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MElSSAGE FROMTHE COMPTROLLERGENERAL 

‘l’ho inauguration of a new President, represents an opportunity 1’0 reconsider 

rt;ltional priorities and to focus upon new and continuing c:hail~~ngr:s. 

As the audit,mg xm of Congress, thr General A~i:ountlng Office is 

c~lmmitted to helping Congress and the new adminisl ratiotr make! the right 

dt:c:isions. To furt,Irer t.his goal, GAO has prepared a sf!riils ot transition re- 

po~‘ts, primarily b;lsed on t,he agenc’y’s past work, to help c:ongrrlsslonal and 

estacutive branch leaders focus on major issues f’aclng t.he nat ilblt. 

The Congre!,s relics upon GAO to assess t.hcb clfficl(:t;c,! arid effec- 

tiwness of federal ]JrOgraIW. In rarrying out this work, G/1(1 h:i:, bt:comti in 

creasingly concernrd about the constquences of the ftJder;il deficit,. which 

ha:; fallen so far out of balance t,hat the nation is losing its fl~~sit)ilit,y t.o deal 

wit.h emerging problems and is in danger of Ming short, on mvrastment, in 

es>;ent,ial government operations. Federal officials often havtl hfliln forced to 

adopt a makeshifl, system that, subst it.utes inefficient c:sp~~cli~~nts for cost,- 

effective long-range solutions. Unlt~ss we find a way to deal with the deficit 

soon, the consequencw will haunt the nat.ion for gerterat~ions to come. 

Of special concern are commit~ments alreafly ma&:, bot.h military 

and domestic. that will cost billions rlf dollars. These include t ho II-2 

“Stealth” bomber, t.he cost of bailing out. hundreds of insolcrt~rt. t,hrlft institu- 

tions, and the tens of billions of dollars that will be needtbd 10 tnoclernize 

and clean up the nation’s nuclear v-eapons complex. 

The ultlmat,e issue of t,he budget is one of “affi,rdabilir~,” t,he di- 

lemma of balancing our commitment.s with the revenues availatrle to pay for 

tlwm. To resolve Lhis dilemma, t,he Congress and the administ,r;ltlon must 

make painful choices among competing demands, including I hi> choice of 

how much additional revenue to raise and how to do it. At thtl same time. 

Among the c@mmittee.s with 
which GAO has work& on 

procumt and other defense 

issu.es is the Senate Armed 

Services Commitlee, chaired by 
Senator Sam Nunn 

Opposite page: In cm.5 of severa 
meetings held with nex cabinet 
members, top GAO oflEa,% met 

with Office of Management and 
Budget Director Richard Dar- 

man. With CcnnptdLer General 

Bowsher and Mr. Dannan 

am Assistant Comptrollers 

General Richard Fog& Harry 

Havens, and l+dm-ick Wolf: 



Assistant Con~ptr0k-r General 

Harry Havens, Special Assistant 

to the Comptmhkr Genema! 

Miltun Smdur, Assistant Cmnp- 

tmlkrs General Don&i Homn 

and Ralph Carlme. 

Charles A. Bowsher 
Comptroller Generai of’ t.he United States 

- 
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GOVERNMENT FINANCIAL M.ANAGEMENT 

‘I’~ie major fiscal problem facing thr nation todq is the fedt:ral budget defi- 

(.I!. Continuing budget deficits contribute to the countq’s triIdO dtbficit; 

m&e us more vulnerable to foreign sources of financing. jmpw ;i large 

llurden on future generat,ions; and CorMrain our abilit’y to plan for and meet 

major new spending requirement.s, such as assistance to faili# financial irl- 

stitutions and long-term health c.are for an older populatil~n 

Difficult decisions on t)ol’h the revenue and spendmg sitlcs of the 

budget have to bta made to reduce 1 he deficit.. GAO has issuc>d srivoral ri:- 

ports and other information t,o assist tiw Congress, thr Prc~sidt~nt~ Elect,, and 

the National Economic Commission. GAO has proposed ihal sty. stratea of 

spending cuts should focus upon Ihe affordability of d&rw c~nd r~nt,itl?mrnt, 

programs. On the revenue side, several options should be t,onsldered, inciud- 

ing the use of a yak-added tax and taxing Social Security trencfitIs ahove an 

income threshold. In t,ransition report,s t#o the President’-Elttct ,md the Con- 

gress, G.40 pointed out that, we cannot, “grou-” or “freeze!’ our ijay out’ of the 

deficit problem or gather in some magic, pool of un~‘ollect,r~d rt’c’enues to pay 

our way out. Nor can the Gramrn-l(ildman-Hollings A-1, which wrrent,ly es- 

crnpts 70 fo 80 percent of the budget, solve thP protrlrm 111 ;i rnt~c~hanistic 

way. The new Prcsidcnt, and the Congress must commit. thy niit ion t.o a 

bipartisan multi!ear budget strate~ of spending curs and. 11 ~~twssary, tas 

increases to work our way out of the crisis of continuing ditt’icit,s. 

I t is particularly 

pleasing for me to be 
able to announce to you, 

that the revenues which 

have been established, 

promise TV be adequate 

to their objects. 

George Washington 
Anrmal Address to #w fIkmgres.s, 1791 

-- 
i 



BUDGET AND FINANCIAL MANAGEMENT The last major 

rrlbrm of the budget structure, which occurred 20 years ago, 

created the unified budget. That was an important step for- 

ward; it is time for another. ‘Ibday’s fiscal problems center on 

the structural imbalance between revenue and spending for 

general government activities and on the imbalance between 

spending on current operations and investment in capital. 
Neither issue is adequately highlighted in the present struc- 

ture of the unified budget. The debate over budget policy is 

heavily influenced by the way information is presented, so 

GAO has suggested changes in the budget structure that 

would draw greater attention to the central issues. Without 

sacrificing the comprehensiveness of the unified budget, the 

GAO proposals would subdivide the totals between general 

funds, trust funds, and government enterprises and between 

operating costs and capital investment. The table below 

shows how the fiscal year 1987 budget would have been recast 

by the GAO proposal, which expands the focus beyond the 

single deficit figure of $150 billion for that year. 

Increasingly, the Congress also recognizes the need 

to streamline the budget process, which at times has crowded 

out other legislative business. GAO suggested that the Con- 

gress address the layering, the fragmentation, and the du- 

plication of the current process by promoting better integra- 

tion among the leadership and the committees involved in 

budget matters. On the basis of studies of state biennial bud- 

geting and various federal-level biennial proposals, GAO also 

1 

thinks that biennial budgeting, particularly at macro budget 

levels as exemplified in the 1987 congressional-White House 
budget summit agreement, could help streamline the process. 

