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Mr. Chairman and Members of the Committee: 

I am pIeased. to.have the opportunity today'to discuss some of 

GAO's efforts over the last several years to improve the ecOnomyl 

efficiency, and effectiveness of Government. GAO, pursuant to its 

basic statutes, reviews the operations and activities of almost 

every agency of the Government. This affords us the opportunity 
. 

to develop numerous recommendations for savings and improving the 

way the Government operates. 

For the purpose of considering how to reduce expenditures, it 

is useful to categorize the'recommendations we have made for bud- 

getary savings over the past several years as falling into one of 

two categories: programmatic or administrative. Many of our re- 

commendations have been accepted either by the executive branch or 

the Congress. For example, over the past four years congressional 

and agency action taken on GAO recommendations which could be 



quantified saved about $14.5 billion or about $20 for each dollar 

appropriated to the GAO. But many of our recommendations have not 

been enacted, even though the potential savings are quite substan- 
*: 

tial. In some c&es this'is because the recommendations are 

controversial. Others have not been acted upon simply because 

agencies have not taken the trouble to consider them as carefully 

as we think they should. 

This is especially true of many of the administrative type 

savings that could occur. And that is what I would like to focus 

on today. There is undoubtedly fraud, abuse, and waste in govern- 
( . . " 

inent. And'since g'overnmental programsare financed'from. taxpayers’ 

'dollars, it is especially important to take all practical steps to 

reduce fraud, abuse, and waste in these programs. ,There are many 

things the Federal Government could do to improve its internal 

controls over agency' programs,. collect debts owed to the Govern- . . 
ment, and take action on previous audit findings that could result 

in large savings to the Government. But enactment of all our 

recommendations in this area would not mean that we would have a 

balanced budget, but it would reduce the deficit. What such 
,. . . :. 

improvements would mean also is,that t&payers would have better . . .'. . . ..' .' ., , . . 
assurance that the Gcdernment'is opera'ting more efficiently and 

effectively: a goal that should be achieved regardless of the 

condition of the budget. 

EXTENT OF FRAUD AND ABUSE IN GOVERNMENT 

The average citizen has come to associate and lump together 

fraud, abuse, and waste in Government as if they were one and 

the same thing. In practice, there is a vast difference. Fraud 

involves illegal actions for which criminal statutes apply. Abuse 
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in governmental programs involves taking advantage of loosely writ- 

ten statutes, poorly written regulations, failure to check out 

eligibilities to receive governmental assistance, and so on. Waste, 

however, takes..on a much different connotation. It may-refer to 

duplication of effort or poor management. However, whether there . . 
is waste may depend a great deal upon one's view as to what should 

be undertaken by Government. 

Nobody knows the exact extent of fraud, waste, and abuse in 

the Federal Government. Suffice it to say: it involves a great 

deal of money. When you consider the number of Federal programs, 

the .inadequate'controls in .place'.in' many'of these programs, and. 

the size of the annual budget-- a large portion of which is dis- 

bursed in the form of grants, contracts, and payments to indivi- 

duals-- we can quite correctly make the assumption that opportuni- 

ties for. fraud, waste,. and ‘abuse are very great. A few cases. 

will illustrate the kinds of situations GAO has identified. 

One case involved an alleged embezzlement of almost $2 mil- 

lion in medical funds from a health care program.administered in 

the Department of Defense by an employee who was able to falsify 

more than 3,360 forms over'which.he exercised exclusive co'ntrol. 
(' . . ,' . . * Our ,presen't food'stamp 'prbgram.'is. another graphic ex'ample. 

It is vulnerable to a variety of excesses, and the exploitation 

carries a substantial price tag. In 1977 we reported that the 

Government was losing over half a billion dollars every year 

because of overissued food stamp benefits caused ,by errors, 

falsifications, suspected fraud by recipients and by errors of 

local food stamp offices. We made recommendations at that time 

to the Congress and the Department of Agriculture on procedures 
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that we felt could alleviate food stamp program abuses. As recently 

as May 1980 when we looked at the subject again, we noted some im- 

provements but determined that the full range of our recommendations 

had,not been implemented. 

