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March 5, 1993 ਾਂ
SERIAL: 347
Mrs. Ruth Van Cleve Acting Assistant Secretary Territorial and International Affairs U. S. Department of the Interior Washington, D.C. 20240
Dear Mrs. Van Cleve :
This report sets forth my administration's Plan of Action in response to the recent GAO Audit Report. The specific issues raised by the report fall into the following areas: Revenue Collection, Budget, Procurement, Human Resources, Health and Territorial Audit Office. Our Plan of Action addresses these specific issues accordingly.
The underlying issues raised by the report - an overall deterioration in the financial condition of our government, poor financial management practices, the growth of the deficit - can only be addressed over the long term. From the moment we took office, my administration has taken strong measures to address these underlying issues as well.
Our efforts are, slowly, beginning to bear fruit, but it is only through a concerted and united approach that we will see long term results. ASG and DOI must work together with the U. S. Congress to make sure that the American Samoa government can meet the needs of its people in a fiscally responsible fashion.
The Technical Assistance requests contained in the Appendix to this report are designed to help us improve our accountability. The areas in which we need assistance are critical to attaining that objective. We trust that we will have your support.
o
----
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ASG'S PLAN OF ACTION
REVENUE COLLECTION
The GAO report recommends that ASG:
(1) apply revenues in excess of budget estimates towards reducing and eliminating the General Fund deficit and thereafter build up a reserve to accommodate any future revenue shortfalls.
ASG Action
Ο ASCA defines excess revenues as revenues collected over and above
the projected budget revenues of the fiscal year. The Governor will propose legislation to amend the statute governing the Economic Stabilization Fund such that 1) 25% of all excess revenues are set aside for the replenishment of the Economic Stabilization and Emergency Fund and 2) the remaining 75% will go towards retiring the ASG deficit.
(2) aggressively collect all delinquent income taxes owed the government and consider withholding taxes at the source as a means of collecting tax on miscellaneous income.
ASG Action
O ASG continues to experience a financial drain caused by the periodic claims filed by U.S. parent companies on behalf of the two local tuna canneries. Tax refund claims are filed because the Internal Revenue Service audits the U.S. tax returns of the parent company, making adjustments which increase the U.S. taxable income of the parent, but decrease the taxable income of the American Samoa subsidiary. These adjustments are almost always IRC Section 482 adjustments relating to intercompany pricing. The adjustments decrease the cost of goods sold of the parent and likewise decrease the intercompany sales of the American Samoa subsidiary. The IRS collects the tax from the U.S. parent, then the U.S. parent files a claim with the American Samoa government on behalf of the local cannery for a refund of this tax plus interest.
The Tax Office lacks adequate staff to perform tax audits on the canneries. The Governor is requesting technical assistance from the Department of Interior to hire two retired IRS agents as full-time employees in the Tax Office for a period of two years.
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* Plan of Action: Revenue Collection
Their responsibilities will include 1) performing tax audits on the two local canneries, 2) working with the federal government to resolve the inequities of the Section 482 adjustments 3) monitoring all types of - business tax returns to ensure business compliance with the tax laws and 4) reviewing (and amending where necessary) the local version of the Internal Revenue Code.
The Tax Office has implemented aggressive collection efforts.
- 1992 Tax Returns are now cross-checked against tax receivables.
If taxes are owed to ASG, any tax refund is first applied against the taxpayer's receivable.
- ASG payables are cross-checked with the vendor list and the tax
receivables to identify those vendors who owe taxes to ASG. Taxes owed ASG go to offset whatever ASG may owe the vendor.
- in 1992, the Tax Office computer system was used to match
information from Forms 1099 with tax returns. This resulted in identifying substantial amounts of unreported income.
The Economic and Development Planning Office (EDPO) will work with Treasury to verify that all companies licensed to do business in the territory are filing their taxes.
The Business License section of EDPO and the Revenue Division of Treasury will develop a comprehensive SIC code listing for all companies licensed to operate a business in the territory. Businesses will be assigned the appropriate SIC code number for each licensed activity. This will allow EDPO to better monitor the number of registered businesses on-island, and Treasury to collect the correct amount of revenue owed for each business activity. This measure will also enable the Tax Office to identify which businesses should be filing taxes, and provide information for collection purposes.
ASCA requires that business licenses be renewed every year. The Governor will propose legislation to amend the business license statute to require that every business license renewal application be accompanied by either 1) a copy of the business' tax return from the previous year, or 2) certification from the tax office that the business' tax return has been filed.
The Tax Office is working on procedures to ensure that tax on miscellaneous income is paid. The Governor will propose legislation for the July, 1993 session to amend the local statute to allow withholding tax on miscellaneous income at the source.
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Plan of Action: Revenue Collection
In 1991, following the GAO audit, DOI Technical Assistance personnel implemented a feature which allows Treasury's computer system to automatically match tax statement and tax return information.