Finally, agency financial management systems 

should be improved because good budgeting must be based 

on reliable information. 

s 



SOCIAL, SECURITY’S BUDGET IMPACT The importance of 
t,hc way the budget is structured is particularly evident in the 

Social Security system. Current budget reporting masks the 

s~erity of the deficit problem because temporary trust fund 

surpluses, such as those for Social Security, highways, and 

airports, are being spent on other government programs, thus 

reducing the overall reported deficit. The $155 billion 1988 

deficit would have been $252 billion if not offset by a $97 bil- 

lion surplus in trust fund accounts. 

Much of this surplus is in the Social Security pro- 

gram, which is accumulating reserves for the retirement of 

the “baby boom” generation. By the end of 1988, these re- 

serves had reached $100 billion. However, these and other 

trust fund reserves are not like drawers full of cash that are 

set aside. The government buys treasury securities with these 

funds and spends the cash on current operations. 

The Treasury securities represent a promise to 

provide the cash that will be needed to pay future benefits. 

When the “baby boomers” retire and the government must 

make good on the promise, the securities will have to be re- 

deemed. The Treasury then will have to undertake some com- 

bination of new borrowing, taxes, or spending cuts. In 1988, 

GAO reported on the need for a new set of budget subtotals, 

for trust and nontrust operations, to assist planning for 

that time. 



COLLECTING REVENUE AS the government’s tax collector, 

an effective Internal Revenue Service (IRS) is essential to 

any solution of the deficit problem. In 1987, IRS collected 

$886 billion, 90 percent of all federal revenues. But in fiscal 

year 1988, its accounts receivable grew from $54 billion to 

$59 billion and taxpayer noncompliance resulted in an addi- 

tional estimated $87 billion in unpaid taxes. GAO directed 

recommendations to improve performance in these and other 

areas. Regarding tax compliance, the difference between 

taxes owed and taxes paid, the “tax gap,” is expected to ex- 

ceed $100 billion by 1992. GAO recommended increased en- 
forcement efforts that could narrow this gap but also re- 

ported that gaining additional revenue from enforcement will 

take time. 

IRS needs to modernize its outdated, labor- 

intensive tax-processing system. GAO advised the Congress 

that unless IRS takes immediate steps to provide greater 

computer capacity by the 199Os, it could encounter major 

problems processing tax returns, similar to those faced in 

1985. A GAO management review-in cooperation with IRS- 

produced numerous recommendations to jmprove the IRS in- 

formation systems modernization, strengthen its financial 

management systems, oversee its vast decentralized opera- 

tions, and help IRS attract and retain high quality personnel. 

A high quality staff with proper training is espe- 

cially important to IRS service to taxpayers. As GAO reported, 

IRS has had difficulties in answering taxpayer questions and 

corresponding with taxpayers accurately. The quality of tax- 

payer assistance, a long-standing problem complicated by a 

series of tax law changes, could have a major impact on com- 

pliance, because taxpayers who do not receive adequate assis. 

tance from IRS are less likely to file returns or properly pay 

taxes owed. 







b'h.NAGINGDEFENSE 

W e confide in our 

strength, without 

boasting of it; we respect 

that of others, without 

fearing it. 
Thomas J@ersm 

l!kbkr. 1793 

Defense &es an Era qf Limits 
After a Rapid Buildup 



BALANCING STRENGTH WITH AFFORDABILITY Current 

defense planning and acquisition policy reflects U.S. commit- 

ments to deal with the Soviet threat on a global basis. There 

is growing concern in the Congress and elsewhere over the 

extent to which this burden is shared by our North Atlantic 

Treaty Organization allies and Japan, particularly when com- 

pared with the large costs incurred by the United States. The 

viability of U.S. worldwide commitments and the current lev- 

els of burden sharing by U.S. allies are being rethought, and 

GAO will continue to assist in this effort. 

Over the last several years, funding for improving 

defense readiness and sustainability has increased substan- 

tially. There is no doubt that the forces are more capable to- 

day than at any time in the recent past. Nonetheless, military 

commanders believe they do not have all the forces and mate- 

rial they need to carry out our worldwide commitments. 

On the other hand, GAO’s analysis of DOD’s in- 

ventory of secondary items, such as spare parts, has shown 

that 31 percent of the $94 billion inventory exceeds its re- 

quirements. GAO will continue its efforts to identify more ef- 

ficient inventory management that will provide opportunities 

for enhancing readiness and sustainability while saving money. 

One further defense activity with enormous bud- 

getary implications is the manufacture and maintenance of 

nuclear weapons at 16 installations around the country oper- 

ated by the Department of Energy. This defense nuclear 

complex is fraught with reactor safety and environmental 

problems, such as extensive groundwater and soil contamina- 



I 1: F E K s F: 

c1 

1 II 111, which have received widespread national attention as a 

I,c>iult of GAO’s work. GAO estimated that costs for upgrading 

c>)tisl.ing capability, environmental cleanup, and waste disposal 

grill total between $100 billion and $130 till%~n over the next. 

15 pears. 

Because much of the complex was built in the 

lWis, some facilities have deteriorated to the point of requir- 

mg constant attention. Many facilities need to be upgraded to 

meet safety, health, and environmental standards. Mainte- 

nance and upgrades will cost about $20 billion. 

Another $35 billion to $65 billion is needed to 

clean up areas where the disposal of wastes has contami- 

nated groundwater and soil. Even so, to clean up some in- 

stallations may not be technically possible. Finally, the cost of 

disposal of radioactive wastes and decontaminating previous 

holding facilities will likely be more than $45 billion. 

In 1988, GAO testified 10 times and over the past 

several years has issued more than 50 reports and testimonies j 

on the defense nuclear complex. In 1989, GAO will continue 

to help the Congress address this issue. 
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PROCUREMENT The integrity and the effectiveness of DOD’s 

procurement system are judged largely on its ability to pro- 

vide reasonably priced weapons, goods, and services that 

meet performance requirements when needed. 

The rapid pace of the weapon systems buildup in 

recent years has placed tremendous pressures on DOD’s pro- 

curement system. Procurement scandals of the mid-1980s and 

the more recent investigations are indicative of the kind of 

problems that can occur when growth exceeds a system’s 

management and control capabilities. 

Confidence in the procurement system has been 

shaken seriously by the current investigations of defense con- 

tractors, consultants, and DOD officials. GAO’s work has iden- 

tified a number of practices that undermine confidence in 

the acquisition process. GAO has expressed concern about 

(1) the way in which contractor profit and weapon system 

cost data are reported, (2) lack of contractor compliance 

with legal requirements for disclosing complete and current 

cost data to the government before contract negotiations, and 

(3) ineffectiveness of contractors’ cost-estimating systems 

and evaluations of subcontractor proposals. GAO will increase 

its efforts in reviewing DOD-industry relationships. 