In a study completed by the GAO some 18 months ago, we learned 

that internal control weaknesses over the Social Security Adminis- 

tration's computer system had resulted in over $25 million in 

; 
erroneous benefit payments to over 4 million supplemental security 

I 
income recipients. Administration of this program depended on a 

highly complex computerized system. The problem was that inaccurate 
, 
( . .bentfLciary data could, be entered into the system ta compute benefit 

payment amounts. The agency concurred with all our recommendations 

and took immediate steps to correct many of the deficiencies men- 

tioned in the report. 

Fraud, waste, and abuse affects a wide variety of programs. '. . '. 
For example, we recently reported the illegal mining of coal on 

i 

Federal lands in a number of eastern states. Published estimates 

of potential losses to the Government--based on the value of the 

coal --range from $135 million to over $1 billion. We have urged 

the Bureau of Land-Man.agement to.develop an overall plan to safe- . 
gua,rd and managee.federal coal~inthe. eastern states. At the moment, 

no such plan exists. 

In addressing the issue of fraud, waste, and abuse in Govern- 

ment, we must recognize the vast change which has taken place in 

the last 15 to 20 years in the size and nature of governmental pro- 

rams. This growth is particularly dramatic in entitlement programs. 

As previously discussed, entitlements are programs which provide 

legally enforceable benefits to persons or governments who meet 

eligibility standards. 
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Entitlement programs now consume approximately 48 percent of 

the Federal budget. The largest of these programs is social secur- 

ity. Such programs can only be controlled through changes in the 

basic authorPzation laws that establish legal entitlemen’ts. 

During the last several years, we have issued numerous reports 

recommending changes in income security programs managed by the 

Social Security Administration. Actions already taken by the Con- 

gress and the Executive Branch on the matters discussed in our 

reports will save about $2 billion during fiscal years 1982-1985. 

There would be additional savings of about $1.3 billion in fiscal 

year 1982 and about'$4;S"billion in fisi=al years' 1983-198'5 if our 

recommendations in the income security area were fully implemented. 

Legislative changes are needed to implement the recommenda- 

tions that would result in the greatest savings in the income 

security area. Some of these recommendations have been considered 

by the Congress* However, further consideration is warranted as 

part of congressional efforts to reduce the budget deficit, control 

inflation, and resolve the serious problems of the Old-Age and 

Survivors Insurance Trust Fund. Some of our key recommendations 

which, if Lm$lemented, would bring about the greatest savings 
‘. 

indllide:’ .’ “’ 
. : 

’ 
,’ : 

--Terminating Social Security benefits for postsecondary 

students effective in the fall of 1981 would result in 

net savings of about $1.1 billion during fiscal year 

1982 and recurring savings of similar or larger amounts 

in later years. As an alternative, if student benefits 

were gradually phased out beginning with fiscal year 

S 



1982, the estimated net savings would be $74 million in 

fiscal year 1982 and additional savings of about $2.4 

billion during fiscal years 1983-1985. 

--E,liminating the minimum. Sociak’Security benefit pro- 

vision for new beneficiaries would result in estimated 

net savings of $35 million in fiscal year 1982 and 

additional savings of $240 million during fiscal years 

1983-1985. 

--Requiring States to deposit Social Security taxes 

semimonthly or biweekly would earn additional inter- 

. of about $4.9’ million in fiscal year 1982 and* about 

$290 million during fiscal years 1983-1985, 

--Calculating Social Security benefits to the nearest 

penny--or to the nearest dime, as HHS has propoaed- 

would save at least $8 million in fiscal year 1982 

and at least $181 million during fiscal years 19830 

1985. 

The table included as attachment I to this statement shows the 

quantifiable savings that would result from implementing our 

recommendations. 
:’ The fact that redtiction or elim’ination of. fraud,’ waste, and 

abuse in Government is not an answer to the overall budget deficit 

problem muat not deter us from taking all practical steps to mini- 

mize losses due to poor financial controls, fraudulent actions, 

and loose management processes. Indeed, in the past several years 

GAO has given special emphasis to examining such problems. I am 

including as attachment II to our statement a more detailed 

discussion of this effort. 
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INTERNAL CONTROLS IN AGENCY PROGRAMS 

We are particularly concerned that agencies often have weak 

internal control systems that make it easier for fraud, waste, and 

abuse to occur. ; :. QySte, simply I internal controls are checks and 

balances over all activities of an organization--both fiscal and 

manager la1 --that are designed to prevent the misuse or abuse of 

its money or property. Controls needed to prevent fraud, waste, 

and abuse of ten are inadequate, nonexistent, or Ignored by agency 

officials. For example, over the last three years we have checked 

the manner in which cash and receivables are handled at 157 fiscal 

offices of 11 Federal agencies,, :,At, these.and other agencies we . I 

visited we found a host of problems which make Federal money 

vulnerable to fraud, waste, and abuse. 

