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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON. DC. 20548 

To the Speaker of the House of Representatives 

and the President pro tempore of the Senate 

Our report on the audit of the Virgin Islands Corporation for fiscal 
year 1963 includes comments on plans to transfer the Corporation’s elec- 

tric power and salt water distillation facilities to the Government of the 
Virgin Islands at a price based on the facilities’ appraised value, rather 
than on their fair market value as determined by competitive bidding 
processes. The facilities had a book value of $7.6 million at June 30, 

1963, and were declared excess by the Board of Directors in August 1963. 
This action was a first step in disposing of the facilities to the Govern- 

ment of the Virgin Islands under the statutory authority vested in the Ad- 
ministrator of General Services to negotiate transfers of surplus Federal 
property to States, territories, and possessions in return for the fair 

market value thereof, The proposed transfer is expected to occur about 

July 1, 1964, 

We believe that the Board should have offered to sell the facilities 

to the highest responsible bidder under provisions of the Virgin Islands 
Corporation Act, as amended. That act authorizes the Government of the 

Virgin Islands to acquire corporate assets offered for public sale by 
matching the highest responsible bid therefor. Had such action been 

taken, the fair market value of the facilities could have been determined 
by competitive bidding processes and it would have been possible to com- 
pare the financial terms offered by responsible private enterprisers 
with the ZO-year payment terms proposed by the Chairman of the Board. 

The Board voted in August 1963 to purchase a new generating unit 

estimated to cost about $600,000 and to expand the Corporation’s salt 
water distillation facilities at an estimated cost of $200,000. Inasmuch 
as the Board had voted to transfer the power and water facilities to the 
Government of the Virgin Islands, we believe that the insular govern- 
ment should have been called on to finance these expenditures, 
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Other comments in this report deal principally with (1) our recom- 

mendation to the Corporation that it return to the Treasury certain ex- 
cess funds totaling about $120,000 as of June 30, 1963, (2) changes in the 

status of certain Navy-owned properties managed by the Corporation, 

and (3) the termination of the Corporation’s sugar operations scheduled 

by the Board of Directors to occur on or about June 30, 1966. It is not 
practicable to evaluate the effects of the latter action on the value of the 
Corporationls assets devoted to sugar operations, 

The Corporation in its financial statements for the fiscal year ended 

June 30, 1963, reported that its net income from all revenue-producing ac- 

tivities totaled $247,000, compared with a net loss of $446,000 in the prior 

fiscal year. No provision was made, however, for writing down to net 
salvage value the capital costs associated with a 570”kilowatt diesel gen- 

erating unit, installed at the St. Thomas power division, which became 

inoperable in March 1963 and which had a book value of $61,000 at 
June 30, 1963. If the undepreciated costs of the unit had been written off 
in fiscal year 1963, in accordance with generally accepted accounting 
principles and the Corporation’s established accounting policies, net in- 

come from power operations would have been reduced by about $61,000 
less the unit’s salvage value. 

In our report we express the opinion that, subject to the effect of 
the situations with respect to sugar and power operations, the accompany- 
ing financial statements of the Virgin Islands Corporation present fairly 
its position at June 30, 1963, and the results of its operations and the 

sources and application of its funds for the year then ended. 

Copies of this report are being sent to the President of the United 

States and to the members of the Board of Directors and the President 
of the Virgin Islands Corporation, 

Comptroller General 

of the United States 
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REPORT ON AUDIT 

E 

VIRGIN ISLANDS CORPORATION 

FISCAL YEAR 1963 

INTRODUCTION 

The General Accounting Office has made an audit of the VIRGIN 

ISLANDS CORPORATION for the fiscal year ended June 30, 1963, pur- 

suant to the Government Corporation Control Act (31 U.S.C. 84.1). 

The scope of the audit work performed and our opinion on the fi- 

nancial statements of the Corporation appear on pages 28 and 29 of 

this report. 

, The Virgin Islands Corporation, a wholly owned Government cor- 

poration, was created by the Virgin Islands Corpocation Act of 

June 30, 1949 (48 U.S.C. 1407), as successor to the Virgin Islands 

Company incorporated in 1934. The Corporation's principal office 

is located on the island of St. Croix in the Virgin Islands of the 

United States. The Corporation is chartered through June 30, 1969, 

unless sooner dissolved by act of the Congress. The President of 

the United States has designated the Secretary of the Interior as 

his representative to exercise general direction over the Corpora- 

tion. 

