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“Nowchere is the need to face facts more immediate than
in the budget. The debt burden is colossal—8§3 trillion
—and is increasing by about a quarter of a trillion

dollars a year”



A MESSAGE FROM THE COMPTROLLER GENERAL

his year's Annual Report is in some ways an extension of the series of 26

Transition Reports we prepared in November 1988 for the Congress and the

incoming administration. Ranging from financial management to housing to
transportation, the reports were designed to help policymakers focus on the major policy,
management, and program issues now facing the government. We were pleased that Members,
congressional staff, and incoming executive branch officials seemed to find the Transition
Reports very useful; in a series of meetings with new cabinet heads, we found substantial
agreement that the issues we raised were of great urgency for the nation.

One issue, in particular, stands out from the others, not only because it is the
most difficult to resolve but because it so clearly cuts into our ability to resolve the others,
That issue is the budget deficit.

“Facing Facts,” the theme of this year's Annual Report, refers to the need to
confront our most difficult problems and deal with them realistically. Nowhere is this need
more immediate than in the budget. The debt burden is colossal—83 trillion—and is increas-
ing by about a quarter of a trillion dollars a year. Interest on the debt—$241 billion in fiscal
year 1989—is our second-highest general fund expenditure, second only to defense and gaining
fast. If defense spending goes down or just remains stable over the next few years while defi-
cits continue to mount, the government will soon spend more on interest payments each year
than on anything else.

As we have noted before and reiterate in the first section of this report, the
official word is that the budget crisis is on the way to being solved. In fact, excluding the
trust funds, the deficit is just as large today as when the Gramm-Rudman-Hollings deficit
reduction process was begun in 1986. We can, indeed, solve the budget crisis, but to do so, we
must recognize that it is a delusion to believe that the problem is already being solved.



ust as we must face the facts when it comes to the deficit, so must we begin to deal
straightforwardly with other lingering problems that continue to drain us of resources
we cannot afford to waste. Here are a few examples of where we are not facing the facts:
® We expect government to be accountable to the taxpayer, yet we allow federal agencies to
operate without the basic internal controls and accounting systems necessary to run their pro-
grams and safeguard their assets. The scandal at the Department of Housing and Urban
Development is a clear example of the dangers inherent when financial management is
allowed to deteriorate.
e We pay a higher percentage of our Gross National Product for health care than any other
industrialized nation—a price we cannot afford in a competitive world—yet leave millions of
Americans without access to care.
e We spend billions attempting to design and install government computer systems necessary
to meet current and future needs, yet wind up with systems that do not work.
* We have run a nuclear weapons complex so set on maintaining production that it brushed
aside environmental and safety concerns. Now it is too contaminated and run-down to operate
and has had to virtually cease production. It will require at least $100 billion to clean up.
None of these problems is what policymakers would call an “emerging issue.”
They have already emerged—and with a vengeance. The very fact that we come back to
them again and again speaks to their seriousness and to the difficulty of resolving them. But
the longer we delay, the more seriocus—and more costly—they will become.

THE PAST YEAR AT GAO

GAQ’s primary responsibility is to assist the Congress in its handling of the
issues—to provide information and expertise and to point out areas in which improvements
and cost savings can be accomplished. In 1989, we published 881 audit/evaluation reports,
testified 217 times before congressional committees, and issued more than 3,800 legal deci-
sions and opinions. We contributed to legislative and executive actions that resulted in about
$8 billion in measurable financial benefits. The subjects we covered mirror the range of issues
with which the Congress has been involved—or soon will be.

GAO reported on the Pentagon’s five-year defense spending plan, the shortcom-
ings of the B-1 bomber and the cost of the B-2 Stealth bomber, the balance of NATO and
Warsaw Pact conventional forces, and the American military presence in Europe. Our staff
traveled to El Salvador to report on the continuing conflict. We analyzed competition in the
airline industry, the spread of AIDS, the concept of urban enterprise zones. We examined the
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treatment of the Social Security trust fund and underscored for the Congress the dangers of
spending the trust fund on current government operations. We concluded general management
reviews of the Office of Management and Budget and the Office of Personnel Management.
We looked into information technology system failures at the Navy and elsewhere within the
Department of Defense, and sponsored the first comprehensive symposium on information sys-
tems in government. We proposed a restructuring of the federal budget.

GAO not only reported on the potential costs of the budget crisis, the savings
and loan rescue, and the cleanup of our nuclear weapons complex, but also alerted policy-
makers to other expenditures with which the nation will soon have to cope: an air traffic
control system desperately in need of modernization at a cost of at least $25 billion; a crum-
bling infrastructure that includes 240,000 deficient bridges requiring $50 billion and highways
requiring $300 billion over the next decade; run-down public housing that will cost $20 billion
to repair; a prison system in need of $5 billion in new facilities; military installations where
cleaning up hazardous wastes will cost $14 billion.

THE NEW CHALLENGES

Our work will continue to grow out of the spectrum of issues with which the
government and the nation at large become involved. The United States finds itself in an
increasingly competitive world, and will soon have to decide where to invest its resources to
best promote the general welfare of its citizens and its standing among nations. This means
reordering our priorities and reallocating our resources. With changes in East-West relations, it
is likely that the competitive focus will move beyond military programs to other measures of
national well-being: economic strength, agricultural productivity, technological innovation, edu-
cation, health care, and the environment. There will be no shortage of challenges.

We can meet them all if we face them squarely. As for GAQ, we will continue
to examine the cost and effectiveness of federal programs on behalf of the Congress, to offer
worthy policy options where we find them, and to urge improvement where we see the oppor-
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tunity to do so.




If federal deficits
continue at their
current rate, the
national debt will
rise by 81 trillion—
to 84 trillion—in the
next 4 years.

THE PRICE OF THE DEBT

n 1975, interest payments on the

public debt amounted to 13 percent

of the general fund budget of the
United States. In 1980, they totaled 17 per-
cent. In 1989, they totaled 27 percent, or
$241 billion, What this means, in other
words, is that a quarter of the budget of the
United States now buys nothing. It does not
go to fight the war on drugs, or broaden
educational opportunities for the young, or
enhance the nation’s security, or expand
access to health care. It simply pays interest
on a $3 trillion debt.

THE ENORMITY OF THE DEBT BURDEN

Just a decade and a half ago,
the public debt stood at about $500 billion,
one-sixth of what it is today. At the present
rate of increase, it will soar by another $1
trillion—to $4 trillion—in just the next 4
years. Should we undergo a recession during
this period, the loss of federal revenues will
cause the debt to rise even faster.
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T his trend must not be allowed to con-
tinue. It drains us of resources we
cannot afford to waste. It deprives our lead-
ers of the flexibility to meet new chal-
lenges—in their response, for instance, to
the emerging events in Eastern Europe. It
inhibits their ability to initiate or expand
needed programs, provide resources in times
of emergency, or even maintain the level of
investment in government necessary to pro-
vide the public with basic services. It affects
our competitive position in the world, inhib-
iting, for example, investment in research
and development. It forces the United States
to borrow more from foreign lenders, which
means that interest rates must be high to
attract their capital. This, in turn, hinders
the flexibility of policymakers to hold the
value of the dollar at a low enough level to
keep imports relatively expensive, make our
export goods more attractive, and reduce our
record trade deficits. In addition, Treasury
securities sold to finance the debt soak up
trillions in private savings that otherwise
might be invested in American business and
industry—in plant modernization and other
activities that would lead to higher produc-
tivity and economic growth.

In one way or another, our
growing public debt affects all of us. The
lack of flexibility it imposes on the govern-
ment affects the education of our children,
our response to environmental challenges,
and our ability to deal with such corrosive

problems as drugs in our cities and housing
for the poor and homeless. It hinders the
ability of American industry to compete in
world markets. In short, it costs us more

than dollars. It costs us opportunities.