Prospects for continued cost overruns and procure- 

ment stretch-outs in shipbuilding, aircraft, and high technol- 

ogy weapon systems are high in an environment of reduced 

defense budget growth. For example, GAO found that the esti- 

mated cost of the Army’s command and control system for au- 

tomatically detecting, tracking, and targeting enemy aircraft 

has risen $900 million from $2.6 billion in mid-1986 to $3.5 
billion in mid-1988; it is likely to increase further as recent 

budget reductions cause the program to be stretched out. 

This system is just one of five elements constituting DOD’s 

forward air defense network being developed following the 

cancellation of the DIVAD, the Division Air Defense system. 

There are prospects for substantial cost growth in 

Navy shipbuilding. In October 1987, GAO reported projected 



(:~;t, overruns of $1.4 billion on 19 Navy ship construction 

contracts. By February 1988, the projected cost overruns had 

climbed to $1.7 billion for 17 of the contracts, and the 4 con- 

tracts awarded the previous year were already projecting over 

runs of $403 million. These overruns will be shared between 

the Navy and the shipbuilder. Such overruns increase the 

probability of contractor claims against the Navy and place 

demands on future budgets 

TEST AND W~Al’ION This is a critical function in DOD’s 

acquisition process. Short of war, it is the primary means for 

determining how well multimilliondollar weapon systems 

perform their missions before deployment to operational 

forces. Because of its importance, GAO has emphasized and 

will continue to emphasize reviews of DOD weapon testing 

and evatuation activities. 

GAO reports on military test and evaluation activi- 

ties have identified problems in the planning, execution, real- 

ism, and analysis of operational tests. The test and evaluation 

process sometimes does not result in an accurate portrayal of 

weapon performance and therefore the Congress does not 

always receive the kind of information needed for fully informed 

funding decisions. 

GAO has reported on systems such as the Aquila 

Remotely Piloted Vehicle, the B-1B Bomber, the Bradley 

Fighting Vehicle, the Advanced Medium Range Air-to-Air Mis- 

sile. and the Air Launched Cruise Missile. GAO’s work on 

these systems identified problems such as the tendency of 

DOD to move systems into production without sufficient test 

and evaluation and the inability of weapon systems to meet 

technical and operational requirements. 





TEIE TROUBLED FINANCIAL SECTOR 
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DEPOSITORY INSTITUTIONS GAO and other industry ob- 

srlrvers estimate that a thrift industry cleanup will cost at 

I~~& $85 billion. Without fundamental changes in FSLIC’s 

management of the risks it underwrites, the t,hrift industry’s 

problems will continue to mount. GAO has called for decisive 

and immediate actions to resolve thrift problems and to en 

sure that they are not repeated. 

The commercial banking industry insured by the 

Federal Deposit Insurance Corporation (FDIC), is healthier 

on average than the thrift industry. Nevertheless, 200 banks 

failed in 1988, and FDIC identified another 1,500 of the na- 

tion’s 14,500 hanks as “problem institutions.” Even though 

FDIC is solvent, recent losses have reduced its ratio of re- 

serves to insured deposits to the lowest level in years. Expen 

sive financial rescues of Texas banks, together with the loom- 

ing possibility of additional large bank failures, have 

increased apprehensions about the long-run viahility of FDlC. 

A combination of unfavorable economic conditions, 

poor management practices, inadequate internal controls, in- 

sufficient capital standards, as well as inadequate oversight 

and supervision, have caused depository institutions’ prob- 

lems. These problems occurred against a backdrop of growing 

integration within the financial services industry. Of particu 

lar note, the integration of the banking and securities indus 

t,ries has significantly eroded the effect of laws intended to 

separate them. This trend will continue, in all likelihood 

gaining momentum as it proceeds. 

These developments pose additional dangers be- 

cause the activities pursued by institutions no longer con- 

form to the traditional boundaries that largely define the 

roles of regulators. The regulators, therefore, seem no longer 

equipped to adequately supervise the evolving industry. 

In light of these problems, GAO recommended 

modernization of banking laws to keep pace with the chang- 

ing financial services industry. With lessons learned from past 

mistakes in mind, GAO recommended a number of steps to 

accompany changes to banking laws that should better (1) 

preserve bank safety and soundness, (2) prevent abusive con- 

flicts of interest, (3) protect consumer interests, and (4) 

minimize the chances that unforeseen events would de- 

stabilize our financial system. 

- 
20 



SECURITIES MARKETS GAO issued a major report in Janu- 

ary 1988, testified several times on the stock market crash, 

arrd continues to explore related issues. While many calls for 

immediate and sometimes drastic action followed the crash, 

GAO recommended a measured approach because of inade- 

quate information about its specific causes. Fear and uncer- 

tai!nty clearly had much to do with the downward spiral in 

stock prices. And GAO’s recommendations to develop con- 

tingency plans between markets, better coordinate regulation, 

and improve automated trading systems on t,he exchanges 

were designed to alleviate fear and uncertain@ and help reg- 

ulaltors and market participants better cope with financial 

crises in the future. 

The market crash heightened concern over repeal- 

ing existing banking laws. Critics of bank expansion believe 

that laws separating the banking and securities industries 

prevented the spread of the crash to the credit markets. Rut. 

regardless of how the expansion question is decided, banks 

are, and will remain, significantly exposed to the risks flow- 

ing from price volatility in financial markets because of the 

crucial role they play in extending credit to market profes- 

sionals in the clearing and settlement processes. This was 

typified by the Federal Reserve’s action in supplying liquidity 

to the panicked markets through the banking system, a step 

that most observers believe stopped the spreading crisis. 

Nevertheless, concerns remain about the adequacy 

of clearing and settlement processes. As the mechanisms that, 

directly link the credit and securities markets, they are es- 

sential to smoothly functioning financial markets Any break- 

down in these processes would create the greatest potential 

for widespread financial disruption should the events of Otto 

ber 19, 1987, repeat themselves. 

GAO continues to explore options for the Congress 

to consider in designing a regulatory structure that recog- 

nizes the reality of interrelated domestic markets and in- 

creasingly linked international markets, GAO is examining 

possible improvements in clearing and settlement processes 

and is exploring issues associated with a nationwide system 

of trading securities, the growing internationalization of mar- 

kets, and individual investor protection. 



6 
f 

,I 





CHILDREN'S HELWl'H GAO’s work on prenatal care in 1987 

led to the Comptroller General’s membership on the National 

Commission to Prevent Infant Mortality, which reported a 

need to stress prevention rather than treatment strategies as 

a more effective-and more humane-use of resources. 

The Commission concluded that the measures to 

prevent infant mortality have been known for decades, but 

the nation lacks the effective governmental and institutional 

structures needed to implement those measures. In 1989, 

GAO will examine successful programs in the United Stat’es 

and other countries to provide the Congress with proven, 

cost-effective options for action. 

