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JANUARY 30, 1981

The Honorable Roger W, Jepsen
United States Senate

Dear Senator Jepsen:

Subject: Eﬁmmary of Major Deficiencies in the
Farmers Bome Administration's Business
and Industrial Loan Progreﬁ](CED—Bl—SS)

Your letter of January 12, 1981, asked us to summarize
major deficiencies found in the U.S. Department of Agricul-
ture's (USDA's) Farmers Home Administration's (FmHA's) Busi-
ness and Industrial Loan Program. Your letter asked that we
base our summary on audits by our Office and USDA's Office
of Inspector General (0IG) and internal PmEA studies. It
also asked for our observations or recommendations for
correcting any continuing problems.

In September 1977 we reported on loan evaluation and
servicing deficiencies 1in FmHA's Business and Industrial Loan
Program. Our review of OIG zudits and FmHA 1internal assess-
ments showed that many of the deficiencies identified 1in our
report still exist,

In response to the reported deficiencies, FmHA has acted
or promised action on many of ocur and OIG's recommendations.
According to FmHA program officials, FmHA has acted guickly
to correct deficiencies but considerable time was reguired
to change regulations. They said that policy changes alone
were difficult to enforce without regulatory changes. Further,
they said that only time will tell 1f the changes made or in
process would suffice to correct deficiencies.

We believe the continuing deficiencies in the FmHA
Business and Industrial Loan Program are the result of an
imbalance between FmHA staffing levels and program activities
and the failure of FmHA staff to follow or enforce program
requirements. We believe that to correct the deficiencies:

~—A better balance will be needed between FmHA staffing
and program activities,
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~-Loan approving officials should be regquired to certify
loan approval to some outside entity, such as 0IG, for
loans previously rejected at a lower review level.

~-FmHA needs to continue strengthening 1ts monitoring
capabilities.

~—Periodic audits and congressional oversight should be
carried out as needed to surface problems and ensure
their correction.

—~~Remedial training, and where appropriate, disciplinary
action, must be provided when program reguirements are
not followed.

FmHA program officials agreed that an imbalance existed
between staffing and program activities, They attributed
this 1mbalance to the budget process. They also said that
FmHA's reduced travel budget has affected its ability to
provide training and that locan approval authority had been
withdrawn from FmHA staff on occasion as a means of disci-
plinary action.

OIG officials believed certifying loan approval to the
OIG for previously rejected loans was a good i1dea as it would
give such loans greater visibility and provide the QIG with
a basis for systematically reviewing such loans.

In our September 1877 report, we suggested that FmHA
require national office approval for guaranteed lcans used
to refinance a borrower's existing debts, especially 1f the
refinancing also reduced the lender's risk of loss. 1In re-
sponse to our reaffirmation of the need for this action,
FmHA program officials explained that many FmHA loans
involved some degree of refinancing and that national office
review of all such loans would be a burden. Further, they
stated that FmBA was 1n the process of tightening pregram
requirements for loans involving refinancing and that these
new requirements should minimize differences in interpreta-
tions of FmHA requirements and thus result in approving
sounder loans, FmHA officials also said that they would
monitor implementation of the new requirements.\_ We believe
that 1f FmHA's new requirements do not achieve the desired
results, FmHA should reconsider subjecting such loans to
national office approval as we previously suggested.
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A detailled summary of deficiencies previously 1dentified
and our observations are in enclosure I.

As arranged with your office, we d41d not take the time
to obtain official agency comments.

