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Dear Mr Chairman

Thas report responds to your November 20, 1984, request that we (1) identify and
verify the names of the various audit and investigative units not subject to inspector
general legislation, (2) determine their mission, their staffing level, the types of
audits conducted and the existence of follow-up procedures, and (3) on a sample
basis, review selected aspects of the offices’ operations that may impact on their
deneral effectiveness.

This report indicates there are significant agency functions currently not covered by
statutory inspector general requirements It also points out that 1n a sample of these
agencies there are problems associated with audit and investigative activities that
are simular to conditions that prompted the Congress to establish statutory
inspectors general in other federal agencies It discusses the need for improvements
in the selected agencies and our support for legislation to extend inspector general
protections and requirements to other federal agencies

At your request, we did not obtain official agency comments and, unless you
publicly announce its contents earher, we will not distribute this report until 30 days
from the date of this letter. At that time, we will send copies to the Director of the
Office of Management and Budget and the heads of the 41 agencies included in this
review Copies will be available to other interested parties upon request

Sincerely yours,

il

Charles A, Bowsher
Comptroller General
of the Unuted States



Executive Summary

Purpose

Agencies with audit and/or investigative units not subject to statuto:
mspector general requirements mandated by the Congress expend bil
lons of dollars annually to carry out important federal functions. The
Chairman of the Legislation and National Security Subcommuittee, Hon
Comimittee on Government Operations, requested that GAO 1dentify a
and investigative units in agencies not subject to the Inspector Gener:
Act of 1978, as amended, and obtain such information as mission,
staffing, types of audits conducted, and audit follow-up procedures

In addition, the Chairman requested that GAO review selected aspects
the audit/investigative units’ operations that impact on their general
effectiveness. As agreed with the requester, GAO selected four agencie
for detailed review—the National Science Foundation, the Farm Cred
Adminmistration, the Office of Personnel Management, and the Federal
Emergency Management Agency. (See chapter 1.)

Background

Through passage of the Inspector General Act of 1978 (Public Law 9¢
452), the Congress established statutory inspectors general in selectec
agencies to correct organizational and procedural deficiencies that ke
audit and investigative activities from being fully effective These de!
ciencies included (1) a lack of independence by auditors and investiga
tors, (2) restrictions on looking into certain areas of suspected
rregularities, (3) inadequate coverage of impertant programs and act
1t1es, (4) audit recommendations frequently being ignored, and (5) the
agency head and the Congress not being informed of fraud and other
serious problems

GAO has continually worked to improve federal auditing capabilities a
since 1975, has issued over 100 reports demonstrating that problems
have kept federal internal audit organizations from being fully effect:
{See chapter 1)

While GAO was conducting this review, legislation was introduced in
both the House and the Senate that would extend the act’s protections
and requirements to most existing executive branch aud:t and investi;
tive groups The legislative proposals would require that the head of t
audit unit (1) report only to the head or deputy head of the agency,
(2) not be removed or transferred without the reasons being communi
cated to the Congress, and (3) comply with Inspector General Act
reporting requirements to the Congress (See chapter 1)
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Executive Summary

GAO 1dentified audit or investigative units 1n 41 agencies not subject to
statutory inspector general requirements In fiscal year 1985, these
agencles had a combined total budget authority of over $100 billion and
employed more than a quarter of a miliion people (See chapter 2 )

GAO's review of these agencies identified several problems that were
similar to conditions that led the Congress to enact the inspector general
legislation 1n 1978. Gao found impairments to the independence of the
audit function 1n 12 of the 41 agencies In addition, GAO's detalled review
at four agencies showed that

mmportant agency functions received little or no audit coverage,

audit and investigative staffs were not evaluating most of the investiga-
tions of alleged fraud and abuse and did not track their disposition or
ascertain underlying causes of the illegal activities, and

audit resolution and follow-up systems did not meet governmental
requirements. (See chapter 3 )

mpairments to
ndependence

Twelve of the 41 agencies with audit groups not subject to statutory
inspector general requirements had impairments to the independence of
their audit organizations These included two (the Federal Emergency
Management Agency and the National Science Foundation) of the four
agencies 1n GAO’s detailed review For example, at the management
agency, the former nonstatutory inspector general told GAO he felt the
office’s independence was threatened when he was asked to transfer to
another position after his office had been conducting sensitive investiga-
tions involving high-level agency officials At the foundation, instead of
reporting to the agency head or deputy, in accordance with GA0 stan-
dards and the Office of Management and Budget's (OMB) requirements,
the audit unit was under the supervision of an official who had respon-
sibihty for activities subject to audit The audit groups 1n the other 10
agencies also had impairments to their independence due to organiza-
tional placement. (See chapter 3.)

Audit Coverage Limited

Significant agency functions had received little or no independent audit
coverage by the internal audit groups in the four agencies reviewed 1n
detail Audit officials said this was largely because of a shortage in audit
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Executive Summary

resources For example, at the management agency, vulnerable areas
such as procurement activities and the management of the multimzilic
dollar Federal Flood and Crime Insurance Programs, were not audited
(See chapter 3)

At the foundation, two areas receiving little or no audit coverage
mvolved some of 1ts most important functions—awarding $1.2 billion
grants and contracts and disbursing funds to awardees Audits of the:
areas have been planned for several years but have not been accom-
plished (See chapter 3.)

Significant Fraud Problems
Not Evaluated

The audit and investigative groups at the Farm Credit Administration
and the Office of Personnel Management were not evaluating signific:
fraud problems confronting their agencies. For example, at the admir
tration, the internal audit office was only monitoring investigations o
alleged fraud committed by employees of farm credit banks The hea
the audit unit was not evaluating fraud perpetrated by farm credit b:
borrowers, which 1s a significant problem 1n terms of numbers of cas
and dollars involved. Audit and investigative groups must be aware (
and evaluate, all of the significant fraud problems confronting their
agencies so that they can determine the underlying causes, systemic
weaknesses, and preventive measures needed (See chapter 3)

Lack of Effective Audit
Resolution and Follow-Up

Two of the four agencies (the management agency and the foundatio
did not meet OMB audit resolution and follow-up requirements For
example, at the management agency, the former Director had not
appointed a high-level management official to be responsible for the
audit resolution and follow-up process as required by oMB Circular A
Rather, the management agency’s audit regulations assign this task 1
the head of the audit office. Since audit officials do not have authon
to require action, this arrangement does not provide management of
cials with the necessary incentive to take appropriate corrective act’
(See chapter 3.)

Recommendations

Ga0 recommends that the heads of the agencies in which problems w
found (1) remove organizational impairments to audit independence
requiring the audit function to report only to them or their deputies.
(2) ensure that their audit units review all important and vulnerable
agency programs and functions, and (3) establish appropriate audit
resolution and follow-up procedures Ga0 also recommends that the
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Agency Comments
f

heads of the audit unuts at the Office of Personnel Management and the
Farm Credit Administration evaluate all significant fraud problems con-
fronting their agencies to determine underlving causes and systemic

weaknesses 1n order to 1dentify preventive measures needed. (See
chapter 4 )

In addition, in view of the problems found in this and other reviews of

federal internal audit operations, GAO strongly supports the legislation

introduced in the Congress that would upgrade and strengthen internal
audit activities

GAO did not obtain official agency comments o

many A A NewrAvr Araaica tha fantg wth »

GAD uxu uuwcvc1, discuss the facts with 1"5?

made revisions where appropriate
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Chapter 1

Introduction

[

The Inspector General
Act Upgraded Audit
and Investigation in
Numerous Agencies

This report responds to a request from the Chairman, Legislation and
Natonal Security Subcommittee, House Commuittee on Government
Operations, that we 1dentify and assess the capabilities of audit and
investigative units not subject to statutory inspector general (i1G)
requirements (See appendix I ) This review 1s a follow-on to a report
1ssued 1n May 1984, Status of Internal Audit Capabilities of Federal
Agencies Without Statutory Inspectors General (GAO/AFVMD-84-45), That
report provided the results of a survey on internal audit capabilities of
federal agencies without statutory inspectors general We tound that the
federal organizations surveyed variled greatly 1n funding and in staff
size We also found that some agencies were not complying with OMB
Circulars A-73 and A-50, which address audits of federal operations and
programs and audit follow-up, nor with Gao's Standards for Audit of
Governmental Organzations. Programs. Activities. and Functions, Some
had no audit coverage. at others the internal auditor did not report to
the agency head or deputy, and several agencies that had more than one
audit or investigative urut did not have procedures for coordinating the
units’ work

In October 1978, the Congress passed the Inspector General Act (Public
Laaw 95-452) 1n order to centralize the leadership ot 12 executive agen-
cles’ audit and investigative functions under a senior official at each
agency responsible only to the agency head or deputy and having the
independence needed to detect, investigate, evaluate, and report on gov-
ernment fraud. waste, and abuse Since that time, legislation has been
enacted to establish statutory iGs in several other departments and
agencies (See appendix 11.)