We have supported legislation along the lines of the Financial 

Integrity Act of 1980 (S-3026) and the Federal Managers Accountabi- 
‘. 

lity Act of 1980 (H.R. 8063) which would require greater accounta- 

bility by heads of agencies for the effectiveness of their organi- 

zations' Internal controls. Our experience is that Internal control 

systems require a commitment from top management and constant 

vigilance to be effective. Passage of legislation similar to that 

introduced in .the 96th Congress would require. agency officials to 

periodically evaluate their controls and report the results to the 

Congress and the President. 

GAO REVIEWS OF GOVERNMENT DEBT COLLECTIONS 

Another serious problem is that agencies have not aggressively 

tried to collect amounts owed the Government after they have been 

identlfled. These amounts arise from a host of Federal activities, 

including tax assessments, sale of Government services and goods, 
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overpayments to veterans and annui tants, and various loan programs, 

such as student and home loans. Moreover, present collection 

methods are expensive, slow, and relatively ineffective when com- 

par.ed with commercial practices. For example, Federal agencies 
. 

reported that receivables 
.: 

f’rom 
‘. . . . . ., . 

the public were $126 billion at the 

start of fiscal year 1980, of which $24 billion was delinquent. It 

was anticipated that an estimated $6.3 billion would be uncollec- 

I tible. Agencies reported that they wrote off as uncollectible 
, 
I receivables of more than $1 billion in fiscal 1979. Unfortunately, 

these gloomy statistics are materially understated because the 

i accounting systems of many* agencies do not pr0vid.e accurate Lnfor- i . .‘;; ,’ j. ‘, : ‘. -.. . . . ’ . . . “.. 
I mation on receivables, expected losses, and writeoffs. 

In 1978, we reviewed Government accounts receivable as part 

of our continuing effort to evaluate the adequacy of agency 

accounting systems. We made these reviews at 12 agencies which 
. . 

had large accumulations of accounts receivable, We also analyzed 

the results of numerous GAO reviews of debt collections to develop 

a broad picture of how Government agencies can do a better job of 

accounting for these assets and collecting amounts owed. 

Our findings have been the subject of several Congressional 

hearings. Attachment III is the digest. of our report. . 

Our conclusion was that the collection of debts by the 

Government has been hindered by 

--lack of prompt and aggressive collection, 

--low or no interest being imposed on delinquent accounts, 

and 

--inaccuracies in accounting for and reporting accounts 

receivable, including inadequate allowances for bad 

debts. 
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We have been actively working with the Congress, seeking leg- 

islation that will facilitate the Government’s ability to collect 

debts. We supported the proposed Debt Collection Act of 1980 

(S.3160 1 as, well as the, .proposed Debt, Collection Practices Improve- 

ments Act of 1980 (S.3246). The latter bill has been reintroduced 

in the current session as S-42. 

ACTIONS ON AUDIT FINDINGS 

Related to the problem of collections is the failure of agen- 

cies to act on their own auditors’ findings, Based on a review of 

34 agencies, we reported in late 1978 that agencies had failed to 

resolve $.4.3 biUicn in audit findihgs.,, ” About 80 .percent of this 
_. 

amou,nt involves potential recoveries from grantees and contractors, 

including what they either spent for purposes not authorized by 

Federal laws and regulations or could not support as charged to 

the Government. Recent work in this area shows unresolved audit . ., 
findings are still a serious and widespread problem. This problem 

is a good example of agency heads not paying enough attention to 

audit findings that could save the Government a great deal of money. 

There are many specif.ic ,proposals to control Federal expendi- 

tures. I have highlighted just. a, .few of, the actions that* could be 

taken to reduce Federal expenditures. 
I 

In the next several weeks we will be providing the committee 

our views on further specific ways that programatic as well as 

administrative actions could be taken to reduce Government expendi- 

tures. We look forward to a close working relationship with this 

Committee in the 97th Congress. 