Copies of this report are being sent to the House and
Senate Committee on Appropriations; Senate Committees on
Agraiculture, Nutrition and Forestry and Governmental Affairs;
House Committees on Agriculture and Government Operations;
the Secretary of Agriculture; and the Director, Office of
Management and Budget. We will also make copies available

to other interested parties.
Sin ly your
2/
dies <a /

Comptroller General
of the United States

Enclosure



ENCLOSURE I ENCLOSURE I

SUMMARY OF MAJOR DEFICIENCIES IN THE

BUSINESS AND INDUSTRIAL LOAN PROGRAM

BACKGROUND

The Business and Industrial Loan Program was authorized
by the Rural Development Act of 1972 (7 U.S.C. 1932 (Supp. II,
1972)). Under this program, FmHA can guarantee, 1insure, Or
make direct loans to public, private, or cooperative organiza-
tions or individuals to acquire, construct, reorganize, or
expand rural businesses to save existing jobs or create new
ones. To date, the program has been basically a guaranteed
loan program whereby FmHA guarantees up to 90 percent of a
loan made by a commercial lender. From program inception
through fiscal year 1980, business and industrial locans have
totaled about §4.4 billion.

OBJECTIVES, SCOPE, AND METHODOLOGY

Pursuant to your January 12, 1981, letter, this report's
objective 1s to summarize major deficiencies 1n FmHA's Busi-
ness and Industrial Loan Program and to provide our observa-
tions or recommendations for corrective actions. 1In preparing
our summary we consSidered past reports issued by our Office
and reviewed Q0IG's semiannual reports to the Congress for the
periods October 1, 1979, to March 31, 1980, and April 1 to
September 30, 1980, and selected 0IG audit reports on the FmHA
Business and Industrial Loan Program released during fiscal
year 1980, Some of the selected OIG audits we reviewed were
requested by FmHA and/or involved known problem loans or lend~
ers. We interviewed 0IG officials concerning their ongoling
audits and investigations in this area. In addition, we re-
viewed selected internal FmHA assessment studies made of the
program in fiscal year 1980.

Because of the time available, we 414 not independently
veri1fy the effectiveness of the corrective actions taken or
promised by FmHA 1n response to the audit reports and internal
FmHA studies we reviewed., Also, we did not obtain official
agency comments, but we did discuss the content of this report
with FmHA program and OIG officials and their comments were
included where appropriate.

GAQ'S PRIOR REVIEW OF THE PROGRAM

In our report on this program entitled "Farmers Home
Administration's Business and Industrial Loan Program Can Be
Improved" (CED-77-126, Sept. 30, 1977), we reported on the
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need for FmHA to improve 1ts loan evaluation policies and
procedures and its loan servicing and management assistance
efforts. Among other things, we found that in approving
loans FmHA and the lender did not:

~-0btain required financial data, including updated finan-
cral data.

--Question sales and profit projections that appeared
overly optimistic or inadeguately supported.

-~Adeqguately determine why existing businesses were oper-
ating at a loss or experiencing problems.

~-Require applicants to contribute sufficient equity.

-~Adeguately evaluate applicants’' management capabillities
or market analyses.

--Obtain sufficient informaticon to make a complete and
adequate evaluation.

~--Effectively use consultants 1in evaluating loans.

We also found that FmHA had not adequately reviewed the
gqualifications and/or independence of appraisers used by
lenders to evaluate property used as collateral for loans.
In addition, we gquestioned using FmHA guaranteed loans to
refinance borrowers' existing debts when they reduced the
participating lender's exposure to loss.

We concluded that to achieve 1ts goal of making gquality
loans and providing more lasting economic benefits to rural
areas, FmHA needed to (1) further revise, clarify, and
strengthen 1its regulations and instructions for approving
loans and (2) ensure that its procedures were followed.

On loan servicing and management assistance, we reported
that FmHA needed to (1) identify more guickly actual and
potential problems of borrowers and estaplish a management
assistance program and (2) assure that loan proceeds are
used for approved and authorized purposes. We made several
recommendations on these actions, which are summarized on
page 9 of this enclosure.
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OIG AUDITS SHOW MOST
PROBLEMS STILL EXIST

In 1ts semiannual report to the Congress for the period
ending March 31, 1980, OIG reported that 1ts previous audits
had disclosed two general areas of concern in the Business and
Industrial Loan Program: pre-locan analysis and loan servicing.
Typical problems in these two areas included failure to

--obtain the required financial data from the applicant,

—obtain financial data before issuing conditional lean
commitments,

—-analyze sales and profit projections,
-—require the applicant to contribute sufficient egquity,

——adeguately evaluate the applicant's management capabil-
ity, and

-—provide sufficient guidance to field personnel on the
servicing requirements for the loans.