In the 1977 hearings preceding the initial legislation, numerous organi-
zational and procedural deficiencies were 1dentified. including

multiple audit and investigative units within an agency operating
without effective central leadership.

auditors and investigators reporting to officials who were responsible
for the functions under review,

mvestigators being restricted from looking into certain areas of sus-
pected 1rregularities.

audit recommendations frequently being ignored by agency officials,
audit and investigative units severely handicapped due to inadequate
resources. and

the lack of any procedure to ensute that the agency head and the Con-
gress were bemng informed of serious problems discos ered 1n the agency
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Chapter 1
Introduction

The Congress concluded, as a result of these hearings, that independent
statutory 1Gs offered a means to correct governmentwide deficiencies
and to ensure that agency programs and operations would be carred out
properly and effectively The statutory iG offices were established as
independent, objective units charged with

providing leadership, coordination, and recommendations to prevent
and detect fraud, waste, and abuse;

conducting and supervising audits and investigations of agency pro-
grams and operations,

complying with Comptroller General standards for audits of federal
establishments, organizations, programs, activities, and functions;
promoting economy, efficiency, and effectiveness in agency programs,
and

keeping the agency head and the Congress fully and promptly informed
of any serious problems

We have a special responsibility, mandated by law, to ensure the ade-
quacy of internal audit organizations As such, we have continually
worked to improve internal audit capabilities through i1ssuance of princi-
ples, concepts, and standards, as well as through periodic reviews of
audit organizations To llustrate, since 1975, we have 1ssued over 100
reports showing that federal internal audit organizations experienced
problems that precluded them from being fully effective,

In addition, we have pledged to continue our work and advise the Con-
gress on further actions needed to solve internal audit problems Most
recently, we assessed the need for statutory inspectors general at the
Departments of Justice! and the Treasury? at the request of the
Chairman, Senate Commuittee on Governmental A ffairs

While conducting our review, legislation was introduced 1n both the
House and the Senate that would significantly upgrade most existing
executive branch audit and mvestigative groups. In the House, the
Chairman of the House Commuttee on Government Operations intro-
duced a bill (H.R 3077) entitled *'The Inspector General Act Amend-
ments of 1985”7 on July 25, 1985 In addition, the Chairman of the
Senate Committee on Governmental Affairs introduced a bill (S 2005)
on January 22, 1986, to amend the Inspector General Act of 1978 While

!Justice Department An Assessment of the Need for a Statutory Inspector General (GAO AFMD-8b-
8), February 24 1986

“The report on the Treasuiry Department has not been sued

Page 9 GAO/AFMD-86-11 Nonstatutory Audit Groups



Chapter 1L
Introduction

Objectives, Scope, and
Methodology

there are some differences between the two bills, both would extend
statutory iG protections and requirements to most existing execuftive

hr rhoandit and invactigative nmte Thaca halle nr.r\n]ri reguire
orancn auait anag investigailve UNitsS 1 Nese olis wiu require, a.lllu115 "

other things, that the head of the audit unit (1) report only to the head
or deputy head of the agency, (2) not be removed or transferred withou
the reasons being communicated to the Congress, and (3) comply with
semiannual reporting requirements to the Congress.

|

The objectives of this review were to (1) identify and verify the names -
of the various audit and investigative units not subject to 16 legislation,
(2) determine their mussion, their staffing level, the types of audits con-
ducted, and the existence of audit follow-up procedures; and (3) on a
sample basis, review selected aspects of the units’ operations that
impact on their general effectiveness.

In order to meet the first two objectives, we contacted 41 federal execu-
tive agencles which had audit and/or investigative units not subject to
the IG act, as 1dentified in our previous report and in additional surveys
We obtained certain information, such as mission, orgamzational place-
ment, staffing, budget, and numbers and types of audits and/or investi-
gations conducted We briefed the subcommuttee on our findings for the
first two objectives in February 1985.

In order to meet the third objective, we agreed to review selected
aspects of the audit and/or investigative activities of four agencies—th
Federal Emergency Management Agency (FEMA), the Farm Credit
Administration (FCa), the National Science Foundation (NSF), and the
Office of Personnel Management (OPM). We compared their operations
with governmental audit standards and mandatory criteria promulgatec
by the Office of Management and Budget (0MB) and us, as well as to the
concepts, requirements, and purposes of the iG Act. We reviewed and
held discussions with aud:t officials about the audit planning, reporting
resolution, and follow-up processes We also compared audit plans with
actual accomplishments and assessed the adequacy of audit coverage b:
comparing functional areas audited with their funding and importance
In terms of the agencies’ missions, as well as the areas’ vulnerability to
fraud, waste, and abuse

In assessing the mnvestigative function, we held discussions with respon
sible officials and reviewed the types of investigations conducted, 1den-
tified the programs involved, and ascertained the scope of the
investigative staffs’ responsibility
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Chapter 1
Introduction

We discussed the facts contained 1n this report with responsible officials
of the four agencies and have made revisions where appropriate How-
ever, In accordance with the wishes of the Chairman, House Subcom-
mittee on Legislation and National Security, we did not request official
agency comments on a draft of this report. While our detailed review
was conducted from January through September 1985, we updated cer-
tain iInformation where appropriate Except as noted above, our work
was conducted in accordance with generally accepted government
auditing standards

Page 11 GAO/AFMD-86-11 Nonstatutery Audit Groups




Chapter 2 !

Agencies With Nonstatutory Audit and
Investigative Groups Are Responsible for
Significant Federal Missions and Resources

The 41 agencies we surveyed that have nonstatutory audit and/or
Investigative groups expend significant resources to carry on important
federal activities (See appendix i1 ) In fiscal year 1985, these agencies
had a combined total budget of approximately $101 9 billion’ and
employed more than 276,000 people

The $101.9 billion total does not include expenditures by revolving func
activities that are financed by payments to the funds The total also
excludes federal funds invested 1in the National Consumer Cooperative
Bank because 1t was changed by Public Law 97-35 from a mixed owner-
ship government orporation to essentially a private one and therefore
no longer receives budget authority An additional five agencies coverec
1n our review do not receive federal budget authority They are involvec
1n msuring funections or the regulation of banking and financing activi-
t1es, therefore, the cost of their operations 1s paid from fees charged to
the regulated or insured 1nstitutions

Examples of the five bank regulatory agencies include (1) the Federal
Deposit Insurance Corporation, whose deposit insurance fund totaled
about $18 billion as of September 30, 1985; (2) the Pension Benefit
Guarantee Corporation, whose pension trust fund at the end of fiscal
vear 1985 had approximately $2 bilhon 1n assets; and (3) the Farm
Credit Administration, which regulates and supervises the farm credit
system banks (These banks hold about $74 billion, or about one-third,
of the farm debt in the Unted States.) While these agencies do not have
budget authority, there 1s no assurance federal funds will not be
mmvolved. For example, the farm credit system has been self-supporting,
but recent problems involving the growing number of bad farm loans
and delinquencies threaten the system’s viability Legislation was
recently enacted granting the Secretary of the Treasury discretionary
authority to loan federal funds to the farm credit system, upon certifica-
tion by the Farm Credit Administration that it has exhausted 1ts avail-
able capital

The other agencies whose expenditures are excluded because they are
financed through assessments of regulated institutions are the Federal
Reserve Board and the Federal Home Loan Bank Board.

