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Honorable Sam Rayburn
Speaker of the House of Representatives

Dear Mr, Speaker:

~ Herewith is our report on the audit of the Virgin Islands Corpo-
ration for the fiscal year ended June 30, 1960.

The report contains a matter for consideration by the Congress
relative to financing of needed expansion of power and water supplies
and of deficit-incurring sugar operations of the Virgin Islands Corpo-
ration. The future financial requirements for these purposes have not
been precisely determined, but indications are that the requirements
will be substantial, In view of the significant increases in revenues of
the Government of the Virgin Islands, question arises as to the neces-
sity for continued Federal financing of these programs. Accordingly,
we are suggesting that the Congress (1) have the Department of the
Interior project financial requirements of the Corporation's activities
over the next decade and (2) examine into alternate sources of financ-
ing, including sale of corporate assets, and review the role of the in-
sular government in the management and financing of present corporate
activities. ‘ '

As the result of inadequate cash balances, the Corporation in fis-
cal year 1960, as in fiscal year 1959, had to sell its sugar production
before the period when sugar prices usually are more favorable and
potential revenues were decreased by about $18,700, The Corporation
received cash advances on the sales, pending future delivery of the
sugar and settlement under the sales contract, at interest rates in ex-
cess of the rates charged by the United States Treasury. As a result,
interest expense was increased by about $3,800. Further Treasury
borrowings were not possible because the Corporation had exhausted
its revolving fund borrowing authority.

The report also contains our. comments on the initial phases of
engineering and construction by the Corporation of salt water distilla-
tion facilities on the island of St. Thomas and on the transfer and
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| conveyance to the Corporation of Navy-owﬁed power generating fa__cilie '
ties located at the Marine Corps Air Facility and Naval Submarine '
Base at St. Thomas under authority of Public Law 85~912, approved

September 2, 1958,

Our review disclosed certain improvements in accounting and
administrative procedures, and we have expressed the opinion that
the financial statements of the Corporation present fairly its posi=
‘ tion at June 30, 1960, and the results of its operations for the year
then ended in conformity with generally accepted accounting princi-
ples applied, with certain exceptions as a result of changes in the
accounting and in financial statement presentation, on 2 basis con~
sistent with that of the preceding year. -

This report is also being sent today to the President of the Senate.
Copies are being seai to the President of the United States and to the
Directors and President of the Virgin Islands Corporation.

Sincerely yours,

: Cdmptroller General
..~ of the United States

Enclosure



Contents

GENERAL COMMENTS

SUMMARY OF PRINCIPAL FINDING OF CURRENT AUDIT
Need for review by the Congress of objectives for fi-

nancing activities of the Corporation

STATUS OF PRINCIPAL FINDINGS AND RECOMMENDATIONS IN PRIOR

REPORT
Need for long-range planning for adequate electric

power
Inadequate cash balances resulted in uneconomical fi-

nancing in fiscal years 1959 and 1960
Need for adequate internal review .

NEED FOR REVIEW BY THE CONGRESS OF OBJECTIVES FOR FINANC-
ING ACTIVITIES OF THE CORPORATION
Industrial and commercial developments in the Islands
Construction of residential properties in the Islands
Funds generated from the activities of the Corporation
Growth of revenues of Virgin Islands Government
Projected financilal requirements of Corporation for

next decade
Prior proposal on financing and management of Corpora-

tion
Potential sale of the Corporation or disposition of

its assets
Matter for consideration by the Congress

FINANCING OF CORPORATE ACTIVITIES |
Source and application of funds

Status of revolving fund
Inadequate cash balances resulted in uneconomical fi-

nancing in fiscal years 1959 and 1960

ACTIVITIES
Sugpar operations

Power operations
Transfer of Navy power generating facilities to

Corporation -
Need for long-range planning for adequate electric

power
Salt water dilstillation facilities
Operation of the loan program

Miscellanzous activities
Water and soll conservation program

Forestry program
Livestock development program

Development department

SCOPE OF AUDIT



OPINION OF FINANCIAL STATEMENTS

FINANCIAL STATEMENTS
Statement of assets and liabllities, June 30,
1960 and 1959
Income and deficit statement for the fiscal
years ended June 30, 1960 and 1959

Statement of sugar operations for the fiscal

years ended June 30, 1960 and 1959

Statement of income and deficit on sugarcane
growing for the fiscal years ended June 30,
1960 and 1959

Statement of cost of sugar produced for the
fiscal years ended June 30, 1960 and 1959

Statement of power operations for the fiscal
years ended June 30, 1960 and 1959

Statement of income and expenses of miscel-
laneous activities for the fiscal years
ended June 30, 1960 and 1959

Schedule of expense allocations for the fis-
cal year ended June 30, 1960

Notes to financial statements

74

75
76
77

-



REPORT ON AUD
CF

VIRGIN ISLANDS CORPORATION
FIscaL YEAR 1960

The General Accounting Office has made an audit of the VIRGIN
ISLANDS CORPORATION for the fiscal year ended June 30, 1960, pur-
suant to the Government Corporation Control Act (31 U.s.C. 841).
The scope of the audit is explained on page 67 of this report.

GENERAI, COMMENTS

The Virgin Islands Corporation is a wholly owned.Government
corporation, created by ths Virgin Islanas Corporation Act of
June 30, 1949 (48 U.s.C. 1407), as”successor to the Virgin-Islands
Company incorporated in 1934 The Corporation is to have succes-
sion until June 30, 1969, unless sooner dissolved by act of the
Congress. Pursuant to the act, the President of the United States
designated the Secretary of the Interior as his representative to
exercise general direction over the Corporation.

The major revenue-producing activities during the fiscal year
1960 continued to be.the growing of sugarcane and the manufactur-
ing of raw sugar, the generation and dlstribution of electric
power, the management of Navy properties, and the operation of a
loan program. The Corporation was also-engaged in non-revenue-
producing activities desiecned to promote, through econemic develep—
ment, the general welfare of the inhabitants of the Virgin Islands.

The management of the Corporation is vested in a 7-member

board of directors. At June 30, 1960 the board consisted of the



Secretary of the Iﬁterior; the Secretary of Agriculture, the Adﬁin- -
istrator of the Small Business Administration, the Governor of.fhe.
Virgin Islands, and 3 businessmen who are appointed by the Presi-

dent of the United States for terms of 6 years. The directors reé
ceive no salaries for their services on the board. The members of

the Board of Directors at June 30, 1960, were:

Fred A. Seaton Secretary of the Interior
Ezra T. Benson Secretary of Agriculture
Philip MecCallum Administrator, Small Business Ad-
- ministration
John D. Merwin _ Governor of the Virgin Islands
D. Victor Bornn Bu512e§sman (term expires June 30,
: 1961
Archer A. Claytor Busige§sman (term expires June 30,
1963
Ward M. Canaday ' Bu51n§§sman (term expires June 30, |
' 196 .

Activities of the Corporatlon, adminlstered through the prin-
cipal office located on St Cr01x, Vlrgin Islands, provided employ—

ment for about 1 025 employees during the peak season. These em-
ployees included ahout 450 Brltlsh West Indian workers imported |
during the harvestlng season for cutting cane. The number of ap-
pointed personnel (annual salary) at June 30, 1960, was 148 com-
pared with 136 at June 30, 1959. | |

The net 1oeé_from revenue—proﬁucing activities; including
profit of $122,728 from sale of real property, was $539,293 for
fiscal year 1960 compared with a net loss ef $238,347 for fiscal
year 1959. The principal factor contributing to ﬁhe change in op-
erating results for fiscal year 1960 was the decrease 1n amount of
| sugar produced_by about one'half of.thét produced ih fiscal year
1959, thus increasing the loss on sugar operations for fiscal ‘year
1960 by about:$SO0,0QO;' This increased loss on sugar operations

| | | 9
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was offset in part by a reduction of loss from power operations
from about $107,000 for fiscal year 1§59 to about $6,000 for fis-
cal year 1960, primarily as a result of increased'sales of power:
on St. Thomas. A further analysls of the results of revenue-
producing activities appears on pages 4l to 62,

In a report to the President of the Corporation, we are com-
menting on and making recommendations for the correction of cer-
tain deficiencies and weaknesses in records, practices, and proce-
dures observed during the audit. These matters.include_correction
of the method of distributing overhead expenses which résulted in
underbilling of costs to owners of farms managed by the Corpora-
tion, the need to obtain a lease agreement:and collect rental for
use by private individuals of a.Navy-oﬁned golf course managed by
the Corporation, discontihuance of service.to power consumers‘de-
linquent in payment‘Of'their bills, deficiencies 1n'pfocedures for
selling minor items of surplus.propefty, and a need for providing

improved accounting control cver inventories of the Development ﬁe-

partment,



SUMMARY OF PRINCIPAL FINDING OF CURRENT AUDIT

NEED FOR REVIEW BY THE CONGRESS OF OBJECTIVES
FOR FINANCING ACTIVITIES OF THE CORPORATION

Significant growth in commercial activity in the Virgin Is-
lands has generated a need for substantial expansion'of'existihg
electric power and water supply services to meet the increasing Te-
'quirements of the Islands. Power and wéter supply activities, and
a sugar-producing activity which usually incurs an annual loss,
are operations of the Virgin Islands Corporation and, as such, are
financed by the Federal Government. The capital investment needed
to expand power and water supplies to meet indicated requirements
over the next decade has not been precisely determined but has
been estimated to be in the range of $10 million to $20 million.
In view of this-indicefed-subStantial Federal capital investment
and in considefation’of the significant growth in revenues of the
insular government, from about $8 million ih fiscal year 1954 to
about $17 million in fiscal year 1960, question arises as to
whether the Federal Government should continue to finance expan-
sion of the Island's power and water subpliee and the expected con-
tinuing deficits of its sugar operations.

The Board of Directors of the Corporation under sectioh 1(a) -
of the act of September 2, 1958 (48 U.S.C. 1407c (a)), which ex-
tended the 1life of the Corporation to June 30, 1969, is authorized
to sell the corporate assets, either to the ihsular government or
to private enterprise in whole or in part, if euch'a sale in the
board's obinion will effectively serve the economic development of
the Islands. During the past 2 years), the Board of Directors at

several ef its meetings has discussed the possible sale of the



Corporation and its assets either in whole or in part. It 1is the
consensus of the board that every effort should be made to dispcose
of the Corporation's assets, preferably as a'package. No plan for
separate disposal of the corporate assets has been formulated.

During the last year, a vigorous interest has been indicated
by several priv:.ii: groups to buy the Corporation's power facili-
ties and it is =vident that these faciiities would be readily sél-
able if offered exclusive of the other corporate assets. The
board's positibn that the Cbrporation preferably be sold in its ;n-
tirety prolongs Fedéral operation bf the Corporatidn and ma& no£ 
lead to eventual sale. Also, we understand that, in the event a.
buyer for the‘Corpdration is fouﬁd;'the Government of.the Virgin
Islands will oppose sale of the Corporation's land to private in-
terests. | |

We state in this report that we believe that the Congress
should require the Department of the Interior to determine more |
precisely the financial requiremehts over the next 10 years for the
ekpanéion of power and water supplies and for.the sugar-producing
program. We also state that the Congress ought to examine into
the alternate sources of finénéihg as well as the role of the insu-
lar governme..> in the management and.financing of the present ac-
tivities of the Corporation. The Congress may wish to consider
sale of the Corporation's assets related to power and water-suppiy
operations to a private enterpriser and transfer the femainder of
the corporate activities to the iﬁsular government or.may wish to
transfer financing of the Corporation to the insular government and

transfer the management either concurrently with the transfer of.
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the financing or at a predetermined future date. 1In the'event_éf?i;_
transfer of administration of corporate assets to the 1nsular-gov;:
ernment, we believe it prudent to provide management and financiai
controls within the Department of the Interior during a transition
period to insure an appropriate administration of the assets by

the insular government.

For further comments, see pages 12 to 37 of this report.




STATUS OF PRINCIPAL FINDINGS AND RECOMMENDATIONS
IN PRIOR REPORT

Several significant matters requiring corrective action were
included in our report for the fiscal year 1959.1 These_findings

and recommendations, and their current status, are summarized be-

low.

NEED FOR LONG--RANGE PLANNING
FOR ADEQUATE ELECTRIC POWER

In our fiscal yeaf 1959 report to the Congress on the Virgin
Islands Corporation, we stated that during recent years the elec-
tric power needs of the island of St. Thomas had not been ade-
quately met_by.the Corporation. Also, because of the continuing
growth in electric'power.requirements, we stated that-new power
generating facilities were needed for the economic development of
the Islands. In addition, we noted that the lack of adequate gen-
erating faclilities in the past had resulted in deferral of needed
maintenance. Accordingly, we recommended that the Corporation pre-
.pare a plan for periodic additions to the electric power generat-
ing facilities-at St. Thomas based on indicated present and future
needs as forecast by the Corporation's consulting engineer. :

During filscal year 1960, and early 1961, the Corporation has
estimated the electric power needs of the Virgin Islands through
1966 and nas made preliminary estimates of the costs of expanding

facilitles to meet these needs. On the basis of these planning

lReport to the Congress, dated January 15, 1960, on the Virgin
Islands Corporation, fiscal year 1959 (B-114822).



studies, indications are that required investments will be substan-
tial. However, we believe that estimates_of generating capacity
and more precisely determined estimates of cost thereof, over a
10-year period, are now needed és an aid in declding the aprropri-
ate means for filnancing future expansion of the power facilltiés
of the Virgin Islands. So that information may be provided bear-
ing on the decision as to the nature of future financing to be em-
ployed for expansion of power facilities of the Virgin Islands, we
are suggesting on page 35 that the Congress require_that the De-
partment oi the Interior prepare a plan for the next decade which
will set out.capacities and estimated costs of anticipatéd expan-

sion of the electric power systems.

Additional comments on this matter appear on pages 53 to 56.

INADEQUATE CASH BALANCES
RESULTED IN UNECONOMICAL FINANCING

IN FISCAL YEARS 1959 AND 1960

In our fiscél year 1959 report to the Congress, we stated
that the Corporatioﬁ, in order to éontinue operations during'the
fiscal year 1959, had to obtain financing at commercial interest
rates and had to sell a portion of 1ts raw sugaf from the 1959
crop before a period when raw sugar prices usually were more favor-
able. This action,'which was occasioned by a need for 6perat1ng
cash, cost the Corporafion‘a minimum of $26,000 in fiscal year 1959.
In addition, the Corporation withheld payment of $172,943 due the
United States Treasury for interest on lnvestment at the close of
fiscal year 1959. _ |

The'Cbrporation in fiscal year 1960 again had to obtain fi-

nanclng at commerclal Ilnterest rates and had to sell 1ts raw sugar
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from the 1960 crop before a period when raw sugar prices usually
are more favorable. This action cost the Corporation a minimum of
$22,500 in fiscal year 1960. In addition, the Corporation with-
held payment of $396,392 due the United States Treésury for inter-
est on investment for fiscal years 1959 and 1960 ﬁntil July 18,
1960, when the fiscal year 1961 appropriation became available.

So that the Virgin'Islands Corporation may carry on its opera-
tioné more efficiently and economically; we recommendéd that the
Corporation and the Department of the Interior make a budget re-
quest during fiscal year 1960 for an additional substantial appro-
priation to the Corporation 1n.an amount sufficient to permit'the
Corporation to borrow from the United States Treasury the funds
needed to finance its revenue-producing operations.