THE FACTS ABOUT THE DEBT

Public concern with the condi-
tion of our government’s finances is more
widespread than it once was, but still not
what it should be. Perhaps this is because,
by the government’s own figures, the budget
crisis has already begun to come under con-
trol. The deficit, $212 billion in 1985, was
officially reported at $152 billion in 1989 and
is supposed to shrink to $100 billion in fiscal
year 1990 (the year that began Oct. 1, 1989).
Under the Gramm-Rudman-Hollings (GRH)
deficit reduction program, we are supposed
to be on a course toward a balanced budget
by 1993. In reality, however, we are not.

The official figures conceal the
fact that the imbalance on the nontrust-fund
side of the budget is actually larger today
than in 1985, the year in which GRH was
enacted. In 1985, the nontrust-fund deficit
was $266 billion. In 1989, it was $276 billion.

How have the facts about the
government’s finances been concealed? By
several means, including deficit projections
that are based on overly optimistic economic
forecasts and accounting gimmicks—such as
moving paydays from one fiscal year to
another—that are an embarrassment to all



involved. But what most distorts the deficit
picture is the merging of the operations of
federal trust funds with expenditures for the
rest of the government.

The Social Security trust fund
now operates at a surplus of $53 billion a
year, soon to exceed $100 billion a year.
When the Congress decided in 1983 to raise
payroll taxes, its intent was to build a trust
fund to finance investments to support the
retirement of the baby boomers in the next
century. Instead, the Social Security trust
fund—along with other federal trust funds
whose surpluses amount to $71 billion a
year—is being spent right now to run the
government. For purposes of meeting GRH
deficit reduction targets, the trust fund sur-
pluses are counted against the federal oper-
ating deficit. The bottom line of this
“unified” budget shows a shrink'ﬁg overall
deficit. But if we exclude the truS»t funds, it
is apparent that the government is operating
at a loss at least $124 billion greater than
the official figures indicate.

We are supposed to be making
progress on the deficit. We are not. It is
time to face this fact, and to act upon it.

A RESPONSIBILITY TO THOSE
WHO FOLLOW US

The deficit problem can be
solved. But the first step is to acknowledge,
at long last, that without major changes in
our spending and taxing policies, the prob-

THE PRICE OF THE DEBT

lem will continue to grow. When we rely on
optimistic forecasts and budgetary chicanery
to create the appearance of a lower deficit,
we only fool ourselves. And when we use
the growing surpluses in the Social Security
and other trust funds to offset the govern-
ment's operating deficit, we only obscure the
fact that the operating deficit is growing, too.

This year, GAO once again
recommended against the use of trickery in
budget making, and set forth an extensive
proposal for restructuring the unified budget
to reveal what's really going on—that is, to
include separate subtotals for Social Security
and other trust activities. Further, it would
provide sections and subtotals for the gov-
ernment’s business-type activities and
investment activities.

GAO has also reiterated the
need for a comprehensive, bipartisan budget
strategy. Consensus and tough decisions are
required if we are to straighten out our
troubled finances and free ourselves to meet
the enormous opportunities the times present
us. Coming generations should not be
deprived of these opportunities due to our
negligence. They should not have to pay the
price for our inability to get our financial
house in order. For their sake as well as our
own, we must begin to spend and tax more
wisely. Doing so is our only means of
returning the nation to fiscal health.m



- “The lack of effective internal controls and accounting systems is a

systemic problem. It is by no means confined to HUD, and the abuses at

HUD are by ne means the only ones that may eventually come to light.”




ACCOUNTABILITY IN GOVERNMENT

he disclosure this year of

widespread abuses at the

Department of Housing and
Urban Development (HUD)—mismanage-
ment, theft, favoritism, and influence ped-
dling involving billions of taxpayer dollars—
brought home an ugly fact: The U.S. govern-
ment does not currently have the internal
control systems necessary to effectively
operate its programs and safeguard its
assets. The problem is systemic. It is by no
means confined to HUD, and the abuses at
HUD are by no means the only ones that
may eventually come to light.

Scandals like HUD's make big

news. But what makes them possible is a
situation less “newsworthy” but more far-

reaching than any particular case of wrong-

doing or mismanagement. Weak internal con-

trols and second-rate accounting systems
allow these incidents to happen. In 1987, for
instance, HUD reported in its annual Finan-

cial Integrity Act report that inadequate con-

trols in the property disposition process
provided the potential for closing agents to
manipulate or otherwise take funds for their
own use. In 1989, a closing agent nicknamed
“Robin HUD" testified that she had done
just that.

Internal control
weaknesses can lead
to enormous losses;
uncollected taxes, for
example, now exceed

$60 billion.
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f the nation wants to prevent future

scandals such as those at HUD, it must
improve accountability from one end of the
government to the other. The Federal Mana-
gers’ Financial Integrity Act of 1982 (FIA)
was passed with this very goal in mind. Yet,
7 years later, as GAO prepared its fourth
report on the efforts of the 18 largest federal
agencies to implement the act, it found that
they still were falling far short of the mark.

Annual FIA reports are required of all execu-

tive agencies. The latest reports reviewed by
GAO—those for 1988—point out unresolved
internal control and accounting system
weaknesses over a broad range of functions
and across all phases of government opera-
tions. The breakdown by category appears in
the accompanying table. But while the num-
bers in the table reflect the proportion of
agencies reporting internal control and
accounting system weaknesses, they do not
tell the whole story, because they do not

reveal how costly these weaknesses can be.

Here are some examples:
® Fiscal year 1988 delinquent debts and
taxes owed to the government amounted to
about $89 billion. The Internal Revenue Ser-
vice has seen its delinquent accounts receiv-
able balance grow to about $60 billion—more
than three times what it was in 1981.
® From 1980 to 1988, the value of unneeded
secondary inventory items at the Depart-
ment of Defense almost tripled, from
$10 billion to $29 billion.
e In 1987, GAQ reported that, in 1985 alone,
Medicare paid at least $527 million in hospi-
tal costs that should have been paid by
other insurers. In a November 1988 follow-up
report, GAO noted that the Health Care
Financing Administration, which runs Medi-
care, still had not acted on GAO's recom-
mendations to strengthen internal controls.
The ongoing self-evaluations
called for by FIA provide an early-warning
system to alert agencies and the Congress to

weaknesses that require correction. But, as




at HUD, the warnings have not been heeded
as well as they should. The uneasy question
is: How many more HUDs are out there?

GAO0’S RECOMMENDATIONS

The fourth major GAO report
on FIA implementation was issued in
November 1989. It urged the Director of the
Office of Management and Budget (OMB) to
ensure that agencies implement the July
1989 recommendations of the Internal Con-
trol Interagency Coordination Council, which
included linking the FIA internal control
review and reporting process to the budget;
identifying, in annual reports, agency actions
taken to correct weaknesses; and validating
that corrective actions have been accom-
plished and are effective. GAO also recom-

. mended that OMB increase its oversight of
federal agencies to ensure that they are
effectively implementing the act.

In the same report, GAQ urged
the Congress to hold annual hearings on the
actions of the 18 major federal agencies to
evaluate their systems, correct the material
weaknesses identified, and ensure that simi-
lar problerns will not recur. Agency FIA
reports, plans for actions to correct material
internal control and accounting system
weaknesses, and financial statements pro-
vide information that congressional commit-
tees can use when planning and conducting
annual oversight hearings.

GAO also reiterated the need
for legislation to establish a new approach to

ACCOUNTABILITY IN GOVERNMENT

federal financial management, featuring the
creation of a Chief Financial Officer of the
United States whose responsibilities would

include developing a long-range financial man-

agement improvement plan for the government,

chief financial officers in each major agency,
and a requirement for the annual preparation
and audit of agency financial statements.

