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This is our annual report summarizing the findings and
open recommendations resulting from GAO's audits and other
review work in the federal departments and agencies on
which satisfactory legislative or administrative actions
have not yet been completed., To encourage prompt,
responsive actions on its recommendations, GAO
systematically follows up on them. This report contains
information on a total of 1,312 GAO recommendations which
were open as of November 30, 1988.

The report summaries are arranged by the budget function
categories by which federal funds are appropriated and
identified in the President's budget. Two indexes are
included. The Committees of Jurisdiction index can be
used to identify GAO findings and recommendations made to
agencies for which committees have appropriation and
oversight responsibility. GAO report titles are also
listed. The Recommendation Addressee Index can be used to
identify the same information by agencies to whom
recommendations are addressed.

Details on these findings and recommendations can be found
in the individual GAO reports cited. Although copies of
those reports were previously provided to both the
Congress and the agencies involved, this summary
information should be useful to your committees in
reviewing agencies' budget requests and operations.

Please contact our Office of Congressional Relations if
you wish us to suggest specific questions to be asked in
appropriations hearings on the items summarized or if you
need additional information.
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We are sending copies of this report to the Office of
Management and Budget and the federal departments and
agencies so they may be in a position to answer any
inquiries made on these issues during the appropriations/
oversight hearings. Copies are also being provided to
other interested congressional committees.

CLbA. Bty

Charles A. Bowsher
Comptroller General
of the United States



Contents

Budget Functions

Index Section

Administration of Justice 1
Agriculture 13
Automatic Data Processing 21
Commerce and Housing Credit 26
Community and Regional Development 27
Education, Training, Employment, and Social Services 29
Energy 41
Financial Management and Information Systems 59
General Government 77
General Science, Space, and Technology 128
Health 131
Income Security 167
International Affairs 193
Multiple Functions 216
National Defense 219
Natural Resources and Environment 297
Nondiscrimination - Equal Opportunity Programs 350
Procurement - Other Than Defense 351
Transportation 353
Veterans Benefits and Services 375
Recommendation Addressee 383
Legislative Branch 383
Executive Branch 385
Independent Agencies 397
Judicial Branch 400
Committees of Jurisdiction 401
Joint Committees 401
House Committees 402
Senate Committees 428

GAO/0P-89-1



Sample Entry

Budget Function ———— Administration
of Justice

Bu dg et Subfunction —7— Federal Correctional Activities

Title —— Presentence Evaluati
Responsive to the Nee

Report Number/Document Date — gpgs14, 04/09/85
Background
d how
Background ————— o e e e meroved.

GAO reviewed 157 cases where offenders
were committed to the Federal Prison
System for observation and study and 83
local studies ordered during fiscal year
(FY) 1981

Findings

GAO found that the observation and
study process has not been as useful as it
could be because the Judicial Conference
of the United States and the Federal
Prisen System have not. (1) established
critena for the selection of appropriate
cases for observation and study, (2)
jeveloped and d 4 emd on
the types of questions that experts can
be expected to answer, and (3)
egtabhished a system to evaluate whether
studies have met the needs of the
district courts GAQ found that judges
did not provide study objectives and
referral questions 1n 76 of the 157 cases
1t examined In addition, GAO found
that about 78 percent of all studies
ordered 1n FY 1981 were performed by
the Federal Prison System GAOQ also

Findings

Open Recommendations to
Apgencies

R dati: The Jud 1
Conference, through the Administrative
. . Office of the US Courts and the Federal
Recommendations 10 Agencies ——————  Judicul Center, and the Attorney
General, through the Federal Prison
System, should form a partnership to
develop criteria for the selection of cases
appropriate for observation and study

Recommendation Addressee ———— Addressee: Department of dustice
us: ction nof et 1nitial n
{when more than one Addressee) Aprl 13, 1987, the Sentencing

Commission transmitted to Congress
draft sentencing guidelines Justice

Recommendation Status ————  qnouid be acting on this
Status Comments 1om, since the

r
guidelines became effective on
November 1, 1987
Addressee: Judicial Conference of the
United States
Status: Action not yet imtiated On
Apnl 13, 1987, the Sentencing
Commission transmitted to Congress
draft del The Judicial
Conference should act on this

dation, since the
guidelines became effective on
November 1, 1987
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Immigration Control: A New Role for the Social Security

Card

HRD-88-4, 03/16/88

Background

Pursuant to a legislative requirement,
GAO: (1) explored ways to reduce the
potential for fraud in obtaining and
using social security number (SSN)
cards; and (2) identified technological
alternatives for making the card more
resistant to counterfeiting.

