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Althoug&iEéovgpment agencies spend hun-

dreds of millions annually to audit Federal
programs and operations, most of them still
lack effective systems for resolving audit find-
ings. In 1978, GAO reported $4.3 billion in
unresolved fmdmgs at 34 agencies. This re-
port shows the problem is worsening.

Following GAQ’s 1978 report, the Office of
Management and Budget revised its policy H“‘l“

guidelines emphasizing prompt and proper |‘|“||“H|l\
resofution of audit findings. Most agencies’

systems, however, are not yet in compliance. 114396
GAO turned up numerous examples of agency

failures to correct problems or improve opera-

tions as recommended by audit.

OMB needs to clarify its policy guidance on
audit resolution and extend its oversight to
make sure agencies comply with it. Agency
management must be made accountable for
taking appropriate actions to resolve audit
findings.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

B-200473

The Honorable Jack Brooks

Chairman, Legislation and
National Security Subcommittee

Committee on Government
Operations

House of Representatives

Dear Mr. Chairman:

This report is our response to your June 10, 1930 request
for us to determine if agencies have in place audit resolution
systems that meet Office of Management and Budget revised guide-
lines and General Accounting Office and House Committee recommend-
ations. It follows up on our October 1978 report on the same _

subject.

This report shows that while some progress has been made,
the absence of effective audit resolution processes is wide-
spread and still a serious problem. It points out that the
dollar value of unresolved audit findings has grown, but still
remains a conservative figure because many agencies do not track
audit findings to final disposition.

As you requested, we did not obtain agencies' official
comments on this report; however, the facts were discussed
with personnel of affected agencies and their comments were
incorporated as appropriate. As arranged with your office,
we plan no further distribution of this report until 30 days
from its date unless you publicly announce its contents earlier.
At that time, we will send copies to interested parties and
make copies available to others upon request.

ely ;2;75,

Comptroller General
of the United States
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The Government is losing billions of dollars
because agencies are not acting on audit
recommendations to recover funds, avoid cost,
and improve operations. Although Federal
agencies' systems for resolving audit find-
ings have improved somewhat in the past

2 years, progress overall has been disap-
pointing.

MAGNITUDE OF THE -AUDIT
RESOLUTION PROBLEM

In 1978, GAO identified $4.3 billion in unre-
solved findings at 34 agencies involving po=-
tential recoveries, penalties, revenues, or
savings. GAO now reports $14.3 billion in
unresolved monetary findings at these agen-
cies. This represents a $2.4 billion
increase in nonregulatory audit findings and
a $7.6 billion increase in audit findings of
possible overcharges by o0il refiners and fuel
suppliers to their customers. These unresolved
energy regulatory audits represent potential
rebates to customers from oil refiners and
other fuel suppliers that violated energy
regulations. They do not represent potential
Federal budgetary savings. (See p. 7.)

GAO also now reports an additional $10.5 bil-
lion in unresolved contract proposal audits
and $170 million in unresolved findings at
agencies not in the 1978 report.

GAO considers the numbers to be conservative
and believes they would be even higher if
agencies kept better records of audit find-
ings. (See pp. 6-7.)
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Agency audit reports also contained thousands
of unadopted procedural recommendations that
would improve Government operations and have
a substantial dollar impact as well.

It cannot be assumed that all dollars asso-
ciated with unresolved audit findings are po-
tentially returnable to the Treasury. Find-
ings are sometimes settled without a return
of funds, or are not concurred with by pro-
gram officials for valid reasons. Other
findings result in a cost avoidance. The
unresolved $10.5 billion in contract proposal
audit findings, which identify avoidable
cost, falls into this category.

IMPROVEMENTS NEEDED IN AUDIT
RESOLUTION SYSTEMS

In response to GAO's 1978 report the Office
of Management and Budget (OMB) revised Cir-
cular A-73, its policy guidelines on audit
resolution. With some exceptions, these
guidelines provide a solid framework for
effective audit resolution. Also, most of
the 71 agencies GAQO studied have taken some
action since 1978 to improve their audit
resolution systems.

Still, much more needs to be done to ensure
prompt and proper audit resolution. Agency
systems must include provisions for:

--maintaining accurate records of findings
until final disposition;

--establishing adequate accounting and col-
lection controls over amounts determined
to be due as a result of audit;

--elevating disagreements and delays to an
independent arbiter;

--providing complete and accurate reports to
management;

--applying Circular A-73 to all audits;
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--deciding the disposition of audit findings
in 6 months and establishing final resolu-
tion schedules;

--ensuring that decisions to reject findings
are consistent with laws and regulations;
and

| --coordinating corrective action with other
affected agencies.
|

GAO's detailed review at 10 agencies demon-
strates how a failure to address these pro-
visions results in delayed or improper audit
resolution. For 193 of 249 audit findings

GAO examined, officials failed to act promptly
or properly to correct problems or improve
operations.

The following examples illustrate what can
happen when agency officials fail to follow
up properly on audit findings:

--Over a 3-year period a subsidy recipient
received excess payments of almost $100,000,
but did not refund the amount as required.
Agency auditors considered the finding re-
solved in April 1980 based on evidence that
the accounting division was advised of the
debt 3 months earlier. When GAO checked in
October 1980, the debt was still not under
accounting control and no effort had been
made to recover it. More than a year has
passed since the accounting division was
informed of the debt, during which time
an additional $258,000 was paid to the
subsidy recipient.

--Agency officials asked a grantee to respond
| to an audit report that questioned $298,000.
| The grantee never replied. More than a
1 year later the agency warned the grantee
] that funding would be suspended if it did
i not reply. The grantee still did not re-

i spond, yet it was awarded another $90,000.

‘ Since the audit report was issued the
grantee has received over a half-million

! dollars. Meanwhile, problems with the

Tear Sheet
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grantee continue; the next year's audit
questioned the allowability of another
$§71,000 and reported excess funds on
hand of $684,000.

--Auditors reported a subsidy program's goal
of reducing grain production was being sub-
verted because farmers were taking dry,
barren land out of production rather than
irrigated, fertile land. 1In one State,
over a l-year period, farmers received
windfall payments of $8.4 million. Agency
administrators disagreed with the finding
and indicated a willingness to live with
the inequity. Windfall payments could occur
again in 198l.

-=-In January 1979 auditors reported that two
Federal agencies had both paid a day care
operator $478,000 for the same food service
costs. Officials of the agency receiving
the report took no action, claiming the
dual funding was not their responsibility.
Their counterparts at the other agency
claimed that they were not told about the
dual funding. The funds have not been re-
covered and the day care operator is still
funded by both programs.

FACTORS IMPEDING PROMPT AND

EFFECTIVE AUDIT RESOLUTION

Prompt and effective resolution of audit
findings is dependent upon:

-~-OMB providing sufficient leadership to
agencies for improving audit resolution
systems (See pp. 24-25.),

~--Federal executives and managers being ac-
countable for audit resolution (See
pp- 25"27-), and

--auditors consistently and appropriately
developing and reporting audit findings and
and questioning the adequacy of adminis-
trator's resolution proposals and actions
(See p. 27.).
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RECOMMENDATIONS TO THE DIRECTOR,

OFFICE OF MANAGEMENT AND BUDGET

The Director, OMB should:

--Include oversight of agency audit resolu-
tion practices in the budget review process
to provide (1) an assessment of progress
in establishing, revising, and implementing
resolution systems, (2) an adjustment of
agency budget allowances where appropriate,
and (3) a report to the Chairpersons of the
House and Senate Committees on Appropria-
tions on progress and action plans.

--Clarify Circular A-73 so that (1) it pro-
vides that periodic reports to agency heads
include complete details on the resolution
of findings and on the age and amounts of
unresolved findings, (2) it applies to all
audit reports, including contract, subgrant-
ee, and regulatory audits, and (3) written
determinations and the legal basis for
nonconcurrence with audit recommendations
apply to both procedural and monetary
findings.

RECOMMENDATIONS TO HEADS OF

FEDERAL AGENCIES

Federal agencies should:

--Further improve audit resolution policies,
procedures, and practices to comply with
the intent and spirit of OMB guidelines,
designating a top level manager to coordi-
nate these efforts and prepare progress
reports for OMB.

--Take legal or administrative actions
against the parties involved whenever
audit findings concern fraud, waste, or
abuse of Federal funds.

~--Make the timeliness and quality of audit
resolution a written performance standard
and a factor in determining bonuses for
Senior Executive Service members and merit
pay for supervisors.



RECOMMENDATION TO INSPECTORS GENERAL

AND DIRECTORS OF AUDIT ORGANIZATIONS

The inspectors general and directors of audit
organizations should develop internal proce-
dures and controls for efficient and effec-
tive planning, coordinating, reviewing, and
reporting of audit work and audit followup
activities in accordance with GAO and other
professional standards.