GAO'S PROGRAM
For its part, GAO is intensify-
ing efforts to help the Congress and the
agencies identify those “high-risk™ programs
whose internal control and accounting sys-
tem weaknesses are most likely to result in
material losses. These efforts will include:
¢ Identifying the major areas GAQ believes
to be most vulnerable;
® Focusing, in conjunction with agency man-
agers and inspectors general, on the causes
of serious long-standing weaknesses in order
to develop approaches to solving them;
® Monitoring agency corrective actions and
reporting the results to the appropriate con-
gressional committees; and
* Recommending legislative action to ensure
that corrective actions are taken.
Managemexit deficiencies, pro-
gram abuses, and illegal activities cost Amer-
ican taxpayers billions of dollars and
undermine their confidence in government.
This situation would be unacceptable under
any circumstances, but it becomes a matter
of utmost urgency when major problems
loom and every dollar counts.®

13



““There probably need never have been an S&L crisis at all, had many

S&Ls not abused the new powers granted them in the early 1980s, had

orersight of the industry kept pace with the new powers, and had

regulators acted sooner to shut down failed S&Ls. "




IN THE WAKE OF THE SAVINGS AND LOAN DISASTER G

ith the passage last summer of the Financial Institu- 65T L UMD 1 s
tions Reform, Recovery, and Enforcement Act of 1989 i
(FIRREA), the Congress has acted to resolve the

nation's problem savings and loans and protect insured depositors. The

33-year cost of this legislation will exceed $250 billion, of which an

estimated $139 billion will be taxpayer funds. This amounts to $2,100 The S& L depO.S‘it
for every family in the United States, and the price may go higher. insurance ﬁmd.

Earlier action would have cost less. But more disconcert- which started the
ing is that there probably need never have been an S&L crisis at all, 1980s with reserves
had many S&Ls not abused the new powers granted them in the early Of $5.8 billion, ended
1980s, had oversight of the industry kept pace with the new powers, 1988 with a 375
and had regulators acted sooner to shut down failed S&Ls. Today, an billion deficit.

estimated 600 of the nation’s 2,900 S&Ls must be closed or assisted.

We are faced now with the task of implementing FIRREA
successfully. But we also need to ensure that other insurance and
credit assistance programs backed by the govefnment do not eventu-
ally, like the S&Ls, wind up on the taxpayer’s doorstep.

TOUGH QUESTIONS STILL FACE US

FIRREA provides funds to resolve the S&L crisis and pro-
tect insured depositors, limits the investment powers of S&Ls, increases
regulation of the industry, and improves supervisory tools. The Federal
Home Loan Bank Board, of which the Federal Savings and Loan Insur-
ance Corporation (FSLIC) was a part, has been abolished. Its functions
have been assumed by several new federal entities. The Office of
Thrift Supervision within the Department of the Treasury becomes the
S&L industry regulator. The Resolution Trust Corporation (RTC), man-
aged by the Federal Deposit Insurance Corporation (FDIC), will act on
failed S&Ls. And FDIC, long the insurer of the nation’s banks, now
assumes the insurance function for S&Ls as well.




0 the mechanism to rescue the S&L

industry is in place. But with it
come some difficult questions:
® Can regulators and the industry rise to the
occasion? RTC and FDIC have tough jobs
ahead of them. S&Ls with more than $260
billion in assets will have to be dealt with; a
cleanup of such unprecedented magnitude
carries the potential for conflict and abuse.
In addition, FDIC must tackle its new duties
while still fulfilling its old responsibilities for
the banking industry. As for the S&Ls them-
selves, they will have no easy time trying to
meet new capital requirements and adjusting
to the new legislative restrictions on their
investment powers.
® How do we deal with the “moral hazard”
problem of deposit insurance that, although
necessary, allows managers of financial insti-
tutions to invest depositors’ money, reaping
the rewards of success themselves while
handing taxpayers the price of failure?
¢ How do we prevent the problems of S&Ls
from reappearing elsewhere in the financial
services industry or other sectors of the
American economy?

OTHER FEDERAL INSURANCE AND
CREDIT ASSISTANCE PROGRAMS

The entire S&L experience
raises another, potentially larger, question:
that of the government's exposure to risk
under other programs that may not be oper-
ating under the rigorous controls
they deserve.

Just as the deposits in S&Ls
were, and continue to be, backed by the
“full faith and credit of the United States,”
a number of other insurance and credit
assistance programs exist, each backed
either explicitly or implicitly by the federal
government. Each requires sound oversight,
accounting, and financial reporting if we are
to avoid repeating the S&L disaster.

These programs involve direct
federal loans that by 1988 totaled $222 bil-
lion; privately held, federally guaranteed
loans of $550 billion; loans by such govern-
ment-sponsored enterprises (GSEs) as the
Federal National Mortgage Association (Fan-
nie Mae) and the Student Loan Marketing
Association (Sallie Mae) of $666 billion; and
insurance commitments, such as those cover-
ing bank deposits and pension benefits, of
$3.6 trillion. The total: $5 trillion, or about a
year's Gross National Product. While it
should be emphasized that the government
will face the obligation of making good on
credit defaults or insurance guarantees in
only a small percentage of this $5 trillion
exposure, the risk for very substantial loss is
real. In fact, covering the government's



deposit insurance obligations for failed S&Ls
is only the most dramatic example to date.
During 1985 and 1986, for instance, the
Farm Credit System (a GSE) lost $4.6 bil-
lion, which resulted in government guaran-
tees and subsidized debt to enable the
system to remain solvent. GAO anticipates
additional tens of billions of dollars in future
losses in other programs.

More troubling is the fact that
the government does not know today the
full magnitude of the losses already
incurred. And as a result of deficiencies in
financial management systems at some of
the agencies administering these programs, it
is not prepared to foresee the losses that
may occur down the road.

Reporting in November 1989
on government insurance and credit assist-
ance programs, GAO urged that their
accounting and financial reporting problems
be resolved and that financial statement
audits be required of all of them. This would
help ensure that actual losses are revealed
as they occur, and help identify internal
control improvements or policy changes that
might reduce or prevent future losses. The
report also urged that the estimated costs of
these programs be reflected in the federal
budget in the year in which the Congress
makes the commitments that will result in
future outlays. Finally, the report reiterated

GAO’s longstanding recommendation that the

Congress establish a Chief Financial Officer

IN THE WAKE OF THE SAVINGS AND LOAN DISASTER
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of the United States, with equivalent posi-
tions in the executive agencies, to provide
the organizational structure and discipline
needed to help ensure the integrity and com-
pleteness of reported financial information.
As the Congress and regula-
tory entities tackle these issues, they will
continue to rely on GAO for accurate and
objective information. Through its legisla-
tively mandated reports on such matters as
deposit insurance reform, the risks facing
GSEs, and the financial condition of the
credit union industry, along with its annual
financial audits of the deposit insurance
funds and RTC and other work, GAOQ will
continue to provide timely information not
only on the progress and problems of the
S&L rescue but on ways to avoid similar

crises in the future.m




The Pentagon’s 1990
5-year spending plan
may exceed actual
funding by at least
8147 billion.

PLANNING FOR
THE NATION'S DEFENSE

uring the 1980s, the United

States spent almost two and a

half trillion dollars on defense.
This past May, GAO testified on what the
nation got for its money. “The increases in
defense spending have clearly resulted in
gains in overall military capability,” GAQ
told the Senate Armed Services Committee.
“However, these gains were not as great as
they could have been for the money spent.”

GAQ reported that both the
overall quality of our military personnel and
our force readiness had been improved and
that new and more capable weapon systems
had been added to our arsenal. Sus-
tainability—that is, the capacity of our
forces to fulfill their commitments during
wartime—had also been improved, although
to a lesser extent.