Treasury will review the terms of existing tax exemption certificates to ensure strict compliance; ASG is re-examining the legality of the tax exemption certificates granted to the canneries.
ASG is currently evaluating the tax incentive law to determine whether or not it should be modified or repealed altogether.
The Attorney General's Office and Treasury are reviewing all government leases to determine whether ASG is receiving a fair market value for the properties.
(3) determine the personnel needs of the collection and audit branch in the Tax Office and provide any additional resources which are needed. In making this determination, the Governor should have reasonable assurance that the costs of adding personnel do not exceed the benefits of additional tax collection and audit efforts.
ASGAction
O
The number of revenue officers assisting taxpayers with filing tax returns has been reduced from six to two. This public service will be phased out. Instead, the Tax Office will implement a VITA Program, similar to the IRS program, where volunteers (e.g. college students)
will be trained to assist taxpayers in filing their returns.
The Governor will request the Department of Interior to provide technical assistance for training revenue agents and revenue officers.
The Tax Office has drafted Rules Of Conduct for Tax Office personnel. The Rules are presently being reviewed and will be issued to all Tax personnel, who will be required to sign a statement certifying that they understand and will comply with the Rules of Conduct.
(4) ensure that proper tax identification numbers are used on tax statements
ASG Action
O Social security numbers are now used as tax identification numbers
and are required - for each taxpayer and for each dependent claimed by a taxpayer - on all tax statements and returns. This has reduced the double-claiming of dependents and the multiple problems caused by name changes.
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Plan of Action: Revenue Collection
Other Actions Relating to Revenue Collection
Ο
In 1963, the Internal Revenue Code was adopted, with certain modifications, as the basic income tax law in American Samoa. Over the years, the local law has been modified to include a two percent alternative minimum tax for individuals, an education expense deduction for dependent children attending school in the United States and other clauses. Changes made by the U.S. Congress to the Internal Revenue Code automatically become law in the Territory unless the changes are amended or excluded by local law.
Local law requires provisions of the Internal Revenue Code to be read so as to substitute "American Samoa" for "United States", "Governor" for "Commissioner of Internal Revenue", and so forth. This local provision, coupled with the many sections of the Internal Revenue Code, have caused countless tax controversies and a loss of substantial tax revenues.
The previous administration considered de-linking from the Internal Revenue Code and proposed writing an entirely separate income tax law. ASG does not consider this to be a practical solution at this time. If the Department of Interior provides technical assistance to hire two retired IRS agents, the local law and all sections of the Internal Revenue Code will be reviewed and amended where necessary.
The Governor will introduce legislation to the Fono to consider special revenue measures. Under consideration are:
- an alternative minimum business tax; - raising the alternative minimum tax for individuals; - increasing the 3% excise tax.
The Governor will request that the Department of Interior provide technical assistance under the OMIP Program to create a Port Authority.
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Plan of Action: Budget
BUDGET
The GAO report recommends that ASG:
(1) enforce section 10.0601 of the American Samoa Code, which prohibits creating obligations and making expenditures that exceed appropriations and holds responsible officials accountable for violating laws and regulations governing these activities.
ASG Action
Ο The Governor will issue a directive detailing the proper procedures
for enforcing Section 10.0601 of the ASCA. Any case in which a government official is found to be in violation of ASCA Section 10.0601 will be referred to the Attorney General's Office for legal action.
The Budget Office will conduct a joint training program with the USDA/GSA for ASG Directors and Financial Managers on the Program Planning and Budget Development Act, and budget formulation. The training program will take place by July 1, 1993.
The Budget Office has issued a directive re-iterating that all "after-thefact" transactions will be disallowed unless warranted by circumstances of extreme emergency, for which written justification must be provided. Any ASG employee who authorizes an "after-thefact" transaction will be subject to Section 10.0601 subsection (c) ASCA:
"In addition to any penalty or liability under other law, any officer or employee of the government who violates subsection. (a) or (b) is subjected to appropriate administrative discipline, . including, when circumstances warrant, suspension from duty without pay or removal from office. Any officer or employee of the government who knowingly violates subsection (a) or (b) shall, upon conviction, be sentenced for a class D felony."
The Governor will request the Department of Interior to provide technical assistance to implement the "Fund Certification" feature in the existing accounting system. This feature allows the system to reject purchase requisitions, purchase orders, or direct payment vouchers which are in excess of available budgets. Reports and procedures for the use of this feature will be developed and reviewed by ASG department heads.
The Governor will request the Department of Interior to provide technical assistance to establish a computerized financial management information system in the Budget Office which can communicate with Treasury's financial system. -
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ASG'S PLAN OF ACTION

