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The Health Services Administ-ation ¢f the Department of
Health, Education, and Welfare has satious wcaknesses in its
accounting systeas. These veaknesses zay have led to violations
of Anti-Deficiency Act which prohkibiis Faderal agencies from
engaging in programs that will lead to deficits ir funds.
Findings/Conclusions: To force its own ard Treasury's accounts
into agreement as of Jure 30, 1974, the Health Services
hduinistration made. unrupported adjustments totaling $16 million
of which $2 million involved the illegal transfer of funds
hetween appropriation year accounts. Also, the unexpended
balance of appropriations as of June 30, 1975, differed from
amounts shown on the Treasury's books by $190 million.
Iaprovements ure needed in accounting for receivables. Officials
do not agree that adjustments were illegal, but they indicate
that such adjustzents are no lenger being made.
Recormendations: The Hezlth Services Administration should:
improve accounting and reporting of appropriation data so tthat
reports to Treasury ar: accurate and properly verified;
determine the recsons for discrepancies im the FY 74 and FY 75
reports and adjust 2ppropriation accounts as necessary based on
the results of the reconciliation; and determine whether a
violation of the Anti-Deficiency Act has occurred and adjust
accounts as necesgary. (Author/SS)



REPORT TO THE CONGRESS

BY THE COMPTROLLER GENERAL

OF THE UNITED STATES

Improvements Needed In Recording
And Reporting Appropriation
Data At Fiscal Year End

Health Services Administration

Department of Health, Education, and Welfare

To force its own and 11casury’s accounts into
agreement as of June 30, 1974, the Health
Services Administration made unsupported
adjustments totaling 316 million of which $2
million involved the illegal transfer of funds
Jetween appropriation year accounts. Also,
Health Services’ unexpended balance of
appropriations as of June 30, 1975, differed
from amounts shown on the Treasury’s books
by $190 million. For one appropriation, there
is a possibility that the Anti-Deficiency Act
was violated.

The Department of Health, Education, ard
Welfare has recognized the seriousness of the
accounting systems weaknesses and advised
the Office of Management and Budget that
the systems could allow fraud and misuse of
Federal funds.

The Department stated it would improve its

accounting and reporting of appropriation
data.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

B-179708

To the President of the Senate and the
Speaker cf the House of Representatives

This report describes the extent to which improvements
are needed in the Health Services Administration's recording
and reporting of appropriation data at the end of the fiscal
year.

Our review was made in respcnse to a request from
Congressman George H. Mahon, Chairmian of the House Committee
on Appropriatinns.

Copies of this report are bzing sent to the Director,
Office of Management and Budget; the Secretary of the Treas-
ury; the Secretary of Health, Education, and Welfare; and
the Assistant Secretary of Health, Department of Health,
Education, and Welfare.

oy .
Comptroller General
of the United States
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COMPTROLLER GENERAL'S IMPROVEMENTS NEEDED IN
REPORT TC THE CONGRESS FECORDING AND REPORTING
APPROPRIATION DATA AT
“ISCAL YEAR END
Health Services Administration
Department of Health, Education,
and Welfare

— - - e

GAO is recommending that the Secretary of
Health, Education, and Welfare see to it that
the Health Services Administration improve its
accounting and reporting of appropriation data
and make a determination as to whether it has
violated the Anti-Deficiency Act (31 U.S.C 665).
The act prohibits agencies from incurring obli-
gations or making expenditures in excess of
amounts appropriated by the Congress.

In oréd~. to bring its accounting records into
agreement with Lepartment of Treasury account-
ing re~ords, the Health Services Administration
made uasuppo.rtea adjustments to the unexpended
balance (i.e., the undisbursed portion) of many
of its appropriations. As of June 30, 1974, the
unsupported adjustments exceeded $16 million.
Some of these adjustments ,esulted in the il-
legal transfer of 32 million in funds between
appropriation accounts. (See pPp. 4 to 9.)

As of June 30, 1975, unexpended balances on
Treasury and Health Services books differed

by $190 million. GA0O found that Health Serv-
ices did not perform the necessary work to

find out why there was such a large difference.
(See p. 5.)

Also, as of June 30, 1975, Treasury records
showed that one Health Services Administration
appropriation was overexpended by $47 million.
Health Services eliminated the overexpenditure,
in part, by transferring funds from three other
accounts. However, $§18 million of the amount
transferred, could not be adequately supported
by the Health Services Administration at the
time of GAO's review. As of December 31, 1976,
Health Services officials were still attenmpting
to determine whether it was valid to transfer

Tear Sheet. Upon removal, the report i - -
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the $18 million. If the transfers are not
valid, a violation of .he Anti-Deficiency
Act could have resulted. (See p. 5.)