The Corporation requested and receiv 1 in.fiscal year 1961 ap-
propriations of %2,538,000 to the revolving fund and $561,000 in '
the form of a grant to cover prior years' unreimbursed'losses.
Thus, in fiscal year 1961 th= critical cash position of the Corpo-
ration that existed during fiscal years 1959 and 1960 should be
eliminated. Aléo,'in'Order to provide sufficient operating funds
to finance the sugar crop, the Board of Directors of the Corpora-
tion approved a budget request for an appropriatién in fiscal year
1962 of $750,000 from the revolving fund.

Additional comments on this matfer appear on pages 40 to 43.

NEED FOR ADEQUATE INTTANAL REVIEW

In our fiscal year 1959 report; we stated that the Corpora-
tion's internal auditor had not devoted a sufficient amount of

time to Corporation internal audit work. The internal auditor had
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been assignéd to corporate budgetary, fiscal, and miscellaneous
matters, and to duties performed for the Department of the Inte-
rior, so that the actual time spent by the 1ntérnal auditor on in-
ternal audit work for the Corporétion aggregated about 6 months
during fiscal year 1959. Accordingly, we_recomménded that the Cor-
poratlion make every effort_to allow the_internai auditor full-time
pursult of duties related to internal auditing 6f the Corporation.

On February 7, 1960, the internallauditor was appointed Comp-
troller of the Corporation, and the position of internal auditor
for the Corporation remained vacant as of the end of fiscal year:
1960. The new Comptroller has assumed responsibility for internal
audit in addition to his responsibility as the Comptroller.

The Preéident of the Corporation advised the Board of Direc-
tors in a meeting.on March 14, 1960, that one of the primary puri
poses of having an internal auditor was to reduce'the.work of the
General Accounting Office in its audits and thereby lessen the
cost to the Corporation and that this result had not been obtainéd.
The President also advised the board.that, since the pbsition of
internal auditor is now vacant and that there is no“one'on his
Staff qualified for the position, it would be neceséary to recruit
frcm outside the Islands for a s'ccessor. The Président.further
advised the board that in his opinion the Corpofation had not re-=
ceived the expected benefit from having an internal auditor and
that the Comptfoller could well assume the responsibilities of the
internal auditor. At this meeting the board unanimously apprbved
a motion that for the time being the President utilize the Comp- -
troller in performing the internal audit duties and reliance be

placed on the General Accounting Officé for the annual audilts.
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During our audit for fiscal year 1960, we observed certain im-
provements in accounting and administrative ﬁrocedures which we be-
lieve are attributable to the internal reviews being made by.the 5
new Comptroller. |

In view of the approval by the board fdr'the existing arrange-~
ment and the improvement in internal.reviews.by the Comptroller
noted during ouf audit for fiscal year 1960, we are not repeating
in this report our recommendation in the prior report that an in-
ternal auditor pursue duties related to'internal.auditing of the
Corporation on é full-time basis. However, this matter will be

given furthef consideration in future audits.

11



NEED FOR REVIEW BY THE CONGRESS OF OBJECTIVES
FOR FINANCING ACTIVITIES OF THE CORPORATION

Commercial activity, prinecipally in»the promotion of tourism
through the building of hotels, guesthouses.and housing projects,
and related buslnesses, has had significant growth in the Virgin
Islands during recent years. In addition, large numbers of fesi-
dences have been built in the Islands for vacation and permanent
residence. Industrial activities, however, do not appéar to have
shared this increase in growth.' |

The increased commercial and residentlal activities in the Is-
lands have taxed the existing capacities of powerzand water supply
to the utmost, and further growth in these activities will be re-.
lated in large part to the'further-expansibn of the power and wa-
ter supply facilities. Construction and operation of powér and wa-
ter supply facilities in the Islands has been one of the activi-..
ties of the Virgin Islands Corporation. The Corporation has also
for a number of years been the-priﬁcipal grower of sugarcane and
has been the only manufacturer of raw sugar in the Islands. The
sugar operations have been marginal_and in most years have re-
sulted in operating losses. In addition, the Corporation also en-
gages 1n certain non—revenue~pfoducing.activities designed to pro-
mote economic development of the Islands. .The deficits_in the |
revenue-producing activities and the costs of nonrevenue activi-
ties have been financed by the Federal Government. The cost of ad-
ditional power and water supply facilities to me+~t the growth
needs of the Islands for the next decade has not been precisely de-

termined, but Federal financing has been authorized to construct

12



the facilitles that are expected to meet the power and water sup-
ply demands through 196k,

In view of the growth in revenues of the Virgin Islands Gov-
ernment as a result of the heightened visitor and residential and
related business activities in the Islands and the expected further
growth of these revenues, the Congress may want to review whether
the Government of the Virgin Islands shall be called upon to fi-
nance the deficits of the Corporation's operations and to help or
participate in the financing of the expansion of the power and wéa
ter supply facilities; As an alternative, in view of the inter-
ests expressed by private enterprises in acquiring the operations
of the Corporation,'or some of them, and the insﬁlar government's
interest in acQuiring the Corpofation's land, the Congress may
want to réview'whether'the Corporation's assets should be sold in
whole or in part so as to'rélieve the Federal Government of the
responsibility for the future financing of the expansion and defi-
cits of the revenue-producing activities. In the event that sale
of the Corporation's asSets.related to the power and water distil-
lation systems is determined to be appropriate, the Congress may'
want to consider whether the Government of the Virgin Islands
should take over operation of the Corporation's sugar-producing fa-
cllities and lands and the ndn—févenue-producing soil and water
conservation and forestry programs. If sugar opérations are trarns-
ferred to the insular government, it may decide toiphase out sugar
production and replan use‘of.the'sugar lands. In the event'that?
sale of the sugar-producing assets and lands, as well as water and

power systems; is feasible and appropriate, the Congress would
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have for consideration transfer of the non-revenue-producing_soil
and water conservation and foréstry prograns to the insular gové:h-
meﬁt.' The_non-revenue-produding programs seem to belong logically
with the Virgin Islands Government. |

INDUSTRIAL AND COMMERCIAL DEVELOPMENTS
IN THE ISLANDS

Commercial activities, principally in the promotion of tour-
ism through the building of hotels, guesthouses and housing proj-
ects, and related businesses, in the Virgin Islandé have 1ncreased
significantly in the last decade, éhd indications are that further
increases in these'activities may reasonably be expected. Indus-
trial activities, however, do nbt.appear to have shared this in-
crease in growth, Shortages of'power, water, and labor have had a
deterring_effect on expansion of industrial activities.

As the princlpal grower of sugarcane and the only manufac-
turer of raw sugar in the Islands, the Virgin Islands Corporation
1s the Islands'’ laréest employer exclusive of the insular govern-
ment. During the peak season, the Corporation employs about 1,025,
but nearly half of these employees are British West Indlan workers
imported during the harvesting'éeason for cutting cane, for plant-
ing and cultivating cane, and for labor work around the factory.
At June 30, 1960, the Corporation had 705 annual salary and per
diem personnel, of which'about.43lVWere engaged principally in
sugar operations and the balahce.of 27% were engaged principally
in power operations and operations other than sugar. Also, there
are 21k pfivate sugarcane growers on St. Croix. In 1960 these pri-

vate sugarcane growers, operating farms ranging in size from
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several acres to 285 acres, harvested about 2,400 acres of sugar-
cane and delivered about 31,500 tons of sugarcane to the Corpora-
tion's sugar mill. Five of the larger sugarcane growers produced
over one half of the private growsrs' 1960 production. - Growing of
cane on these privately owned lands provides employment, part of
which is seasonal and part.time, for about 400 to 600 people. The
sugar operations of the Corporation during the last decade were
profiﬁable only in fiscal year 1957 when a profit of slightly more
than $380,000 was recorded before allocation of general and admin-
istrative expenses and interest cn the Federal investment. Accumu-
lated net loss to the Corporation on sugar operations from July 1,
1949, to June 30, 1960, was $1,146,547, before allocation of admin-
istrative and general expenses and interest on the Federal invest-
ment. Accordihgly, the sugar operations are marginal_and actually
provide fuli-time employment for a relatively limited number of

the 32,000 residents of the Virgin Islands.

As a by-product of tne manufacture of raw sugar from sugaf-
cane, molasses ic produced which is an ingfedient in the produc-~
tion of rum. Two rum distilleries are located on St. Croix; and -
most of the molasses derived from the sugar operatlons of the Cor-
poration is divided 70 percent to the A. H., Riise Chemical and Dis-
~tillers Corporatipn and 30 percent to the St. Croix Sugar Cane In-
dustries, Inc. We understand that the quantities'of molasses sup-
plied by the Corporation do not meet the requirements of these two
distilleries and molasses is imported from other sugar-producing
areas.. The full-time employment of Virgin Islanders on St. Croix
by the two rum distilling companies numbers about 60 people.

15



Continuation of the rum industry in the Virgin Islands is of
primary concern to the insular government because of the depend-
ence of the insular government on internal revenue collections on
rum produced in the Virgin Islands and pald over as Federal match-
ing grants. Under existing law, revenues ﬁerived from takes im-
posed by the internal revenue laws in the United States on arti-
cles prbduced in the Virgin Islands, equivalent to the local reve-
nue collections certified by the Governmenf Comptroller, are trans-
ferred to the Government of the Virgin Islands. The revenues are
dependent largeiy upon the quantity of rum manufactured in the Is-
lands and exported to the Uﬁited States.

Complete year-to-year employment statistics for other indus;
trial enterprises'in thé'Virgin-Islands were not available to us.
However, a report for fiscal year 1959 issued by the_insular govs
ernment's Department of Agriculture and Labor showed that employ-
ment was about 2,350 in the construction industry, abbut 1,650 in
hotels and guesthouses, about 920 in wholesaling and retailing,
and about 710 in transportation (airlines, trucking, and shipping).

During the last 10 years, the construction of tourist facili-
ties in the Virgin Islands haé been substantilal and, subject to °
the expansion of power and water supply, indications are that toﬁr-
ist-facilities will cortinue to expand slgnificantly in the future.
In fiscal year 1960,'fhe Government of the Virgin Islands, pursu-
ant to section 8(b) of ﬁhe Revised Organic Act of the Virgin Is-:
lands (48 U.S.C. 157%(b)), enacted laws authoriéing three promo-’
tional groups to construct in the Virgin Islands three hotels with

related apartments, stores, offices, garages, and commercial space.
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The costs of constructing these hotels and related facilities are
to be financed by tax—free revenue bonds totaling $9,000,000 is-
sued on behalf.of the Government of the Virgin Islands. Later,
the Governor proposed législation to establish a Virgin Islands
Economic Development Company to issue the bonds, make loans, and
hold title to the hotels. The proposal was introduged in the
Fourth Special Session of the Third Legislature in November 1960.
The legislation was not enacted in November 1960 but was referred
by the local'legislature to the Committee of the Whole for hear-
ings in January 1961.

In 1950 the Virgin Islands provided facilities for about 700
visitors, and“by 1960 these facilities have been expanded to take.
care of about 2,800 visitors. In 1950 the estimated number of vis-
itors to the Islands was 26,500, spending an estimatéd $1,800,000,
and in 1960 the nuiber of visitors had reached an estimated
204,000, spending an estimated $24,800,000. 'In 1950, 15 cruise
ships with 7,692 cruise passengers stopped at the Virgin Islands,
and in 1960 the numbef of ships had increased to 126 with 49,088

cruise passengers.

The Virgin Islands legislature has enacted certain measures
designed to foster economic development of the Islands. The pur-.
pose cited for these measures was to encourage the establishment
of new businesses and industries, to attract investment capital in
order to further the economic development of the Islands, and to
promote tourism and the building of additional hotels, and guest-
houses and housing projects. The legislation provided that per-

sons, firms and corporations that operate new businesses, hotels,
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guesthouses; apartments, or housing projects, as defined in thé.'
act, shall (1) be exempt from property taxes, certain trade and ex-
cise taxes, license fees--except liquor and autdmobile license
fees--and gross receipts taxes and (2) be entitled to receive cer-
taianontaxable subsidies. The authority of the Government of the
Virgin Islands to grant tax relief to certain ﬁarties-in the Vir;
gin Islands was considered by the Congress during the Eighty-sixth
session, and Public Law 86-779 (74 Stat. 998) was ehacted on Sep-
tember 14, 1960, definiﬁg the extept td whichcmrporationsand in-
.dividuals may have their tax liability reduced by grants, subsi-
dies, or other similar payments. _

In addition to the granting of tax exemptibh, the existing
law provides for the payment of nontaxable subsidies by the Govern-
ment bf the Virgin Islands for 10 years plus certain ﬁossiblé'ex-
tensions in the following amounts:

1. An amount equal to 75 percent of the incoﬁe tax paid into
the Treasury of the Virgin Islands except that income tax
paid on income derived from sources within the States of’
the United States is not subject to refund.

2. An amount equal to 100 perceﬁt of the import duties and
other taxes on raw material brought into the Virgin Is-

lands for processing, actually paid into the Treasury of
the Virgin Islands. ' '

3. An amount equal to 50 percent of the income tax paid into
the Treasury of the Virgin Islands on income derived by
stockholders or partners of corporations and firms qualify-
ing under the act.
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CONSTRUCTION OF RESIDENTIAL PROPERTIES
[V THE TSLANDS

Building permits issued in the Virgin Islands in 1950 num-
bered about 165 and those issued in 1960 numbered 588, most of
which were issued for construction of residential properties on
building sites of about an acre or less. The value of this con-
struction had increased from about $675,000 in 1950 to $7,500,000
in 1960. It is estimated that about 1,250 homes have been built
on St. Thomas and St. John in the last 10 years, most of which
were built in the more recent years and on building sites costing
as much as $10,000 an acre.

Development of residential site:subdivisions began generally
on St. Thomas about 4 years ago, and at that time the average
price was about $3,000 for a l-acre building site. Following this
first subdivision, developmeht'of 7 or 8 more residential subdivi-
sions has been undertaken and prices for l-acré building sites
have increased on St. Thomas to generally $5,000 to $10,000 an
.acre. Similar sites on St. John are said to be priced slightly
lower. A typical site in the $5,000 to $10,000 an acre price
range will have a view of the sea through about 180 degrees or
less, will be high enough to be cooled by the trade wihds, and will
be located on or ciose to an access road. | |

Certain choice ridge-top sites not located in the subdivi-
sions have sold at priqes higher than the average subdivision
prices. These sites are located on the highest elevations, héve
the coolest temperatures, and have a full-circle view of the sur--

rounding seas and islands.
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As a condition to purchase in most of the residential subdivi-
sioné, the purchasers agree that_hduse éonstruction will comply
with a stated minimum size and certain other specifications. Typ-
ical houses constructed on these sites are.in the $30,000 to
$+0,000 price class and are built for continental Americans. In
additlon, there is currently under construétidn in each of the
cities of Charlotte Amalie, St. Thomas, and Christiansted,

St. Croix, a sizable housing project featuring lower cost homes.

