United States General Accounting Office

| G AO Report to the Congress

November 1988 FIN ANCI AL AUDIT

Veterans
Administration’s
Financial Statements
for Fiscal Years 1987
and 1986




GAO

United States
General Accounting Office
Washington, D.C. 20548

Comptroller General
of the United States

B-226801
November 30, 1988

To the President of the Senate and the
Speaker of the House of Representatives

This report presents the results of our examination of the Veterans
Administration’s (va) consolidated financial statements for fiscal years
1987 and 1986. Our report describes restrictions on the scope of our
examination for fiscal year 1986, which limited our opinion on that
year’s financial statements to va’s consolidated statement of financial
position. The opinion for both fiscal years is qualified for the unknown
effect of any adjustments that might have been necessary had we been
able to satisfy ourselves that vA's real property and equipment accounts
were presented fzirly. Our opinion for both fiscal years is also qualified
because the consolidated statement of financial position reflects a $3-
billion overstatement in the life insurance reserves due to the use of
statutory actuarial assuraptions rather than more realistic assumptions
permitted by generally accepted accounting principles.

The report contains separate reports on VA's system of internal account-
ing controls and on its compliance with laws and regulations. vA’s real
property accounts and automated data processing functions have inter-
nal accounting control weaknesses that need to be improved. OQur com-
pliance with laws and regulations report discloses that va violated the
debt collection provisions of the Veterans’ Rehabilitation and Education
Act Amendments of 1980 (38 U.S.C. 3115) and that it did not fully com-
ply with the Prompt Payment Act (31 U.S.C. 3901-3906).

We are sending copies of this report to the Chairman, Senate Committee
on Veterans’ Affairs; the Chairman, House Committee on Veterans'
Affairs; the Director, Office of Management and Budget; the Secretary
of the Treasury; and the Administrator of Veterans Affairs.

hadds A, Gkl

Charles A. Bowsher
Comptroller General
of the United States

Page 1 GAO/AFMD-89-23 Veterans Administration



Page 3 GAO/AFMD-89-23 Veterans Administration



B-226801

auditing procedures as to the net aggregate book value of these older
assets. Furthermore, although equipment records are maintained in an
automated system, accounting records of land and buildings are kept
manually, are not always subject to centralized or uniform accounting
controls, and, at the va sites visited during our examination, contain a
high degree of error in recorded values. Accordingly, as in our 1986
audit, we determined that it was not practical to perform, nor did we
perform, sufficient alternative auditing procedures to remove our quali-
fication relating to the presentation of these assets.

The accompanying financial statements reflect statutorily calculated
insurance reserves totaling $11.6 and $11.4 billion for fiscal years 1987
and 1986, respectively (see note 6). These reserves, which cover policy
benefits relating to five va life insurance programs, were established
under federal statutes which prescribed conservative investment yields
and mortality assumptions. Under generally accepted accounting princi-
ples for federal agencies, more realistic interest earnings projections and
actual mortality experiences are used for calculating such reserves.
Insurance policy reserves, calculated using interest rates ranging from
7 to 8.5 percent and mortality assumptions which are based on actual
program experience, would amount to approximately $8.6 and $8.3 bii-
lion for fiscal years 1987 and 1986, respectively. Thus, using the statu-
tory assumptions has resulted in an excess accumulation of about

$3 billion more than needed to ultimately cover present policy benefits.
Any excess fund accumulations inure, based on statutory requirements,
to policyholders and will ultimately be distributed to them as dividends
and other benefit enhancements. Nevertheless, the use of statutory
assumptions does not materially affect operating expenses for fiscal
year 1987. va did not compute the difference in operating expenses that
would have resulted from using statutory assumptions for fiscal year
1986.

As discussed in note 5, the financial condition of certain sectors of the
economy, particularly the energy and agricultural sectors, adversely
affected the home mortgage industry’s performance during 1987. The
rate of housing foreclosures for va has increased substantially since
1986. For example, the average foreclosure rate on va guaranteed home
loans increased from 16.8 percent in fiscal year 1986 to 19.6 percent in
fiscal year 1987. While va expects this trend to reverse itself in 1988,
other mortgage industry experts expect the trend to continue. At the
same time, the number of va guaranteed loans has also increased. This
greatly increases vA's exposure to losses in its oan guaranty revolving
fund because the revolving fund’s fees are not intended to fully cover
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assurance that (1) obligations and costs are in compliance with applica-
ble laws, (2) funds, property, and other assets are safeguarded against
waste, loss, and unauthorized use or misappropriation, and (3) assets,
liabilities, revenues, and expenditures applicable to operations are prop-
erly recorded and accounted for to permit the preparation of accounts
and reliable financial and statistical reports and to maintain accounta-
bility over assets. Because of inherent limitations in any system of inter-
nal accounting controls, errors or irregularities may nevertheless occur
and not be detected. Also, projection of any evaluation of the system to
future periods is subject to the risk that procedures may become inade-
quate because of changes in conditions or that the degree of compliance
with the procedures may deteriorate.

vA evaluated its system of internal accounting and administrative con-
trols in accordance with the Federal Managers’ Financial Integrity Act
of 1982. In its Financial Integrity Act report for fiscal year 1987, dated
December 31, 1987, vA reported that its systems of internal accounting
and administrative controls, taken as a whole, provided reasonable
assurance that the required control requirements were being complied
with. We reviewed VA's report and considered its statements in con-
ducting our study and evaluation in determining the nature, timing, and
extent of audit tests.

Our study and evaluation, made for the limited purpose described in the
second paragraph, would not necessarily disclose all material weak-
nesses in the system of internal accounting controls. Accordingly, we do
not express an opinion on VA's system of internal accounting controls
taken as a whole or on any of the categories of controls identified in the
second paragraph. However, our study and evaluation disclosed two
conditions which we believe pose a high degree of risk that material
errors or irregularities could occur and not be promptly detected. The
first condition involves vA's buildings and related depreciation accounts.
The second condition involves controls over data processing activities.
Although our audit procedures did not disclose any significant errors
resulting from deficient automated data processing controls, we believe
the condition poses a sufficiently high degree of risk to warrant manage-
ment’s immediate attention.

In our report on our fiscal year 1986 study and evaluation of internal
accounting controls, made as a part of our examination of va’s consoli-
dated financial statements (GAO;AFMD-87-38, dated July 29, 1987), we dis-
closed a condition which we believed would adversely affect va's ability
to record, process, and report financial data. We determined the need for
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ADP Controls Need
Strengthening

involves both early and late capitalization of costs from construction
work-in-process. We noted cases where amounts were transferred from
work-in-process when the applicable construction was less than 50 per-
cent complete. In other cases, buildings were already in use prior to
September 30, 1987, but remained in vA's work-in-process account.
Failure to calculate depreciation in accordance with vA's policy. This
occurred at 13 of the 28 medical centers we visited during our fiscai
year 1987 examination. Problems included (1) failing to include all
buildings and structures in depreciation calculations, (2) depreciating
beyond the cost of the property, and (3) various mathematical errors.

Federal Information Resource Management Regulations and Office of
Management and Budget (0MB) policies charge agencies with maintain-
ing adequate controls to ensure that data is safeguarded and that sys-
tems are reliable. Our review of vA’'s automated data processing (ADP)
internal controls disclosed weaknesses in vA's software maintenance and
data integrity controls at all three data processing centers (Austin,
Texas; Hines, Illinois: and Philadelphia, Pennsylvania). We also found
processing problems in the compensation and pension system and errors
in specific payroll and loan guaranty programs. Furthermore, certain
manual compensating controls that are separate from the App function,
such as reconciliations between systems or between control and subsidi-
ary accounts, were not adequate in several areas.

These weaknesses individually are not material in relation to va’s con-
solidated financial statements; taken collectively, however, they pose a
high degree of risk that data errors or incorrect processing could occur
which could affect both account balances and financial reports and not
be detected. In addition, many of VA's financial systems are outdated,
inadequately documented, and difficult to maintain. Several are sched-
uled to be modernized. Although VA's ADP weaknesses pose a high degree
of risk, our testing of accounting records and other auditing procedures
did not disclose any errors material to the financial statements taken as
a whole for fiscal years 1987 and 1986.

Software Maintenance

The software maintenance process is critical to ensuring that ADP sys-
tems continue to work as intended and are responsive to changing user
requirements. There are two types of computer software: (1) system
software, which performs generalized functions for more than one appli-
cation (such as programs that control user access) and (2) application
software, which is specific to an individual process (such as payroll). We
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have unrestricted access to all the system'’s production data, and the
restrictions on access to application software can be easily bypassed.
Even though they may not be assigned responsibility for a particular
system or component, system software programmers at the Austin bpc
have complete access to production data, which includes payroll, per-
sonnel, financial, and loan information. For example, at our request. a
system programmer accessed the payroll production file which contains
pay information for all va employees.

OMB circular A-123 states that access to resources and records should be
limited to authorized individuais, and federal computer security guide-
lines indicate that authorization should be limited to individuais who
require such data for their jobs. Because changes made by a system pro-
grammer have less chance of being discovered than changes made by
other data processing personnel, they carnt do more damage. As a result,
it is particularly critical that controls over system software programs
exist.

Processing Problems and
Program Errors

Computer applications should be able to substantiate transaction
processing, including the capability to reconstruct control totals. At the
Hines and Austin DpCs, we found processing problems in the compensa-
tion and pension system and errors in specific payroll and loan guaranty
software programs. Some examples follow.

We noted two processing problems in the compensation and pension sys-
tem. First, vA’s computer-generated control reports, designed to control
data through the master record updating process, are not reconciled. For
example, in a 2-month period, one such control report, which compares
the change in compensation and pension master records to the net effect
of the processing cycle, showed an unexplained difference of 30 percent.
VA views this as a control problem rather than a processing problem.
Second, transaction counts are not tracked throughout the data process-
ing cycle to ensure complete and accurate processing.

As a result of a4 programming error detected in determining vaA’'s fiscal
vear 1987 unfunded annual leave liability, the agency’s fiscal year 1986
financial statements were restated to decrease the previously reported
leave liability by $63 million.

Inadequate Compensating
Controls

Generally accepted accounting control mechanisms in the accounting
process could partially mitigate the ADP control weaknesses. Such con-
trols, which are intended to aid in substantiating and maintainirg the
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statements, but, more importantly, to also provide accurate data for use
by agency decisionmakers to better manage VA programs.

Recommendations

We recomumend that the Administrator of Veterans Affairs:

Direct the Controller and the Director of Facilities to develop an auto-
mated property management accounting system which includes
improved internal controls over transactions affecting property and
related accounts. The improvements should include:

(1) issuing additional guidance to medical centers on identifying the
operational fund expenditures that should be capitalized,

(2) revising capitalization procedures to identify responsibilities of indi-
viduals involved in making capitalization decisions and to ensure that
costs are capitalized when buildings or capital improvements are placed
in use, and

(3) implementing internal controls to ensure that medical centers accu-
rately calculate depreciation on buildings and other structures.

Direct the Office of Information Systems and Telecommunications and
the Department of Veterans Benefits to improve the automated data
processing controls in their respective areas at each of va’s three data
processing centers. These corrective actions should include (1) imple-
menting effective manual or automated documented reviews of software
program code changes for sensitive applications and (2) incorporating
software maintenance and data integrity controls, such as establishing
independent audit test files at the Austin Data Processing Center.
Reiterate to department directors the need to follow ail internal account-
ing contro! procedures and to adhere to vA policies, with particular
emphasis on performing and finalizing reconciliations of account
balances.

Other Opportunities
for Improvement

During the course of our examination, we identified a number of other
weaknesses in ADP and internal accounting controls and procedures
which, although not as significant as those discussed in this report,
nonetheless merit corrective action to strengthen the controls. Accord-
ingly, we are reporting them separately to the Administrator of Veter-
ans Affairs.
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and Regulations

We have examined the consolidated financial statements of the Veterans
Administration (vA) for the fiscal year ended September 30, 1987, and
have issued our opinion thereon. Our examination was made in accord-
ance with generally accepted government auditing standards and,
accordingly, included such tests of the accounting records and such
other auditing procedures, including tests of compliance with laws and
regulations, as we considered necessary in the circumstances.

This report pertains only to our review of compliance with laws and
regulations for the fiscal year ended September 30, 1987. Gur report on
compliance with laws and regulations for the fiscal year ended
September 30, 1986, is presented in GAO/AFMD-87-38, dated July 29, 1987.
The conditions noted therein were considered in determining the nature
and scope of the procedures performed for our 1987 review.

Our review of compliance with laws and regulations, made for the lim-
ited purpose described in the preceding paragraphs, does not necessarily
cover all laws and regulations that vA is required to comply with.
Accordingly, we are expressing an opinion only with respect to those
transactions tested. In our opinion, va complied with the terms and pro-
visions of laws and regulations for the transactions tested that could
have materially affected its consolidated financial statements; however,
we found instances of noncompliance for which we recommend va take
corrective action.

Our report on compliance with laws and regulations in fiscal year 1986
disclosed two cases of noncompliance with certain laws and identified
two actions by va which presented compliance issues requiring further
analysis. These were

(1) violations of the Veterans’ Rehabilitation and Education Amend-
ments of 1980

(2) violations of the Prompt Payment Act;

(3) applicability of section 11 of the Debt Collection Act of 1982 to va;
and

(4) vA's treatment of October 1, 1986, veterans' benefits entitlement
payments.
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Report on Compliance With Laws
and Regulations

The Veterans' Rehabilitation and Education Amendments of 1980 (Pub-
lic Law 94-466, now codified as 38 U.S.C. 3115) specify interest and
administrative costs to be charged to va’s delinquent debtors. The law
requires that interest on delinquent debt be accrued based on the
Departrent of the Treasury’s rate, which, as of September 30, 1987 and
1986, was 7 and 8 percent, respectively. However, during both fiscal
year 1987 and fiscal year 1986, va did not fully comply with this provi-
sion because it did not assess interest and administrative costs on cer-
tain debts generated by its compensation and pension programs. These
debts principally relate to overpayment of compensation and pension
benefits for which va is seeking reimbursement. Also, va continued to
charge interest at 4 percent annually on its loan guaranty accounts
receivable rather than the current interest rate required by the 1980
amendments to the act.

In his comments to the Chairman, Senate Committee on Governmental
Affairs, on our fiscal year 1986 compliance report, the Administrator of
Veterans Affairs expressed concern as to the potential effects of charg-
ing interest and administrative costs to low-income compensation and
pension recipients and the need to “review practical alternatives in col-
lecting the overpayments.” vA maintains it is seeking legislation to
exempt compensation and pension receivables from interest charges.
However, there has not been any legislative action. If vA does not receive
legal authority to exempt compensation and pension receivables from
interest charges, extensive computer programming will be needed to
implement necessary automated system changes for applying the
charges.

The Administrator’'s reference to the need for reviewing practical alter-
natives in collecting these particular compensation and pension benefits
overpayments relates to the problems VA is experiencing in recovering
the overpayments. According to vA, most of these particular debtors are
pension recipients whose changes in income or dependency status have
terminated their entitlements to payments. The Administrator recog-
nizes that it is reasonable to request payment of interest and administra-
tive costs on erroneous payments. However, he realizes the problems
involved in recovering funds from individuals at or near the poverty
income level and is concerned with the potential effects of adding inter-
est and administrative costs to the receivables. But, he has not exercised
his authority under 38 U.S.C. 3102 to waive interest and administrative
costs in cases where recovery would be against equity and good
conscience.
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In its fiscal year 1987 Prompt Payment Act report, va reported that it
paid approximately $454,000 in interest penalties on payments made
after the grace pericd. VA alsc reported that it did not pay an estimated
$431,000 in interest penalties that were due. The interest penalties that
were not paid primarily related to certain invoices that are still
processed manually as opposed to ones processed through va's computer
invoice payment system. Qur testing of 202 payments vA made during
fiscal year 1987 disclosed approximately the same late payment per-
centage as VA reported.