A major reason more was not
achieved is that defense decisionmakers
have not planned realistically for funding
and national security needs. Between 1980
and 1985, the defense budget doubled. Then
two developments occurred that changed the
world in which the Pentagon operates: soar-
ing federal budget deficits put the squeeze
on all spending—defense included—and
progress in arms control negotiations and
overall improvements in U.S.-Soviet relations
brought about a general questioning of
the Soviet threat.




“Acknowledging the financial constraints, and then setting funding

the only route to

priorities to best meet our national security goals

realistic planning and stable budget levels.”
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T he Department of Defense (DOD),
however, assuming that the second
half of the 1980s would be an extension of
the first, prepared a 1986 5-year defense
spending plan that exceeded actual funding
by $561.4 billion. By then, DOD had more
weapons either planned or under develop-
ment than could be produced economically
or supported once they were in place. As
defense appropriations leveled off, adjusting
to each year’s new realities forced DOD into
a game of catch-up: piecemeal decision-mak-
ing, program funding instability, costly
stretch-outs, and program terminations.

TOUGH CHOICES

DOD has begun adjusting to
changing times. Its 5-year spending plans
have been reduced by $374.9 billion since
1986. But GAO determined that the 1990

5-year plan as submitted in April 1989 was
still unrealistic in its expectations. [t
included expenditures of $45 billion that did
not appear in the President’s budget. It
understated the likely impact of inflation by
nearly $48 billion. And it anticipated that
the Congress would provide funds to cover
inflation plus 1 percent real growth in both
1991 and 1992 and inflation plus 2 percent
real growth in both 1993 and 1994. The plan
made no provision for the growing
probability of no real growth, which would
force an additional $54 billion in cuts.

Add up these GAO estimates,
and it appears that DOD will be forced to
reduce its 1990 5-year defense spending plan
by at least an additional $147 billion. Fur-
thermore, it should be remembered that the
plan was submitted before the recent devel-
opments in Eastern Europe. Clearly, the Pen-
tagon faces some tough choices.

“Choices” means cuts and
trade-offs among programs. Making the right
long-term decisions will require a reexamina-
tion of some of the major elements of our
national defense: the affordability and opera-
tional needs and capabilities of the “big-
ticket” weapon systems, the level of our
commitments in Europe and elsewhere, the
requirements in both size and structure of our
active forces, and the appropriateness of our
war-fighting strategies and traditional service

missions in a changing world environment.
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ACCESS TO CARE

The uninsured pose an especially
troubling problem. Some do not have
access even to the most basic services. One
recent study found that children born to
mothers without insurance fa6ed a 30-per-
cent greater likelihood of illness or death
than those born to mothers with insurance.
As GAO reported this year, hospitals with
heart transplant programs have es&bl?shed
financial criteria for admission; many '
patients are denied admission for

financial reasons.

Even among the insured,
major gaps in coverage can cause individuals
to forgo needed care or to be wiped out by
catastrophic medical expenses. For instance,
GAO reported that for lack of coverage, fam-
ilies of children with chronic illnesses often
have difficulty obtaining vital support ser-
vices. GAOaIsorepomdonthegapsmwv
erage c:eaed by mtncnons and hxmtsmm

-
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Access to care clearly entails
more than just insurance coverage. Those
with problems obtaining access face many
barriers in addition to financial ones. For
example, in an evaluation of the availability
of health care at the Texas-Mexico border,
GAO found that most counties had physician
shortages and that several rural counties
also lacked health facilities and emergency
services. GAQO also reported that AIDS
patients face serious problems in obtaining
services—especially nursing home and com-
munity-based care—due to shortages in
capacity or lack of insurance. GAO is study-
ing such key issues as the access of Medi-
caid recipients to nursing homes and the

roles of nonprofit and for-profit hospitals in
providing care to individuals who cannot pay.
Overall, access to health care
will not iﬂ}piéve without some control of
health eargm :{et not only have pest.
cost cent.ml mm failed, some have




made access even more difficult. For exam-
ple, the traditional way of financing indigent
health care—that is, by shifting these costs
to insured patients—has become more diffi-
cult now that insurance buyers have adopted
more prudent buying strategies to control
their own rising costs. Many states are try-
ing to control their escalating Medicaid bud-
gets while improving access to care, but in
doing this, find that hard trade-offs are inev-
itable. For example, Oregon’s plan to limit
coverage to a list of “priority” services in
order to extend benefits to more of the poor
would improve access for some people and
worsen it for others.

THE SYSTEM MUST BE
SEEN AS A WHOLE

GAO believes that a major rea-

" son past efforts to control costs and improve

access have not worked is that they have
focused on separate parts of our decentral-

OUR PALTERING HRALTH CARE SYSTEM

ized health care system and have not recog-
nized that the various problems and delivery
subsystems are interrelated. Partial solutions,
such as mandating employer-provided health
insurance and increasing Medicaid eligibility,
may eliminate financial barriers to care, but
at the same time jeopardize jobs and
increase overall spending on health care.
Indeed, even if all Americans had health
coverage, there is no assurance that services
would be used appropriately, that they
would be available, or that costs would not
continue to rise.

We are spending more than
ever on a health care system that is still
insufficient to the needs of many Americans.
Controlling costs and improving access
nationwide may require the development of
a comprehensive strategy, drawing upon pub-
lic and private sectors alike. An imposing
challenge, to be sure. But the enormity of
the problem may demand it.®
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BRINGING ORDER TO GOVERNMENT
INFORMATION SYSTEMS

or decades, the federal government has sought to harness

information technology in hopes of modernizing operations

and improving service to the public. The promise of com-
puter technology is substantial; the performance of federal agencies in
putting it to use has been a disappointment. Again and again, govern-
ment information systems have not lived up to their advance billing.
They are developed late, they fail to work as planned, and they cost
millions—even hundreds of millions—more than expected.

The causes behind these problems are complex, but more
often than not it has been faulty management, not faulty technology,
that has led to failure. Agencies try to develop systems without clearly
defining their functions. They set unrealistic goals, underestimate costs,
and defer the tough decisions. The results, in missed benefits and mis-
spent money, are to be found throughout the federal government.

LACK OF PLANNING

The Federal Aviation Administration, for example, has
struggled for years to modernize its air traffic control system. Yet the
agency still lacks the information systems it will need to manage its
future work load. Even now, air traffic controllers work with outmoded
equipment that too often fails to provide them with critical airspace
safety data.

Because of poor planning at the Social Security Adminis-
tration (SSA), the public will have to wait years for a modern informa-
tion system to meet the demands of the 1990s. At the Internal Revenue
Service (IRS), where scenes such as the one in the Philadelphia Ser-
vice Center (pictured) are not uncommon, a failure to specify appropri-
ate development requirements has left in operation an antiquated tax
return processing system whose design dates back 25 years.

As GAO has pointed out, neither SSA nor IRS has a clear
strategic plan for linking its various information initiatives into a coher-
ent system. The Congress has been left to wonder where each agency
is going with information management, how long it will take to get
there, and what the ultimate costs will be.

N

Not one major
government computer
system reviewed by
GAO has come in
under budget or on
time.
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made access even more difficult. For exam-
ple, the traditional way of financing indigent
health care—that is, by shifting these costs
to insured patients—has become more diffi-
cult now that insurance buyers have adopted
more prudent buying strategies to control
their own rising costs. Many states are try-
ing to control their escalating Medicaid bud-
gets while improving access to care, but in
doing this, find that hard trade-offs are inev-
itable. For example, Oregon’s plan to limit
coverage to a list of “priority” services in
order to extend benefits to more of the poor
would improve access for some people and
worsen it for others.