OIG audit reports 1issued during fiscal year 1980 showed
that many of these problems were continuing., In a review of
10 loans 1/ made to six borrowers 2/ in the carpet industry
1n Georgia, 0OIG found that:

--Four borrowers who received seven loans totaling about
$7.7 million d1d not meet FmHA's minimum eguity and
financial requirements when their loans were closed.
These 1included two borrowers who received guaranteed
lcans 1in 1978.

——Financial statements for the four borrowers showed
differences that raised questions about the state-
ments' reliability, but no follow-up action was taken.

>

1/0IG report, "Farmers Home Administration Business and In-
dustry Locans—-Carpet Industry,™ Audit Report 499-35-At,
March 11, 1980.

2/Loans to four borrowers were guaranteed 1in 1974-76 and
included the first FmHA-guaranteed loan. Loans to the other
two borrowers were guaranteed in 1978.
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~-The loans did not result in lasting benefits to the
rural area but significantly reduced the lenders'
risk exposure. For two borrowers, the lenders'
liability was reduced almost $2 millaion.

~-Lender loan servicing and FmHA's follow-up action was
adequate.

--FmHA's potential losses on these loans could be as
much as $3 million. Five loans to two borrowers were
being liguidated at the time of OIG's review.

A subsequent audit 1/ 1in Georgia was made to determine 1f
deficiencies existed for other business and industrial loans.
The case files of six borrowers with seven guaranteed loars 2/
totaling $3.4 million were reviewed for this audit. OIG re—
ported that the conditions 1t found in this audit were sim-
1lar to those in 1ts carpet industry audat report. On one of
the loans reviewed, OIG reported that the FmHA State office
had rejected the loan twice (June 17 and Sept. 1, 1977) for
numerous reasons, According to the audit report, a memoran- ,
dum 1n the lender's files showed that the borrower was going
to try, through political pressure, to get the application
"forced®™ through. A loan was subsequently approved on
November 3, 1977. The audit report stated that the auditors
could find no evidence to 1indicate that any of the unfavor-
able conditions had changed at the time the loan was closed
on November 22, 1977.

As a result of an audit 3/ of six guaranteed loans made
to three borrowers by a bank in Mobile, Alabama, OIG reported
that serious deficiencies were evident in how the program was
managed at both the State and national level., These deficien~-
cies included:

--Approving loans to 1neligible borrowers, possibly be~
cause of political pressures., (Loans to two borrowers
would have no significant benefit to rural areas.)

1/01G report, "Farmers Home Administration Business and In-
dustry Loans, Georgia State Cffice,"” Audit Report 459-44-At,
November 6, 1980.

2/These loans were closed between January 1977 and January 1980.

3/01IG report, "Farmers Home Administration Audit of Selected
Business and Industry Loans, Alabama State Office,"” Audit
Report 4989-17-At, May 7, 1980.

4



ENCLOSURE I ENCLOSURE I

--Apparent preferential treatment of loan applications
due to political influence or personal friendship with
borrowers.

--Improper loan processing.

--Approving "bail-out” loans in which the lender's raisk
exposure was significantly reduced and the praimary
purpose was to refinance debt of financially unsound
businesses.

--Approving temporary financing through loans with long-
term repayment.

-—Accepting 1inadequate collateral for loans and ques-
tionable appraisals of the collateral.

--Approving a nonlocal lender that had no loan servicing
department.

--Insufficiently supervising lender loan servicing. .
--Inaction on known or reported violations of conditional
commitments for guarantee requirements, lender agree-

ments, and/or loan agreements.