AGENCY COMMENTS

At the request of the Legislation and National
Security Subcommittee, House Committee on
Government Operations, GAO did not obtain
agencies' official comments on this report.
However, GAO discussed the facts with person-
nel of affected agencies and incorporated
their comments as appropriate.
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CHAPTER 1

INTRODUCTION

This report follows up on our earlier report "More
Effective Action Is Needed On Auditors' Findings--Millions
Can Be Collected Or Saved" (FGMSD-79-3, Oct. 25, 1978). 1In
that report we identified, at 34 agencies, nearly 14,000
audit reports containing unresolved findings involving more
than $4.3 billion in potential recoveries, penalties,
revenues, or savings. Several thousand reports also con-
tained unadopted recommendations to improve Government
operations.

The Comptroller General testified on the report before
the Senate Committee on Appropriations and the Subcommittee
on Legislation and National Security, House Committee on
Government Operations. In June 1979, based on the Subcom-
mittee hearings and our report, the House Committee on
Government Operations issued a report entitled "Failure
of Government Departments and Agencies to Follow Up and
Resolve Audit Findings."

Agreeing that the situation described in our report was
intolerable, the Director, Office of Management and Budget
(oMB), directed all agency heads to immediately begin
strengthening audit resolution. After consulting the Congress
and the Comptroller General, OMB made audit resolution one
of nine issues in the former administration's financial
priorities program. In December 1979, OMB issued new policy
guidance to agency management on audit resolution in a
revised Circular A-73.

In June 1980 we reported on the status of our followup
efforts to the Chairman of the Senate Appropriations Com-
mittee. That Committee included language-‘in the Supplemental
Appropriations and Rescission Act, 1980, (Public Law 96-304,
July 8, 1980) which requires agencies to resolve pending
audits not later than September 30, 1981, and to decide
on the disposition of any new audits involving questioned
costs within 6 months.

THE ROLE OF AUDIT

Federal departments and agencies manage scores of pro-
grams worldwide, costing billions of dollars annually. They
also spend almost half a billion dollars on audit each year.
The audit function plays a vital role in assisting manage-
ment by independently evaluating program activities and
recommending improvements. It uniquely supplements internal
management controls and is essential for determining whether



funds are spent efficiently, economically, and effectively
and in a manner consistent with laws, regulations, and
program objectives.

Audits may be performed by the agencies' own auditors,
other Federal agency auditors under special agreements,
independent public accountants, or State or local auditors
under the direction of agency auditors. Within the Federal
audit community, audits of the agencies' own records and
operations are called internal audits. Audits of grant,
contract, loan, and subsidy records are called external
audits. Audits of companies', organizations', and indi-
viduals' compliance with Federal laws and regulations are
called compliance or regulatory audits.

OBJECTIVES, SCOPE, AND METHODOLOGY

This review responds to a June 1980 request by the
Chairman, Legislation and National Security Subcommittee,
House Committee on Government Operations, that we determine
if agencies have audit resolution systems in place that
comply with OMB Circular A-73 guidelines and GAO and House
Committee recommendations. The Chairman asked that we look
especially for system deficiencies that permit findings to
remain unresolved for long periods or to be resolved
improperly in favor of contractors or grantees involved.

He also wanted to know why deficiencies have not been
corrected. (See app. I.)

OMB Circular A-73 states that agency systems must pro-
vide for

--designating officials responsible for audit resolution,

--maintaining accurate records of all significant
findings until final resolution, including appro-
priate accounting and collection’ controls over
amounts due the Government,

--making written determinations on all findings
within 6 months of report issuance, with final
resolution proceeding as rapidly as possible,

--assuring that findings are resolved according
to laws and regulations, including written justi-
fication and the legal basis for decisions not
to seek recovery of amounts due as a result of
audit,



--forwarding to the head of the agency or a designee
for resolution any major disagreements between
audit and program officials and any findings
whose disposition is not decided within 6 months,

--reporting semiannually to the agency head on the
status of audit reports over 6 months old, the
number of reports or findings resolved during
the period, collections or offsets, and demands
for payment,

--periodically evaluating whether the audit follow-
up system is adequate and results in prompt and
proper resolution of findings, and

--coordinating corrective action with other affected
organizations.

These guidelines cover most GAO and House Committee

recommendations. We also recommended that reports to the
agency head include the age and amounts of unresolved find-
ings and the results of findings closed during the period.
The House Committee further recommended the following:

--The OMB Director should require agencies to submit
for approval procedures for tracking and resolving
audit reports and any revisions.

~--The executive departments and agencies should pro-
vide tracking and reporting systems that separately
identify questioned costs recommended to be
‘recovered from contractors or grantees and that
such recoveries be separately identified in agency
accounting records.

--The Director of OMB should require that the periodic
reports of the Inspectors General of the executive
departments and agencies include summary data on
the results of significant findings closed during
the report period and significant problems in audit
resolution.

-~-The Secretary of Defense should order a review of
the adequacy of tracking, follow up, and resolution
of audit reports in the Department of Defense. The
review should evaluate the propriety of procurement
officials' actions on audit reports and the adequacy
of management reporting systems for audit tracking
and resolution. The results of the review should



be reported to the Committee on Government Opera-
tions by December 31, 1979.

--The Director, Office of Personnel Management, should
require that the executive departments and agencies
include the promptness and adegquacy of audit reso-
lution in the performance criteria of Senior Executive
Service officials responsible for acting on audit
reports.

The Committee's report also highlights the importance of in-
cluding the promptness and adequacy of audit resolution in
the performance criteria of agency program and supervisory
officials.

While this report is a followup to our 1978 report, its
scope has been broadened to provide a Government-wide per-
spective. Out last report included 34 major agencies, this
report includes 73 agencies. It also covers contract pro-
posal audits and some regulatory audits, both of which
should be subject to Circular A-73.

To complete our evaluation we requested 73 agencies to
describe their audit resolution systems and the steps taken
since our 1978 report to improve them. As before, we also
asked them to provide statistics on the volume and type
of audit reports, audit accomplishments, and age and amounts
of unresolved findings. We received statistical data for
all agencies and information on audit resolution systems
for 71. Because of differences in agencies' recordkeeping
systems, the information provided does not cover the same
time periods, and in some cases, is not complete.

Based on written responses, submitted documents, and
telephone contacts with high level audit and program
officials and their staff, we evaluated whether agencies'
policies and procedures for audit resolution complied with
OMB Circular A-73 guidance and GAO and House Committee
recommendations. To meet criteria for compliance, we expected
written policies and procedures to address each applicable
element of the guidelines and recommendations. With respect
to the periodic reporting element, we examined reports and
compared actual practice with the requirements. Some
agencies indicated their practices were in compliance, but
they had no documentation. Others had draft policies and
procedures which had not been formalized, some of these
had been in draft form for months.



To compare agency practices with policies and procedures,
we selected and examined 249 audit findings at 10 agencies.
We focused on significant findings involving large questioned
costs or potential savings reported since our October 1978
report. We included findings which were considered closed
during fiscal 1980 and findings which had been open 6 months
or longer at the time of our review. We also reviewed agency
reports addressing agency audit resolution practices. The
10 agencies are:

~-Department of Agriculture,

~--Department of Air Force,

~-Department of Commerce,

~~-Community Services Administration,

~-General Services Administration,

~-Department of Housing and Urban Development,

~-National Aeronautics and Space Administration,

~-Department of the Navy,

~-Department of Transportation, and

~--Veterans Administration.

This selection provided a cross section of major Federal
grant, contract, subsidy, and loan programs and internal
agency operations.

Finally, we examined the status of 26 findings cited
during the 1979 House hearings as examples of agency failures
to resolve findings promptly or properly. Agencies have
since taken action on each of the findings; final resolution
action is pending on some.

Since our last contacts with agency officials in late
1980 and our compilation of the data for this report,
agencies may have made changes in their resolution systems
bringing them more in compliance with OMB guidelines. We
expected such activity but it was impractical for us to
recognize each change in this report.

Our primary focus was Government-wide, not on indi-

vidual agencies. Agencies cited should be considered as
typical examples, not as exceptions.



CHAPTER 2

CONTINUING WEAKNESSES IN AUDIT RESOLUTION

SYSTEMS ARE COSTING BILLIONS

Widespread absence of effective audit resolution systems
continues. Cost to the Government in revenues not collected,
funds not recovered, and savings not realized is in the
billions. The Office of Management and Budget Circular A-73
provides agency management guidance which, if followed, could
solve much of the problem. Since our 1978 report, most
agencies have taken steps to improve their audit resolution
systems and to comply with the Circular. Still, more sub-
stantive and extensive action is needed on the part of OMB
and agencies.

