BY THE COMPTROLLER GENERAL

Report To The Chairman,

Legislation And National Security Subcommittee,
Committee On Government Operations

House Of Representatives

OF THE UNITED STATES

Audits Of Federal Programs: Reasons For The
Disparity Between Costs Questioned By Auditors
And Amounts Agencies Disallow

A large disparity exists between the hundreds of millions
of dollarsin federal contract and grant costs questioned by
auditors, and the much smaller totals that program man-
agers eventually disallow and contractors and grantees are
required to repay to the government GAO reviewed the
way questioned costs are resolved at six major federal
agencies In many cases, program officials appropriately
allowed costs and permitted auditees to retain the
amounts questioned However, GAO questioned the pro-
cedures employed to allow costs in about 25 percent of the
decisions it examined Even though GAO questions the
procedures used in deciding to allow costs, this does not
mean the previously allowed costs are now due the
government because later a proper basis for allowing costs
may be established

GAO also believes that the way semiannual reports to the
Congress by inspectors general present these costs may
contribute to the notion that more funds should be returned
tothe government Some of these reports portray disallowed
costs as ""savings,” when they in fact may not ultimately
result in savings at all
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The Honorable Jack Brooks

Chairman, Legislation and National
Security Subcommittee

Committee on Government Operations

House of Representatives

Dear Mr. Chairman:

This report is in response to your September 13, 1982, request
that we determine why such a large disparity exists between costs
questioned by auditors and the amounts disallowed by program mana-
gers. This report discusses (1) the different reasons for the dis-
parity, (2) our views on the appropriateness of the procedures used
by program management in making decisions on auditors' findings,
and (3) the reporting of audit resolution information.

Our review focused on the audit resolution process followed at
six federal agencies--the Departments of Agriculture, Education,
Health and Human Services, Labor, Transportation, and the Environ-
mental Protection Agency.

As arranged with your office, unless you publicly announce its
contents earlier, we plan no further distribution of this report
unti1l 30 days from the date of the report. At that time, we will
send coples to interested parties and make copies available to
others upon request.

Sincerely yours,

Kot - Bl

Comptroller General
of the United States






COMPTROI,
REPORT T
LEGISLAT
HECURITY
COMMITTE

LER GENERAL'S AUDITS OF FEDERAL PROGRAMS:
O THE CHATIRMAN, REASONS FOR THE DISPARITY
ION AND NATIONAIL BETWEEN COSTS QUESTIONED
SUBRCOMMITTEE BY AUDITORS AND AMOUNTS

ki ON GOVERNMENT AGENCIES DISALLOW

OPERATIONS

HOUSI OF

REPRESENTATIVES

DIGEST
When auditors review federal programs, including
grants and contracts, they recommend the return of
money believed to be improperly spent. Their rec-
ommendations are reviewed by program managers, who
may agree or disagree with the auditors. If they
agree, corrective action should be taken, and the
questioned costs should be "disallowed"~-that is,
the auditees cannot have federal funds pay for
these costs. 1f the program managers disagqgree with
the auditors and have appropriate support for these
decisions, the questioned costs should be
"allowed,” and the auditee can be reimbursed for
these costs with federal funds.

If auditors disagree with program managers' deci-
si1ons to allow costs, the auditors are required un-
der Office of Management and Budget (OMB) Circular
A-50 to report these disagreements to the agency's
audit follow-up official, who has personal respon-
sib1lity for ensuring these disagreements are re-
solved., Circular A-50 and the Comptroller Gen-
eral's audit resolution standard, which is part of
the Comptroller General's Standards for Internal
Controls in the Federal Government, provide the
basic guidance for the entire audit resolution pro-
cess. (See p. 2.)

The Chairman of the House Committee on Government
Operations' Legislation and National Security Sub-
committee asked GAO to find out the reasons for the
large disparity between the hundreds of millions of
dollars in federal contract and grant costs ques-
tioned by auditors, and the much smaller totals
program managers eventually disallow and subse-
quently contractors and grantees are asked to repay
to the government. The Chairman said this dispar-
ity raised serious questions about the quality of
the auditing and the appropriateness of program
officials' decisions to allow questioned costs.

To answer the Chairman's questions, GAQO reviewed
the way questioned costs are resolved at six fed-
eral agencies--the Departments of Agriculture
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(USDA),

(HHS), Labor,

and Transportation (DOT),
Environmental Protection Agency (EPA).

Education,

Health and Human Services

and
GAO

the

looked at a sample of 325 audits involving 586
decisions to resolve questioned costs totaling

$677 million.,

As the following chart shows,

(Sce p.

4.)

$207 million of the

$677 million questioned by auditors was initially

disallowed,

and $470 million was allowed.

a
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' “"Resolved ’ as defined Ly OMB

In general, GAO found proper procedures were used

to reach decisions 1n allowing costs.

This

does

not necessarily mean that the auditors were not
justified in initially questioning these properly
allowed costs since, for example, the auditees may,
subsequently provide supporting documentation for

a claim.

However, GAO questions the procedures

used by program officials in 112 decisions in-
volving $163 million in allowed costs.
does not mean these amounts are now due the gov-

ernment.

But this

This is because of several reasons,

such as reaudit or further documentation from the

auditee,

allowing costs.

(See pp.

8—10 . )

that may establish a proper basis for



“OME PROCEDURES FOR DECIDING
TO ALLOW COSTS ARE QUESTIONABLE

A0 questions the way program managers resolved
wome of the auditors' findings and recommendations
concerning allowed costs because the managers

--d1d not hold the auditee accountable for correct-
ing the program deficiencies that were identi-
fi1od,

--d1d not adequately address the issues raised by
the auditors, or

--d1d not adequately explain or justify their de-
c1sions 1n writing.,

Program manaqgers followed some questionable proce-
dures to reach their decisions. Summarles of these
procedures follow:

--Allowing quéstloned costs because of a proposed
future audit. GAO questions the use of this pro-
cedure to allow costs because some of the pro-
posed reaudits may never be performed and those’
actually performed may not address the issues or
costs originally questioned.

--Allowing questioned costs because the auditee
submitted a plan of action to correct the defi-
ciency detected by the auditors. GAO believes it
15 improper to use corrective action plans to ex-
cuse an auditee's liability for past improper ex-
penditures or to allow questioned costs before
the corrective action is taken.

--Using special provisions to allow costs. Although
at times the use of this procedure may be proper,
GAO questions 1ts use when it overlooks the 1issues
rairsed by the auditors. For example, GAO found
that program officials in the Department of Labor
can allow questioned public-service employment
costs under certain conditions, one of which is
that the magnitude of the cost allowed cannot be

substantial. (See p. 36.) However, the regula-
tion did not specify how to determine what is
"substantial." This special provision was used

to allow about $18.2 million in questioned costs.
However, program officials did not adequately ex-
plain how they decided $18.2 million was not a
substantial amount of money. While agency man-
agement may have considerable discretion to allow
costs based on special provisions i1n laws and
regulations, GAO believes the exercise of such
discretion must be clearly justified by the cir-
cumstances and documented in writing.
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--Allowing questioned costs on the basis of ad-
minlstrative actions. For example, in an audit
of a Department of Education grantee, program of-
ficials allowed over $200,000 in findings because
another office in the Department was investigat-
ing the case. GAO believes that allowing the
costs and closing the audit based on this ad-
ministrative action should not have taken place
until a determination could be made based on the
case's merits. (See p. 37.)

--Allowing questioned costs on the grounds the au-
ditee provided some additional documentation
(which GAO reviewed and found inadequate) or pro-
vided a "certification" that the questioned costs
were appropriately incurred in lieu of supporting
documentation.

--Allowing questioned costs without providing--as
required by OMB guidance--a written justifica-
tion as to why the program official disagreed
wlth the auditors. (See pp. 10-15.)

AUDITOR ERRORS CAUSED SOME
QUESTIONED COSTS TO BE ALLOWED

GAO did not attempt to review audit quality or the
work performed by auditors in the 325 cases in its
sample. However, in reviewing the written justifi-
cations for program managers' decisions to allow
costs, GAO noted audit-quality problems, such as
errors caused by miscomputations or auditors mis-
interpretating program regulations and the records
of auditees. Program managers cited these errors
as the reason for approving $4.9 million in ques-
tioned costs. However, GAO does not know the ex-
tent of any other problems related to audit quality
because 1ts review did not focus on this matter.
(See pp. 15-16.)

AUDIT RESOLUTION PROCESS NEEDS
MORFE AUDITOR PARTICIPATION

Of the $207 million in questioned costs originally
disallowed, $44 million was subsequently allowed--
$25 mi1llion by program officials and $19 million
through appeal actions. GAO found inspectors gen-
eral (IGs) do not always follow up after initially
agreeing with program officials on a course of ac-
tion. (See p. 20.) GAO believes this 1llustrates
the need for auditors to have a greater role 1in
seei1ng that their recommendations are followed up
by corrective action, as is required by the Comp-
troller General's audit resolution standard.

GAO found audit resolution was not generally viewed
as a shared process between program officials and

iv



auditors, and auditors were not always aware of
decisions made on their questioned costs. Not be-~
ing aware, they did not elevate to higher authority
those decisions with which they might have dis-
agreed.

The Federal Managers' Financial Integrity Act of
1982 requires the Comptroller General to prescribe
standards to ensure the prompt resolution of audit
findings. According to the Comptroller General's
standard, issued under the act, audit resolution
occurs only after the actions agreed to are com-
pleted within established time periods. However,
OMB considers auditors' findings and recommenda-
tions to be resolved when a course of action is de-
cided. GAO believes this difference in definition
results in agencies considering auditors' findings
and recommendations to be resolved prematurely.
Because the act clearly expresses Congress' intent
that GAO set the governmentwide audit resolution
standard, GAO believes OMB should revise its defi-
nition to conform to GAO's requirement that audit
findings are not considered resolved until the ac-
tions agreed to are completed. (See pp. 19-23.)