Findings

GAO found that: (1) the SSN application
process was vulnerable to fraud, since
there were thousands of different
documents applicants could use to
support their applications; (2) support
documents, such as birth certificates,
were easy to obtain, counterfeit, or alter,
with no practical way for the Social
Security Administration (SSA) to verify
them; and (8) employers were untrained
in document verification. GAO also
found that: (1) designating the SSN card
as the only acceptable document aliens
could use for employment eligibility
verification under the Immigration
Reform and Control Act (IRCA) would
simplify employment eligibility; (2)
Immigration and Naturalization Service
(INS) certification of alien employment
eligibility could improve SSA
procedures; (3) although magnetic strips,
integrated circuitry, and lasers would
make SSN cards more resistant to
counterfeiting, they would not preclude
persons from using fraudulent
documents to obtain valid cards; (4) the
introduction of color copiers has posed a
significant threat to SSN card integrity;
and (5) although IRCA provided that
general revenues finance changes to the

SSN card, the Social Security Trust
Funds paid for the replacement of 1.6
million cards at a cost of $11.6 million.

Open Recommendations to
Congress

Recommendation: Congress may wish
to consider whether the cost of replacing
SSN cards as a result of IRCA should be
paid from either appropriated funds or
fees charged to those requesting the
cards, rather than from the Social
Security Trust Funds.

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should consider reducing the
number of employment eligibility
documents and specifically consider
making the SSN card the only
authorized employment eligibility
document.

Status: Action not yet initiated. Justice
is not clear on what it plans to do.

Recommendation: The Secretary of
Health and Human Services should
direct the Commissioner, SSA, to
experiment with increased document
verification to determine the extent of
fraud and the benefits of additional
verification.

Status: Action not yet initiated. This
recommendation is under study.

Recommendation: The Secretary of
Health and Human Services and the

Page 1

Attorney General should develop a plan
for the enumeration of aliens that would
provide that INS certify the employment
eligibility of aliens applying for an SSN
card, or establish an alternative method
of employment eligibility verification
that would be as effective.

Addressee: Department of Justice
Status: Action in process. This
recommendation is under study.
Addressee: Department of Health and
Human Services

Status: Action in process. This
recommendation is under study.

Recommendation: The Secretary of
Health and Human Services and the
Attorney General should develop a plan
for annotating SSN cards for aliens who
are authorized to work in this country
on a temporary basis.

Addressee: Department of Justice
Status: Action in process. This
recommendation is under study.
Addressee: Department of Health and
Human Services

Status: Action in process. This
recommendation is under study.

Recommendation: The Attorney
General and the Secretary of Health and
Human Services should study the cards
confiscated from illegal aliens to identify
the extent and methods employed to
obtain and use SSN cards.

Addressee: Department of Justice
Status: Action in process. This
recommendation is under study.
Addressee: Department of Health and
Human Services

GAOQ/OP-89-1



Administration of Justice

Status: Action in process. This
recommendation is under study.

Recommendation: If the Attorney
General concludes that the number of
employment eligibility documents under
IRCA should be reduced, he and the

Secretary of Health and Human Services
should study the potential impact of
such a change on requests for
replacement SSN cards.

Addressee: Department of Justice
Status: Action not yet initiated. Justice
is not clear on what it plans to do.

Addressee: Department of Health and
Human Services

Status: Action not yet initiated. The
Department of Health and Human
Services is not clear on what it plans to

do.

Domestic Terrorism: Prevention Efforts in Selected Federal
Courts and Mass Transit Systems

PEMD-88-22, 06/23/88

Background

In response to a congressional request,
GAQ provided information on current
efforts to protect against domestic
terrorism in federal court buildings and
mass transit systems.

Findings

GAO found that: (1) the U.S. Marshals
Service protects federal court facilities
and personnel against terrorist actions;
(2) the seven court districts it reviewed
implemented and enhanced most of the
Service’s standard security measures
against terrorism; (3) although the
courts established emergency response
procedures, they emphasized prevention;
and (4) the courts generally selected risk-
reduction strategies that would not
negatively affect the court’s openness or
the general public’s civil liberties. GAO
also found that: (1) the Urban Mass
Transportation Administration failed to
address civil liberty issues in its
technical assistance project on terrorism
prevention and response strategies; (2)

local transit officials regarded their
systems as only secondary targets for
terrorist attack and considered accident
and common crime prevention more
important than terrorism prevention;
and (3) transit officials had generally not
tested the performance effectiveness or
intrusiveness of their security systems.
In addition, GAO found that: (1) no one
specific agency was responsible for
providing federal agencies with technical
information and expertise regarding the
planning, coordination, and evaluation
of domestic antiterrorism strategies; and
(2) there was a lack of uniform,
systematic, and comprehensive planning
efforts to evaluate the effectiveness of
current antiterrorism measures.