This completes my prepared testimony, I shall be pleased to 

respond to the Committee’s questions. 
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ATTACHMENT I ATTACHMENT I 

Savings to be Realized 
from Implementation of GAO’s 

Recommendations on Social Security Programs 

Recommendation 

Terminate student 
benefits 

Reduce excessive 
student basic 
grants 

Further,.expedite .' 
deposits of States' 
Social Security 
contributions 

Rounding benefits 
to nearest penny 

Eliminate minimum 
benefits ..: ', 

Use State data to 
compute benefits 

Reduce SSI pay-' 
ments to newly 
arrived aliens 

Prepayment,review 
of retroactive SSI 
payments 

Compute SSI bene- 
fits on a retro- 
spective basis 

Total 

1982 
Fiscal years 

1983 1984 1985 Total 

----------------------(millions)--------------------- 

$1,120.0 $1,120.0 $1,120.0 $1,259.0 $4,619.0 

2.4 

. . . 
. - 

49.0 

2.4 

. 
. 1 . 

81.0 

2.4 2.4 9.6 

95.0 114.0 339.0 

8.0 37.0 62.0 82.0 189.0 

: : 13s. 0' 

1.6 

'6&O, 

1.6 

.'- 80.0 100.0 275.0 

1.6 1.6 6.4 

32.0 24.0 15.0 15.0 

2.0 

86.0 

2.0 2.0 2.0 8.0' 

60.0 60.0 60.0 60.0 240.0 

$1,310.0 $1,388.0 $1,438.0 $1,636.0 $5,772.0 



ATTACHMENT II ATTACHMENT II 

GAO ACTIONS DEALING WITH PROBLEMS OF FRAUD AND ABUSE 

GAO ACTIONS TO REDUCE WASTE AND INEFFICIENCY 
AND TO MAKE FEDERAL PROGRAMS WORK BETTER 

For some’ time'now GAO has maintained a special focus on inter- 
nal control employed by federal agencies --as a part of their regular 
management-- to see that federal funds are economically spent and that 
they are spent only for intended purposes for legitimate government 
functions and that they are paid only to eligible program benefici- 
aries. This emphasis has included attention to how well agency 
accounting and financial reporting systems report the actual use of 
federal resources and the current status of agency financial opera- 
tions and activities. Thus, GAO’s work--across the board--has long 
emphasized elimination of waste, mismanagement, and abuse as well 
as the improvement of programs to better meet their legislatively 
defined objectives. 

I GAO1s.work is..largely directed to strengthening the ability of 
Federal agencies to effectively and efficiently fulfill their respon- 
sibilities to eliminate waste and mismanagement and to improving 
legislative branch oversight of the manner in which federal programs 
are carried out. Where possible, GAO makes legislative recommenda- 
tions to make federal programs more workable. GAO recommendations 
are included in some 1,000 reports issued annually to the Congress, 
Congressional Committees, Members and to agency officials. 

, . . . GAO cannot compel Federal agencies or the Congress to accept its 
recommendations. Actions on GAO recommendations rests on the persua- 
siveness of our arguments. Agency'management and the Congress must 
be convinced that our analyses are sound and that it is in their 
interest to take the action that we recommend. The full effect of 
GAO's.activities on financial savings and improvements to the opera- 
tion and effectiveness of Government actions cannot be measured in 
dollars and cents. We do, however, record actions taken by Congress 
and by agencies on GAO recommendations. Over the past four years 
collections and measurable savings resulting from GAO recommendations 
totaled $14.5 billion. 

Of this, $3.7 billion was saved in FY 1980. Examples include: 
reduction in the number of computer systems to be acquired by the 
Air Force ($741.6 million); termination of army TACFIRE procurements 
($153.1 million); consolidation, automation, and elimination of 
defense telecommunications centers ($274.0 million); systems en- 
hancements to improve tracking of costs and schedule baseline for 
the strategic petroleum reserve ($240.0 million); elimination of 
veterans' benefits for certain military dropouts ($215.0 million); 
and improvements in Agriculture and Interior Land Acquisition 
practices ($41.5 million). 