DATA PROVIDED TO THE CONGRESS
BY AUDITORS SOMETIMES MAKES
DISALLOWED COSTS APPEAR TO BE SAVINGS

The semiannual reports to the Congress by IGs may
contribute to the notion that more funds should be
returned to the government. Some reports to the
Congress portray disallowed costs as "savings."
Disallowed costs do not necessarily equate to sav-
ings for several reasons. For example, the auditee
may provide additional documented support after the
costs are disallowed, and the program official may
ultimately allow the costs. Another example in
which disallowed costs may later become allowed
would be when the program official's decision is
overturned on a legal appeal. (See pp. 24-29.)

RECOMMENDATIONS

GAO recommends the Secretaries of USDA, Education,
HHS, Labor, and DOT and the EPA Administrator

--ensure program officials make decisions on audi-
tors' questioned costs based on the issues raised
by the auditors and

~--eliminate or constrain the use of reaudits, cer-
tifications, and corrective action plans to allow
questioned costs.

GAO recommends the head of each federal department
and agency with an internal audit organization or
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office of inspector general (0OIG) review that agen-
cy's audit resolution procedures and, where the
above deficiencies exist, implement policies and
procedures to correct them,

GAO further recommends the OMB Director incorpo-
rate the Comptroller General's audit resolution
standard into Circular A-50, and establish defini-
tions of questioned cost and savings for reporting
purposes.

Other recommendations concerning audit resolution
are contained in the body of this report. (See
pp. 17, 18, 23, 30.)

AGENCY COMMENTS AND GAO'S EVALUATION

GAO did not obtain official agency or OIG comments
on this report. However, GAO discussed its find-
ings with agency officials involved in the audit
resolution process and 0IG officials.

vi
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CHAPTER 1

INTRODUCTION

Auditors review federal programs and issue reports which fre-
quently recommend the return to the federal government of money be-
lieved to be 1mproperly spent. Considerable attention has been
focused 1n recent years on how government agencies resolve audi-
tors' findings and recommendations, and collect audit-related
debts.

We conducted this review at the request of the Chairman of the
lLegislation and National Security Subcommittee of the House Commit-
tee on Government Operations. The Chairman asked us to determine
why such a large disparity exists between costs questioned by audi-
tors and the amounts which agency program managers determine grant-
eces and contractors should return.

WHAT IS AUDIT RESOLUTION?

The term "audit resolution" is defined differently by the Of-
fice of Management and Budget (OMB) and us. According to our defi-
nition, the audit resolution process includes two parts--first,
cvaluating the audit finding and deciding on a course of action,
and second, ensuring that corrective action actually takes place.
OMB's definition embodies only the first step in the process.

Although we differ on the definition of audit resolution, we
have used OMB's definition for the purpose of this review. There-
fore, whenever the term "resolution” is used in this report it re-
fers to OMB's definition, not ours. We did this because the agen-
cies we reviewed followed OMB's definition of audit resolution in
accounting for and reporting on the process.

According to OMB Circular A-50, audit resolution occurs when
the auditor and agency management agree on the action to be taken
on reported findings. When management agrees with the auditors'
findings, resolution is followed by corrective actions taken by
management to carry out recommendations. When management disagrees
with the auditors, the costs gquestioned by the auditors are
"allowed" and can be claimed by the auditee.

All audit findings do not involve potential recovery of funds.
Many recommend procedural changes or other improvements intended to
upgrade the economy, efficiency, or effectiveness of agency opera-
tions, thus saving future costs. The audit resolution process and
resulting corrective actions, as outlined in OMB Circular A-50 and
the Comptroller General's Standards for Internal Controls in the
Federal Government, should proceed as described in the following
diagram and narrative:




Audit Resolution Process
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In a report to agency management, auditors question any ex-
penditures that appear to violate laws or regulations.
These "questioned costs" must then be resolved.

Program managers review both audit reports and auditee com-
ments and agree with auditors on a course of action to re-
solve the questioned costs. The result is a decision by
program managers to "allow" or "disallow" the expenditures.
Disagreements between auditors and program officials on re-
solving questioned costs are settled by higher-level manage-
ment.

When program managers decide the expenditures were proper,
which means the auditor's "questioned costs" are not sus-
tained, the grantee or contractor can consider these eligi-
ble costs; thus they are "allowed costs" and no further ac-
tion is required.

When program managers decide the expenditures were indeed
improper-~the auditor's findings are sustained--the grantee
or contractor cannot consider these questioned costs to be
eligible; thus they are "disallowed costs.”

Managers notify the grantee or contractor that the costs are
disallowed and, unless successfully appealed, must be re-
turned to the government. Managers also establish an ac-
counting record of the debt, require other necessary correc-
tive action, and follow up on corrective actions to ensure
compliance.



6 The Comptroller General's Standards for Internal Controls in
the Federal Government includes a standard under which audi-

tors are to review management's follow-up activities to as-
certain that corrective action is taken.

PAST ACTIONS TO STRENGTHEN AUDIT RESOLUTION

The House Committee on Government Operations has long recog-
nized the 1mportance of effective auditing and 1ts role in achiev-
ing sound financial management in the federal government. 1In re-
cent years, the Legislation and National Security Subcommittee of
the House Committee on Government Operations has taken an active
role to 1mprove the quality of governmental auditing. 1In particu-
lar, 1t has placed considerable emphasis on the need to resolve or
take appropriate action on audit findings promptly.

This 1s our fourth report, 1n a series that began in 1978, on
how government agencies follow up and resolve findings identified
bty the audit process, Our first reportl 1dentified nearly 1,000
At reports at 34 agencies containing unresolved findings involv-
10 more than $4,3 billion i1n potential recoveries, penalties, rev-
enucs, or savings. The second report? showed the problem had
worsened,  The third report3 showed agencies had not developed
adequate systems to properly settle audit-related debts.

The Legislation and National Security Subcommittee has held a
nimber of hearings on audit resolution and debt collection. Hear-
Ings on the results of our three reviews were held in March 1979,
IFebruary 1981, and February 1982. 1In addition, the House Committee
on Government Operations issued a report in June 1979 on the fail-
ure of federal departments and agencies to follow up and resolve
audit findings.

The Congress enacted the Supplemental Appropriations and
Rescission Act of 1980 (Public Law 96-304), which includes a re-
gquirement that executive agencies resolve pending audit findings
and recommendations quickly and any new ones involving gquestioned
costs within 6 months after receipt of the final audit report. In
October 1981, the House Committee on Government Operations issued a
follow-up report, entitled Continued Failure of Departments and
Agencies to Take Effective Action on Audit Findings. In February
1982, the Committee 1ssued a report, Fallure of Federal Departments

IMore Effective Action Is Needed on Auditors' Findings--Millions
Can Be Collected or Saved (FGMSD-79-3, Oct. 25, 1978).

2pisappointing Progress in Implementing Systems for Resolving Bil-
lions in Audit Findings (AFMD-81-27, Jan. 23, 198l).

3rederal Agencies Negligent in Collecting Debts Arising From Audits
(AFMD-82-32, Jan. 22, 1982).




and Agencies to Collect Audit-Related Debts, after its Legislation
and National Security Subcommittee held hearings on audit-related
debts. Tn 1983, we issued the Comptroller General's Standards For
Internal Controls in the Federal Government as required by the Fed-
eral Managers' Financial Integrity Act of 1982 (Public Law 97-255).
Under our audit resolution standard, auditors are to review manage-
ment's follow-up activities to ascertain that corrective action is
taken,

The executive branch, which 1s also concerned about audit
resolution problems, has attempted to strengthen the audit resolu-
tion process. In September 1982, OMB issued a revised Circular
A-50 that provides policy gqguidance on audit follow-up. In August
1983, OMB published a brief study, entitled Improving the Quality
of Audit Resolution, which reported that only 40 percent of audi-
tors' findings are resolved in the government's favor. OMB con-
cluded auditors, auditees, and program managers could be wasting
their time, and the government was recovering less than it should
from these audits.

Although some progress has heen made in the audit resolution
arca (see p. 22), the Committee on Government Operations believes
OMB and federal departments and agencies still do not give audit
resolution the priority treatment it should receive. The Commit-
tee's concerns, as stated in House Report No. 97-727 (Aug. 12,
1982), are as follows:

"The Committee is also concerned about what appears to
be a process which favors the auditee 1in the resolution
of billions of dollars 1n questioned costs. The GAO's
estimate of $14.3 billion in unresolved audit findings
as of July 1980 contained $9.3 billion in unresolved
Fnergy regulatory findings which would not result in
funds returned to the Government. Nearly all of the re-
maining five billion dollars in monetary audit findings
were apparently resolved as of September 30, 1981, yet
only $278 million in costs determined to bhe unallowable
over a three-year period were collected as of June 30,
1981,

“"This large disparity scems to indicate a serious defi-

ciency in the audit resolution process. FEither auditors
are questioning costs which should not be questioned or

agency management 1s allowing costs which should be dis-
allowed, or both."

Because of these concerns, the Chairman of the Legislation and
National Security Subcommittee asked us to determine why such a
large disparity exists between the amounts of costs questioned hy
auditors and the amounts disallowed by program managers.