Conclusions

vA did not comply with applicable laws and regulations in two areas:
assessment of penalties and interest and vendor invoice payment timing.
These problems were also identified in our 1986 examination.

During fiscal year 1987, vA continued its practice of not charging inter-
est and administrative costs on certain debts generated by its compensa-
tion and pension programs. However, the Veterans' Rehabilitation and
Education Act Amendments of 1980 require VA to charge current inter-
est rates, which were 7 and 8 percent as of September 30, 1987 ard
1986, respectively. va maintains that it is seeking legislation to relieve it
of responsibility for assessing penalties and interest on accounts receiv-
able associated with its compensation and pension programs. va believes
that assessing interest on these types of debts should not be required
because the majority of the debtors are living near the poverty level. It
is experiencing problems in collecting the basic overpayments that com-
prise these receivables and is concerned with the potential effects of
adding the interest and administrative costs to these cases. Under sec-
tion 3102 of title 38 of the United States Code, va is also allowed to
waive interest and administrative costs if recovery is deemed to be
against equity and good conscience.

Although vA does charge interest on its loan guaranty accounts receiva-
ble, the interest rate charged is lower than the rate required by the 1980
amendments to the act. va agrees that it should be charging the higher
interest rate. However, vA maintains that because of the extensive com-
puter software programming required fo implement this project and
because of competing computer software needs, it will be unable to do so
until 1991.

VA also needs to improve its cash vendor invoice payment procedures tor
certain purchases to comply with the Prompt Payment Act and its
implementing regulations. During fiscal year 1987, vaA paid about
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Prompt Payment Act area to convert more of its manually processed
invoice payments to its computer assisted invoice payment system.
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Consolidated Statement of Operations

|
1
|

PR THE FISCAL YEARS ENCED SEPTEMEER 30, 1987 AND 1986

(ollars in Thousands)

(Restated)
(Unaudited)
1987 1986
CPERATING EXPENSES
ARD DIVIDENIS :
Expenses oy Cateqgory:
Persannel Compensation and Fringe Berefits $ 6,982,792 $ 6,641,146
Veterans Benefits 15,630,956 15,673,194
Claims and Indemnities 3,272,296 2,206,460
Depreciation 363,477 337,997
Sumwlies ard Materials 1,622,952 1,537,771
Contractial Services 1,320,649 1,180,408
Rent, Camrucations, and Utilities 516,267 503,446
Other 262,591 335,455
Total Onerating Expenses 29,971,980 28,415,877
Prowisions for Dividemds ™
Folicytolders 928,845 907,170
Provisions for Servicemen's Gragp Life
Insurance Reserve 8,027 9.513
$30,909,852 $29,332,580
OPERATING REVENUE AND
FINANCING SOURCES ¢
Opetating Reveroes:
Pramign Inoome £ 877,7% $ 848,402
Interest Inoome 1,383,742 1,350,391
Loan Criqunatim fees 340,972 258,111
Reimrursements ard Otner 395,015 277,456
Toeal Operatima Reverue 2,997,485 2,734,360
Firnancino by Source:
Appropriations ad Fimancing Sources Realized 26,560,145 25,631,985
Furds to be Provided
oy Future Ampropriations 1,119, 16 640,360
Transfers, Reimbursements, armd Orher 233, 106 323,875
Total financing Srurges 27,812,367 26,958,920
$30,909,852 $29.332, 580

Tre acocorpanyima notes are an integral part of this Statement.
Note 1l includes financial information by major program area.
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Notes to the Financial Statements

nme 1 LEATOTALGM L ANAIIMTYS mAT TATan
NULE I DL‘JL‘LI‘\-.‘\N¢ .’\v../[:b‘l‘.u :J\JL‘.\.&uD

Totity and 3asis of Consolidation

In fulfiliing its mission to oprovide wvererans with care, support, arnd
recognition, the Veterans Admimistration maintains 15 general funds, 1¢
revolving funds, 5 trust funds., and 10 orher funds. The financ:al activities
of these funds have peen classified i1nto the foliowing functional areas:
Medical and Jonstruction; Jeterans Benef.ts . compensation. pension, a2ducaticn,
anad other benefits: Zousing Jredit assistarce: _ife Insurance: and
Administraticn. Some of the rtrust asd revoliving Utund activaities Ior ihne

insurance and housing credlit assistance programs are augmented Dy pudget
appropriations.

The conso.idated financial statements aczount for a.. funds for w«hich =ne Va
is responsinie and are presented on the accrua: 2sasis of  accounting  as
cequired by =ne 3AD policy and procedures manda. {or Juidance of feaeral
agencies .Title 2y, All significant 1ntra-agencv oa.ances and transactions
nave been eliminated in consoiidaticn.

jecognition of Fimancing Sources

The current congressional budgetary process under which VA operates does not
distinguish Dbetween capitai ana operating expenditures. For npudgetary
purposes, hoth are recognized as a use of hudgetary resocurces (outlays) as
paid. For financia. reporting putposes under accrual accounting, however,
gperating expenses are recognized currently while expenditures for capital and
other long-term assets are capitalized and are not recognized as expenses
until they are consumed in the VA's operations. Finapcing sources for these
expenses, which derive both from current and prior year appropriations and
operations, are recognized on this same basis. The consolidated statement of
changes :n  financial position and reconciliation to  Bbudget opresents a
reconciiiation of operating expenses on an accrual bPbasis with Dbudgetary
expenditures.

Yor certain accrued expenses f(e.g., annual leave earned but not taken,
insurance o»remiums for disabled veterans funded by appreopriations., and .osses
on guaranteed iocans), current or prior year appropriations are not available
to fund the eupenses. However, sucnh expenses are customarily financed (funds
approprizred, or for a portion of the iocan .osses, revenues received} in the
year payment is reguired. An  amoun® due from future fipnancing sources is
therefore recognized in operations each vear for the year's accrued amount of
such expenses, The cumulative amount oSf these accruals Ls reflected on the
consolidated statement of financia. position as an asset, future financing
sources. The total amount of the furure financing sources account is also
reflected in the liability section of thls statement as part of various
liability accounts.
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fstimated .osses on ancicipatea defau:cs of guaranteed loans 4re cecocaed 3§
expenses, and a reserve is egtabirsned at ~he time icanc are guaranteed. Thisg
reserve represents the estimatzed cost of defaults for those guaranteea loans
which wi.i. based on prror Zefay.t experience. default in the futare. A
portion of this reserve 1is subsequent.y reclassified as a reduction %o direce
home loans receivable whenp such  lcans  are issued lsee NOTE ¥ and as 3
reducrion of foreclosed propetrty ne.d f{or sale when property 1S adcquired, n
srder to record sach praperty it it3 net reasizanle value.

ionual, Sick, and Cther Types of Leave

annuai .eave 15 accrued as it 1s esarned., and the accrual 1s reduced as laave
is taken. At laast once per vear, rthe ha.ance 1in the accrued annual leave
account is adjusted to reflect curcent pay cartes of cumulacive annual ieave
earned., but not taken. Sick and ztne: rypes of .eave are expensed as taken.

Taepranrg Drameam T3aR) 0k
[GSUTERCE ZIOQIen ...a..l-..;ES

[nsurance orogram .iabilities are recorded for unpaid claimg in process, for
an experience based astimate of c.aims incurred but not reported., and for
incurred death and permanent disabl.ity installment claims. These liabilities
are included in accounts payable.

Divicends Payable

Dividends from the YA's insurance programs are recorded as a liability when
declared by the Administrator of Veterans Affairs. Dividends are normally
declared when fund balances are in excess of srvatutorily required insurance
claim reserves.

Trust Tund Balances

Trust fund balances are comprised of %he Post-Vietnam Educational Assistance
Trust fund, Insurance Trust funds, dand the General Post fund. These funds are
accounted for separately and can be used only for specified purposes. They
are not available rfo fund genera. purpose governmental activities and thus are
excluded from VA's equity accounts,

Jeferred sppropriations

Deferred appropriatioas iamclude ¥A's linvestment in plant. property arnd
equipment, and certain accounts raceivable for which outlay authority is not
available until collection.

Workers Compensation

Legal actions brought by employees of the YA for on-the-job injuries fall
under the Federal Emplayees Compensation Act (FECA), administerad by the
Deparctment of Labor (DOL). DOL bilis each agency annually as 1its claims are
paid: however, payment on these biils is deferred two years so they may be
funtded through the budget process. Using estimates provided by the Department
of Labor, VA has recorded FECA liapilities for baiances billed to VA by DOL
ard for an estimate of the present wvalde of the long-term pavments related ¢o
cases an hand at rthe end of the fiscal year. An acruarial =valuation of the
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aoffers a savings p.an Lo wnich YA wil. automatical.y contribute
1 percent of pay and Then match emp.cyee contributions up to an
additional 4 percent of >asic pay.

Empicyees participating in FERS are a.so covered under the Federal
Insurance Contributions Act (FIZA) for whig¢h VA contributes
an employer's matching amount to the Scocia, Securitv Administration,

VA's total contributions for CSRS and FERS participants, including
contributions =o Social Security, during fiscal year 1387 and
fiscal year 1986

were as fallows:

L3587 L3986
CSRS $306.844.931 $353,345, 340
FERS 132,390,444
FICA 104,309,122 33,015,593
Toral VA CTontributions £244. 44,433 420,030,933

While VA nas no .iability for future payments to employees under these
programs. the Federal Goverament 1s .1able for future payments to
employees tnrough the various agencies administering the programs.

o Certain legal matters to which VA may be a named party are administered
and, in some instances, litigated and paid by other federal agencies.
These primarily relate to allegations of medical maipractice but also
include other tort claims and contract disputes. Generally, amounts
(over $2.500 for Federal Tort C.aims Act cases) to be paid under any
decision. settlement, or award pertaining tc these litigations are
funded from a special appropriation called the Judgment Fund cthat is
maintained on deposit with the Department of Treasury. Since VA,
except for contract dispute payments. is not required to reimburse the
Judgment Fund for payments made on 1ts behalf. the amount of payments

from the Ffund for VA are not reflected in VA's statements. Amounts
paid from the Judgment Fund on pehalf of VA were $30 million and $33
million in fiscai vyears 1987 and 1985, respectively. Amounts

reimbursed tne Judgment Fund by /A for contract dispute payments were
oot materiai.

NCIE 3: RESTATEMENT OF FISCAL TEAR 1536 STATEMENTS

The fiscal year 1986 consolidated statement of financ.al position and
consolidated statement of operations and changes in financial position and
reconciliation to budget have been restated to recagnize VA's llability for
workers®' compensation benefits, to reflect corrections of errors in
reserves and accrued annual leave, to reduce accounts receivab.e from the
Department of DOefecse, and to rec.assify i1tems described below. In totai;
these changes have increased assets by §795 mililion, .iabilities by $72»
million, and equity by $43 million.

insurance
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YOTE 4: FUTURE LIABILITY FCR COMPENSATION AND PENSICNS

Vetaraas or their dependents recelve compensation benefits 1f the vereran was
disabled or died from military service-connected causes. War veterans or
their dependents receive pension benefits 1f the veteran was disabled or died
from non service-connected causes or is age A5 or older. Certain pension
benefits are subject to specific income .imitations. The compensation and
pension benefits for fiscal years 1987 and 1386 were:

Fiscal Year Zompensataion fension
1987 $10.513,38C,0CC $3,732.545,200
1986 $10.427,024.000 §3,3%0,17%,000

The VA has a future liabilicy for berefits expected to be paid in future
fiscal years to veterans and, if zpplicable, their survivors wha have metc or
are expected to meet defined eligipiliry criteria. The future liability of
the compensation and pension programs 1s not currently funded, nor is there
any intent to do so. Rather, payments for benefits that become due in a
particular fiscal year are financed from that year's appropriation; in effect,
on a pay-as-you-go basis. Payments of the future liability as it becomes cue
rely on congressional authorization of future tax revenues or other methods,
such as public borrowing, for their figancing.

The future liability Efor compensation and pension benefits represents the
present value, using a 8.7 percent discount rate, of projected annual benefit
payments. Projected benefit payments were based on assumed cost of liviag
increases ranging from 3.1 percent to 5.1 percent for 1988 - 1992 and 2.6
percent to 5.6 percent thereafter. In additicn, the mortality and accessicn
rates used were based on trends in the current veteran population.

This calculation was not based on an iadependent actuarial study. and thus
there is a risk that the assumptions and methods underlying it may not be
reflective of actual economic and demograpnic trends affecting veterans,

The present value of the estimated future liabiliry for compensation and
pension benefits payable for the next five fiscal years and thereafter is as
follows {(dollars in thousands):

18388 § 13,512,559
13989 12,371,058
1990 11,292,115
1991 12,303,321
1942 3.387,798
Thereafter 79,587,662

TOTAL 8133.,424.843

No liability for compensation and pens.on benefits has been included in the
accompasying conscolidated statement of financial position.
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The reserve balances as of Septemper 30. 1587, and September 130, 1980, are
recorded as follows {dollars in thousands!)-

1387 1985

Offsets against loans receivable

(Note 8) $ 133,088 s 107,056
Offsets against foreclcsed

property held for sale 101,616 83,451
Reserve for losses on guaranteed 2,718,898 1,735,252

loans
Total reserve balance 2. 852,802 1,325,703
Discount rate B.7% 3.2%

The discount —rate is Dbased on the average interest race of U.S.
interest-ne«ring debpt. The decrease 1in the incerest rate increased the
present value of the cost of defaults. Howewver, the increase in the cost of
defaults attributable to the change in interest rates 1s not material.

Impact of reserve on future appropriaticns

The projected cost of guaranteed lcan defauits will not necessarily reflect
the VA's future appropriation requests over the next nine years, since those
requests will also include anticipated inflows and outflows of resources for
non operating uses such as for transfers, purchases and sales of property, and
issuances and repayments of loans., sale of loans. and the receipt of the 1
percent funding fee.

To the extent revolving fund revenues are not sufficient ko fund future costs.
then financing will have to be obtained from future appropriations or other
congressionally approved sources.

Loan Sales

During fiscal year 1987, VA sold certain of its vendee loans to the public
under agreements with recourse provisions for $890,462,000. Under these
agreements, loans sold that subsequently default are repurchased by the Va,
Any losses from defaults of repurchased loans are borne by the VA, Estimated
losses from defaults of loans sold with recourse are & component of the
reserve for losses on guaranteed loans, discussed above.

The VA was to sell certain of its vendee lvans to the public without recourse.
starting in fiscal year 1987. However. VA has made only one such offering in
April 1987, which was not successful because the reduced proceeds the VA would
bave received were not considered acceptable. In October 1987, legislation
was enacted (Public Law 100-1236) to sell loans with recourse or at face value
or higher if sold without recourse. Subsegquent to enactment of this
legislation, VA has made three loan sales with recourse. However, all future
loan sales are currently planned to be without recourse,
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additionally. since the foreclosure -afte nas greatly increased .o  these
stares, VA, otner government agencies. and odrivate lenders have accuwnulated
increasing inventories of forecicsed properties. The market %o sell tnese
properties is extremely comperitive. resulting 1a overall depressed property
values.

SUBSEQUENT ZVENTS

Lapse in autherity to collect fees

During fiscal year 1988, the enabling iegislation authorizing the collection
of the lean origination fee lapsed for six weeks. As a result of this liapse
in legislation, VA lost an estimated $30 million in revenues to the loan
guaranty revoiving fund.

Emergency suoplemental opropriaticn request

Presently, the high leve. of foreclosures resulting in increased cash outlays
in property acquisition and claim costs. implementation of policies requiring
loan sales without reccurse. and the temporary loss of authority to collect
loan origination fees have severely strained the revolving fund resources. As
reported above, VA will also need to make the final payment of the PCs in
August 1988, adding to the financial difficulties of the revolving fund.