REVENUE COLLECTION

The GAO report recommends that ASG:

(1) apply revenues in excess of budget estimates towards reducing and
eliminating the General Fund deficit and thereafter build up a reserve to
‘accommodate any future revenue shortfalls.

ASG Adtion

o

ASCA defines excess revenues as revenues collected over and above
the projected budget revenues of the fiscal year. The Governor will
propose lgilation o amend the statute governing the Economic
tabilization Fund such that 1) 25% of allexcess revenues are set aside
for the replenishment of the_ Economic Stabilization and Emergency
Fund and 2) the remaining 75% will go towards refiring the ASG deficit.

(2) aggressively collect all delinguent income taxes owed the government and
consider withholding taxes at the source as a means of collecting tax on
miscellancous incone.

ASG Adion

ASG continues to experience a financial drain caused by the periodic
claims filed by US. parent companies on behalf of the two local tuna
canneries. Tax refund claims are filed because the Internal Revenue
Service audits the US. tax returns of the parent company, making
adjustments which increase the U.S. taxable income of the parent, but
decrease the taxable income of the American Samoa subsidiary. These
adjustments are almost always IRC Section 452 adjustments relating to
intercompany pricing. The adjustments decrease the cost of goods sold
of the parent and likewise decrease the intercompany sales of the
American Samoa subsidiary. The IRS collects the tax from the U.S.
parent, then the USS. parent files a claim with the American Samoa.
‘government on behalf of the local cannery for a refund of this tax plus
interest

‘The Tax Office lacks adequate staff to perform tax audits on the
canneries. The Governor is requesting technical assistance from the
Department of Interior to hire two retired IRS agents as full-time
employees in the Tax Office for a period of two years.
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‘Their responsibilities will include 1) performing tax audits on the two local
canneries, 2) working with the federal government to resolve the
inequities of the Section 482 adjustments 3) monitoring all types of
business tax returns to ensure business compliance with the tax laws and.
4) reviewing (and amending where necessary) the local version of the
Internal Revenue Code.

‘The Tax Office has implemented aggressive collection efforts.