MAGNITUDE OF THE AUDIT RESOLUTION PROBLEM

Federal agencies reported to us over 28,000 audit
reports containing unresolved audit findings involving
potential recoveries, penalties, revenues, or savings of
$24.9 billion. (See app. II.) Some $5.3 billion of
this total has been unresolved for over 1 year. These
reports also contained thousands of procedural recommenda-
tions that would improve Government operations and have
a substantial dollar impact as well.

The unresolved amount of $24.9 billion involves 73
agencies and includes regulatory audits and contract pro-
posal audits which account for the $20 billion increase
over the $4.3 billion cited in our 1978 report for 34
agencies, as the following table shows.

Unresolved monetary findings
Major category 1978 report This report

—————— ~-=--milliong==—===-----

Nonregulatory audits--

original 34 agencies $2,582 $ 4,936
Energy Department regu-

latory audits 1,762 9,343
Contract proposal audits - 10,482
Additional agencies - 170

Total $4,344 $24,931



Also, unresolved amounts increased because some agencies
installed tracking systems or improved existing ones. For
example, the Air Force total increased from $26.4 million to
$470 million because it now tracks potential monetary find-
ings until agency auditors validate corrective action.

Many dollars associated with unresolved audit findings
are not potentially returnable to the Treasury. Findings
are sometimes settled without a return of funds, or for
valid reasons are not concurred with by program officials.
Some findings identify costs that will not be incurred.
The unresolved $10.5 billion in contract proposal audit
findings, which identify avoidable costs, fall in this
category. Also, much of the $9.3 billion in unresolved
Energy regulatory findings represents potential rebates
to customers from oil refiners and other fuel suppliers
which violated energy regulations.

We think the unresolved audit findings of $24.9 billion
would be even higher if all agencies had accurate, current,
and complete records.

IMPROVEMENTS NEEDED IN AUDIT
RESOLUTION SYSTEMS

Improper and delayed audit resolution is widespread
and worsening and is generally caused by agencies' failure
to comply with OMB Circular A-73. Although most of the 71
agencies we studied have taken some action since 1978 to
improve their audit resolution systems, much more needs to
be done to ensure prompt and proper audit resolution,
specifically:

--Audit resolution systems must be established and
maintained for an accurate, current, and complete
record of all audit findings until final dispo-
sition (40 agencies).

--Procedures must be established and followed for
accounting and collection controls over amounts
determined to be due the Government (37 agencies).

--Procedures must be established and followed for
elevating to agency heads, or their designees,
disagreements between program managers and auditors
and reports on which responsible officials have
not provided a written determination within 6
months (49 agencies).



--Periodic reports must be made to the agency head
on the age and amounts of unresolved findings and
results of findings closed during the period (56

agencies).

--Systems must cover findings in all audits of agency
activities, including those in audits of contractors,
subgrantees, and regulated activities (16 agencies).

--Decisions to act on audit findings must be made
within 6 months and final disposition should pro-
ceed as rapidly as possible (22 agencies). .

--Findings must be resolved according to laws and
regulations, including written justification and
the legal basis for decisions not to act (50
agencies).

-~Procedures must be established for coordinating
corrective actions with other affected agencies
or organizations (28 agencies).

The first five of these improvements were also cited in our
1978 report. Appendix III specifies the agencies at which
each deficiency exists.

Our detailed testing at 10 agencies demonstrates how
a failure to address these provisions results in delayed
or improper audit resolution. For 193 of 249 audit findings
examined, officials failed to act promptly or properly to
correct problems or improve operations.

Recent agency reports also describe similar faulty
audit resolution systems, particularly regarding long delays
and improper management resolution action.

As shown in the table on the following page, problems
existed to some degree at all 10 agencies and involved both
external audits of grants and contracts and internal audits

of agency operations.



Resolution actions
slow or improper

Findings Monetary Number of
Agency reviewed amount findings Amount
{thousands) (thousands)

Agriculture 27 $ 39,241 22 $ 37,144
Air Force 19 14,720 6 1,811
Commerce 33 4,747 30 3,759
Community Services

Administration (CSA) 31 2,966 27 2,848
General Services

Administration (GSA) 14 1,458 7 644
Housing and Urban

Development (HUD) 42 11,145 36 10,839
National Aeronautics and

Space Administration

(NASA) 15 1,071 6 679
Navy 12 20, 340 8 14,978
Transportation 28 21,458 23 16,578
Veterans Administration

{VA) _28 13,258 _28 13,258

Total 249 a/ §130,405 193 a/ $102,540

prm—

a/Totals do not add due to rounding.

The specific improvements needed, based on our study of
71 agencies' audit resolution systems, are discussed in detail
below. They are illustrated by several examples from our
testing at 10 agencies and from agencies' internal reports.

Maintain accurate records of
findings until final dispostion

To ensure that actions agreed to by management are taken,
audit activities must establish and maintain accurate, current,
and complete records of all audit findings until final dispo-
sition. When audit findings are not tracked or are prematurely
dropped from the tracking system, administrators often over-
look final settlement, or assume that findings are completely
resolved when they are not. Findings should not be considered
resolved until auditors verify that deficiencies have been
corrected.

A few agencies do not track audit findings at all, while
more commonly, agencies consider findings resolved when
management agrees to implement recommendations. For example,



the Departments of Army and Navy, which together reported
over $1 billion in monetary findings in fiscal 1979, can-
not describe how findings are resolved. HUD tracks poten-
tial recoveries until an administrative decision is reached
and then drops them from the tracking system. Using this
procedure, HUD reduced a large backlog of findings and
reported no monetary findings open more than 1 year. Other
examples of resolution following this practice include:

--Agriculture Department auditors reported that
$585,000 in food costs could be saved annually
by merging two food programs in a certain county
and giving program recipients food commodities
instead of vouchers for food purchases. The
program administrator did not address the
finding, but the auditors considered it resolved
and claimed a savings. The programs were merged,
but the recipients still received vouchers rather

! than commodities, thus, no savings.

--VA auditors reported that a flaw in a computerized
system granted duplicate pension payments to about
300 beneficiaries. They considered the finding
resolved when management detected $1.4 million in
duplicate payments, established them as accounts
receivable, and instituted controls to prevent a
recurrence. In so doing, the auditors acted contrary
to VA procedures which call for tracking dollar
findings until the funds are collected or the debt
forgiven. Moreover, they did not verify whether
the corrective action was effective in preventing
future double payments.

’

J --Over a 3-year period, a HUD subsidy recipient

! received excess payments of almost $100,000 but
did not refund the amount as required. Agency
auditors considered the finding ‘resolved in April
1980, on evidence that the HUD accounting division
had been advised of the debt 3 months earlier.
When we checked in October 1980, the debt was
still not under ‘accounting control and no effort
had been made to recover it. Since the accounting
division was informed of the debt in January 1980,
an additional $258,000 subsidy has been paid to
the debtor. Had accounting control been estab-
lished, the debt would have been deducted from
the additional payment. Two other cases, involving
excess subsidy payments totaling $169,000, were
similarly mishandled.

10



--Auditors reported that one Navy disbursing center
lost $2.1 million in cash discounts during a
3-year period by processing invoices too slowly.
Management concurred, the Navy issued a notice
emphasizing the need to process invoices quickly,
and the finding was considered resolved. The
notice did not correct the problem, however, the
center reported $673,000 in lost cash discounts
for the first 10 months of fiscal 1980.

-~The situation at the Department of the Army has
changed little since July 1977 when we reported
that the Army's resolution process did not pro-
vide assurance that deficiencies identified by
internal audits were promptly corrected. 1/
Instead of using Army auditors to followup and

‘ verify corrective actions, the Army relies on a

small group in its Office of Inspector General for

that purpose. Although this group does not seem to
verify corrective actions in depth, it concluded,
in fiscal 1979 that management had not completed
corrective action on 160 of 555 selected findings.

Establish adegquate accounting
and collection controls

| Accounting and collection controls are necessary to
; ensure that all amounts determined to be due the Government
as a result of audit are established as accounts receivable
! and recovered in accordance with the Federal Claims Col-
lection Standards. Auditors identify amounts due the
Government when, for example, grantees spend Federal funds
in violation of regulations, program recipients and con-
tractors receive duplicate payments or overpayments, or
buyers are underbilled for purchases.