Department of Health, Education, and Welfare
officials recognize that there are serious
shortcomings in the financial management systems
used by its constituent agencies, including the
Health Services Administration. The Department,
on May 7, 1976, advised the Office of Management
and Budget that to improve its financial manage-
ment systems it needed more funds for the Health
Services Administration, the Office of Education,
and the Office of the Secretary. In justifying
the additional funds the Department said:

--There are many weaknesses in financial manage-
ment systems and operations which affect abil-
ity to insure program integZily and &ccount-
ability of appropriated funds and wiich could
result in fraud and misuse of Federal funds.

--Accounting reports are virtvally uceless as a
tool to evaluate ard monitor program performance
because data derived from accounting systems are
frequently erroneous, incomplete, and untimely.

—--Accountability and fiscal integrity have deterio-
rated to unacceptable levels, and while more
complex systems have been installed, staff to
operate these systems have fallen behind and
consequently have lost control.

The Department of Health, Education, and Welfare,
in commenting on this report (see app. II),
stated that although GAO reasonably assessed the
problems with the Health Services Administration
accounting system, the Department did not agree
that as a result of fiscal year 1974 year-end
adjustments, funds were illegally transferred be-
tween appropriation accounts. After considering
the Departments's comments, GAO still believes
the fund transfers were illegal. (See p. 13.)

The Department, however, agreed in general with
GAO's recommendations and stated that the Health
Services Administration would improve its account-
ing and reporting of appropriation data.

ii



CHAPTER 1

—— e

INTRODUCTION

Appropriations are available for obligation during the
fiscal year or years specified by the Congress in appropria-
tion acts. The Anti-Deficiency Act (31 U.S.C. 665) requires
that agencies exercise control over the execution and financ-
ing of budgetary prcgrams, The principal purpose of the act
is tc prevent incurring obligations or making expenditures
which would create deficiencies in appropriations and funds.

When an appropriation is no longer available for obliga-
tion, it expires. Unobligated amounts of expired appropria-
tions are required to be withdrawn from the appropriation and
returned to the Treasury. The yreasury mairntains a record of
these amounts in an account called Surplus Fund. Withdrawn
balances are identified by appropriation and fiscal year and
can be restored to the agency to pay amounts properly charge-
able to che appropriation.

Under the provisions of the Public Law 798, 84th Con-
gress, 24 Session (31 U.S.C. 701-708), the net balance of un-
paid obligutions and accounts recazivable that are applicable
to aprropria*tions which have been expired for 2 years are
merged into a separate account called a successor acccunt,
along with unpaid obligations and accounts receivable of
other previously expired appropriations for the same general
purposes. In the same regard, an appropriation's related
surplus fund balance is merged with surplus fund balances of
similar prior years' appropriations z years after the appro-
priation expires. The act (31 U.S.C. 703(a)) authorizes the
heads of agencies to restore funds to successor accounts from
surplus fund accounts if the amounts necessary to ligquidate
unpaid obligations applicable to the years covered by the fund
exceed the balances in related successor accounts.

Section 703(a) also requires ayencies to review succes-
sor accounts at least once each year to determine which
amounts, if any, should (1) be withdrawn from the successor
account and placed in the related surplus fund account or
{2) be restored to the successor account from the related
surplus fund account.

Agencies are required to submit a report as of the end
of each fiscal year to Treasury showing the status of each
appropriation. On the report form sent by Treasury to each
agency for completion, Treasury enters the unexpended balance
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of funds shown on its (Treasury's) books for each appropria-
tion, including successor accounts. With regard to the
Health Services Administration, information on Treasury's
books is derived from disbursement data furnished by account-
ing stations located in cities throughout the United States.

In completing the fiscal vear end appropriation status
report, appropriation fund resources--which represent the
unexpended balance of the appropriation as adjusted by with-
drawals and restorations plus accounts receivable--must equal
the status of appropriation resources--which represents un-
paid obligations and, in those cases vhere the appropriation
is still availakle for obligation, the unobligated balance
of arpropriations available for obligations.

Assume, for example, the followirg situation as of the
enéd of a fiscal year for an appropriation which is expired
and no longer available for obligaticen.