The Corporation's principal revenue-producing activities are 

the growing of sugarcane and manufacturing of raw sugar on the is- 

land of St. Croix and the generating and distributing of electric 

power throughout the Virgin Islands. The Corporation also operates 

a salt water distillation plant located on the island of St.Thomas; 

the net potable water production is sold to the Government of the 



Virgin Islands under a long-term contract. Miscellaneous revenue- 

producing activities of the Corporation include the administration 

of an agricultural and industrial loan program, the management of a 

small livestock herd, and the providing of housing for employees 

and others on the island of St. Croix. 

The Corporation also manages the properties formerly known as 

the Naval Submarine Base and the Marine Corps Air Facility on the 1 
island of St. Thomas. Private interests have developed 4 hotels 

and 2 guesthouses on the properties; there are also 8 large houses 

which are rented to key employees of the Federal and insular gov- 

ernments, 61 small dwelling units, the St. Thomas airport terminal, 

and various buildings rented to light industries and local busi- 

nesses. The funds derived from the properties are required to be 

'cept apart from the funds derived from the Corporation's revenue- 

producing activities and therefore are not included in the Corpora- 

tionl s financial statements. These revenues, which totaled 

$434,000 in fiscal year 1963, are available only to finance opera- 

tion and rehabilitation of the properties. 

Management of the Corporation is vested in a 7-member Board 

of Directors with the Secretary of the Interior as Chairman. Mem- 

bers of the Board and other policy-making officials responsible for 

activities of the Corporation during fiscal year 1963 are listed in 

the appendix of this report. 

During May 1363-- the peak of cane harvesting operations--about 

1,150 workers were employed by the Corporation, including 640 

workers from the British West Indies mostly engaged for cutting 

cane and for work in the sugar mill. 

The Corporation reported that in fiscal year 1963 its net in- 

come from revenue-producing activities totaled $247,000, comparecl 
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with a net loss of $446,000 in the preceding fiscal year. The im- 

proved earnings are largely attributable to increased production of 

sugarcane, as a result of more favorably distributed rainfall, and 

higher market prices for the raw sugar produced. 

The Corporation reported that power operations resulted in a 

net income of $198,000 for fiscal year 1963, compared with $24,000 

for fiscal year 1962. In our opinion, however, as explained on 

page 1% the Corporation has overstated its net income from power 

operations for fiscal year 1963 by not writing off an inoperative 

570-kilowatt diesel generating unit carried on its books at a value 

of $61,000. 
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PRINCIPAL COMMENTS 

POWER AND WATER FACILITIES TO BE DISPOSED OF 
TO THE GOVERNMENT OF THE VIRGIN ISLANDS 
WITHOUT COMPETITIVE BIDDING 

. 

In August 1963 the Board of Directors voted to declare ekcess 

the Corporation's electric power and salt water distillation facil- 

ities which at June 30, 1963, had a book value of $7.6 million. 

This action was the first step in disposing of the facilities to 

the Government of the Virgin Islands under statutory authority 

vested in the Administrator of General Services by the Federal 

Property and Administrative Services Act of 1949, as amended 

(40 U.S.C. 484(e)). That act permits the Administrator to transfer 

surplus Federal property to States, territories, and possessions on 

a negotiated basis, in return for the fair market value thereof. 

Consulting engineers were to appraise the facilities as part of the 

process of establishing their negotiated fair market value,and the 

proposed transfer is now expected to occur on or about July 1, 

1964, 

We believe that, as an alternative to these disposal actions, 

the Board should have offered to sell the facilities under provi- 

sions of the Virgin Island Corporation Act, as amended (48 U.S.C. 

1407c(a)). That act authorizes the Government of the Virgin Is- 

lands to acquire corporate assets offered for public sale by 

matching the highest responsible bid therefor. Had such action 

been taken by the Board the fair market value of the facilities 

could have been established by competitive bidding processes rather 

than by the techniques of appraisal and negotiation which, no mat- 

ter how well performed, usually are not as desirable., Also, it 

would have been possible to compare the financial terms offered by 
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responsible private enterprisers with the 20-year payment terms 

proposed by the Chairman of the Board. 

Demand for electric power in the Virgin Islands has increased 

significantly in recent years, and the estimated capital require- 

ments for meeting the Islands' expanding power loads through 1971 

range up to $20.5 million. These requirements were discussed in 

our report to the Congress dated May 17, 1963, on the audit of the 

Virgin Islands Corporation for the fiscal year ended June 30, 1962. 