OBJECTIVES, SCOPE, AND METHODOLOGY

This review's objectives were to (1) determine the reasons for
the disparity between questioned costs and disallowed costs, (2)



evaluate the appropriateness of the procedures used by program man-
agement in making decisions on auditors' findings, and (3) assess
the effect of various Office of Inspector General (0OIG) reporting
systems on the disparity.

To accomplish these objectives, we evaluated the audit resolu-
tion process at the regional offices and headquarters of si1x fed-
eral agencies--the Departments of Agriculture (USDA), Education,
Health and Human Services (HHS), Labor, and Transportation (DOT),
and the Environmental Protection Agency (EPA). We judgmentally se-
lected agencies having both a large annual volume of audit reports
and large amounts of monetary findings arising from grant and con-
tract audits.,

We did not attempt to assess the quality of audits that led to
the questioned costs in our sample. Audit-quality assessment re-
quires extensive analysis of documentation along with an in-depth
review of the audit organization itself. These reviews apply a
top-down approach in assessing the activities of an inspector gen-
eral (IG) or a federal audit organization to determine (1) if du-
ties and responsibilities as specified in laws and regulations are
carried out, and (2) if the work is performed in accordance with
generally accepted professional standards.

Although our review focused on how agency management officials
handled the auditors' findings and recommendations, we did find
cases where auditors questioned costs which should not have been
questioned. However, the amounts were relatively minor in relation
to the total questioned costs we reviewed. (See p. 15.)

Our audit work was conducted primarily from November 1982
through November 1983. We judgmentally selected and analyzed 325
audits involving 586 audit findings resolved in fiscal years 1981
and 1982. The audits were of individual grants and contracts.
Within each audit in our sample, we examined up to three individual
findings of $10,000 or more from both the questioned costs and un-
supported cost categories. However, if the audit report contained
more than three such findings, we examined only three,

We selected fiscal years 1981 and 1982 because we were analyz-
1ng how costs were resolved, and these years were the latest we
could select with the expectation that most of the questioned costs
1n the audits had been resolved.

The audits examined how funds were spent and programs were ad-
ministered by grantees and contractors. The audits were performed
by agency IG auditors and their predecessors, independent public
accountants including certified public accountants (CPAs), and
state and local government auditors. The grantees and contractors
included state and local governments, educational institutions,
hospitals, and private industry.



Additional details on the methodology used in selecting the
audi1t sample are explained in appendix I. Summary data describing
the sample follow:

Our Analysis of Agency Audits

Federal Nurter of Nurber of quey;?im;egfoosts Costs allowed Costs disallowed
agency audits selected audit findings resclved® Amount Percent Amount Percent
- - -(millions)- - (millions)
USDA 47 80 $ 99.3 $83.7 84 $ 15.6 16
Bducation 35 57 76.4 63.8 84 12.6 16
HHS 70 123 177.2 47.5 27 129.7 73
Labor 35 80 8l.8 63.2 77 18.6 23
EPA 71 126 33.6 5.7 76 7.9 24
[oT 67 120 2087 1863 8 0 24 L
Total 325 586 $677.0 $470.2 69 $206.8 31

avResplved" ac defined by OMB.

For each audit in the sample, we reviewed the audit report and
documentation in the audit resolution files. We also interviewed
016G and program officials in the agencies' regional offices and
headquarters. After determining the reasons for any disparity be-
tween questioned costs and disallowed costs for each finding, we
assessed the appropriateness of the procedures employed by program
managers 1n deciding to allow questioned costs. We did not attempt
to decide in each case whether the auditors or the program managers
were correct as a matter of law or policy when they disagreed over
the merits of a decision to disallow costs. Instead, we limited
our review to deciding whether the auditors and program officials
followed appropriate procedures in resolving audit findings. Our
assessment was based on applicable OMB guidance contained in OMB
Circular A-50 revised in September 1982. This revised circular
incorporated audit resolution guidance previously included in OMB
Circular A-73. Our assessment was also based on laws, agency poli-
cires and program regulations, and our professional judgment.

We have identified as questionable those audit resolution pro-
cedures that we considered inappropriate. A questionable proce-
dure, 1n our opinion, was one that did not address the issues



raised by the auditors, was not supported by appropriate justifica-
tion, or did not hold the auditee accountable for correcting the
program deficiencies that were identified. Although we have ques-
tioned the procedures used by program managers in deciding to allow
costs, this does not mean that the related allowed costs are now
due the government. This is because of several reasons, such as
rcaudit or further documentation from the auditee, that may estab-
l1sh a proper basis for allowing costs. 1In this report we are
showing allowed costs in relation to questionable procedures to in-
dicate the amount of money involved.

We included in the questionable category only those cases
where documentation on file or discussion with agency personnel
strongly pointed to inadequate decisionmaking.

In addition, we

--examined the role of the auditor in the audit resolution
process as described by OMB and the expanded role provided
under the Comptroller General's audit resolution standard,

--examined how accurately the respective OIGs' reporting sys-
tems recorded the data from each sample case and how that
data were presented in the OIG's semiannual reports to the
Congress, and

--gathered statistics on the audit resolution process at 19
federal agencies. Such data for fiscal year 1983 is pre-

sented 1n appendix IT.

This review was made in accordance with generally accepted
government auditing standards. We did not obtain agency comments
on the matters discussed in this report. However, issues in the
report were discussed with responsible agency officials.



CHAPTER 2

AUDITORS' QUESTIONED COSTS ARE NOT ALWAYS SUSTAINED

Hundreds of millions of dollars that auditors identify as
questionable expenditures by the federal government's grantees and
contractors are not sustained by program officials responsible for
making decisions on these costs. In many cases, program officials
appropriately disagree with auditors' recommendations or have ad-
ditional information affecting their decision and, consequently, do
not seek recovery of funds. In other cases, the procedures em-
ployed by program officials in deciding to overturn the auditors’
recommendations are questionable.

The following graph shows that the total resolved questioned
costs for the sample audits was $677 million with $470 million re-
solved in favor of the grantees and contractors. We questioned
the procedures followed by program officials in their decisions to
allow $163 million of the $470 million. The remaining $207 million
was initially disallowed, sustaining auditors' findings, and the
grantees or contractors should have returned this amount. However,

program officials and appeals actions, as discussed in chapter 3,
later reduced this amount.

a
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In this chapter, we discuss why we believe program officials’
disagreements with the auditors' recommendations may be appropriate
in some cases and inappropriate in others.

MOST DECISIONS TO ALLOW COSTS
@E RFE MADE APPROPRIATELY

Auditors question costs for two main reasons. One, they con-
s1der some costs not eligible because they believe a law, regula-
tion, or grant or contract provision is violated. Two, they gques-
tion costs because adequate documentation is not available from the
auditeer. In either case, program officials may appropriately reach
a different conclusion than the auditors even though the auditors
were Justified in initially questioning the costs.

Program officials appropriately allow costs in many cases be-
causc they 1nterpret the laws, regulations, and grant provisions
differently than the auditors and provide adequate support for
their views. 1In other instances, auditees provide additional and
sufficient documentation to justify the questioned costs. 1In still
other cases, program officials may view the auditors' questioned
costs as a "best judgment” about what amount is due back to the
government. Program officials may not agree with the amount or may
determine that the auditor was wrong, and establish a different
amount which, 1n the judgment of the program official, is reasona-
ble.

Sometimes, program officials use special provisions in the law
or requlations to allow questioned costs, as shown in the following
oxample :

--HHS auditors questioned about $24 million paid to the New
Jerscey Department of Human Services because the services
were provided to mentally retarded recipients residing in
facilities that were not in compliance with federal stand-
ards, and the Department had not obtained approval of an ex-
tension for meeting compliance standards. 1In 1982, the
Secretary of HHS decided to allow the costs under a provi-
sion 1n the agency's Grants Administration Manual that al-
lows retroactive approvals of transactions under certain
conditions. 1In this example, the auditors were proper in
questioning the co.ts because an extension had not been ob-
tained, and the Sccretary acted within his authority by
allowing the costs.

In examining federal contracts and grants, auditors must
assess whether the auditee has complied with the requirements of
the grant or contract. Program officials must then determine what
action to take on the auditors' recommendations. They may use
their judgment to establish the exact amount due the government.
In some 1nstances program officials may not seek to recover funds,
but 1nstead only require the auditee's improved performance under
the grant. One official we 1nterviewed stated that ultimately 1t



is more 1mportant to improve grantee operations than collect money,
especiaily when grantees are 100 percent federally funded and have
no money to repay the government.

Frequently, when auditors question costs, the auditee assem-—
bles additional documentation to support the costs. If such sup-
port proves acceptable to program officials, the costs are allowed.
However, the auditors were not wrong to question the costs, and if
the support submitted by the grantee was sufficient, the program
officials were not wrong in allowing the costs.

SOME PROCEDURES FOR DECIDING
TO ALLOW COSTS WERE QUESTIONABLE

our sample included 586 decisions on audit findings, including
424 to allow questioned costs. Out of the 424 decisions to allow
$470 million, we believe the audit resolution procedures followed
in 112 decisions, totaling $163 million in allowed costs, were
questionable. Although we have questioned the procedures used by
program managers in deciding to allow questioned costs, this does
not mean the related allowed costs are now due the government.
Our purpose in showing the allowed costs in relation to the ques-
tioned procedures is to indicate the amount of money involved. We
have identified as questionable those audit resolution procedures
that we considered inappropriate. A questionable procedure, in our
opinion, was one that did not hold the auditee accountable for cor-
recting the program deficiencies identified, address the issues
raised by the auditors, or was not supported by appropriate justi-
fication. (See table 1 on the next page.)
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TABLE 1

COSTS

Reason No. of occurrences

Amount

D1d not hold the auditee accountable
for correcting the program defi-
cirencies that were identified

Planned rcaudit is insufficient
rcason for allowing costs 21

Corrective action plans were
1nadequate 13

Did not adequately address the issues raised
by the auditors

Eligibility of costs was
inadequately addressed 22

Administrative decision was
inappropriate 25

Was not supported by appropriate
Justification

Written justification was insuf-
ficient for the decision made 16

Documentation or auditee certifi-
cations were inadequate 15

Total 112

{million)

$72.9

11.5

40.1

21.8

10.4

$162.5

Case examples are presented in this chapter to illustrate each

point. Additional examples are included in appendix III.