Therefare, in January 1488, VA requested an emergency supplemental
appropriation for an increase of $526.6 miilion for the loan guaranty
revolving fund as part of a $§1.049.7 million rotal request, To forestall
curtailed loan guaranty operations, VA also transferred $200 million to the
loan guaranty revolving fund from its Readjustment Benefits (education)
appropriation. On April 29, 1988, Congress appropriated $526.6 million for
the loan guaranty revelving fund and an additional $182.5 million to reimburse

the Readjustment Benefits appropriation. Therefore, the loan guaranty
revolving fund has required a total of $726.6 million in additional funds in
fiscal year 1988. Although loan gquaranty operations for the remainder of

fiscal year 1988 will be continued since the emergency supplemental
appropriation was approved, a continuing high rate of foreclosures on VA
guaranteed mortgages may require additional supplemental appropriations in
future years.

NOTE 6: INSURANCE PRCGRAMS

The Veterans Administration administers the following life insuraance programs
which provide permanent (whcole life) and term coverage: National Service Life
Insurance (NSLI): United States Government Life Insurance (USGLI); Veterans
Special Life Insurance (VSLI): Veterans Regpened Insurance (VRI); and
Service-Disabled Veterans Insurance (SDVI). Data on insurance in force for
each of these p.ograms is as follows:
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\ The statutory insurance resérve baiance as >f September 12, [9B8%, Zonsists of
[ reserves for:

Disability 158%
Jeath Income and Statutory
Deatn Benefit Waiver of Reserve
. Program Benefits Annuities Fremium “rher Teral

‘ vdollars in thousands:!

NSLI $7.832.314 $498,563 5 329.186  513t.312 s 1,195,775
USGLI 131,837 25,728 2,798 1.iTL 121,734
vsLI 792,724 3.420 121,572 15,500 228,318
SOVI 248,075 2,341 148,530 399,716
YR 407,153 1,219 28,353 437,735
TOTAL  §3,462.03 8880370 Shaldllils  £AAZ.583 ELl..3g,87c

These statutori.vy computed reserves for guaranteed penefits differ from rnose
computed under qgenerally accepted accounting principles 'GAAP) for Tederal
agencies (title 2). Under GAAP, future policy reserves are Dbased 3n recent
mortality experience and on interest assumptions rthat are expected to nold
true for at least the next 10 years. As a result, GAAP policy reserves are
lower than those computed using statutory assumptioans. The remainder 1is
called Participating Policyhelders' [Icterest 1o Accumulated Participating
Earnings (Participating Policyholders’ Interest}. It represents future
benefits that inure to program parricipants based on sratutory requirements
and practices. Currently, however. this remaining balance cannot be fully
disbursed without seriously affecting the soivency of the programs.

The GAAP Life Insurance Reserve Balances and Participating Policyholders'
Interest as of September 30, 1987, are shown pe.ow:

Disabi.:irty 1987
Death Income and GAAP Participating
Death Benefit Wajver of Reserve Policyholders
Program Benefits Annuities Premium Jther Total interestc

{dollars in thousands)

NSLI $5.601,202 $465.070 $ 880.377 $162,.3%4 7,109,541 $ 2.5%4,514
USGLL 100,086 32,149 2,430 1,222 13%.951 57,745
VSLI 480,804 1,445 120,334 1.32% 305,908 117,715
SDV1 257,854 2,299 148,442 408,815

VRI 271,386 1,251 23,184 300,821 162,134
TOTAL  §6.200.332  SS04.204 EAGS0.3SY 51390339 S8.500.808 §£3.242.198
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Under statutory principles, an asset s et up for unco.iected premiums.
Under GAAP, this asset is reduced. A compariscn 15 provided beiow:

“ncoliected P-emiumg

idoiiars rhousands !
3,50,87 ~732,898
Program Statutory SAAP Srarutory SAAP
NSLI £2,292 g 3 53,275 $1.333
VSLI +47 232 549 243
SDVI 31 L 135 L35
VRI 37 35 73 54
Total 50877 £1.361 34,088 £1,185

Policy Dividends

The VA Administracor annually determines rthe excess funds availabie for
dividend paymenc. Dividends to be pa.d are sased on an actuarial analysis of
the individual programs as of the end of the preceding calendar vyear.
Dividends are deciared on a3 calendar year basis and are paid on policy
anniversary dates. Po.icyholders may recelve them in cash, use them to pay
premiums in advance, repay .oans, purchase paid-up insurance, or place them in
an interest bearing account.

Dividends paid during fiscal years 1987 and 1386 were as follows:

Dividends Paid
1987 _ _ 1986
+In Thousands)

NSLI $804.,378 $764,086
usGLl 13.554 14,667
VSLI 76.033 £9.018
VRI 33,3135 35,164
TOTAL §927.300 £882,938

Since July 1. 1972, NSLI policyholders with participating poclicies have been
authorized to apply their dividends to purchase paid-up additional insurance.
In April 1986, the Administrator approved an increase in the interest basis on
paid-up additions reserves from 3.5 percent to 4.5 percent. As a result,
effective January 1. 1987, approximately 810,000 NSLI policies were given an
immediate one-time increase of approximately $400 million of paid-up
additional coverage. In addition, since the purchase rates under the new
interest basis are lower than the prior rates, the same annual dividend will
now purchase approximately 15 percent more paid-up additional coverage. A
special notice of this action was included with the statements of paid-up
additions released to policyholders on the 1987 anniversaries of the
policies.

Page 41 GAO/AFMD-89-23 Veterans Administration



Financial Statements

VML nsurance in rorce _ _ =37 Septemper 3 L1986
Number of Policlies PR 5,553
Amount (in millicns, £182.7 $121.3

Insurance ~dniristrative Zzvenses

Zxcepr for the SGLI and VRI programs., administrative costs are not charged ro
VA life insurance programs. Administrative costs charged the SGLI program
were $334.00C and $315.0¢ in 1987 and 1986 respectively. Administrative
costs charged the YRI program were $1,316.000 1in 1587 and $1,235.000 1in 158§,
Administrative costs for the other insurance  programs bcrne oy VA
appropriations were $25.515,000 and $2£.C72.20C in 1337 and 1986.

NOIE 7. IEVISTMENTS

Insurance program investments,., which comprise most of VA'S laovestments., are in
non-mazketable UJ.5. Treasury special bonds and certificates and, to a lesser
degree, in CNMA participation certificates. Interest rates for Treasury
Special securities are based on average marxet vyields for similar Treasury
issues. The special bonds, which mature during wvarious years through 2002,
are generally held to maturity unless needed to finance insurance claims and
dividends. The certificates are shcort-rerm in nature and are either redeemed
or replaced at maturity depending upon the cash needs of the insurance
program. At September 30, 1987, investment securities consist of:

Iansurance QOther
Security Interest Range Programs Programs Total

'dol.ars in thousands}

Special Bonds 5.875-13.75% §1i,737.185% $11,737,185
Certificates 8.375-10.375% 194.638 194,638
GNMA Certificates 6.2-6.45% 135.000 135,000
Boads 7.875-8.5% $ 2,251 2,251
Notes 10-14.625% 18,743 18,743
Other Various 154,746 154.746
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The receivabies as of Sepremper (.. .s87

Accounts:
Individua‘ssCorporations
federal Government
Less: Allowances for Loss
Accounts Receivable. net

Advances:
Individuals/Corporaticons
federal Government

Toral Advances

Loans
ipaividuals

Less: Ailowances for Loss
Loans., Net

Net Receivables

zonsists of:

The receivables as of September 30, 1986

Accounts:
Individuals/Corporations
Federal Government
Less: Allowances for Loss
Accounts Receivable, net

Advances:
Orations
Fedearal Government
Total Advances

teaividuals /i rern
lodiviGuals/Lorp

Loans
Individuals
Less: Allowances for Loss
Loans, Net

Zlucrenr Non-Zurrent Total
$2.301,258 s s $2,363,27%
350..33% 430 352.619
1,382,060 1,582,060
731,335 45¢ 731,834
44,3311 44.3133
110,519 110,519
155,452 155,452
G 18 1,857,405 2,459,523
3 134,843
7.275 1,857,405 2.3¢4,680
l.223.262 £1.0857.904 Sl2ll 8g

consists of:

Current Noz-Current Total
$1,4929.729 - 42,364 81,672,153
330.088 445 330,533
1,545,918 L.545.5319
713.358 42,809 756,767
56.550 56,550
13 132,837
18§, 149,387
536.287 1,968,101 2,504,388
107,858 167,056
425,231 1,568,101 2.397.,332

Het Recaivables €1 312 5715 € 1A aln ® 1 471 asz
i
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Sroperty and equipments consisted cf tne foiiowing as of Septemper 3J. L:#8%3:

Accumulated Net Book
oSt Jepreclation Value
~doilars ia thousands)

Land 5 B8l.4186 3 5 81,415
Buildings 4,873,658 1,618,255 3,235,401
Equipment 2.543,943 1.433.5838 L.110.1307
Cther 263,542 243,617 193,925

Construction
in Progress 1.483.000 ..483.0090
TOTAL  §2.343.887 Sloss.eid $6.240.243

Prior to 1986, VA did not record depreciation for property and eguipment.
except for equipment in its Supply Fund. Juring 1986, 1n addition o
recording (986 depreciation, VA also recorded accumu.ated depreciation of
§2,982,024,.C00 relating to fiscal years prior ro (386, This amcunt nas bdeen
treated as a prigr period adjustment, and the aeferred appropriations account
has bheen adjusted accordingiv. Current year depreciation amocunted ro
$361.477,000 in FY 1987 and $337.997.0C0 in FY 1986.

VA leases facilities, primarily office space and medical facilities, from GSa.
These lesases are cancelable without penalty. In addition, VA has operating
leases with the public for office, data processing, and other eguipment.
Fiscal year 1987 and fiscal year 1986 rent expense for these leases amount to
approximately $76,329.000 and $76,125,000. respectively from GSA, and
§59,529,000 and $57,900.,000, respectively, from the public.

NOTE 10: COMMITMENTS AND CONTINGENCIES

VA is committed under obligations 1t has incurred at the end of each year for
goods and services which have been ordered but not yet received (undeiivered
orders). Aggregate undelivered orders amounted to §1,805,952,000 and
§1.540,854,200 at September 30, 1887 and 1866, respectively. Of these
amounts, $960,440,000 in 1987 and $755,962.200 in 1986 relate to coastruction
projects of both-long and short-term duraticon. The remainder is principally
comprised of obligations for medical suppliies and equipment which were
incurred by VA ip the normal course of fulfilling its mission.

As previously stated 1ip Note 2, VA is a party in various administrative
proceedings, legal actions, aod tort <claims brought by or against it,
primarily relating te allegations of medical malpractice. However, also as
stated in Note 1, such legal settlements of *tort claims awards in excess of
$2.500 and contract disputes are paid from a Jovernmentwide Judgment Fund
aspropriation maintained by the Department of the Treasury, with an agency
having to reimburse the Fund for only contract dispute payments.

In the opinion of VA's management and general counsel, the ultimate resolutioa
of legal actions still pending at September 3C. 1987, will not materially
affect YA's operations or financial position, especially when consideration is
given to the availability of the Judgment Fund appropriation to pay c¢ourt
settled legal cases.
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NOTE 11: (OONTDNCGED)

VETERMNS AMINISTRATTON

SCRECILE OF ASSETS, LIABILITTES, AND BOUITY BY MAJOR PROCRMM

SEPIYMEER 30, 1987
{Dollars in Thousands)

Medical ard  Vetarars Housing Credit Life Administration
Construction  Benefits Assistance Insuranoe and Geher Omnsol idated
ASSETS:
Pund Balance with U.S, Treasury $ 1,624,002 § 1,849,305 $ 119,902 $ 19,808 $ 384,010 $ 5,997,027
Imprest Funds 9,616 9,616
Acvances, Accounts, and Loana Receivable 243,527 322,909 1,172,506 1,408,271 64,753 3,211,9%6
Investments 20,994 154, 746 12,066,823 12,242,563
Foreclosed Propercy Held for Sale 864,104 B64,104
Land, Buildings, amd Equipment Net of
Acognulared Depreciation 6,836,8% 2,409 6,819,263
Otrer Assers 31,043 120,572 151,615
Future Financing Sources 996,000 40,247 $2,596, 289 $ 371,141 91,431 $ 4,095,108

£11.762,0%  $2,202.800  $4,207.547 ___313.066,043 g elllo  _S33.L26% .

ICTAL AOSEIS
LIARILITIES, TROST PUND BALNNES, AND EUTTY:
LIABILITIES:

Aocounts Payaple, Principally o the Public $ 608,569 1 $ 135,555 $ 172,126 $ 195,684 $ 1,111,935
Accroed Campensation and Pension Penefits 1,280,054 1,280,054
Aocrued Payroll and Payroll Related Liabilities 924,743 86,825 1,011,568
Dividends on Credit or Deposit 706,018 706,018
Insuranoe Dividends Payahle 956,347 956, M7
Other Liabilities n,7m 171,856 148,855 67,389 459,879
Reserve for Pederal Bmployees Compensaticn Aot 385,592 3,115 423,727
Reserve tor Losses on Guaranteed Loans 2,718,898 2,N8,89%
Insuraroe Reserves 11,612,555 1,612,555
Borcowings from Treasury 1,730,078 1,730,078
TOTAL LIABILITIES 1,990,683 1,280,055 4,756,387 13,595,901 388,033 22,011,05%
TRUST FUND BALANCES 20,503 598,994 270,142 889,639
EQUTTY OF E U.S. CVERMENT:
Unrealizesd Appropriations:
Deferred Agpropriationa 6,865,853 316, %5 152,608 7,334,826
Unbligated Balances 1,205,316 1] 151,157 13,313 1,369,786
Undelivered Ordery 1,679,681 17,047 3 109,221 1,805,952
TUAL EUITY OF THE U.S, QOVERMENT 9,750,850 333,432 151,160 275,142 10,510,564
UL AIARLLUTIES A% EQULTY, 511,762,036 §2.202.46L 4,507,040 §13,866,040 _§$ 663,075 . BLA0D o o o
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‘ SCHEQULE OF EXPERNSES, DIVIDEMDS, HEVENE,
A PINACING SOIRCES BY MAJOR. PROGRAM

FOR THE FISCAL YFAR BNDED SEPTRMEER X0, 1987
(Dollars in Thousands)

1 NOTE 11: (CONTINUFD) VETERANS AIMINISTRATTION ’
|
|
|

Madical and Veterans Hrusing Credit Life Administration
Constnxtion Benefits Assistance Inaurance and Otter Consol idated 1
OPERATTNG EXPENSES |
AND DIVIDENDS:
Expenses By Cateqory: h
! Peraonne]l Corpensation
and Frirqe Berefits $ 6,420,086 $562,706 $ 6,962,792 |
Veterans' Penefits $ 15,630,956 15,630,956
Claims & Indemicies 176 $2,111,936 $1,140,184 3,272,296 ‘
Depreciation 362,617 860 363,477
Supplies & Materiala 1,602,432 20,520 1,622,952
Contractual Services 1,256,107 64, 542 1,320,649
Rent, Comwmnications,
and Utilities 389,585 126,682 516,267
Othet 220,622 41,969 262,591
Total Operating Expenses 10,251,625 15,630,956 2,131,936 1,140,184 817,279 29,971,980
Prowisions for Dividends w
Folicyholders 928,845 928,845
Prowisions for SGLI
Resserve 9,027 9,027

$10. 231,675 15,630,936 $2.131,93% $2,078,05% 2 817,009 £30,900,852

CPERATING REVENLE AND |
FINANCING SOURCES: [
Qperating Revenues:

Premium [nocme 877,756 877,756
Interest Income 191,425 1,192,317 1,383,742
Loan Origination Pees 340,972 340,972
Reimrurserents and Other 277, 211 85,453 {45,021) (8, 404) a4, 776 395,015
Total Oreratimg Reverye 217,21 86,433 7076 L .00L600 84776 . 2.997.405