In our May 17, 1963, report we pointed out that offering to 

sell the Corporation's power and water facilities to a responsible 

private enterpriser seemed to present the best prospects for ade- 

quate financing and management of the Islands' expanding power 

needs. Such action would not have foreclosed a transfer of the 

properties to the Government of the Virgin Islands for, under the 

provisions of the Virgin Islands Corporation Act,‘the insular gov- 

ernment can acquire any corporate assets offered for sale by the 

Corporation's Board of Directors by matching the highest respon- 

sible bid therefor, The Department of the Interior, which sought 

continued Federal appropriations to finance expansion of the Corpo- 

ration's power and water facilities, proposed as an alternative 

that the facilities be transferred at fair market value to the in- 

sular government, The Department expressed the belief that the de- 

cision as to whether the Virgin Islands power facilities should be 

operated by the local government, an authority, a cooperative, or a 

privately held corporation should be made by the Virgin Islanders 

themselves, after the facilities were transferred to the local gov- 

ernment. 

The Board voted to declare the facilities excess in August 

1963, after it became,evident that the Congress would no longer 
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provide the funds necessary to expand the Islands' power facili- 

ties. Subsequently, the Corporation formally advised the General 

Services Administration, in October 1963, that the power and water 

facilities were excess. The Secretary of the Interior, acting in 

his capacity as Chairman of the Board of Directors, urged the Ad- 

ministrator of General Services to grant the Government of the Vir- 

gin Islands favorable financial terms. To this end the Secretary 

suggested arranging a down payment of not more than 10 percent of 

the selling price, a payout period of at least 20 years, and a 

rate of interest on the unpaid balance not to exceed the rate of 

interest paid by the Federal Government. 

In its comments dated February 6, 1964, the Department of the 

Interior advised us that the power and water systems were being ap- 

praised at considerable expense by a competent private engineering 

firm engaged by the General Services Administration. According to 

the Department, the engineering firm was instructed to appraise the 

power and water facilities at the value the Department could rea- 

sonably expect to obtain if the facilities were in fact advertised, 

Our position that plans to dispose of the Corporation's power 

and water facilities should have been predicated on a public sale 

was based on the belief that an appraisal to determine the fair 

market value of property disposed of by the Government, no matter 

how competently performed, is usually appropriate only in the ab- 

sence of effective competition as to price. Moreover, the Depart- 

ment advanced no reason as to why it was necessary to determine the 

fair market value of the Corporation's power and water facilities 

through an appraisal, at considerable expense, when the insular 

government by statute may acquire any of the Corporation's assets 

offered at public sale by matching the highest responsible bid 

therefor, 
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ADDITIONAL EXPENDITURES TO EXPAND 
THE POWER AND WATER FACILITIES --- 
AUTHORIZED BY THE BOARD OF DIRECTORS 

During consideration of the Supplemental Appropriation Act, 

1963, approved May 17, 1963, the Congress rejected the Corpora- 

tion's request for an appropriation of $3.35 million to expand its 

power facilities, including $600,000 for a new 3,000-kilowatt die- 

sel generating unit for the island of St. Croix. Subsequently, on 

July 3, 1963, the Department of the Interior advised the Governor 

of the Virgin Islands that it would be necessary for the insular 

government to finance immediate expansion of the Corporation's 

power facilities. The Department proposed to reserve for this pur- 

pose $1 million of the internal revenue collections on products of 

the Virgin Islands imported into the United States; such collec- 

tions are paid to the insular government as an annual grant pursu- 

ant to section 28(b) of the Revised Organic Act of the Virgin Is- 

lands, as amended (26 U.S.C. 7652(b)). The $1 million was expected 

to cover the costs of (1) purchasing a 3,000-kilowatt diesel gener- 

ating unit for the island of St. Croix and (2) preparing plans and 

specifications for a 5,000-kilowatt steam generating unit for the 

island of St. Thomas. 

The Department's proposal, however, was not implemented after 

the President of the Corporation announced that substantial earn- 

ings had been realized from fiscal year 1963 operations. Instead, 

the Board of Directors voted to spend about $600,000 of corporate 

funds to acquire the'3,000-kilowatt diesel generating unit for 

St. Croix; this action was taken at the same meeting at which it 

was decided to declare the power and water facilities excess. In 

addition, the Board authorized the expansion of salt water distil- 

lation facilities at an estimated cost of $200,000, an amount 


















































