Planned reaudit

At each agency we audited, program officials allowed ques-
tioned costs because of proposed future audits. For example:

--An EPA audit of a grant to the Ohio Pollution Control Agency
questioned about $720,000 because the auditee's accounting

system was deficient. Although program officials

agreed

with the auditors, they allowed the gquestioned costs based
on a proposed reaudit. However, a regional OIG official
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told us these costs will never be reaudited because the
0IG's work plan no longer includes audits of this type of
grant,

We question the procedure followed to allow the costs 1n such
cases because the proposed reaudit may never be performed or may
not address the original questioned costs. We believe decisions on
the questioned costs should remain unresolved until they have been
rcaudited, at which time a final decision can be made.

Corrective action plans

When questioned costs relate to program or management defi-
ciencies requiring remedial action on the auditee's part, program
officilals sometimes require the auditee to develop a corrective ac-
tion plan. Generally, these plans are intended to correct the de-
ficiency that caused the questioned costs so it will not recur. We
reviewed examples of corrective action plans used to allow ques-
tioned costs and found they do not necessarily protect the govern-
ment's interest. For example, the corrective action was not always
carried out by the auditee. Furthermore, the plans did not fully
address the 1ssue of the auditee's liability arising from past de-
ficiencies, which may entitle the government to a return of funds.

We also questioned the substance of some corrective action
plans because they only consisted of auditees' promises to do bet-
ter or assertions that improvements had been implemented without a
written corrective action plan which management could use to
clearly measure improvements. Following is an example of a cor-
rective action plan that we believe did not adequately safeguard
federal funds:

-~A Department of Labor audit of Los Angeles County questioned
about $4.2 million for failure to meet the training require-
ment of a grant program. The program official allowed the
cost based on a corrective action plan that promised to
monitor training and provide technical assistance to sub-
grantees. However, the plan gave no specific details on the
action to be taken.

We believe corrective action plans may be useful 1n getting
auditees to 1mprove performance or correct deficiencies, but these
plans should be substantive and appropriate to the circumstances.
For example, these plans should be in writing and provide for spe-
cific remedial actions tied to deadline dates.

Corrective action plans should not be used to allow costs 1in
cases where the auditee has a responsibility to the government for
past deficiencies. 1In such cases, we believe the questioned costs
generally should be either disallowed or considered unresolved un-
t1l the auditee takes the needed corrective action. We believe
program managers have a responsibility to follow up on the 1mple-
mentation of these plans.

12



In setting standards for audit follow-up systems, OMB Circular
A-50 requires agencies to specify criteria for proper resolution
and corrective action on audit recommendations. These criteria
should provide for written plans for corrective action with speci-
fied action dates where appropriate., The agency audit follow-up
official 1s responsible for ensuring that systems of audit follow-~
up, resolution, and corrective action are documented and in place,
and that corrective actions are actually taken,

kligibility of costs

In some cases, we found that program officials did not ade-
1
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--Gtate auditors questioned costs of $18,598 for repair and
maintenance of existing facilities whlch were not allowed
under EPA regulations. Program officials said they allowed
the costs because they were necessary to ensure the pro-

ject's functional integrlfv- The program officials did not
discuss the costs' eligibility questloned by the auditors.
Therefore, we questioned the procedures to allow the ex-
penses. In response to our assessment, a program official
agreed that these costs were ineligible and allowed errone-

ously.

Administrative decisions

Program officials in all six agencies we audited closed some
audits administratively--that is, they decided to allow costs based
primarily not on the issues raised by the auditors but for other
reasons, 1ncluding the deadline imposed by the 1980 Supplemental
Appropriations and Rescission Act, which required agencies to re-
solve thelr unresolved audit backlogs by September 30, 1981. How-
over, 1n 1ts report on the legislation the Senate Committee on
Appropriations cautioned agencies against resolving audits improp-~
erly by summarily rejecting audit findings to reduce the backlog.
Nevertheless, at least one agency did close audits simply to meet
the deadline, and we found some decisions were made by using ques-
tionable audit resolution procedures.

Another example of administrative closure follows:

--In two Department of Education audits, ineligible grantee
cxpenditures were allowed because the agency intended to
scek passage of legislation which would make the pertinent
provision retroactive to the audited period, but such an
amendment was not enacted. We questioned this decision
because an uncertain future event was used to allow the
costs,

=
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We believe program officirals should not overlook the 1ssues ralsed
by the auditors, but deal effectively with them in making their de-
terminations on questioned costs,

Written justiflcation

OMB Circular A-50 requires written justification from progran
officials when their decisions disagree with the auditors. How-
cver, 1n some audits, program officials did not adequately jJustify
or explain their decisions 1n writing. For example,

~--A Department of Labor audit of the Las Vegas/Clark County
Consortium guestioned about $3.8 million. However, the
final determination resolved only about $300,000, leaving
$3.5 million unaccounted for. The program official who
resolved this audit has left the Department. Current offi-
crals said the unresolved costs were deferred to a subse-
quent audit, but the files we reviewed contained no explana-
tion regarding the disposition of the $3.5 million. We
guestion this decision because the written justification re-
quired by OMB Circular A-50, which should have becen 1n the
files to justify the allowance, was not there.

OMB Circular A-50 stresses the need for proper documentation
by requiring agency program officials to explain fully 1in written
comments their reasons for disagreeing with the auditors. When the
disagreement 1s based on interpretation of law, regulation, or the
authority of officirals to take or not take action, the response
must 1nclude the legal basis. We believe OMB's guidance 1s useful
in reinforcing the need for program officials to justify 1n writing
their decisions to allow costs questioned by the auditors.

Documentation or auditee certifications

When program officials are resolving questioned costs, they
often receive additional documentation from auditees to support the
claimed costs. The officials review this documentation to the ex-
tent they consider necessary to assess the costs guestioned and to
make a determination on allowability. However, we found that for
some audits, the documentation reviewed by program officials ap-
peared 1nsufficient to support the auditee's total claim, but
nevertheless was used to allow the costs. For example,

--An EPA audit of the Georgia Department of Natural Resources
questioned about $5.9 million in costs, which represented
salaries, fringe benefits, travel, and motor vehicle ex-
penses for a 3-year period, because the grantee's financial
management system did not accurately and completely disclose
financial results of each grant program or program element.
EPA managers reviewed and validated documentation to support
about $2.3 million in costs for only 1 of the 3 years cov-
ered by the audit, and allowed costs for the other years on
that basis. 1In this case, we believe program officials
should have reviewed, at least on a sample basis, the

14



$3.6 million 1n costs for the other 2 years, which repre-
sents a significant portion of the questioned costs. A 1-
year review may not have established the reasonabhleness of
these costs, especially considering the problems in the
grantee's financial management system,

When auditees cannot provide data to support the questioned
costs, program officials will accept auditee certifications that
all of the claimed costs were spent appropriately. For example,

--In a CPA audit of a grant to HHS's Office of Human Develop-
ment Services, auditors questioned costs of $274,000 because
of 1nadequate supporting documentation. Program officials
allowed the costs based on written certifications by the
grantee. An OIG official we interviewed disagreed with this
decision because use of such certifications could be self-
serving and, therefore, require confirmation by an independ-
ent source. We question the decision because the auditee
should have provided appropriate documentation to justify
the costs.

We believe program officials have a responsibility to thor-
oughly review the documentation provided by auditees to justify
claimed costs. The officials should also have® the auditors review
the additional documentation to ensure its relevancy and that it is
not the same data initially provided to the auditors. Only ade-
quate documentation and thorough review can put program officials
1n a position to make valid determinations on the questioned costs.

We believe auditee certifications should not be used in place
of documentation to support program officials' decisions to allow
cost, except in circumstances where the auditee could not be ex-
pected to have the necessary supporting documentation, such as when
the auditee's records have been destroyed by a fire. Certifica-
t1ons should not bhe accepted because the auditee does not routinely
maintain the accounting and financial management systems required
to support claims for government funds. This use of certifications
could remove the auditees' incentive to maintain required financial
accounting systems. OMB Circular A-50 on audit follow-up does not
discuss the use of certifications in the audit resolution process.
We believe guidance is needed to describe the limited circumstances
under which agencies may allow auditee costs by acgepting certifi-
cations in lieu of documentation.

QUESTIONED COSTS WERE ALLOWED
BECAUSE OF AUDITOR ERRORS

As discussed in chapter 1, we did not attempt in our sample to
assess the quality of the audits that led to the questioned costs.
However, in reviewing decisions on questioned costs, we found 10
instances in which questioned costs were allowed because of auditor
errors. These errors involved about $4.9 million in questioned
costs, ranging from $594 to about $3 million. The errors resulted
from miscomputations and misinterpretations of program regulations
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and auditee records. The instances of auditor error we found had

already been identified and properly resolved by program officials
and the auditors to protect auditee and government interests. The
following example illustrates the kind of error we found. Similar
examples are in appendix III.