FUNDS GENERATED FROM THE ACTI!ITIEﬁ

OF THF, CORPORATION

Under the Virgin Islands Corporation Act (48 U.S.C. 1407(e)),
a revolving fund not to exceed $11 million is authorized for the
Corporatioh's use in performance of its functions. The total ap-
propriations made to the revolving fund frqm the inception of the
Corporation to June 30, 1960, amounted to $6,513,000 and for fis-
cal year 1961 the Corporation requested and received from the Con-
gress an appropriation td the revolving fund of $2,538,000, making
a total appropriaiion to_date of $9,051,000. Withdrawals from the
revolving fund, 1¢ss.funds returned ﬁo June 30, 1960, totaled
$6,513,000. | |

Other funds are made available to the Corporatioh from the
United States Treasury by appropriations in the fofm of grants to:
relmburse the Corporation for the losses incurred on the revenue-
producing activitlies and for the conduct of non-revenue-producing
activities. Through June 30, 1960, reimbursements for lossés of
the Corporation have been made totaling $3,056,769 and for fiscal

year 1961 the Corporation requested and received an appropriation °
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of $561,000 for reimbursement of losses for the fiscal years 1958
and 1959, making a total of $3,617,769 for such appropriations.
Expenditures of non-revenue-producing ectivities through June 30,
1960, totaled $1,186,055. | -
Funds are also avallable to the Corporation in the form of
borrowings from the United States Treasury for construction of
salt water distillation facilities. Through June 30, 1960, the
Corporation had borrowed $33;900 from the United States Treasury
for this purpose. For fiscal year 1961, the Corperatien requested
and received an authorlzation under the Department of the Interior
and Related Agencies Appropriation Act, 1961 (74 Stat. 119), te
borrow not to exceed $1,100,000 for the construction of salt water
distillation facilities in St. Thomas, Virgin Islands, as author-
ized by the Virgin Islands Corporation Act (48 U.S.C. 1407c¢ (p)).
Deficits frem revenue—producing operations through June 30,
1960, totaled $4,030, 118 and are represented by the following:

Sugar operations —$1,146,547
1,130, 295

Power operations . _
Miscellaneous activities _ : __j;uzgz__
Net income from operations before adminis- :
trative and general expenses and inter-

est on the Federal investment - 199,509
Less: o _ |
Administrative expenses _ $1, 537 071
General expenses : -1, 578 19L+
Interest on the Federal investment 1.5 22 4.405,78
. . f
Net losses on operations : _ 4,206,278
Nonoperating income - : : - 259,015
Loss on operations since inception of Corporation on N
July 1, 1949 3,947,263
Deficit from predecessor‘Corporation at June 30, 1949 82,855
Deficit of Corporation at June 30, 1960 $+,030,118
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The foregoing comments and the tabulation disclose that the activi-.

ties of the Corporation do not generate funds for the expansion of'

its facilities, Since inception of the Corporation in 19#9-as sucf
cessor to the Virgin Islands Company, the Corporation's operationa
have resulted in losses which hate.required the appropriation of*zw
funds by the Cbngress for reimbursement of losses in its revenue-
producing activities and for the condnct'of its non-revenue-
producing activities.

In recent years the Corporation has been plagued by inade-
quate cash balances and, in order to cqntinue operatiens, has ob-}
tained financing at commercial interest rates and has sold.a por-

tion of its raw sugar at a time when raw sugar prices usually were

not more favorable.

GROWTH_OF REVENUES OF
VIRGIN TSTAND: GOVERNMENT

During fiscal year 195h and prior years, the activities of
the Governmentuof the Virgin Islands were financed with local rev-
enues and with funds appropriated by the Federal Government to '
cover the expenses of central administration and with Federal
grants to cover estimated deficits in the operations of the munici-
palities. in.addition, Federal funds for public works projects in
the Virgin Islands were made available through appropriations to
the Offlce of Territories, Department of the Interior, and grants-
in-aid funds were allotted to the Government of the Virgin Islands
from various Federal agenciles for socilal welfare and other pro-

grams. _ _
Section 28(b) of the Revised Organic Act of the Virgin Is-

lands (68 Stat. 508) (26 U.S.C. 7652(b)) provided a source of
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funds intended to replace appropriations by the Congress to cover
nmunicipal deficits and to finance public works projects. The ap~-
propriations for certaih céntral administration expehses were con-
tinued because the act specifically provided that the saiaries,
per diem, and travel allowances of members of the legislature and
the salaries of the Governor, the Government Secretary, and the
memberé of their immediate staffs were to be paid by the Govern-
ment of the United States. The new act provided that-thére shall
be transferréd and paid over to the Government of the Virgin Is-~
lands, from the taxes imposed by and collected under the internal
revenue laws of the United States on articles pfoduced in the Vir-
gin Islands and transported to thé United States, a sum equal to
the total amount'of the revenue collected by the Government of the
Virgin Islands to the extent of available internal revenue tax col-~
lections, during each year beginning with.the fiscal year ended
June 30, 1954%. ' The money so transferred is available for eipendi-
ture as the legislature determines, subject to the approval of
the President or his representative. In addition to the increased
revenue uﬁdér the new ﬁlan for Federal contributioné from internal
revenue collections, the Government of the Virgin Islands realized
1ncreased'fevenues from the change made by the Revised Orzanic Act
whereby 1nhabitants of the Virgin Islands paid into thé ti1easury-
of the Virgin Islands taxes on income derived from all sources
both within and outside the Virgin Islands. Préviously only that
portion of the tax on income derived within the Islands was paid-
1ntd the Virgin Islands treasury. Proceeds of customs duties, of

any taxes levied by the Congress on the 1nhabitants of the
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Virgin Islands, and all quarantine, passport, immigration, and-nafb
uralization fees collected in the Virgin Islands, less the éost qf
collection, are available for expenditure by the Virgin Islands
Government. _ |

The act provides that the Secretary of the Treasury shall de-
termine the amount of taxes collected on articles (mainly alcoholic
beverages) produced in the Virgin Islands and transported to the
United States. From this.amount.and limited to the total tax col-
lections, a sum equal to the total amount of the_lbcal revenues
collected in the.Virgin Islands ﬁill be pald over to the Govern-:
ment of the Virgin Islands by the Unlted States. For.this purpose
the Government Comptroller ié.reqﬁired by law to certify the net
amount oflinsular goverhménf revenues collected during each fiscal
year. This certification forms the basis for the.Federal grants
to the insular government under section 28 of the Revised Organic
Act. The following_schedule shows the net amount of revenues col-’
lected by the insular government and certified by the Government
Comptroller as the basié for matching Federa1 grants since ﬁhe ef-
fective date of the Revised Organic Act; the related matching
funds paid by the Federal Governmént from internal revenue collecf
tions on goods imported from the Virgin Islands; and other Federai
grants, appropriations, and'miscellaneoﬁs local revenues not eligi-

ble for matching_purposes;
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Net revenues
certified by Matching

Fiscal | Government funds Other funds
year Total Comptroller (note a) . (note b)

$6,187,968
,200 2,300,786

195% § 8,214,176  $2,026,208 § s
9

1955 8,508,989 2,309,003
1956 9,188,940 21&691#26
1957 9,219,169 3,379,133

2 , 426 3,370,610
1958 10,003,798 3,872,865 3

6
1959 11,517,579 4,917,952 72’%2% 3’?3%’328
1960 17,367,030 7,532,162 ’917,952  4.916,925¢

Federal matching funds are paid over to the insular government in
the fiscal year succeeding the certification prepared by the Gov-
ernment Cormptroller. The entire internal revenue collections for
fiscal years 1954 and 1955 were paid over to the insular govern-
ment in fiscal years 1955 and 1956, respectively, pursuant to
section 28(b) of the Revised Organic Act.

Includes Federal grants-in-aid; Federal appropriations for sal-
aries and certain expenses of the Governor's office and the leg-
islature and expenses of the Office of the Government Comptrol-
ler for fiscal year 1960; certain general fund revenues not
available for matching purposes, such as hospital collections and
water bill receipts, enterprise and revolving fund revenues, :
trust and legacy fund revenues, and other miscellaneous nongeneral

fund revenues.

Preliminary--subject to possible_adjustmeﬁt.

he indications are that the sustained growth in revenues of the
overnment of the Virgin Islands from 1954 through 1960 will con-

inue in the future. For fiscal year 1961, the insular government

has estimated that the general and matching fund revenues alone

will amount to about $15 million,-représenting an increase of

about 18 percent over these revenues for fiscal year 1960. Esti-

mates of other 1961 revenues were not available.

Although a substantlal and significant increase has occurred’

during the last few years in building residential and tourist prop-

erties, there has been very limited increase in real estate taxes
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assessed by the Virgin Islands Government. The records on taiablé“v

real property in the Virgin Islands have not been adequate, and itf

has not been possible to determine whether all proper real estate ,

taxes accruing to the government have been collected. On April 23,

1959, a contract with a firm of management consultants was nego- f~

tiated for a survey of real property assessment administration in
the Virgin Islands, and on June 26, 1959, a second contract, re-
vised somewhat in September 1959, was negotiated with_the consult-
ants which provided for detalled development and installation of a
real property assessment system as recommended in thensurvey re-
port. These consultants provide professlonal services for the
planning, development, and execution of the program Whereby.the
employees of the Virgin~ISIands_Government perform most of the de-
tail work, such as drafting, field surveys, collection of data re-
garding building.and land values, and computations. The detailed :
services provided by the consultants included the development of a
system for preparation of tax maps, the development and writing of
detailed assessment procedures and Ilnstructions, the design of of-
fice forms and institution of records procedures, and the reap-
praisal of field and office operations. This program was started
on September 15,'1959;'and was expected to be completed in about
18 months. We have been advised by the Department of the.Interior
that action has been taken to maintain over-all administrative con-
trol of the program and that a target completion date had been es-
tablished as March 31, 1961. This.action should assist the insu-
lar government in installing an adequate real property assessment

system and with 1ts completion should result in substantial
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increased real estate tax collections. Assessed valuations curel
rently being revised by the reassessment group are expected to'iﬁﬁ
crease from a total of about $30 million to more than $50 million.

t current tax rates of 1-1/% percent, annual revenues from reél
property taxes, on the basls of the re#ised assessed valuatiohs,
would increase by more than $250,OOOQI

The sustained growth in revenue has been achieved despite the

continued existence of serious defiéienéies in the over-all admin-
istration of the revenue laws and.in operation of revenue-producing
activities. The Government Comptroller and the General.Accounting
Office have reported upon many of the deficiencies in the adminis-
tration of thé revenue laws and in the collection of aﬁounfs due
to the government, but the improvement to date in over-all admin-

{

istration has relatively been not significant.
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OJECT ' c B EMENTS
OF - CORPORATION FOR NEX CAD

The Virgin Islands Corporation is the sole producer and dis-
tributor of electric -power in the Virgin Islénds, and the eiiStiﬁg
_ facilities‘have'not kept pace with the needs of the residehts.éﬁd
visitors to the Islands for a dependable and reliable power supply.
The service has been described as being unreliable with frequent
outages for maintenance work and repairs. The Department of the
Interior and'Related_Agencies Apprdpriation Act,'1961, provided
$2,240,000 for the expansion of power ahd reiated distribution fa-
cilities to relieve the serious shortage_of firm power on the Is-
lands. This appropriation is to be used to acquire and install
2,500 kildwattélof steam poﬁer at St. Thomas at-én éstimated cost
~of $1,240,000 and a new 2,500-kilowatt diesel engine in the
St. Croix power plant at an estimated cost of $500,000. The appro-
priation also provides‘for construction of distribution lines on.
the three islands at an estimated cost of $300,000 and $200,000'
for the increased costs of installing a 2,500-kilowatt diesel en-
gine on St. Thomas in fiscal year 1960. We understand that appro-
priations of $2,H50,000 are to be requested for fiscal year 1962
for expansion of power facilities, including the purchase and in-
stallation in 1963 of a.5,000-kilowatt steam turbine in St.'Croix.
Based on reports by power consultants to the Corporation, the in-
stallation_of-theée facilities will not meet all the requirements
.fcr an adequate and reiiable power supply in the Islands dufing

the naxt décade, as 1t 1s expected that additional facilities at

!

costs not fully determined will be required to meet these needs '




from 1965 through 1969. The Corporation 1s requesting that its reQ
volving fund'borrowing authority be réised to $20 million. If ap-
proved,'the revolving fund of $20 million would provide about

$8 million for expansion of power facllities during the period
1965 through 1969. ’

In addition, the consultants believe that a capacity reserve
over and above the réserve for emergencles and equipment overhaﬁl,
is needed to avoid unreliable power service and to insure that |
growth demands will be met, ‘

The Islands also suffer from a deficient water supply which
has, in the past, necessitated rationing of potable water. In re-
cent years, it has been necessary to Obtaih water fbr St._Thomas
from Puerto Rico at a relatively high cost and it has been stated
that the water shortages on St;'Thomas in particular have held up
expansion in the tourist industry.. The Corporation has authority
to undertake the construction of a salt water distillation plant
on St. Thomas, and in the Department of the Interior and Related
.Agenéies Appropriation Act, 1961 (7% stat. 119), the Cofporation
was authorized to borrow not to exceed $1,100,000 from'the Treas-
ury of the United States for construction of salt water distilla—'
tion facilities in St. Thomas, Virgin Islands, as authorized by
the Virgin Islands Corporation Act (48 U.S.C. 1407c (p)). The Vir-
gin Islands Government has contracted with the Corporation to pur-
chase the water produced at a price which will include all costs
of construction, operation, and maintenance; including deprecia-
tion and interest on investment, and the government will be respon-

sible for the retail distribution of the water produced from this
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water system. These facilities are expected to distill 275,006 
gallons of potable water a day, but we have been informed that ad-
ditional facilities will be required-bn both St. Thomas and

St. Croix ultimately for the expansion of the tourist facilities
on these islands and untillthe water supply-facilities'ére ob4u
tained interested parties may not undertake to develop additional
visitor facilities. The estimated cost for the additibnal water
supply facilities has not been determined, but indications are
that investment of several million dollars eventually will be
needed. _ _.

In addition to the generation and distribution of electric
power, revenue-prbducing activities of the Corporation are the
growing of_sugarcane and the manufacturing of raw sugar, the man-
agement of Navy properties, and the operation Qf a loan program.
During the last 11 yeafs the sugar operations have resulted in an
accumulated loss of $l,146,5h7 before allocation of administrative
and general expenses and interest on the Federal investment, an
average of about $100,000 a year, and this record is'nbt expected -
to change in the future and therefore will require appropriations,
as in the past, as reimbursement to the Corporation for its losses
6n these operations. The Corporation is also engaged.in certain
non-révenue-prbducing aétivities designed to promote through eco-
nomic development the general welfare of inhabitants of the Virgin
Islands, and these activities in the past have required appropria-
tions on the average of about $111,000 a year.