ATTACHMENT II ATTACHHENT II 

RECENT SPECIFIC EMPHASIS ON PROBLEMS OF FRAUD 
AND ABUSE IN FEDERAL PROGRAMS 

Even though GAO’s enabling.legislation has, since 1921, required 
GAO to make recommendations to improve the economy and efficiency of 
federal operations, it became clear to us in recent years that a more 
focused effort was required to deal with the problems of fraud and 
abuse in federal programs. 

In mid-1976, the General Accounting Office conducted exploratory 
work aimed at determining whether federal agencies had instituted 
effective policies and procedures for combating fraud and abuse in 
their programs. The results of this work established not only the 
existence of fraud but also that serious problems exist in the 
Government's ability to fight fraud. 

Over the years, GAO approached the problem of fraud but, by and 
large, the objective of .ferreting .out fraud was largely incidental 
to other aspects of improving program efficiency and effectiveness.. 
A more focused approach was necessary. 

In October 1978, GAO established a special Task Force for the 
prevention of fraud. The Task Force performed a 3-fold mission: 

--Operate a nationwide, toll-free hotline for use by citizens 
anywhere in the country to report instances of fraud in 

' federal programs. ~ " 
: 

--Establish an "overview" of the scope of the overall problem 
of fraud and other illegal activities against the federal 
government and highlight where existlng procedures for 
dealing with fraud are inadequate. 

--Conduct 'vulnerability assessments" within selected agencies 
to evaluate internal controls and develop risk profiles of 
fraud and other illegal activities. 

The GAO Fraud Hotline 

The overall objective of the national hotline is to develop a 
proactive approach to dealing with future fraud and abuse in federal 
programs. In work under this objective we are addressing the follow- 
ing questions: 

(1) How valid are allegations made to GAO on the national 
hotline? 

(2) How effective are the Justice Department and/or other 
agencies with and without Inspectors General, in 
following up on specific allegations reported to them 
by GAO or other sources? 
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ATTACHIlENT II ATTACHMENT II 

(3) Can trends or patterns of fraud and abuse be iden- 
tified by analysis of hotline calls, and can this 
information be used to identify weak financial and 
program management controls? 

"As of December 15, 
After initial screening, 

1980, over 25,000 tails have been received. 
a total of 5,505 cases were deemed to be 

substantive. Twenty-six percent of the 5,331 cases involved mis- 
management while the remaining 74 percent or over 4,000 cases, 
appear to involve intentional wrong doing. A total of 5,297 cases 
have been referred to various federal agencies for further investi- 
gation. Over 2,740 of these allegations have been closed out by 
the federal agencies and they have informed us that more than 335 
allegations have been substantiated and action taken. 

In connection with GAO work on the hotline, we have evaluated 
the responsiveness of Offices of Inspector General in handling cases 
of indicated fraud and. abuse. For agencies without Inspectors 
General or other.internal capability to follow up on hotline alle- 
gations, we have performed limited work to'determine that the alle- 
gations have merit and need to be referred to the Justice Department. 
This latter follow-up work has substantiated several cases of misuse 
and abuse of federal funds. Also the hotline has been a source of 
information for GAO to consider in performing audit assignments 
directed to uncovering instances of waste and mismanagement, along 
the lines referred to in previous sections of this paper, 

Trend analysis d;ata currentfy being developed on hotline oper- 
ations will be used throughout GAO and’ by other federal audit or 
investigative organizations in planning future fraud related reviews. 
This information will help Congress and federal agencies to determine 
if the nationwide hotline is an effective mechanism for combating 
fraud and abuse in federal programs and activities. 

Determining Fraud and Its Causes 

A major ongoing GAO study is directed to a multi-agency review 
of fraud and its causes. .Through this job, GAO is working to 
identif.y (1) weaknesses in internal controls that lead to fraud, 
(2) corrective action taken to prevent future fraud occurrences, 
and (3) factors and organizations, regulations, and legislation 
that inhibit full enforcement of controls over fraud and abuse. 
Based on this work, we plan to issue a series of reports to various 
departments and agencies and to the Congress. We will also issue 
a consolidated report, perhaps as early as January 1981. GAO 
representatives have already testified on this review before the 
Senate Appropriations Committee. 