~-An HHS audit of the New York Department of Social Services
questioned about $4.5 million in training and development
costs because the New York agency did not meet federal cri-
teria for allocating training and staff development costs
between federal and nonfederal programs. Program officials
allowed about $3 million of this amount pointing out that
the auditors had interpreted the regulations incorrectly be-
cause they used the wrong criteria. The auditors agreed
they had misinterpreted the requlations and, therefore, the
program officials' decision to allow these costs was cor-
rect.
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CONCLUSIONS

Most decisions by program officials to allow or disallow audi-
tors' questloned costs were reasonable and properly safeguarded the
government's funds. However, we questioned the procedures meLUYEU
to reach some decisions. A questlonable procedure, in our opinion,
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ported by appropriate justification, or did not hold the auditee
accountable for correcting the program deficiencies that were 1den-
tified.

Some changes are needed in the procedures that program offi-
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longer allow costs based on a planned reaudit. Such reaudits,

if conducted at all may not address the original 1sgsues or monies

-~ LS 8 L O R0 § O 0 o (= A s sy (=L OO N & o] LS 8 & i85 4

questioned. Program officials also need additional guidance on the
usc of auditee certifications as a basis for allowina costs. The

certifications should be accepted only in circumstances where the
auditee could not be expected to have the necessary supporting
documentation.

In our opinion, corrective action plans are used improperly
when they excuse an auditee's liability for past deficiencies. A
plan is intended to improve performance or to correct the defici-
cency that caused the questioned costs so it will not recur in the
future. However, it does not address the 1ssue of misspent funds
that should be returned to the government.

We also object to using a corrective action plan to allow cost
even 1f the plan discusses the deficiency that caused the auditors
to initially question the cost. We believe costs could be allowed
once the plans have been properly implemented and assurances made
that past deficiencies have been corrected. In the meantime the
questioned costs should remain unresolved.

Agency management should ensure that program officials deal
effectively with the program deficiencies cited by auditors as the
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basis for questioning auditee costs. While agency management may
have considerable discretion to allow costs based on special pro-
visions in a law or regulation, we believe the exercise of such
discretion must be clearly justified by the circumstances and docu-
mented 1n writing. Agency management should seek to ensure that
all decisions to allow costs, which are contrary to auditors' find-
ings, arc legally proper and reasonable in terms of safeguarding
the use of government funds.

Our review found auditors sometimes made errors in calcula-
tions or misinterpreted regulations and auditee records.

Since fiscal years 1981-82, when the audits in our sample were
resolved, OMB has issued a revised Circular A-50 on audit follow-
up. But some additional guidance is needed to strengthen the pro-
cedures 1n Circular A-50 for issues we identified that are not now
addressed.,

Clear and complete guidance on proper audit resolution proce-
dures will facilitate swift and reasonable decisions on questioned
costs. High-quality decisions enhance the effectiveness of the au-
dit effort, ensure the accountability of federal funds, and contri-
bute to improved performance by federal grantees and contractors.
Additional guidance on audit resolution and follow-up is needed to
ensure high—quality determinations on auditors' questioned costs.,

RECOMMENDATIONS

We recommend the Secretaries of USDA, Education, HHS, Labor,
and DOT, and the FEPA Administrator 1mplement policies and proce-
dures that:

--Ensure that administrative actions and special procedures
or waivers, usced to allow questioned costs, are used with
discretion, 1n compliance with the law, and not used to
merely expedite the resolution of the case without consider-
1ng the issues ratsed by the auditors.

—--Where reaudit is required to make determinations, consider
questioned costs unresolved until the reaudit can be com-
pleted and a final determination can be made,

-~Iliminate the use ol corrective action plans to allow costs
when these costs represent the auditee's liability for past
deficilencies,

--Consider questioned costs as being unresolved, rather than
allowing them, when related to a deficiency requiring reme-
dial action by the auditee, pending 1mplementation of a cor-
rective action plan addressing the deficiency.

-=Limit auditee certifications to circumstances where the au-

ditee could not be expected to have the necessary supporting
documentation,.
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--Ensure that program officials, in accordance with OMB Circu-
lar A-50, document in writing their decisions to allow

s e A o

cosLs,

We recommend the head of each federal department and agency
with an internal audit organization or OIG review that agency's
audit resolution procedures and, where these deficiencies exist,
implement policies and procedures to correct them,

We recommend the OMB Director ensure that these recommenda-
tions are incorporated into Circular A-50.
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CHAPTER 3

AUDIT RESOLUTION PROCESS NEEDS MORE AUDITOR PARTICIPATION

Both federal and nonfederal auditors have a responsibility to
see that their recommendations are properly resolved. According to

the Comptroller General's audit resolution standard, auditors must
see that their recommendations are followed up by corrective ac-
tions. Unless auditors fulfill these responsibilities, valuable
time and resources spent on audit effort may be wasted by inappro-
priate audit resolution decisions or ineffective follow-up actions.
Our standard for audit resolution contains two parts--(1) evaluat-
ing the audit finding and deciding on a course of action then (2)

ensuring that corrective action has taken place. (See p. 1l.) The
auditor has a role 1n both parts of the process--a role that cur-
rently some auditors are not fulfilling.

Our review showed auditors are sometimes unaware of program
ot ficrals' decisions on questioned costs or not involved in later
1 ingoes to those decisions. We believe auditors need more
involvement in the entire resolution process, especially

--1n agreeing on a course of action and elevating disagree-
ments to a higher official and

-~determining that actions which were agreed upon have actu-
ally taken place.

AUDITORS NEED MORE INVOLVEMENT
IN RESOLVING QUESTIONED COSTS
AND FINDING OUT IF ACTION WAS TAKEN

OMB Circular A-50 states that agency managers and auditors
share responsibility for audit follow-up. Auditors either agree or
disagree with program officials on a course of action leading to
resolution of the questioned costs. Disagreements are to be set-
tled by higher authority. However, we found audit follow-up was
not always scen by either auditors or program officials as a shared
responsibility, but was considered solely management's responsibil-
1ty. Most auditors did not routinely review program officials'
deci1sions on questioned costs. In fact, four of the agencies we
reviewed 1ssued final decisions on questioned costs without secur-
ing the auditors' agreement or disagreement to the action taken.

Only two of the six agencies had established procedures re-
quiring an auditor's review of program officials' final decisions
on questioned costs. The other four either did not require such
review or had procedures they did not enforce consistently.

Our review also disclosed auditors were sometimes unaware
that, even though program officials had agreed to the auditors'

19



findings and disallowed the gquestioned costs, these decisions were
later changed and the costs allowed, Auditors need to follow up to
find out that proposed corrective actions are carried out.

Our review illustrates the need for more auditor follow-up.
For example, 1n the sample of audits we selected, we found cases in
which program officials initially agreed with auditors to disallow
costs, Tater, program officials and appeal actions reduced the
amount of disallowed costs by $44 million. We found IGs do not
Always follow up after 1nitially agreeing with program officials on
a cause of action.

According to OMB guidance, audit follow-up responsibility
should go to an official who usually is a high-level agency manager
outside the audit organization. The person is responsible for en-
suring that

--gsystems of audit follow-up, resolution, and corrective ac-
tion are documented and 1n place,

--prompt responses are made to all audit reports,
--di1sagreements are resolved,
--corrective actions are actually taken, and

--gemlannual reports on the audit resolution process are sent
to the agency head.

OMB guidance provides no follow-up role for auditors on their
recommendations beyond agreeing or disagreeing on a course of ac-
tion. However, under the Comptroller General's audit resolution
standard, auditors are responsible for following up on audit find-
ings and recommendations to find out whether resolution has been
achieved. 1TIn 1983, in response to the Federal Managers' Financial
Integrity Act of 1982, the Comptroller General issued Standards for
Internal Controls in the Federal Government to guide executive
agencies 1n establishing and maintaining internal control systems.
Included, as specifically required by the Act, 1s the audit resolu-
tion standard which also directs that managers act promptly and
responsively on all auditors' findings and recommendations. Under
the standard auditors are to see that resolution has been acheived.

NEED TO CLARIFY WHEN FINDINGS
AND RECOMMENDATIONS ARE RESOLVED

We and OMB have directed federal agencies to promptly resolve
audit findings and recommendations. However, OMB's guidance fo-
cuses on the program officials' role whereas our standard focuses
on the auditors' continulng responsibility. Since our standard for

4Approximate1y $25 million was reduced by program officials and the
remaining $19 million was the result of appeal actions.
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audit resolution requires agency actions beyond those called for by
OMB, some confusion exists about when a finding or recommendation
is actually resolved.

In the opinion of the House Committee on Government Opera-
tions, hundreds of millions of dollars of debt go uncollected be-
cause agenCLOQ fail to take aggre551ve action to recover misspent
funds after the program managers and auditors agree to specific ac-

tion. The failure to take such action may be the result of ag
nmendat 1on
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On the other hand, under our internal control standard, issued
under the Federal Managers' Financial Integrity Act, audit resolu-
tion occurs only after actions agreed to are completed within es-
tablished time periods. Furthermore, under our internal control
standards, the auditors are to follow up on audit findings to see
they are resolved,

The Federal Managers' Financial Integrity Act of 1982 clearly
expresses the Congress' intent to have us set the governmentwide
standard about what steps constitute audit resolution.> The act
directs the Comptroller General to prescribe standards to ensure
the prompt resolution of audit findings (31 U.S.C. S 3512 (b) (2)

(1982)).

Under the Act, each executive agency head establishes internal
accounting and administrative controls to ensure compliance with
the standards prescribed by the Comptroller General's Standards for
Internal Controls in the Federal Government.

House Committee on Government Operatons, on the Federal Managers'
Accountability Act of 1981, Mar. 11, 1981, pp. 75-76.