One component of the prevention strategy is the 

$1.8 billion high-nutrition food program the federal govern- 

ment provides to at-risk expectant mothers and babies. Be- 

cause of limited resources, however, this program serves less 

than half of those eligible. In 1988, GAO’s review of the state- 

run supplemental food program (“WIG”), funded through the 

Agriculture Department, found that six states had developed 

cost-saving approaches to buying infant formula that allowed 

them to serve thousands more. Used nationally, these ap- 

proaches could benefit hundreds of thousands more women 

and infants. GAO will examine other state and local child 

health programs to identify similar cost-saving innovations 

that could stretch existing health care resources to reach 

more at-risk children. 

In 1989, GAO will also report on whether the care 

of chronically ill children can be made more efficient and 

more humane. GAO is contacting hundreds of families with 

seriously ill children to identify barriers to obtaining care at 

home-often a more cost-effective alternative to institutional 

care. GAO is finding, for example, that better care coordina- 

tion leads to more efficient services and reduced emotional 

burdens on both the families and the children. From its work 

in several states and children’s hospitals, GAO hopes to exam- 

ine promising options, such as care coordination networks, 

that the Congress can consider in reducing barriers to ob- 

taining care. 



FIGHTING AIDS The threat to public health posed by AIDS 

(‘I pn tinues to grow. As a consequence, federal expenditures for 

AIDS research and prevention have doubled every year since 

lM3 and now exceed $1 billion. 

Because prospects for a successful vaccine are not 

promising and treatment options are limited, education is 

st.ill the best preventive measure for containing the AIDS epi- 

demic. For the past 2 years, GAO reports have supported edu- 

cation as a budget priority that could avert, higher future 

treatment costs. Early research indicat,es that investing in ed- 

ucation paid off in the homosexual community, for instance, 

where infection rates recently decelerated in San Francisco. 

Similar efforts to educate other high-risk groups, especially 

those without adequate insurance, can reduce future public 

sector expenditures for their care. 

GAO has focused on targeting education at such 

groups-intravenous drug abusers and their sex partners, 

children, and minorities. GAO has urged especially quick ac- 

tion to control AIDS among drug abusers, who spread the 

virus to the general population. GAO is also reviewing educa- 

tion campaigns in less heavily affected areas, where impor- 

tant opportunities to forestall the further spread of AIDS 

still exist. 

In 1988, GAO reported that a stronger federal role 

is needed to guide the states in developing a national strategy 

for preventing AIDS. Federal leadership could promote inno- 

vative ways to prevent and treat AIDS developed by communi- 

ties hit early in the epidemic. 

GAO, in fact, testified that improved monitoring of 

neu: federally funded programs could quickly identify those 

that do not work and instead direct funds to programs that 

are more likely to save lives. In 1988, for example, GAO found 

significant variations in the ways communities with similar 

AIDS caseloads provide prevention and treatment services. 

GAO’s ongoing work will foster better use of federal funds to 

develop cost-effective alternatives to expensive hospitalization 

and identify successful prevention campaigns. 



REDUCING DRUG DEMAND The problem of drug abuse, 

i,ont,ributing t,o the spread of AIDS, also necessitates a fo- 

rused federal prevention strategy. Despite billions of dollars 

dtvoted to drug interdiction, an increasing number of experts 

believes that in the face of enormous demand, the nation is 

losing its war against drugs. 

Ehr several years GAO has reported on the interna- 

tional and domestic activit,ies, including 6he use of the mili- 

tary, to control drug supply. While these efforts should not be 

reduced, the Comptroller General testified that more empha- 

sis and resources should be aimed at reducing drug demand. 

While devoting substantial resources to reviewing 

law enforcement and international narcotics control pro- 

grams, GAO will increasingly evaluate drug prevention, treat- 

ment, and research to help the Congress target federal funds 

at actions that will be most cost-effective in the long term. In 

1988, GAO reported that although the Anti-Drug Abuse Act of 

1986 increased drug abuse prevention and education funding, 

the states did not conduct uniformly sufficient evaluations to 

identify what works to prevent such abuse. Consequently, mil- 

lions of dollars will be spent with uncertain benefits. GAO 

recommended tying federal funding to program effectiveness 

and widely disseminating information on the success of state 

and local programs. 

In a special report on illicit drugs in the United 

States, also issued in 1988, GAO noted that public treatment 

facilities in some major cities were greatly overloaded. GAO is 

assessing the adequacy of drug treatment capacity and exam- 

ining federal, state, and local government roles in financing 

and delivering services. 

GAO is also assessing methadone maintenance 
programs. Used to treat heroin addiction, methadone sub- 

stitutes for heroin, either weaning the abuser of the heroin 

addiction or shifting the addiction to a drug that is taken or- 

ally rather than injected by disease-spreading needles. How- 

evt?r, because of abuses by addicts and high recidivism, these 

programs are controversial. 

Finally, GAO has begun evaluating the plans and 
objectives of the National Institute on Drug Abuse and the Of- 

fice of Substance Abuse Prevention. With the help of a nation- 

al panel of experts, GAO will advise the Congress on the de- 
velopment of a strategy to reduce illegal drug demand. 







ENHANCING PUBLIC AND ENVIRONMENTAL SMETY 

I renew my 
recommendation that 

the public lands be 

regarded as a heritage 

to our children. 

Vl~sses S. Grant 
AnnualMessage, 

29 



ENVIRONMENT&L PROTECTION Over the last year,GAO’s 

u-ark has covered the range of environmental issues. For ex- 

ample, to ensure that infectious wastes are properly man- 

aged, GAO is investigating the adequacy of state regulations 

and the need for federal intervention. GAO is also looking at 

the accuracy of devices to measure radon, an invisible gas 

that may be responsible for up to 20.000 cancer deaths yearly 

Responding to congressional concerns about haz- 

ardous wastes, GAO found that the Environmental Protection 
Agency (EPA) has not effectively managed the hazardous 

waste problem and needs measurable program goals and 

strategies to turn its program around. GAO also reported that 

as many as 425,000 hazardous waste sites around the country 

may have to be assessed before EPA can gauge the full extent’ 

of contamination and cleanup costs, already estimated as 

high as $80 billion for 4,000 sites. 

On the basis of GAO’s recommendations, the Con- 

gress passed legislation in 1988 to protect consumers from 

cancers and birth defects caused by pesticide residues on im- 

ported foods. GAO also recommended approaches to protect- 

ing groundwater, the source of drinking water for about half 

the nation, and reducing ozone, a contributor t,o lung disease. 

About one-third of the American people live in areas that ex- 

teed safe ozone levels. 

Although reducing individual pollutants is impor- 

tant, their complex interplay calls for a comprehensive reg 

ulatory strategy. In its 1988 management review of EPA, GAO 

recommended that EPA develop quantitative indicators of tn- 

vironmental quality that can be used to set priorities and 

measure agency progress toward established goals. EPA also 

needs to better link its budgeting and planning systems. 