Based on the foregoing information, financial requirements of

the Corporation for the next decade, i1f the existing activities
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remain uncnanged, are not fully determined but are known to be sﬁﬁ;

stantial.
OR_PRO c MANAGEMENT
OF CORPORATION | ' |

Ih'our annual audit reports to the Congress on the'Virgin Isé
lands Corporation ahd the Government of the Virgin Islands for théV
fiscal years 1954 through 1958, we included proposals for consider-
ation_by the_Congress for transferring the financing and ulti-
mately'the management of the Virgin Islands Cbrporafion to the Gov-
ernment of the Virgln Islands when the latter had demonstrated its
ability to satisfactorily assume this responsibility. The purpose
of this transfer would be to divest the Federal Government of a re-
.sponsibility which appearé to belong more logically tb the Govern-
ment of the Virgin Islands, since both the insﬁlar government and
the Corporatioh had similar objéctives; functions, and responsi-
bilities. We stated that the transfer of management of the Corpo-~
ration to the Government of the Virgin Islands should await a dem~
onstration of the insular government's abllity to satisfactorily
fuifill its present responsibility but that any neéessary financ-
ing of the Corporation in the interim could be supplied from Fed- '
eral grants made available to the Government of the Virgin Islands
under séction'28(b) of the Revised Organic Act of the Virgin Is-
lands (68 Stat. 508) (26 U.S.C. 7652 (b)). - |

The Revised Organic Act of the Virgin Islands approved
July 22, 1954 (48 U.S.C. 1541), reorganized the entire governmen-

tal structure and related functions and responsibilities of the

‘Government of the Virgin Islands. Prior to the passage of the
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Revised Organic Act, funds were appropriated by the Congress folf;
various activities in the Islands. The Virgin Islands received
Federal appropriations to finance (l) the municipal deficits, (2)
the central administration and municipalitieS, (3) specific-pubiic
works projects, (4) various grants-in-aid for social welfare an&;a
other programs, (5) the revolving fund of the Corporation for work-
ing capital purposes and equipment purchases, (6) the annual net
losses of the Corporation, and (7) various grants for the economic
development of the Islands. The revised act terminated appropria-
tions by the Congress to cover deficits in the operation of'munici-'
pal governments and the cost of central administration except for
the salaries of the Governor and.the Government Secretary and
'their Immedlate staffs; the salaries and expenses of the United
States Attorney and his staff; and the salaries, per diem, and
travel allowances_of the members of.the legislature. The Revised
organic Act of the'Virgin Islands increased substantially the an-
nual Federal COntributions to the insular government. Matching
fund contributions as provided for in section 28 of the act were
intended to serve as an incentive to the insuiar government to
raise as much revenue as possible locally. We stated in our re-
ports that these contributions would increase as more revenue was
raised by the insular government.

The charter of the Virgin Islands Corporation was extended by
10 years until June 30, 1969, unless sooner dissolved by act of
the Congress, by an amendment to the Virgin Islands Corporation Act
(48 U.s.C. 1407c (a)). The suggestions contained in our reports
for fiscal years 1954 through 1958 relating to transferring the
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financing and ultimately the management of the Corporation to the
Government of the Virgin Islands were not made a part of the legis—
lation which extended the corporate charter of the Corporation,“7

and accordingly the matter was not repeated in our auiit report to

the Congress covering fiscal year 1959.

Although the act of September 2, 1958, extends the life of
the Corporation to June 30, 1969, section 1 (a) of the act author-
izes the Board of Directors to dispose of the corporate'assets.
The board may sell the assets, in whole or in part, if such a sale
in the board's opinion will effectively serve the economic develop-
ment of the Islands. The act provides also that the Government of
the Virgin Islands shall be given'the'right to purchase corporate
property offered for sale at a prioe not'greater than that offered

by the highest resbonsible'bidder.

POTENTIAL SALE OF THE CORPORATION
OR_DISPOSITION OF ITS ASSETS .

During the past 2 years the Board of'Directors at several of
its meetings has discussed the possible sale of the Corporation ,
and its assets either in whole or in part. It is the consensus of
the board that every effort should be made to dispose of the Corpo-
ration's assets, preferably as a package. No plan for separate
disposal of the corporate assets has been formulated.

During the last year, a vigorous interest has been indicated
by several private groups to buy the Corporation s electric power
generating facilities and it 1s evident that these facilities
would be readily saiable.if offered exclusively of other corporate
assets. 'We-were informed tnat the board had not offered the prof-

1table power facilities for sale separately because it believed !
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that sale of the assets of the unproflitable sugar operations and

assets of the other operations of the Corporation would then be-

come more difficult. |
Some initial interest has been expressed by private gronﬁafin
purchase of corporate assets other than the power generating facil-
ities. This interest seems to have stemmed at least in part from
such factors as the position of the board that the assets of_the
Corporation be sold as a package, the hope of obtaining sugar ‘
quotas which could be transferred to other areas, and a belief
that sugar operations could be made profitable through irrigation
of the sugar lands. After inquiry and investlgation, the inter-
ested groups did not make offers. | | |
- The board's position that the Corporation be sold in its en-
tirety prolongs Federal operation of the Corporation and may not
lead to eventual sale.  A13o5 we understand that, in the event a
buyer for the Corporation'is found, the Government of the Virgin
Islands will oppose sale of the Corporation's lands-to'pritate in-
terests. | |
The Corpcration owns about 3,700 acres of land wnich is re-
corded on its books and in the financial statements accompanyling
this report at an average amount of about $40 an acre. Informa-
tion available indicaﬁee that the average current value of the |
land might vary from $SOO to $1,000 an acre up to several thousand
dollars an acre for land well suited to residential developmenti
The Government of the Virgin'Islands is interested in acquir-
ing the corporate lande and possibly the facilities of the sugar

operations. We have been advised that the Government, if in

i
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control of the land, would seek to develop a plan for use of the
land which would entall phasing out the sugar operations. Phé#ing
out the sugar'operétionS'would'réQuire a period estimated to be5-
about 3 to 5 yéars in order to allow.the absorbing of sugar gféﬁ;
ers and émployees and other stgar operation employées into qthérf
means of livelihood. |

As previously noted, there_has'been a lively interest by pri—
vate enterprisers in the purchase of the power facilities of the
Corporation. Also, there 1s the.strdng possibility that privaté
groups could be interested 1n.the.sea water distillation facili;
ties currently being constructed for the Corporation. There is de-
veloping a tie-in betWéeh power and water supply. Both the disiil-
lation process of desalting sea water and the planned gradual cén-
version to Steam power for the Iélands employ heat. The distilla-
tion plant now authorized and being constructed will provide eléc-
- tric power as well as potable water. }
MATTER FOR CONSIDERATION BY THE CONGRESS

Continued Federal holding of ‘the Virgin Islands Corporation
will require Federal financing of expansion of power and water-éys—
tems at an eventual cost variously estimated at $10 million to °
$2O million over the next 10 yeafs and, 1n addition, the financing
of the annual sugar operating deficits and costs of operating the
non-revenue-producing programs, some of which appéar to belong |
more lpgicaliy to the Government of the Virgin Islands. We be-?
lieve that the Congress should require the Department of the Inte-

rior to project the financial requirements over the next 10 years

for the expansion of power and water supply facilities in the
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Islands and in the economic development programs now carried on by
the Corporation, including the growing of sugarcane and the manu--J
facture of raw sugar. ~The increase in power consumption in the Is-
lands has been described as phenomenal, and an assured water sup-35
ply is essentlal to accelerate the development of visitor facili-“
ties. The capacities to meet the demand for power and water over_
the next decade should be defined more'specifically, and.the finan;
cilal requirements to meet these”objectiues ought to be determined.'
We believe also that the_Congress ought to examine into thelé
alternate sources of financing to'meet the financial_requirements
for the expaneion of power and water supplies as well as the role
of the Government of the Virgin Islands.in the management and fi-
nancing of the preeent activities ofithe Corporation. Among the

matters that may be considered by the Congress in this connection'

are:

1. The sale of the Corporation's assets related to the
revenue-producing programs (power, water, and sugar opera-
tions) and the transfer of the non-revenue-producing con-
servation and forestry programs to.the Government of the
Virgin Islands with or without grants-in-aid from the Fed-
eral Government during a transition period.

2. The sale of the assets related to the power and water sup-
ply operations to a private enterpriser and transfer of
the remainder of the activities of the Corporation to the’
Government of the Virgin Islands over a period of 4 or
5 years with the Federal Government and/or the Virgin Is-
lands Government underwriting the losses that may be in-
curred during the pericd.

3. The transfer of the financing of the Corporation to the
Virgin Islands Government and transfer of the management -

either concurrently with the transfer of the financing or .
at a predetermined future date.

We recognize the complicated land-use problems and the possi-

ble economic impact related to the changes involved in financing
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and management of the'Corporation's éctivities. For the purpo§9
of comprehehsively examining alternate proposals for changesiﬁ_-_'f:L
the financing and management:of these activities, a study grouﬁ'l
within the ExeCutive.Department could be requested by the Congfegs
with a view to formulating and recommending to the Congress a pié-
ferred plan. | |
In view of the continued deficiencies in the financial admin-
istfation of the Government of the Virgih Islands, we believe
that, if the Cbrporatioh”or the corporate assets are transferred
to the insular government, management and financlal controls
should be established within the Department of the Interior during
a transition period to insure that the.assetS'are used effectiﬁely

to promote the economic development of the Islands.
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FINANCING OF COR ORATE AC. TIES
SOURCE AND APPLICATION OF FUNDS
The funds provided to finance the Corporation's activities

during fiscal year 1960 and their respective disposition are summa-

rized:
Source of funds: _ o
Revenue from sugar operations _ $ 684 h23
" "  power " - 1 103 05%
n " ' miscellaneous activities :
Total revenues from operations ;,880,#3#
Grants provided in Department of the Interior |
Appropriation Act: :
For water and soil conservation : 100,000
For forestry program _ ___3g*gg_
Total grants - _ 130,000
Other sources: o _
Borrowings from U.S. Treasury : 33 900
Reduction in outstanding long-term receivables 21, 56#
" n loans - 17,221
Sale of land and bulldings: ' _
Selling price - '$139,148
Less payments in long-term notes 104,244
Cash payment and short-term notes received 34,904
Property obtained from other agencles without cost 5,367
Total other sources 112,956
Total funds provided - | 2,123,390
Application of funds: » o '
Operating expenses of sugar operations ' 1,320, 183
n power n ) o 1 109 090
" " " miscellaneous activities 129,60
Total operating expenses 2,558,875
Less noncash expense (depreciation charges) 399,060
Funds applied to operating expenses : 2,199,81%
Net additions to fixed-assets | 651,882
Expenditures for non-revenue- producing activities;
Water and soll conservation 90,4142
Forestry program 29,948
_ Total funds applied : ' 2,972,087
Difference representing decrease in working'capital $__8u8 848,697
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STATUS OF RE!QLVINQ FUND
The Virgin Islands Corporation Act (48 U.S.C. 1407e) author-;

1zed appropriations not to exceed $11 000,000 to establish a re< !
volving fund in the United States Treasury for the Corporation's 3
use in the performance of 1ts functions. Other funds are made ﬁ
available to the Corporation'from the Treasury through appropria;
tions 1n the form of grants for expenditure on non-revenue—.
producing activities and to reimburse the Corporation for losses
incurred on revenue-producing activities. Funds are also avail-
able in the form of borrowings from the Treasury for consfruction
of salt water distillation facllities. - |
The total'appropriations made to the revolving fund from the
inéeption of the Corporation to June 30, 1960, amounted to
$6,513,000. No appropriations were made to the revolving fund dur-
ing flscal year 1960. Withdrawals from the revplving fund, less
funds returned, totaled $6,513,000 at June 30, 1960, leaving no
balance. No appropriation was requested for fiscal year 1960 to
cover prior-year losses. Losses in excess of appfopriations
amounted to $351,201 at June 30, 1959, and $890,49% at June 30,
1960. For fiscal year 1961, the Corporation requested and re-

celved an appropriation of $561,000 to cover unreimbursed losses

39



. for the fiscal years 1958 and 1959(1) and an advance of’$2,538;6Q6
to the revolving fund, | i: :

The Corporation is required by law (48 u.s.C. 1407f(b))ﬂt5g:.
pay interest to the United States Treasury on withdrawals fromuﬁhé
revolving fund and on the value of properties and other net asééﬁs
transferred to the Corporation from 1ts predecessor at June 30,‘
1949, The Corporation 1is reqﬁired also to pay{interest to the
United States Treasury on the appralsed value of property and as-
sets transferred to the Corporatlion from the Federal Government
without_cost.or for consideration élearly not cdmmensurate with
the value received. Interest accrued for fiscal yéar 1960, includ-
ing interest on unpaid interest for fiscal year 1959, Was'$223,h55
at the rate of 2~7/8 percent compared with an accrual of $l72,9h3
at the rate of 2-1/2 percent for fiscal year 1959. |

INADEQUATE CASH BALANCES
RESULTED 1IN UNECONOMICAL FINANCING | . .

N FISCAL YEARS 1 D_1960

In our fiscal year 1959 report to the Congress, we stated

that the Corporation, in order to continue operations_during fiscal

1The Corporation requested in its fiscal year 1961 budget justifi-
cation $561,000 to cover unreimbursed losses. This amount is
$209,799 in excess of actual unreimbursed losses of $351,201
through fiscal year 1959. The excess reimbursement resulted from
the Corporation's not taking into consideration the status of un-
relmbursed losses when a change in the method of reimbursement of
losses occurred. Through fiscal year 1959, appropriations for
relmbursement of losses were based on budget estimates. Pursuant
to the Virgin Islands Corporation Act, as amended (48 U.S.C.
1407g), reimbursements for losses are now based on actual losses
incurred. Part of the excess recovery will be offset in fiscal-
year 1962 because we understand that only $400,000 will be re-
quested for fiscal year 1962 for recovery of fiscal year 1960
losses, whereas actual losses for fiscal year 1960 were $539,293.
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year 1959, had to obtain financing at commercial interest rates = .
and had to sell a portion of its raw sugar from the 1959 crop bééj’
fore a period when raw sugar'prices usuél1y are more favorable. ; ;
These actilons, which were occasloned by-a need for 6perating caéﬁ;f
cost the Corporation a minimum of $26,000 in 1959. Other results
of the Corporationis weak financlal position included delays of
2 to 4 months 1n payment of some of.its liabilities, the largest'
one of which was_$l72,9h3 due the Treasury at June 30, 1959, for
interest oh investment for fiscal year 1959. We indicated also
that the cash position of the Corporation would continue to be
eritical during fiscal year 1960. |

So that the Virgin Islands Cdrporétion may carry on 1ts opera-
tions efficiently and economically, and so that the necessity of -
selling its sugar crop before the time when sugar prices are more
favorable may be avoided, we recommended that the Corporation and’
the Department of the Interior make'a budget request during fiscal
year 1960 for an additional substantial appropriation'to the Cofpo-
ration's revolving fund in'an'ambunt sufficient to permit the Cor-
poration to borrow ffom the Treasury the funds needed to finance
1ts revenue-producing operations. |

The Corporation requested and reéeived under the Department
of the Interior and Related Agencles Appropriation Act, 1961 (7%
Stat. 119), appropriations of $2,538,000 to the revolving fund and
of $561,000 in the form of a grant to cover prior years' unreim-.'
bursed losses. Thns,'in fiscal'year 1961 the critical cash posi-~
tion of the Corporation.thét éxisted dﬁring fiscal years 1959 and’
1960 should be eliminatéd; Also, in order to provide sufficient
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operating funds to finance the sugar crop, the Board of Directd£§
of the Corporation approved a budget reqﬁest for an apprbpriatiéﬁ
in fiscal year 1962 of $750,000 from the revolving fund. |

In fiscal year 1960, the Corporation again had to obtain fi-
nancing aﬁ commercial interest fates and had to sell_its rav sugar
- from the 1960 crop before a period when raw sugar prices usually
were more favorable. Also, the Corporation'withheld payment dur-
ing fiscal year 1960 of $172,943 due thé United States Treasury at .
the close of fiscal year 1959 as interest on invéstment, and, dur-
ing fiscal year 1960, additional interest of $223,449 accumulated
and was due the Treasury of the United States at the close of the
year. In addition to interest on'inveétment_for fiscal year 1960,
the amount. of $223,449 included interest on unpaid interest of
$4,972 for fiscal year 1959. :All the above interest was pald by
the Corporation to the Treasury on July 18, 1960, when the fisdal
year 1961 appfopriation became availablé for expenditure.