Fund resources

Unexpended balance from Treasury's books $1,000,000
Appropriations to be restored 200,000
Receivables 300,000

Total fund resources $1,5006,000

Status of resources

Unpaid obligations (i.e., accounts payable

and undelivered orders) $1,500,000
Total status of resources $1,500,000

In this illustration, if unpaid obligations had been
greater that $1,500,000, the rep~rt woulGé not have balanced,
since the status of resources would have been greater than
fund resources. This would mean that the Treasury's unex-
pended balance was less than the unexpended balance shown on
the agency's accounting records, except in thoses cases where
the Anti-Deficiency Act was violated. On the other hand, if
the receivable balance in this illustration had been greater,
the report would also not have balanced meaning that the
Treasury's uncxpended balance was greater than the unexpended
balance shown on the agency's accounting reccrds. When such
differences arise, agencies must reconcile their accounting
records to determine the reasons for the differences 30 cheir
accounting records and/or Treasury's records can be adjusted
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to show the correct balance. The year-ernd apprcpriation
status report is, therefore, used to assure th.t agency and
Treasury accounts are in balance. The report is also used
to inform the Treasury of (1) the amount of vaobligated
balances that are to be withdrawn from eppropriations and
(2) the amount of funds tc be restored .o appropriations
from the surplus fund.

SCCPE OF REVIEW

Our review was mad= at Headquarters, Health Services
Administration, where the general ledgers and other account-
ing records were maintained, and where year-end reports tiere
prepared for submission to Treasury. We also visited a field
accounting organization in the Washington, D.C., area to test
selected transactions. We reviewed the methods used for re-
porting appropriation data to Treasury at the end of the year
and tested transactions and adjustments made to the accounting
records.

The Budget and Accounting Procedures Act of 1950 requires
that agency accounting systems be approved by the Comptroller
General. These systems must conform to the principles, stand-
ards, and related requirements prescribed by the Comptroller
General. The Health Services Administration's accounting
system has not been approved by the Comptroller General.



CHAPTER 2

IMPROVEMENTS - REEDED " IN

RECORDING AND REPORTING

APPROPRIATION DATA

The Health Services Administration made unsupported
adjustment.s totaling several million dollars to its accounting
records to bring its records and Treasury's accounting records
into agreement. In some cacses, the adjustments resulted in
the illegal transfer of funds to and from successor accounts
and other appropriations. Further, our review showed that
for one successor account, the Health Services' records in-
cluded invalid accounts receivable amounting to $9.8 million.

We also found that if the transfer of $18 wm.ilion between
appropriations cannot be established as valid, a violation of
the Anti-Deficiency Act might occur in th: fiscal year 1973
Health Services Delivery appropriation.

UNSUPPORTED ADJUSTMENTS MADE
TO APPROPRIATION ACCOUNTS

For many of its appropriations, Health Services' un-
expended balances differed from Treasury's unexpended balances
as of June 30, 1974. Rather than recnncile these differences
to determine what the balances should have been, Health Serv-
jces, in its status of appropriation report prepared as of
the end of fiscal year 1974, reported to Treasury the balance
presented them by Treasur'’.

In order to force the report cubmitted to Treasury to
balance (i.e., appropriation fund resources equal the status
of appropriation resources), and to make its records agree
with Treasury balances, the Health Services Administration
made unsupported adjustments exceeding $16 million to its
appropriation accounts., In making many of the adjustments,
fictitious accounts receivable and accounts payable were
established, and unsupported amounts were reported as with-
drawn from appropriations to the surplus fund and rcstored
to appropriations from related surplus funds. A total of
53 such adjustments were made. The total doilar value of
the unsupported adjustments made to each of the appropria-
tions as of June 30, 1974, is siown in appendix I.

For example, as of June 30, 1974, the unexpended bal-
ance shown on the Health Services books for the fiscal year
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1973 Mental Health Appropriation exceeded the unexpended bal-
ance recorded on Treasury's books by $399,643. Rather than
determine the reason(s) for the difference, the Health Serv-
ices Administration reported the balance that was entered by
Treasury on the report and in order to force fund resources
to equal the status of resources, established fictitious
accounts receivable of $399,643 in its accounting records and
included that amount in balances on the Treasury report. To
offset this amount, fictitious accounts payable were recorded
in the fiscal year 1974 Mental Health Appropriation for
$95,212 and in the Mental Health Appropriation's successor
acccunt for $304,431.

With regard to the fiscal year 1975 year-end status of
appropriation report, we noted in a memorandum from the De-
partment of Health, Education, and Welfare Audit Agency tc
the Deputy Assistant Secretary, Finance, that amounts re-
ported to the Treasury by the Health Services Administration
differed from amounts on the Health Services accounting records
by over $190 million. Health Services officials stated that
these differences were not reconciled before preraration of
the year-end appropriation report. In other words, the
Treasury’'s unexpended balance was shown on the completed
report to the Treasury despite the fact that Health Services
accounting records differed by over $190 million from the
amounts shown on Treasury records.