Open Recommendations to
Congress

Recommendation: Congressional
committees that are concerned about the
threat of domestic terrorism and the
preservation of civil liberties may wish
to request that agencies provide
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information on the strategies they have
developed to prevent and respond to
terrorist acts. Of special interest would
be the extent to which agencies have
evaluated the effectiveness and
intrusiveness of existing preventive
measures. Consideration should be given
to how protective strategies can be
effective and flexible in addressing
different terrorist threats, while
adhering to a consistent standard of
minimal intrusiveness on the civil
liberties of the public and employees.
Congressional committees might also
want to ensure that the antiterrorism
programs are compatible with the
mission and operations of their
institutions or facilities, are integrated
with related functions such as safety and
emergency preparedness, and are
coordinated with appropriate law
enforcement agencies.

Status: Action not yet initiated.

GAO/0P-89-1
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Federal Correctional Activities

Presentence Evaluations of Offenders Can Be More
Responsive to the Needs of the Judiciary

GGD-85-14, 04/09/85

Background

In order to report on how presentence
psychiatric evaluations can be improved,
GAO reviewed: (1) 157 cases where
offenders were committed to the Federal
Prison System for observation and study;
and (2) 83 local studies ordered during
fiscal year (FY) 1981.

Findings

GAO found that the observation and
study process has not been as useful as it
could be because the Judicial Conference
of the United States and the Federal
Prison System have not: (1) established
criteria for the selection of appropriate
cases for observation and study; (2)
developed and disseminated guidance on
the types of questions that experts can
be expected to answer; or (3) established
a system to evaluate whether studies
have met the needs of the district courts.
GAO found that judges did not provide
study objectives and referral questions in
76 of the 157 cases it examined. In
addition, GAO found that about 78
percent of all studies ordered in FY 1981
were performed by the Federal Prison
System. GAO also found that the
average cost of Federal Prison System
studies was approximately twice the cost
of local studies, and Federal Prison
System studies took approximately twice
as long to complete. For over 10 years,
the Parole Commission has believed that
its involvement in the studies for
youthful offenders should be terminated.
However, the enactment of the
Comprehensive Crime Control Act

should make a number of changes which
should improve the process.

Open Recommendations to
Agencies

Recommendation: The Judicial
Conference, through the Administrative
Office of the U.S. Courts and the Federal
Judicial Center, and the Attorney
General, through the Federal Prison
System, should form a partnership to
develop criteria for the selection of cases
appropriate for observation and study.
Addressee: Department of Justice
Status: Action not yet initiated. On
April 13, 1987, the Sentencing
Commission transmitted to Congress
draft sentencing guidelines. Justice
should act on this recommendation,
since the sentencing guidelines became
effective on November 1, 1987.
Guidelines are currently being
challenged in the Supreme Court. GAO
is still monitoring the status of
implementation to assess the impact on
the validity of this recommendation.
Addressee: Judicial Conference of the
United States

Status: Action not yet initiated. On
April 13, 1987, the Sentencing
Commission transmitted to Congress
draft sentencing guidelines. The Judicial
Conference should act on this
recommendation, since the sentencing
guidelines became effective on
November 1, 1987. Guidelines are being
challenged in the Supreme Court. GAQ
is still monitoring the status of
implementation to assess the impact on
the validity of this recommendation.
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Recommendation: The Judicial
Conference, through the Administrative
Office of the U.S. Courts and the Federal
Judicial Center, and the Attorney
General, through the Federal Prison
System, should form a partnership to
develop and disseminate guidance to
district courts on the types of questions
that clinical experts can be expected to
answer.

Addressee: Department of Justice
Status: Action not yet initiated. On
April 13, 1987, the Sentencing
Commission transmitted to Congress
draft sentencing guidelines. Justice
should act on this recommendation,
since the sentencing guidelines became
effective on November 1, 1987.
Guidelines are currently being
challenged in the Supreme Court. GAO
is still monitoring the status of
implementation to assess the impact on
the validity of this recommendation.
Addressee: Judicial Conference of the
United States

Status: Action not yet initiated. On
April 13, 1987, the Sentencing
Commission transmitted to Congress
draft sentencing guidelines. The Judicial
Conference should act on this
recommendation, since the sentencing
guidelines became effective on
November 1, 1987. Guidelines are being
challenged in the Supreme Court. GAO
is still monitoring the status of
implementation to assess the impact on
the validity of this recommendation.

Recommendation: The Judicial

Conference, through the Administrative
Office of the U.S. Courts and the Federal

GAO/0P-89-1
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Judicial Center, and the Attorney
General, through the Federal Prison
System, should form a partnership to
establish a system for regular evaluation
of whether the studies performed for the
district courts are responsive to their
needs.