On March 7, 1960, the Corporation sold 5,000 tons of its raw
sugar from the 1960 crop to its sugar broker, Farr, Whitlock & Co.,
for #126 a ton. In March 1960, the Corporation received on this'
sale two advances totaling $500,000. On May 3, 1960, an additional
1,700 tons of raw sugar,'the'estimated‘remaining portion of the !
1960 crop,.was sold by the Corporation to its broker for $128.40 ‘a
ton, and on May 9,_19605 the Corporation received on thls sale an

advance of $175,000. Interest on the advances of $675,000 accumu-
lated at the rate of S-l/H percent,'the rate charged Farr, Whitlock
& Co., by The Chase Manhattan Bank until the advances were repaid

on July 12, 1960. 1In addition to the interest on the advances at
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5-1/4 percent, the Corporation held this sugar 1n its own ware-"'
house and accumulatéd insurance costs until it was shipped 1n Sep-
tember 1960. | | | | |

The Corporation normally sells its sugar during July to early
September, a perlod when sugér prices frequently are favorable.
Had the Corporation sold its 6,700 tons of sugar bétween the pe~
riod August 1 to August 30, 1960, at which time the average price
'per ton of raw sugar was $129.40, inStead of 5,000 tons at $126 a
ton in March and IJRX)tons at $128.40 a ton in May, the Corpora-
tion would have increased its sugar revenues by about $18;700;_-
The 5-1/W percent commercial interest rate on $675,000 compared
with the United States Treasury's rate of 2-7/8 percent for fiscal
year i960.resu1ted in added ihterest éxpehse of about $3,800'fof
fiscal year 1960. Applicable Tfeasury rates for fiscal year 1961
will in all likelihood remain lower than commercial rates, thus '
continuing the period of added interest cost in fiscal year 1961
until July 12, 1960, when the $675,000 advance was repaid. Also,
additional 1ntere$£ expense during fiscal year_l960 of about
$3,3OO was incurred on advances of $850,000 obtained in May, July,
and August of 1959 from the'Corporation's.sugar broker on 1959
sugar crop. The advances were repaid on September'30, 1959, and
interest at a rate of Y¥-3/4 percent was paid compared with United
States Treasury rates in fiscal year 1960 of 2-7/8 percent.
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ACTIVITIES

The méJor revenue-producing activities of the Virgin Iélaﬁds
Corporation during fiscal year 1960 were the growing of sugarcane,
‘the operation of the only raw sugar mill in the Virgin Islands,
and the generation and marketing of electric power. Results of;op-
erationslfor these and miscellaheous activities for fiscal years'
1360 and 1959 are summarized below. Presentations'in greater de—
tail follow in the operations sections ahd in the'income and defi-

cit statement and related schedules.

1960 | 1959

Sugarcane growing -$208,472 $ 86,459

Sugar milling operations. =427, ’o88 =217, 526

Power operations - -6, 036 =106, 835

Miscellaneous activities —20, 225

Sales of real property 122,228 | -
Net loss ' ' $539,293 - $238,347

In addition to its revenue-producing activities, the Corpora-
tion carries out, with Federal grants, water and soll conservation
and forestry activitles intended to promote the economic develop-
ment of the Islands. Appropriations for these activities in fis-
cal year 1960 totaled $130,000. During the fiscal year the Cor-
poration also was engaged in engineering and design work for con-
struction of a salt watef distillation plant.

The Corporation also has been given responsibility for the
management.Of'certain Navy-owned_broperties on the 1sland of
St. Thomas. Thesé properties.consist.of housing projects, airpdrt
facilitles, hotels, piers, a beach club, a golf course, water sys-

tems, and othér miscellaneous facilitias and are administered by
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the Corporation's Development Department. Comments on the fiscaiff

results of managing these activities are presented on pages 63 t§ .

66.
UGAR OPERATIONS - - |
_ S B
The major activity of the Corporation is the growing of sugar-

cane and the operation of a raw=-sugar mill. Pertinent data on

sugar operatidns for fiscal years 1960 and 1959 are summarized:

Increase or

116_(_). 1999 decrease (=)
Gross sales of sugar and molagses $ 892 895 $1,610, 3‘+0 ~$717,445
Payments dve under the Sugar Act of l9l+8 2,012 8’+, —21,22
Total revenues - 954,912 1,69#,3%6 ~739,436
Less shipping and 'sellin'gé.expenses' . 85,678 1 Cl '.—62,332

Total revenues, less shipping and

selling expenses 869,234+ 1,539,331 ~670,097
Total operating costs and expenses 1,50%,994 1,670,398 -165,404
Net loss from sugar operations $__635,760 $__ 131,067 -$504,693
Tons of sugarcane grown 39,614 - 68,753 =-29,139
Tons of sugarcane purchased 31 1+63 47,699 —1_6_,_2_3__ :
Total used in production of sugar 71,077 116,448 ~45,371
Tons of sugar produced:
From Corporation sugarcane 3,747.8 7,242.3 =3,k94.5
From purchased sugarcane LQL _,_8_L6_2 -1.832.7
Total sugar produced 84792.0 12,119.2 -5,327.2 .
Revenue per ton of sugar sold $ 140.59 $ :139.80- $ .79
Cost of sugar sold per ton _ 234,19 . 190.61 _83.58
Loss per ton of sugar sold | $__ 93.60 $__ 10.81 ¢_82.79
Cost of sugarcane per ton' _
Grown ' 13.67 7.66 6.01
Purchased g 7.00 g 7.43 3 -3
Sugarcane yleld--tons per acre of cane ’
grown 19.44 31.41 ~11.97
Sugarcane yleld--pounds of sugar per ton '
of sugarcane 194,11 212.49 —18 38
,1.83 3.31

Tons of sugar per acre



Revenue from sales of sugar and molasses decreased $7l7 hhs

in fiscal year. 1960. of this amount, revenue from sugar- sales .
creased $670,270 as a result of a 5,327~ ton decrease 1n sugar pro-
duction. The loss of revenue as a result of decreased sugar pro-_
duction was partially offset by an increase in the average sales
price of sugar from $127.44 in 1959 to $128 70 in 1960. See.page
40 for discussion of a reduction in revenue because of early sale

of the 1960 crop in order to ebtain urgently needed financing.

The $21,991 decrease in payment due from the Department of Agricul-

ture under the Sugar Act of 1948 (7 U.S.C. 1100) is attributable

to the decrease in production of raw sugar from Corporation-grown

sugarcane.

Revenue from production of molasses decreased by'$h7,l?5.

This decrease'resulted'primarily from decreased production of

294,482 gallons of molasses and a decrease in sales price of molas-

ses from 10.5 cents a gallon in fiscal'year 1959 to 7 cents a gal-
- lon in fiscal year 1960. The priée of 7 cents a gallon for the |
1960 crop production was negotiated by the Corporation with the
local rum distillers. However, this pricelagreement has been
breached by the principal purchaser who has refused to take de-
livery of molasses and to pay 7 cents a gallon for about 100,000
gallons of 1960 molasses:delivered to him befofe June 1960. The
- Corporation has since taken the matter to court and'the case was
pending at the conclusion of our field work in November 1960. By
letter.dated December 27, 1960, the President of fhe Corporation-
advised us that the lawsuit which was brought against the pur- ‘

chaser had been withdrawn because the purchaser had agreed to take
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delivery of the molasses at a price of 7 cents a gallon and thét:
his share of the molasses .from the 1960 crop had been delivered.

This purchaser has refused to pay for molasses delivered to
him from April 1959 to December 1959, stating that in normal busi-
' ness practice the term ﬁmolasses"'under the cbntract would 1mp1i 
molasses having a sugar'content of not less than 52 pefcent and;
that the molasses received by:him was not of the quality coh-
tracted for; Léboratory analysis of samples of molasses taken
from the 1959 crop production indicated that the molasses was of
high quality and had a sugar content in excess of 52 percent. The
Corporation.ﬁas taken the matter to court and the case was pending
at the conclusion'df our fleld work in November 1960.

The price:that the'Corporation péys for sugarcane ié deter-
mined by formulas established by the United States'Department of
Agricultﬁre; These formulas establish the rate to be paid to the
grower for sugarcane and allocate to the growers as well as to éhe
processor a share of the returns from molasses sales. The Corpora-
tion purchased for processing about 31,463 tons of sugafcane at
$7 a ton in 1960 compared with 47,695 tons at $7.43 in 1959.

The cost of sugarcane grown consists of costs incurred by the
Corporation for'planﬁing, cultivating, and harvesting the sugar-i
cane produced on land owned or leésed by tﬁe Corporation. These
costs increased'from $7.66 a ton in 1959 to $13.67 a ton in 1960
because of the smaller’ volume of'cane produced. .

The Corporation's shipping and'sélling expenses decreaséd b}
$69,339 because of the smaller quantity of raw sugar produéed, |

shipped, and sold.
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Operating costs and expenses of sugar operations decreesedgﬁ}
$165,404% in 1960. The principal factor tending to decrease operat-
ing costs and expenses was the reduced production of sugarcane
which required only 77 days to be processed compared with 93 days
to process the 1999 sugarcane production. e

Sugarcane yield decreased 11.97 tons an acre in 1960, and the
amount of sugar produced decreased 1.48 tons an acre. The de-"
crease in sugar produced in 1960 wasattributabbegenerally to the
decreased and poorly distributed rainfall during the growing sea-
son. In calendar year 1959, the main part of the-growing season
for the 1960 crop, there were 33.21 inches of rainfall compared
with 44.99 inches of rainfall in calendar ‘year 1958 the main part
of the growing season for the 1959 crop. '

The sugar factory utilizes four mills in 1ts grinding opera-
tions. On January 31, 1959, a steam reciprocal engine that powers
one of the milis flew apart and was complétely destroyed. The dis-
integration of this engine was attributable to metal fatigue inas-
much as the engine had been installed in the factory in 1906,

On March 23, 1959, the Corporation purchased a new mill and;
turbine to replace the one destroyed and e new turbine to power a
mill which had been rebuilt in.l953. The installaticn of the tur-
bines and the sugar mill was completed in January 1960 at a total
cost of about $367,000. |

Upon completion of the installation of these units, three of
the four mills in the factory have been renewed and modernized.

We have been advised by Corporation officials that a fourth mill:

is not in good condition and that replacement or renewal of this-
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mill also is needed. The President's request for inclusion dfggh
amotint of $250,000 in the fiscal year 1962 budget estimates for,
possible replacement of the remaining mill and turbinq iﬁ"theif 
event of emergency caused by.breakdown of the mill beyondfrepéif
was not approved by the Board of Directors in May 1960. ::i
In fiscal year 1959 the Corporation installed a limited ngar-
cane washing system at the Bethlehem factcry and constructed ;ﬁfim-
poundment for the collection of water to supply the system. fﬁé
total installed cost of the washing system, including the,impdi_md-
ment, is about $45,000. Because of the limited supply of watgf,
the Corporation pfimarily limits use of the systém'to-washingiéx-
tremely muddy sugarcane causéd by'heavy rain during the_sugarééhe

cutting season.
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POWER OPERATIONS

The Corporation generates and markets the electrical energiff
for the Vtrgin Islands. Power is generated by two diesel internal
‘combustion plants consisting of eight generating units located on
the island of St. Thomas and six generating units located on the
island of St. Croix. The Corporation furnishes electric energy to

the island of St. John by means of an underwater transmission

cable from St. Thomas.

Pertinent statistics on power operations for the fiscal years

1960 and 1959 are summarized:

: 1960
Sto : .
Thomas St. . 1959
(pnote a) Croix Total . total
Revenue from power operations $681,723 . $h21;331 $1,103,054 $ 919,427
Total operating expenses and in- - ) ; : : ,
terest of power operations 690,610 418,480 1,109,090 1,026,259
.Net income (~loss) from power op- : - L
erations $.-8,887 §_2,851 §__—6,0% $.:106,83
Generating capacity (killowatts) 2,104 _ 3,626 - - __10,730 _7.230
Thousands of kilowatt-hours gen- : v . S
erated © 19,295 11,1k4 30 439 25,935
Thousands of kilowatt-hours sold 17, h09 8 9hk 353 21,6%1
Generated power lost (in percent) g 9.8 19.7 16.5
Revenue per thousand kilowatt- .
hours sold _ $ 39.16 $ uw7,11 § 41.86 $  L2.usP
Expenses per thousand kilowatt- ' : : b
hours sold $_39.67 $_46.79 $ L42.09 ¢ 47.38
Number of consumers:” . :
Residential 1,298 3,249 74547 7,394
Commercial and industrial ’802 784 1,566 _1.454
Total 2.100 #1033 92,133 8,8&8
Miles of distribution line ener- : . : -
gized 23 278 512 488

agffective October 5, 1959, the Corporation commenced recording charges for deprecia-
tion and interest on investment on power generating facilities transferred and con-.
veyed to the Corporation from the Navy under provision of section 7 of the act of |
September 2, 1955 (72 Stat. 1760). Charges of $16,663 for depreciation and $6,358 .
for interest on investment on the facilities transferred were made during the fiscal
year. .
1

bCombined average.



The net loss from power operations on St. Thomas decreased.: 
from $119,071 for fiscal year 1959 to $8,887 for fiscal year 19665
a decrease of $110,18h. Power revenues on St. Thomas increased by
20.3 perceht in fiscal year 1960 while operating costs and 1nter;_
est'expense increased by 7 percent. The increased revenues resuit
primarily from an ihcrease of 21.78 percent in kiquatt-hours'sold.
The net income from power opérations on St. Croix decreased
from $12,239 in fiscal year 1959 to $2,851 in fiscal year 1960.
This.decrease in net income is attributable to increases in operat-
ing expenses and interest of 22.92 percent while power revenues in-
creased 19.8 percent. |
Kilowatt-hours of énérg&-sold on St. Croilx during fiscal year
1960 increased 21.42 percent over fiscal year 1959 while the
energy sold on St. Thomas during the fiscal year increased 21.78;
percent. The increases in energy sold were made possible by the’
addition of a 1;000 kw. generator to the St. Croix plant and by °
the addition of a 2,500'kw.-generétor to_the St. Thomas plant.
During a period when the new 2,500 kw. generator at the St. Thomas
plant was out of service because of major mechanical breakdowns,
the Corporation rented from the Department of the Navy on a tempb-
rary basls two portable 500 kw. generators. !
During fiscal year 1960, revenue from sales of energy in-
creased in approximately-the same ratio as the increase in
kilowatt-hours of energy sold. The last fate revisions, effecti&e
July 1, 1955, resulted in rate decreases for electric power con-:
sumers on both St; Thomas and St. Croix. Existing electric rates

for St. Croilx are higher than those 1in effect for St. Thomas.
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Transfer of Navy power generating facilities
to Corporation ' '

As authorized and directed by section 7(a) of the act of sep;i,:
tember 2, 1958 (72 Stat. 1760), the Secretary of the Navy on Octb;ﬁ37
ber 5, 1959, transferred and conveyed to the Corporation without o

reimbursement power generating facllities located at the Marine

Corps Air Facility and Naval Submarine Base, St. Thomas, Virgin Is=-

lands, together with related land, buildings, structures, facili-
ties, distribution lines, fuel tanks, and equipment. These facili-

ties have been used since December l,'l952, by the Power Depart-

ment at St. Thomas under an operating lease agreement with the De-

partment of the Navy.