Fimancing by Scurce:
Appropriations and

Financing Sources Realized 9,881,636 15,271,150 674,593 5,848 726,918 26,560, 145
Furdds to be Provided
by Future Financing Sources ° 92,778 40,247 969,967 10,539 5, 585 1,119,116
Transfers, Reimbirsements,
and Other 233,106 233,106
Total Pudgetary Financing 9,974,414 15, 544,503 1,644,560 16,387 732,503 27,912,367
$10,280,625  $15,630,956  _ $2,10.93% _ §2,078,0% £81,209 £30,909,852
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-

VETERNG ACHINLITWTION

BCHEDIAE F SOURCES NND UBES OF
FEAOEOM D RRCUNCILIATION TO BLEGET BY MAJOR PROSW
FOR THE FLSCAL YFAR BNDED SEPTRMEFR X0, 1997
{Dollars in Thrusancd)

meciical and Veterans Haming Credit Life Mministzation
Construction Berefica A 3ranoe Inéurance and Qehec Ooneol {daead
NET (ER OF FESOLRCES!
Qoeraticne:
Operatim Pxpenses $10,251,625 $ 15,630,956 2,131,936  $ 1,140,184 § 817,79 $ 29,971, 9%
Itews Raquiring (Providisg) Rurcs:
(lrcresss) in Remerves (52, 488} 1963 ,646) (229.979) 15,191) {L.271,304)
Depaciat kn {362,617 (860) (363,4T
Increase (Dacrease) (n Aooounts Receivabls (37,219 10,675 384, 818) i4,842) (4, 269) (42X, 471)
Dacrease ([roredms) in ACCounta Payable and
Acouals 164,610 141,608} 138, 214) (93,155) 137, 068) (14,15
Reverues Aocoonte) for a8
Offaetrim Collact {cna (277.221) 1319,5%3%) {487,376) 11,084, 351) 184, 776} 12,261, 28))
Forie Used (Provided) by Gpecetlonw 9,457,472 15,200, 464 237,822 (282,143} 665,115 ,1M4,7a
NovCoeracing Uses:
Dividends 927,500 921,500
Acuisitions of Land, Buildime, and Poulomers 954,782 15,20 969,993
Purctase of Poreclomed Property Held for Sale 380, 1,380,338
[amarce ax) Repucchase of Losma and Lisre {2,002y 1,224,720 104,657 1,327,375
Orhec, Net 807 12,25%) {3,062}
Flrarcing Activitles:
Sale of Poreclosed Property Held for Sals (L. 482,928) 11,482,978)
Sale of Laans, with Recoucse 1849, 196) (B49,196)
Loan/Lien Repsywerta/0ps Income Settlementcs (161,761) 1213,1%9) (372, 900}
Disosals of Equipment ami Other (95, 260) (L] 195, 266)
Reverues hilected for Trasaury {11,004) 195,542} 1228, 46}
DETARY FESOURLES JQUTLAYS 263,18 082,920 8 071 26,950,008
SORYS OF BDGEIWY FEEXRES PROVIIED
Irra—agency Transfers
Current Year Apprapriscion 10,514, 378 15,215,750 100, 00¢ 710 ™, 500 26,605, 948
Interest an Govecrment Secur it bes 964, 303 964,383
Net Transfers, Reusbursssents, amd Othwr 4,931 (200, 706) 13,488} 16,290 (165,973}
Purcit Retifned to Treamay (160,069} (661) (9, 498} 1M,.2%)
TN, ECCES PROND L0630 S ULEI 000 wees T8 L2055
INFEASE (DHERSE} IN U.S. TREASIRY ND
IMPREST FUNS 93,057 168,337) 1248,995) 26,796 M,2 21,544
Purde Bechanged? for U.5. Gowerrment Secur ities {1,789 431, 805) 1433,094)
NET INCHEASE {DRECRPASE) IN U.S. TREASURY
D IMFREIT PUNDE 91,78 (68,537) (248, 995) (5,009) L N7i) {151,550}
U.5. TREAEUNY AND IMPRENT PUNDS)
Bl Of ear LALGE  LOIJ a2 | 60897 24017 04,7 easaey
L of Year 30633,618 $1849,° § 119.%2 § 19800 § ied.0l0 § §.006,640)
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NOTE 1l: (CONTINUED) VETERARS ADMINLSTRATICN
BUDGETED AND ACTUAL QUTLAYS BY FUNCTION AND PROGRAM
MR THE PISCAL YEAR ENDED SEFTEMBER 30, 1387

(Dollars in Thousands)

Budgered Outlays

President's Enacted Actual
Budget Bill Cutlays
HOSPITAL AND MEDICAL CARE:

Medical Care § 8,960,952 $ 9,500,505 $ 9,499,750

Medical and Prosthetic Research 187,332 212,78 195,123

Medical Administration 43,952 43,417 40,265

Qonstruct ion 687,328 607,851 537,156

Proposed Legislxian 1185,173)

All Cther 40,934 (19,347) 10,889
Total Hospital and Medical Care 3,733,025 10,345,155 10,283 183
BENEPITS:

Incame Security for Veterans:

Compensacion 13,415,000 13,418,900 10,502,353
Pensims 1,325,000 3,830,500 3,793,200
Burial and Other Benefits 134,392 135,908 130,730
Proposed Legislation 241,800
Reinstated Entitlement for

Sarvivors 5,38 (2,845)

Subtotal Income Security 14,618,192 14,390, 706 14,423,438
Educatian, Training, and Renabilitatian:

Readjustment Benefits (G.I. Bill} 754,897 756,297 776,401

Post-Vietnam Era Bducation (7=,700) t7,750) 50,501

Veterans Joo Training 5, 34 41,737 38,005

All Other {132,443) (212,238) 1205,425)
proposed Legislaian 25,573

Suptotal Bducation, Training, and
Rehaoilitation 5.7, 706 578,046 659,482

Total Zenefits 15,135,398 14,968,752 13,082,920
HOUSING CREDIT ASSISTANCE:

Loan Guaranty 148,900 277,800 382,059

Proposed Legislation (13%,300)

Direct Loans (43,453) (36,900) (33,004)
Total Housing Credit

Assi {26,353) 249,900 348,995
— e DERACE BOGNG 747,89 §12,744 538,869
ADMINISTRATION
Other Benefits ard Services 739,317 757,684 698,071
Propesed Legislation 952
Total Admintstration 160,269 757,684 698,071
IOTAL VESRAN ADMINTSTRATION £26,352,671 426,925,235 $26,952.038

Where actual outlays exceeded outlays oudgeted in tne enacted 5ill, funds were cbtained
from available unobligated balances, This does not constitute a violatian of the

Anti-deficiancy Act {31 U.S.C. 1341).
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Financial Statements

NOTE 11: (OONTINUED)
N
SCHEDULE OF ASSETS AND LIABILITIES ‘
BY LIFE INSURANCE FUND ON SEPTPMEFR 30, 1987
follars in Thousands) i
\
\
i
U.5. NATIONAL VETERANS SERVICE- SFRVTCEMEN'S
ANERMENT SERVICE SPHCTAL DISARLED VETERANS GROUP TOTAL
LIFE LIFF, LIFE VETERANS RECPFNED LIFE LIFE i
TRSURANCE INSURANCE INJURRNCE TNGURANCE INSURANCE INSURMNCE ‘
USGLL NSLI vsLI SV VRIL SGLI
ASSETS: i
Fund Balanoe (Cash) $ 430 $ 8,549 $ 231 $ 10,125 s 286 187 $ 19,808 N
Investrents 221,986 10,125,109 1,092,590 482,184 144,954 12,066,823 |
(U.5. Treasury
Securities) i
Policy Loans 21,560 925,992 73,538 38,565 7,167 1,086,822 |
Policy Liens 562 7 141 57 1,433
Accrued Interest 4,112 242,486 26,224 12,117 3,15 288,064 .
(Trrasuty Securities)
Mxzrued Interest 467 23,925 2,366 1,394 923 29,075
(Policy Loans)
Otrer 2,292 447 9 a7 2,67 i
Future Finanring
Saurces 4,755 366,386 371,141
Total Assets 3,670 469 2 22
LIABTLITIES AND
TRUST FUND BALANCYS:
LIABILITIES:
Irsurarce Claims $ 12,330 $ 140,292 $ 7,39 $ 7,043 $ 4,970 $ 172,126
Dividerds Payable 12,3i6 826,400 84,265 33,366 956, 347
Dividends on Credit
or Depoeit 19,180 600,220 68,080 18,538 706,018
Deferred Credita 23 105,487 23,341 1,447 3,487 133,785
Other 970 13,171 520 197 252 15,070
Insurance
Statutory Reserves 198,276 9,590,610 973,680 408,615 441,374 11,612,555
Total Liabilities 243,095 11,276,240 1,157,277 417,302 501,987 13,595,901 {
TRUST FUND BALANCES 5,460 57,430 38,192 20,794 148,266 270,142
Total Liabilitiea and
g Ba L ary e
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NOTE 11:

FAND
ENIED SEPTRMAER X, 1987

0.8, NATICHAL VETFRANG SFRVICE- SERVICEMEN'S
SERVICE SPECLAL DISARLED  VETERANS GROUP TOTAL
LIFE LIFE LIFE VETERNG RECOPENED LIFF LIFE
INGURANCE INSURANCE  INSURANCE  INGURANCE INGURANCE TNSURANCE
UL NSLI VSLI SINT VRI
COPERNTING EXPENSES MND
EARNINGG DISTRIBUTION PROVISTONS:
Insurance Claime &
Indemities $ 9,198 $ 951,198 $ 91,954 $47,133 $38,600 $ 2,701 $1,140, 184
Tocal Operating Expenses $ 8,198 $ 951,398 $ 91,954 $47,333 $30,600 $ 2,701 $1,140, 184
Provisions for Dividerds to
Folicytolders 13,522 801,047 B4, 434 29,842 928,845
Provisions for SGEI Reserve 9.027 9,027
$21,720 $1,752,445 $176,388 $47,313 $68, 442 $11.78 $2,079,056
CFERNTING REVENLE AND
FINRNCING SOURCES:
Ocerating Revenues:
Premium Inoome $ 123 $ 749,729 $ 78,789 $30,234 $18,881 $ 877,756
Interest Income 18,251 1,004,611 104,990 2,712 50,025 11,728 1,192,317
Reimbursements and Otrer 3,333 {3,882) (7,391) (464) (8,404)
Total Operating Reverue £21,707 $1,750,458 $176,388 $32,546 $68,442 $11,728 $2,061,669
Financing by Source:
Appropeiations and Fineancim
Sources Realized 13 1,914 3,921 5,848
Furds to be Provided by
Future Financing Saurces n 10,466 10,539
Total Budgetary Pinancing $21.720 $1,752,445 $176,388 $47,333 $68,442 $11,728 $2,078,056
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S,

NOTE 11t (CONTINUED}

VETERANS ADMIRISTRATION
SCHEDULE OF SOURCES AND USRS OF
RESQURCES AND RECONCILIATION TO BUDGET
AY LIFE INSURANCE FUND POR THE FISCAL
YEAR ENDED SEPTEMBER 10, 1987
tDOLllACS tn Thoudanda}

.8, NATIONAL VETERANS SERVICE~ SERVICEZMEN'S
GOVERNMENT SERVICE SPECIAL CISABLED VETERANS GROYP TOTAL
Lire LIPE Lire VETERANS REOPENED Lire LIre
INSURANCE INSURANCE INSURANCE INSURANCE INSURANCE INSURANCE INSURANCE
USGLI NSLI VSLI SDY1 VRI SGLI
NET USE QF RESOURCES)
Operations
Operating Expenses $ 84,199 4951, 398 $ 71,954 $47,313 $38, 400 $ 2.701 $1.140. 184
Items Requiring (Providing) Funds:
Decreasg {Increase; in Resecves 23,458 t194,815) (45,364} (9,599) {3,639} (229,979
Increase (Decreame) In Accounts
Recelivable 1167) 3,178y 2.214 7 161 (3,679) 4,842y
Decresdse (Incredse) In Accounti
Payable and Accruals 144 (79,109 {14,017} 122 4,322) (173) 193,15%)
Revenues Accounted for as
Offsetting Collections (5%} (793,615)  (183,836) {35,784 (68, 659) (11,728} (1,094,351)
Funds Used (Provided) by
Operations $30,814 ($115,3319) [$149,149) $ 2,279 ($37,0869) {$12,879) ($ 282,143
Nor-Cperating Usas:
Dividends 13,554 804,878 76,031 33,038 927,500
Issuance and Repurchsss of Loans
and Lisns 1.430 1,816 10,082 6,585 4,774 104,657
Financing Activitiea:
Loan and Lien Repayments and
Optional Income Settlement {5,408} (176,182} {15, 149) i§,800) (?,520) (211,139
Other 6} i8]
Net Ude of Resourdes (Budgetary Cutlavs) 240,390 $5%5,167 (3 78,211 $ 1,904 t§ 7,5%80) {612,879} $ 538,889
RESOURCES PROVIDED:
Cufrent Yaar Appropciation 4,770 4,770
Intereat on Government Securities 17,617 946,766 964,318
Ovher a1 (4,331} {1.488)
Total Budgetary Rescurces Provided 317,817 $4852, 3179 § 4,311 $ 965 865
INCREASE (DECREASE) 1IN U.8. TREABURY
AND IMPREST FUNDS 1$22,77H $357,212 $ 78,213 15 1,984) $ 7,580 § 8,548 § 426,79
Punds Exchanged tor U.S. )
Government Securities ( 22,897 3156 . 846 78,469 7,627 11, 756 431,805
NET INCREASE (DECREASE) IN 0.5, TREASURY 129 168 1256) (1,984) (] 13,208) (5,009)
AND IMPREST FUNDS
U.5, TREASURY PUNDS
Beginning of Year 310 8,183 487 12,109 331 3,195 24,817
End of year [] 430 § 8,549 % 131 3 iD,12% 3 286 3 187 H 19,808
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Financial Statements

NOTE 11: (CONTIWURD)

VETERANS ADMINISTRATION
ACHEDULE OF SOURCES AND USES OF
RESOURCES AND RECONCILIATION TO BUDGET
BY LIPE INSURANCE FUND POR TRE FISCAL
YEAR ENDED SEPTEMBER 10, 1486
{bollats in Thousands)
(Restatad and Unaudiced)

U.s. HATTONAL YETERANS SERVICE- SERVICEMEN'S
GOVERANMENT SERVICE SPECTAL DISABLED VETERANS GROUP TOTAL
LIFE LIPE LIFE VETERANS RECPERED Liee LIPE
INSURARCE INSURANCE THSURANCE INSURANCE INSURANCE INSURANCE INSURANCE
USGLI NSLI VSLI SOVI VRI SGLI
WET USE OF RESBOURCES!
Oparations
Operating Expenses $ 7,19 $916.092 $ 96,279 848,123 $40,9%7 $ 1,966 $1,112,210
Ttems Requiring (Pcoviding) Punds:
Dectease {Increase] in Reserves 24,04} (188, 144) 153,90%) 19,548) 46,737 (181,3221h
Increase (Decreass] In ACCounts
Recejvable (L1} (188) 2,535 1] 11,144 1,680 4,272
Decrease (Incraase} In Accounts
Payable and Accrusls 1.1%3 (90,%77) 12,5601 (134) (649) 127 161,040)
Revenues Accounted tor as
Offsetting Collections 11,282y 1769.895) _ (171,314)  (40,486) 172,232) (12,499) (1,067,708)
Punds Usad (Provided) by
Opetacions $33,627 i3 93.712)  ($138,969) 8 2,176 $13,66% % 5,726y 1$ 193,480
Non-Operating Uses:
Dividenda 14,667 764,088 69,018 35, 164 882,915
Issuance and Repurchasa of
Loans and Liens 1,487 91,872 11,095 6,031 5,006 115,491
Other Net
Tinancing Activitien:
Loan and Lien Repayments and
Opcional Income Settlement (5,140 (157,418} (13,292} 16,075) {13,730 (195,689
Qther (46) (18) (113) 17 t160)
Het Use of Resources {Budgetary Cutlays) 344,600 4604,782 ¥ T2,156) (% 2,533 $46,123 % 5.726) $ 409,090
RESOURCES PROVIDED:
Current Year Appropriation 9,750 9,750
Less: Reductions Pursuant
o P.L. 99-1717
{Gcamh-Rudman-Hollings) (51 5
Current Year Approvriations Net 9,745 9,745
Interest on Government Secucitles 19,504 934,452 941,956
Qther (845) 4,330 1,485
Total Resoyrces Provided $19,504 $913,352 § 4,330 $ 957,:i86
INCREASE (DECREASE) IN .8, TREASURY
AND IMPREST FUNDS 1825,096) $328,570 $ 12,156 $ 2,533 (340,123} $10,05¢ 3 148,096
Tunds Exchanged for U.S.
Governmant Securitises 24,075 (137,239) 172,247) 319,893 {12,701) {158,217
MET INCREASE (DECREASR) IN U.A. TREASUAY (1,021 (8,669) 91} 2,51 1228) (2,64%) f10,121})
ANO IMPREST FUNDS
U.S. TREASURY MUNDS
Beginning of Year 1,13 16,852 578 9,576 561 6,040 34,938
End of year $ 0 ] 8,181 ] 487 3 12,109 $ 3 $ 1,395 : ] 24,817