*This does not include about 3179 billior in mterest on the public debt contamned i the Department ot
the Treasury s fiscal vear 1985 budget authonty
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Chapter 2

Agencies With Nonstatutory Audit and
Investigative Groups Are Responsible for
Significant Federal Missions and Resources

Of the 35 agencies without statutory IGs having budget authority, 2 (the
Inter-American Foundation and the Federal Maritime Commussion) had
budget authority of about $12 million 1n fiscal year 1985. As depicted 1n
Figure 2 1, most of these agencies are responsible for sizable budgets In
fact, the budgets of 12 agencies (or almost 34 percent) exceed $400 mil-
lion. These agencies perform important government functions, including
the development of emergency management plans and programs to
ensure the security of the government'’s critical operations during
nuclear attack and the administration of the multibillion dollar federal
retirement and health and life insurance trust funds

Figure 2.1; Agency Budgets
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In fiscal year 1985, the 41 agencies employed more than 276,000
employees. As shown in Figure 2 2, almost 44 percent of the 41 agencies
employed more than 1,000 persons, with 4 agencies accounting for more
than 219,000 employees These staffing figures include ne six agencies
without federal budget authority, which employed 6,704 people 1n fiscal
year 1985
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Chapter 2

Agencies With Nonstatutory Audit and
Investigative Groups Are Responsible for
Signuficant Federal Missions and Resources

Figure 2.2: Size of Agency Staffs
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The 41 agencies allocated a significant number of personnel in audit anc
mvestigation activities None, however, are subject to the provisions of
the IG Act. As of March 31, 1986, these agencies were authorized 1,306
auditors, 747 ivestigators, and 454 support personnel. The size of each
audit staff ranged from 1 to 572, the investigative staff size ranged fror
1 to 570. Figure 2 3 1llustrates the staff size of the various audit and
mvestigative units

Figure 2.3: Size of Audit/Investigative
Statfs
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Chapter 3

Problems in Nonstatutory Audit and
Investigative Groups

Lack of Independence
of Agencies’ Audit
Function

Our review of agencies without statutory 1Gs 1dentified several problem
that were simular to conditions that led the Congress to enact the 1G leg-
islation 1n 1978 We found impairments to the independence of the audit
function in 12 of the 41 agencies In addition, our detailed review of fou:
agencies—FEMA, NSF, OPM, and Fca—showed that

important agency functions received httle or no audit coverage,

audit and investigative staffs were not evaluating most of the investiga-
tions of alleged fraud and abuse and did not track their disposition or
ascertain underlying causes of the illegal activities; and

audit resolution and follow-up systems did not meet governmental
requirements

At 2 of the 4 agencies we reviewed 1n detail and at 10 other agencies
included in our work, we found that audit units did not possess the
degree of independence necessary to ensure impartiality of the audit
function We beheve that independence of an audit entity 1s one of the
most important determinants of the overall effectiveness of the audit
function. Without independence, and the appearance of independence,
much of the audit function’s credibility can be lost. The Comptrolier
General’s Standards for Audit of Governmental Organizations, Pro-
grams, Activities, and Functions states that in all matters relating to the
audit work, the audit orgamzation and individual auditors must be free
from impairments to independence so that opinions, conclusions, judg-
ments, and recommendations will be impartial and viewed as such by
others

The independence standard classifies various factors impairing the inde
pendence of auditors Two of these factors are external impairments
outside of the audit organization and organizational impairments
resulting from the inappropriate placement of the audit function withir
the organization We found that audit units at 12 of the agencies did no
possess an appropriate degree of independence for reasons either
external or organizational in nature

At FEMA, which has an Office of Inspector General (nonstatutory) con-
sisting of an audit unit and an investigative unit, the independence of
the staff was allegedly impaired by the actions of an official external te
the audit orgamization The GAO standards specifically state that “influ
ences that jeopardize the auditors’ continued employment for reasons
other than competency or need for audit services’ constitute an extern
impairment The former nonstatutory 1G at FEMA told us that he felt
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Chapter 3
Problems 1n Nonstatutory Audit and
Investigative Groups

some of the audits and investigations his office had been conducting
involving high-level FEMA officials during his tenure had been embar-
rassing to the former Director, and that this was the reason the former
Director asked him to accept a different position in January 1985 The
former I1G told us he felt this action threatened the office’s independence
He chose to retire rather than transfer

Efforts by the former I1G that preceded the transfer request included

a review of consultant hiring practices, which found that the intent of
the competitive hiring process had been circumvented by high-level offi1-
c1als at both headquarters and the National Emergency Training Center
and

an inquiry involving the acceptance of gratuities from FEMA contractors
by the former Director of FEMA and a high-level employee, the cost of
which were later billed to FEMA

In January 1985, the former FEMA 1G felt compelled to ask OMB for assis-
tance in ensuring the independence and objectivity of his office In so
doing, both he and the former FEMA general counsel recommended that a
statutory Office of Inspector General be established at FEMA

At NSF, we found that the audit function was downgraded in January
1985 when 1t was transferred from reporting to the head of the agency
to the Office of the Controller The audit unit head told us that he was
concerned that the audit staff’s independence was not guaranteed by
this organizational placement, even though the current controlier was
very supportive of its efforts.

In addition to NSF, we 1dentified 1n our nitial survey 10 other agencies
whose audit organizations lack independence for organizational reasons
In these agencies, audit staffs did not report to the agency head or
deputy, but rather, they reported to lower-level officials who have
direct responsibility for the functions subject to audit In passing the I1G
Act, the Congress considered this type of arrangement unacceptable 1n
the agencies covered by the act and, therefore, provided that the head of
the audit function report only to the agency head or deputy. Moreover.
GAO audit standards and oMB guidance (Circular A-73) regarding
auditing in the federal government provide that to have sufficent inde-
pendence, the audit function should report directly to the agency head
or deputy—not to officials who have direct responsiblity for activities
subject to audit The 10 additional agencies which did not meet these
reporting level standards are histed 1n table 3 1
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Chapter 3
Problems in Nonstatutory Audit and
Investigative Groups

Table 3.1: Agencies Not Meeting
Government Audit Standards Due to
Organizational Placement of Audit Staff

Name of agency

ACTION

Export-Import Bank

Interstate Commerce Commission
Department of Justice?

Merit Systems Protection Board
National Labor Relations Board

National Railroad Passenger Corporation
{Amtrak)

Internal Audit Department
Contract Audit Department
Peace Corps
Federal Reserve
Department of the Treasury

Title of officiat to whom audit unit reports

Assistant D|rectorA, Office of Compliance
Manager, Financial Accounting
Director, Bureau of Accounts

Assistant Attorney General for Administration
Comptrolier T
Chief, Management and Audit Branch

Vice President for Law

Controller

Associate Director for Management i
Staff Director for Management
See note® o

aThis chart depicts the organizational placement of Justice s central internal audit group In addition
Justice has numerous other groups involved in Internal aucht activities, none of which report to the head
of the agency

SWhile the Office of Inspector General (nonstatutory) in the Treasury does report to the head of the
agency, four audit units report to component heads rather than the Secretary of the Treasury or the
deputy

Also, during our survey, we noted that the Tennessee Valley Authority
did not meet organizational placement standards because 1ts internal
audit office was under the supervision of the manager of the Office of
Corporate Administration and Planning However, in October 1985, the
Authority’s director announced the establishment of an independent
Office of Inspector General, reporting directly to the Authonty’s board
of directors Subsequently, an inspector general was appointed 1n Jan-
uary 1986

An audit organization which 1s responsible to a lower-level official, as
noted above, will inevitably be called upon at times to report audit find-
ings 1n areas falling under the direct responsibility of 1ts own superior.
This impairs the independence of the audit function 1n both fact and
appearance It also has the effect of putting auditors in the position of
relying on the cooperative attitude of their superior to allow them
freedom of action, rather than upon the more dependable 1nsulation
offered by proper organizational placement
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Chapter 3
Problems in Nonstatutory Audit and
investigative Groiups

During our detailed review, we found that important financial and pro-
gram functions at all four agencies had not recelved the degree of inde-

pendent audit coverage warranted by their importance. Agency officials
resnonsihle for the audit function at three agencies generally attributed

LUSPUNGIUVIT LU0 VD QLataiy JLUARLLIREL @O LIU LU SaYillits SUiitiGlly auuliluiine

this condition to a lack of audit resources. At the fourth agency, the
audit office had just been staffed at the time of our review We noted
that FEMA and NSF audit staffs had repeatedly requested additional per-
sonnel, and both the NSF and OPM internal audit staffs had seen their
capabihity reduced in recent years

At FEMA, we found that important internal functional areas that are
highly vulnerable to fraud, waste, and abuse had not received internal
audit coverage. In fiscal years 1982 and 1983, most audit reports (177
out of 198) were devoted to external activities such as the use of funds
for disaster assistance Of the 21 audit reports on internal activities, the
majority (16) were narrow 1n scope. These audits dealt only with con-
trols over imprest funds, which are cash funds maintained by certain
offices to satisfy definite and continuing needs for cash disbursements