While the majority of agencies reviewed now require
that accounting and collection controls be established
for amounts due as a result of audit, many do not. CSA
disallows several million dollars a year in costs ques-
tioned by audits but seldom requires grantees to return
the disallowed amounts. The Economic Opportunity Act of
1964, as amended, permits CSA to "recover" these debts

1/"Why The Army Should Strengthen Its Internal Audit Function”
(FGMSD-77-49, July 26, 1977.)
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through increases in the grantees' required contribution
to the current or the next year's grant. However, CSA does
not establish accounting control over these debts.

Also, officials at some agencies have adequate policies,
but do not always follow them. In June 1980 the Department
of Health and Human Services (HHS) auditors reported that
the Health Care Financing Administration was not recording
sustained audit disallowances as receivables in accounting
records--$19.3 million over a 9-month period--or recovering
them according to the Federal Claims Collections Standards.
Agriculture auditors reported in 1980 that the Food and
Nutrition Service had not developed an effective system to
quickly resolve and collect program losses cited in audit
and other reports. Thus, 357 reports up to 5 years old con-
tained potential claims totaling $60 million which have not
been resolved or collected.

We considered resolution improper if the agency did not

establish accounting control over amounts due as a result

of audit and attempt recovery in accordance with Federal
Claims Collection Standards. Some actions to settle audit
disallowances or otherwise recover amounts due as a result
of audit were questionable. Of the 249 findings examined,
48 involved amounts due. We concluded that accounting and
collection controls were improper in 28 cases, totaling

‘ $3.6 million. The following are examples.

} --GSA management sustained a finding that a lessor was

| improperly paid $377,000 for space alterations the
lessor was obliged to make without charge. The
company has appealed this decision. 1In the meantime,
the $377,000 should be recorded and maintained in a
GSA claims receivable register, but it is not.

--An Agriculture program official agreed with auditors
that a nutrition program sponsdr was overadvanced
$118,000 that should be returned. Contrary to
Department procedures, however, the debt was not
placed under accounting control, and recovery
action did not begin until after our inquiry.

--Commerce auditors stopped tracking an audit finding
and claimed a $161,000 savings in November 1979 when
the agency sent a letter to a contractor requesting
reimbursement. No accounting and collection controls
were established over this debt and no funds were
recovered.
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Elevate disagreements and delays
to an independent arbiter

Key to ensuring prompt and proper resolution of audit
findings is a procedure for elevating to the agency head
level major findings on which audit and program officials
disagree and any findings for which officials have not
determined disposition within 6 months. Although most
agencies have designated individuals or panels to settle
disputes and decide unresolved issues, their procedures
or practices do not satisfy OMB guidelines.

Some agencies like the Environmental Protection Agency
(EPA) exempt contract audit findings on the basis that
decisions of contracting officers are not subject to
arbitration or review. Other agencies have arbitration pro-
cedures, but they do not include a timeframe for elevating
disputes and delays. Still other agencies elevate issues
to a higher level of program responsibility, but that level
is not always sufficiently independent. Also, some agencies
have policies that are not effective because (1) auditors
do not evaluate the program officials' determinations, (2)
auditors do not routinely refer findings to arbiters which
programs officials have not responded to in 6 months, or
(3) arbiters do not act promptly. Some of these deficiencies
are illustrated below.

--At the Commerce Department, major disagreements on
external audit findings should be referred to the
Controller. Although Commerce auditors disagreed
with program administrators' rejection of two find-
ings involving the improper spending of $189,000
in leftover grant funds, over 15 months had passed
and they had not referred the situation to the
Controller.

--The Air Force has procedures for elevating disagree-
ments between auditors and program officials. How-
ever, auditors simply noted that management rejected
its finding that at least $177,000 a year could be
saved if two dining facilities were merged.

--GSA auditors did not evaluate the actions taken to
resolve a finding that questioned the acquisition
of $131,000 in art objects. The objects were
obscured by cabinets and partitions and were allegedly
purchased illegally. GSA purchased the artwork to
induce a reluctant agency to move into the space.
GSA's General Counsel ruled that, although improper,
the purchase was not illegal. Management also issued
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new guidelines on the procurement of artwork but made
no effort to deal with the officials who bypassed
procurement regulations and acted without clear
authority to induce an agency to move. The artwork
was removed from the leased space and is gathering
dust in a GSA warehouse.

--VA auditors reported that the workload did not justify
a medical center's renal laboratory and that the same
services could be provided by the center's central
laboratory. As a result, the planned purchase of
almost $74,000 of equipment was not needed. Manage-
ment considered the finding but later informed the
auditors that the laboratory would not be closed
and the equipment was purchased. The auditors dis-
agreed with management's decision but planned no
further action at the time of our review.

--A Defense Contract Audit Agency auditor disagreed
when a contracting officer rejected most of a find-
ing that a contract was overpriced by $853,000
because a contractor submitted defective pricing
data. The objections were never formally presented
or discussed with procurement officials or superiors.
In May 1979 we reported that differences between con-
tracting officers and auditors are rarely reported
to higher levels. 1/

Provide complete and accurate

reports to management

OMB Circular A-73 requires that agency audit resolution
systems provide for semiannual reports to the agency head on
the status of all audit reports over 6 months old; the number
of findings resolved during the period; and the collections,
offsets, and demands for payment made. Even though few
agencies meet these requirements, the requirements are
not sufficient to ensure that management is adequately in-
formed of resolution activity. Reports should indicate the
age, and where applicable, the amounts of all audit findings
over 6 months old and the results of findings resolved
during the period. For monetary findings, the results of
resolution action refer to the total dollar findings
guestioned, including those accepted and rejected. For

1/"The Effectiveness of the Defense Contract Audit Agency
Can Be Improved" (FGMSD-79-25, May 10, 1979).
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those accepted, reporting should include the amount recovered,
offset, and written off and the amount for which payment
was demanded but collection was not made.

Many agency heads do not receive complete and accurate
reports on audit results and the status of unresolved audit
findings because tracking and control systems are inadequate.
Few agencies are able to report the ultimate disposition
of either monetary or procedural findings. Those that close
findings before corrective action is verified overstate
accomplishments and understate unresolved findings. For
example, according to semiannual reports of the Inspector
General, the Labor Department resolved $41.6 million in
questioned costs and other monetary findings during a
recent 12-month period. The reports give no clues as to
amounts that were sustained, collected, or written off, nor
could the agency provide these numbers. Other examples
of report deficienci®s follow:

--The semiannual report to the GSA Administrator
covers findings in internal audit reports but
excludes findings in contract audit reports.

GSA contract audits are numerous and involve large
dollar amounts. In fiscal 1979 GSA issued 240
contract audit reports questioning $16.4 million.

--HUD's Inspector General prepares for the Secretary
and other top officials a monthly statistical report
which includes an aging of unresolved findings, but
no aging of amounts, and the total number of find-
ings resolved, but no information on how they were
resolved. The semiannual report to the Congress
has some data on audit accomplishments, but it is
distorted and overstated because monetary findings
are considered resolved before amounts due are
actually recovered.

--A monthly report to the head of CSA summarizes the
age and amount of unresolved monetary findings and
total costs allowed and disallowed by fiscal year.
The report is deficient, however, because it
ignores procedural findings and does not report
how disallowed costs were settled.

-~HHS auditors reported that the Office of Education

did not include, as required, audit disallowances
of $3.7 million in reports to top management.

15



Apply OMB Circular A-73 to all audits

Some agencies do not apply Circular A-73 to contract,
subgrantee, and regulatory audits and cannot, therefore,
ensure that findings are resolved properly and promptly.

Include contract audits

Several agencies--most notably the Department of Defense,
EPA, and VA, believe that findings in all contract audit
reports should be exempt from some Circular A-73 provisions.
Disagreement over this point has delayed issuance of a Defense
Department Directive drafted in late 1979 which would sub-
stantially meet the OMB guidelines. The directive would
institute a uniform system for tracking and resolving signi-
ficant findings reported by departmental internal and contract
audit organizations, inspectors, investigators, and internal
review groups. In fiscal 1979, the Defense Contract Audit
Agency issued 54,700 reports with more than $12 billion in
monetary findings. The majority of these reports were audits
of contract pricing proposals, but some were of incurred
cost and defective pricing.

Various management levels in the Defense Department,
notably the Joint Logistics Commanders, object to including
contract audit findings in the system. Air Force officials
contend that contract auditors' findings and recommendations
are advisory and the contracting officer is free to accept
or reject them without justification to the auditor or some
higher official. They also balk at other features of the
proposed system, such ag semiannual reporting of results,
which they dismiss as too costly. Because development
of a departmentwide audit resolution system has been
stalled, the Defense Department and the three services
are independently working to improve their own processes.