--Inadequate follow-up on known or reported misrepresenta-—
tion by the lender and borrowers.

OIG stated that FmHA's losses on five of the loans, which
were closed between August 1977 and December 1978, could amount
to more than $7 million because of the cited deficiencies.

In September 1980 OIG completed a review 1/ of 40 busi-
ness and industrial loans, each 1n excess of $T millaon.
This review had been undertaken because of concerns voliced
by various USDA officials, including 0OIG and FmHA officials,
and persons outside USDA about the loan guarantee decision-
makling process More specifically, the review was concerned
with

--whether external pressures were leading to the approval
of loan guarantees for reasons unrelated to their finan-
cial and economic feasibility and impact and

E/OIG report, "Loan Decision-Making Process in the B&I Loan
Program," Audit Report 04618-1-Hg, September 7, 1980
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--the appearance that external political or other pres-
sures were factors in approvaing such loans.

0IG did not conclude that all the loans with external
pressure were unworthy of locan approval. But 1t did state
that 1ts audit haighlighted the 1ssue that there 1s an appear-
ance that the lcans reviewed could have been made for cother
than financial and economic reasons.

O0f the 40 loans reviewed, 22 were selected because loan
approval had 1nitially been denied by the State office and/or
the National Loan Review Committee or loan review officer.
Eighteen were selected from fiscal year 1979 operations be-
cause of the large dollar amount of the loan. Four of the 18
had been previously rejected. 1In all, 26 of the 40 loans re-
viewed had been previocusly rejected.

For 21 of the 40 loans reviewed, 0IG reported that there
was evidence of support for the lcoan by outside parties such
as the Office of the Secretary, Members of the Congress, con-
gressional staff, White House staff, or State and local electqd
officials. This evidence of support included only those in-
stances where strong letters of support for the locan were on
file or there was evidence of meetings or personal contacts
between FmHA officials and outside interested parties. Routine
congressional or other inquiries on the status of loan appli-
cations were disregarded. Of the 26 lcans that had been pre-
viously rejected, OIG reported that 14 appeared to have
considerable support for final approval from Members of the
Congress or the Cffice of the Secretary.

OIG also reported that in many of the cases where ocut-
side support existed for lcan approval, the documentation
cf the processing and the factors on which approval of the
applications was based appeared inadeguate. We believe this
finding 1s significant since most of the previous findings
reported by our Office and CIG involved loans approved on the
basis of inadequate pre-loan analysis.

OIG also has conducted a naticnwide audit of 30 business
and i1ndustrial lecans in 21 States. These loans were statis-
tically selected from the total loans obligated in fiscal year
1979 and closed during fiscal years 1979 and 1980 through
December 31, 1979. An overall report on the results of this
review has not been released.

Separate reports on the results of the naticonwide audit in
four States--Florida, Alabama, Mississippi, and Kentucky--have
been 1ssued According to these 0IG reports, there were no
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serious problems with the loans reviewed in Florida and Missis-
s1pp1r but serious deficiencies existed in the loans reviewed

in Alabama and Kentucky. Serious deficiencies 1in the management
of the Alabama program 1/ included:

—-~Inadequate staffing of the FmHA State business and indus-
try section.

--Improper loan processing and pre-lcan analysis.
-~Approving a loan guarantee for an unsound project.

~-Approving a loan that significantly reduced the lender's
exposure through the refinancing of a financially mar-
ginal business (bail-out).

~-~Accepting inadegquate collateral for loans and inade-
guate appraisals of collateral,

~-Insufficiently supervising locan closing and lender
loan servicing.