Vulnerability Studies 

In related work, 
studies" to determine 

GAO has in process a series of "vulnerability 

susceptible to future 
the extent to which selected agencies are 
fraud. The studies evaluate the adequacy of 

the system of management and internal controls by analyzing the 
effectiveness of: 
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ATTACHMENT II ATTACHMENT II 

--Agency internal auditors in detecting program and adminis- 
trative internal control weaknesses, and in agency analysis 
of indications of fraud or error the auditors have uncovered. 

--Computer controls over payroll, payments to vendors, other 
cash disbursements, inventory and any other areas involving 
computer controls. 

--Financial management controls over manually-operated program 
and administrative assistance by using an internal control 
questionnaire. 

Work on vulnerability assessments concentrates on the systems of 
internal control each agency has established to prevent or discourage 
fraud, abuse and error which could lead to financial loss of cash and 
receivables, inventories and supplies, and anything else of value 
that might be stolen or misappropriated. It also concentrated on 
internal controls designed to insure that the government actually gets 
what it pays for including work performed under contract and equipment 
and supplies purchased from vendors. . 
ACTIONS THAT GAO BELIEVES ARE MOST 
NEEDED TO ELIMINATE FRAUD AND ABUSE 
IN FEDERAL PROGRAMS 

As pointed out in the foregoing sections of this paper, GAO has 
referred a large number of indicated instances of alleged fraud and 
abuse to those whocan perform required follow-up includ.kng discip- 
linary, or prosecutorial action and recovery of Federal property or 
funds. We have made numerous recommendations to virtually all Fed- 
eral agencies pointing up specific actions that we believe are needed 
to tighten up the management controls that would help prevent future 
fraud against the Federal government and abuse of its programs, pro- 
perty and other resources. We will continue to pursue with vigor all 
of the approaches that we have outlined above. 

But an effective Federal program to counter fraud and abuse 
requires theactive and continuing emphasis of executive branch 
agencies. We have' found that Federal agencies often have weak and 
ineffective internal controls which make it easier for fraud and 1) 
abuse to occur. Controls often are inadequate, non-existent, or 
ignored by agency officials. A major reason for this is a lack of 
management support for sound systems of control. 

Actions need to be taken promptly and completely on GAO recom- 
mendations and those of Inspectors General and of internal audit 
groups to shore up the control weaknesses that have been disclosed; 
to take appropriate action against those who commit fraud: and to 
recover property improperly taken from the Federal government. But, 
more than this, top management of executive branch agencies must 
give this problem the attention that it requires, seeking out ways 
to prevent fraud and pro.gram abuse as an important part of their 
total responsibilities. 
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ATTACHMENT II ATTACHMENT II 

Passage of legislation similar to the Financial Integrity Act 
of 1980 (S-3026) and the Federal Managers Accountability Act of 
1980 (H.R.8063) would help make agency heads more accountable for 
seeing to it that their agencies have effective internal controls. 
This proposed legislation would require agency heads to undertake 
annual evaluations of their organizations' internal control systems 
and report the results of their evaluations to the Congress and the 
President. 

Under its provisions, GAO would provide guidance for making 
this examination and would review its results. We believe that 
this approach would contribute to the development of adequate 
internal control systems in the Federal Government--and to the 
reduction of fraud and abuse. Whether or not this or similar 
legislation is enacted, we believe that the kind of personal 
attention of agency heads to the fraud that goes on within their 
departments or agencies is critical. 

While the development and regular use of effective internal 
controls cannot be overemphasized as a deterrent to future fraud, 
neither can effective action against those who have committed 
fraud-against the government. GAO work in 21 Federal agencies has 
disclosed that the Department of Justice prosecutes less than half 
of the cases referred by Federal agencies. This makes it parti- 
cularly important for Federal agencies to take effective adminis- 
trative actions where warranted. They do not always do this; we 
believe that action against those who have committed fraud needs 
more attention than executive branch agencies have- gkven it.. One 
approach would be for the Department of Justice to work actively 
with Inspectors General, perhaps through the Executive Group To 
Combat Fraud and Waste in the Government, to develop effective 
administrative alternatives to prosecution. One possibility would 
be to grant some agencies the authority to levy administrative 
fines against individuals who defraud the Government. Undoubtedly 
there are other alternatives. More aggressive action along these 
lines is, however, important to an effective attempt to reduce 
fraud. 