5Hearing of the Legislation and National Security Subcommittee,
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Given the statutory framework of the Federal Managers' Financial
Integraity Act, we believe OMB should revise Circular A-50 and related
agency 1nstructions to conform to the Comptroller General's standard
on audit resolution--that is, audit findings should not be considered
resolved unti1l the actions agreed to are completed. Auditors should
also find out whether such resolution has been achieved. OMB should
continue to require prompt agreement by program officials and auditors
on a course of action with respect to question costs, but should re-
define that requirement as one step in the audit resolution process.

AGENCIES ARE TMPROVING THEIR

AUDIT RESOLUTION PROCEDURES

In cach of the six agencies we reviewed, revised guidelines
had already been approved or drafted, which should contribute to
better audit resolution. For example, at EPA managers are not per-
mitted to make any final decisions on questioned costs over
$100,000 unti1l any disagreements between the IG and agency offi-
cials are settled. USDA's audit follow-up regulation states that
the OIG will determine when an audit is resolved, closed, or both,
and will notify program officials.

CONCLUSIONS

A fundamental objective of auditing is to improve the manage-
ment of federal activities and functions by evaluating auditee per-
formance and recommending actions that ensure the proper and effi-
cient use of federal funds. Auditors' recommendations must receive
proper resolution to achieve this desired result. We agree that,
although audit resolution is a shared process, agency officials
have the primary role. Although Circular A-50 does not fully re-
flect the auditor's role, under the Comptroller General's audit
resolution standard, there 1s a follow-up role for the auditor to
find out whether management takes the actions that were agrecd upon.

We helieve auditors should review program officials' decisions
on questioned costs and ask higher-level management to settle any dis-
agreements.  Disagreements should be considered by the audit follow-up
official before final letters of determination are sent to auditees.
Also, auditors should be informed of program officials' decisions to
reduce disallowed costs. After resolution, both program officials and
auditors have a role in follow-up to find out whether the findings and
recommendations, including the recovery of funds and completion of
corrective action, are adequately carried out.

We agree with the Committee on Government Operations that the
confusion over the definition of audit resolution has caused audit
findings to be considered resolved prematurely-—-that is, before cor-
rective action has taken place. We believe OMB should revise 1ts Cir-
cular A-50 to incorporate the Comptroller General's audit resolution
standard which states audit resolution is not completed until correc-
tive action has been taken.
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RECOMMENDATIONS

We recommend the Secretaries of USDA, Education, HHS, Labor,
and bOT, and the EPA Administrator ensure that disagreements be-
tween program of ficials and auditors over the resolution of ques-
ti1oncd costs are considered by the audit follow-up official, as re-
quired by OMB, before a final decision is made on the case.

We recommend the head of each federal department and agency
with an 1nternal audit organization or OIG determine whether a
1mllar problem exists in that agency, and if it does, we recommend
that they take the same corrective action.

We recommend IGs and heads of internal audit organizations:

-~-Fnsure the requirements in the Comptroller General's audit
resolution standard for following up on findings and recommen-
dations are met.

--Fnsure compliance with OMB Circular A-50 requirements for
reviewing program officials' responses to audit reports and
reporting disagreements to the audit follow-up official.

We recommend the OMB Director revise the definition of audit

resolution i1n OMB Circular A-50 to conform with the Comptroller
seneral's standard.
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CHAPTER 4

AUDITORS SHOULD PROVIDE THE CONGRESS

BLTTER DATA ON THE AUDIT RESOLUTION PROCESS

The disparity between questioned and disallowed costs can be
partly attributed to problems in the systems established for re-~
porting audit resolution data to the Congress. These problems
1include

-=the lack of a uniform definition of questioned cost,
--the portrayal of disallowed costs as savings, and

-—the lack of uniform guidelines on the information the re-
ports should contain.

When an audit finding moves through the resolution process, it
produces three types of quantifiable information essential to un-
dercstanding the results of the process. They are (1) questioned
costs, (2) allowed and disallowed costs, and (3) funds returned to
the government,

The Inspector General Act of 1978 (Public Law 95-452) requires
an 1G, 1n a semiannual report to the Congress, to summarize the
OIG's activities. The report includes the significant problems
disclosed and recommendations for corrective action, and identifies
cach significant recommendation made 1n previous semiannual reports
on which corrective action has not been completed. Although all
the IGs 1n our review include information about audit resolution in
their semiannual reports, the information is not consistent. The
Congress would be better informed on the results of the audit reso-
lution process 1f IGs used uniform definitions of questioned cost
and disallowed cost and provided more complete and uniform statis-
tical data i1n their reports.

A STANDARD DEFINITION OF QUESTIONED
COST WOULD PROVIDE THE CONGRESS
MORFE UNDERSTANDABLE INFORMATION

We found IGs differ in defining and categorizing questioned
costs. This makes comparing data difficult; but more importantly,
it provides confusing information to the Congress. Sometimes data
are overstated., For example, our sample review showed that reports
to the Congress overstated questioned cost by over $61 million, or
ahout 13 percent, mainly because IGs sometimes report questioned
costs for findings that could only result in management improve-
ments, not recovery of federal funds. Of the $61 million we found
overstated, about $51 million was in this category. We also found
cases where IGs questioned a cost in the audit report, but either
did not report the cost to the Congress or classified the cost as a
management 1improvement. Most of these latter cases were the result
of oversights.
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Inconsistent definitions of questioned cost

OMB Circular A-50 docs not define questioned cost or advise
agencies on categorizing questioned costs for reporting purposes.
Lacking this qguidance, each IG defines questioned cost and many
different definitions result.

Puring the period we audited, we identified three categories
of terms IGs use to classify and report questioned costs.

(1) Cost guestioned
This category 1is used by HHS, DOT, and EPA to report
ineligible costs because a law, regulation, or grant/con-
tract provision is violated; used by Labor and Education
to report costs that are inadequately supported (unsup-
ported) by documentation; and used by USDA to report both
1neligible and unsupported costs.

(2) Cost recommended for disallowances

Labor and Education use this category to report ineligi-
ble costs.

(3) Set aside/no opinion/unresolved cost

FEPA, HHS, and DOT use this category to classify unsup-
ported costs. Only EPA reports this cost category to the
Congress,

One can ecasily become confused by the various ways IGs categorize
questioned costs. An unsupported cost can be classified as either
a set aside, no opinion, unresolved, or a questioned cost depending
on the particular IG. An 1neligible cost can be classified as a
questioned cost or a cost recommended for disallowance. The ques-—
t1oned cost category includes both ineligible and unsupported costs
at USDA.

Also, EPA, HHS, DOT, and USDA quantify and report management
improvement findings. Although implementation of such findings may
save money through i1mproved future operations, we do not consider
them questioned costs. We bhelieve questioned costs involve outlays
which auditors believe shonld not be charged to the program, and
potentially may be paid back to the government.

We believe the Congress should not have to interpret IG re-
ports based on different classification systems. Questioned costs
should be uniformly classified and the two main questioned cost
cateqgories should be reported to Congress. The two categories are:

--costs 1neligible for federal participation because a law,
requlation, or grant or contract provision is violated and

--costs inadequately documented at the time of the audit.
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The IGs at the six agencies we audited reported ineligible
questioned costs to the Congress and, with the exception of DOT
and HHS, inadequately documented questioned costs. The questioned
cost an IG does or does not choose to report directly affect the
disparity between questioned and disallowed cost.

PORTRAYING DISALLOWED COSTS
AL SAVINGS IS MISLEADING

In their semiannual reports to the Congress covering fiscal
years 1981 and 1982, the six IGs we reviewed reported about
%7217 million of disallowed costs for the cases we reviewed. How-
over, we consider that a maximum of $156 million, or 72 percent,
are potential savings to the government. This rate is probably too
high, however, because a portion of the total amount 1s under
appeal.  The potential return may be further reduced through ac-
ceptable reduction actions under the Federal Claims Collection
Standards b

Five of the six IGs we reviewed do not 1nform the Congress
that disallowed costs may be reduced or revised, and four IGs still
portray disallowed cost as government savings. However, actual
cavings only occur when funds are recovered or withheld from the
auditee., The use of disallowed costs in IG reporting systems is
<hown in the following examples:

Case 1

For DOT, disallowed cost represents "measurable dollar savings
or quantifiable improvements." However, in a report we issued in
Augqust 1983,7 we found that of $126 million the IG reported as
potential savings from 60 reports issued between October 1979 and
March 1982, only $44 million had been recovered. Action on more
than $23 million was still pending, and no action had been taken on
the remaining $59 million,

b rhe Federal Claims Collection Standards, issued jointly by the
Comptroller General and the Attorney General under section 3 of
the Federal Claims Collection Act of 1966 (31 U.S.C. 3711), pre-
scribe standards for the administrative collection, compromise,
termination of agency collection, and the referral to us and the
Department of Justice for litigation, of civil claims by the fed-
c¢ral government for money or property. The standards describe the
clrcumstances 1n winich government claims may be disposed of for
leos than the full amount claimed.

’Review of Selected Operations of the Department of Transporta-
tion's Office of Inspector General (GAO/RCED-83-116, Aug. 23,
1983).
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Case 2

HHS calls disallowed cost, "cost savings," even though in our
sample over 63 percent of their disallowed cost from fiscal years
1981 and 1982 were actually under appeal. Appeals may take years
to resolve and can result in a decision favorable to the auditee,

thereby negating the auditee's debt.
Case 3

EPA terms disallowed cost, "measurable cost benefits." How-
ever, of $3.1 million reported in our sample as savings for fiscal
years 1981 and 1982, $1.9 million, or 61 percent, had been recover-
cd or withheld from the auditee as of October 1983. Most of the
outstanding disallowed cost was either under appeal or uncollected.