-—Inaction on known and reported violations of one lend-
er's loan agreements,

For the one loan reviewed in Rentucky, OIG concluded that
the loan did not meet the objectives and eligibility require-
ments of the program. The borrower was financially unsound
and had been a problem account for the lender before the loan
guarantee. Eguity reguirements were not met and collateral was
insufficient to reasonably assure lcan repayment. About 100
percent of the loan funds were to be used to refinance debts,
most of which were held by the lender--a bail-out situation,
Also, about $150,000 in loan proceeds was used for unauthorized
purposes. The loan was for $950,000, of which 80 percent was
guaranteed by FmHA,

In November 1980 0IG began an audit of FmHA business
and industrial locan guarantees totaling about $342 million to
construct 15 fuel alcohol projects in 14 States. Loan guaran-—
tees for the 15 projects were committed in September and October

1/This review was based on a cursory review of 10 loans,
totaling about $4.5 million, and an indepth audit of one
loan for $136,000; the latter loan was part of the nation-
wide audit.
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1880. According to an OIG official, this audit, among other
things, will address allegations that the loan guarantees were
approved for political purposes. The OIG expects to have a
report to the agency by late January 1981.

FmHA's ASSESSMENTS SHOWS SIMILAR PROBLEMS

FmHA has established assessment teams composed of FmHA and
OIG personnel to improve its management controls. These teams
periodically visit each State and selected district and county
offices to i1dentify program weaknesses and their causes and
effects and to make recommendations to correct them. Assess-
ment teams have been established for several FmHA programs,
including the Business and Industrial Loan Progranm.

In fiscal year 1980 assessments of the Business and In~
dustrial Loan Program were completed 1in nine States: Oregon,
Minnesota, Wisconsin, Indiana, Colorado, West Virginia, Tennes-—
see, Texas, and Mississippi. The nine assessments covered 144
loan guarantees totaling about $104 million. Separate assess—
ment reports were prepared on each State. In March 1980 a
summary report on the nine States was prepared for the FmHA
Administrator.

According to the summary report, problems existed 1in the
following areas:

—--Obtaining and analyzing financial data, both before
and after loan closing.

--Meeting minimum equity regquirements.

—~Evaluating projections and verifying the data used.

--0Obtaining appraisals by qualified appraisers.

--Obtaining adequate and sufficient collateral.

--Checking on the past performances of management 1ndi-
viduals and comparing their performance with the bor-

rower's management needs.

~—Obtaining security and financial updatings from per-
sonal guarantors.

—-=Servicing.
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On loans involvaing refinancing, the summary repcort stated
that:

--Current and cash flow positions were not improved in
16 percent of the cases.

--Collateral was insufficient to secure 19 percent of
the loans.

--Lenders brought themselves under the umbrella of FmHA's
guarantee in 58 percent of the cases reviewed.

--More than 50 percent of unreported problem locans involved
refinancing.

The assessment summary also ralsed questions as to whether
FmHA's staff was large enough to properly perform all work.
It also recognized the need for FmEA staff and lenders to re-
ceive periodic refresher training on the program's purpose and
reguirements. According to FmHA officials, inadeguate FmHA
staffing of the program was the major reason for the problems
disclcsed by the assessment studies.

CURRENT OBSERVATIONS

As noted on page 2, cur September 1977 report contained
several recommendations directed at (1) improving loan eval-
uations, (2) better estaplishing loan securaty, (3) elim-
inating the use of loans that transfer loan risks to FmHA,

(4) improving loan servicing, (5) providing a sufficient
staff of experienced and trained employees, and (6) emphasiz-
ing to FmHA staff and lenders the need to follow program
reqguirements, fully analyze all information, and document the
justification for loan approval. Similarly, 0IG has made
numerous recommendations to correct the deficiencies 1t found.

FmHA has acted or 1s acting on many of the recommendations
made by our Office and 0IG. According to FmHA program offi-
cials, FmHA has acted quickly to correct these deficiencies
but recognition must be given to the time required to change
regulations--generally up to 9 months and sometimes longer.
Without regulatory changes, they said that policy changes alone
were difficult to enforce. Further, they said that only time
w1ll tell 1f the changes made or in process would suffice to
correct deficiencies.