- 1992 Tax Returns are now cross-checked against tax receivables.
1If taxes are owed to ASG, any tax refund is first applied against
the taxpayer's receivable.

-~ ASG payables are cross-checked with the vendor list and the tax
receivables to identify those vendors who owe taxes to ASG.
Taxes owed ASG go to offset whatever ASG may owe the
vendor.

- in199, the Tax Office computer system was used to match
nformation from Fors 1059 with ax returns. This reslted in
identifying substantial amounts of unreported income.

The Economic and Development Planning Office (EDPO) will work
with Treasury to verify that all companies licensed to do business in
the territory are filing their taxes.

‘The Business License section of EDPO and the Revenue Division of
Treasury will develop a comprehensive SIC code listing for all
companiesliensed toaperte s usiessin hetereory. Businesses
‘will be assigned the appropriate SIC code number for each licensed
activity. This will allow EDPO to better monitor the number of
registered businesses on-island, and Treasury to collect the correct
amount of revenue owed for each business activity. This measure will
also enable the Tax Office o identify which businesses should be filing
taxes, and provide information for collection purposes.

ASCA requires that business licenses be renewed every year. The
Governor will propose legislation to amend the business license statute
to require that every business license renewal application be
accompanied by either 1) a copy of the business' tax return from the
previous year, or 2) certfication from the tax office that the business'
fax return has been filed.

‘The Tax Office is working on procedures to ensure that tax on
‘miscellaneous income is paid. The Governor will propose legislation
for the July, 1993 session to amend the local statute to allow
‘withholding tax on miscellaneous income at the source.
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Plan of Action: Revenue Collection

In 1991, following the GAO audit, DO Technical Assistance personnel
implemented a feature which allows Treasury's computer system to
automatically match tax statement and tax return information.

Treasury will review the terms of existing tax exemption certificates to
ensure strict compliance; ASG is re-examining the legality of the tax
exemption certificates granted to the canneries.

ASG is currently evaluating the tax incentive law to determine
whether or not it should be modified or repealed altogether.

‘The Attorney General's Office and Treasury are reviewing all
‘government leases to determine whether ASG is receiving a fair
‘market value for the properties.

(3) determine the personnel needs of the collection and audit branch in the Tax
Office and provide any additional resources which are needed. In making this
determination, the Governor should have reasonable assurance that the costs of
‘adding personnel do not exceed the benefits of additional tax collection and

audit efforts.

ASG Adion

©  The number of revenue officers assisting taxpayers with filing tax
retums has been reduced from six to two. This public service will be
phased out. Instead, the Tax Office will implement a VITA Program,
similar to the IRS program, where volunteers (e.g. college students)
will be trained to assist taxpayers in filing their returns.

o The Governor will request the Department of Interior to provide
technical assistance for training revenue agents and revenue officers

o The Tax Office has drafted Rules Of Conduct for Tax Office personnel.

‘The Rules are presently being reviewed and will be issued to all Tax
personnel, who will be required to sign a statement certifying that they
understand and will comply with the Rules of Conduct.

(@ ensure that proper tax identification numbers are used on tax statements
ASG Adion

o

Social security numbers are now used s tax identification numbers
and are required - for each taxpayer and for each dependent claimed by
a taxpayer - on all tax statements and returns. This has reduced the
‘double-claiming of dependents and the multiple problems caused by
‘name changes.
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Plan of Action: Revenue Collection

Other Actions Relating to Revenue Collection

o In1963, the Internal Revenue Code was adopted, with certain
‘modifications, as the basic income tax law in American Samoa. Over the
years, the local law has been modified to include a two percent alternative
‘miniznum tax for individuals, an education expense deduction for
dependent children attending school in the United States and other
clauses. Changes made by the U.S. Congress to the Internal Revenue
Code automatically becorne law in the Territory unless the changes are
amended or excluded by local law.