In fiscal year 1984, the FEMA audrt office began to devaote more of 1ts
resources to more significant FEMA internal operations, such as reviews
of unhquidated obligations and accounting controls However, we noted
that several areas that have had longstanding internal control weak-
nesses and/or high vulnerabilities to fraud, waste, and abuse had
recerved lhittle or no internal audit coverage These include procurement
and the management of flood and crime insurance by FEMA’s Federal
Insurance Administration The procurement function at FEMA has long
been fraught with weak internal controls which have resulted in
adverse publicity, congressional hearings, and Justice Department
investigations of allegations of fraud and abuse For example, procure-
ment wrregularities were the subject of several congressional hearings
and mvestigations in late 1984 and early 1985, culminating in a House
Commuittee on Science and Technology report in July 1985 The report
concluded that proper government contract procedures were not fol-
lowed 1n connection with numerous contracts. resulting in

the waste of over $70,000 of government funds for extravagant and
unnecessary renovations at the National Emergency Training Center;
the improper approval of several unsolicited proposals totaling almost
$300,000; and

the payment of undocumented and questionable contractor billings
totaling over $3,000, which were actually the cost of gratuities provided
to high-level FEMA officials
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At the time of our review, the Department of Justice was investigating
alleged fraudulent procurement activities at FEMA

Another area not receiving internal audit coverage at FEMA In prior
years was the management of the Federal Crime and Flood Insurance
Programs by the Federal Insurance Administration These two isurance
programs, which are operated by contractors, involve hundreds of mil-
lions of dollars annually and, according to 1G officials, are highly vulner-
able to fraud because of the nature of the programs and poor internal
controls. This vulnerability 1s reflected in the time that the IG investiga-
tive staff devotes to reacting to illegal claims During early fiscal vear
1985, the FEMA (G investigative staff was devoting about 90 percent ot
1ts time to investigating crime and flood insurance fraud cases mmvols ing
$16 mullion.

Cases mvestigated 1n recent years have included the following

On May 13, 1985, two insurance adjusters were convicted of scheming
with insurers to defraud the Federal Crime Insurance Program These
two convictions brought to 23 the total number of people convicted in a
scheme that invoived a network of claiamants and adjusters in New York
City. They submitted hundreds of fraudulent claims totaling over

$3 million between 1979 and 1981

On March 4, 1985, a crime msurance policyholder in New York City
pleaded guilty to filing nine fraudulent claims between September 4.
1979, and June 24, 1982. Of these, eight were paid, resulting in an over-
payment of approximately $66,000.

On June 20, 1983, a flood insurance policyholder in Alexandria, Loui-
siana, pleaded guilty to conspiracy in connection with the filng of
fraudulent claims involving $37,025.

While the contracts have been audited, the FEMA IG has not conducted
internal audits of the FEMA management of the programs An audit of
FEMA’s management could 1dentify underlying causes of the fraud and
abuse and could result 1n corrective action to help prevent these types of
activities in the future

FEMA audit officials told us they do not have sufficient audit or investi-
gative resources to meet the demand and that requests for additional
staffing have been unsuccessful. At the time of our review, the Otfice of
the FEMA 1G had a full-time staff of 20 auditors, 8 investigators, and 5
support staff The IG has estimated that the staff resources needed total
75. Anticipating shortfalls in both audits and investigations, the tormer
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1G unsuccessfully requested in fiscal year 1985 that the staff size be
increased to 60. With regard to audits, he indicated that 1f the staffing
levels were not increased, only limited audits in the areas of accounting,
admuinistration, and one major program, disaster assistance, could be
accomplished, and no audit coverage of the other four FEMA directorates
(Traiming and Fire Programs, Federal Flood and Crime Insurance Pro-
grams, National Preparedness Programs, and Emergency Operations)
would occur. In fact, the 1G attributed many of FEMA’'s current problems
to a lack of audit coverage and listed at least 18 major functional areas
that had received little or no audit coverage in the past due to staff
shortages, for example

administration,

automatic data processing precurement,
federal insurance admunistration,
contract administration, and

property management

The 1G cited simtlar staffing problems 1n the investigations area. He
noted that with only eight investigators, his office cannot reduce the
growing backlog of pending administrative and criminal cases. We noted
that the investigative case backlog had increased from 200 in August
1983, to 267 in December 1984, and to 273 1n September 1985. Further-
more, the caseload assigned to investigators is large, senior investigators
have up to 60 cases assigned to them at one time. One investigator told
us that he had some cases for a year that he has not yet started. More-
over, a study of the FEMA 1G Investigations Division, conducted at the
request of the former FEMA I1G from September 1984 to January 1985 by
an investigator from the Immigration and Naturalization Service, found
that there was a significant number of cases with no investigative
actions for 1 to 2 years. He concluded that the investigative division
appeared to be significantly understaffed in hght of the workload and

the high degree of vulnerability to fraud and abuse associated with sev-
eral FEMA programs.

At the Farm Credit Admuinistration, an Office of Internal Audit was not
established until October 1984. Its director was assigned two criminal
investigators and was authorized to hire three auditors. In August 1985,
one internal auditor was hired and began working on an internal audit
of the Securities Section In late September 1985, two more auditors
were hired At the end of our review, no internal audit reports had been
1ssued by the internal audit staff. We found that prior to this time, the
only mternal audits were performed by personnel temporarily detailed
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from the 170 person staff of the Office of Examination (OE) This organi-
zation has program responsibility for supervising and coordinating
examinations of farm credit banks, associations, and other farm credit
system components It conducts examinations to assess bank operations
and issues reports to bank managers and the head of rca on 1ssues such
as credit administration, credit quality, and fiscal management

Because the examinations it conducts are part of the program responsi-
bilities of Fca, OE does not possess the degree of independence required
of an internal audit function. The internal reviews performed by the
loaned personnel culminated in two internal audit reports during fiscal
years 1983 and 1984. These reports covered FCA internal accounting
functions. However, OE did not canduct any review to assess Fca effec-
tiveness and efficiency in carrying cut its mission, which is to supervise
and regulate the farm credit system.

At the National Science Foundation, which has an audit staff but no
investigative staff, we found that several important areas, including
major procurements and cash management, had not received audit cov-
erage. These areas include two of NSF's most important functions—
awarding grants and contracts and disbursing funds to the awardees. We
found that audits of these functions have been planned for several years
but have never been performed. A major procurement audit, which was
planned for fiscal years 1982, 1983, 1984, and 1985, was not conducted.
This audit was to evaluate the policies and procedures used by NSF to
award 11,000 grants and 1,400 contracts yearly, the cost of which con-
stitutes over 90 percent of the agency’s $1.3 billion budget.

Cash management audits, which were planned but not conducted 1
fiscal years 1984 and 1985, were to have evaluated (1) the methods
used to provide cash to grantees and contractors through letters of
credit and cash advances, (2) disbursements for contracts and vendor
invoices, (3) debt collection, and (4) reports to the Treasury. Other
major areas in which audits have been delayed include a review of a
new in-house property management system which accounts for and con-
trols over $8 million worth of property and a review of microcomputer
acquisition, support, and work force integration which is intended to
assess the validity of NSF's current $1.6 million microcomputer acquisi-
tion effort This audit was planned during fiscal year 1985, but was
postponed.

In large part, NSF officials attributed audit coverage problems to a
shortage of audit resources. In an internal request for additional audit
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nternal Audit and
nvestigative Staffs
\re Not Evaluating
ignificant Fraud
’roblems

staff dated June 14, 1985, the director of audit and oversight identified
over 40 functional areas which he felt should be audited at 2-year inter-
vals. However, at current staffing levels, the Office of Audit s able to
perform only about 30 audits every 2 years, instead of the 40 audits
deemed necessary by the director. This same official also noted that
while NSF was authonzed 14 auditors in 1980, only 10 were authorized
at the time of our review, nearly a 30-percent decrease.