These actions car1 best ensure that EPA resource$ are di- 

rected at essential environmental prot,ection issues, 

- 
30 





AVWION SAFETY Amid the huge growth of planes and pas- 

sengers in the sky, the Federal Aviation Administration (FAA) 

has been challenged to maintain air safety by rebuilding its 
work force and modernizing aging air traffic control equip- 

ment. One of the most visible challenges occurred in 1981, 
when the nation’s air traffic controllers went on strike and 

over 11,000 were subsequently fired. Seven years later, fully 

qualified controllers number almost 4,000 fewer than before 

the strike. Also, 4,300 technicians-ver half of the current 

work force-who maintain air traffic control equipment are 

expected to retire by 1995. GAO has identified the need to de- 

velop effective staffing standards for controllers and recom- 

mended accelerating the hiring of maintenance technicians 

since it takes 2 to 5 years to train them. 

Many of FAA’s National Airspace System moderni- 

zation projects are already 1 to 4 years behind schedule. 

Moreover, modernization costs may total $25 billion, over 

twice the initial estimate, partly because FAA underestimated 

the size and the complexity of the task and did not follow 

prudent acquisition guidance for designing and testing sys 

terns. To ensure that costly new systems will work safely and 

reliably and avoid costly retrofitting, GAO recommended that 

FAA thoroughly test new equipment before committing to buy 

it in significant quantities. Fk4 intends to use this approach 

for such key systems as hazardous weather detection, the pro- 

posed $1.6 billion microwave landing system, and the $5 bil- 

lion advanced automation system for air traffic control. For 

this last system, GAO also emphasized that FAA should exam- 
ine alternative approaches for achieving its objectives, includ- 

ing one approach that could result in savings of about $550 

million. 

The scope, the complexity, and the cost of modern- 

ization and FAA’s work force needs have contributed to pro- 

posals to “privatize” the agency or make it independent of the 

Department of Transportation (DOT). Regardless of whether 

FAA is “privatized” or separated from DOT, rebuilding its work 

force and modernizing the air traffic control system will con- 

tinue to pose a significant challenge to maintaining safe and 

efficient air travel. 
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SPECIAL FOCUS AND GAO AT WORK 

Immediately following the e&c- 
tion, Clunk Clifford addressed a 

meeting of th,e ComptnrUer Gen- 

m-d’s Consultant Panel. 



GAO'S CHAMPION ATHLETE On October 24, 1988,GAO 

Evaluator Richard Holborow ran the marathon in Seoul, 

South Korea, at the 8th Paralympic Games, the world games 

for the disabled. Coming from 62 nations 4,000 athletes who 

are vjsually impaired, have cerebral palsy, have spinal cord in- 

juries, or are otherwise disabled competed in a variety of 

events and shared their dreams. Holborow, who is blind, fin- 

ished fifth in the 262mile event with a time of 3 hours, 3 

minutes, and 48 seconds. He has previously won gold and sil- 

ver medals in the national championships of the United 

States Association of Blind Athletes, competing in both track 

and swimming events, and at the Can Am Pacific Games, 

where he set a record for the 5,000-meter race. Fellow GAO 

employees have helped Holborow tram, cheered him on, and 

helped to provide the financial support for his trip to Seoul. 



GQVERNMENTAUDITING SIKNDAEtDS In JULY 1988,the 

Comptroller General released the 1988 revision of Govern- 

mnt Auditing Standards, commonly known as the “Yellow 

Book.” These standards will help ensure that audits are fair, 

objective, and reliable assessments of government perfor- 

mance. In revising the standards, GAO went through an ex- 

tensive process that involved the entire government audit 

community and included the appointment of an advisory 

council of top officials from government, public accounting, 

and academia to advise the Comptroller General on the revi- 

sions. GAO has also undertaken an extensive program of 

trallning and information. 

The revised standards contain a number of major 

changes, including continuing education and training re- 

quirements, participation by the audit organization in an ex- 

terlnal quality control review, and the responsibilities of the 

auditor for detecting and reporting on illegal acts. The re- 

vised standards became effective for audits starting 

January 1, 1989. 



THE COMMISSION ON EDUCATION OF THE DEAF In 1986, 

the Congress established the Commission on Education of the 

Deaf to study the quality of education for deaf persons and 

make recommendations for federal policy. The Congress 

authorized the Comptroller General to appoint 1 of its 12 

commissioners, and he appointed William J. Gainer, who is 

Director of GAO’s education and employment work. Other 

GAO staff provided testimony and assistance to the Commis- 

sion on the basis of past GAO work, and GAO provided graph- 

ic design and printing for the final Commission report. 

The Commission received national attention in 

March 1988 when its report coincided with Gallaudet Univer- 

sity student protests demanding the appointment of a 

hearing-impaired president for the nation’s only university for 

the deaf. 1. King Jordan, who is deaf, was named president 

after the Gallaudet Board of Trustees’ original selection 

stepped down in the wake of the controversy. Dr. Jordan is 

also a former member of the Comptroller General’s Research 

and Education Advisory Panel. 

The Commission made 52 recommendations for 

improving the quality of education for hearing-impaired 

Americans, many of which are included in pending 

legislation. 



,lO~HN MACY INTRRNSHIP In 1987, a summer internship for 

st indents at Wesleyan University was established in honor of 

John Macy, Jr,, a Wesleyan graduate and a dedicated public 

servant who chaired the Civil Service Commission during the 

Kennedy administration. A number of ,John Macy’s former col- 

leagues in government, academia, and business who estah- 

Mhed the internship decided that it should be regularly 

housed in GAO given the agency’s unique vantage point for 

ob;;erving federal operations. During the summer of 1988, 

Gordon Agress, the first John Macy imern chosen by 

Wesleyan, worked in the National Security and International 

Affairs Division’s Foreign Economic Assistance group whose 

Director, Nancy Kingsbury, served as his mentor. 

GAO'S TASK FORCE ON AIDS The Comptroller General 

formed a task force in December 1986 to examine how AIDS 

could be expected to affect the GAO workplace and to identi 

fy any policy changes needed to address the problem. The 

task force developed a strategy to achieve four objectives: en 

sure a safe and healthful work environment, provide for fair 

and humane treatment of employees with AIDS, avoid disrup- 

tions to agency productivity, and help managers deal effi- 

ciently and sensitively with the problems AIDS poses in a 

work environment. Recommendations emphasized employee 

education, managerial knowledge, and a continuing effort to 

monitor the epidemic; blood testing of employees was not ad- 

vocated. Since GAO published the task force report in Decem- 

ber 1987, it has been cited as exemplary by many groups and 

organizations, including the Office of Personnel Management 

and the Presidential Commission on the Human Immunodefi- 

ciency Virus Epidemic. 