Original cost of the property transferred, most of which was

constructed in 1943, is $1,341,995 based on Department of the Navy

records. The.pfoperty was appraised at $300,883 by a éonsulfing
engineer retained by the Corporation, with the reduction from orig-
inal cost represented by_$664,614 for obsolescence and the eliminé—
tion of the cost of natlional defense feafures ahd by-$376,498 for
accumulated depreciation to October 1959. The appraised value of
the properties transferred was approved by the Bureau of the
Budget on August 3, 1960, and the interest-bearing investment of
the United States in the Corporation was increased by $300,883 as
of October 5, 1959.

As a result of the officilal trathér of the properties, the
expenses of the St. Thomas-waef'Department in fiscal year 1960
were increased by $16,663 for depreciation and by $6,358 for inter-

est on investment.
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Need for long-range planning
for adequate electric power

In our fiscal year 1959 report to the Congress bn the Virgiﬁ
Islands Corpbration, we stated that the electric power needs ofii
the island of St. Thomas had not been adequately met by the Corpo-
ration during recent years. Also, because of the continuing
growth in electric powerurequifements, we stated that new power
generating facilities were needed for the economic development of
the Islaﬁds. In addition, we noted that the lack of adequaté gen-
erating facilities in the past had resulted in deferral of needed
maintenance. Accordingly, we recommended that the Corporatidn pre-
pare a plén_fo; periodic additions to the electric power gene:at-
ing facilitieé'at'St..Thomas based on indicated present and future
needs as forecast by the Corporation's consulting engineer.

Early in fiscal year 1960 the Corporation added a 2,500~
kilowatt diesel generator to the St. Thomas power system. The éen-
erator has not operated satisfactorlily and has been out of servicé
frequently since installation. To November 1960 the manufacturer
has been unable to obtain continued rated capacity from the unit
and, accordingly, the unit has not yet been accepted. On a number
of occasions the unit has been under repair and modification by’
the manufacturer in efforts to obtain rated capacity. The Corpo%a-
tion has notified the manufacturer that it is being held fully re-
sponsible for eXpensesland damages which have been incurred by the
Corporation as the result of the defects in the unit.

The Department of the Interior and Related Agencies Approprila-
tion Act, 1961, provided an appropr;atioh of $l,2hQ,OOO-to the .
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Corporation for the acquisition and installation of a steam tur-f??
bine generating unit which will supply 2,500 kilowatts of power to
the power system on St. Thomas. The Corporation expects the_new,ke
generating unit to be in operation by late 1961, s

During fiscal year 1960 the Corporation engaged an additional
consultant who has made a study to determine the electric power -
needs for the Virgin Islands. The consultant has reported that.in-
dicated power load growth rate for the St. Thomas-St. John system
is 20 percent a year and.the rate for the St._Croix system is 18 |
percent a year of higher and that, on the basis of indicated load
growth, the power generating facilities of both systeﬁs will.have'
to be expended'greatly'foimeet future load requirements. The'eonr
sultant'!s report contained a plan fer adding generating fecilitiee
to meet estimated power demands on both systems through 1966.
This plan was later reviSed‘Siightly during conferences between
the consultant and the President of the Corporation. |

To implement the plan for the St. Crolx system, the Corpora-
tion's Board of Directors, at its meeting on September 27, 1960,
gave the Presldent appro?al to purchase.two diesel:generating
units of 2,500 and 1,000.kilowatt capacities for ﬁhich the Corporg_
tion has funds avallable. The board also.approved the President!s
recommendation thaﬁ'a request. be made to the Congress for
$2,250,000 in fiscal year 1962 from which can be financed.the con~
struction of a 5,000-kilowat£ steam turbine for the St. Croix sysL
tem in 1962 and 1963. "

With the addition of the two diesel generatlng units to the

power system for St. Crolx, the Corporation believes that the
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immediate power demands on this system can be met. Should the'th-
gress grant the funds which we understand the Corporation will fé;
quest for fiscal year 1962 to build the 5,000-kilowatt steam tur-
bine for the St. Croix system, the Corporation believes that the ;
2stimated power demands through 1963 can be met. The plan submit—
ted by the consultart contemplates also an additional 5,000-
kilowatt steam turbine to be added to the St. Croix system in 196k
to meet the estimated power demands through 1966. The preliminary
cost estimate for this unit is $l,#25,000. | | |
With respect to the St. Thomas-St. John system, the consult-
ant recommended that the Corporation purchase and install in 1960
a 1,136-kilowatt diesel genérétihg'unit'at St._Thomas at aﬁ estic
mated cost,of about $112,000'to prbvidé a,better'power'supply un-
tll the 2,500—kiloﬁatt'steam unit is completed in late 1961. The
consﬁltant'fecommended also that one 5,000-kilowatt steam turbine
be added to the system in 1961 and another in 1963 to meet the es-
timated power demands through 1966. The p:eliminary cost estimate
for the two steam turbines is $1,610,000 eaéh,with'boiler capadi;
ties appropriate.for sea water distillatidn. The cost of water %
distillation facilities was not included-in the.estimate. We un;
derstand that the Corpdration has not taken éction on the consult-
ant's recommendation that a 1,136~kilowatt diesel generating unit
be added to the power generating facilities at St. Thomas in 1960
to provide a better power supply for current needs nor does it éx-
pect to make adrequest for funds in fiscal year 1962 for further:
expansion of the St. Thomaé system fo meet the demands.for future

needs which have been estimated through 1966.
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While forward planning of ant1Cipated generating capacit" ;.

needs and related costs has been accomplished during fiscal yj“rf

1960, the plans do not extend beyond 1966 and certain ofi'he cost

estimates are of a preliminary nature. Because of thefind

significant investment in power generating facilities needed to /

provide adequate electric power for the future, we believe',h‘,Fl
the units and capacities likely to be needed and the related 5t
of construction and installation, including all appurtenant plant,
transmission, and distribution facilities, should be determined
over a 10-year period. On page 35 of this report, we are_enggest-
ing that the Congress require the Department of the Interiorto
project'finaneial'requiremente over the next lotyears for éxﬁéﬁi
sion of power facilities and for other activities presently ¢éh¥

ducted by the Corporation.
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SALT WATER DISTILLAIION FACILITIES
The Virgin Islands Corporation Act, as amended (48 U.S. C.

1407¢(0)), authorizes the Corporation to construct, operate, andf
maintain salt water distillation facilities in St._Thomaé, v1rg1n'
Islands. The facllitles are to be used to supply potable water H
for sale to the Govérnment of the Virgin Islands and to persons
purchasing directly from the Corporation. The act .authorizes the
Corporation to borrow, as may be approved in appropriation-acts,
up to $2,000,000 from the Treasury of the United States (48 U.S.C.
1407c¢(p)). To obtain funds from the Treaoury of the United |
States, the Corporation may issue 1ts notés, debentures, bonds, or
other obligations to the-Secretary of the Treasury. These obliga~
tions must be repaid, within a'period'hot to exceed 20 years, from
the revenues recelved from the sale of water. Interest rates on
the Corporation's obligations are to be deﬁermined by the Secre-'

tary of the Treasury who will téke into consideration the current
average market yields on outstanding marketable obligations of the
United States having comparable maturities.

Borrowings of $125,000 for engineering and'design'and
$1,100,000 for construction of the salt water distillation facili-
ties were authorized in the Second Supplemental'Appropriation Act
of 1959, approved May 20, 1959, and Department of the Interior and
Related Agéncies Appropriation Act, 1961, approved May 13, 1960, :
respecti#ely. To June 30, 1960, the Corporation had notes out-
standing to the United States Treasury of $33,900. These notes

bear interest at rates of 4,125 percent'to 4.5 percent. Interest



pald to the United States Treasury in fiscal year 1960 on these B

notes was $696
When constructed the salt water distillation facilities will

produce 275,000 gallons of potable water a day and will be oper-??
ated in combination with a steam turbine power generating unit hav-
ing a capacity of 3,125 kilowatts which will supply 2,500 kilowatts
of power to the electric power system of the Corporation of
St Thomas. The distillation facilities will utilize a. multistage
flash distillation process to convert sea water to potable water.
The Corporation estimates that the cost of water produced will not
exceed $1.75 a thousand gallons when the plant operates at a capac-
ity of 8,400 hours a year. Contracts were in force at the end of
the fiscal year with an engineering firm who 1s providing architec-
tural and engineering services for $135,500 plus $2,000 a month -
for each engineer engaged in start-up services, with a firm for‘
manufacture of the distillation facilities for $211,000, and with
a firm for manufacture of the steam turbine generating unit for
$278,000. | |

As required by the'Virgin Islands Corporation Act_(h8 U.S.C.
1407c¢(0)) as a precedent to executing a contract for constructing
the distillation facilities, the Virgin Islands Governnent, on Jan-
uary 16, 1959, contracted with the Corporation to purchase a mini-
mum quantity of water (100,000 gallons a day) at a price to be es-
tablished by the Corporation to be calculated to cover all costSf
of construction, operation, and maintenance, including deprecia-
tion and Interest on the Corporation's indebtedness in the facili-
ties.
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For our comments on possible alternate means of financing“_'!
salt water distillation facilities, see section beginning on  '
.page 12.

OPERATION OF THE LOAN PROGRAM ‘

The Corporation operates a loan program to provide'credit-fée
cilities to promote the economic development of the Virgin Islands
when sueh facilities are-unavailable'fron other governmental'or"
private sources. The Corporation's pelicy before December 1959
was to grant loans for agricultural, livestock, commercial, and in-
dustrial purnoses. Because of expanded commercial banking facili-
ties in the Islands and increased availability of private capital
for economic development of the Islands, the Corporation, on Decem-
ber 11, 1959, modified its loan polic& so as to continue the grant-
ing of loans only to the producers of sugarcane and livestock.

The Corporation, by law (48 U.S.C. 1407b(g)), may not have loans
outstanding in excess of $5,000,COO. The loan activity during fis-
cal year 1960 is shown in the following tahle: ‘

June 30, 1959 _June 30, 1960
_ umber Transactions umber

out- : ' New Repay- out-

Type standing Amount loans ments standing Amount
Agricultural = 8 $ 2,692 $2,869 § 3,378 8 ¢ 2 183
Commercial o 83 371 4,000 6,616 =~ & 80, 755
‘Industrial 70,833 - 10,000 21 60, }3

6
Y
15 $155,806  $6,869  $19,00h 1k  $143,771
These loans bear intezest at the rate of 9 percent with the
exception of a commercial loan to St. Croix Museum, Inc., which

bears interest at 3 percent The interest income from the above

loans for the fiscal year totaled $7,604.

|
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Ten agriculturﬁl_loans were made and ohe coﬁmerciﬁl 16§ﬁ §;§£?
increased during the fiscal year. Full repayments were m@dégdﬁfff;
ten agricultural loéns,_four of which were made during figcal'ff;¥
year 1960. One commercial loan made in a prior fiscal yegf Waﬁif?"
répaid. .

Water and soill conservation program | _
Title III of the Department of thé Interlior and Related Ageh;

cies Appropriation Act, 1960 (73 Stat. 107), included a grant of.
$100,000 to the Corporation for water and soil conservation. Apfz
propriations for this purpose since inception of the program in -
fiscal year 1952 totaled $940,000, &nd the unexﬁended balance at
June 36, 1960, amouhted to $32,887{' During the fiscal year 1960
the program'consisted'prinéipally'of the construction of small
dams on St. Thomas and St. Croix, increasing the impounding capac-
1ty of existing dams, and maintenance of déms'and spillways. The
land-clearing portion of the program was discontinued as of July 1,
1959, because..all the land clearing which had been planned, com-
pfising about 6,000 acres, was then completed. The dam construc-
tion program is designed to conserve the limited.and erratic rainf
fall, with the objective of raising the general water table in the
Islands. The activities are carried out in cooperation with the
Soil Conservation Service, Department of -Agricultural |
Expenditures for the program activities, including purchases

of equipment used under the program, are summarized:
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Fiscal year Cumulative to
1960  June 30, 1960 |

Dam construction and maintenance $7 ,922 $5 8 966ﬁ

Land clearance and other activity 520 5 610

Equipment =~ 102,532'
$90, 12 $907,113

A total of six earthen dams were completed during the year--
three on St. Croix and thrée on St. Thomas. Also, the impounding
capacities of two dams on St. Crolx belonging to the Corporation
were increased. The total number of dams constructed under the
program is 116, and the estimated impounding capacity of the dams
‘1s about 696 million gallons of water.

Since 1953, about 6,000 acres of land have been cleared by
the Corporation under the land-clearing program. The.owners of -
the-cleared land have agreed'to use 1t for agricultural and live-
stock purposes and maintain it free of brush for 5 years. Penal-
ties are provided for noncompliance with the agreement.

Forestry program

The forestry program in cooperation with the Forest Servicé,
Department of Agriculture, was continued during fiscal year 1960.
The Corporation réceived'a grant of $30,000 which was included in
title III1 of the Department of the”intericr and Reléted Agencies
Appropriation Act, 1960 (73 Stat.'107), Cumulative expenditures
for this program to Jﬁne 30; 1960, were $184,022. At June 30,
1960, the total unexpended grant for forestry'amounted to $978.

The chief activity of the forestry program 1s the planting of
trees which will have future commercial value on otherwise nonpro-

ductive land and which will also aid in the conservation of soil
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and water. About 12,300 mahogany seedlings and 2,500 teak seed-'j
lings were planted under the program during the fisecal year 1960.3

Other activities include the timber stand improvemenx prgg:eg

which consists of removing overmature timber, undesirable Sﬁeéi é;.

and immature, defective, or crowded timber. The forestry opera-f:
tion manages a small sawmill which provides the means of utilizing
available local timber. A wood preservation plant was in opera-ti
tion during the fiscal year for treatment of mahogany thinnings_
for use as fenee posts. A nursery is maintained to provide theu'
mahogany seedlings, while teak seedlings are broﬁght from Puertei_
.Rico. Research and experimentation in other species of trees and
utilization of forest'products are also part of the activity. For-
estry activities initiated on the island of St. John in fiscal
year 1959 were continued during fiscal year 1960. Forestfy is
still in the planning stage for the island of St. Thomas.
Livestock development program - |

The livestock development program wes'centinued during fiseel
year 1960 in cooperation with the United States Department of Agri-
culture Experiment Station. The Corporation reported that it had
102 cattle at June 30, 1960, compared with 83 at June 30, 1959.
The increase in the herd is accounted'for-by the birth of 32 ani-
mals, the death of 3, and the sale of 10. The purpose of the pre—

gram i1s to improve the privately owned herds of cattle on the

Islands. |
Income for fiscal year 1960 was $2,944 and expenses were
$8,303, resulting in a net loss of $5,359. Since 1953 the cumula-

tive costs of the program have exceeded cumulative income by

$45,832. J
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DEVELOPMENT DEPARTMENT

Since July 1; 1954, pursuant to a revocable permit receivéd ¥
from the Secretary of the Interior, the Corporation has had'the?fé-
sponsibility for managing the installations formerly known as thél
Marine Corps Alir Facility and Naval Submarine Base at St. Thomas.
The installations were obtained by'the Department‘of the Interiérf
under a revocable permit from the Navy Department dated'Jahuaryﬁi,
1948. These facilities were operated from January 1, 1948, to |
July 1, 1954, by the Municipélity of;St. Thomas and St. John under
arrangements which were later ratified by a lease agreement be- 5
tween the municipality and the Secretary of the. Interior on
March 25, 1950;.and supplemenfed on October 8, 1951.