917077)
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Financial Statements

NDDE 11: (QCNTINGED)

AND FINANCTNG SOURCES BY LIFE INSURANCE FUND
PR THE FISCAL YEAR . 1966
{Ipllars in Thousands)
{Restated and Unawriited)
u.5. NATTONAL VETERANS SERVICE- SERVICFMEN'S
SERVICE SPECIAL DISARLFD VETERANS GROUP TOAL
LIFE LIFE LIFE VETERANNS REPENED) LIFE LIFE
INSRANE TRERANCE INSURANCE INSURANCE INSURMNCE
USGLL NSLI VSLI SONVT VRL SG1.Y
CPERNTTNG EXPENSES AND
EARNINGG DISTRIBUTION PROVISTONS:
Inaurance Claims
& Indemities $ 7,73 $ 916,092 $ 96,219 $48, 123 $40,957 $ 2,96 $1,112,210
Total Operating Expenses $17,M $ 916,092 $ 96,279 448,12 $40,957 $ 2,966 $1,112,210
Provisichs for Dividerds wo
Policytolders 12,910 788,014 74,984 3,262 907,170
Provisions for SGLI Reserve 9,533 9,533
$20,703 51,704,106 $171,263 $48,123 $72,218 $12,499 $2,028,913 ‘
OPERNTING REVENLE AND 1
FINANCING SOURCES: i
Qperatimy Reverues: L
Premiom Inocome 90 721,157 7,774 0,116 20,265 848,402 ;
Intetest Inoaee 20,153 984,142 94,945 2,543 51,676 12,499 1,165,958 |
Reimtursement and Other 460 (3,156) (456} 78 2,870 1
|
Total Operating Reveroe $20,703 $1,702,143 $171,263 $32,659 $72,219 $12,499 42,011,517
Mnancing by Source:
Aoropriations amd Plpancim
Sources Realized 1,595 7,796 9,391
Purds oo be Provided by 1
Future Pirancing Sauroes 368 7,668 8,036 |
Total Budyetary Pinancing $20,703 $1.704,106 $171,263 $48,123 $72,219 $12,499 $2,028,913
i
|
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NP 11 (QONTINGED)

(Dollars in Thousands)

U.5. NATICNAL VETERANG SERVICE- SERVICEMEN'S
SERVICE SPECIAL DISABLED VETERANS GROP TOTAL
LIFE LIFE LIFE VETERANS RECPENED LIFE LIFE
THSURANCE TNSORANCE  INSURANCE TNSURANCE: TNSURANCE
USGLIL NSLI VSLI SOVI VRI SGLL
ASSETS:
Furd Balanoe {Cash) s 310 s 8,183 $ 487 $ 12,109 $ 31 $ 3,95 $ 24,817
TNVESTMENTS 244,879 9,768,263 1,014,121 474,557 133,198 11,635,018
(U.S. Trewsury
Securities)
Policy Loans 5,297 1,010,077 78,001 39,280 2,541 1,181,196
Policy Liens 15 635 80 699 61 1,430
Aecrued Interest 4,483 234,402 23,795 1,917 2,195 71,392
{Treasury Securities)
Aocrued Interest 550 26,059 2,47 1,338 982 31,400
{Policy Loans)
Other 3,275 549 135 73 4,032
Future Financing
Sources 4,682 355,920 360,602
Total Aseecs 235,504 $11,055,.976 _ _$1,319,504 $408,48)  $517,464 $129,.508 $13,515,947
LIMBILITIES NKD
TRUST FUND BALANCYS
LIABILITIES:
Insurance Claims $ 14,198 $ 138,703 7,053 $ 7,803 $ 4,96 $ 172,743
Dividends Payable 13,680 807,065 76,131 32,638 929,714
Dividenrds an Credit
or Deposit 19,639 S40,271 55,770 14,701 630, 381
Deferred Credits 42 100,615 21,704 1,440 3,120 126,921
Ocher 749 11,886 539 22 07 13,693
Insurance
Statutoty Reserves 221,734 9,395,775 928,316 399,016 47,735 11,382,576
Toral Liabilities 270,042 10,994,315 1,089,713 408,481 493,477 13,256,028
TRIST FIRD BALANCES 5,492 61,261 29,791 23,587 139,188 259,919
Total Lisbilities ad
3t Byd Balanges $13,515,947
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Financial Statements

NOTE 11: (CONTINGED)

VETERANS AIMINISTRATION

FOR THE FISCAL YEAR ENCED SEPTEMEER 30, 1986

{Dollars in Thousands)

Bukgeted Outlays
President's Eracted * Actual
Budger Bill Qutlays ‘
BESPTINL. RD MEDICNL. CARE: !
Medical Care $ 9,051,700 $ 9,067,560 $ 9,005,306 i
Medical and Prosthetic Regearch 187,080 181,491 181,246 !
Merical Administraticn 57,779 55,631 S4,780
Construction 737,800 555,081 522,386 .
All Other (27.192) 19,450 3,254 .
Total Hospital and Medical Care 10,006,767 9,879,213 2,884,972 i
BENEFTTS: I
Inoome Security for Veterans: i
Caroensaticn 10,154,000 12,453,000 10,416,201
Persions 3,831,000 3,835,000 3,874,368
Burial and Other Benefits 136,800 128,007 121,909
Propoeed Lagislation 285,700 ‘
Reinstated Entitlement for i
Survivors 14,970 9,856 i
Subtotal Inoome Security 14,449,500 14,430,977 14,422,334
Efacation, Training, and Rehabilitarion:
Rexdjustment Benefits (G.I. Bill) 1,034,500 910,422 918,056
Post-Vietnam Era Education 40,000 {210, 600) (98,624)
Veterans Job Trainirg 35,000 49.200 34,192
All Orher {7.570) {158,215) {119,102y
Subtoral Edication, Training, and
Renabilitation 1,101,930 590,807 734,522 |
Total Benefits 15,551,430 15,021,784 15,156,856
ROUSING CREDIT ASSISTRANCE:
Loan Guaranty 383,500 285,450 162, 76%
Propoeed Legislation (604, 600)
Direct Loans {45, 600) {44,740y {2B,669)
Toral Housing Credic
Assistance (266,700 240,710 134,100 |
— INURNCE PRGNS 1 £78,633 609,090
ADUSTRATION 751,456 738,035 750,692
TOIL $26,728,914  $26.538,365 $26,535,710
* After redoction pursuant o P.L. 99-177 (Gramm-Rudmar—-Hollings) . where actual asrlays i
eveaied outlays budgeted in the ehacted bil}, furds were cbtained fram svailanle
uobligated halances. This does not constitute a viclation of the Anti-Deficiency Act
{31 U.5.C. 134)1).
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NOTE 11:  (CYNTINUED) VETERANG NMINLITRATICN

SOENLE (F SORFS MD USFS OF
FESOLRCEE AND FECDWCILIATION TO BLNGET BY MAXR PROGRAM
AR TE FISOAL YPRR INOED SEFTPIFR M0, 1986
(0Nl Lars 10 Thous.anrs)
{Rearacen artd Unauditent!

Medical and VetrranA Huaing Credic Life Adminiatration
Ogrtructian  Berefics ATmistance Inmiranoe and Ovher Oonen) {dated
NET (SR OF RESCRCRS:
Operationa:
Operatirg Bgerses $ 9,760,855 & 15.67].19M $ 1,094,250 $ 1,112,210 % 775,368 $ ;4150
Ttams Requicing (Providirg) Rards:
{InCresas} In Raserves 145, M%) i513, 8751 nei,a21y (4,544 {745,98%) |
Depreciat ion (337,997 1337,997) i
Increase {Decrease) i AcOounts Reoe {vable 75, 482 135, 708} (5,433 4,772 2,546 61,068 :
Decreawe {Ircrease) in Accouncs Pavable acd
Arruals {118,674} 24,217 8,059) 161, 0403 3.8 (158, 725)
Reverues Accruntad for as i
Offsereing Collections 1259,716) 298, 682) {441, B4} {1,067, 708) (46, 50%) {2,114, 457
Purcis Ussd (Provided} by Opecatioms 9,074,005 15, 362,930 125,041 (193,487 50,697 5,119,181 H
No-Operating Uses: 1
Dividenda 882,93% 882,935 i
Acxpisitions of Land, Buildima, ard Buipmenc 952,6%0 952,6%0 .
Purchase of Foreclossd Property Held for Sale 1,147,210 1,147,210
Issuanoe ad Repurchive of Loana ard Lisne 99,590 i15,491 1,085,081 :
Other, Net 4,065 53 2,487 34,083 !
Firancim Activities: '
Sale of Poreclosed Property Held for Sale ¢1,214,867 11,214,867
Sale of Loans, with Recourse {818, 368) 1818, 358)
Loan/Lien Repsvwments/Opt 1nO0me Settlements (100,993) 195, 689} 1296, 682)
Disposala of Bouipment ard Other (145,328} 196,812 1160) 1242, 300)
Reverues Collected for Treasiry 1460} {112,180 (111,25
2880,970  _]3.0%,6% 14,100 FROR TR0 esleq
FESRCPS PROVITED: !
Intra-agescy Tranatera 43,984) 5,000 8,984 0 :
Qufrent Year Mppeopriation 10,165,045 15, 149,800 200, 060 9,70 739,911 26, 464,426 i
Lesa: Raductlons Pursuant to P.L. 9-177
{Gr ame-Rucman-+ol | i nas) (156, 6591 145,232 151 (32,157 {24,050)
Currenc Year Agprapxiations, Met 9,964, 402 15,179,568 200, 000 9,45 716,654 26,230,373
|
Interest of QALrEant Securities 41,95 941,95 l
Net Transterd, Reimnuroesencs, and Ocher 4.507 1107, 628) 12,120 3,485 £,571 199,189 i
Fuds Returned to Treasury (53,151} (785) 4, 787) (58, 721}
TR B STOGR 5 7 i 1
INREASE ([ECREASE) N U.S. TREASURY AND 0. 786 7,29 63,780 U8, 096 132,250) 464,711 !
LMPREST ANER !
Purets toe 0.8, Serur ivies (2,394) (158,217} N {360,611
MNET INCREASE (DECREASE) TN U.5. TREASURY
MDD IMTEST ANDE 2,392 T, 299 63,780 18,121y i32,250) 124,100
0.3, TROARY ND DEREST PUNE.
—Bmirvurg of Year Lold. 48 LG43, ) 205,107 M98 17,03 £,024,09
P . T $ 1GGLBS0  $ 1,917,842  $ 68,897 § 24,817 $ 304 787 $ 6,159,19)
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]

NOTE 11: (OONTINLED}

VETERANS ADMINISTRATTON

SCHEIAE (P EXPENSES, DIVIDENDS, REVENE,

ND FINACING SOURCES BY MAXR PROGRAM

FOR THE FISCAL YEAR FNIFD SEPTEMBFR 30, 1986

{Dollars in Thousanxis)
(Restated and Unaudited}

Madical ard Veterans Hnsing Credir Life Administration
Caonstructian Benafits Assistance Insuranoe and Other Conaolidated
COPERATING EXPENSES
AND DIVIDENIS:
Expenses, By Cateqory:
Personnel Compensation
and Fringe Berefits $ 6,092,588 § 548,558 $ 6,641,146
Veterans' Benefita $ 15,673,194 15,673,194
Claims & Indemnities $1.094,250 $1,112,210 2,206,460
Depraciation 337,997 337,997
Supplies & Materials 1,525,631 12,140 1,537,771
Contractual Services 1,133,073 47,338 1,180,408
Rent, Comunications,
and Utilities 374,624 128,822 503,446
Other 296,942 38,513 335,455
Tocal Operating Expenaes 9,760,855 15,673,194 1,094,250 1,112,210 775,368 28,415,977
Provision for Dividends to
Folicyholders 07,170 907,170
Provigsion for SGLI
Reserve 9,533 9,533
$ 9,760,835 3 15,673,194 $1,094,250 $2,028,913 § 775,368 $29.332,580
CPERATING REVENE AND
FINANCING SOURCES:
Operating Reverues:
Premium Inoome 848, 402 848,402
Interest Income 184,413 1,165,958 1,350,391
Loan Origination Pees 258,111 28,111
Reimfursements and Othet 259,716 125,193) (698) 2,874) 46,505 277,45
Toral Qoerating Revenpe 259,716 (25,193 441,846 2,011,406 46,95 2,734,360
Finarcing by Source:
ADropriaticns and
Financing Sources Realjzsd 9,386,027 15,374,512 138,529 9,391 725,526 5,633,985
Furds to e Provided
by Future Financing Sourcea 115,112 513,875 8,036 3,337 640, 360
Transfers, Reimbursements,
and Ocher 323,875 123,875
Total Budgetacy Financing 9,501,119 15,698,387 652,404 17,427 728,862 26,598,220

53,760,855 3 15,623,134 31,094,250 $2,026,912 § 775,%8 $29,332,560
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DIE 11: {CONTINUED)

VETERMNE ADMINLSTRATTON

SCHEDIIE OF ASSETS, LIABILITIES, AND ECUITY BY MAXR PROGRAM

30, 1986
(Dollars in Thousands)

(Restated)
Medical ad  Veterans Housima Credit Life Administracion
Cangrruction Benefits Assistance Insurance ad Ocher Qonaol idated
\SSRTS:
Furd Balance with U.S. Treasury $ 3,532,060 $ 1,917,842 $ 368,897 3 24,817 § 304,787 § 6,148,403
Imprest Furds 9,790 9,790
Advances, Acoounts, ard Losns Receivable 215,204 354,076 1,208,749 1,495,510 69,947 3,343,486
Invesaments 19,671 134,800 11,635,018 11,789,489
Foreclosed Property Held for Sale 807,531 807,531
Lard, Buildings, ard Bguipment Net of
Accumulated Depreciaticn 6,307,381 2,668 6,310,049
Other Assets 34,544 120,041 154,585
Future Financing Souroes 903,221 1,626,322 360, 602 85,846 2,975,991
O, ASCETS $11.02.687) § 2,271,913 $4.146,29 _  $13.015,547 ¢ 583,200 331,529,324
LIABILITTES, TRUST FUND BALANCES, AND EQUTTY:
Acoounts Payable, Principally to the Punlic $ 612,829 5 $ 109,373 $ 172,743 $ 141,445 $ 1,036,195
Ax:rued Compensation and Pension Benefits 1,237,046 1,237,046
Aocrued Payroll amd Payroll Related Lisbilities 84,053 81,888 935,941
Dividermds on Credit or Deposit 630, 361 630,381
Insurance Dividends Payable 929,714 929,714
Otrer Liabilities 8,309 6,552 159,767 140,614 n,.em 387,121
Reserve for Pederal Bmployees Comensaticn Act 333,104 32,944 366,048
Reserve foc Losses on Quaranteed Loans 1,735,252 1,735,252
Insuranoe Reserves 11,382,576 11,382,%%
Borrowirgs fram Treasury 1,730,078 1,730,078
TOTAL LIABILITTES 1,808,295 1,243,603 3,734,470 13,256,028 328,156 20,370,552
THIST FUND BALANCES 21,011 648,491 29,99 929,421
BUITY OF ™HE U.S. GOVERMENT:
Unrealized Appropriacicna:
Deferrex] Appropriatians 6,337,920 340,894 167,783 6,846,607
Unabligatea Balances 1,419,041 13,144 411,826 ‘7,829 1,851,850
Urdelivered Orders 1,435,594 25,786 3 7,511 1,540,894
Insurance Fund Balanges
TOAL EOUTTY oF THE U5, CGOVERMENT 93,192,565 379,824 411,829 25,133 10,239,251
$31.539, 324
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Ame 1 btk 1A e Yal SAERA) takade)T L iud fe
NOTE 11y SUPPLIMENTAL INTTAMRTICN

The following schedules provide furzher detail, by major D2rogram area, of
assets, .iabiliries and U.5. Jcvermment ecuity., sf revernue, financing sources
and expenses, of sources and uses ¢! furas oy major program area and of

budgeted and actual outlays.

o The medical program area inc.udes financial daca fcr the medical care
program, ;acluding the WYA's 172 medical facilities, medical researcn
and administration, and construction. The construction program was
inc.uded since most of its activities relate ro medica. facilitaes.

o The veterans' Dbpenefits area inciudes rhe compensation., Dension. and
education programs, as well as tne Durilai and miscelidanecus assistance
and veterans’' oD LTralnlng Drograms.

o Housing credit assistance includes both VA's loan guaranty and direct
loan programs.

o The administration area includes costs of managing the Agency as a
whole and the National ZTemetery 3System. Also included are costs of
managing the Supp.y Fund a2nd automated data processing systems.