Case 4

USDA reports disallowed cost as part of "total savings or cost
avoidance” even though, during a recent reporting period, over
$13 million of their audit debt was either waived, compromised, or
reduced for other reasons.

As these examples illustrate, disallowed costs are generally
portrayed as savings. However, disallowed cost is not savings.
According to the OMB definition, disallowed cost is incurred cost
questioned by the audit organization which management has agreed
should not be charged to the government. While OMB defines disal-
lowed cost, it does not provide a definition of savings.

Most IGs use different terms that portray disallowed cost as
government savings, cost avoidance, or measurable benefits. We
have made a similar point before in our reviews8 of reports pre-
pared by the President's Council on Integrity and Efficiency
(PCIE), which was established by executive order in March 1981 to
strengthen the IG program and spearhead the administration's cam-
paign to reduce fraud and waste in federal programs and operations.
Fvery 6 months the Council publishes a report that highlights the
IGs' governmentwide activities; it is intended to provide a basis
for ensuring the 1nfluence and effectiveness of these organiza-
tions. The PCIE report currently uses a category titled "manage-
ment commitments to seek recoveries and adjustments,"” which we be~
lieve directly parallels disallowed cost. PCIE reports previously
labeled this category "audit recoveries," which, as our reviews and
the previous discussion have shown, is misleading.

8yalidity and Comparability of Quantitative Data Presented by the-
President's Council on Integrity and Efficiency on Inspectors Gen-
eral Activities (GAO/AFMD-82-78, May 18, 1982) and Budget Implica-
tions of Savings Reported in the Third Summary Report Issued by
the President's Council on Integrity and Efficiency (GAO/AFMD-
83-14, Oct. 18, 1982).
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The difference between management commitments and recoveries
during a reporting period can be significant. For example, during
a recent reporting period, USDA and Education listed management
commitments of almost $45 million but recovered $8 million, or less
than 18 percent of the reported commitments.

Audit-related debt collection
information should be reported

We believe the IGs' semiannual reports should also contain the
amounts of audit-related debt returned to the government but only
USDA, HHS, and Education now report these amounts.

OMB Circular A-50 gives an agency-designated audit follow-up
official responsibility for ensuring development and implementation
of systems to track monetary collections resulting from audits.
This requirement went into effect in September 1982, but not all
agencies have implemented such a system.

Although IGs are not responsible for maintaining records about
monetary collections, this information could be furnished by the
audit follow-up official to the IGs for inclusion in the IGs' semi-
annual reports. USDA already does this. 1Its audit-resolution re-
qulation requires program offices to provide the IG with data on
the status of collections arising from audits. The IG then incor-
porates the data into the semiannual report.

AUDIT RESOLUTION INFORMATION
NEEDS TO BE COMPLETE AND UNIFORM

Although the Inspector General Act of 1978 requires semiannual
reports, the Congress allows the IGs to determine how to report in-
formation required by the act. As we said earlier, IGs at the
agencics we reviewed discuss audit resolution but there is no con-
glstency in the information reported. We believe more audit reso-
lution 1nformation needs to be reported; and to be of the greatest
uge, this i1nformation should be reported uniformly by all IGs.

Although the act does not provide specific guidance on what
information to report, the Senate Committee on Appropriations has
requested certain information. 1In its report on the Supplemental
Appropriations and Rescission Act of 1980, the Committee directed
IGs to summarize unresolved audits in their semiannual reports to
the Congress. The summary should report on two categories of in-
formation: unresolved audits at the beginning of the reporting
period and audits issued during the period. Information provided
to the Congress should include the age of the unresolved audits,
the number of audits issued, amount of questioned costs, number
resolved during the period, and the amounts of money allowed, dis-
allowed, and returned to the government.
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None of the six IGs provide all the information the Committee
requested. While all six IGs provide varying degrees of informa-
tion on questioned and disallowed cost, only USDA, HHS, and Educa-
tion provide information on amount of audit-generated debt actually
returned to the government.

The following table, based on the semiannual reports for the 6
agencies we reviewed, shows the need for compliance with reporting
requirements and more uniform reporting of data. The table summa-
rizes the Committee's information needs and compares those needs to
the information provided.

Type of Information provided
information requested EPA USDA Education Labor DOT HHS
Unresolved audits at Yes No No No No No

start of period and
audits issued during
period, as 2 separate
categories

Age of unresolved audits  Yes No No No No 1
beginning of period

Number of audits resolved Yes Yes Yes Yes Yes No
during period

Amount of questioned cost Yes Yes Yes Yes 2 2

Amount of disallowed cost Yes Yes Yes Yes Yes Yes

Amount of actual No Yes Yes No No Yes

recoveries

lror period we examined HHS reported no unresolved audits at the
beginning of the period.

2poT and HHS do not report unsupported questioned costs.

CONCLUSIONS

Data reported to the Congress do not adequately or accurately
reflect the results of the audit resolution process. The problem
is partly definitional and partly the result of incomplete report-
ing.

While OMB provides a clear definition of disallowed cost, none
is provided for questioned cost or savings. Lacking guidance, IGs
define these terms in their own ways, and some definitions of ques-
tioned cost are inconsistent with each other.

Not all IGs use the OMB definition of disallowed cost. Some
IGs use terms that inappropriately portray the amount of disallowed
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cost as a savings to the government. However, disallowed cost
merely represents an incurred cost questioned by auditors, which
management has decided should not be charged to the government, and
it is only an interim point in the audit resolution process. As
such, disallowed cost frequently changes, but the Congress is not
informed of this. Savings do not occur until funds are actually
returned to the government. Although I1Gs do not track amounts re-
turned to the government, their agencies are required to maintain
systems to accumulate this type of data and should be able to pro-
vide the 1information to the IGs.

In our opinion, using uniform definitions and a uniform re-
porting format would enhance the comparability of audit resolution
information. Comparability helps to contrast audit resolution re-
sults among agencies and also within an agency. Thus, it assists
the Congress in measuring agency progress on resolving audit rec-
ommendations and federal agencies in exercising audit resolution
responsibilities.

RECOMMENDATIONS

In order to provide the Congress with more complete and uni-
form audit resolution data, we recommend the OMB Director revise
Circular A-50 to

--establish standard definitions of questioned cost and sav-
ings for reporting purposes and

--assign responsibility to agency audit follow-up officials
for providing IGs with the results of collection action
taken on audit-related debt.

In accordance with standard OMB definitions, we recommend IGs

-~-report all information requested by the Senate Committee on
Appropriations contained in their report on the Supplemental
Appropriations and Rescission Act of 1980 and

-~clearly state that reported disallowed cost is subject to
reduction.
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APPENDIX I APPENDIX I

ADDITIONAL DETAILS ON SCOPE AND METHODOLOGY

At the six agencies we evaluated, we used agency-supplied uni-
verse data of audits with total monetary findings of at least
$25,000. At some agencies, we limited our review to major agency
programs such as the Labor DNDepartment's Comprehensive Employment
and Training Act (CETA) program and the USDA's Food and Nutrition
Service. Some of the audits we analyzed were performed by pre-
decessor audit organizations before 0IGs were established.

Our sample of 325 audits was selected from 10 agency locations
that were geographically dispersed. We sampled the work of two re-
gional offices each from USDA, EPA, HHS, and DOT; one Labor re-
gional office; and Education's headquarters office. FEach indivi-
dual sample consisted of approximately 35 audits - 25 drawn
randomly and 10 drawn based on the highest dollars of questioned
costs after the random drawing. Exceptions include EPA-Atlanta
where the sample was 36 cases, DOT-New York where the sample was 32
cases, and USDA-Hyattsville, Maryland, where the sample was 12
cases., The sample's details are found on pages 6 and 32.

Within each audit in our sample, we examined up to three indi-
vidual findings of $10,000 or more from both the questioned costs
and unsupported cost categories. However, 1f the audit report con-
tairned more than three such findings, we examined only three.
Altogether, we evaluated 586 decisions totaling about $677 million
from a universe of 19,161 audits totaling about $1.8 billion in
questioned costs, We also examined how accurately the OIG's re-
porting system recorded the data from each sample case and how that
data was presented 1n the OIG's semiannual reports to the Congress.
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Number
Type of of
auditor audits
o1G 164
Other federal 25

Independent pubtic 108
accountants

State and local

governments 28
Total 325
=ERE

Audit Resoliution® of Our Sample Cases for Six Federa! Agencies

by Type of Audlitor for FY 1981 and 1982

Percent of Percent of Percent of
all agency Amount of Amount of Amount of resolved resolved
audits resolved allowed costs costs costs
reviewed costs costs disal iowed al lowed disal lowed

R (milliong)—r-——receceae
50,5 $493,7 $315.9 $177.8 64 36
7.7 94,5 81,6 12,9 86 14
33,2 75,2 66,1 9,1 88 12
8.6 13,6 6,6 7,0 49 51
100,0 $677,0 $470,2 $206,8 69 31
SERERES ZTHEEBEE EEEEE= EEEEEE

Anaudit resolution” as defined by OMB,

I XIANAddVY

XKIANHddVY
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DATA ON MONETARY AUDIT FINDINGS RESOLVED

DURING FISCAL YEAR 1983 BY CIVILIAN AGENCIES2

Resolved
Number of questioned Allowed Disallowed
Agency audit reports costs costs costs
————— (millions) - - - - -
usba 1161 $413.89 $269.78 $144.11
Commerce 409 33.16 21.37 11.79
rducation 2361 111.60 48.80 62.80
EnergyP 660 13.99 7.36 6.63¢€
HHS 728 250.56 28.22 222.34
Housing and Urban 781 199.18 87.75 111.43
Development
Interior 109 12.50 6.57 5.93
Justice 159¢ 7.13 6.51 .62€
Labor 7284 181.83 94.13 87.70
State 2 .05 .03 .02
poT 395 179.40 47.56 131.84
Treasury 2 .04 .00 .04
Agency for International 70 16.10 6.47 9.63
Development
FPA 1664 25.02 5.73 19.29
General Services Adminis- 87 17.01 6.90 10.11
tration
National Aeronautics and 252 21.40 8.85 12.55
Space Administration
Gnall Business Administra- 4 .03 .00 .03
tion
Veterans Administration 11 18.22 .05 18.17
Office of Personnel 28 12.59 7.51 5.08
Management
Total 9611 $1513.70 $653.59 $860.11
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a"apudit resolution” as defined by OMB. Data were gathered by a
data collection instrument which agencies completed. EPA provided
its data by computer tape. The data include audit reports pre-
pared by 0OIGs, other federal auditors, independent public account~
ants, and state and local auditors. We did not audit this data.
As stated in chapter 4, IGs do not use uniform definitions of
questioned costs and disallowed costs. Data are qualified by
footnotes.