Include subgrantee audits

Millions of dollars are questioned in audit reports on
subgrantee operations. These findings deserve the same
careful consideration as any audit findings, but for the
most part, agencies are not aware of how they are being
resolved. Agencies are not routinely including these
findings in their own audit resolution systems, nor are
they ensuring that grantee audit resolution systems meet
the requirements of Circular A-73. Instead they have been
relying on grantees' compliance with OMB Circulars A-102
and A-110 which require that grantees have systems for
promptly and properly resolving audit findings.
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For example, a State agency that administers Title I
of the Elementary and Secondary Education Act has several
hundred subgrantees. These subgrantees are supposed to
arrange for federally financed annual fiscal and compliance
audits. In May 1980, however, HHS auditors reported that
the State was not resolving findings in subgrantee audit
reports promptly or appropriately. They reported that more
than 6 months after the reports were received the vast
ma jority had not even been reviewed. When report reviews
finally occurred, they frequently did not result in correc-
tive action. For instance, not until HHS auditors brought
it to their attention did State administrators attempt to
recover $300,000 of leftover project funds.

Several other major agencies also rely on grantees
to recover disallowed amounts from subgrantees and to ensure
that subgrantees adhere to administrative and regulatory
requirements. Transportation and Labor officials said they
would wait until the agency auditors' next review of the
grantee--sometimes several years away--to determine what
actions the grantee took to resolve audit issues. Unsound
corrective actions as the following may go unnoticed
for long periods.

--In February 1980 the Transportation Department
reported on its audit of grants to a State's
traffic safety committee. Over a l17-month period
the grantee completed audits of 118 subgrants
totaling $16.5 million. Transportation auditors
reported that the grantee's justification for
allowing questioned costs was not always appropri-
ate. For instance, the grantee should not have
allowed $682,000, questioned because a subgrantee’
spent it after a 6-year time limit for using
project funds.

--A Labor Department audit similarly reported that
a State grantee was lenient in allowing costs
questioned in subgrantee audit reports. The
grantee wrongly asserted that it had the authority
to allow or disallow any questioned costs under
$100,000 without Labor's approval. The grantee's
practice was to waive all such questioned costs
if the subgrantee promised to avoid a recurrence.
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Include regulaﬁory audits

Regulatory audits cost millions of dollars and result in
billions of dollars that can be quantified in monetary terms
and in vast numbers of compliance findings that cannot be
quantified. Monetary findings at the Department of Energy
Economic Regulatory Administration alone totaled $8.4
billion in a recent l-year period.

Federal audit groups, such as those in the Department of
Energy and the Interstate Commerce Commission believe that
because agency operations are regulatory their audit reports
need not comply with Circular A-73. An OMB official siding
with that position asserted that Circular A-73 only applies
to audits related to stewardship of Federal funds.

We believe there needs to be stewardship of Federal
policy as it relates to regulatory agencies, as well as of
Federal funds. Federal policy establishes safeguards to
protect the public interest. Audits are conducted to ensure
that policy is followed. It is not reasonable for the
Government to spend millions on regulatory audits without
requiring accountability for the results.

We evaluated selected regulatory agencies' compliance
with Circular A-73 and found they had the same range of
deficiencies as other agencies. For example, Energy's
Economic Regulatory Administration complies with most
Circular A-73 requirements. Alternatively, the Interstate
Commerce Commission has no system for tracking and control-
ling audit findings and no provisions for meeting other
applicable Circular A-73 requirements. According to agency
officials, Commission auditors reported over several years
that carriers were improperly receiving duplicate payments
before a nationwide investigation was begun that resulted
in suits against several shippers. In the meantime, higher
costs to shippers probably translates to higher costs to
consumers.

Meet timeframes for deciding
and acting on audit findings

OMB Circular A-73 establishes a 6-month period for
agency officials to provide, in writing, the action they
will take in response to audit recommendations. Moreover,
agencies are required by the Supplemental Appropriations
and Rescission Act of 1980 to decide on audit findings in
6 months.

Many agencies have not established timeframes while

others have failed to adhere to those established. Still
other agencies make timely written determinations but do not
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have controls in place to ensure that actions agreed to are

carried out in a reasonable time. Recognigzing this problem,
the Congress, in the aforementioned Act, required that find-
ings that were unresolved as of July 1980 be resolved by

September 30, 1981.

A few agencies argue that the 6-month timeframe is too
rigid since many audit issues are too complex to be decided
in 6 months. One such agency, EPA, established a 9-month
standard for deciding audit issues. We disagree with this
argument. Audit findings are seldom so complex that a program
official needs more than 6 months to determine a course of
action. The following examples illustrate this problem:

-~For over a year Commerce officials pondered a
finding that a contractor could not support $61,000
in payroll charges. The contractor contended that
payroll records were stolen, but ignored repeated
requests to provide a copy of the police report.
Moreover, the auditors were unaware that the contractor
had ever maintained any payroll records. Neverthe-
less, Commerce awarded the organization another
$270,000 in 1980. In December 1980 a Commerce
official told us that the contractor finally sub-
mitted a police report and that he had decided to
allow the questioned cost.

--A May 1979 audit reported that a former NASA con-
tractor was marketing a computer program developed
on Federal projects but was not making required
lease payments to the Government. The company
avoided payments of at least $300,000 before the
audit and more since the audit, because NASA had not
decided on a course of action.

--A 1978 audit of an Urban Mass Transportation Adminis-
tration grantee questioned the allowability of $2.2
million. These same costs were questioned in a 1972
audit but had never been resolved. In November 1980,
8 years later the Transportation Administration
informed the grantee that most of the costs would
be allowed. No decision had yet been made on the

allowability of $661,000.

-~The 1979 annual report of the HHS Inspector General
commented on the unreasonably large backlog of audit
reports that are not being resolved quickly and noted
that 1,240 reports and $135 million in monetary
findings were over 6 months old. Likewise, in his
September 1980 semiannual report, the acting Inspector
General of Labor expressed concern over the continuing
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and mounting backlog of unresolved monetary findings
which had reached $283 million. In her report, the
Inspector General for Interior identified 39 reports
and questioned costs of $4.9 million for which
management responses were overdue by more than 6
months.

Once the decision is made to accept a recommendation,
management must act to correct deficiencies and recover mis-
spent funds. For every day a needed improvement is delayed,
the Government incurs unnecessary costs. Thus, target dates
for completing corrective actions should be set when the
resolution decision is made. Grantee appeals should Dbe
settled quickly. The importance of settling appeals and
effecting other corrective actions quickly is illustrated
below:

--In March 1980 HHS auditors reported that the Office of
Education had large sums tied up in appeals of dis-
allowances, some dating to 1973. Only $5.2 million
of the $48.5 million of disallowances appealed since
1973 had been resolved.

--An Agriculture audit of Job Corps Centers remained
unresolved more than 18 months. The auditors reported
that the Department was duplicating Labor's food service
funding of Job Corps Centers by $14.6 million in a
period of less than 1 year. Despite OMB's stated
intention in June 1979 to end dual funding, it con-
tinued. OMB, through a budget prohibition, stopped
the dual funding beginning October 1, 1980.

--CSA officials asked a grantee to respond to an audit
report that questioned $298,000 primarily due to in-
adequate records. The grantee never replied. More
than 1 year later CSA warned the grantee that funding
would be suspended if it did not answer. The grantee
still did not respond, yet CSA awarded it another
$90,000. Since the report was issued CSA has provided
the grantee with over one-half million dollars.
Meanwhile, problems with the grantee continue--the
next year's audit questioned the allowability of
another $71,000 and reported excess funds on hand
of $684,000. .

--Almost 2 years after Navy auditors reported that as
much as $581,000 could be saved annually by consoli-
dating mail and messenger services in the Washington,
D.C., area, the activities still have not been com-
bined.

--More than 18 months after the report was issued,
officials of a Commerce Regional Action Planning
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Commission had not decided how to resolve $186,000
in questioned costs claimed by a contractor. This
amount was questioned because of weaknesses in the
contractor's accounting and internal controls.
Although the Commission received no evidence that
the contractor corrected the problem, it awarded
more than $300,000 in Federal contracts to the
firm since the report was issued.

Ensure that decisions to reject

findings are consistent with laws
and regulations

OMB Circular A-73 requires that agencies have provisions
for ensuring that resolution actions are consistent with laws
and regulations. For monetary findings it specifically
requires a written justification and the legal basis for
decisions not to recover amounts due. The Circular is silent
regarding procedural findings, many of which involve com-
pliance with laws and regulations. Agencies should be
required to provide written justification and the legal basis
for decisions not to act on both monetary and procedural

findings.