GMATWORK 

A team of communications experts, including 
designers, writers, and computer specialists, 
under the overall leadership of Director of the 
Office of Publishing and Communications Larry 
Rolufs, produced GAOS I4suu.J Com,muni- 
c&ion Slnndurd~, which won a prestigious 
Federal Design Achievement Award. The GAO 
project, selected from more than 500 submis- 
sions to the quadrennial Presidential Design 
Awards competition, was cited by the National 
Endowment for the Arts as setting “an impress 
sive standard of design excellence in the Fed. 
era1 goverment, for others to follow.” GAOb 
standards were developed to make publications 
easier t,o read, more professional looking, and 
easier to produce. 

In 1988, GAO reorganized its training activities 
and established its Training Institute led by 
Director Terry Hedrick with senior faculty 
memher Kenneth Hunter. The Institute serves 
as the central training authority for the agency, 
working closely with divisions and offices to 
ensure that staff have the knowledge and skills 
necessary to do audit and evaluation work. A 
variety of courses, from microcomputer skills to 
the federal budget process, are taught to GAO 
evaluators, specialists, and support staff. When 
possible, the Institute accommodates staff from 
other government agencies. 



Congressman Esteban E. lbrres was the featured speaker at the 1988 
GAO Hispanic Heritage Program, which celebrated the talents of Hispanic 
Americans and their many contributions to the cultural and economic 
enrichment of this county A poster exhibition demonstrated the His- 
panic culture and spirit in American television, film, music, design, 
dance, art, business, politics, and sports. The program also included 
remarks by Dr. Thomas W. Merrick, who discussed a number of demo- 
graphic characteristics of the Hispanic population in the United States, 
and entertainment by Rumisonko, an Andean folk music group. 

The sprmg of 1988 saw the debut of Ae GAO 
.&urn& a new public policy quarterly featur- 
ing the work both of GAO employees and writ- 
ers from the worlds of government, business, 
and education. Edited by Stephen Altman, it 
aims at a wide audience, providing a forum for 
people at GAO who, by virtue of their studies of 
federal programs and their professional train- 
ing, often have acquired special expertise or 
insights worth sharing with both decisionmak- 
crq and the public. Outside contributors to 
7& GAO &burn& have included Felix G. 
Rohatyn, Peter G. Peterson, David Packard, 
and John Kenneth Galbraith. 
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Providing a high quality work environment that 
promotes efficient operations and pride in 
public service continues to be a GAO priority 
Shown are Dallas Regional Office Manager 
Robert Peterson with staff members Joyce Akins 
and Karen Strauss (standing) and Rita Neitz 
and James Morgan (seated) in new space 
which the Regional Office moved to in late 1988 
as a part of GAO’s facilities modernization 
program. The new office, which incorporates 
computer-compatible furniture and advanced 
telecommunications capabilities, fulfills the 
program’; goal of providing a modern work 
environment that enhances the effectiveness 
and quality of life of GAO employees. 

Congressman Vie Fazio, Chairman of the House 
Appropriations Subcommittee on the Legisla- 
tive Branch, was the featured speaker at the 
San Francisco Regional Office’s annual awards 
ceremony in October. Congressman Fazio pre- 
sented awards to staff who had demonstrated 
outstanding overall performance and made 
exceptional contributions to GAO work in 1988. 
Led by Manager Tim McCormick, the San Fran 
cisco Regional Office has staff in both San 
Francisco and Sacramento 

Here with Comptroller General Bowsher and 
Assistant Comptroller General for Operations 
Ira Goldstein are Regional Managers Mary 
Hamilton (New York), George Grant (Los 
Angeles), William Moore (Cincinnati), and John 
Luke (Detroit). Mr. Bowsher meets with GAO’s 
16 field office managers throughout the year to 
discuss the Officeb worldwide operations. 

- 
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FINANCIAL INFORMATION 

Financial Resources 
and Operating 
Expenses 

This section of the Annual Report includes commentary on GAO’s financial resources and expenses and the results 
of assessments of its system of internal controls similar to those conducted by executive branch agencies under the 
Federal Managers’ Financial Integrity Act (FMFIA) of 1982. GAO’s financial statements for fiscal years 1988 and 
1987 are also included, together with the opinion of the independent accounting firm, Price Waterhouse, that au- 
dited the statements. 

The accompanying financial statements summarize the financial position of GAO, disclose the full cost of operations 
during fiscal years 1988 and 1987, and present all significant sources and uses of resources during the 2 fiscal years. 

The cost of operating GAO during fiscal years 1988 and 1987 amounted to about $327 million and $308 
million, respectively. Over 99 percent of this was financed through appropriations from the Congress. The remainder 
came from reimbursements from other government agencies and sales of publications to the public. The percentage 
of operating expenses financed by appropriations has been about the same over the last 5 years. 

During fiscal year 1988, expenses for salaries and related costs totaled $244 million and constituted 
about ‘75 percent of GAO’s total operating expenses. This supported a staffing level of 5,042 full-time equivalent staff 
years, most of which were employed in carrying out GAO’s audit and evaluation activities. This staffing level has re- 
mained relatively constant during the past decade. 

GAOS Operating Expenses 
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Results From 
Financial Integrity 
Act, Reviews 

Although not subject to the provisions of FMFIA, GAO continues to be firmly committed to the spirit and intent of 
the act. Since 1983, GAO has annually reviewed its operations to assess its vulnerability to fraud, waste, and mis- 
management, As a result of these reviews, GAO’s internal controls have been strengthened and operational improve- 
ments made in several areas. 

During 1988, under the direction of the Assistant Comptroller General for Operations, GAO developed a 
comprehensive plan to guide its FMFIA efforts for the next 5 years. This plan ensures that the internal controls in 
all major functions and activities will be evaluated. At the end of fiscal year 1968, comprehensive reviews were under 
way of GAO’s auditing and reporting activities, travel, property management and security operations, and GAO’s ac- 
counting system. In addition to these reviews, other major FMFIA projects that were under way during 1988 are 
summarized below. 

Accountability and control of property. GAO has made many improvements to its property system to ensure 
that the information in the system is reliable and accurate and is appropriately entered into the accounting system 
for inclusion in the financial statements. A 100 percent inventory of accountable property is conducted each year to 
verify the property records. Rrther improvements will result with the issuance of revised policies and procedures for 
property and with the move of the property system to the Department of Agriculture’s National Finance Center in 
1990. 

Physical security of property and space. In recent years, GAO has improved the security over its property, par- 
ticularly over microcomputers and transportable equipment. An ongoing inspection program maintained by the of- 
fice of Security and Safety identifies deficiencies in units’ physical security safeguards over properly and recom- 
mends improvements. Employees’ awareness of security issues has been increased through the issuance of security 
bulletins and other guidance. A new security manual is currently in the review process. 