The properﬁies comprise about 85 housing units ieased'to-Fed-
eral and iﬁsular-govéfnment employees and other private individ-'
uals, 6 hotels, 1 guesthouse, 4 piers, a beach club, a golf course
and clubhouse,'abduf 35 additional buildiﬁgs, 3 water systems,
transportation equipment, and other miscellaneous units.

Effective June 5, 1959, the Government of the Virgin Islands,
pursuant to a reVdcable'permit received ffom the Secretary of the
Interior, which amended the Corporation's revocable permit to man-
age certain airport facilities, was granted the right to occupy,
use, and operate portions of the airport terminal, the airport run-
way, and certain related facilities. 'The'CorporatiOn continues to
manage these facilities on behalf of the G‘overn_ment.of the Virgin
Islands. :

Power generating facilities together with related land, build-

ings, structures, facllities, distribution lines, fuel tanks, and
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ferred and conveyed to the Corporation on October 5, 1959, pur-5

suant to section 7 of the act of September 2, 1958 (72 Stat. 1760*.)

A portion of the Corporation s administrative expense.is

charged to the Development Department to compensate the Corpora-- .
tion for the time the President and Comptroller devoted to adminisi
tering the Development. Department. There 1s also a charge for thef
bookkeeping services provided by the Corporation. At June 30, .fﬁﬁ
1960, the Development Department employed 101 perSOns, 19 of wheﬁi
were hired temporaril& to repair flood damage. | i:

We were informed by the President of the Corporation that itﬁ_
is the policy of the COfporation to-oberate the Development Depantg
ment as a nonprofit organization and any surplus which mai be ac-
cumulated will be used for maintenance and rehabilitation of Devel-
opment Department.property.

The Corporation maintains the accounts of the Development Dej
partment at its general offices at St. Croix. The Corporation re-
cords in the accounts;certain_aecruals'Of income, expense, feceiv-
ables, and payables. The records maintained_by the Corporation

show that the results of operations for fiscal year 1960.were-as

follows:
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Income:
Rentals:
Housing
Commercial leases
Other

Fees and concessions income
Sales of potable water
Other

Total income

Expenses:

Salaries and wages

Materials and supplies

Machinery and equipment

Allocation of Corporation's
administrative expenses

Electricity, general over-
‘head, and other

" Total expenses

Net profit for the year
Add beginning surplus (—deficit)

Ending surplus at June 30

Fiscal year

$ 59,815
97 380
157,195

- 76,862
11,220

us,ugg_
$=Zi£ZL='

$149,101 .

81, 706
17, 281

22,527
20,034

$290,649
$ 3,123
29,707

$ ;2!830'__

: ended June 30
1960 1 '

$ 59 520
83, 939
_1.831

145,290
64,542

12 9%0 '
hz,glo

$270,282

8133, 283

2’238'"

18,326

18,018

$237,387
$ 32,895
-3,188

$ 29,707

A condensed statement ‘of assets and liabilities at June 30,

1960, follows:

Assets:
Cash
Accounts receivable

Materials and supplies in o

transit
‘Deferred charges

Total assets

Liabilities and net worth:
Accounts payable
Accrued liabilities
Trust and deposit liabili-
ties
Surplus at June 30, 1960

Total liabilitles and
net worth

$32,051
26 73#

2,178

"$6§!212 '

$11,099
159269 )

4,319
32,830

$63,517
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The above statement does not include the Navy Department,fa
cilities in the custody of the Development Department whichﬁwer_ﬁf?
000'

recorded by the Navy Department at a cost of about $10 700

tained from the Navy Department or acquired during the Corﬁdf
tion's operation of the facilities or the investment of the Uni edﬁ

States Government in. the facilities.  Purchases of machinery-and

equipment used in the maintenance and rehabilitation of the_Nayy,
-owned property are charged to expense instead of being recorﬁeﬁfasv
assets. | | R &

Our review of the Development Department was limited to ce“’
tain documents ‘and accounting records and d4did not include a reviewﬁ
of operations of the Department. Certain deficiencies in the ac-:f
counting records disclosed by the review are included in our re-i%

port to the Presldent of the Corporation.
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SCOPE-OF.AUDIT o
Our audit of the Virgin Islands Corporation for the fiscal

year 1960 included a review of applicable legislation, a reviewof
management controls, reviews of selected activities, and.an#ég mi
nation of financial statements. Our examination of the fingﬁéiél
statements was made 1n accordance with,generallj acceptéd aﬁdiﬁiﬁ”ﬁi
standards and included such tests of the accounting recordé aﬁék“
such other auditing procedures as we considered necessary in ﬁiéw_ﬂ
of the internal controls afforded by the-accounting system and o
internal review'prdgram of the Corporation. The audit was cdn+

ducted at St. Croix and St. Thomas, Virgin Islands.
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OPINION OF FINANCIAL STATEMENTS

The financial statements for the fiscal year 1960 in this re-
port are identical with the statements published in the Virgin “:

Islands Corporation's annual financilal report. |

The following 6hénges in accounting, which we approve, have
.been reflected in the operations statements for fisecal year 1960
and in the comparative statement of assets and 1iabilities for
both fiscal years 1959 and 1960,

l. In fiscal year 1959, charges for depreclatlion expense
were allocated to sugar milling, sugarcahe groﬁing, and certéin
miscellaneous activities on the'basis of direct qperating costs.
In fiscal year 1960,'the.Corpbration, wherever possible, identi-
fied the use of fixed assets to specifié_operations, énd chérges

for depreciation expense, accofdingly, were made to the applicable

operation using the fixed assets. Depreciation expense applicable .

to fixed assets unidentified to spécifié operations has been
charged to sugar opefations and miscellanéous activities on the.
_basis of Adirect operating costs. This change in method of charg-
ing depreclation expense increased depreciation expense charges
to sugar milling by about $15,000 and correspondingly decreased
charges to sugarcane growing by about $14,000 and to miscellaneous
activities by about $1,000 in fiscal year 1960 compared with fis-
cal year 1959.

2. In the fiscal year 1959 statement of assets and liabili-
ties, "Donated surplus" of $22,911 was classified as part of the
"Non-interest-bearing investment." At June 30, 1960, the book

value of "Donated surplus" was $28,278. In the accompanying
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comparative statement of assets and liabilities, "Donated surplﬁgﬁl
for fiscal years 1999 and 1960 has been classified as part of the_
"Interest—beafing investment." (See notes 6 and 8 on pp. 82 and
83.) | -
3. In compliance with the provisions of section 7(b) of the
act of September 2, 1958 (72 Stat. 1761), the Corporation on Octo-
ber 5; 1959, recorded in ité accounting records, at a value of
$300,883,power generating faciiities transferred and conveyed to .
the Cdfporation from the Department-of the Navy which have been
used by the Corporation since December 1, 1952.. For the fisecal
year 1960 financial statements, interest amounting to $6,358 and
depreciation expense amountihg tb'$l6;663 applicable to the proﬂ-
erty transferred for the period October 5, 1959, to June 30, 1960,
have been charged to power operations and the value of the prop-
erty transferred has been recorded in "Electric plant" and
"Interest-bearing investment." The financial statements for the
fiscal year 1959 do noﬁ'show the use'by the Corporatibn of these
properties. (See pp. 52 and 77.) '

4. In fiscal year 1959 the value of sugar sold by the Cor-
poration to its sugar broker was shown on the statement of assets
and liabilities as "ANTICIPATED INCOME FROM UNSOLD PORTION OF PRO-
DUCTION." For fiscal year 1960 the value of sugar sold by the Cor-
poration to its sugar broker for flscal years 1959 and 1960 has
been reclassifled and shown under accounts receivable as "Due from

sugar broker for sale of sugar production."

5. ErroneouS':lassifications of assets and liabilities made

in 1959 which resulted in. overstatement of deferred charges and-
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corresponding understatement of materials and supplies 1nvento-;i
ries by about $55 000 and which resulted in minor overstatements
.and understatements of current liabilities at June 30, 1959, have
been corrected in fiscal year 1960. Practices which did not pro-'fi

vide an acceptable inventory of materials and supplies shown on the?
books at June 30, 1959, at $147,770 were corrected during fiscalw.-'
year 1960. | |

6. The corparation'has shown for the first time, in the
statement of assets and liabilities, assets purchased from grant
funds appropriated for water and soll conservation and'forestry.'
program activities. Investmeht.in these assets at'June 30, 1960
and 1959, was $106,112 and'$ll7,186; fespectively.

In our opinion the accompanying financial statements present
falrly the financial poSition'of the Virgin ISiands'Corporation at.
June 30, 1960, and the results of its operations for the year then
ended in conformity with generally accepted accounting principles |
applied on a basis consistent with that'of the preceding year, ex-
cept as described in the above paragraphé, and with appiicéble |

Federal laws.
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VIRGIN ISLANDS CORPORATION
(A WHOLLY OWNED FEDERAL GOVERNMENT CORPORATION)

STATEMENT OF ASSETS AND LIABILITIES--JUNE 30, 1960 AND 1959 (note 1)

ASSETS LIABILITIES
1960 195 _ 1960 1959
CASH IN U.S. TREASURY AND ON HAND $ 43,479 ¢ 4B,439 ACCOUNTS PAYABLE $ 291,102 § 296,557
RECEIVABLE (note 2): ACCRUED LIABILITIES: :
Accogzﬁml, less estimated uncollectibles of . Salaries and wages 16,736 24,617
$2,125 and $1,805, respectively 351,585 292,156 Anmial leave 62,912 64,255
Due from sugar broker for sale of sugar production 884,213 1,544,010 - Due private growers for sugarcane and molasses 17,702 37,453
: i . Anticipated selling expenses on sugar (note 2) 86,287 155,017
LOANS RECEIVABLE: : Accrued taxes 24,570 26,557
Commercial and industrial 21,401 16,851 Materials and suppllies not invoiced 795996 109,558
Agricultural 2 183 2,692 . Accrued interest, U.S. Treasury (mote 6) 396,392 172,942
i : Ot.her 79,501 68,055
ANTICIPATED INCOME FROM UNSOLD PORTION CF MOLASSES 12,542 4 658
PRODUCTIOR (mote 3) . . : 385 TRUST AND DEPOSIT LIABILITIES 64,577 54,594
: : : : : INTEREST-EEARING ADVANCE FROM SUGAR BROKER (note 2) 675,000 600,000-
ACCRUED ELECTRIC REVENUE - 33,313 39,422
DEFERRED CREDIT : 1,500 6,500
INVENTORIES OF COMMODITIES, SU'PPLIES . AND MATERIALS : : . .
Sugarcane (note 4 144,946 159,922 * Total curreant liabilities 1,792,275 1,614,110
Materials and supplies at average cosr. 841 260 867,024
Vegetables - 1,057 508 INVESTMENT OF THE U.S. GOVERNMENT:
_ . . Intez:st-beari.ng 1nves§ment: 6,513,000 6,513,000
vances from revolving fiund
[EFERRED CHARGES . ) 880 704 . gorrouings from the U.S. Treasury ' : o
- ' . ransfers from the Department of the Interior
Total current assets . 2,335,859 3,006,386 . and predecessor corporation (note 7) 5 988.‘&36 938,629
: ransfer from the U.S. Navy Department (note 5) » =
LAND, STRUCTURES, AND EQUIPMENT (note 5): D 22
fand and buigdings 1,22?212 2’33%’%3 _ onated surplus (note B) 28,218 __22,0u1
Machinery and equipment 10 - & te =D t 4 4 474 ’
Electric plant 382878 3,704,830 Total interest-bearing investmen LBMA  TATLSM o
Purniture and fixtures 83,707 78,436 Non-interest-bearing investment:
Idvestock . 10,375 9,975 Grants for revenue-producing activities: &
Salt water distillation 38,565 ___- For repaymenﬁlor pregecgsgorrcorpontign's
notes payable to the U.S. Treasury a
9,130,849 8,229,346 _ June 30, 1949 . : 0 3 zssg,ggg 3 gssg.ggg i
- For reimbursement ! osses (pote i
less accumulated deprecilation 2,525,120 2,217,129 ' Expended from grants for non-reveame-producing' I e I :
o . t :
Machinery and equipment for non-revemue- . ) ?gg%:i.;i).e? for purchase of fixe assets 106,122 117,186
producing activities 106,112 117,186 Unexpended grants for non-revemle-producin; C o
Total land, structures, and equipment . . : activities (note 9) —35900 - 20,03
less dsprecistion 6,711,841 6,129,403 Total non-intarest-bearing investment 3,946,826 3,948,200
: . Less deficit incurred in revenue-producing activities: :
JONG~TERM ACCOUNTS RECEIVABLE . 355,593 272,913 Deficlt, prior years 3,490,825 3,252,478
; . Net loss for fiscal year : —232,293 J
Balance st end of fiscal year (note 10) 4,030,118 3,490,825
LONG-TERM LOANS RECEIVABLE 120,187 137,408 : Net investment of U.S. Goverrment 7.12'.'262 [.2:2.002 -
Total 11abilities and investment of the e
Total assets $9,523,480  $9,546,110 U.S. Government T $9,523,480  $9,546,110

The notes on pages 80 to 84 are an integral part of this stata_nicnt.
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SCHEDULE 2
VIRGIN TISLANDS CORPORATI QfN?f5i

INCOME AND DEFICIT STATEMENT X
FOR THE FISCAL YEARS ENDED JUNE 30, 1960 AND 1959 (note 1)

1960 ;252

OPERATING LOSS: -
Sugar operations (schedule 3) $ 635, 762 $ 13] 067

Power operations (schedule 6) 106 ,832
Miscellaneous activities (schedule 7) 20,225 448

Net loss from operations | 662,021 238,347
NONOPERATING INCOME: - ' . :
Sale of buildings 122,728 -

Net loss for the year 539,293 238,347

CUMULATIVE DEFICIT INCURRED IN REVENUE-

PRODUCING ACTIVITIES AT BEGINNING OF - |
YEAR 490,825 3,252,478

CUMULATIVE DEFICIT INCURRED IN REVENUE=-
PRODUCING ACTIVITIES AT END OF YEAR

(schedule 1) $4,030,118 $3,490,829

[

The notes on pages 80 to 84 are an integral part of this statement.
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VIRGIN ISLANDS CORPORATIO!

