-up and the new I | M system
has been requested in the President’s fiscal year 1997 budget request.
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Qur consideration of the internal control structure would not necessarily
disclose all matters in the internal control structure that mght be
reportable conditions and, accordingly, would not necessarily disclose all
reportable conditions that are also considered to be material weaknesses as
defined above.

This report is intended for the information of the Inspector GCeneral, the
Assistant Secretary for Indian Affairs, the Ofice of Special Trustee for
Anerican Indians of the U S. Departnent of Interior and managenent of OTFM
and is not intended for any other purpose. However, this report is a
matter of public record and its distribution is not linited.

A /‘%SCT‘KJ, 7 4. /0 '

& ASSOCIATES, P.C.

Boul der, Col orado
May 17, 1996
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GRIFFIN & ASSOCIATES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS DAN D. GR FFIN

REPORT OF | NDEPENDENT PUBLI C ACCOUNTANTS ON COVPLI ANCE WTH LAWS AND REGULATI ONS

To the U S. Departnent of the Interior
Bureau of Indian Affairs:

We have audited the Statenent of Assets and Trust Fund Bal ances for the
Tribal, Individual Indian Mnies and Oher Special Appropriation Funds
managed by the U S. Departnent of the Interior Bureau of Indian Affairs
O fice of Trust Funds Managenent (“the OTFM') as of Septenmber 30, 1995, and
have issued our report thereon dated May 17, 1996.

We conducted our audit in accordance with generally accepted auditing
st andar ds, the standards for financial audits contained in Governnent
Audi ting Standards (1994 Revision) issued by the Conptroller General of the
United States and O fice of Managenent and Budget (OVB) Bulletin 93-06,
“Audit Requirements for Federal Financial Statenments.” Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material nisstatenent.

Conpliance with laws and regulations applicable to the OIFM is the
responsibility of the managenent of the OTFM As part of obtaining
reasonabl e assurance about whether the statement referred to above is free
of material misstatenent, we perforned tests of OIFM and conpliance with
certain provisions of laws and regul ations. As part of our audit, we also
obtained an understanding of nmanagenent’s process for evaluating and
reporting on internal control and accounting systems as required by the
Federal Managers’ Financial Integrity Act (FMFIA) and conpared the nateri al
weaknesses reported in the Bureau of Indian Affairs, Office of Trust Funds
Managenment’s FMFIA report that relate to the financial statement under
audit to the material weaknesses and other reportable conditions found
during the evaluation we conducted of the OTFMs internal control system
However, the objective of our audit was not to provide an opinion on
overal|l conpliance with such provisions. Accordingly, we do not express
such an opi ni on.

Materi al instances of nonconpliance are failures to follow requirenents, or
viol ations of prohibitions, contained in law or regulations that cause us
to conclude that the aggregation of the msstatements resulting from those
failures or violations is material to the Statenent of Assets and Trust
Fund Bal ances, or the sensitivity of the matter would cause it to be
perceived as significant by others. The results of our tests disclosed no
materi al instances of nonconpliance that are required to be reported under
Government Auditing Standards.

As comunicated to us by the Ofice of the Solicitor (Solicitor) for the
Departnment of the Interior, tribal organizations and classes of Indian

4730 TABLE MESA DRIVE, SUITE €100, BOULDER, COLORADO 80303
PHONE (303) 543-8868 . FAX (303) 543-8869
Members of the American Institute of Certified Public Accountants



individuals have filed various clains against the U S.  CGovernment for
failure of the Federal Government to, fulfill its fiduciary responsibilities
and rel ated charges.

We also noted certain inmaterial instances of nonconpliance. The results
of our tests of conpliance disclosed the follow ng instances of imuaterial
nonconpl i ance.

¢ Instances of nonconpliance with 25 CFR, Part 162 were noted during
visits to Agency offices as follows:

¢ The Pima Agency had one lease with the following exceptions:

¢ The lease was not advertised nor put out for bid prior to letting
the |ease.

¢ A surety bond guaranteeing the contractual obligation was not
obt ai ned.

¢ The January 1, 1995  paynent was received June 2, 1995. No
interest was charged nor received on the |ate paynent.

¢ The Unta and Quray Agency had two leases wth the followng
exceptions:

¢ Two leases had no documentation indicating that the leases were
let at fair market rental.

¢ Two leases contained no surety bond guaranteeing the contractual
obl i gati on.

Client Response - The leasing of trust resources is the responsibility of
the BIA. A copy of this Report on Conpliance with Laws and Regul ati ons has
been forwarded to the BIA

¢ The Pima Agency had one violation of the Treasury Fiscal Requirements
whereby funds had been accunulated in excess of $1,000 and a tinely
deposit was not nade.

Client Response - The collection officer function at the Pima Agency is
currently perfornmed by BIA. A copy of this Report on Conpliance with Laws
and Regul ations has been forwarded to BIA In addition, OTFMwi Il reach an

agreenent with BI A whereby the collection officer at the Pina Agency routes
the collections to the Phoenix Area Ofice for deposit wusing certified
overnight mail versus regular nmail (regular mail tine lag, 2-3 days) . The
42 Bl AM Suppl ement 3 states, “Deposits shall, to the extent possible, be
made within 24 hours of the receipt of public funds, or the next workday,
in a designated Federal Depository.”