Personnel compensation and fringe bepnefirs for employees involved iuv wveterans
benefits, housing credit assistance., and 1life ipsurance have not Dbeen
allocated to these major program areas and are included in the administration
area.
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NCTT §; RECEIVABLES (Continued)

“Ticker" Zontzibutiorns

Receivables representing funding for certain veterans education »henefits are
not included in accounts receivable. These Dbenefits, called “Kicker”
Contributions. represent amounts to Dbe provided 2y the Uepartment of Defense
(DCD) at the discretion of the Secretary of Cefense to the Post-Vietnam Era
Veterans Education Assistance Program (VEAP) account of any participant osver
and above tne regular DOD contributions 1§2 for every 31 contributed by the
participant) io order to encourage persons to enter or remain in the Armed
Forces. The Department of Justice recently ruled tnat the failure of Cangress
ro specify how these contributions are to be made (whether the total expected
amount should be deposited at the time 2 particivant enroils in an educaticnal
program or wnetner rtne branch of service may contribute to the fund on a
“pay-as-~you-go’ basis) enables tne Department of tne Army to deposit "Kicker”
contributions on an anhual or semiannual basis. Thus, since DOD does not
recognize the iiapiiity, it is improper for YA to record the receivable. The
balances attributable rto these funds were $.80 million and $60 million in 1987
and 1984, respectively.

NOTE d: PROPERTY AND ECUIPMENT

The majority of the reported property represents faciiities and equipment used

to provide medical care to veterans. Property aod equipment, including
transfers from other Federal agencies, are wvalued at cost., Expenditures for
major additions, replacemeats, and alterations are capitalized. Routine

maintenance is recognized as an expense when incurred. Costs of construction
are capitalized as Copastruction in Progress until completed and cthen
transferred to the appropriate property account.

Buildings are depreciated using the straight line method over estimated useful
lives ranging from 25 to 40 years. based upon the Aamerican Hospital
Association’'s estimate of useful lives of hospital assets. Equipment is
depreciated using the straight line method over useful lives, which, for most
equipment, range from S to 20 years.

Property and equipment consisted of the following as of September 30, 1987:

Accumuliated Net Book
Cost Depreciatiocn Value

(dollars in thousands)

Land § 85,123 H b3 85,123
Buildings 5.215,825 1.746,422 3,469,401
Equipment 2,786,842 1,649,730 1.137, 112
Cther 732,127 291,563 440,559
Construction in progress 1,707,066 1,707,366

TOTAL £10.526.923 81087, 720 $8.839.263
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AL 2

Spec1
Cert1
GNMA

gonds
Notes
Cther

ALl Investments are 11 seCurities 13sued

oremper T,

al Bonds
ficaces
Cercificates

)

TROUsaAncs )

S.875-13.7%5% Sli. .374 $11.235.274
F.125-11% 4. 144 214.344
5.2-5.45% 5.360 135,26C
T7.875-3.5% 3 2,251 2,251
7-14.025%% L7, 20 17,429
Various il4.800 134,800

i, S1c4, 471 811,793,489

1w tne J.3. Jepartment of

Treasury

except for GSNMA, which were issued oy tae Sovernment National Mortgage
Association, a subdivisaion of the U.5. Department of Housing and Urban
Develiopment. Jther VA  gprograms witn investments are Housing Credit and

Medizali.

NCTE 3: RECIIVABLES

Non-Federal accounts receivable principaily represent amounts due from
individua s for Education Loan defaults., Home Loan Guaranty and Direct Loan
defau.ts, and Compensation & Pension overpayments. Federal ACCounts
receivable are mostly accrued interest payments due from the U.5. Treasury
Department on YA investments. Non-Federa. advance payments are principally
advances to YA construction coatractors., <Jgrant recipients, peneficiaries, and
VA empioyees engaged in official trave.. Federai adwvance cayments are most.y
to wne Jeneral Services Administration for the procurement of supp.ies and
egquipment. Zurrent loans receivable are wrnclly amouncs due under VA's Housing
Credit Assistance Program. Non-Jurrent 1icans recelivable represent amounts due
from iocans and liens against VA-issued (:fe insurance policies and also
amcunts owed VA's Housing Tredit Ass:svance Program beyond tne next 12 months.
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o.ders ray 230rrow up to 34 Dercent

e
sidends ne.d on account.
~asn sdJrreader v

value 2r use it Tl tnase reduced paid-up insurance.

74 Sumervised Insurance Programs

JA AlS0 suDeLviIies e admimistrac..n i “re 3ervicemen s Sroup Life Insurance
Program :3JLI' ani nne Veterans Morrjage _1fe insurance [VMLI, SGLI s
supervisad Sy VA, ur directly agmin:istered oy nne Prudential Life I[asurance
Company of ATerisd wnidn provices IToun .:fe insurance coverage and pays a..l
clalms anc =xpenses associated witn tne program.  This coverage i1s provided to
acrtive mempers of  tne Military Services, Lo cadets attending service
academlies, :ind "o a-tive memders ot tne Armed forces Reserves, Natlonal Juard,
and RCTC.

YA'Ss responsibilitlies are to  estabiish premium rates and to act as  the
rransfer agent far preriums pald oy payroll deductions and for extra hazard
costs paid by the service organizaticns inveived, VA aisoc determines the
adeguacy of SGLI's 1nsurance reserves. and, 1f excess reserves exist. VA can
both lower premium rates and withdraw excess funds. To dare, VA nas withdrawn

approximately $34¢ milllon from these reserves. These funds, tcgether with
investment lanterest earned tnerecn, are he!d in a trust which, as of

Septemper 3C. .%87. had a balance of $144 .9 million. On September 30, 1986,
this balance was §i33.2 milliion. Thi. ba.ance 1s used as a premium

stabillizatiun “3 augment preriur pavme:nts remitrted by the iasured.

35LI Ins.rance [a fForce

1987 __ 1585
Number of Follicies 1,540,172 3,984,241
Amount (in mi.lions) $176,065.3 $173,156.9

In addition to 3GLI. JA supervises a similar program, Veterans Group Life
Insurance, whicn proviies life insurance to discharged Veterans.

The  YMLI program, similar Lo SGLI, 1s supervised Dby the Veterans
Administrarion and directly administered by Bankers Life Insurance Company of
Nebrasxa. Under this orogram disapled veterans can obtain coverage of up to
$40.000 of tne outstanding balance of rtheir nome mortgages. Joverage ceases
at age 790. Premiums based on standard morrality -ables, are deducrted from the
veterans' monthly compensation payment. Administrative expenses and the

addirional cost of insuring these medically impaired .ives are borne by the
goverament *arough appropriations.
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The 3AAP Life Insurance Reserwve 3alances and Farticipating Policynoliders’
Interest as of September 3C. 1988, are snown below:

Jisability 1984
Death Income and SAAP Participating
Death Benefit Waiver of Reserve PoliTynolders
Program Benefits Apnuities Zremium -ther Total [rnterest

vdeilars in thousands)

NSLI $5.33C.897 $458.5603 B 323.13% 313%.912 36.354.558 $2,314,2%4
USGLI 11%.82%5 35,728 2,738 o371 151.722 TS,524
VSLI 434.710 3.420 121,872 20,930 370,302 138,265
SDVI 248,075 2,341 148,302 399,216

VRI 261,094 1.216 29.363 251.576 i 170,756

TOTAL  §6.385,331 £541.370 $£1.231.517 §147,.583 58,307,274 §3,258,213

Statutory reserves are based on lnterest rates ranglng Irom 2.3 percent fo 4.5
percent. GAAP reserves are based op interest rate assumptions ranging from 7
percent to 4.5 percent. Actual average .nvestment yie.d {or insurance program
securities was ».58 percent as of Septemper 30, (387 and 9.57 percent as of
September 30, 1386.

Statutory mortality assumptions include the American Experience Table. the
1941 CSC Tab.e and the 1958 IS0 Basic Table. GAAP morta.icy assumptions are
based on actua. morta.ity experience of the insurance programs, with a
provisior for adverse deviation,

One of the differences between total GAAP witn Participating Policyholders’
Interest and total Statutory is the Trust Fund balance for individual life

insurance policies. Certain premium items are also accounted for differently
under Statutory and GAAP principles. Statutorily, a liability is set up for
unearned premiums and advance premiums. Under GAAP, the liability for these

items is reduced. A comparison 1s providec below:

Unearned Premium Reserwve and Advance Premium
{doilars in thousands)

9/32/87 3/30/86
Program Statutory SAAP statutory GAAP
NSLI $105.487 £48.111 $100, 815 $47,057
UsGLI 21 23 42 42
vsSL1 23,341 11, 347 21,7104 10.566
5DVI 1,447 1.447 1.440 1,340
VRI 3.487 2,518 3,120 2,381
Total £112.785  S63.88¢ $125,321 581,42
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fogdranee L
As of Sesremner 1235
]
\
Priccipal
Number of Aamount ot Jeterans Jroup
Program Poiilcies Tovered I
- Thousands ) |
|
|
1386 LIBT L3809 ‘
NSLI L0111 S2i.547 521,595 Awol |
USGLI 58 3 22 W 1 i
VSLI 387 1,375 3.1A2 Korea
VRI 133 EE J0B  WW lI/Korea ‘
SCVI 184 . ; _1.588 WWIIsKorea/Vietnam )
Total 3.7523 7,552

T e .
Ingurance Jesarves

Statutory insurance reserves consist of the actuarial <computation of the
presenc value of amounts that will be necessary to pay benefits in the future !
as policyholders or their beneficiaries make benefit claims. The tws most \
imporcant factors used to compucte these reserves are assumed investment yie.ds

and mortality rates. The assumed investment yields and mortality rates u.sed ‘
by the VA are prescribed by Federal statutes. The statutory reserve standard

is necessary to insure the solvency and equity of the insurance program. This \
standard is on a basis similar to that used by many mutual life insurance
companies in the United States.

The statutory insurance reserve balance as 3f September 30, 1987, consists of
reserves for:

Cisabli.ity 1987
Death Income and Statutory i
Ceath Benefit Waiver of Reserve
Program Benefits Annuities Premium Jther Total

(doliars 1n thousancs:

NSLI $8.082,269 §465,07C § 330.877 £i22,394 § 9,590,510
USGLI lc2,411 32,149 2,430 1.220 158,276
VSLI B48.576 3,445 120,334 1,325 973,680
spv: 257,854 2,299 148.452 438,015
VRI 411,939 1,251 23,134 . +41.374

TOTAL  §3.763.049 8304204 &LA80.393  ElSL 23 §ll.tl2.959
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2articipation lertificates

Participation Certificates (PCs} will mature. VA's current share of these PUs
is $577.7 million. The PZs are secured Dby a gportion of ¥YA's _oans
receivable. VA has rransferred $§431.2 miiliiorn in principa. payments =3 a
sinking fund estapiished at <the Jovernmeat Natioral Mortgage Association
(GNMA}. CGNMA determined i1n September 1984 that priacipal payments received to |
date were sufficient to meet future princlpal payments. and suspended transfer H
of principal coilections. VA hnas also transferred $455 million in interest
payments to GNMA for coverage of the »oericdic laterest payments on the PCs.
Io September 1985, GNMA cetermined that trhe .nrerest payments received to date
were also sufficient ro meet the interest aue to PC nolders. and suspended
transfers of interest colilections. N

|
In fiscal year 1988. the fina! series of Federal Asser Financing Trusr - FAFT) ~
|

GNMA has invested funds not needed to meet current interest payments on the

PCs. The balances associated with this investment at September 30. 1987, and

September 3C, 1986, were $154.7 million and $134.% miliion., respectively (Note

7). VA nhas recognized income from the TGNMA investrent monthly, although the

funds were retained in GNMA's sinking account. Furchermore., VA has, for ;
budget purposes, considered thls income to be an i1ncrease in its unobligated )
balance avaliable for current operations rtather than reserving the funds for

payment of the debt. Therefore., to fund its finai payment due at the maturity :
of the PCs on August 12, 1988. VA has included the necessary funding for the ;
balance due at maturity as part of the emergency supplamental appropriation '
submitted 1n Janouary 1988.

PRINCIPAL DUE ON PCs §577.684,000 }
VA PRINCIPAL PAYMENTS 431.637.845% |
BALANCE DUE AT MATURITY £146,046,155 i

Pactors Impactizg The Loan Cuaranty Revolving Fuz

The financial condjtion of certain sectors of the econemy, particularly the .
energy and agricultural sectors, has adversely affected the housing mortgage i

industry's performance over the last year., The rate of housing foreclosures
has increased supbstantially. The average foreclosure rate on VA guaranteed ‘
home loans increased from 15.8 percent in fiscal year 1986 to 19.6 percent in
fiscal year 1987, The foreclosure rate for VA quaranteed mobile homes

increased from 47.8 percent in fiscal year 1986 to 65.7 percent in fiscal year |
1987. The record number of defaults by veterans in cil-producing states, such \
as Texas, Oklahoma, and Coloraao, accounted for more than one-third of the ,
total aumber nationwide in 1987. |
I
I
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NCTE i ECUSING TREDIT ASSISTANCE 73CGRAM - CTST OF GUARANTEED

(&a} nomgreem
I-I\JAN Liliabua

Most of the VA's nousing credit assistance program involves the partial
guaranty of loans. praimarily home mortgages, issued to eligible veterans by
private lenders. Although VA continues its diresct lcan program. the majority
of VA's housing credit activities, sucn as the issuance of loan guaranties and
the sale of foreclosed property on credit terms .vendee .oans). are funded
through the loan guarsnty revolving fund.