At opM, the Office of Inspector General (nonstatutory) has an internal
audit staff, an insurance audit staff, and a small investigative staff We
found that the 1G’s internal audit and evaluation capability had been
reduced 1n recent years. Currently, the internal audit staff totals eight.
In 1982, the insurance audit function—which performs audits of insur-
ance providers—and the 33 auditors who carried 1t out were trans-
ferred from the Compensation Group to the IG’s office. However, during
that same period, a program evaluation staff of seven, which conducted
program results evaluations, was transferred out of the 1G's Office The
msurance auditors are not used for internal audits because they are sup-
ported by trust funds from employee contributions to health and life
msurance programs. Thus, the IG’s capability to do internal evaluations
of opM programs actually decreased by almost 50 percent—from 15 to 8
staff members—since 1982. The acting 1G told us that because of his
small internal audit staff, he must rely on an internal review quality
assurance unit within the Compensation Group to do most of the audits
of the multibillion dollar retirement program. He felt that this group
lacked independence because 1t reports to program officials

One of the important purposes of the 1G Act was to promote the preven-
tion and detection of fraud, waste, and abuse. To achieve this goal, the
act created each IG as an independent and objective unit and charged 1t
with the responsibility to “conduct and supervise audits and investiga-
tions” and to “provide leadership and coordination and recommend poli-
cies . to prevent and detect fraud and abuse in such programs and
operations.” During the course of our review, we found that at two of
the agencies we reviewed 1n detail (Fca and 0PM), the primary audit and

mvestigative groups were not evaluating significant fraud problems con-
fronting their agencies

At FCA, we found that the internal audit office morutors only investiga-
tions of alleged fraud committed by employees of farm credit banks and
does not evaluate fraud perpetrated by farm credit bank borrowers
However, fraud commutted by borrowers 1s a significant problem in
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terms of numbers of cases and dollars involved For example, during
fiscal year 1984, rca’s Office of Internal Audit conducted six investiga-
tions of alleged employee fraud involving $2 4 million 1n losses Dur
the same period, the farm credit banks conducted 158 investigatior
alleged borrower fraud. Although we only reviewed 36 (23 percent;
the borrower fraud cases, we found that these alone involved more th
$6 6 million 1n expected losses.

The two criminal investigators assigned to the internal audit office
investigate fraud perpetrated by employees of the banks. Borrower !
fraud is investigated by the banks and referred directly to local U S. |
attorneys. The banks are required to send copies of borrower fraud
referrals to Fca's Office of General Counsel, which 1n turn periodically
transmits them to the Department of Justice However, no one at Fca
tracks their disposition or otherwise analyzes them to 1dentify trends,
characteristics, or underlying management weaknesses so that a corre
tive action plan may be formulated and implemented When we dis-
cussed this 1ssue with the director of internal audit, he said he was not
reviewing borrower fraud cases because he was restricted by FCA's regL
lations to investigating only alleged fraud committed by bank ‘
employees Nevertheless, we believe that he should be evaluating all
alleged fraud cases involving the farm credit system to determine unde
lying causes and systemic weaknesses 1n order to identify preventive
measures needed

Many of the borrower fraud cases we reviewed appeared to be directly
traceable to long-standing weaknesses in bank and association opera-
tions which have been repeatedly reported by Fca’s Office of Examina-
tion and Supervision (formerly OE). For example, in 1984 the Office of
Examination and Supervision (0ES) found that in one federal interme-
diate credit bank, management was following faulty credit administra-
tion practices and allowing liberal extensions of credit to borrowers.
During the same period, this bank reported 127 borrower fraud cases tc
the U.S. attorney, or over 80 percent of all borrower fraud cases
reported that year in the farm credit system. Among these cases were
the following

One production credit association (Pca) disbursed $256,783 to a bor-
rower 3 months after reporting him for a violation of 18 U.S.C. 658,
involving conversion of loan collateral for personal gain on a previous
loan. The borrower obtained this second loan with a falsified applica-
tion, then committed conversion again. Expected loss' $166,714
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Another pca allowed a borrower to obtain the signatures of cosigners to
a loan application without a Pca witness present The borrower forged
the signatures Expected loss. $40,179.

In 1981, one Pca had a borrower who incurred a $180,000 loss Thas loss,
combined with falling real estate values, left the borrower 1n a position
the pca described as “highly leveraged . with little opportunity for
viability ”’ Nevertheless, the Pca continued to advance funds to the bor-
rower through March 1, 1983, increasing his loan balance from $460.000
to over $600,000. The borrower subsequently converted collateral
pledged for the loan for personal use Expected loss' $199,150

At orM, we found that most of the alleged fraud in the retirement pro-
gram 1s not investigated, tracked, or analyzed by the Office of the
Inspector General. Rather, these functions are carried out by an office
reporting to officials who are responsible for administering the federal
retirement program This office 1s the Program Integrity Section of the
Retirement Inspection Branch in orM's Compensation Group. The func-
tion of the Program Integrity Section is to 1dentify and resolve fraud,
waste, and abuse In connection with payments relating to the Civil Ser-
vice Retirement Fund This unit may become aware of an error or irregu-
larity in any one of three ways (1) a tip from an employee or the public,
(2} a report from the I1G's office based on a tip, or (3) the results of an
automated file match conducted within 0PM or with other agencies An
official in the Program Integrity Section told us that the section 1denti-
fies about 300 cases annually 1nvolving alleged retirement fraud. These
cases are referred to the U.S Treasury’s Secret Service

We found that the IG 1s not evaluating the vast majority of these cases
The IG only tracks these cases resulting from tips sent directly to his
office. The chief of the Retirement Insurance Branch informed us that
there 1s no criteria governing which office 1s designated to receive fraud
tips. Those tips which do not come to the 16 originally are reported to
the IG only 1n year-end statistical reports. The breakdown of fraud tips
between these two units during the period October 1, 1983, to March 31,
1985, 1s summarized in table 3 2

Table 3.2: Fraud Tips Received by OPM,
Jctober 1, 1983 to March 31, 1985

Cases Cases with
- processed Percent overpayments Percent Amount Percent
G 78 1 4 7 §18.209 3
Program
ntegnty B 438 85 52 93 627,894 i
Totals 516 100 56 100 $646,103 100
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Lack of Effective Audit
Resolution and Follow-
Up Systems

At two of the agencies we reviewed 1n detail, we found that audit resc
tion and follow-up systems did not meet GAO standards and OMB requure
ments One of the problems cited by the Congress 1n enacting the IG
legislation immvolved inadequate attention to audit findings and recom-
mendations. At about the same time, we reported* that more effective
actions were needed to ensure that audit findings are acted upon We
recommended, in part, that

OMB make changes to its management circulars to require that agency
auditors keep accurate records of all findings until final disposition,
program admimstrators be given 6 months to reach decisions resolving
audit findings, and

a high-level official (who 1s independent of both the auditors and the
program administrator) be appointed 1n each agency and designated to
oversee audit resolution and periodically report to the agency head on
the disposition of audit findings

Subsequently, OMB took steps to strengthen the audit resolution and
follow-up process in federal agencies, culminating in the 1ssuance of oM
Circular A-50 1n September 1982 This circular requires, among other
things, that the agency head designate a high-level management officia
to oversee audit follow-up, resolution, and corrective action oMB Cir-
cular A-50 also requires the audit follow-up official to ensure that

accurate systems of audit follow-up, resolution, and corrective action
are documented and 1n place;

timely responses are made to all audit reports;

corrective actions are actually taken; and

semiannual reports are provided to the agency head on the status of all
unresolved audit reports over 6 months old (as well as why th¢ have
not been resolved and a timetable for their resolution), the number of
reports 1ssued or recommendations made during the period, the amoun
of disallowed costs, collections, offsets, write-offs, demands for pay-
ment, and other monetary benefits resulting from audits These report:
should include an update on the status of previously reported
unresolved audits

We found that FEMA and NSF did not meet OMB audit resolution and
follow-up requirements At FEMA, the former Director had not appointe

More Effective Action [s Needed on Auditors Findings—\ilhons Can Be Collected or Saved
(FGMSD-79-3, October 25 1978)
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a high-level management official to be responsible for the audit resolu-
tion and follow-up process as required by oMB Circular A-50 Rather,
FEMA audit regutations which predate oMB Circular A-50 assign this task
to the inspector general Since audit officials do not have authority to
require action, this arrangement may not provide management officials
with the necessary incentive to take appropriate corrective actions
FEMA audit officials told us that responses to internal audit reports are
often argumentative, defensive, and unclear as to what action will be
taken They also said that the designation of a high-level management
official responsible for resolution and follow-up would go a long way
toward improving the degree to which audtt recommendations are fol-
lowed because such an individual would have authority to require
action—authority which auditors do not have. We also found that there
were no complete records documenting the resolution decisions and cor-
rective actions In addition, oMB Circular A-50’s reguirement for a semui-
annual report depicting the status of audit resolution to the agency head
was not bemng met

OMB Circular A-50 states that audit follow-up 1s an integral part of good
management and 15 a shared responsibility of agency management offi-
clals and auditors Further, 1t assigns audit officials to oversee the work
performed by nonfederal auditors in connection with federal programs
In additien, the GAO internal control standards state that auditors are
responsible for following up on audit findings and recommendations to
ascertain that resolution has been achieved However, at NSF we found
that the Office of Audit was not involved in and did not track or assess
the adequacy of resolution of audit findings reported by public
accounting firms and other federal agencies on NSF grants and contracts
1ssued to noneducational institutions.