Further, at June 30, 1975, Treasury records showed that
the fiscal year 1973 Health Services Delivery appropriaticn
was overexpended by $47 million. 1he Health Services Admin-
istration had a balance of $6.5 million in the surplus fund
for the fiscal year 1973 Health Services Delivery appropria-
tion and restored this amount to the appropriation, leaving
an overexpenditure of $40.5 miliion. Health Services elimi-
nated the $40.5 million overexpenditure by transferring funds
from three of its successor accounts. However, $18 million
of the amount transferred could not be adeguately justified
at the time of our review. As of December 31, 1976, Health
Services orficials were reconciling the accounting records
in an attempt to determine whether the $18 million was validly
trausferred. If the transfers cannot be established as valid,
the Anti-Deficiency Act (31 U.S.C. 665), which prohibits agen-
cies from incurring obligations or making expenditures which
wo,ld create deficiencies in appropriations, may have been
violated.

“n order to properly administer an appropriation, each
agency should maintain accurate records which show, among
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other things, each appropriation‘s unexpended balance.

(See 7 GAO 17.2, Gencral Accounting Office Policy and Proce-
dures Manual for Guidance of Federal Agencies.) Since the
Health Services Administration did not determine the reason(s)
for differences between unexpended balances on Treasury's
books and its books, it did not know which, if either, of
the bzlances was correct. The Health Services' practice of
making unsupported adjustments to appropriation accounts,
therefore, resulted in inadequate accountability for and
control over appropriated fuuds.

The Jractice of making uncupported adjuctments also re-
sulted in distortion of financial data on obligations, re-
ceivables, restorations, and withdrawals reported to the
Treasury. The Treasury uses data reported by Health Services
to prepare consolidated financial reports which are distrib-
uted to the Congress and the public.

Further, Health Services Administration procedures
violate the intent of 31 U.S.C. 703(a). That act requires
agencies to review their successor accounts at leez once each
year to determine the amount to be withdrawn from appropria-
tions to the related surplus fund or restored to the successor
account. As discussed above, the amounts withdrawn and re-
stored by Health Services were not based on a review or its
accounts but rather on the decision to balance its books with
Treasury's books.

The head of each executive agency is responsible, pur-
suant to the Budget and Accounting Procedures Act of 1950
(31 U.s.C. 66a), for establishing and maintaining an adequate
system of accounting and internal control. One of the objec-
tives for accounting systems contained in the act is that
agency accounting systems should be effectively integrated
with the central accounting and reporting operations of the
Treasury.

To assure that its unexpended balances at the end of the
fiscal year are correct for each appropriation, including
successor accounts, Treasury requires that each agency deter-~
mine whether unexpended balances shown in the agency's records
agree with Treasury's balances. If there are differences,
Treasury requires that it be informed, and that before an
agency can report an amount different than that shown on
Treasury's books at the end of the fiscal year, it must first
receive Treasury's approval.
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Health Services accounting personnel did not notify
Treasury of the differences in the unexpended balances, nor
was an attempt made to reconcile the amounts shown on the
Health Services accounting records with balances shown on
Treasury records. Also, there were no written procedures
for reconciling the balances, and for most of the adjustments
made we found no evidence that they had been reviewed and
approved by supervisory personnel.

We discussed these matters with Health Servicwes offi-
cials. Acting on our suggestion, they developed written pro-
cedures for reconciling differences between their own and
Treasury's accounting records at fiscal year end.

ILLEGAL TRANSFER OF FUNDS
BETWEEN APPROPRIATIONS

Of the 53 adjustments made by the Health Services Admin-~
istration as of June 30, 1974, 17 resulted in the illegal
transfer of funds to and from successor accounts and other
appropriation year accounts. These transfers amounted to
approximately $2 million. It should be noted that the
17 transfers were not made to cover an overobligation or
overexpenditure but wer: made to force Health Services and
Treasury books into balance.

The following table shows the appropriations affected
by these transfers and the amount transferred.