The totral amcunt of such .oans at Sepremper 3C, 1387, was $182 billionm, of
which VA had guaranteed $77 billion. and the total ampunt of such loans at
Septemper 30, 1986, was $141 billion, of whicn VA nad guaranteea $63 billion.
This increase 1n the level of VA guaranteed .ioans has 1ncreased VA's exposura
Lo .(0sses %O 1ts .0an guaranty revelving fund. The lcan Suaraaty funding fee,
1 percent of =ne locan principal. is not intended to fuily fund the losses and
other costs associated with foreclosures of VA guaranteed mortgages.

YA's quaranty in effect transfers some or ail risk of default from the lender
to the VA. It also provides other benefits to the veteran by inducing .erders
to provide interest rates which are usually lower than conventionai mortgage
rates and Oy not requiring a down payment. Thus a subsidy is provided to
veterans Since they are receiving terms that are more favorable than wouid
exist without Federal Government involvement.

Reserve for losses on gquaranteed .oans

One element of this subsidy is the present value of the cost the VA will bear
as loans already guaranteed default in the future. A reserve for estimating
losses from such defaults was included in fiscal year 1986 statements and has
been included in the consolidated scatement of financial position for fiscal
year 1987. The present wvalue of the costs of defaults is based on historical
default data develcped by the VA and assumes that the remaining outstanding
guaranteed .ocans wi.l default over a nine-year perlod, as folilows
thousands}:

{deilars in

1288 § 674.862
1989 741,507
1390 525,589
1991 340,407
1992

1993 - 1996
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In accordance with titie 2°'s :reguirements, 4 .lability has been established
recognizing VA's portion of rtne long-term liability for employee injuries
adminisctered under the Federal Emp.oyees Zompensation Act by the Department of
Labor (DOL). As discussed 1n Note |. "Workers Compensation”, the liability
consists of actual billings received by VYA and included in its annual budget
submissions as well as an estimate of the long-term compensaticn payments for
rases on-hand as of the end of the fiscal year. In FY 1%87. DOL estimated i1ts
long-term liability for future payout, net of current billings to the

agencies, as part of its annual financial statements. JAO nas opined that
uynder title 2 each agency must recognize its portion of the long-term
liability. B8ecause this information was previcusly unavaiiable for

recogniticn 2an the 2gency level., VA has restated its 1582 financial statements
to reflect bhoth tne bdililed and estimated long-rerm Liabilities for workers:
compensaticn claims.

Life Insurance programs reserves have been restated and 1ncreased oy §153
mi:lion prancipally to recognize a reserve in the SCOVI program for waiver of

premium. Previously these reserves were erronecusiy omitted from VA's
financial reporting although ¥A's statutory accounting principles require
their inclusion . "Future financing sopurces” nas been increased by $36l

million pecause these premiums are paid from VA's annuai appropriation; Trust
fund Balances were increased by $238 mi..ioan.

Accrued annuali leave as of September 30, 1986, nas been restated to correct an
overstatement of the liability of $63 million wnich resulted from a software
programming er-or. Amounts to be provided from future financing sources have
been corresponding.y decreased.

Veterans benefits accounts receivable and equity have been reduced by $60.6
million based ca a fiscal year 1987 ruling by the Department of Justice
allowing the Department of Defense to fund certain education benefits on an
as-needed basis as described in Note 8, “Receivables’. Previously these
receivables were recognized and reported when veterans were enroiled in a
program of studies.

Certain other fina-cial information has been reclassified to conform to the
current year's presentation. Significant among these reclassifications was
the establishment of a Provision for Amounts to be Provided by Future
Financing Sources of $640 million. Previous.y these amounts were included in
Appropriations Realized. Trust fund balances have been reciassified and are
reported as separate liabilities reflecting the restr.cted nature of these
funds and segregating them from appropriated and other equity accounts related
to general purpose activities of the Admiaistration. Jonsistent with OMB
policy, which precludes VA's recognizing certain veterans benefits accounts
receivable as available budget authority until these accounts are collected,
unobligated balances of $294 million have been reclassified as deferred
appropriations.
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long-rerm Llabiiaty for FECA 1§ current.y snderway, and adjustment ~3 rne
halances recognized for these financ:al statements may Dbe necessary wnen
actuarially-pased liabilities are made available to agencies.

NOTE 2:  INTRACCVERWMENTAL TINANCIAL ACTIVITIE

The VA's financial activities iateract with and are dependent upon those of
the Federal Goverament as a whole. Thus, VYA's financial statements do not
reflect. the results of all finarcial Zdecisions and activities applicable ro
it, as if it were a stand-alone eacity.

o The VA s consolidated financ:i:a! statements are 0ot intended to- report
the Agency's proportionate share of rhe Tederal deficit or of public
borrowing. including interest thereon. Financing for budget
appropriations repcrted on the YA's5 statemeat of operations could
derive from tax revenues or o2ublic borrowing or both; the ultimate
source of this (financing, wnether it bHe ‘tax revenues or public
borrowing. has aot been spaécifica..y aliocated to the VAL

¢ Financing for majer and ninor coonstruction projects was obtained
through budget appropriations. T the extent this ({inancing was
derived from punlic borrowing. no interest has been capitalized since
such borrowings are recorded ic totai by rthe Tepartment of the Treasury
and are not aiiccated to individua. departments and agencies.

o)

o Since the U.S. Treasury Department 4oes not charge agencies interest on
borrowings from the Treasury. YA does not recognize interest costs
related to foreclosed property in its financial records. In fiscal
year 1987, VA held foreclosed properties an average of B months. Based
on this estimate and the average :nterest rate for the public debt (§.7
percent), the holding costs associated with the foreclosed property
held for sale were approximately $68 mil.ion .in fiscal year 1987.

o VA's Heousing Credit Assistance program has a liability to the U.S.
Treasury of $1.7 billica. These funds were originally provided to
support the direct loan fund., but were supsequently transferred to the
loan guaranty fund and have since been fully used. The liability bears
no interest and VA's abiiity td pay 1t is contingent upon receiving
other finmaacing.

o During fiscal year 1986, the majority of the VA's employees
participated in the coatributory Civili Service Retirement System
(CSRS), to which VA makes matching contributions. The VA does not,
however. repocrt CSRS assets. oucumulated plan benefits., or unfunded
liabilities. if any. applican.e ©o its employees since this data is
only reported in total by tne Jffice of Personnel Management,

On January 1, 1987, the new Federal Zmployees Retirement System (FERS)
went into effect pursuant %o Public “aw 99-335, Employees hired after
December 31, 1983, are automatically covered by FERS while employees
hired prior thereto may elect to either join FERS or remain in CSRS.
Une of the primary differences between FERS and CSRS is that FERS
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Cperating Revemue And Ctuer

Tiraacizg Sources Recegnition

Interest 1income. which s earped primarily from the 1nvestments of rne
insurance vrogram. 1is recognized on ~ne accrual basis. Insurance pramiums are
recognized as revenue when due. Loan origination fees, wnich are charged o
rererars at a rate of 1 percent of rne loan principal. are recognizec as
revenues at -ne time of the guaranty.

Purds With 0.5, Treasury

VA dpes not maintaln cash in commercial bhanxk accounts, Zash recexﬁts nd
disbursements are processed Dby the U.5. Treasury. The balance in tne 1,5,
Treasury represents appropriated and *trasrt funds that are avai.able t2 pay
current ilabiliities and floance authcerized opurcnase commitments. As  of

Septemper 3T, 1987, and 1%8h, 31 375,434,700 and 51.%40,864,300, respective.y
represent funds earmarxed to pay outsianding purcnase Jommltments.

~ ey mwA T IS
Property and Iquipmest

The majority of the reported properry represents facrlities and equipment used
to provxde medica: <are hto  aterans. “roperty and eguipment, including
transfers from other Federal agencies, are valued at cost. Expenditures for
major addirions, replacements, and a.terations are capitalized. Routine
maintenance is recognized as an expense when incurred. Costs of construction
are capitalized as fonstruction in Progress until completed and then
transferred to the appropriate property account.

Buildings are depreciated using the straight line method over estimated useful
lives ranging from 25 ta 40 vyears, based upon the American Hospital
Association’'s estimate of useful lives of hospital assets, Equipment 1s
derrec.ated using the straight .ine method over useful lives, wnich, fcr most
egulpment. range from 5 ta 20 vears.

accrued Compensation and Pension Jenefits

Compensaticn and pension bepefits are accrued when veterans have satisfied tne
VA's eligibility criteria. This accrual only pertains to benefits dye and
payabie in a particular fiscal year. 3ee note 4 for a description ¢f the V
future liapility under its compensation and pension program.

N
m 3

Losses on Guaranteed Loaas

Upon foreclosure of a guaranteed loan. the VA may e rteguired to pay tne
maximum claim. acquire the property, 21 acquire the property and pay .ess than
the maximum claim pursuant to criter:a established in Section 1816 of Titie
38, 7United States Code. Thus, when =he VA acquires the property, the cost is
comprised of the claimed amount paid the lender less net proceeds from rhe
sale of the property. The YA 1nuvurs an additional cost for direct home
{vendee) ioans. is3sued upon tne sale of foreclosed properties.  tnat
subsequently defau.it.
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Consolidated Statement of Changes in Financial Position and Reconciliation to Budget

PCR THE FISCAL YEARS ENDED SEPTEMEER 10, 1967 AND 1986
(Dollars in Thousands)

{Restated)
fUraudited)
1987 1986
NET USE OF RESOURCES:
Operating Expenses $ 29,971,980 $ 28,415,877
Items Requirimg (Providing) Funds:
(Ircrease} in Reserves (1,271,304) (745, 585)
Depreciation 1363,47TH (337,997)
(Decrease) Increase in Acoounts Receivable 1420,471) 61,068
Increase in Acoounts Payvable ard Accruals (274,715 (159,725)
Reverues Acoaunted for as
Offsetting Collections {2,263,283) 2,114,457)
Punds Used By Operations 25,378,730 25,119,181
Nor—Operating Uses:
Dividends (rote 6) 927,500 882,935
Acquisitions of Land, Buildimgs, and Eguimment 969,993 952,690
Purcnase of Foreclosed Property Held for Sale 1,380,338 1,147,210
Issuarce ard Repurchase of Laans amd Liens 1,327,375 1,085,081
Orher, Net {3,062) 34,083
Financirmg Activities:
Sale of Foreclosed Property Held for Sale (1,482,928) (1,214,867
Sale of Loans, with Recourse (849,196) (818,368)
Loan/Lien Repayments/Opticnal Inddme Settlements (372,900} (296, 682)
Dispasals of Equipment ard Other (95, 266) {242,300)
Reverues Collected for Treasury (228,546) (113,253)
NET USE (F RESJURCES (BUDGETRRY QUTLAYS) 26,952,038 26,535,710
SOURCES OF BUDGETARY RESOURCES PROVIDED
Current Year Appropriaticn 26,605, 398 26,464,426
Less: Reductions Pursuant to P.L., 99-177
{Gramm-Rdman—+ollings) 1234,053)
Current Year Apprepriations, Net 26,60%, 398 26,230,373
Interest on Govertment Securities 964,383 943,956
Net Transfers, Reimbursements, and Other {165,973) t95,185)
Fuys Returmed to Treasury 1170,226) 158,723
TOTAL RESCURCES PROVITED 27,233,582 27,020,421
INCREASE (DEXRERSE) IN U.S. TREASURY AND
IMPREST FUNLS 281,44 484,711
Funds Exchamed for U.S. Govermment Securities (433,084) (360, 611)
NET INCREASE (DECREASE) IN U.S. TREASURY AND IMPREST FUNDS {151, 550) 124,100
U.S. TREASURY AND IMPREST FUNDS:
——————l2G I00irE Of Year 6,128,193 £.034,093
End of Year $ 6,006,643 $ 6,158,193

The acrompanyind notes are an integral part of this statement.
Note 11 inclades finanmcial information by major program area.
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Financial Statements

Consolidated Statement of Financial Position

SEPTEMBFR 30, 1987 AND 1986

{nllars in Thousards)

{Restated)
1987 1986
NESETS :
Fund Balance with U.S. Treasury $ 5,997,027 $ 6,148,403
Imprest Punds 9,616 9,790
Advarces, Accounts, and Lomns Receivanle, ret (note 8) 3,211,966 3,343,486
Imvesanents (note 7) 12,242,563 11,789,489
Poreclosed Property Held for Sale 864,104 07,531
Lard, Buildimgs, and BEguipment Net of
Acarulated Depreciation (noce 9) 6,839,263 6,310,049
Other Assets 151,615 154,585
| Pyurure Financing Soyroes $ 4,095,108 $ 2,975,991
TOAL ASSETS $ 33,411,262 $ 31,539,324 ‘
|
LIARTLITIES, TRIST MUND BALANCES, AND BOTTY: |
Aocaunts Payable, Princioally oo the Public $ 1,111,935 1,036,395 ‘
Axrued Compansation and Pension Berefits 1,280,054 1,237,046
Aocrued Payroll and Payroll Related Liapilities 1,011,568 935,941
Dividemds on Cradit or Deposit (rote 8) 706,018 630,381
Insurance Dividends Payable {rote 6) 956, 347 929,714 .
Other Liabilities 459,879 387,121 i
Resarve for Federal Employees Compensation Act 423,727 366,048 i
Reserve for Losses on Guaranteed loans (rote 5) 2,718,898 1,735,252 I
Insurance Statutory Reserves (rote 6) 1,612,555 11,382,576
Borrawirgs fram Treasury 1,730,078 1,730,078 I
I
TOTAL LIABILITIES 22,011,059 20,370,552 1
TRIST FUND BALANCES 889,639 929,421
BUITY OF THE U.5. GOVERNMENT:
Unrealized Appropriatiaons:
Deferred Appropriatias 7,334,826 6,846,607
Unobligated Balanoes 1,369,786 1,851,850
Undelivered Orders 1,805,952 1,540,8% |
TOTAL BOTTY OF ME U, S, QOVERNMENT 10,510,564 10,239,351 !
IOTAL LIARIIITIES, TRUST PND RALANCES, AND BOUTTY £ 33,41),262 $ 31,539 324 '

| The accomanying notes are an integral part of these stataments. !
Note 11 ircludes financial informarion by major program area,
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Report on Compliance With Laws
and Regulations

Recommendations

Agency Comments

$454,000 in interest associated with late payments, but it should have
paid an additional amount estimated at $431,000. The interest charges
that were due, but not paid, resulted primarily from the manual process-
ing of several types of invoice payments.

In connection with our examination, nothing came to our attention that
caused us to believe that va was not in compliance with the terms and
provisions of laws and regulations for those transactions not tested;
however, we believe the instances of noncompliance discussed above
merit va taking corrective action.

The matters discussed above were considered in determining the nature,
timing, and extent of the audit tests to be applied in our examination,
and they do not affect our opinion on vA's consolidated financial state-
ments dated May 16, 1988.

We recommend that the Administrator of Veterans Affairs:
Require the Director of the Department of Veterans Benefits to:

(1) Determine an effective and appropriate method of resolving the
issue of charging interest on accounts receivable relating to the compen-
sation and pension benefit overpayments as required by the 1980
Amendments to the Veterans' Rehabilitation and Education Act. At least
two potential alternatives include: (a) issuing waivers as authorized by
38 U.S.C. 3102 for cases where charging interest and administrative
costs is deemed to be against equity and good conscience or (b) obtaining
the legislative approval to exempt compensation and pension receiv-
ables from interest and administrative costs charges.

(2) Reevaluate the priority given the computer software reprogramming
workload to determine whether the 1980 legal requirement for charging
current interest rates on loan guaranty receivables can be implemented
earlier than 1991.

Direct the Controller to complete the conversion to the autemated
invoice payment system of invoices handled manually.