Planning, executing, and reporting on the results ofspecific assignments. GAO continually strives to 
improve the quali@ of its work. In 1983, GAO instituted an ongoing quality review program to promote consistency in 
and adherence to GAO policies and procedures and identify necessary changes. The 1988 review concluded that GAO 
has adequate quality control processes and procedures in place to ensure high quality products. The review team 
made several recommendations aimed at further improving the quality of our work. Actions to implement the recom- 
mendations have been taken or are under consideration. These include revising policies and procedures, changing 
training courses, and increasing emphasis on adherence to the Office’s requirements. 
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- 
Report of 
Management’s 
Responsibility 

GAO’s financial statements and all related information in this section are the responsibility of management. The 
statements have been prepared in conformity with generally accepted accounting principles and title 2 of GAO’s 
Fblicy and kedures Man&for Guidance ofI%deral Age7ks. Such financial statements are necessarily based in 
part on best estimates and judgments. 

GAO maintains a system of internal accounting controls designed to provide reasonable assurance, at 
appropriate cost, that GAO’s assets are protected and that transactions are executed and recorded in accordance 
with established policies and procedures. Management monitors the system of internal control for compliance 
through a program of self-assessment (initiated to implement the concepts of FMFIA) and an internal audit pro- 
gram. In addition, as part of its audit of GAO’s financial statements, Price Waterhouse evaluated GAO’s system of in- 
ternal accounting controk to establish a basis for determining the nature, timing, and extent of audit tests to be ap- 
plied. Actions are underway to address certain deficiencies affecting the operation of the financial accounting 
system that were identified during the audits of the financial statements. The independent public accountants and 
the internal auditors have free and independent access to the Comptroller General to discuss the results of their au- 
dits or any other matters relating to GAO’s financial affairs. 

Management has reviewed all prior years’ self-assessment results and the internal and external auditors’ 
recommendations concerning GAO’s system of internal control and has completed or initiated actions to respond to 
the identified areas warranting improvement in an appropriate and cost-effective manner. 

Report of 
Independent 
Accountants 

Comptroller General of the United States 

We have audited the accompanying statements of financial position of the General Accounting Office, an agency of 
the legislative branch of the government of the United States of America, as of September 30, 1988 and 1987 and the 
related statements of operations and financing sources and of changes in financial position for the years then ended. 
These financial statements are the responsibility of the General Accounting Office’s management Our responsibility 
is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards and the standards 
for financial and compliance audits contained in the Gouemment Auditing Standards issued by the Comptroller 
General. Those standards require that we pian and perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. Also, in accordance with those standards and as an Intel 
gral part of our examination. we issued separate reports that describe the scope of nur review and findings related 
to internal accountmg controls and compliance with 1~s and regulations. An audit includes examining on a test 
basis, evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing 
the accounting principles used and significant’ estimates made by management, as well as evaluating the overall fi- 
nancial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements audited by us present fairly, in all material respects, the finan- 
cial position of the General Accounting Office at September 3U,1988 and 1987 and the results of its operations and the 
changes in its fmancial position for the years then ended in conformity with generally accepted accounting princi- 
ples and title 2 of the General Accountmg Office’s Rhy and Procedures Manualfor Guidance of&deral Agewks. 



FIIYANCIAL STATEMENTS 

U.S.GENERALACCOUNTING OFFICE 
STATEMENT OFFINANCIAL POSITION 
AS OF SEPTEMBER 30,1988AND 1987 

I Dollars in Thousands 

Asset.9 

U.S. Treasury funds 

Future appropriations due 

Travel and other advances 

Accounts receivable 

Supplies inventory 

Furniture and equipment, net 
of $6,840 and $4,450 accumulated 
depreciation, respectively 

Total Assets 

Liabilities 

Salaries and benefits 

Employee travel 

Accounts payable 

Other liabilities 

Accrued annual leave 

lbtd Liabilities 

Net Assets 

1988 1987 

$37,224 $33,096 

22,936 22,361 

1,082 1,138 

2,235 1,656 

485 590 

9,354 .7,480 

$73,316 $66,321 

$16,167 

1,482 

7,843 

3,533 

21,846 

$50,871 

$22,445 $21,215 

$12,420 

1,742 

7,624 

2,108 

21,212 

$46,106 



U.S. GENERAL ACCOUNTING OFFICE 
STATEMENT OF OPERATIONS AND FINANCING SOURCES 
FOR FISCAL YEARS ENDED SEPTEMBER 30, 1988 AND 1987 

I Dollars in Thousands 

Operating Expenses 

Salaries and benefits 

External training 

Travel 

Rent, communications, and utilities 

Computer and other ADP services 

Other contract services 

Supplies and materials 

Printing and document copying 

Depreciation 

Other 

Total Operating Expenses 

Financing Sources 

Realized appropriations 

Reimbursements and publication sales 

Less amounts remittable to U.S. Treasury 

Total Financing Sources 

1988 1987 

$244,387 $231,536 

1,263 1,508 

15,731 15,027 

36,092 30,782 

9,937 10,487 

10,754 9,499 

3,055 3,307 

3,116 2,884 

2,459 1,851 

453 1,421 

$327,247 $308,302 

$326,504 $307,492 

2,870 3,463 

(2,127) (2,653) 

$327,247 $308,302 
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U.S. GENERAL ACCOUNTING OFFICE 
STATEMENT OF CHANGES IN FINANCIAL POSITION 
AS OF SEPTEMBER 30,1988 AND 1987 

-- 
.* 

I Dollars in Thousands 

Sources of Funds 

Appropriations and other financing sources $327,247 $308,302 

(lncrease)/decrease in receivables and advances (um 72 

(Increase)/decrease in supplies inventory 106 (32) 

Increase in payables and other liabilities 5,764 1,945 

Total Sources of Funds $332,020 $310,287 

Funds Used in Operations 

Operating expenses 

Less expenses not requiring funds: 
Depreciation and amortization 
Loss on disposal of capital assets 

Total Funds Used in Operations 

Other Uses of Funds 

Acquisition of capital assets 

Increase in net assets 

Total Other Uses of Funds 

Total Uses of Funds 

Increase in U.S. Treasury Funds 

U.S. Treasury Funds: 

Beginning of year 

End of year 

1988 1987 

$327,247 $308,302 

(2,459) CL8511 
(90) (198) 

$324,698 $306,263 

$ 4,424 $ 1,629 

CL2301 (601 

$ 3,194 $ 1,569 

$327,892 $307,822 

t 4,128 $ 2,465 

33,096 30,631 

$ 37,224 $ 33,096 



NOTES ~0 FINANCIAL STATEMENTS 

Note 1. 
Summary of 
Significant 
Accounting 
Policies 

Note 2. 
Reconciliation to 
Budgetary Accrued 
Expenditures 

A. Basis of Accountiny 

The Statement of Financial Position, Statement of Operations and Financing Sources, and Statement of Changes in 
Financial PosItian are presented in accordance with the accrual accounting principles prescribed by title 2 of GAO’s 
Ibblicy and Procedures Manual@ Guidance offiderul Agencies. These principles differ from budgetary reporting 
principles. The differences relate principally to the capitalization and depreciation of furniture and equipment and 
the recognition of long-term assets and liabilitms in the accompanying financial statements. Also, for financial state. 
ment purposes, budgetary appropriations are realized as a financing source as accrued expenses are recognized. 