THE SYSTEM MUST BE
SEEN AS A WHOLE

GAQ believes that a major rea-
" son past efforts to control costs and improve
access have not worked is that they have

focused on separate parts of our decentral-

OUR FALTERING HEALTH CARE SSTEM

ized health care system and have not recog-
nized that the various probiems and delivery
subsystems are interrelated. Partial solutions,
such as mandating employer-provided health
insurance and increasing Medicaid eligibility,
may eliminate financial barriers to care, but
at the same time jeopardize jobs and
increase overall spending on health care.
Indeed, even if all Americans had health
coverage, there is no assurance that services
would be used appropriately, that they
would be available, or that costs would not
continue to rise.

We are spending more than
ever on a health care system that is still
insufficient to the needs of many Americans.
Controlling costs and improving access
nationwide may require the development of
a comprehensive strategy, drawing upon pub-
lic and private sectors alike. An imposing
challenge, to be sure. But the enormity of
the problem may demand it.®
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“Agencies try to develop systems without clearly defining their function.

They set unrealistic goals, underestimate costs, and defer the tough

decisions. The results, in missed benefits and misspent money, are to be

found throughout the federal gorernment.”
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T he military has had its share of prob-
lems, too. Cost estimates for the
Navy’s Standard Automated Financial Sys-
tem shot up as new requirements were
added haphazardly. The estimates started at
$33 million and moved to $479 million before
the project was terminated entirely. The
funds spent by then totaled $230 million.

The Air Force’s aircraft supply
system automation project is 4 years behind
schedule and is expected to overrun the orig-
inal $715 million cost estimate by nearly 40
percent. And after 8 years and $775 million,
a modern replacement for the North Ameri-
can Aerospace Defense Command (NORAD)
is still years away.

VISION AND COMMITMENT
The government's future infor-
mation management systems—especially
those for defense—will be far more massive
and complex than the ones already in trou-
ble today. Their costs will make the current
$17 billion annual systems expenditure look
relatively small. By the year 2000, when an
estimated 75 percent of public transactions
will be handled electronically, federal agen-
~cies will have no choice but to keep up.

Recognizing the scope of the
problem and the need to draw together ideas
from all quarters, GAO held a symposium
this year called “Meeting the Government's
Technology Challenge.” It was the first gath-
ering of leaders from industry, the executive
branch, and the Congress designed to
explore ways of charting a wiser course of
action in this area. Several points emerged
from the discussions:
® The key to integrating information technol-
ogy into any federal agency is the vision
and commitment of agency leaders. They
must clearly define their agencies’ informa-
tion needs and work with the Congress to
meet them.
¢ In partnership with the Congress, agencies
should explore ways of bringing continuity to
systems development, such as developing
long-term strategies that can transcend per-
sonnel changes, and using advisory groups to
provide consistent institutional memory.



e Instead of simply automating old ways of
doing business, agencies need to learn what
technology has to offer—how it can help
them accomplish their basic missions

more effectively.

e Agency leaders need to surround them-
selves with the best advice available. They
should make better use of advisory panels
composed of government, industry, and aca-
demic experts, and form alliances with other
federal agencies to find solutions to their
common problems.

e Agencies must have the right people on
the job. Agencies need both to devise crea-
tive ways of recruiting more technical exper-

tise and to retrain their existing staff in

what is a rapidly developing field.

BRINGING ORDER TO GOVERNMENT [NPORMATION SYSTEMS

NO TIME FOR CATCHING UP

Clearly, both the technology
and the need to apply it will not wait for
the federal government to catch up. System
development problems are severe and grow-
ing worse. Vast sums are being spent on
financial, human services, and defense infor-
mation systems that fail to perform properly.
Taxpayers are not receiving the benefits
promised by system developers. And federal
managers are not getting the programmatic
and financial information they need to make
sound decisions and better serve the public.
The longer the government takes to bring
some order to the development of informa-
tion management systems, the worse—and

more costly—these problems will become.
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THE NUCLEAR CLEANUP

he United States began mak-

ing nuclear weapons in the

1940s. In the years that fol-
lowed, managers of nuclear arms facilities
emphasized production almost to the exclu-
sion of environmental and safety considera-
tions. Over the past couple of years, many of
the nation's nuclear weapons facilities have
had to be shut down, too dangerous to oper-
ate. Today, we are faced with radioactive
and other contamination that, according
GAO's estimate, may cost as much as $65
billion to clean up, and we may never know
the total cost in health and environmental
damage. To modernize and improve safety at
the facilities and bring them into compliance
with environmental laws may cost an addi-
tional $90 billion. The production of nuclear
weapons—which underlay the neglect of
health and environmental concerns in the
first place—has had to be put on hold.

Through more than 60 reports

and testimonies over the past 10 years, GAO
has been instrumental in focusing congres-
sional and public attention on the Depart-
ment of Energy's (DOE) management of the
nation's nuclear weapons complex. DOE was
not quick to concede that the complex was
facing serious, mounting problems, and
actively resisted outside scrutiny.
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“The issue facing the nuclear weapons complex is one of finding the
technological answers, of putling them into operation; and of

summoning the money, effort, and resolve to make up for years of
neglect.”
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Recent events have underscored the
severity of DOE's situation: the forced
shutdown of many of its facilities nation-
wide, including the nuclear weapons produc-
tion reactors at its Savannah River, South
Carolina, piant; the excessive—and previ-
ously unreported—releases of radioactive
contaminants at its Fernald, Ohio, plant; and
concern over possibly illegal waste disposal
at DOE’s Rocky Flats, Colorado, facility.

A LONG-STANDING PROBLEM

If a single theme underiay the
growth of problems in the nuclear weapons
complex, it was the lack of responsible man-
agement: too much decentralization, lack of

internal controls, and insufficient indepen-

dent external or internal oversight. Opera-
tions were kept secret, facilities were
allowed to deteriorate, state-of-the-art safety
technology went underused.

In August 1989, DOE for the
first time issued a comprehensive 5-year
plan to correct the environmental probiems
in the nuclear weapons complex and bring
all operations into compliance with environ-
mental laws. The plan sets a 30-year goal to
have the problems resolved. It is an impor-
tant first step. But, as GAO pointed out as
recently as November 1989, DOE still does
not know the extent of contamination at
many of its facilities and, in fact, is not cer-
tain that it has identified all contaminated
sites. Nor has the agency characterized all
the contaminated sites by type and quantity
of contaminant—a process to which current
technology is inadequate and for which we
may have to wait years. Only after the sites
have been characterized can DOE develop
specific, detailed plans to clean them up.

The keys to the 5-year plan's
success will be a continuing commitment to
its full implementation at DOE and its ade-
quate funding by the Congress. GAO will
continue to inform the Congress of DOE's
efforts to modernize the nation’s nuclear
weapons complex and resolve the waste
management and cleanup problems.



TIMING, TECHNOLOGY, AND POLITICS
However strong DOE's new
resolve may be, its cleanup program faces
problems in timing, technology, and politics.
For example, miilions of cubic meters of
low-level radioactive wastes are currently
stored around the nation in stacked barrels
or in open trenches awaiting permanent dis-
posal. The agency's Waste Isolation Pilot
Plant (WIPP) in New Mexico, designed to
dispose of mzd-level nuclear weapons plant
contaminants called transuranic wastes, is
not yet operational; DOE is still about 5
years away from demonstrating that the
facility can meet environmental standards.
Political oppesition has been strong in
Nevada, where DOE is exploring Yucca
Mountain as a disposal site for high-level
. nuclear wastes of the sort produced not just
by nuclear weapons facilities but also—and
more extensively—by commercial nuclear
power plants.