The emphasis that we are suggesting to counter fraud against 
government has as its touchstone, an active role for managers in 
executive branch agencies. We believe the Inspectors General, as 
they are presently constituted, have been a major force in enhanc- 
ing control over the expenditure of Federal funds. In addition 
to improving the audit and investigative coverage at their own 
agencies, Inspectors General have been working together through 
joint interagency audits and investigations to deal with common 
problems. We believe that it is important for this approach to 
be continued-- for each agency to have its own investigative and 
audit staff. We believe the current Inspectors General arrange- 
ment with oversight by GAO is the most effective arrangement; 
but it needs to be supplemented with the active support of agency 
Heads and of program managers in each department and agency 
throughout the executive branch. 
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XTTACHTmT III ATTAC- III 

COMPTROLLEk GENERAL ’ S 
REPORT TO THE CONGRESS 

THE GOVERNMENT’NEEDS TO DO 
A BETTER JOB OF COLLECTING 
AMOUNTS OWED EY THE PUBLIC 

DKGEST ------ 

The public’s debt to the Federal Govern- 
ment 19 growing. Amounts increased Erom 
$10.4 billion in 1973 to $14.6 billron 
in 1977. The Government has not been 
aggressive in collecting amounts due. 
Moreover, many Government agencies, unlike 
commercirl concerns, tmve not charged 
lntereot when debtors failed to pay on 
time. 

.’ : . . . .I . 
) . .‘_’ 

Government. accounts-receivable--amounts. 
due from others--generally are identified 
as asset8 from the time transactions giv- 
ing rise to a claim, such as sale of ;oods 
or services, are completed until payir.ent 
LB received or a claim is determined to be 
uncollectible. These receivables ar*> in- 
cluded in Federal agencies* financial 
statements submitted annually to the. ‘,. Treasury for consolidation. Payments 

, . . ,, . . . . . 

usually are rcquircd within 30 days from 
the billing date. Interest charges may 
be levied if accounts rec,eivable are not 
pard when due. 

RECORDING AND REPORTING OF ACCOUNTS 
R&CEIVABL& NEED IMPROVEMENTS 

GAO identified errors of $1~5 billion in 
accounts receivable at 12 agencies. (See 
p. 5.) Specific problems included: 

--At least $742 million of unrecovered 
beneficiary overpayments not included 
in financial statements as accounts 
receivable. 

--About $48 million not included in fi- 
nancial statements because of billing 
and other delays. 

fur. Upon WmoWl. ma rr0oll 
cowf 4818 choula k not8d hwcon. 

i 

FGXSD-78-61 
October 20, 1978 
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XTTXCHllENT 111 ATTACBMENT III 

--About S380 million shown as dlie within 
the following year when the amounts 
actually were not due until more than 
a year later. 

--An overstatement of about S12 million 
in accounes receivable on financial 
statements because of clerical and 
miscellaneous reporting errors. 

--About $270 million shown as due on 
financial statements which had already 
been collected by the Government. 

Host agencies either made no provision 
.fo.r uncollectible receiy@b.lqs or the 
amount establ’ished was inadequate. 
(See p. 14.1 Errors in recording and 
reporting accounts receivable primarily 
were attributable to a need for increased 
management attention to accounting sys- 
tem problems, more specific guidance for 
recording and reporting amounts, and 
increased internal audit coverago of 

:finencial operations. . . . . . : 

MORE AGGRESSIVE COLLECTION EFFORT3 NEEDED 

Most Government agencies did not take. 
prompt and aggressive collection action 
on delinquent accounts receivable nor 
adhere sufficiently to prescribed collec- 
tion pcoceduras. Althouqh they prepared 
initial bills promptly,. they did not col- 
lect many receivables within a reasonable 
pbriod because they did not always Zollow 
established debt collection procedures. 
(See p. 18.) 

Problems included: 

--Delinquent accounts not prompt?y iden- 
tified for followup action. 

--Inadequate followup collection efforts. 

--Administrative costs of coilect;on ac- 
tions not known may have resulted in 

ii 
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collection action being suspended pre- 
maturely on some accounts and excessive . 
cost8 being incurred in attempts to col- 
lect others. 