Appropriation Funds Transferred
Into the From the
Account Year appropria- appropria-
symbol Title (note_a) tion tion
75-0321 Health Services No year $ 402,757 $ -
Planning & 1972/1974 - ' 936,195
Development 1973/1975 - 45,972
1974 48,446 -
Successor 936,195 402,757
45,972 48,446
75-0363 Mental Health 1973 399,643 -
1974 - 95,212
Successor - 304,431
75-3903 Consolidated No year 5,709 -
Workirg Fund 1974 - 152,680
Successor 152,680 5,709
75-0335 National Eralth 1974 - 9,683
Statistics Successor 9,683 -
Total $2,001,085 $2,001,085

a/In some cases, the Congress appropriated funds on a nc~year
basis (i.e., the appropriation was available until fully
obligated). 1In other cases, the appropriation was made
available by the Congress for obligation by Health Services
for 1, 2, or 3 years.

As indicated on page 4, the Health Services Administra-
tion, in making adjustments to balance its accounts with
Treasury's accounts on the fiscal year 1974 year-end status
of aporopriations report, sometimes created fictitious ac-
counts receivable and accounts payable. Moreover, in some
cases, the fictitious accounts receivable were subsequently
reported to Treasury as having been received and the payables
as having been paid, triggering an adjustment to Treasury's
records and, thus, in effect, transferring funds between
appropriations.

31 U.S.C. 712a restricts the use of
to expenditures required for the service
fiscal year for which the appropriations were made. Further,
31 U.S.C. 628 and 628-1 limit the use of appropriated funds
to the purposes for which they were appropriated and prohibit

annual appropriations
of the particular
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the augmentation of one appropriation with funds from another
appropriation, or any other source, unless specifically au-
thorized by law.

The establishment of fictitious accounts receivable in
certain appropriation accounts and balancing accounts payéable
in other appropriation accounts, in effect, augmented the
appropriation in which the receivable was established, and
allowed, in effect, funds from the account in which the pay-
able was established to be used for the requirements of a
different fiscal vear. While Health Services entries could
have had the same effect as corrections, where Treasury's
balance was incorrect, since Health Services did not know
whether the balances shown on Treasury's books or its own
were correct, adjustments were made and funds were transferred
without any basis. Accordingly, we believe that the transfers
were illegal.

IMPROVEMENTS NEEDED IN ACCOUNTING
FOR RECEIVABLES

The fiscal year 1974 year-end appropriation status
report to Treasury included a substantial amount of invalid
accounts receivable.

The Health Services Administration requires field
accounting units. =s part of preparation of the year-end
appropr ation status report, to review the validity of and
report to Health Services on the balance of accouits receiv-
able. Reports from field accounting units are consolidated
at Health Services Administration headquarters accounting
activity and form the basis for the amounts shown on the
report to Treasury.

In order to properly account for receivables, agencies
must assure that receivables are accurately recorded and
accounting records are maintained so that all transactions
affecting receivables for each reporting period are included.
(See 2 GAO 12.4, General Accounting Office Policy and Proce-
dures Manual for Guidance of Federal Agencies.)

We reviewed accounts receivable for the Health Services
Planning and Development appropriation successor account and
found that $9.8 million of the $10.2 million in accounts re-
ceivable reported to the Health Eervices Administration by
field accounting units for the appropriation at the end of
fiscal year 1974 were invalid and should have been removed
from the accounting records in prior years. This $9.8 million
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was included in the balance of accounts receivable reported
to the Treasury for the appropriation. We noted that field
accounting vnits had reported these balances without adequate
verification of their correctness.

After we discussed this matter with Health Services
officials, they made entries to their accounting records to
write off the $9.8 million in invalid receivables. Further,
acting on our suggestion, they assigned a task force to verify
accounts receivable balances shown on the accounting records
for all Health Services Administration appropriations. Offi-
cials advised that we wou.d ke informed of the results of the
task force work.

10



CHAPTER 3

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

The Health Services Administration has not given suffi-
cient attention to the review and verification of financial
data. There is a need for increased emphasis on verifying
and reconciling amounts included on the accounting records
and in determining the reasons for differences between
Health Services and Treasury urexpended balances. Further,
there is a need for the Health Services Administration to
improve its accounting for receivables.

Procedures need to be established to provide for an ade-
gquate system of accounting and internal control. This in-
cludes integration cf the Health Services accounting system
with the Treasury accounting and reporting system.

Also, if the validity of the $18 million transferred to
the fiscal yesr 1973 Health Services Delivery appropriation
cannot be established and a violation of the Anti-Deficiency
Act results, a fcrmal report to the Congress and the President
should pe submitted as required by the act.

RECOMMENDATIONS

We recommend that the Secretary of Health, Education, and
Welfare direct tire Health Services Administration to:

--Improve accounting and reporting of appropriation data
so that amcunts shown in Health Services accounting
records and on fiscal year-end appropriation reports
to Treasury are accurate and properly verified.