EARNING THE PUBLIC'S CONFIDENCE
The disposal of waste materi-
als produced by commercial nuclear power
plants is an unresolved issue on which the
future of nuclear power may hinge. The fate
of the commercial nuclear industry—the
maintenance of what amounts to 20 percent
of the nation’s current electricity generating
capacity and perhaps a larger share in the

future—rests in large measure on DOE's abil-

1HE NUCLEAR ULEANUP

ity to demonstrate to the public that nuclear
wastes can be disposed of without posing a
hazard to health and the environment.

The problem with environmen-

tal cleanup, as with the operation of nuclear
weapons facilities and the dispesal of the

wastes they generate, is largely a technologi-

cal one—one that was not addressed in the
rush to put nuclear technology to use.
Because DOE emphasized production, the
technology for cleaning up or stabilizing
radioactive contamination is years away
from development. The issue is now one of
finding the technological answers; of putting
them into operation; and of summoning the
money, effort, and resolve to make up for

years of neglect.®
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““The enduring dilemma is that the drug war costs money and money is

scarce. Trade offs will be necessary between the lengthy list of possible
improvements in prevention, treatment, research, and education

programs on the one hand, and law enforcement and international drug

control programs on the other.”




FIGHTING THE DRUG WAR

o urgent have been the nation’s efforts to resolve the prob-

lem of illegal drugs that we often speak of the “drug war.”

Most of our resources in this war have been devoted to
fighting the most conspicuous enemy: the drug suppliers. In 1988, for
instance, the federal government applied 31 billion to demand reduc-
tion—treatment of drug addicts, research into the causes and character-
istics of drug abuse and addiction, and prevention of drug abuse
through education. But three times that amount went to supply reduc-
tion: domestic investigations and prosecutions of drug traffickers,
attempts to interdict drugs being smuggled into the country, and inter-
national drug control.

Yet the fact remains that the war continues: The federal
antidrug strategy has not worked. lllicit drug production in foreign
countries remains at high levels, with plentiful supplies available for
export to the United States. Only a fraction of the drugs smuggled into
the country are intercepted. And the enormous profits available through
drug trafficking continue to attract an endless stream of entrepreneurs
who know opportunity when they see it.

If federal antidrug measures indeed constitute a kind of
war, for years it has been a fragmented and uncoordinated campaign
without much in the way of oversight or leadership. But with the
establishment of a Director of National Drug Control Policy (the “drug
czar”) in 1988, the Congress established a single position accountable
for planning and coordinating federal drug control strategy and policy.
This was a step GAO had long advocated.

The President’s National Drug Control Strategy, devel-
oped by the Director of National Drug Control Policy and unveiled in
September 1989, still gives high priority to law enforcement efforts to
reduce the supply of drugs. But it places emphasis on reducing demand
as well—both by calling for penalizing drug users and by increasing
funding for treatment and prevention programs.

Economists estimate

the total cost of
illegal drugs to
American society at
more than $60
billion annually
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T he enduring dilemma, however, is
that the drug war costs money and
money is scarce. Trade-offs will be neces-
sary between the lengthy list of possible
improvements in prevention, treatment,
research, and education programs on the one
hand, and law enforcement and international
drug control programs on the other. For
example, the nation’s criminal justice system
at all levels—federal, state, and local—is
already strained to the breaking point. Drug-
related crime and violence are overwhelming
police departments, courts, and prisons. Yet
criminal justice system problems cannot be
addressed in isolation from other facets of
the drug war: Spending more on prisons, for
instance, may mean that less money is
available for drug treatment and
prevention programs.

That the nation is fighting a
“war" should not lead us to ignore the need
for long-term programs that address the
social and economic conditions that provide
fertile ground for drug abuse. Poor Ameri-
cans and members of racial minorities are
among those at greatest risk. Even restoring
law and order to our drug-plagued inner cit-
ies and providing treatment for drug users
and addicts will have little permanent effect
if we cannot help inner-city residents find
decent jobs and the access to good educa-
tion, housing, and health care that most
Americans already enjoy.

GAO'S INVOLVEMENT

At present, GAQ's work
includes evaluations of both short-term
efforts on the immediate impacts of the drug
crisis and longer-term programs with the
potential to alleviate the problem over time.
GAO is addressing efforts to reduce the sup-
ply of drugs, including domestic drug law
enforcement, drug interdiction, and interna-
tional drug control programs; the role of the
military and national intelligence community
in the drug war; and efforts to reduce the
demand for illegal drugs, including preven-
tion and treatment programs. As part of its
future work, GAO will examine the long-term
efforts needed to address the social and eco-
nomic conditions contributing to the nation's
drug problem, including early childhood
intervention programs. One goal of GAO's
future work will be to evaluate the effective-
ness of the National Drug Control Strategy
and the success of the Director of National
Drug Control Policy in planning, implement-
ing, and coordinating the strategy’s compo-
nents. Among GAQ's objectives will be to
determine which antidrug policies and pro-
grams are effective and how antidrug poli-
cies and programs can be improved. GAO
will focus, as well, on improving measures of
drug program effectiveness so that the Congres:
and the administration can make the best
possible decisions with scarce resources.®
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INTERNAL CONTROLS

GAO maintains a system of internal controls over its operations. The system is designed to provide reasonable as-
surance, at an appropriate cost, that GAO’s assets are protected, that transactions are properly executed and re-
corded, and that operations are conducted in accordance with established policies and procedures.

RESULTS FROM FINANCIAL INTEGRITY REVIEWS

GAOQ is firmly committed to the spirit and intent of the Federal Managers’ Financial Integrity Act (FMFIA) of 1982.
GAO has instituted a series of steps to ensure compliance with the act's objectives. Those steps inciude

* a top level internal control advisory committee to provide policy oversight, review work progress. and provide
guidance in meeting the FMFIA objectives,

+ a management control plan to guide GAO’s FMFIA efforts and ensure that internal controls throughout the
organization are evaiuated,

* a requirement that all GAO units test selected internal controls as part of their annual FMFIA self-assessments,
and

« a quality review system which evaluates adherence to GAQ's auditing and reporting standards, policies,
and procedures.

As a result of those steps, GAO's internal controls have been strengthened and operational improvements made in
several areas. GAQ recently completed projects relating to the accountability and control of property, physical se-
curity of property and space, and the planning, executing, and reporting on the results of specific assignments. For
1989, GAQ's self-assessments and internal audit program provide reasonable assurance that GAQ’s internal controls
comply with the internal control objectives of FMFIA.

GAQ is currently reviewing its accounting system. To date, nothing has come to GAQ's attention to indi-
cate that the system does not conform in all material aspects with the principles, standards, and related require-
ments contained in title 2 of GAQ's Policy and Procedures Manual for Guidance of Federal Agencies. However, cer-
tain areas in the system needing improvement were identified during the audits of the financial statements. GAQ
has an effort underway to bring about those improvements.

Aoyl

Assistant Comptroller General
for Operations



FINANCIAL INFORMATION ET

FINANCIAL RESOURCES AND OPERATING EXPENSES

The accompanying financial statements summarize the financial position of GAQ, disclose the cost of operations
during fiscal years 1989 and 1988, and present all significant sources and uses of resources during the 2 fiscal
years.

The cost of operating GAO during fiscal years 1989 and 1988 amounted to about $339 million and $327
million, respectively. Over 99 percent of its operations were financed through appropriations from the Congress.
The remainder came from reimbursements from other government agencies. The percentage of operating expenses
financed by appropriations has been about the same over the last five years.