The Office of Audit 1s responsible for these audits It helps arrange for
the audit either by contractual agreements with public accounting firms
or other federal agencies, such as the Defense Contract Audit Agency or
the Department of Health and Human Services, and receives the audit
report upon completion After reviewing these reports to ensure the ade-
quacy of the work, the Otfice of Audit forwards them to another AsF
office, the Award Accountability Branch of the Division of Grants and
Contracts, which in turn resolves the audit findings However. while the
Office of Audit recerves a resolution status report indicating whether or
not the recommendations have been implemented, NSF procedures did

not require the audit office to be informed of what action had been
taken
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The acting head of the NSF Office of Audit told us he was very concernr
that has office does not know how these findings are resolved While o1,
review was ongoing, he proposed a change to the audit follow-up sectio
of the NSF manual that would require the Award Accountability Branch
to transmut information to the Office of Audit specifically depicting the
results of the resolution process, including a comparison of questioned
costs with actual recoveries and justification for the settlements made
At the end of our audit, we were told that this change had been
approved, however, as of March 14, 1986, a system had not yet been
established to effect these procedures
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Conclusions

There are billions of dollars expended by agencies not covered by 16 A
requirements These agencies perform diverse and important govern-
mental functions and employ significant numbers of personnel Qur
analysis of a sample of these agencies showed that the audit and inve
gative groups experienced many of the same problems that prompted
the Congress to establish statutory inspectors general in selected age
cies These problems included a lack of independence, inadequate cov
erage of agency programs, no evaluation of significant agency fraud
problems by internal audit staffs, and inadequate resolution and follo
up systems

Twelve of the 41 agencies surveyed had external or organizational
impairments to audit independence At 11 of these 12 agencies, we
found that the head of the audit unit did not report to the agency hea
or his deputy, contrary to GAO audit standards concerning organizatio
independence of audit units and oMB Circular A-73 Those 11 agencie
were ACTION, the Peace Corps, the Export-Import Bank; the Interst
Commerce Commuission, the Department of .Justice, the Merit Systems
Protection Board, the National Labor Relations Board, the National R
road Passenger Corporation (Amtrak), the National Science Foundati
the Federal Reserve System, and the Department of the Treasury Th
one agency affected by external impairment was FEMA

Two of the four agencies we reviewed 1n detail (FEMA and NSF) had sig
nificant and/or highly vulnerable programs and functions receiving
little or no internal audit coverage In addition, one agency, FcA, had n
independent review as to how well it carries on 1ts mission to regulate
and supervise the farm credit system Because of a lack of internal au
tors at OPM, most of the audit coverage of the multibilhon dollar retire
ment fund 1s not accomphished - the internal audit staff but rather is
conducted by a group who reports te program managers The audit a
Investigative groups at OPM and FCA were not evaluating significant
fraud problems confronting their agencies Also, FEMA and M\SF did not
meet the audit resolution and follow-up requirements set forth in 0MB
Circular A-50

The 1G Act was passed by the Congress to improve agency operations
upgrading and improving the effectiveness of audit and investigative
functions, specifically by estabhishing independent and objective units
carry out these functions and to report the results to the agency head
deputy and to the Congress. 1

Page 30 GAO/AFMD-86-11 Nonstatutory Audit Gro



Chapter 4
Conclusions and Recommendations

lecommendations

Legislation was recently introduced 1n the Congress that would extend
IG Act protections and requirerents to most existing executive branch
audit units. This legislation would significantly upgrade most nonstatu-
tory audit units in the federal government because 1t provides that the
audit unit director (1) must report to the head or deputy head of the
federal entity, (2) cannot be removed or transferred without the reasons
being communicated to the Congress, and (3) must comply with semian-
nual reporting requirements to the Congress This legislation would
improve the independence of and provide protection to the audit and
mvestigative functions

Such legislation would help prevent the type of impairment to indepen-
dence perceived by the former nonstatutory I1G at FEMA since 1t would
require an agency head to report to the Congress the reasons for any
removal or transfer of the audit unit head

It would also result in the estabiishment of more effective audit resolu-
tion and follow-up systems and keep the Congress and the heads of fed-
eral agencies more informed about significant fraud problems
confronting each agency In addition, we belheve that the higher visi-
bility of the audit and investigative functions would result in greater
attention to the resource needs of these activities, thus improving audit
coverage and investigative response. In light of the problems we found
in this and other reviews of internal audit operations, and in keeping
with our special responsibility to ensure the adequacy of federal
mternal audit activities, we strongly support legislation of this nature

To correct the problems we found at the agencies included in our review,
we recommend that

the heads of ACTION, the Peace Corps, the Export-Import Bank, the
Interstate Commerce Comnussion, the Department of Justice, the Merit
Systems Protection Board, the National Labor Relations Board, the
National Railroad Passenger Corporation (Amtrak), the National Science
Foundation, the Department of the Treasury, and the Federal Reserve
System take immediate steps to ensure that the heads of audit units
report directly to them or their deputies;

the Directors of FEMA, NSF, and OPM, and the Acting Chairman of the Fca
ensure that all important and vulnerable agency programs and functions
are reviewed;

the Directors of FEMA and NSF establish audit resolution and follow-up
procedures; and
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« the oPM Inspector General and the Fca Director of Audit evaluate all ot
the significant fraud problems confronting their agencies to determin:
underlying causes and systemic weaknesses 1n order to identify preve
tive measures needed

/
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Letter From the Chairman, Legislation and
National Security Subcommittee, House
Committee on Government Operations

JACK BROOKS TEX CHAIRMAN FRAMK MORTON N Y

OON FLAUA FLA JOHN N ERLENBORN I

WILLIAM F CLINGER, J0
ELLIOTT M LEVITAS GA v
HENRY A WAXMAN CALIS AN BUATON IND
STEPMEN  WEAL NT
TOM LANTOS CALIF —_—
RONALG D COLEFAAN TEX NINETY EIGHTH CONGRESS 1258147

Congress of the Wnited States
House of Representatives

LEGISLATION AND NATIONAL SECURITY SUBCOMMITTEE
OF THE

COMMITTEE ON GOVERNMENT OPERATIONS
RAYBURN HOLISE OFFICE BUILDING AOOM B-373
WASHINGTON DC 20515

November 20, 1984

Honorable Charles A. Bowsher
Comptroller General

U.S. General Accounting Office
44]1 G Street

washington, D.C. 20548

Dear General

The GAO report Status of Internal Aud:t Capabilities of Federal
X dgencles Without Statutory Inspectors General (AFMD-84-45), provided
' useful i1nformation on the audit capability of agenciles not subject to the
Inspector General Act of 1978, In order to fac:ilitate the Committee's
continuing review :n this area, 1 would appreciate 1t if you would conduc
a study of the aud:t groups established :n the agencies which are not

subject to the 1978 Act. This review should 1) :dentify and verify the
names of the various units and their components, 1f any, 2} determ.me

their miss:ion, their staffing level, the types of audits conducted, and
the existence of audit follow-up procedures, and 3) on a sawvmple bas:s,

review such other aspects cf the offices as may be necessary to determine
their general effect.veness.

I would apprec:ate having this :nformat.on prov.ded no later than
February 1, 1985.

With best wishes, I am
{ncerelw,

o/l

CK™BROOKS
hairman
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tatutory Inspector General Legislation

Public Law No.