B. Accounts R+xzivable 

GAO’s accounts receivable are due principally from federal government corporations and other federal agencies for 
audit and other reimbursable services. They are recorded, when appropriate, net of allowance for amounts that may 
not be collectible. 

Furniture and equipment costing more than $5,000 are capitalized and depreciated. Bulk purchases of lesser-value 
items that aggregate more than $100,000 arc also capitalized. Depreciation is calculated on a straight-line basis over 
the estimated useful life of the property, which ranges from 5 to 20 years. 

Improvements to leased office space costing $5,000 or more are capitalized and amortized over 5 years. 
Library and other resource materials are depreciated over 10 years. 

Annual leave is accrued as it is earned and the accrual is reduced as leave is taken. The accrued leave liability is 
principally long-term in nature. Sick leave and other types of leave are expensed as leave is taken. 

A reconciliation of operating expenses, as included in the Statement of Operations and Financing Sources, to bud- 
getary expenditures, as reported to the Office of Management and Budget, is presented below. 

I Dollars in Thousands 

Total operating expenses as included in Statement of Operations 
and Financing Sources 

1988 

$327,247 

Expenses financed by direct reimbursement 

Increase in annual leave and retirement benefit expenses 
recognized in financial statements but not in budgetary accrued 
expenditures 

Effect of capitalizing assets 

Total Budgetary Accrued Expenditures 

(743) 

(575) 

I;296 

$327,225 



Note 6. 
Retirement 
Benefits 

Note 7. GAO operates in a fashion that does not require permanent capital, and its operations are not expected to generate 
Net Assets an operating surplus or deficit. The composition of net assets is as follows: 

Note 3. 
U.S. Treasury Funds 

GAO does not maintain cash in commercial bank accounts. Cash receipts and disbursements are processed by the 
U.S. Treasury The balance of U.S. Treasury funds represents appropriated funds that are available to pay current lia- 

bilities and finance authorized purchase commitments. 

Note 4. 
Future 
Appropriations Due 

Nobe 5. 
Leases 

The balance of future appropriations due represents the aggregate of amounts that will be included in fUtUre Years’ 

appropriations to finance congressionally authorized long-term liabilities (annual leave and retirement benefits for 
Comptrollers General), which are financed (funds appropriated) in the year payment is required. 

A. Operating Leuses 

GAO leases office space from the General Services Administration and the State Department and has entered into 
various other operating leases for office communication and ADP equipment. These leases are cancelable without 
penalty. Lease costs for office space and equipment for fiscal years 1988 and 1987 amounted to approximately 
$30,250,000 and $25,700,000, respectively. 

B. Capit& Leases 

GAO has entered into several noncancelable capital leases under which the ownership of the equipment covered un- 
der the leases transfers to GAO when the leases expire. Lease payments of approximately $530,000 remained to be 
paid on these leases as of September 30, 1988. When GAO enters into these leases, the value of the future lease pay 
ments is capitalized and recorded as a liability 

All permanent employees participate in the contributory Civil Service Retirement System or the Federal Employees 
Retirement System, which became effective January 1, 1987. Temporary employees are covered under Social Security. 
GAO’s costs associated with these programs during fiscal years 1988 and 1987 amounted to approximately 
$22,850,000 and $19,500,000, respectively. While GAO has no liability for future payments to employees under these 
programs, the federal government is liable for future payments to employees t,hrough the various agencies ad- 
ministering the programs. 

Comptrollers General and their surviving beneficiaries who qualify and so elect are paid retirement 
benefits by GAO under a separate program. These benefits are funded from current year appropriations. Since GAO 
is responsible for future payments under this program, the present value of future payments is included in future 
appropriations due and other liabilities. 

I 
Dollars in Thousands 

Unrealized appropriations related to: 
Capitalized assets 

Purchase commitments 

Total Net Assets 

1988 1987 

$ 9,310 $ 7,932 

13,135 13,283 

$22,445 $21,216 

The change in the unrealized appropriations related to capitalized assets is principally attributable to ahditions and 
depreciation related to fixed assets. The change in unrealized appropriations related to purchase commitments is 
attributable to a decrease in outstanding undelivered orders as of September 30, 1988. 



Note 8. 
Contingent 
Liabilities 

Note 9. 
Trust and Other 
Governmentwide 
Functions 

Note 10. 
Subsequent Event- 
Transfer of Control 
of the 
GAO Building 

- 
F? 

GAO has certain claims and lawsuits pending against it. Where claims are expected to result in payments, apPrOpri- 

ate provision has been included in the accompanying financial statements. In the opinion of management and legal 
counsel, the resolution of other claims and lawsuits will not materially affect the financial position or operations 
of GAO. 

GAO is responsible for conducting three trust functions for the federal government: (1) collecting delinquent claims 
receivables, (2) administering Davis-Bacon Act receipts and payments, and (3) administering assets of Americans 
who die abroad. 

GAO is accountable to the Congress and the public for the proper administration of the assets held in 
the trusts. Trust assets under administration by GAO aggregated approximately $5,414,000 on September 30, 1988. Of 
this amount, assets aggregating a face value of $1,244,000 relate to governmentwide debt collection activities. 
Amounts ultimately collected, which cannot be reasonably predicted, will be remitted to the U.S. Treasury when re- 
ceived, The remainjng assets of $4,170,000 are related to Davis-Bacon Act funds and the estates of Americans who 
die abroad; they are not the assets of GAO or the federal government and are held for distribution to appropriate 
claimants. Since these trust assets and related liabilities are not assets and liabilities of GAO, they are not included 
in the accompanying financial statements. 

In addition to the trust activities, GAO is also responsible for authorizing the payment of certain adjudi- 
cated and administratively settled claims against the federal government from a special appropriation. During fiscal 
years 1988 and 1987, GAO authorized approximately $1,424,000,000 and $370,000,000, respectively, in claims for pay- 
ment from this special appropriation. The increase in fiscal year 1988 was for payments involving land acquisitions 
pursuant to the Redwood National Park Expansion Act. 

Public Law loo-545 transferred control of the General Accounting Office Building in Washington, D.C., from the Gen- 
eral Services Administration to GAO, effective October 28, 1988. The Comptroller General shall have exclusive cus- 
tody and control of the building, including all facets of its operation and maintenance. The depreciated value of the 
building and results of its operations will be included in GAO’s financial statements beginning in fiscal year 1989. 
The depreciated value of the building at the time of transfer was $16,855,000. 