~-Determine the reasons for differences between Health
Services accounting records and Treasury accounts at
the end of fiscal years 1974 and 1975 and adjust appro-
priation accounts as necessary based on the results
of the reconciliation.

~-Complete the reconciliation of appropriation accounts
for the remaining $18 million in unsupported fund
transfers made at June 30, 1975, relating to the
Health Services Administration fiscal year 1973 Health
Services Delivery appropriation to determine whether a
violation of the Anti-Deficiency Act has occured, and
adjust appropriation accounts as necessary.
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As stated previously, acting on our suggestions, the
Health Services Administration assigned a task force to verify
accounts receivable shown on the accounting records and devel-
oped written procedures for reconciling differences between
Health Services and Treasury accounting records at fiscal
year end. In view of these actions, we are making no Eurther
specific recommendations on these matters at this time.

AGENCY ACTICNS AND
UNRESOLVED ISSUES

In a letter dated October 14, 1976, the Assistant
Secretary, Comptioller, Department of Health, Education,
and Welfare, concurred in general with our recommendations.
(See app. II.) The Assistant Secretary stated that:

--The Health Services Administration would improve ac-
counting and reporting of appropriation data. 1In this
regard, cn May 7, 1976, the Department of Health, Edu-
cation, and Welfare requested additional funds from the
Office of Management and Budget to be used to finance
additional financial management positions. In doing
so, the Department advised that for the Health Services
Administration, the Office of Education, and the Office
of the Secretary, there are many weaknesses in finan-
cial management systems and operations which affect the
ability to insure program integrity and accountability
of appropriated funds and which could result in fraud
and misuse of Federal funds. The Department also told
the Office of Management and Budget that (1) accounting
reports are virtually useless as a tool to evaluate and
monitor program performance because data derived is
frequently erroneous, incomplete, and untimely and
(2) accountability and fiscal integrity have deteri-
orated to unacceptable levels and while more complex
systems have been installed, staff to operate these
systems have fallen behind and lost control.

--The Health Services Administration would reconcile
the remaining $18 million of unsupported fund trans-
fers made at June 30, 1975, relating to the fiscal
year 1973 Health Services Delivery appropriation and
upon completion will determine whether a violation
of the Anti-Deficiency Act has occurred.

--Although the Department did not agree with our sugges-
tion that establishment of a specific task force is
necessary to determine the reasons for differences
between Health Services records and Treasury accounts
at the end of fiscal years 1974 and 1975, he advised
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that the Health Services Administration is making cor-
rections to accounting records and that as resources
assigned to the reconciliation of accounts receivable
are available, they will be directed to other areas.
Health Services Administration officials further ad-
vised that they intend, as recommended by us, to
reconcile Health Services and Treasury records as
resources become available. Since the Department
feels it can best accomplish the recommended action
without establishing a specific task force, we do

nct insist that one be established.

The Assistant Secretary further stated that although our
report reasonably assesses the problems encountered with the
accounting system, the Department does not agree with us that
year-end adjustments in fiscal year 1974 resulted in illegal
vransfer of funds between appropriation year accounts. The
Assistant Secretary in bis letter described the relationship
between agency and Treasury accounting systems and the process
for reconciling accounting records and stated that (1) funds
were not transferred between appropriations, (2) total expen-
ditures remained in agreement with Treasury totals, and
(3) there were no increases in obligational authority in any
of the appropriation year accounts in w»'.ch adjustments were
made.

With regard to the Assistant Secretary's contention that
funds were not transferrea between appropriationc, as dis-
cussed on pages 7 through 9 we found that funds were in fact
transferred between appropriation year accounts. Funds are
appropriated by fiscal year and the integrity of appropria-
tions by fiscal year must be maintained. By law, the use of
annual appropriations is -estricted to expenditures required
for the service of the particular fiscal year for which they
were made and the augmentation of one appropriation with funds
from another appropriation is prohibited.

The issues raised by the Assistant Secretary regarding
total expenditures and the lack of increases in obligational
authority resulting from the unsupported adjustments do not
bear on the illegality of the fund transfers. We are not
saying that total expenditures were increased or that obli-
gational authority was increased. We are saying that funds
were in effect transferred betwezen appropriation year ac-
counts and that this violates certain statutes as discussed
on pages 8 and 9.