Agencies have been slow to develop and implement pro-
cedures for ensuring that resolution actions are consistent
with laws and regulations. A few agencies' systems are.in
partial compliance to the extent that a decision not to seek
recovery of an amount due must be justified in writing. Such
is the case at Agriculture, where decisions involving amounts
$10,000 or more must be reviewed and approved by the agency's
General Counsel. However, the system is silent about non-
monetary findings. Some other agencies' systems, like Trans-
portation’'s and CSA's give program officials the option of
consulting agency attorneys before deciding not to disallow
or recover questioned costs.

HHS is one agency that does have procedures for ensuring
that audit resolution decisions are consistent with laws
and regulations. All decisions must be justified in writing
and reviewed by several senior officials. Also, HHS General
Counsel approval is required whenever a program official
disagrees with an audit finding based on a different inter-
pretation of a law, rule, or regulation. This approval
process applies to both monetary and nonmonetary findings.

We noted numerous instances, however, where program
administrators and contract officials did not adequately
justify their rejection of audit findings. Some examples
of officials unilaterally rejecting findings without clear
authority follow.

21



--Auditors questioned the allowability of $365,000
claimed by a NASA contractor. The NASA contract
negotiator at first concurred, then decided to
allow $125,000, but no specific reasons were given
for the allowance or for the auditors' acquiescence
to it.

--Agriculture auditors reported a subsidy program's
goal of reducing grain production was being sub-
verted by farmers who were taking dry, barren
land out of production, rather than irrigated,
fertile land. Thus, in 1 year farmers in one State
received windfall payments of $8.4 million. Agency
administrators disagreed with the finding and
indicated a willingness to put up with the inequity.
Windfall payments could occur again in 1981 for
dry land taken out of production.

--A city received a $1.1 million grant to develop an
industrial park, but the project cost less than
anticipated. Commerce auditors reported that the
city improperly spent $62,000 of leftover funds to
install utilities on an adjacent piece of land and
recommended that the amount be returned. Commerce
management rejected the audit finding and made a
«£inal payment of $125,000 to the grantee. No legal
justification was provided for apparently allowing
the grantee to violate Federal regulations.

--HUD program officials allowed $50,500 in unsupported
personnel costs after a grantee submitted timesheets
reconstructed from memory. The decision did not cite
a legal basis. HUD's leniency in enforcing time and
attendance standards increases the likelihood of
fraud and abuse.

Coordinate resolution actions

with other affected agencies

Widely ignored is the OMB Circular A-73 requirement that
when audit recommendations involve more than one program,
agency, or level of government, the agency making the audit
must coordinate its corrective action with that of other
affected organizations.

OMB has taken one step in this direction--Circular
A-88, revised in January 1980, designates for educational
institutions a single agency to resolve audit findings on
behalf of other agencies. Lack of coordination procedures
is still a problem, however, for activities not covered by
Circular A-88.
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The following cases illustrate why such procedures should
be incorporated into agency audit resolution processes.

--In January 1979 Agriculture auditors reported that both
Agriculture and HHS reimbursed a day care operator
$478,000 for the same food service under different
programs. Agriculture program officials did not
act, claiming the dual funding was an HHS concern,
not theirs. However, HHS program officials claimed
they were not told about the dual funding. The funds
have not been recovered and the day care operator is
still funded by both programs.

--Auditors questioned a $624,000 Transportation grant
because the grantee used Federal revenue sharing funds
to satisfy a local funding requirement. The Treasury
Department should be consulted before the Transporta-
tion administrator decides on a course of action.

--Auditors reported that a grantee apparently violated
regulations in lending CSA funds to other programs,
including those of other Federal agencies such as
ACTION, Labor, and HHS. The problem has worsened over
the years and demonstrates the need for CSA to coordi-
nate its corrective action with the other affected

organizations.
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CHAPTER 3

FACTORS IMPEDING PROMPT AND

EFFECTIVE AUDIT RESOLUTION

The discussion and illustrations in the previous chapter
show that agency officials are not complying with the Office
of Management and Budget guidelines. Prompt and effective
resolution of audit findings is dependent upon:

--OMB providing sufficient leadership to agencies for
improving audit resolution systems,

--Federal executives and managers being accountable
for audit resolution, and

--Auditors consistently and appropriately developing
and reporting audit findings and questioning the
adequacy of administrators' resolution proposals
and action.

STRONG LEADERSHIP NEEDED TO
IMPROVE AUDIT RESOLUTION

Strong leadership is needed to stimulate agencies to
correct audit resolution problems. OMB has taken several
aggressive actions in this regard. It made audit resolution
one of nine issues in the former administration's financial
priorities program, stressed its importance in meetings
with agency heads, and revised Circular A-73. While these
were decisive steps, OMB could have done more. The OMB
Director testified in 1979 that the agency needed to extend
its oversight beyond issuing guidelines. OMB could have
done so by approving agencies' audit resolution systems--a
recommendation of the House Committee on Government Opera-
tions--and by adjusting agency budget allowances where
compliance was not satisfactory.

Had OMB reviewed agencies' audit resolution systems, it
would have learned, as described in Chapter 2, that agencies
are not complying with Circular A-73 and that clarification
is needed relating to provisions on reporting, applicability
of the Circular to all findings, and compliance with laws
and regulations. In late 1979 OMB did gather information on
executive agencies' audit resolution systems as part of
the financial priorities program. OMB intended to analyze
this data as it reviewed agencies' budgets and to use budget
allowance letters as the means of presenting OMB's views
on agencies' audit resolution systems. According to a senior
OMB official, however, the allowance letters were not used
for this purpose. He furnished only one instance where
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OMB expressed concern to an agency regarding audit resolution.
In the meantime, agencies have been devoting resources to
revising their systems, some believing that they are in
compliance with Circular A-73, when in fact they are not.

FEDERAL OFFICIALS MUST BE ACCOUNTABLE

FOR EFFECTIVE AUDIT RESOLUTION

The slow pace at which many agencies are moving to estab-
lish accountability for audit resolution is manifested in
the inadequate resolution actions illustrated in this report.
Few agencies include audit resolution in the performance
standards of their senior executives and other managers
responsible for resolving audit findings. 1In some cases
responsibility rests with officials who do not have appro-
priate background or the incentive to take corrective action.
Also, agencies that promised to strengthen their audit reso-
lution processes have not done so.

In May 1980, the Secretary, Department of Health and
Human Services, characterized the settlement of audit find-
ings as a sensitive, unglamorous, and frequently unpleasant
area of Government management. She concluded that several
actions were needed to raise the consciousness and account-
ability of Department program officials and provide more
Secretarial oversight. The laxity and lack of account-
ability at the program level prompted the House Government
Operations Committee to recommend in June 1979 that the
Director of the Office of Personnel Management require
executive agencies to include the timeliness and adequacy
of audit resolution in the performance criteria of Senior
Executive Service officials.

When the Office of Personnel Management acted on the
recommendation, it only instructed its analysts to determine
whether the performance standards of senior executives
responsible for financial auditing intlude audit resolution
responsilities. This action is too narrow because it excludes
officials who are responsible for resolving other than finan-
cial audits. In August 1980 the Office of Personnel Management
issued guidance to its own Senior Executive Service members
for their use in developing individual and organizational
performance standards for fiscal 1981. Several other agencies
reported having developed audit resolution performance stand-
ards for SES members.

Many managers below the executive level, such as grant
administrators and contracting officers, are responsible
for resolving audit findings. Thus, their performance
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standards must cover this duty, or they might not have the
necessary incentive to give audit resolution high priority.
We reviewed job descriptions and talked to agency officials,
but noted little evidence that the performance standards of
managers below the Senior Executive Service Level included
audit resolution.

Along these same lines, resolution problems persist at
a number of agencies because responsibility still rests
with management officials who do not seem to have the
appropriate background or the incentive to take corrective
action. Environmental Protection Agency auditors recently
reported that one of the underlying reasons agency admini-
strators did not act adequately on audit recommendations
was the lack of staff with appropriate academic background,
training, or work experience. We noted a similar problem
at Transportation,

Apart from omitting resolution duties from perfor-
mance standards, some agencies do not clearly designate
audit resolution responsibilities, or properly assign
responsibilities to personnel without conflicting duties.
Agriculture administrators responsible for approving about
$370,000 in loans which the agency determined to be improper
rejected a recommendation that the funds be recovered. Also,
HUD officials, who approved nearly $103,000 in improper
rehabilitation expenditures and who retroactively approved
the improper sale of the related property, rejected audit
findings questioning these activities.

In response to the House Committee, agencies outlined
several steps that would be taken immediately to strengthen
audit resolution processes. Some agencies have reneged
on or have been slow in fulfilling these promises, neglecting
initial steps to correct glaring deficiencies in their audit
resolution systems. For example:

--Contrary to the EPA Administrator's assurances,
the agency's new audit resolution system does not
provide for periodic reports to the Administrator
on the status of unresolved findings and the
results of audits closed during the period.