During fiscal year 1989, expenses for salaries and related costs totaled $258 million and constituted
about 76 percent of GAQ's total operating expenses. This supported a staffing level of 5,061 full-time equivalent
staff-years, most of which were employed in carrying out GAQ's audit and evaluation activities. This staffing level
has remained reiatively constant during the past decade.
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REPORT OF INDEPENDENT ACCOUNTANTS
ON FINANCIAL STATEMENTS

Comptrolier 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, 1989 and 1988 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 re-
sponsibility 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 Government
Auditing Standards issued by the Comptroller General. Those standards require that we plan and perform the au-
dit to obtain reasonabie assurance about whether the financial statements are {ree of material misstatement.

Also, in accordance with those standards and as an integral part of our examination, we issued separate reports
that describe the scope of our review and findings related to internal accounting controls and compliance with
laws and regulations. An audit includes examining on a test basis, evidence supporting the amounts and dis-
closures in the financial statements. An audit also includes assessing the accounting principles used and signifi-
cant estimates made by management, as well as evaluating the overall financial 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 30, 1988 and 1988 and the results of operations and
the changes in its financial position for the years then ended in conformity with generally accepted accounting
principles as prescribed in title 2 of the General Accounting Office’s Plicy and Procedures Manual for Guidance
of Rederal Agencies.

KReic LNeTehpssts
Washington, DC
January 19,1990



FINANCIAL STATEMENTS

U.8. GENERAL ACCOUNTING OFFICE
STATEMENT OF FINANCIAL POSITION
AS OF SEPTEMBER 30, 1989 AND 1988

Dollars in Thousands 1989 1988
Assets
Funds with U.S. Treasury $46,769 $37,224
Future appropriations due 24,201 22,936
Travel and other advances 1,144 1,082
Accounts receivable 2,406 2,235
Supplies inventory 465 485
Building and land, net of $626 accumulated
depreciation 16,229 ]
Improvements to the building, net of $537
accumulated depreciation 2,168 0
Furniture and equipment, net of $8,111 and $6,840
accumulated depreciation, respectively 8,298 9,354
Total Asseta $101,680 $73,316
Liabilities
Salaries and benefits $15,575 $16,167
Employee travel 1,882 1,482
Accounts payable 8,438 7,843
Other liabilities 4,186 3,533
Accrued annual leave 22,979 21,846
Total Liabilities $53,061 $50,871

Net Assets

$48,610

The accompanying notes are an integral part of the financial statements.
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U.S. GENERAL ACCOUNTING OFFICE
STATEMENT OF OPERATIONS AND FINANCING SOURCES
FOR FISCAL YEARS ENDED SEPTEMBER 30, 1889 AND 1888

Dollars in Thousands 1989 1988
Operating Expenses
Salaries and benefits $258,241 $244 387
External training 1,586 1.263
Travel 17,377 15,731
Rent, communications and utilities 21,401 36,092
Computer and other ADP services 12,730 9,937
Other contract services 15,361 10,754
Supplies and materials 4,825 3,055
Printing and document copying 2,833 3,116
Depreciation 3,719 2,459
Other 1,388 453
Total Operating Expenses $339,461 $327,247
Financing Sources
Appropriations expended $336,743 $325,929
Runds to be provided by future appropriations 1,265 575
Rents, reimbursable audits and other reimbursable
services 10,129 2,870
Less amounts remittable to U.S. Treasury (8,676) (2,127
Total Financing Sources $339,461 $327,247

The accompanying notes are an integral part of the financial statements.



U.S. GENERAL ACCOUNTING OFFICE
STATEMENT OF CHANGES IN FINANCIAL POSITION
AS OF SEPTEMBER 30, 1989 AND 1988

Dollars in Thousands 1989 1988
Sources of Funds

Appropriations and other financing sources $339,461 $327,247

[ncrease in receivables, advances, and future

appropriations due (1,498) (1,097)

Decrease in supplies inventory 20 106

Increase in liabilities 2,190 5,764
Total Sources of Funds $340,173 $332,020
Runds Used in Operations

Operating expenses $339,461 $327,247

Less expenses not requiring funds:

Depreciation and amortization (3,719) (2,459)
Loss on disposal of capital assets (380) (90)

Total Funds Used in Operations $335,362 $324,698
Other (Sources) and Uses of Funvis

Increase in net assets $(26,174) $(1,230)

Transfer of building and land 16,855 0

Acquisition of other capital assets 4,585 4,424
Net Other (Sources) and Uses of Funds $(4,734) $3,104
Total Uses of Funds $330,628 $327,892
Increase in Funds with U.S. Treasury $9,545 $4,128

Beginning of year 37,224 33,006
-/
End of year $46,769 $37,224

The accompanying notes are an integral part of the financial statements.

.
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NOTES TO FINANCIAL STATEMENTS

Note 1. The Entity

The accompanying financial statements present the financial activity of the General Accounting Office (GAO), an
agency of the U.S. Government. The activity presented relates to the execution of the GAQ's congressionally ap-
proved budget and, as such, does not include the effects of centrally administered assets and liabilities related to
the federal government as a whole, such as borrowings, which may in part be attributable to GAO.

Note 2. Summary of Significant Accounting Policies

A. Basis of Accounting

The Statement of Financial Position, Statement of Operations and Financing Sources, and Statement of Changes in
Financial Position are presented in accordance with generally accepted accounting principies as prescribed in
title 2 of GAO's Policy and Procedures Manual for Guidance of Rederal Agencies. These principles differ from bud-
getary reporting principles. The differences relate principally to the capitalization and depreciation of buildings,
improvements, furniture and equipment and the recognition of other long-term assets and liabilities in the accom-
panying financiai statements. Also, for financial statement purposes, budgetary appropriations are realized as a
financing source as accrued expenses are recognized.

B. Accounts Receivable

GAQ'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.

C. Fixed Assets

The GAD’s headquarters building in Washington, D.C. is depreciated over 25 years. Furniture and equipment costing
more than $5,000 are capitalized and depreciated. Bulk purchases of lesser-value items that aggregate more than
$100,000 are also capitalized. Depreciation is calculated on a straightline basis over the estimated useful life of the
property, which ranges from 5 to 20 years. [mprovements to the GAO headquarters building and other 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.

D. Annual, Sick, and Other Lesve
Annual lesve is accrued ss it is earned, and the sccrual is reduced as lexw is-taken. The accraed leave liability is
principally long-term in neture-Sich-loee-aad other types,of leve are expensed as [eave is taken.

. ~ : T |

Note §. Reconcillsiion to Badgetary Accrued Expenditures ~ =

The foilowing schedale reconciles operating expenses, as included in the Stitement of Operations and Financing
Sources, to budgetary expenditures. This reconciliation i presented to facilitate an understanding of the relation-

ship and differences between information presented in the financial statements and budgetary information.

Dollars in Thousands 1989 1988
Total operating expenses as included in Statement of e =

Operations and Financing Sources $339,461 $327.247
Expenses financed by charges to agencies and retained by the GAD (1,453) (743)

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

expenditures (1,265) (575)
Net effect of capitalizing assets in the financial statements

which are recognized as expenditures for budgetary purposes 468 1,296

otal Budgetary Accrued Expenditures ' $337.211 $327,225

6



Note 4. Funds With U.S. Treasury

GAO does not maintain cash in commercial bank accounts. Rather, its receipts and disbursements are processed
by the U.S. Treasury. The balance of finds with the U.S. Treasury represents appropriated funds that are available
to pay current liabilities and finance authorized purchase commitments relative to goods or services which have
not been received.

Note 5. Future Appropriations Due

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 (annuai leave and retirement bene-
fits for Comptrollers General), which are financed (funds appropriated) in the year payment is required.

Note 6. GAO Building

Public Law 100-545 transferred control of the General Accounting Office building and land in Washington, D.C.,
from the General Services Administration to GAQ, effective October 28, 1988 without a monetary exchange. The
depreciated value of the building at the time of transfer was $16,855,000. GAO recorded the building as an asset at
this value and a corresponding amount was included in net assets.