We believe the continuing and recurring deficiencies
in FmHA's Business and Industrial Loan Program, as i1dentified
by recent 0OIG reviews, are the result of an imbalance between
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FmHA staffing levels and program activities and the failure
of FmHA staff to follow or enforce program regquirements.

FmHA staffing

In early 1979 OIG reviewed past audits of FmHA programs
and found that many of them reported the same general prob-
lems--1nadequate review of loan applications, inadeguate ser-
vicing of loans and delinguent accounts, and inadeguate review
of borrowers to determine 1f they should be graduated to com-
mercial credit sources. OIG attributed many of these contin-
uing problems to the imbalance between the size and complexity
of FmHA programs and the size and skills of 1ts staff. The
adeguacy of FmHA staffing for the Business and Industrial
Loan Program was discussed in our September 1977 report and
in FmHA's 1internal assessment reports on the Business and
Industrial Loan Program.

According to OIG’'s semiannual report to the Congress
for the period ending September 30, 1980, FmHA has loaned or
1ssued grants totalling $73.2 billion from 1935 through fiscal
yvear 1979. Tharty-eight billion dollars, or 45 percent, of
the total had been obligated between fiscal year 1976 and
fiscal year 1979. 0QIG also stated that FmHA services the
accounts of about 1.25 million borrowers with a principal in-
debtedness of more than $40 billion. 1In contrast, OIG stated
that the number of full-time emplovees has increased from
8,057 at the end of fiscal year 1972 to 8,456 in April 1980.
During the same period, part—-time employment increased from
1,49)1 to 1,674. OIG reported that because staffing has not
kept pace with the number of loans, the number of staff years
availlable to make and service loans has decreased from 1 for
every §$1 million in program money 1in fiscal year 1969 to 0.2
in fiscal year 1979. Also, OIG stated that the average value
of loans outstanding handled by each employee has increased
from $960,000 in fiscal year 1969 to $4.7 million in fiscal
year 1979,

OIG did not believe that the effective management of
FmHA loan programs depended entirely on the adequacy of
FmHA resources. OIG believed an equally large part of
the problem rested with FmHA getting the loan made, often
at the expense of careful review of the loan application,
financial statements, availability of commercial credit, and
loan servicing.

FmHA program officials agreed that FmHA staffing had not

kept pace with program activity. They said that this imbalance
was also true for the Business and Industrial Loan Program.

10
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They attributed this problem to the budget process. For exam-
ple, they told us that they had requested without success 41
additional staff members for FmHA's field offices to service
business locans. Further, they said that they had limited
authority at the national headquarters over staffing and hiring
of FmHA's State office business and industrial loan staff.

In view of the above, we gquestion whether FmHA staffing
of the Business and Industrial Loan Program 1s adequate to
do all required work, do it properly, and still get all program
funds obligated. Obviously, a better balance 1s needed
between FmHA staffing levels and program activities to elim-
inate deficiencies.

Compliance with
program requirements

A better balance between FmHA staffing and program
activities should make 1t easier for FmHA staff to follow or
enforce program reguirements. However, some additional ac-
tions are needed to further assure compliance with program
regulirements.

In connection with 1ts audit on the loan decisionmaking
process in the Business and Industrial Loan Program, OIG
recormended several actions to improve the decisionmaking
process. In one of the recommendations, CIG recommended
that each review level within FmHA should fully document 1its
recommendations for loan approval or disapproval and the
specific factors on which such recommendations are based.
OIG reported that FmHA was implementing this recommendation.

Alcthough this documentation is a good start, we believe
the final loan approving official should be reguired to cer-
tify loan approval to some outside entity, such as OIG,
for any loan previously rejected or disapproved at a lower
review level. Such certification should give the reasons
the loan was previously rejected, any specific action taken
to overcome these reasons, and/or the rationale that inval-
1dates these reasons or now makes loan approval appropriate.
Such certifications would give previously rejected loans
greater visibility and provide a basis for systematically
reviewing such locan approvals.