STATEMENT OF SUGAR OPERATIONS

1960

SALES: | |
Sugar $ 874,155
Molasses 18,740 025
Total 892,895 1{619;545

COST OF SUGAR SOLD:
Cost of sugar pro- ,
duced (sched- . .
ule 5) $1723h7505 $11672’8h9
Shipping and sell- o
ing expenses:

Sugar 85,402 a 155,017
Molasses __o76 SN i
Total 1,320,183 1,827,866
OPERATING LOSS, SUGAR = . o
MILLING - - 427,288 - 217;526

Operating profit (—loss) and
subsidy, cane growing

(schedule ) 208,472 86 41459
OPERATING LOSS FOR THE YEAR | R
(schedule 2) | $__635,760 $_131,067



| . SCHEDULE 4
VIRGIN ISLANDS CCRPORATION

STATEMENT OF INCOME AND DEFICIT ON SUGARCANE GROWING
FOR THE FISCAL YEARS ENDED JUNE 30, 1960 AND 1959

1960 1999
CANE GROWN (market value) S
(note a) . $27l,189 . $529’182
GROWING COSTS: .
Materials $ 13,157 - $ 32,684
Labor and equipment 137, 264 197, 363
Overhead . 101 389 e 106,779
'Allocated expenses (sched-
ule 8):
Depreciation 44,707 43 h34
General expenses 28, ,287 28] ,051
Administrative expenses _27 1240 : 3k, 26
Interest on investment 3,lh : , _g&iggj
Total 395,18% . 467,202

Add prior year costs in-

cluded in inventory of

sugarcane under cultiva- _ : '

tion 157,827 76,542
Less cost of growing and _

cutting seed cane trans-

ferred to inventory of

sugarcane under cultiva-

tion —11,333 - =17,013
Total growing costs 541,678 526,731
OPERATING PROFIT (—LOSS), CANE GROWING —270,489 2,451

Amount receivable from Commodity
Stabllization Service under the
Sugar Act of 1948 (subsidy), also
from the local. government - _62,017 84,008 .

OPERATING PROFIT G—LODS) AND SUBSIDY '
(schedule 3) | —$208,472 $_86,459

%The value of cane grown by the Corporation is based on the ton
price of sugarcane established pursuant to criteria developed by
the Department of Agriculture. This ton price is the same as that
pald by the Corporation to private cane growers on St. Croix for
canae of the same quality.
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VIRGIN ISLANDS

STATEMENT OF COST OF SUGAR PRODUCED
FOR THE FISCAL YEARS ENDED JUNE 30, 1960 AND 1959

COST OF SUGAR PRODUCED:
Materials:
Value of sugarcane grown
(schedule 4)
Cost of sugarcane pur-
chased

Total materials

Labor and overhead:

Transportation of cane to
mill

Weighing and discharging
cane

Grinding

Other processing opera-
tions

Supplies (fuel oil, lubri-
cants, and chemicals)

Power, light and water,:
and steam plant furnaces

Superintendence and gen-
eral overhead

Repairs to factory

Other

Total labor and over-
head .

Allocated expenses (sched-
ule 8):
Depreciation
Administrative expenses
General expenses
Interest on investment

Total allocated ex-
penses

‘'Total cost of sugar
produced (sched-
ule 3) (note a)

CORPORATION

et - e

o e e e e e e et e

1960 _1959
$ 271,189 $ 529,182
220,229 354,241
491,418 883,323
$ 30,670 $ 53,02k
22,463 30,600 ’
7y 9#9 21, 1158
19,616 26,0l
40,117 46,179 |
16,706 19,000 |
25,571 30,019
172’7#& 150,670 |
2,25k 16.2l9 |
348,090 392,943 §
151, 564 156,849
gh 228 23 422
88 998 87,309
100,207 89,003
$1,2;h,gog $1,672,849

8Tncludes loss in 1960 and profits in 1959 on sugarcane growing.

schedule H,)_

(See
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VIRGIN ISLANDS CORPORATION

STATEMENT OF POWER OPERATIONS
FOR THE FISCAL YEARS ENDED JUNE 30, 1960 AND 1959

1959
' 1960 St. Thomas
Total St. Thomas St. Croix Total <(note a) St. Croix
REVENUES: ' '
' Electric sales $1,082,718 $671,101 $411,617 $907,165 $562,915 §34k,250
Other income 20,336 10,622 __9, 71 122262 - 3.817 8,45
Total revenues. 1,103,054 681,723 421.331 919,427 566,732 352,699
OPERATING EXPENSES:
Production: '
' Generation 425,570 274,017 151,553 352 964 215,783 137,181
Maintenance 184,456 126,515 57 9%1 237, 389. 197,230 40,159
Distribution ' 73, 224 45 573 27, 651 71, 413- 6,292 15 121
Property written off 11 938 11 938 4o, ,522 0, 522
Administrative expenses allo- .
cated (schedule 8) 5%,571 32,452 22,119 43,827 28,961 14,866
Other administrative and general n
expenses : 140,192 82,224 57,968 118,421 65,051 53,370
‘Depreciation _ 132151 _79.736 _52.45 105,739 _57,280 48550
Total operating expenses 1, 022 102 640,517 381,589 970,275 661,119 309,156
OPERATING ‘INCOME (~LOSS) FOR THE YEAR 80 ,952 41,206 39,74  —50,848 —94,387 43,539
Interest on investment 86 988 50.093 36 895 5 984 24,684 31,300
NET INCOME (~LOSS) FOR THE YEAR - |
(schedule 2) $__—6,036 $=8,887 2,82 —$106,832 —$119,071 $_12,239

Expenses do not include any charges for depreciation or interest on facilities transferred from

the Navy.

]
]
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VIRGIN ISLANDS CORPORATIOR

' STATEMENT OF INCOME AND EXPENSES OF MISCELLANEOUS ACTIVITIES :
FOR THE FISCAL YEARS ENDED JUNE 30, 1960 AND 1959 . ‘

1960 . 1959
Cost - and ex- , Cost and ex- i
penses (in- ' renses (in- i
- cludes allo- : cludes allo- I
‘cated admin- cated admin- ' ;
istrative and _ istrative and
general ex- Net lncome general ex- Net income
penses, de- or Loss (—) penses, de- or loss (-)
preciation, (sched- preciation, . (sched-
o o ' ' - Income and interest)  ule 2) Income and interest) = ule 2)
RENTALS: _ . )
Tractors and other equipment - $ 15,605 - § 20,275 - $ 4,670 $ 20,552 $ 14,621 $ 5,931 :
Leases: ' . :
Houses occupled by officers and . _ :
supervisory employees 3,400 16,347 -12,947 2,878 14,179 -11,301 :
Villages occupied by factory and field _ ’ : ' i
laborers 7,046 43,177 =36,131 7,049 39,126 —32,077 §
Commercial and 1ndustr1al and other . _ : _ : :
Government agencies . 3,941 1,701 . - _ 2,240 3,952 —_922 3,030 g
‘ Total - _ - 29,992 81,500 = =51,508 34,431 68,848 8#8 —34 417
SALES: - _ _ _ . o
Storeroom supplies, seed and other : 21,848 © 17,376 4472 27, 782 31,811 - 1,029
Livestock 2 94& 8,303 -5,359 1, 51 3,002 - =1,551
Vegetables : 1,2#0 797 4,3 787 556 231
Tatal o 26,032 26,476 Al 30,020 35,369 =5,349
OTHER INCOME AND EXPENSES: | | | S - | -
Loan program 7,604 5,206 - 2,398 8,322 4,161 4,161
. Interest on long-term accounts 10,26 - 9,597 - : A
Total ' - . 18,569 9,206
ADJUSTMENT TO PRIOR YEARS' INCOME (net)' 18,368 -

Total miscellanecus activities  $ 92,957 $113,182
SALE OF SURPLUS PROPERTY $139,148  $.16,520 . $132,728 © §._ -




VIRGIN ISLANDS CORPORATION

SCHEDOLE OF EXPENSE ALLOCATIONS
FOR THE FISCAL YEAR ENDED JUNE 30, 1960

Adminis-
trative
expenses
: : (all al-
_Depreciation - Interest on the investment _ _ General expenses ____ located)
Aljocated Direct - Total Allocated  Direct Iotal Allocated Direct Total (note 11)
SUGAR MILLING OPERATIONS : _ ' -
(schedule 5). $11,738 $139,826 $151,564 $100,207 $ - $100,207 $21,775 $67,223 § 88,998 § 54,228
SUGARCANE GROWING OP- ._ )
ERATIONS (schedule 4) 5,05% 39,653 Wl 707 43,140 - 43,140 9,376 18,911 28,287 27,240
POWER OPERATIONS | o | . -:
(schedule 6) - : - 132,151 132,151 - 86,988 86,988 - - - 5%,571
MISCELLANEGUS ACTIVITIES . ’ ' . '
(schedule 7) 696 29,942 30,638 5,926 4,372 10,298 1,291 4,863 6,15 11,287 %
DEVELOPMENT DEPARTMENT - - - - - - - - - - 22,527
Total $17.488 $341.572 $359,060 §1 ug,zz; $21,;6 $2 !;g $32,4% $9=\2;z_z $123,439 $169,853

The notes on pages 80 to Bh are an integral part of this statement.

6L
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NOTES TO FINANCTIAL STATEMENTS )
1. The statements of assets and liabilities (schedule 1) éﬁd’

the income and deficit statement (schedule 2) do not include the
activities of the Development Department. These_activit;es aréf 
accounted for separately by the Corporation, and the revenues are
used solely for the operation and rehabilitatioh of certain Navy
Department facilitles in the custody of the Corporation. . (See
pp..63 to 66.) | |

The income and déficit_statement does not_ihclude the water
and soil conservation aﬁd fofestry activities of the Corporation
which are predominantly non-revenue-producing in character. The
expenditures for these activitles are charged against congres-
sional grants for these purposes. (See pp. 60 to 62.)

2. Accounts recelvable included sugar benefit payments of
$55,517 and $84,008 at June 30, 1960 . and 1959,.respectively, due
from the Commodity Stabilization Service;.Department 6f Agricul-<
ture, under the Sugar Act of 1948 (7 U.S.C. 1100). The benefit
payments are made at rates specified in the act for each ton of
raw sugar produced from sugarcane grown by the Corpofation during
the crop year. The payment is contingent upon the Corporation's
meeting specified.conditions, including the payment of wages to.
persons employéd in the productlon, cultivation, or harvesting of
sugarcane at rates not less than those that may_bé determined by
the Secretary of Agriculture to be fair and reasonable. It also
includes $5,000 due from the Virgin Islands Governmenﬁ, as author-
1zed by law for the promotion and encouragement of sugarcane grow-

ing in the Virgin Islands. ' !

)



The accoﬁnts receivable due from sugar broker in the amounfg_fE
of $88%,213 and $1,544,010 represent firm sales prices for the éh%;
tire quantity of sugar on hand1at the end of the respective fiscéi}
years (1960 and 1959). These sugars were actually sold but undé;; 
livered and advanced payments of $675,000 and $600,000 were re- o
ceived against these sales with interest charges of 5-1/4 percent
and 4-3/% percent respectively. The anticipated expenses of" |
$86,287 and $155,017 represent estimated expensés to be incurred
after the end of the fiscal yeafs, applicable to the respective

years.

3. Under the crop-year basis of accounting, all income, op-
erating'costs, and expenses applicable to the year's crop are con-
sidered earned or incurred during the fiscal year. Anticipated
revenues of $12,542 and $345658 represent estimated sales price of
that part of the molasses production unsold at the end of fiscal
years 1960 and 1959.

4. The inventories of sugarcane under cultivation amounting
to $14k4 946 at June 30, 1960, and $159,922 at June 30, 1959, rep-
resent the actual cost accumulated to the end of the respective
fiscal years for preparing, planting, and cultivating_the_crop of
the succeeding years.

5. Land, buildings, and machinery and equipment include prop-
erty transferred from the Department of the Interior and from the
Virgin Islands Company on July 1, 1949. These prdperties were ’

transferred at cost less accumulated depreciation.



The production plant used by the Power Department at
St. Thomas includes the Navy facilities valued at $300 883 which
were transferred to the Corporation on October 5, 1959, as directed
by section 7 of the act of September 2, 1959 (72 Stat._l760)._ The
appraised values of the propertieswere approved by thecBﬁreau of_
tha Budget on August 3, 1960. (See p. 52.)

Assets purchased from grant funds appropriation for soill and
water conservation and forestry program activities are shown with
other fixed assets and the value included as_non-interest-bearing
investment.

Livestock consists of cattle under the livestock development
program, $5,895, and work horses, $4,480. _ |

6. The Corporation is required by law (48 U.S.C. 1407f(b)) to
pay interest to the United States Treasury on withdrawals from the
revolving fund and on the values of prcperties and other net assets
transferred to the Corporation from its predecesscr at June 30, |
1949. The Corporaticn is required also to pay interest to the
United StateS'Ireasury'on the-appraised-value of propert& and as-
sets transferred to the Corporation from .the Federal Government i
without cost or for consideration.clearly not commensurate with i
value received. The amount due the Treasury at June 30, 1960,'&as
$396,392. This represents the accumulated amounts_due for fiscal
years 1960 and 1959, based on Treasury ihtereSt rates of 2-7/8 ﬁer-
cent and 2-1/2 percent for the respective years. The entire amount
was paid on July 18, 1960. No interest has heen accrued on .the !

value of property recelved {rom other Fedéral_agencies without
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cost, recorded in donated surplus at a fair value of $28,278.
(See note 8.) |

7. Transfers of $938,h36 represent the property and other gs;'
sets transferred to, less the liabllities assumed by, thé Corpora;i
tlon at June 30, 1949, adjusted by $10,670 in fiscal year 1953 to
elilminate duplications in the original 1isting of property trans-
ferred and by $7,709 in fiscal year 1956 and $193 in 1960 for the'
book value of certain properties transferred to the'Department of
Agriculture and the Government of the Virgin Islands in accordance
with the act of July 28,Il955 (69 Stat. 391), and the act of Au-
gust 21, 1958 (72 Stat. 707). |

8. Donated surplus of $28,278 represents the value of materi-
als, supplies, and equipment transferred to the Corporation by
other Government agencies without expenditure of Corporation funds.
The value of these properties transferred has not been approved by
the Director of thé.Bureau of the Budget as required by the Virgin
Islands Corporation Act (48 U.S.C. 1407£(b))..

9. Unexpended grants for non-revenue-producing activities rep-
resent the difference between total appropriations of $1,220,000
and $1,186,055 expended to June: 30, 1960, for non-rcvenue-producing
activities. Appropriations to June 30, 1960, consisted of $94%0,000
for water and soil conservation, $95,000 for tourist development,
and $185,000 for a forestry program. Exbenditures for these pro--
grams to June 30, 1960, amount to $907,113, $9%,920, and $184,022

respectively.



- 10. Grants for reimbursement of losses represent amounts §p§
propriated to partially cover the operating losses in revenueAi.
producing activities qf prior yéars. At June 303 1960, reimbﬁrse-
ments of $3,056,769 received to cover operating 1osses-since . 
July 1, 1949, were $890,H94 less than the'actual_cumulative losses
of $3,947,263 sustained by the Virgin Islands Corporation. An ac-
cumulative deficit at July 1, 1949, of $82,855 is applicéble to

the power operations of the predecessor corporation.' |

Deficit incurred in revenue-producing activities $4+,030,118
Less deficit at July 1, 1949, applicable to prede-

cessor corporation | 82,855
Deficit of Virgin Islands Corporation ' ' 3,947,263
Grants for reimbursement of losses o - 3,056,769
Excess of losses over reimbursements: . $__ 890,494

11. Administrative expenées-of $169,853 are subject to the =
limitation of $172,000 established by the Department of the Inte-

rior and Related Agencies Appropriétion'Act, 1960. |
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