DAll data are based on the year audits entered the Department of
Energy's follow-up system, not on year they were resolved. Data
include monetary, nonmonetary, and interim audits, and estimates.

Cincludes interim and final audit reports. Some final reports may
not include monetary findings.

dpata are based on date report was issued, not on date resolved.

€Represents recovered costs.
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EXAMPLES OF CASES WE REVIEWED

EXAMPLES OF ALLOWANCES WE_QUESTION
Plannced reaudit

-—In an audit of an FPA grant to the Van Buren Board of County
Road Commissioners i1n Michigan, auditors questioned about
$166,000 bhecause access to records was denied and financial
procedures were questionable. Agency managers allowed the
costs based on plans to reaudit once access to records was
obtained. We believe allowing costs based on a planned re -
audit 15 1mproper because the proposed subsequent reaudit
may never be performed or may not address the original ques-—
ti1oned costs.,

--An OIG audit of a USDA Food and Nutrition Service dgrantee
questioned about $1.2 million in reimbursement claims be-
cause of problems 1n the grantee's accounting system. Pro-
gram otficials allowed the costs based on a proposed reaudit
which we believe 1s improper for the reasons stated in the
previous case,

Corrective action plan

--DOT's audit of Westchester County, New York, questioned a
grant of over $150,000 used to purchase bus stop signs which
had not been 1nstalled. Program officials allowed the
costs. The grantee was asked to provide within 6 months a
detailed inventory list and certification of which signs
were being used. Although more than a year had passed since
that decision, the grantee had not furnished the list.

Thus, program officials did not know if the signs were in-
stalled, but had taken no action to recover the costs. We
helieve the corrective action plan was not effective in get-
ting the desired results. We believe the procedure to allow
the costs was questionable because the costs should not have
been allowed until the planned corrective action had taken
place.

--A Department of Education audit questioned over $1.9 million
1n loan funds. Collection of over $1.8 million in loans was
doubtful due to the auditee's poor collection practices and
over $60,000 1n loan funds were retained by collection agen-
cies as fees, which the auditors believed was prohibited by
the program regulations. Although no corrective action plan
was developed, program officials disallowed only $32,000 of
the funds because they believed the auditee was making a
good effort to correct past deficiencies and some retention
of collections by a collection agency is not unusual. We
believe that allowing cost without a formal corrective ac-
tion plan that documents the auditee's remedial actions tied
to deadlines, 1s a questionable procedure.
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Pligribayd 1ty ot costs

--In an EPA audit, the OIG questioned about $765,000 because
the grantee 1ncurred the costs before the grant award. The
Jgrantee stated the costs were i1ncurred at EPA's request and,
therefore, should be eligible for grant participation. The
grantee requested a waiver of the questioned costs, but pro-
gram officials decided the waiver was unnecessary becausc,
based on agency policy, the costs were eligible. The costs
were allowed although an agency headquarters official stated
the agency had no written policy making the costs eligible.
Program officials could not cite the agency policy which re-
garded the costs as eligible. We consider the procedure to
allow the costs questionable because program officials did
not adequately explain why the costs were eligible,

--In the Department of Labor's CETA program, program officials
can allow questioned public-service employment costs under
certain conditions, one of which 1s that the magnitude of
the cost allowed cannot be substantial. However, the requ-
lation did not specify how to determine what 1s "substan-
tial." This provision was used in one audit to allow about
S18.2 million in costs questioned because Honolulu, the CETA
grantee, could not document the eligibility of program par-
ticipants. We question the procedure used because program
officials di1d not adequately explain how they decided
$18.2 million was not a substantial amount of money.

--A Department of Education audit of the Puerto Rico Depart-
ment of Education questioned about $12.3 million in expendi-
tures because the auditors said program requirements were
violated. The total amount was recorded as allowed. The
auditee filed about a $12.3 million lawsuit over another un-
related issue. Without adequately addressing the substan-
tive issue raised by the auditors the agency negotiated a
settlement agreement which provided that the auditee would
drop the lawsuit and the Department would not disallow the
questioned costs. We question the decision to regard these
costs as allowed. By characterizing the costs as allowed,
for purposes of the settlement, program managers undermine
the validity and 1integrity of the auditors' original deter-
mination that the government should not be charged these
amounts. We believe that since program officials never made
a decision disagreeing with the audit findings, the ques-
tioned costs should have been reported as disallowed. 1In
this case, 1t would also be appropriate to report why the
amounts were not recovered--that is, they were used to
settle an unrelated suit with the grantee.

Administrative decision

--In three audits of a Metropolitan Atlanta Rapid Transit
Authority construction project funded by DOT, transportation
auditors questioned about $10.5 million and classified as
unauditable about $5.9 milion, primarily for improprieties
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in allocating project costs. Program officials allowed the
costs. According to officials, under the contract terms the
government would not participate 1n costs above a specified
limit which the contractor was expected to exceed. Conse-
quently, the amount of questioned and unaudited costs, if
sustained, would not likely result in funds returned to the
government. We question the procedure used 1in this case be-
cause the findings were not resolved based on the issues
raised by the auditors. We believe the integrity of the au-
dit finding requires that the propriety of the costs be de-
termined, even 1f the amounts cannot be recovered.

--An audit of a grant made by HHS's Office of Human Develop-
ment Services (OHDS) questioned $17,000 because the grantce
farled to satisfy matching requirements. OHDS officials
allowed the costs because the grantee had been terminated.
We question this procedure because OHDS officials did not
determine the cost's allowability but decided instead on the
basis of the termination, although the grantee might have
owed money to the government.

~--In an HHS audit of a National Institutes of Health (NIH)
contractor, auditors reported a hospital under contract did
not document about $34,000 in costs related to salaries and
wages,.  The costs were initially charged to other activities
and subscquently transferred to this contract. The auditors
questioned whether the costs were distributed accurately.
NTH program officials allowed the costs, which they said re-
sulted from "system deficiencies." We question the proce-
dure usced to allow the costs because it inadequately dealt
with the auditee's deficiency that was the basis for the
auditors' original questioning of the costs.,

--In an audit of a Department of Education grantee, program
officials allowed over $200,000 in findings because another
office 1n the Department was investigating the case. We be-
lieve the audit should not have been closed until a deter-
mination could be made based on the case's merits.

1tten justification

--A CPA audit of an EPA grantee questioned $72,593 in grantee
costs because during the final inspection EPA engineers had
determined the costs were ineligible. The costs were re-
lated to equipment which had not been operated in 4 years.
The grantee disagreed with this assessment. Program offi-
crals notified the grantee on two occasions they agreed with
the auditors' assessments that the costs were ineligible.
In the final determination letter to the grantee, however,
the program official stated that these costs were eligible
for EPA reimbursement. We question this procedure because
we could not find documentation to support EPA's basis for
allowing the costs. EPA officials said they remembered
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-

negotiating with the grantee over several months and finally
reinstated the costs. However, no documents were avallable
to support this decision.

Documentation or auditee certifications

~—In an audit of a Department of Education grantee, agency
auditors could not decide the reasonableness of about
$13.1 million in expenditures because the grantee had an in-
adequate financial management system. But program officials
allowed the costs, based on reconstructed workpapers sub-
mitted by the auditee, even though the auditors found numer-
ous problems with the grantee's data when they examined 1t.
We helieve the procedure to allow the costs was questionable
because, in our opinion, program officials did not ade-
quately address the auditors' issues.

--In a Department of Education audit, auditors questioned over
$5 million in contract expenditures by the University of
Pittsburgh because it did not meet federal requirements for
supporting documentation. Resolution officials allowed the
costs when the university certified the costs were accurate,
valid, and commensurate with work performed. We question
the use of certifications in lieu of records which the au-
ditee was required to maintain.

EXAMPLES OF AUDITOR ERRORS

--A c1ty auditor conducting an audit of the Human Resources
Adminlstration in New York City made a mistake in calculat-
ing the amount of an HHS grantee's in kind contributions
which caused the auditor to overstate the questioned costs
hy $993,000. Program officials originally sustained the
costs, but afterward discovered the error and reduced the
disallowance by the amount of the error.

-~An OIG audit of the Wisconsin Department of Natural Re-
sources, an EPA grantee, questioned $69,710 of grantee costs
hecause the grantee failed to obtain prior approval for cer-
tain purchases. Later, in a memo to program officials, the
0IG stated that these costs were questioned as a result of
an error by the auditor.
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