The fair value of the building and land is considered to be significantly higher than the recorded value
by both GAQ and the transferer. For the purpose of determining the cost effectiveness of additional improvements
and changes to the building, GAQ plans to obtain an estimate of the fair market value of the building and the land
during the next fiscal year.

Rental expense for space occupied in the GAO building is included in total operating expenses for the
year ended September 30, 1988. Since the GAO no longer pays rent to the GSA for the GAO building, there is no
such expense in fiscal year 1989. However, significant depreciation and maintenance expenses relating to the
building are included in total operating expenses for the year ended September 30, 1989.

GAD is responsible for collecting rent from tenants of the GAO building and transferring these funds to
Treasury. GAQ does not have the use of the funds. Rents collected and transferred to Treasury for the year ended
September 30, 1989 were $6,093,000.

Note 7. Leases

- A. Operating Leases

GAD leases additional 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 can-
celable without penalty. Lease costs for office space and equipment for fiscal years 1989 and 1988 amounted to ap-
proximately $15,500,000 and $30,250,000, respectively. The decrease in fiscal year 1989 was primarily due to the
elimination of rent paid prior to the transfer of the GAQ building and land from GSA to GAD, effective

October 28, 1988

B. Capital Leases

GAO has entered into several noncancelable capital leases under which the ownership of the equipment covered
under the leases transfers to GAQ when the leases expire. Lease payments of approximately $947,000 remained to
be paid on these leases as of September 30, 1989. When GAD enters into these leases, the value of the future lease
payments is capitalized and recorded as a liability.

Note 8. Retirement Benefits

All permanent employees participate in the contributory Civil Service Retirement System (CSRS) or the Federal
Employees Retirement System (FERS) which became effective January 1, 1987. Temporary employees and employ-
ees participating in FERS are covered under the Federal Insurance Contributions Act (FICA). GAO makes match-
ing contributions to the CSRS, FERS, and FICA and matches employee contributions to the savings component of
FERS up to 5 percent of basic pay but has no Liability for future payments to employees under these programs.
GAO's costs associated with its employee retirement programs during fiscal years 1989 and 1988 amounted to ap-
proximately $25,250,000 and $22,850,000, respectively.
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Comptrollers General and their surviving beneficiaries who qualify and so elect are paid retirement ben-
efits 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 estimated present value of future payments is included in
future appropriations due and other liabilities. The estimated present value of future payments was $1,222.000 as of
September 30, 1989 and $1,090,000 as of September 30, 1988.

Note 9. Net Assets

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

Dollars in Thousands 1989 1988
Building and land $16,229 $ 0
Other capitalized assets 9,983 9,310
Purchase commitments 22,407 13.135
Total Net Assets $48,619 $22,445

The GAO building and land were transferred to GAO by GSA (note 6). The increase in net assets from fiscal year
1988 to 1989 related to purchase commitments is attributable to an increase in outstanding undelivered orders
from September 30, 1988 to September 30, 1989.

Note 10. Contingent Liabilities

GAQ has certain claims and lawsuits pending against it. Where claims are expected to result in payments, and the
payment amounts can be reasonably estimated, appropriate provision has been included in the accompanying fi-
nancial 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 GAQ.

Note i1. Trust and Other Governmentwide Functions

GAD 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.

GAQ is accountable to the Congress and the public for the proper administration of the assets held in
the trusts. During fiscal year 1989 GAO compieted transferring ail delinquent claims to the agencies from which
the claims originated. There will be no further activity in this trust function in future years. Trust assets under ad-
ministration by GAD aggregated approximately $4,356,000 on September 30, 1989. These assets 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. During fiscal year 1989 receipts and disburse-
ments in these funds amounted to $1,250,000 and $1,037,000, respectively. Since these trust assets and related lia-
bilities are not assets and liabilities of GAD, they are not included in the accompanying financial statements.

In addition to the trust activities, GAD is also responsibie for authorizing the payment of certain adjudi-
cated and administratively settled claims against.the federal government from a special appropriation. During
fiscal years 1989 and 1988, GAO authorized approximately $519,000,000 and $1,424,000,000 respectively, in claims
for payment from this special appropriation.



REPORT OF INDEPENDENT ACCOUNTANTS | —5
ON INTERNAL CONTROLS

Comptroller General of the United States:

We have audited the financial statements of the General Accounting Office (GAQ) as of and for the year ended
September 30, 1989, and have issued our report thereon dated January 19, 1990. We conducted our audit in accor-
dance with generally accepted auditing standards and Government Auditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable as-
surance about whether the financial statements are free of material misstatement.

GAQ's management is responsible for establishing and maintaining an internal control structure. In ful-
filling this responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of internal control policies and procedures. The objectives of an internal control structure are to
provide management with reasonable, but not absolute, assurance that (1) obligations and costs are incurred in
compliance with applicable laws, (2) funds, property, and assets are safeguarded against waste, loss, and unau-
thorized use or misappropriation, and (3) assets, liabilities, revenues, and expenses applicable to operations are
properly recorded and accounted for to permit the preparation of reliable financial reports and to maintain ac-
countability over the entity's assets. Because of inherent limitations in any internal control structure, errors or ir-
reguiarities may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to fu-
ture periods is subject to the risk that procedures may become inadequate because of changes in conditions or
that the effectiveness of the design and operation of policies and procedures may deteriorate.

For purposes of this report, we have classified the significant policies and procedures relative to GAQ's
internal control structure in the following categories:

« Treasury and appropriations

« Revenues and receivables

» Travel expenses

* Payables and disbursements

« Payroll and employee advances

+ Property and inventory

,* Comptroller General's retirement plan
* Trust functions

For all categories listed above, we obtained an understanding of the design of relevant policies and procedures
which comprise the control structure, determined whether they have been placed in operation, and assessed con-
trol risk.

A material weakness is a reportable condition in which the design or operation of specific elements of
the internal control structure do not reduce to a relatively low level the risk that errors or irregularities, in
amounts that would be material in relation to the financial statements being audited, may occur and not be de-
tected within a timely period by employees in the normal course of performing their assigned functions. We noted
no matters inwolving the internal control structure and its operation that we consider to be a material weakness as
defined above. However, we noted certain matters inwolving the internal control structure and its operation that we
have reported to management in a separate letter

This report is intended for the information of GAO’s management. This restriction is not intended to
limit the distribution of this report, which is a matter of public record.

Washington, DC
January 19, 1990
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REPORT OF INDEPENDENT ACCOUNTANTS
ON COMPLIANCE WITH LAWS AND REGULATIONS

Comptroller General of the United States:

We have audited the financial statements of the General Accounting Office (GAQ) as of and for the year ended
September 30, 1989, and have issued our report thereon dated January 19, 1990. We conducted our audit in accor-
dance with generally accepted auditing standards and Government Auditing Standards issued by the Comptroiler
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable as-
surance about whether the financial statements are free of material misstatement.

Assuring compliance with laws and regulations applicable to the GAO is the responsibility of GAQ's man-
agement. As part of obtaining reasonable assurance about whether the financial statements are free of material
misstatement, we performed tests of GAO's compliance with provisions of applicable laws and regulations, non-
compliance with which could have a material effect on the financial statements of the GAQ. However, our objective
was not to provide an opinion on overall compliance with such provisions.

The results of our tests indicate that, with respect to the items tested, GAO complied, in all material re-
spects, with the provisions of the laws and regulations referred to in the preceding paragraph. With respect to
items not tested, nothing came to our attention that caused us to believe that GAO had not complied, in all mate-
rial respects, with those provisions.

This report is intended for the information of GAO's management. This restriction is not intended to
limit distribution of this report, which is a matter of public record.

)Qu&u
Washington, DC
January 19, 1990
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