Health Services officials advised us that although they
do not agree the adjustments were illegal, they are no longer
making the type of adjustment guestioned by us.
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APPENDIX II APPENDIX II

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20201

0CT : 4 1976

Mr. Donald L. Scantlebury

pirector, Division of Finance
and General Management Studies

United States General
Accounting Office

washington, D.C. 20548

Dear Mr. Scantlebury:

The Secretary asked that I respond to your request for
our comments on your draft report entitled, "Improvements
Needed in the Health Services Administration's Recording
and Reporting of Appropriation Data at the End of the
Fiscal Year." The enclosed comments represent the ten-
tative position of the Department and are subject to
reevaluatior when the final version of this report is
received.

We appreciate the opportunity to comment on this draft
report before its publication.

Sincerely yours,

.)L—-\ A v

. Jo D. Yaung K i

( Asgistant Secretary, Comptroller
4

Enclosure
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DEPARTMENT OF HEALTH, EDUCATION, AND WFLFARE COMMENTS ON GAO DRAFT

REPORT ENTITLED, “IMPROVEMENTS NEEDED IN THE HEALTH SERVICES ADMINI-

?}géxios RECORDING AND REPORTING OF APPROPRIATION .DATA AT THE END OF THE
EAR L]

GENERAL COMMENTS

The draft report on the Health Services Administration (HSA) system of
recording and reporting appropriation data reasonably assesses the
problems encountered with the accounting system. We generally accept
the conclusions and recommendations included in the report and have
imnlemente” or are in the ,rocess of implementing certain corrective
actions. However, we do not concur with GAO's finding that as a result
of year end adjustments in fiscal year 1974, illega)l or unauthorized
transfers of funds were made between appropriation years. It is within
the authority of the Fiscal Officer to make adjustments that are re-
quired to correct improper charges to appropriation accounts.

Each gcvernment agency is required to submit an annual report on the
status of its appropriation and fund balances. The preclosing unex-
pended balances included on the report are provided by the Treasury, and
are derived from monthly Statements of Transactions which are submitted
by eac’. organizational unit authorized to make disbursements. These .
statements are used by the Treasury to charge the individual appropri-
ation account as reported and should agree with the total amount dis-
bursed by Treasury in a given month. This agreement must occur because
the Treasury does not initiate the transfer of any monies, but makes
disbursements only at the direction of the agency. Therefore, if a
reconciliation is made and corrective action is taken by each accounting
point to assure that all payments processed by Treasury have heen
properly recorded in the accounting system, there should be agreement at
¥iscal year end between Treasury's unexpended balance and that of the
ajency's cash balances in the mechanized records.

The Schedule of Payments is one of the basic documents used to authorize
th: Treasury to make individual payments. These schedules are issued by
each accounting point that has the authority to certify vouchers for
payment. The payments are lumped tcgether in one account under the
Certifying Station Symbol. To distribute this total to the appropri-
ation account, each accounting point must manually summarize each of the
individual schedules by appropriation and by appropriation year, and
then submit a Statement of Tvransactions. Fach accountina point is
required to reconcile its Sta‘*:ment of Transactions with the Treasury
balance each month, and to reconcile the statement with its cash account
in the machanized records. In actual practice this does not al.ays
happen at all accourting points. If the monthly cash reconciliations
are not made the errors will not be discovered or corrected.
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At the close of fiscal year 1974, not all accounting points had com-
pleted their reconciliations between the mechanized records anc the
Statement of Transactions. However, the statements had been reconciled
to the Treasury balcrnces. Therefore, it was decided that if there were
differences batween ‘he Treasury's appropriation balances on th: Status
o Appropriation Report and the accounting records, adjustments to bring
the accounting records into agreement with the Treasury balance would be
made. Because of the limited tiz.e and resources, the follow-on corrective
actions were delayed. However, funds were not transferred between
appropriations and the total expenditures remained in agreement with the
Treasury total. In uddition, there were no increases in oblicational
authority in any of the appropriation years where the adjustina entries
were made. It is for these reasons we cannot agree with the GAO fi ‘ings
of 11legal and unauthorized transfer of funds.

GAO RECOMMENDATION

Improve accounting and reporting of appropriation data so that amounts
shown 1n the Administration's accounting records and on fiscal year end
appropriation reports to Treasury are accurate and properly verified.

DEPARTMENT COMMENT

We concur. However, additional resources are required if HSA is to make
rapid progress in this area. The Office of Management and Budget is now
considering a supplemental appropriation request for 30 additional
positions for the HSA Finance Office. A supplemental appropriation
request will be submitted to the Congress requesting the additional
resources. In addition, the Department is investigating the possibility
of computerizing the Schedule of Payments for the regions, and HSA is in
the process of programming its computer to produce this report. Written
procedures have been developed and distributed to all accounting points
for the completion of reconciliations, and HSA has nearly conpleted its
review of accounts receivable.