Although we did not obtain formal comments on this report, we did pro-
vide appropriate va officials with a draft of the report and have incorpo-
rated their comments where appropriate. VA has initiated action in the
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Report on Compliance With Laws
and Regulations

I his comments to the Committee on Governmental Affairs, the Admin-
istrator also agreed to change the interest rate charged on ioan guaranty
debts. However, he did not establish a specific implementation date, cit-
ing the need for “extensive programming’’ to implement necessary auto-
mated system changes. As of May 16, 1988, va continued to charge 4
percent interest on loan guaranty accounts receivable. vA has deter-
mined that because of the extensive system programming changes
which will be required, it will not be able to complete its reprogramming
efforts and thereby provide a means for increasing the interest rate
charges on loan guaranty receivables until 1991.

The Prompt Payment
Act and Applicable
Regulations Are Not
Fully Complied With

As VA reported to the Office of Management and Budget (0MB) under the
requirements of the Prompt Payment Act (31 U.S.C. 3905) and as con-
firmed by our audit test, VA paid a majority (86 percent for fiscal year
1987) of the vendor payments that it considers subject to the act within
the prescribed payment due-date criteria. For the remaining 14 percent
of the payments, about 6 percent were paid during the grace period per-
mitted by the act, with only 8 percent being paid after the grace period.
The payments in this latter category are subject to interest penalties and
it is with this category that vA continues to experience difficulty in fully
coraplying with the act’s requirements. While va properly paid out over
$454,000 in interest penalties during fiscal year 1987, it did not pay
additional interest penalties totaling nearly the same amount that were
also due.

The Prompt Payment Act provides governmentwide payment standards
for determining when federal agencies should pay cominercial vendors.
Basically, the act:

specifies that unless the contract states otherwise or the purchase
involves meat or other perishable agricultural commodities, the pay-
ment due-date is 30-days after receipt of a proper invoice or acceptance
of goods or services, whichever is later, and

requires payment of interest penalties for payments made to commmercial
vendors after a grace period, 15 days after the specified payment due
date.

OMB circular A-125 implements the act’s requirements and requires fed-

eral agencies to, among other things, annually report various Prompt
Payment Act information to GMB.
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Report on Compliance With Laws
and Regulations

The first two items are instances of noncompliance disclosed in our com-
pliance report for fiscal year 1986 which we again report for fiscal year
1987. These are discussed in detail in latter segments of this report.

Regarding item three, we reported in our report on fiscal year 1986 that
VA was not accruing penalties on its delinquent debt under section 11 of
the Debt Collection Act of 1982 (31 U.S.C. 3717). va believed that its
program debts are subject to the interest and administrative cost provi-
sions of the Veterans’ Rehabilitation and Education Amendments of
1980 (38 U.S.C. 3115), and not the interest and penalty provisions of the
Debt Collection Act. To address this issue, va requested a Comptroller
General decision which was pending when we issued our report on fiscal
year 1986. We subsequently issued B-222973 on June 8, 1987, in which
we agreed with vA that its program debts are not subject to the interest
and penalty provisions of the Debt Collection Act of 1982. Therefore.
this issue is resolved.

Regarding item four, we questioned whether va properly terminated
processing benefit entitlements under its compensation and pension ben-
efit programs late in fiscal year 1986, treated these entitlements as fis-
cal year 1987 obligations, and subsequently used its fiscal year 1987
appropriation to pay these benefits. Because these questions arose late
in our audit, we stated that we would address them separately. We sub-
sequently issued a Comptroller General decision (B-226801) on March 2,
1988, which concluded that va violated 31 U.S.C. 1501(a) by failing to
record compensation and pension benefits claims established as entitle-
ments in September 1986 as fiscal year 1986 obligations. We further
concluded that since none of va’s fiscal year 1987 appropriation was
available for fiscal 1986 year obligations, the Anti-Deficiency Act

(12 U.S.C. 1341(a)(1)) precluded the use of the appropriation to liqui-
date fiscal year 1986 obligations.

As in fiscal year 1986, va did not properly record as fiscal year 1987
obligations all compensation and pension benefit claims established as
entitlements in September 1987. In addition, vA did not record certain
education benefit claims that were also established as entitlements in
September 1987. However, unlike the prior year, this did not affect the
funding source available to pay benefits because the Continuing Resolu-
tion for fiscal year 1988 (Public Law No. 100-202) authorized vA to use
its fiscal year 1988 appropriation to pay prior year accrued obligations
required to be recorded in the last quarter of fiscal year 1987. va is cor-
recting its obligation recording practices and we therefore consider it
resolved.
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Report on Internal Accounting Controls

Except for the problems relating to buildings and equipment, which
caused us to qualify our opinion on vA’s consolidated financial state-
ments, the weaknesses in the system of internal accounting controls do
not affect our opinion.

We did not request formal comments on this report. However, we did
provide appropriate va officials with a draft of the report and have
incorporated their comments where appropriate. va has initiated correc-
tive action on many of our recommendations. For example, in June
1988, vA initiated a major effort in the property accounting area to capi-
talize approximately $750 million of the construction-in-process balance.
VA is also taking action in the insurance system software area at the
Philadelphia ppC. VA is converting the DPC’s obsolete system applications
to another computer language so that the applications can run on com-
puter systems which have better access controls.

Agency Comments
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Report on Internal Accounting Controls

Conclusions

accuracy of account postings and batances, include (1) data reconcilia-
tions between systems and (2) reconciliations between control accounts
and subsidiary ledgers. However, we found problems at VA in this area
as well. Some examples follow.

At 6 of the 37 vA regional offices and medical centers we visited, differ-
ences between the payroll system subsidiary ledger and the trial balance
system control account for VA's stations were not reconciled.
Recongiliations between the housing credit general ledger system and its
subsidiary system for accounts receivable were not performed at 4 of
the 10 regional offices covered in our examination. For example, in one
VA regional office, the claims receivable account for the housing credit
assistance program has not been reconciled since late 1970. The differ-
ence as of December 1987 was over $1 million.

Of the 28 medical centers we visited, 18 did not complete their reconcili-
ation of accounting control accounts with supply records (the subsidiary
or detailed records) for non-expendable property. Adequate reconcilia-
tion procedures, at a minimum, should include not only the identifica-
tion of differences but also, where warranted, actual adjustments to
either the control accounts or subsidiary records to reconcile the two.

Reconciliations can also provide a means to assess whether controls
need to be improved. For example, in reconciling the supply records, the
reasons for the differences may identify that better controls are needed
or that existing controls are not properly implemented. We were unable
to determine why the various va units did not perform the required
reconciliations.

As a result of the weaknesses in VA’s property accounting and ADP con-
trols, there is a high degree of risk that material errors or irregularities
could occur and not be promptly detected. Implementing an automated
accounting and property system for buildings and structures would
greatly aid in correcting the principal problems relating to property
accounting. Such a system would not only provide a more efficient
means for an audit of the account balances, but it would also provide an
efficient mechanism for applying management capitalization policies
and centralized reviews of adherence to these policies.

Appropriately implemented ADP controls in the accounting area would

improve the integrity of computer-generated data and accounting trans-
actions, This assurance is needed not only to prepare accurate financial
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Report on Internal Accounting Controls

found inadequate software maintenance procedures for both software
types at all three data processing centers (DpCs), as the following exam-
ples illustrate.

At each pPC, neither vA's system auditors nor its programming divisions
routinely or consistently review system and application software pro-
gram codes (the actual computer instructions). As per the National
Bureau of Standards’ Federal Information Processing Standard Publica-
tion 73, Guidelines for Security of Computer Applications, this type of
review (known as a “'‘code review’) is the most effective technique for
preventing fraudulent or improper modifications to software.

At the Austin pec, the integrity of application modification testing is
compromised because programmers, rather than certain system audi-
tors, control major aspects of the test. The system auditors responsible
for financial and administrative systems typically certify batch applica-
tion software modifications. However, their review is based on output
provided and tested by programmers, using test files that can be
changed by programmers.

Application programmers at the Philadelphia DPC have access to newly
certified software for life insurance before installation, thereby increas-
ing the risk that unauthorized changes could be made to the software or
that an incorrect software version could be installed.

It is imperative that strong controls exist in the software maintenance
process because when changes to program codes are being made, errors
could occur in a program that could destroy data or modify it so that it
is not usable or codes can be inserted that could perpetuate fraudulent
activity.

Data Integrity

Data integrity controls are those which safeguard the propriety of
transactions from unauthorized modification or processing. The follow-
ing are examples of data integrity control weaknesses we found at va's
DPCS:

System users at each DPC can bypass normal system controls and make
unauthorized modifications to programs or data. This weakness is the
result of inadequate controls over certain utility programs.

Because of obsolete system software, maintenance of the insurance sys-
tem software ai the Philadelphia DPC is not readily obtainable (that is,
the vendor no longer provides maintenance support to the primary sys-
tem software). Also, all insurance system users at the Philadelphia ppc
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Property Accounting
Needs Improvement

stronger internal accounting controls to ensure that all veterans receiv-
ing medical services for which va should be reimbursed were identified
and billed. The results of our examination of fiscal year 1987 transac-
tions indicate that, although certain basic controls required by vA are not
being complied with by many medical centers, va has improved its eligi-
bility determinations and billing effectiveness in this area. We believe
this improvement is primarily attributable to two factors: (1) increased
use of vA’s new computerized admission and discharge system at medical
centers and (2) more detaiied reviews of patient eligibility factors.
Accordingly, we no longer consider this a material control weakness
from a financial statement standpoint for 1987,

As reported in our opinion on vA's fiscal year 1987 and 1986 financial
statements, it was impracticable for us to extend our audit procedures
sufficiently for us to express an opinion on the fair presentation of vA’s
land, buildings, and equipment and related depreciation accounts. We
were unable to do so for two reasons. First, documents supporting the
cost of most of the items, which were acquired over a period of years
dating back to the agency's establishment in 1930, were unavailable.
Secondly, and more importantly, the lack of consistent adherence to
management policies relating to the capitalization and depreciation of
buildings has resulted in inaccurate account balances. This latter prob-
lem is due in part to VA’s manual, real property accounting system. This
manual system does not provide (1) efficient and consistent capitaliza-
tion of improvements to buildings and other structures or (2) efficient,
centralized review of recorded amounts. VA is currently considering vari-
ous approaches and property accounting systems to meet its needs.

va increases its building accounts primarily through two capital acquisi-
tion programs: operating funds are used for many major additions,
replacements, and alterations that also meet vA's real property capitali-
zation policy, while major projects are funded through construction
funds (that is, va's capital construction projects). Examples of the types
of inaccuracies, inconsistencies, and lack of adherence to policies that
we noted relative to capital items follow.

Expensing items purchased with operating funds that meet VA's capitali-
zation policy. Our limited test in fiscal year 1987 showed that the incor-
rect accounting practices we disclosed in 1986 were still occurring.
Improper transferring of project costs from work-in-process to com-
pleted facilities. We found this problem in 23 of the 62 capital construc-
tion projects that we tested during our 1987 examination. The problem
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Report on Internal Accounting Controls

We have examined the consolidated financial statements of the Veterans
Administration (va) for the fiscal yvears ended September 30, 1987 and
1986, and have issued our opinion thereon. As part of our examination,
we made a study and evaluation of the system of internal accounting
controls to the extent we considered necessary to evaluate the system as
required by generally accepted government auditing standards. The pur-
pose of our study and evaluation was to determine the nature, timing,
and extent of the auditing procedures necessary for expressing an opin-
ion on vA's consolidated financial statements. This report pertains only
to our study and evaluation of the system of internal accounting con-
trols for the fiscal year ended September 30, 1987. Our report on our
study and evaluation of the system of internal accounting controls for
the fiscal year ended September 30, 1986, is presented in GAQ/AFMD-87-38,
dated July 29, 1987.

For purposes of this report, we have classified the significant internal
accounting controls in the following categories:

+ medical care and construction;

+ life insurance;

» compensation, pension, and education benefits;

+ housing credit assistance;

» administration and other, including all payroll; and
« financial reporting.

Our study included all of the control categories listed above, but we did
not evaluate the internal accounting controis over alt functions within
the categories. Also, we did not evaluate accounting controls in the vari-
ous miscellanecus funds va administers, such as the General Post Fund.
For the areas where controls were not evaluated, it was more efficient to
expand the scope of our substantive audit tests. Our study and evalua-
tion was more limited than would be necessary to express an opinion on
the system of internal accounting controls taken as a whole or on any of
the categories of controls previously identified.

The management of va is responsible for establishing and maintaining a
system of internal accounting controls in accordance with the Account-
ing and Auditing Act of 1950 and the Federal Managers’ Financial Integ-
rity Act of 1982. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits
and related costs of control procedures. The objectives of a system of
internal accounting controls are to provide management with reasonable
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B-226801

the losses and other costs associated with foreclosures of va guaranteed
mortgages. The continuing high level of foreclosures which result in
increased cash outlays for property acquisitions has severely strained
the revolving fund’s resources. In response, vA obtained, primarily
through a fiscal year 1988 supplemental appropriation, $726.6 million in
additional funds for the loan guaranty revolving fund. Although loan
guaranty operations for the remainder of fiscal year 1988 will be contin-
ued because the emergency supplemental appropriation has been
obtained, a continuing high rate of foreclosures on va guaranteed mort-
gages may require additional supplemental appropriations in future
years.

In our opinion, except for the effect of adjustments, if any, that might
have been necessary had we been able to perform necessary auditing
procedures to substantiate the asset and related expense accounts, as
discussed in paragraph three above, and, except for the $3-billion over-
statement in insurance reserves due to the use of statutory assumptions
rather than more realistic assumptions under generally accepted
accounting principles, as discussed in paragraph four above, the consoli-
dated financial statements referred to above present fairly the financial
position of the Veterans Administration at September 30, 1987 and
1986, and the results of operations, the changes in financial position,
and the reconciliation to budget for the fiscal year ended September 30,
1987, in conformity with generally accepted accounting principles for
federal agencies applied on a consistent basis during the period.

Chaddy A, il

Charles A. Bowsher
Comptroller General
of the United States

May 16, 1988
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GAO

United States
General Accounting Office
Washington, D.C. 20548

Comptroller General
of the United States

B-2268G1

To the Administrator of Veterans Affairs
Veterans Administration

We have examined the consolidated statement of financial position of
the Veterans Administration {va) as of September 30, 1987 and 1986,
and the related consolidated statements of operations and changes in
financial position and reconciliation to budget for the fiscal years then
ended. Our examinations were made in accordance with generally
accepted government auditing standards and, accordingly, included such
tests of accounting records and such other auditing procedures as we
considered necessary in the circumstances, except as described in the
following two paragraphs. In addition to this report on our examination
of vA’s 1987 and 1986 consolidated financial statements, we are report-
ing on our evaluation of internal accounting controls and compliance
with laws and regulations. During our examination, we identified mat-
ters which do not affect the fair presentation of the financial state-
ments, but nonetheless warrant management’s attention. We are
reporting them separately to vA.

Fiscal year 1986 was the first year that va prepared its financial state-
ments and maintained its accounting records in accordance with gener-
ally accepted accounting principles for federal agencies. In addition. our
examniination of va’'s consolidated statement of financial position for fis-
cal year 1986 (GA0/aFMD-87-38, dated July 29, 1987) was the first year
this statement had been audited in accordance with generally accepted
government auditing standards. Because of these conditions, it was not
practical for us to perform various auditing procedures with respect to
determining whether, as of October 1, 1985, the beginning of the 1986
fiscal year, the amounts of advances, accounts and loans receivabile,
accounts payable, and the related amounts of revenues and expenses
were recorded in the proper accounting period. These amounts were
material to determining operating expenses and revenues and tne
adjustments affecting the report on reconciliation to budget. Accord-
ingly, we do not express an opinion on the accompanying consolidated
statements of operations and changes in financial position and reconcili-
ation to budget for the fiscal year ended September 30, 1986. Our opin-
lon on the fiscal year 1986 consolidated statement of financial position
was qualified because documents supporting the original cost of land,
buildings, and equipment, many of which were acquired by va over peri-
ods dating back to its establishment in 1930, were not readily obtain-
able, and we were unable to satisfy ourselves by means of alternative
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