--The Department of Labor is still working on a new
system and has not yet reached the point where it
will periodically report to the Secretary on the
results of audits closed during the period.

--The Deputy Secretary of Defense promised twice

that the Department would examine and report on
the propriety of actions that procurement officials
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take on audit reports. According to the Director of
the Defense Audit Service, however, no such report
has been prepared.

AUDITORS CAN DO MORE TO ENCOURAGE
PROMPT AND PROPER RESOLUTION

Auditors can facilitate resolution by reporting accurate
and complete findings. The benefits of auditing are lost
and the credibility of auditors is damaged when findings are
poorly developed. For example:

--Veterans Administration auditors reported that a
medical center had purchased about $308,000 of auto-
matic data processing equipment without required
approval. The effect and importance of this purchase
was not developed, e.g., underuse of equipment or
incompatibility with existing equipment was not
explored. Many VA findings were poorly developed
leaving considerable doubt as to the nature of the
findings and resolution strategies.

--In December 1978, auditors reported that a General
Services Administration lessor received $1,600
for space the Government vacated 5 months earlier.
Auditors later reported the payment of over $230,000
to a lessor for space vacated 3 years ago. The reason
the overpayments occurred was not developed and dis-
cussed in the report.

--In September 1979, Defense Contract Audit Agency
auditors reported that a contractor submitted defective
pricing data and overstated a contract by $598,000.
The contractor challenged the finding and denied any
wrongdoing. Ten months after the report's release,
the auditors withdrew the finding, conceding it was
in error.

Also contrary to our principles, some audit groups con-
sider the audit finished when a report is issued and do not
routinely ascertain whether reported recommendations receive
management consideration or whether satisfactory corrective
action has been taken. For example, the Army and Navy audit
agencies each year report millions in monetary benefits that
could result if their audit findings and recommendations were
fully implemented. They do not check, however, to see
whether benefits are achieved. A senior Army Audit official
said that compiling potential monetary benefits is a waste
of time and only causes conflicts with management over what
reported savings should be.
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CHAPTER 4

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

While some progress has been made since 1978, the
absence of effective audit resolution processes is wide-
spread and still a serious problem. Officials frequently
failed to act promptly or properly on recommendations to
eliminate waste and to improve operations. These failures
are costing the Government billions of dollars annually
in potential recoveries and savings. The problem is
worsening.

Most agencies' audit resolution processes are deficient
in one or more respects: no tracking of findings, inadequate
accounting and collection controls, inadequate procedures for
settling disagreements and delayed determinations, incomplete
reporting to management, no coverage of certain findings, no
timeframes for deciding on or completing corrective actions,
insufficient assurance that decisions comply with laws and
regulations, and unsatisfactory coordination of corrective
actions.

Audit resolution is an essential management responsibi-
lity. Management officials, however, do not want to be and
in fact are not sufficiently accountable for their actions
in this regard. Only a few officials are evaluated on their
performance to resolve audit findings. Accountability must
be strengthened immediately. Bonuses and merit pay should,
in part, be based on officials' efficiency and effective-
ness in timely and appropriate resolution of audit findings.

In many of our illustrations, officials show a great
propensity to forgive and forget error, waste, abuse, and
misuse of Federal funds. Agencies need to take legal or
administrative action against grantees and other funding
recipients who cannot account for expenditures or otherwise
cannot comply with required conditions. Officials also need
to take full advantage of opportunities to improve operations.

Auditors could enhance their credibility by issuing
accurate and complete reports which fully demonstrate the
discrepant conditions and the related causes and effects.
In so doing, auditors will increase the likelihood that
management will take appropriate resolution action.

Guidelines issued since our last report by the Office
of Management and Budget provide a framework for effective
resolution of audit findings. Clarity is needed, however,
in provisions regarding the content of semiannual reports
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and the requirements for ensuring compliance with laws and
regulations. The guidelines also need to be clarified to
ensure that contract, subgrantee, and regulatory audit reports
are part of the agencies' audit resolution systems.

Guidelines, however, are not enough by themselves. In
Congressional testimony, OMB said that it would review agency
audit resolution systems as part of the budget review process,
but this has not occurred. We presume that kind of review
process also would have meant that an agency's budget would
be adjusted if OMB concluded the agency's progress was not
satisfactory. Such action would be a strong incentive for
managers and administrators to properly resolve audit find-
ings. We believe it unlikely that OMB guidance will ever
be properly implemented unless OMB exercises stronger leader-
ship in reviewing and approving agency resolution systems.

Congress has demonstrated its interest in audit resolu-
tion practices by including provisions in the Supplemental
Appropriations and Rescission Act, 1980 for resolving find-
ings in a timely manner. This should provide OMB and Federal
agencies further incentive to bring audit resolution systems
into compliance with Circular A-73.

RECOMMENDATIONS TO THE DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET

We recommend that the Director, OMB:

--Include oversight of agency audit resolution practices
in the budget review process to provide, (1) an
assessment of progress in establishing, revising,
and implementing resolution systems, (2) an adjustment
of agency budget allowances where appropriate, and
(3) a report to the Chairpersons of the House and
Senate Committees on Approprlatlons on progress and
action plans.

~~Clarify Circular A173 so that (1) it provides that
periodic reports to agency heads include complete
details on the resolution of findings and on the age
and amounts of unresolved findings, (2) it applies
to all audit reports, including contract, subgrantee,
and regulatory audits, and (3) written determinations
and the legal basis for nonconcurrence with audit
recommendations apply to both procedural and monetary

findings.
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RECOMMENDATIONS TO HEADS OF
FEDERAL AGENCIES

We recommend that agencies:

--Further improve audit resolution policies, pro-
cedures, and practices to comply with the intent
and spirit of OMB guidelines, designating a top
level manager to coordinate these efforts and prepare
progress reports for OMB.

--Take legal or administrative actions against the
parties involved whenever audit findings concern
fraud, waste, or abuse of Federal funds.

--Make the timeliness and quality of audit resolution
a written performance standard and a factor in deter-
mining bonuses for Senior Executive Service members
and merit pay for supervisors.

RECOMMENDATION TO INSPECTORS GENERAL

AND DIRECTORS OF AUDIT ORGANIZATIONS

We recommend that the inspectors general and directors
of audit agencies develop internal organizational procedures
and controls for efficient and effective planning, coordinat-
ing, reviewing, and reporting of audit work and audit follow-
up activities in accordance with GAO and other professional
standards.
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APPENDIX I APPENDIX I

NINETY-$IXTH CONGRISS

Congress of the Unitcd States

Foouse of Representatives
LEGISLATION AND NATIONAL SECURITY SUBCOMMITTEL

oF ™WE
COMMITTEE ON GOVERNMENT OPERATIONS

Raveurx Houst Ornice BuiLding, Room B-373
WASHINGTON, D.C. 30318

June 10, 1980

Honorable Elmer B. Staats

Comptroller General of the
United States

U.S. General Accounting Office

441 G Strcet, MN.W.

Washington, D.C. 20548

Dear General:

Last year this Subcommittee conducted a review of Federal departments and agencies
failure to follow up and resolve audit findings. GAO was most helpful to us during
this review. Hearings were held and a Committee report issued which underscored a
most serfous and costly problem. The Office of Management and Budget responded by
issuing new policy guidance in November 1979. In addition, the departments and agencies
have described to us the improvements they have made or are making in their audit
resolution systems.

The Subcommittee has been monftoring progress in this area and belfeves sufficient
time has now elapsed to allow management to have taken effective corrective actions. To
assist the Subcommittee's monitoring efforts, it would be appreciated if GAO would
determine whether the departments and agencies have systems in place in accordance with
the Office of Management and Budget's new guidelines and the recommendations of the GAD
and Committee reports on this subject. Using this as a measure, particular attention
should be given to outlining the system deficiencies which would permit findings to
go unresolived for long time perfods or to be decided improperly in favor of contractors
or grantees involved. A determination should also be made as to why the deficiencies
have not been corrected. It would be appreciated {f this review could be completed by
August 31, 1980.

{ wrs particularly pleased to learn that GAQO has a review underway examining
Federal departments' and agencies’' collection procedures over audjt disallowances.
This matter was brought up during the hearings as an area where serious deficiencies
may exist. I, therefore, hope you will give this project a high priority and will
keep the Subcommittee informed of its progress.