--Documentation not available in claims 
files, and delinquent receivables not 
being referred to GAO OK the Department 
of Justice for further action, as re- 
quired. 

Agencies whose operations give rise to the 
indebtedness to the Gover;lment are pr i- 
marily rerponsible for collection. All 
agencies ’ collection programs gentrall:, 
must be in’-tionfarmity with the Pederai 
Claims Collection Act of 1966. Tne dct 
require6 each agency to establish collec- 
tion procedures and to prescribe criteria 
for collecting, compromising, suspending, 
or terminating collection action and for 
referring claims to GAO and the Department 
of Justice. If the collection efforts, 

.wh.ich may include legal action. are, un- 
successful, thc.account is written off. 

Ocarall statistics on the number and 
value of claims written off by the Gov- 
ernment were not available. Our ing f is- 
csll year 1976, five Federal agencies 
wrote off claims of about $200 million. 
This volume of write offs and an in- 
crease in outstanding receivable balances 
are indicative of the need for better col- 
lectidn ef.forts by Federal agencies. 

UNIFORMITY NEEDED IN CHARGING INTEREST 

Some agencies did not impose interest 
charges on delinquent receivables: other 
agencies had recently established interert 
penalties but charges imposed were often 
inconsistent. (See p. 28.) Some agencies 
had problems identifying delinquent ac- 
counts . These agencies usually had eutab- 
lished due dates for accounts receivable 
but when accounts were not identified as 
de1 inquent, interest charges for late pay- 
ments were not imposed. 
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ACCOUNTING SYSTEM NEED IMPROVEMENT 

Although this report discusses account6 
receivable, its findings indicate that 
Federal manager6 need to strengthen fi- 
nancilrl management generally. ,Yanager s 
of Government departments and agencies 
need to make special efforts to 

--assure that the financial statements 
submitted to the DeparLaent of the 
Treasdry for consolidation are com- 
plete and accurate, 

--obtain the Comptroller Caneral’s 
approval of their accounting system8, 
and’ 

--assure that an adequate but balanced 
portion of internal audit resc*rces 
are dedicated to reviewing financial 
statements submitted to the Depart- 
ment of the Treasury. 

RCC3MENDATIONS. 

The Secretary of the Treasury should re- 
vise the Treasury Fiscal Requirements 
Manual instructions’for preparation of 
financial statements to require: 

--Accounts reccivabie not due within a 
year or less to be classified as non- 
current assets. 

--Unrecovered beneficiary overpayments to 
be’ reported as accounts receivable and 
identified as such. 

--Consideration to be given to past col- 
lection experience in computing an 
allowance for uncollectible accounts. 

The Secretary also should emphasize to 
Government agencies the need to review 
their financial rtatemcnts for complete- 
ness and accurr’ 1 befsre submitting then. 
for consolidation. 
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: 

The Director, Office of Management and 
Dudget, in concert with the Department of 
the Treasury, should issue guidelines pro- 
viding that Government receivabres bear 
interest at not less than an established 
minimum rate unless otherwise specified 
or precluded by statute. The guidelines 
should provide that the: 

--Secretary of the Treasury compute 
periodically the minimum interest rate 
to be uszd. 

--Rates bs in line with the cost of bor- 
cowing by the Treasury from the public. 

-. . . . 
--Charges be imposed on debts not paid 

within 30 days of the date of the invoice 
unless extenuating circumstances exist. 

The Director, Office of Management and 
Budget , shoulcl emphasize to the heads of 
departments and .agcncics the need to 

-;-obtain the Co?t~tcbllcr ‘General’s ap-’ 
rcoval of their accounting systems and 

--assure that an Edequate but balanced 
portion of internal audit resources ace 
devoted to reviewing financial state- 
ments submitted to the Treasury. 

AGENCY CCNNENTS 

Both the Office of Management *and Budget 
and the Treasury agreed with the cecommend- 

:ations and commented on recent Treasury ac- 
tions to require Government agencies to 
charge interest on many delinquent accw.its 
receivable. (See p. 34.) The Office of 
Hanagament and Budget also raised some ce- 
lated issues. (See p. 17.) GAO is sending 
copies of this report to all departments 
and agencies for their information, use, 
and guidance in the manayement of their 
collection activities pending completion 
of recorxnended actions. 
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