Departments and agencies

Date enacted

PL 94-505 Health, Education, and Welfare {now Mealth 10/15/76
and Human Services}
PL 9591 Energy 0B/04/77
P L 95452 Agnculture 10/12/78
Interior
Commerce
- Housing and Urban Deveiopment
o Labor - B
Transportation
- Environmental Protection Agency
Veterans Administration
General Services Admimstration
National Aeronautics and Space
Administration
T Small Business Administration i B
Cgm—rﬁ[;rﬂ Services Administration® 7
P L 96-88 (amended Educaton 101779
P L 95-452)
PL 96-465 State 10/17/80
P 1L 87 113 (amended Agency for International Development 12/29/81
PL 95452)
PL97-252 (amended  Department of Defense 09/08/82
L 93-804)
PL 98-76 Railroad Retirement Board® 08/12/83

3The Commumity Services Admimistration no longer exists Its Office of Inspector General created in the

1978 Act, 1s not functiomng

PAt the time of our review, the Inspector General for the Railroad Retirement Board had not yet been
appointed However an |G was nominated in Cctober 1985 and confirmed by the Senate in December

1985

Page 35

GAO/AFMD-86-11 Nonstatutory Audit Groups

v



¥

Appendix [I1

Agencies With Audit and/or Investigative Unit
Not Subiect to I(z Legislation

dvvv LA T —VO—'v—

Do!lars in milions

------

ﬂ T ST Olv.
DUUHGI ﬂl.llllUIll.’

Total agency
staff size Siz
Agency name and mission® FY 1985°  FY1984°  FY 1985 A/l st
ACTION
ACTION s purpose 1s to mobilize Amer cans for voluntary service throughout
the ‘mited States through programs which heip meet basic human needs
ar¢, pport the self help efforts of low-income mdnwdua s and communities 481 $1356 $1493

Commodny Futures Tradlng Commussion

The Commission regulates trading on futures exchanges commodity

exchange members public brokerage houses, Commission-registered

futures industry sales peopie and commod|ty trading adwsors 567 267 276

Consumer Product Safety Commission

The purpose of the Consumer Product Safety Commuission is to protect the

puplic against unreasonable risks of injury from consumer products to assist
consumers to evaiuate the comparative safety of consumer products, to

deve op uniform safety standards for consumer preducts and minimize

conflicting state and local regulations and to promote research and

investigation into the causes and prevention of product-related deaths,

Inesses and injuries 502 353 360

Corporatnon for Pubhic Broadcastmg

The Corporation for Public Broadcasting has two major activities (1) direct

payments to public te evision and radio stations to be used at their discretion

for purposes related primari y to program production or acquisttion and (2)

support for the production and acguisit on of radio and television programs

for national distripution 102 1375 150 5
Equai Employment Opportunity Commission

The purposes of the Equal Employment Opportunity Commissicn are to

ekminate discnmination based on race color religion, sex, naticnal ongin, or

age in hirng promoting, firng wages, testing training, apprenticaship, and

all other conditions of employment 3,107 154 0 1637

Export |mpon Bank
The Export Import Bank of the United States aids n financing exports of U §

goods and services it has implemented a vanety of programs to meet the

needs of the U S exporting community 341 8292 39397

Farm Credit Admimstration

The Farm Credit Admin strat on 1s responsible for the superwvision,

exam nat on and coordination of the borrower-ocwned banks and

associat ons that make up the cooperative farm credit system 287 None None

Federal Communications Commission

The Federat Communications Comm ssion regulates interstate and foreign

communicaticns by radio ie evision wire and cable [t s responsible for the

orderly development and operation of broadcast services and the provision

of rapid efficient nationwide and wor dwide telephone and telegraph

services at reasonable rates It also promotes safety of ife and property

through rad o and the use of radic and telev sion faciities to sirengthen the

nat onal defense 1818 $890 $954
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Appendix IIT
Agencies With Aundit and/or Investigative
Units Not Subject to IG Legislation

Budget authority®
Total agency
staff size Size of
ncy name and mission?® FY 1985° FY 1984° FY 1985 A/l staff

gral Deposit Insurance Corporation
rederal Depos t nsurance Corporation was established to promote and

erve public confidence n banks and to protect the money supply

1gh prowision of insurance coverage for bank depostts and periodic

sinations of insured state-charlered banks wh ch are not members of the

ral Reserve System 3554 None None |

2ral Electron Commission
~ederal Election Commussion administers formulates, and seeks to

in comphance with the campaign financing provisions of the Federal

tion Campaign Act of 1971 as amended, and Title 26 of the United

3s Code 235 107 130

zral Emergency Management Agency

rederal Emergency Management Agency was created to provide a

& point of accountability for all federal emergency preparedness,

|[ation and response activities The agency 1s chartered to enhance the

ple use cf emergency preparedness and response resources at the

ral state and local levels of government in prepanng for and responding

g full range of emergencies—natural and man-made-—and to Integrate

a comprehensive framework activities concerned with hazard mitigation,

aredness planning relief operations and recovery assistance 2,564 658 0 5298

[N
N

eral Home Loan Bank Board

Federal Home Loan Bank Board was established to encourage thnft and

omical home ownership The Bank Board supervises and regulates

1gs Insttubons which specialize in the financing of residential real

te and are the country s major private source of financing for the

struction and purchase of homes 657 None None 21

eral Mantime Commission
Federal \antime Commission regulates the waterborne foreign and

iestic offshore commerce of the United States ensures that U S

national rade s open to all naticns on fair and equitable terms and

ects aga rst unauthornized, concerted activity In the waterborne

merce ¢f the Un ted States 212 109 123 1

eral Mediation and Conciliation Service

Federat *ediation and Concthat on Service represents the pubhc interest
somoting the development of sound and stable abor-management
lonships preventing or mimmMizing work stoppages by assisting abor
management to settie therr disputes through mediation, advocating
sclive bargaining, mediaton, and vo untary arbitration as the preferred
esses for settling 1ssues between employers and representatives of
loyees developing the art science, and practice of dispute resolution,
fostering constructive joint relat onships of labor and management

ers toincrease lherr mutual understanding and the solution of common
Jems 362 233 238 -
eral Reserve System

Federa Reserve System the central bank of the Urited States, 1s

ged witn admimstenng and making policy for the nation's credit and

etary arfars Through its supervisory and regulatory banking functrons,

~ederal Reserve helps keep the banking indusiry in sound condition,

able of responding to the nation s domestic and international financial

1s and ob.ectives 1,614 None None

.3
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Appendix [II
Agencies With Audit and /or Investigative
Units Not Subject to IG Legislation

Total a ol‘;cy
staff size
Agency name and rission® FY 1985°

Budget authority®

FY 1984

FY 1985

S,
A/l s

Inter-American Foundation

The Inter-Amenican Foundation 1s an independent government corporation

that supports soctal and economic development in Latin America and the

Caribbean it makes grants primarly to private, indigenous organizations that

carry out self-help projects benefiting poor people 67

$130

$120

interstate Commerce Commission

The Interstate Commerce Commisston regulates interstate surface

transportation, including trains, trucks, buses, water carners, freight

forwarders, transportation brokers, and a coal slurry pipeline The

Commission ensures that the carners it regulates will provide the public with

rates and services that are fair and reasonabie 839

58 8

535

Legal Services Corporation

The Legal Services Corporation I1s a private, nonprofit crganization

established by the Legal Services Corporation Act of 1974 to provide

financ al support for legal assistance in noncriminal proceedings to persons

who cannot afford legal services 174

2750

3050

Merit Systems Protection Board

The Ment Systems Protection Board protects the integnty of federal merit

systems and the rights of federal employees working in the systems In

overseeing the personnel practices of the federal government, the Board

conducts special studies of the merit system, hears and decides charges of

wrongdoing and employee appeals of adverse agency actions, and orders

corrective and disciplinary actions against an executive agency or employee

when appropriate 412

243

253

National Consumer Cooperative Bank

The National Consumer Cooperative Bank encourages the development of

new and existing cooperatives The Bank provides specialized credit and

technical assistance to eligible cooperatives that provide goods, services,

housing, and other facilities to their members as ultimate consumers 102

None

None

National Credit Union Administration

The National Credit Union Administration is responsible for chartering,

Insuring, supervising, and examining federal credit umons and for

administenng the National Credit Union Share Insurance Fund It also

manages the Central Liquidity Facility, a mixed-ownerstip government

corperation whose purpose 1s to supply emergency loans to member credit

unions 604

2233

46 1

National Endowment for the Arts

The goal of the Nationat Endowment for the Arts 1s the fostering of

professional excellence of the arts in Amenca, to nurture and sustain them,

and to help create a climate in which they may flourish so they may be

experienced and enjoyed by the widest possible public 242

162 2

1637

National Endowment for the Humanities

The National Endowment for the Humanities s an independent grant-making

agency established by the Congress in 1965 to support research, education,

and public programs in the humanities 231

1409

1402

National Labor Relations Board

The National Labor Relations Board administers the nation s laws relating to

laber relations It s vested with the power to safeguard employees' nghts to

organize, to determine through elections whether workers want unions as

their bargaining representatives, and to prevent and remedy unfair labor

practices 3,000

$1336

Page 38

GAO/AFMD-86-11 Nonstatutory Audit Gr



Appendix T

Agencies With Audit and/or Investigative

Units Not Subject to IG Legislation

Total a?fency
staff size
|lency name and mission® FY 1985

tional Railroad Passenger Corporation (Amtrak)
e mission cf the National Railroad Passenger Corporation 1s to provide a
lanced national transportation system by developing, operating, and