FmHA program officials said that they do justify theair
loan approval decisions and questioned the merits of certify-
ing them to OIG. Since the information required for the certi-
fications 1s already available, such certifications should
not be an undue burden to FmHA Further, 0IG officials agreed

11
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with us that certifying loan approval to 0OIG for previously
rejected loans was a good 1dea as 1t would give such loans
greater visibility and provide a basis for systematically
reviewling such loans.

In addition, FmHA needs to further strengthen 1ts
monitoring capabilities. The FmHA assessment teams are a
good start and should be continued. However, FmHA needs to
establish a good management information system. In 1978 and
again in 1980, we reported 1/ on FmHA problems in establish-
ing such a system. -

In addition to the assessment teams discussed above, 0IG
has recommended that FmHA establish an internal review capac-
i1ty. According to 0IG, FmHA has traditionally relied upon
QIG to provide the resources necessary to test and monitor the
internal contrels in FmHA's programs and financial operations,
and, to a lesser extent, on internal reviews performed on an
ad hoc basis. Because FmHA programs have grown tremendously
and become increasingly complex, OIG has focused its resources
on those program areas that are most susceptible to fraug,
abuse, and waste. With this shift in emphasis, 0IG has not
had the available resources to routinely check on internal
controls 1n FmHA programs at FmHA State and county offices.
For this reason, OIG has recommended that FmHA establish an
internal review staff of between 50 and 75 persons. According
to OIG's semiannual report for the period ending September 30,
1980, FmHA had developed a plan for creating an internal review
staff but had not yet assigned staff to this function.

Besides FmHA monitoring activities, periodic audits and
congressional oversight are needed to surface problems and
ensure prompt and appropriate corrective action.

Finally, when noncompliance with program regquirements
1s found, FmHA must provide remedial training when such non-
compliance 1s unintentional. When noncompliance 1s inten-
tional, we believe FmHA must take appropriate disciplinary
action. The latter can be an important deterrence to others
who may be tempted to disregard program reguirements.

1/"Farmers Home Administration Needs to Better Plan, Direct,
Develop, and Control Its Computer-Based Unified Management
Information System," (CED-78-68, Feb. 27, 1978) and "Farmers
Home Administration's ALP Development Project-Current Status
and Unresolved Problems," (CED-80-67, Feb. 19, 1980)

12
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FmHA program officials said that FmHA's reduced travel
budget has affected FmHA's ability to provide training. In
addition, they said that loan approval authority had been
withdrawn from FmHA staff on occasion as a means of dis-
ciplinary actaion.

Refinancing

One other matter warrants comment--refinancing or the so
called bail-out situation. 1In our September 1977 report
on the program, we recommended that FmHA reduce the guarantee
to maintain the same level of exposure lenders had on debts
that were being refinanced. FmHA did not believe this was
always feasible to do because some areas only have one bank
many businesses would cease to exist due to a lack of financ-
ing. FmHA also said that such a procedure would force bor-
rowers to change lenders to avoid such a requirement and could
eliminate the bank's ability to provide credit for short-term
financing. We pointed out, however, that as a minimum, FmHA
should require such lcans to be approved at the national office
level., We believe this suggestion needed to be given renewed
consideration, especially 1in view of the findings of FmHA's
own assessment teams,

FmHA program officials, however, did not believe that
loans involving refinancing should be approved by the national
office, They explained that many FmHA business loans 1involve
some degree of refinancing and that national office approval
of all such loans would be a burden. Further, they said that
FmHA was 1in the process of tightening program reguirements
for loans invelving refinancing and that these new requirements
should minimize differences 1in the interpretations of FmHA
regquirements and thus result in approving sounder loans. FmHA
officials also said that they would monitor implementation
of the new reguirements through the FmHEA assessment teams and
their review of lcans over $1 million, which are currently
subject to national office review. We believe that 1f FmEA's
new program requirements do not eliminate the bail-outs, FmHA
should reconsider subjecting such loans to national office
approval as suggested in our September 1977 report.
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