Local law requires provisions of the Internal Revenue Code to be read so
as to substitute "American Samoa" for “United States", "Governor” for
“Commissioner of Internal Revenue", and so forth. This local provision,
coupled with the many sections of the Internal Revenue Code, have
caused countless tax controversies and a loss of substantial tax revenues.

The previous administration considered de-linking from the Internal
Revenue Code and proposed writing an entirely separate income tax law.
ASG does not consider this to be a practical solution at this time. If the
Department of Interior provides technical assistance to hire two retired
IRS agents, the local law and all sections of the Internal Revenue Code
will be reviewed and amended where necessary.

o The Govemor will introduce legislation to the Fono to consider special
revenue measures. Under consideration are:

- an alterative minimum business tax;
- raising the alternative minimum tax for individuals;
- increasing the 3% excise tax.

o The Governor will request that the Department of Interior provide
technical assistance under the OMIP Program to create a Port
Authority.
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Plan of Action: Budget

BUDGET
‘The GAO report recomumends that ASG:

(1) enforee section 10.0601 of the American Samoa Code, which prohibits
creating obligations and making expenditures that exceed appropriations and
olds responsible officials accowntable for violating laws and regulations
governing these activities.
ASG Adion
0 The Governor willissuea directive detailing the proper procedures

for enforcing Section 100601 of the ASCA. Any case in whicha

‘government official i found to be in violation of ASCA Section
T0.0601 will be referred to the Attorney General's Office for legal action.

o The Budget Office wil conduct a oint training program with the
USDA/GSA for ASG Directors and Financial Managers on the Program
Planning and Budget Development Act, and budget formulation. The
training program will take place by July 1, 1993.

o The Budget Office has issued a directive re-iterating that al
fact" transactions will be disallowed unless warranted by
circumstances of extreme emergency, for which written Justification
must be provided. Any ASG employee who authorizes an "after-the-
fact” transaction will be subject to Section 10.0601 subsection (c) ASCA:

fter-the-

"In addition to any penalty or liability under other law, any _+
officer or employee of the government who violates subsection .
(@) or (b)is subjected to appropriate administrative discipline, .
including, when circumstances warrant, suspension from duty
‘without pay or removal from office. Any officer or employee

of the government who knowingly violates subsection (a) or

(b) shall, upon conviction, be sentenced for a class D felony.”

o The Governor will request the Department of Interior to provide
technical assistance to implement the "Fund Certification” feature in
the existing accounting system. This feature allows the system to reject
‘purchase requisitions, purchase orders, or direct payment vouchers
‘which are in excess of available budgets. Reports and procedures for
the use of this feature wil be developed and reviewed
department heads.

o The Governor will request the Department of Interior to provide
technical assistance to establish a computerized financial management
information system in the Budget Office which can communicate with
Treasury's financial system.
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March 5, 1993

SERTAL: 347

Mrs. Ruth Van Cleve
Acting Assistant Secretary
Territorial and International Affairs
U.S. Department of the Interior
Washington, D.C. 20240

Dear Mrs. Van Cleve:

This report sets forth my administration’s Plan of Action in
response to the recent GAO Audit Report. The specific
issues raised by the report fall into the following areas:
Revenue Collection, Budget, Procurement, Human Resources,
Health and Territorial Audit Office. Our Plan of Action
addresses these specific issues accordingly.

The underlying issues raised by the report - an overall
deterioration in the financial condition of our government,
poor financial management practices, the growth of the
deficit - can only be addressed over the long term. From
the moment we took office, my administration has taken
strong measures to address these underlying issues as well.

our efforts are, slowly, beginning to bear fruit, but it is
only through a Concerted and united approach that we will
see long term results. ASG and DOI must vork together with
the U.S. Congress to make sure that the American Samoa
government can mest the needs of its people in a fiscally
responsible fashion.

The Technical Assistance requests contained in the Appendix
o this report are designed to help us improve our
accountability. The areas in which we need assistance are
critical to attaining that objective. We trust that we will
have your supporc.
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