Budget authority®

FY 1984®

FY 1985

Size of
A/l staffc

proving U S ntercity ral passenger service 20,855

itional Science Foundation

e National Science Foundation promotes the progress of science and
yneenng through the support of research and education programs Its

jor emphasis I1s on high quality, science-dniven research, the search for
sroved understanding of the fundamental laws of nature upon which our
ure well-being as a nation depends The National Science Foundation also
Jports applied research in several areas |ts educational programs are

ied at ensunng increased understanding of science at all educational

els and an adequate supply of scientists and engineers to meet our
Jntry’s needs

tional Transporation Safety Board

2 National Transportation Safety Board seeks to ensure that all types of
asportation in the United States are safely operated The Board
estigates accidents, conducts studies, and makes recommendations to
sernment agencies, the transportation industry, and others on safety
asures and practices

1ghborhood Reinvestment Corporation

2 major activities of the Neighborhood Reinvestment Corporation include
: establishment of Neighborhood Housing Services and Apartment
orovement Programs n older, declining residential neighborhoods,
ntifying, evaluating, and supporting neighborhood preservation projects
it show promise as strategies for reversing neighborhood deciine,
Micating successful neighborhood preservation projects, and promoting a
tional secondary market for local Neighbarhood Housing Services’
rolving loan funds

iclear Regulatory Commussion

e Nuclear Regulatory Commission hcenses and regulates the uses of

clear energy to protect the public health and safety and the environment
loes this by icensing persons and companies to buld and operate nuclear
ictors and to own and use nuclear matenals The Commission makes rules
d sets standards for these types of licenses It also carefully Inspects the
tivities of the persons and companies licensed to ensure that they do not
late the satety rules of the Commssion

$19382

$6840

107

1,033

13283

1,5055

357

210

219

200

160

155

3,318

4858

4439

29

fice of Administration, Executive Office of the President

e Office of Administration, headed by the Director, provides admimistrative
pport services to all units within the Executive Office of the President,
cept those services which are in direct support of the President

fice of Personnel Management (OPM)
e Office of Personnei Management administers a merrt system for federal
1ployment, which includes recruiting, examining, training, and promoting
ople on the basis of their knowledge and skilis, regardless of their race,
igion, sex, political influence, or other nonment factors OPM's role 1s to
isure that the federal government provides an array of personnel services
applicants and employees Through a range of programs desigred to
welop and encourage the effectiveness of the government employee, OPM
pports government program managers in their personnel management
sponsibilities and provides benefits to employees directly
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143

162

3,404

$53,087 2

$56,374 5
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Appendix ITT
Agencies With Audit and/or Investigative
Units Not Subject to IG Legislation

Total agency

statf size
Agency name and mission? FY 1985

Budget authonty®

Siz.:
FY1%88  FY1985  Ajlst

Panama Canal Commission

The Panama Canal Commission maintains and operates the Panama Canal
and the facil ties and appurtenances related thereto, cocrdinates the
operation of the waterway and other activities with the Republic of Panama,
and correlates joint actions in harbors and port areas, certan housing and
public areas, and some civil protection functions 7.835

Peace Corps

The Peace Corps purpese s to promote world peace and friendship, to help

the people of other countries in meeting ther needs for trained manpower, to

help promote a better understanding of the American peopie on the part of

the peoples served and to promote a better understand:ng of other peoples

on the part of the Amencan people In 1977, the Peace Corps Act was

amended to emphasize the Peace Corps’ commitment toward programming

to meet the basic needs of those living in the poorest areas of the countnes

in which the Peace Corps operates 894

$4137 34298

117 2 127 9

Pension Benefit Guaranty Corporation
The Pension Benefit Guaranty Corperation guarantees basic pension
benefits In covered private plans If they terminate with insufficient assets 490

Nene None

Railroad Retirement Board®

The Railroad Retirement Board administers comprehensive retirement-

surviver and unemployment-sickness benefit programs for the nation s

ralroad workers and therr families, under the Railroad Retirement and

Rallroad Unemployment Insurance Acts In connection with the retirement

program the Board has administrative responsibiiities under the Social

Securnity Act for certain benefit payments and railroad workers’ Medicare

coverage 1518

11,3920 12,802 6

Secunties and Exchange Commussion

The Securities and Exchange Commisston provides the fullest possible

disclosure to the nvesting public and protects the interests of the public and

investors against malpractices in the secunities and financial markets 2,046

940 106 4

Smithsomian Institution

The Smithsonian nstitution performs fundamental research, publishes the

results of studies, explorations and investigations, preserves for study and

reference cver 100 mill on items of scientific, cultural, and fustorical interest

maintains exhiboils representative of the arts, American history, technology,

aeronautics and space exploration and natural history, participates in the

internaticnal exchange of learned publications and engages in programs of

education and national and iInternat onal cocperative research and training

All these act vities are supperted by its trust endowments gifts, grants, and

contracts and funds appropnated to 1t by the Congress 4,281

2136 2307

Tennessee Valley Authority

The Tennessee Valley Authornty i1s a government owned corporation that

conducts a unif ed program of resource development for the advancement of

economic growth in the Tennessee Valley region The Authornity s program of

activities includes flood control navigation development, electric power

preduction fertihzer development recreation improvement, and forestry and

wildlife development While its power program Is financially self-supporting,

other programs are financed primar ly by congressional approprtations 21787

sw97  sss35 !

Page 40

GAO/AFMD-86-11 Nonstatutory Audit Gro



Appendix III
Agencies With Audit and /or Investigative
Units Not Subject to IG Legislation

Budget authonty®
Total a?ency
staff size Size of
jency name and mission® - Fy1 985 FY 1984° FY 1985 A/l staffc

uted States Information Agency

'e United States Information Agency, formerly the United States
ternational Communication Agency, 1s responsible for the U S
wernment's overseas information and cultural programs, including the
ice of Amenica and the Fuibnght scholarship program 9,351 $ 666 9

$7976 43

gpartment of Justice

1e Department of Justice serves as counsei for U S cihzens It represents

2m In enforcing the law in the public interest Through its thousands of

vyers, investigators, and agents, the Department plays the key role n

otection against criminals and subversion, in ensuring healthy business

mpetition, n safeguarding the consumer, and 1n enforcing drug.

migration, and naturahization laws The Department also plays a signif cant

€ In protecting citizens through its efforts for effective law enforcement,

me prevention, cnme detection, and prosecution and rehabilitation of

enders 63,326 34612

38372 329

partment of the Treasury

e Department of the Treasury performs four basie functions formulating

d recommending econemic, financial, tax, and fiscal policies, serving as

ancial agent for the U S government, enforcing the iaw, and

inufacturing coins and currency 114,128 $179728

$179722 1.489

ital 276,834  $94,793.2

$101,943.2 2,507

aMost mission statements were derived from The United States Government Manual 1984/85

®Budget authonty and total agency staff (full-ime permanent positions) were derived from Appendix,

Budget of the United States Government, FYS 1986 and 1987

CAudit/investigative and suppert authorized staffing level as of March 31 1986

YIncludes 27 auditor positions imited to auditing insurance providers

“While autherizing legistation for this agency requires a statutory |G, at the time of our review no {G had
been appointed and the Office of Audit was nat operating as a statutory IG office Conseguently we
included this agency In the survey However after our review was completed an IG was appointed

'Dees not include budget authonity for interest on the debt
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