With best wishes, I am

1ncere[1)yW
’ A

CK BROOKS
Chairman
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Degarmnt or agency

Inspector General
Audit Groups

Department of Agriculture
Departwment of Commerce
Community Services Administration

Department of Education

MAGNITUDE OF AUDIT REPORT FINDINGS AMONG FEDERAL DEPARTMENTS AND AGENCIES

REPORTED TO GAO, MAY-JULY 1980 (note a)

Audit findings recent yearly period Unresolved findings
Moneta
Number of reports Monetary findings Number of reports Total _;%er 1l year
{thousands) (thousands)
1,119 $392,000 669 $211,000 $98,000
4,342 141,004 1,059 74,626 20,264
38,000 534(Preaward)

1,949 32,200 698 44,957 20,399

Included in Department of Health and Human Services Figures

Departwment of Energy 1,200 21,880 449 19,800 6,900
Environmental Protection Agency 2,250 119,397 682 100,829 35,925
General Services Administration 326 16,388 260 51,069 40,014
Department of Health and Human Services 7,227 176,200 2/ 338,004 160,516
Department of Housing and Urban Development ° 5,361 203,376 b/ 54,395 -
Department of the Interior 831 112,000 138 14,034 6,219
115 45,476 4,298(Preaward)
Department of the Labor 396 111,312 1192 294,107 182,751
National Aeronautics and Space Administration 857 409,039 234 68,537 22,378
. 448 358,419 45,524 (Preaward)
Small Business Administration 755 2,496 5 192 -
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Departwent or_ agency

Department of Transportation

Veterans Administration

Established Audit Croups In
Agencies Without Offices Of

Inapector General
ACTION

Agency for International Development
Defense Department
De fense Contract Audit Agency
Defense Audit Service
Department of the Air Force
Department of the Army
Department of the Navy
Federal Communications Commission

Federal Deposit Insurance
Corporation

Federal Home Loan Bank Board

International Communication Agency

Audit findings recent yearly period

Number of reports

Monetary findings
(thousands)

1,679 $ 1,521,140
370 37,500
149 1,047
1711 16,500

54,678 12,055,830
145 1,362,000

2,918 382,819
387 424,159
511 1,255,265

7 b/

. 53 773
17 b/
53 2,587

Unresolved findings

Movetary
Number of reports Total Owver 1 year
(thousands)
c/ 239 $294,008 $ b/
159 21,200 1,800
54 873 -
37 b/ b/
3,976 1,949,463 690,622
16,360 10,040,581 2,056,476 (Preawvard)
d/ 25 489,700 157,600
b/ 469,830 179,163
b/ b/ o/
14 b/ »/
2 b/ b/
3 - -
6 b/ o/
27 2,181 184
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Audit findings vecent yearly period Unresolved findinge
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Monetary
Department or agency Number of reports Monetary findings Number of reports Total Over 1 year
(thousands) (thousands)}

Justice Department:

Office of Audit 50 $ b/ 5 $ b/ $ b/

Federal Bureau of 98 b/ 8 b/ b/

Investigation -
Office of Justice Assistance, 763 14,048 306 15,160 5,023
Research and Statistics

National Science Foundation 209 27,339 114 b/ b/
Nuclear Regulatory Commission 70 1,088 b/ 195 10
Office of Personnel Management 90 5,098 166 19,824 17,014
Smithsonian Institution 21 141 2 141 -
Department of the State

0ffice of Inspector General 10 1,721 2 749 -
Departwment of the Treasury 5,407 725,821 406 414,169 7,222
Board of Governors, 101 b/ - - -
Federal Reserve System
Civil Aeronautics Board 84 1,924 = - -
Commodity Futures 8 - 3 - -

Trad ing Commission
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Department or agency

Consumer Product
Safety Commission

Equal Employment
Opportunity Commission

Federal Emergency
Management Agency

Federal Mediation and
Conciliation Service

Federal Trade Commission

Interstate Commerce
Commission (internal only)

Legal Services Corporation

National Credit Union
Administration

National Endowment for the Arts
National Endowment for the Humanities
National Lsbor Relations Board
National Tramnsportation Safety Board

Railroad Retirement Board

Tennessee Valley Authority

Audit findings recent yearly period

Number of reports

37

102

16

356

80

60

11

68

Monetary findings
(thousands)

$ 102
272

4,119

616

75
4,699

22

Unresolved findings

Number of reports Total Over 1 year
(thousands)
1 $ - $ -
7 265 203
22 3,790 -
b/ b/ b/
5 2 -
137 1,968 1,371
3 - -
59 306 217
48 3,042 39
4 - -
& b/ b/
b/ b/ Y,
3 90 -
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8¢

Departmecat or ajency

Inspector General Audit Groups

Department of Agri-
culture

Department of
Commerce

Commmity Services
Administrat ion

Departmenl of
Lducat ion

Department of
tnergy (note ¢

triwironmental Pro-
teclion Agoncy

Leneral Services
Administ ration

Depurtment of Healtn
and Human Services

Oepartment of tousiig
and Urban Develop-
el

Systea

excludes

findings

or o

Tts

7_/ Gyt \

Did ot evaluate

COMPLIANCL O AGENCY PULICEL ' AND PROCTOURES WEITH OMY
RCUCAR A-73 R0 CAU ARD TDOSE CUMNTTTET RCCUMMENDATTONS

Cl =
Auditor/
No assurasc proyram
loadequate  No that official
Some accounting  wrilten resolution iz dissgreesents
evidence of or derisions consistent not clevated
presolure  collection  within with laws id  after
clousure controls 6 moet by reguliat ions 6 months
X 2/ x x
X X
b3 X X X

X, X X 20X
X X X

X

X X

Swmimvwal reports to

ayency heads
No status
includimg No or
Do not age anwd insdequate pro-
show how  smounts for vedures for
Not findirms  reports over coordinat ing
prepared resolved 6 months old vorrective actions
X X
27X x
X X
o X X
X X
27 % 2/ X X
2/ x X x
x X X
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III XIAN3Iddv
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Sem) anrwal reports te

Auditor/ agency_heads
No assurance program No stastus
System Insdequate  No that of ficial including No or
excludes Some sccounting  written resclution is disagreements Oc not age and inadoquate pro-
some evidence of or decisions consistent not elevated show howy  amounts for cedures for
findings presature collection within with laws and  sfter Not findings reports over coordinat ing
Department or agency or_reports closure controls 6 months requlstions 6 months prepared resolved 6 months old cotrective action
federal Bureau of
Invest igat 1on
{note 5) X X X X X
Office of Justice
Assistance
Research and
Statistics 2/ x 2/ X X
Nat ional Seience
Foundat 1on X E/ X X X
Nuc lear Regulatory
Commission (note 5) X X X X X
Office of Personnel
Management X
Smithsonian Insti-
tution X 2/ % 2/ X X X
Department of State:
Orfice of Inspector General X X X X 2/ X X
Department of Treasury:
Office of Inspector General X X X X
Bureau of the Mint X
Bureau of Alcohol,
Tobacco and fFireas.. x x

(note 5)
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System
excludes
some
findings
Department or agency or_reports
Regulatory
Commodity Futures
Trading Commission
Consumer Produc~t
Safcty Commission
Lqual tmployment
Opportunity
Commission
Federal Emergency
Hanagement Agency X

federal Mediation and
Conciliation Service

Federal Trade Commission
Interstate Commerce Commission:
Internal

Regulatory

Semiarnual reports to

Auditor/ agency heads
No assurance program No status
Inadequate No that official including No or
Some sccounting  written resolution is disagreements Do not age and inadequate pro-
evidence of  or decisions consistent not elevated show how amounts for cedures for
premsature collection within with laws and  after Not findings reports over coordinat ing
closure controls 6_months regulations 6 months prepared resolved 6 months old corrective action
X X X X X X
X X X X LY X
A \ N
X x X X X X
X X X X X
X X X X X X
6/ 6/ X
. X 6/ X X X 6/
X X X X &/
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Svy

Department or agency

Audit groups vutside the
Office of the Inspector
General or_established
audit jroup

Department of Agriculture:
forest Service

Rural ticctrification
Agency
Department of Eneryy:
€conomic Requlatory
Administration

Department of Health and
Human Services:

Office of Child Support
tnforcement

Lepartment of Justice:
federal Prison System

Drug Enforcement
Administration

U.S. Harshals Service

Semisnnual reports to
Auditor/ agency heads
No assurance progras No status
Systes Insdequate No that official including No or
excludes Some sccounting written resolution is disagreements Do not age and inadequate pro-
some evidence of or decisions consistent not elevated show how amounts for cedures for
findings pressture collection within with laws and after Not findings reports over coordinat ing
or reports closure controls 6 wmonths requlstions & months prepared resolved 6 months old corrective action
Insufficient duta to conclude
Insufficient data to conclude
X X 6/
X X X X X X
) 4 X X X X
X X
6/ X X X X

XIAaNaddv
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