GAQ RECOMMENDATION

Assign a task force to determine the reasons for differences between
Administration accounting records and Treasury accounts at the end of
fiscal years 1974 and 1975 and make correcting adjustments to appropri-
ation accounts as necessary based on the results of the task force's
reconciliation.

DEPARTMENT COMMENT

We do not concur that a task force is necessary. HSA assigned available
rescurces to verify all accounts receivables shown on the accounting
records at the suggestion of GAO. As this task is completed these

17



APPENDIX II APPENDIX II

Page 3

resources will be directed to other areas. Reconciliation of the State-
ment of Transactions to the Treasury expenditure totals fcr all accounting
points was completed at the close of fiscal years 1974 and 1975. Cor-
recting entries to the accounting records are being made.

GAO RECOMMENDATION

Develop written procecures for reconc%ling differences between Adwnini-
stration and Treasury -ecords at tiscal year end.

DEPARTMENT COMMENT

We corcur. Written prccedures have been developed and distributed to
all accounting noints.

GAOC_RECOMMENDATION

Complete the reconcilia“ion of appropriation accounts for the remaining

$18 million in unsupported fund transfers made at June 30, 1975, relating
to the Administration's fiscal year 1973 Health Services Delivery Appropri-
ation to determine whether a violation of the Anti-Deficiency Act has
occurred, and make correcting adjustments to appropriation accounts as
necessary.

DEPARTMENT COMMENT

We concnr. HSA will reconcile fund transfers made at June 30, 1975
which relate to FY '73 appropriations. Upon completion of the reconcili-
ation, a determination will be made as to whether a violation of the
Anti-Deficiency Act has cccurred.

TECHNICAL COMMENTS

On page 5 of the draft report the first paragraph implies that HSA had

a choice in the data to be usad on the report. Howaver, the preclosing
balance referred to here by GAO {s furnished by the Treasury and must be
used. Therefore, we believe this last sentence shoulc be deietcd.

[See GAO note below.]

GAO note: The page number in the draft corresponds to page 4
in the report. We disagree with the Department
concerning use of Treasury balances. Page 6 of the
report summarizes Treasury requirements for reporu-~
ing appropriaticn balances. The appropriation
balance furnished by Treasury must be verified
with agercy records and any differences reported
to the Treasury. The Health Services Administra-
tion did not do this.
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APPENDIX III

PRINCIPAL OFFICIALS

APPENDIX I1I

RESPONSIBLE FOR ADMINISTERING ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office

From

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

SECRETARY OF HEALTH, EDUCATION,
ARD WELFARE:

Joseph A. Califano, Jr. Jan. 1977
David Mathews Aug. 1975
Caspar W. Weinberger Feb. 1973
Elliot L. Richardson June 1970
COMPTROLLER:
John D. Young Oct. 1973
James B. Cardwell Aug. 1970
ASSISTANT SECRETARY FOR HEALTH:
Dr. James F. Dickson (acting) Jan. 1977
Theodore Cooper May 1975
Vacant Feb. 1975
Charles C. Edwards Apr. 1973
Vacant Jan. 1973
Merlin K. DuVal June 1971

DEPARTMENT OF THE TREASURY

SECRETARY OF THE TREASURY:

W. Michael Blumenthal Jan. 1977
William E. Simon May 1974
George B. Schultz June 1972
John B. Connally Feb. 1971
UNDER SECRETARY FOR MONETARY
AFFAIRS:
Anthony M. Solomon (acting) Jan. 1977
Edwin H. Yeo III Aug. 1975
Vacant July 1975
Jack F. Bennett July 1974
Paul A. Volcker Jan. 1969
FISCAL ASSISTANT SECRETARY:
L. D. Mosso July 1975
John K. Carlock June 1962
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To

Present

Jan. 1977
Aug. 1975
Jan. 1973
Present

Oct. 1973
Present

Jan. 1977
Apr. 1975
Jan. 1975
Mar. 1973
Dec. 1972
Present

Jan. 1977
May 1974
June 1972
Present

Jan. 1977
Aug. 1975
June 1975
June 1974
Present

June 1975
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Tenure of office

From To
COMMISSIONER, BUREAU OF GOVERNMENT
FINANCIAL OPERATIONS (note a):
Dario A. Pagliai Mar. 1975 Present
L. D. Mosso Mar. 1971 Mar., 19°:

a/Under Treasury Department Order 229, effective Januar- 14,
1974, the Bureau of Accounts was incorporated into tle newly
established Bureau of Government Financial Operatio :s.
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