¢ The OTFM is not in compliance with the policy statement requirements of
the CFO Act.
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Client Response - It was determned that the <cost of auditing the
i nterveni ng years cannot be justified by the benefits to be obtained. The
recently concluded (20 year backward) reconciliation project denpnstrated
that the financial records were not supportive of an audit effort. The
probl enms encountered by the past reconciliation project contractor (Arthur
Andersen and Conpany, LLP) only began to be addressed during the 1993
t hrough 1995 period, primarily at the central office |evel. OTFM bel i eves
the audit of current operations will provide the best information for
moving forward with continuous inprovenents in trust fund managenent policy
and practice. A contract is in place for Fiscal Year 1996 CFO Act
financial statenment audit requirements.

¢ The OTFM is not in compliance with certain requirements of OMB Circular

125 and 127.

Client Response - To conply with OvVB Circular 125 the OIFM is in the
process of a conprehensive review of all existing policies and procedures

in order to wupdate them. In addition, draft accounting operating
procedures for the Omi System are in process. The February 1996 transfer
of OTFM from BIA to the Ofice of the Special Trustee has conplicated the
process as now all OTFM policies and procedures wll need to be
i ncorporated into the Departmental Manual (DM . OTFM nunbered policy and
procedure menoranduns currently in use will be reviewed in the Branch of
Policy and Procedure annually. Conpl eti on of the conprehensive review is

dependent on adequate funding.

To comply with OvMB Circular 127 the OTFM will established performnce
nmeasurenents for fiscal year 1998.

¢ We are aware that the Solicitor for the Department of the Interior is
aware of certain possible violations of various |aws and regul ations
which may affect the OTFM

Client Response - OTFM agrees that the Ofice of the Solicitor is aware of
certain possible violations of various |laws and regul ations that may affect
OTFM OTFMis in close contact with the Office of the Solicitor regarding
all issues with potential liability for the Federal Governnent.

¢ The OTFM has not complied with certain requirements of the U.S. General
Accounting O fice Accounting Series pronouncenent.

Client Response - To conply wth the Conptroller General’'s internal
control standards as required by the Federal Managers’ Financial Integrity
Act of 1982, the OIFM is in the process of conducting a conprehensive
review of the internal control structure. Addi tionally, OTFM has
established the Division of Quality Assurance which includes the Branches
of Policy and Procedures, Field Review and Internal Review. The Branch of
Field and Internal Review was not fully staffed until fiscal year 1996. In
fiscal year 1996, the Branch of Field Review conpleted several field
visits. The Branch of Policies and Procedures was also not fully staffed
until fiscal year 1996. A complete review of all the internal and field
policies (regulations, BlIAMs, DMs and other federal guidance) was begun but
progress was delayed due to the inpacts of the February 1996 secretarial
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order which transferred OTFM from BIA to the Ofice of the Special Trustee.
Nunerous initiatives to inprove internal controls were begun in 1996 such
as the reorganization of OIFM to include the field Ilocations. The

organi zation, policies and control of records were all assessed, and
i nprovenents have been made throughout the year. OTFM continues to
i mpl ement i nprovenents as funding is avail able.

Except as described above, the results of our tests of conpliance indicate
that, wth respect to the itens tested, the OIFM conplied with the
provisions referred to in the third paragraph of this report, and wth
respect to itens not tested, nothing came to our attention to cause us to
believe the OTFM had not conplied, in all material respects, wth those
provi si ons.

This report is intended for the information of the Inspector GCeneral, the
Assi stant Secretary for Indian Affairs, the Ofice of Special Trustee for
American Indians of the U S. Department of Interior and nanagenent of OTFM

and is not intended for any other purpose. However, this report is a
matter of public record and its distribution is not limnited.

F i C 7
% 4 /éfff‘(.é,zzfgo N ¢
GRIFFIN & ASSOCIATES, P.C.

Boulder, Colorado
May 17, 1996
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APPENDIX
STATUS OF AUDIT REPORT RECOMMENDATIONS

Finding/Recommendation

Reference Status Action Required
1-16 Resolved; not No response to this report is
implemented. required. The

recommendations will be
referred to the Assistant
Secretary for Policy,
Management and Budget for
tracking of implementation.
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ILLEGAL OR WASTEFUL ACTIVITIES
SHOULD BE REPORTED TO
THE OFFICE OF INSPECTOR GENERAL BY:

Sending written documents to: Calling:

Within the Continental United States

U.S. Department of the Interior Our 24-hour

Office of Inspector General Telephone HOTLINE
1849 C Street, N.W. 1-800-424-5081 or
Mail Stop 5341 (202) 208-5300

Washington, D.C. 20240

TDD for hearing impaired
(202) 208-2420 or
1-800-354-0996

Outside the Continental United States

Caribbean Region

U.S. Department of the Interior (703) 235-9221
Office of Inspector General

Eastern Division- Investigations

1550 Wilson Boulevard

Suite 410

Arlington, Virginia 22209

North Pacific Region

U.S. Department of the Interior (700) 550-7428 or

Office of Inspector General COMM 9-011-671-472-7279
North Pacific Region

238 Archbishop F.C. Flores Street

Suite 807, PDN Building

Agana, Guam 96910
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FTS/Commercial Numbers:
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TDD (202) 208-2420

HOTLINE

1849 C Street, N.W.
Mail Stop 5341
Washington, D.C. 20240
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