Addressee: Department of Justice
Status: Action not yet initiated. On
April 13, 1987, the Sentencing
Commission transmitted to Congress
draft sentencing guidelines. Justice

should act on this recommendation,
since the sentencing guidelines became
effective on November 1, 1987.
Guidelines are currently being
challenged in the Supreme Court. GAQ
is still monitoring the status of
implementation to assess the impact on
the validity of this recommendation.
Addressee: Judicial Conference of the
United States

Status: Action not yet initiated. On
April 13, 1987, the Sentencing

Federal Law Enforcement Activities

Justice Needs Better Controls Over Payment of Witness

Fees

GGD-84-61, 07/12/84

Commission transmitted to Congress
draft sentencing guidelines. The Judicial
Conference should act on this
recommendation, since the sentencing
guidelines became effective on
November 1, 1987. Guidelines are being
challenged in the Supreme Court. GAO
is still monitoring the status of
implementation to assess the impact on
the validity of this recommendation.

Background

GAO reviewed how three U.S. attorney’s
offices and three U.S. Marshals Service
offices manage the use of and payments
to fact witnesses and to experts who
testify at trials or in nontrial activities.

Findings

GAO found that the Department of
Justice is not following its policy
regarding the approved use of and
payments to fact witnesses, and U.S.
Marshals offices are processing fact
witness payments without proper
certification. Further, payments to some
expert witnesses are not in compliance
with Justice guidelines. Regarding
expert consultants who assist with
nontrial activities, no clear Justice
guidance exists to help U.S. attorneys
and marshals in calculating their
compensation.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should direct the Justice
Management Division to develop
guidance for U.S. attorneys and
marshals to use in negotiating fees and
making payments to experts who are
used in nontrial activities.

Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness
fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement

regulations when using expert witnesses.

Recommendation: The Attorney
General should emphasize the need to
comply with approval and payment
policies by directing U.S. attorney’s and
U.S. marshals offices personnel that all
fact witness claims must be properly
completed before payments are made
and must include approved certifying
signatures.
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Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness
fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement
regulations when using expert witnesses.

Recommendation: The Attorney
General should emphasize the need to
comply with approval and payment
policies by directing U.S. attorney’s and
U.S. marshals offices personnel that
departmental approval must be obtained
prior to obtaining the services of expert
witnesses.

Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness
fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement
regulations when using expert witnesses.

GAO/OP-89-1
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Recommendation: The Attorney
General should emphasize the need to
comply with approval and payment
policies by directing U.S. attorney’s and
U.S. marshals offices personnel that
expert witnesses must be paid only by
the Justice Management Division.
Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness
fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement
regulations when using expert witnesses.

Recommendation: The Attorney
General should emphasize the need to
comply with approval and payment
policies by directing U.S. attorney’s and
U.S. marshals offices personnel that fees
paid to experts used for nontrial

purposes must be in compliance with
Justice policies once they are
promulgated.

Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness
fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement
regulations when using expert witnesses.

Recommendation: The Attorney
General should require personnel of the
U.S. attorney’s and U.S. marshals offices
to make supervisory reviews of
payments to fact witnesses to ensure
they are accurate and comply with
Justice guidelines.

Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness

fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement
regulations when using expert witnesses.

Recommendation: The Attorney
General should require personnel of the
U.S. attorney’s and U.S. marshals offices
to routinely notify fact witnesses of their
entitlements and provide each of them a
copy of Justice Form OBD-2 before they
make their travel arrangements.

Status: Action in process. Justice
drafted a revision to its order on
incurring and paying certain witness
fees and expenses, but is no longer
considering issuing a revised order.
Instead, it is pursuing legislation to get
an exemption from procurement
regulations when using expert witnesses.

Federal Law Enforcement Activities

Bank Secrecy Act: Treasury Can Improve Implementation

of the Act

GGD-86-95, 06/11/86

Background

In response to a congressional request,
GAO: (1) reviewed the Department of the
Treasury’s management of the Bank
Secrecy Act of 1970; (2) studied how law
enforcement personnel use the act; and
(3) examined the collection, analysis, and
dissemination of data compiled as a
result of the act.

Findings

GAO noted that the law requires
individuals and institutions to file
reports on: (1) currency transactions
exceeding $10,000; (2) the movement of
currency over $10,000 into or out of the

United States; and (3) those having a
financial interest in, or signature
authority over, bank accounts, securities,
accounts, or other financial accounts in
a foreign country. GAO found that: (1)
Treasury lacks information about how
supporting agencies carry out their
delegated duties; (2) Treasury does not
know the extent to which agencies use
the act in their criminal investigations
and prosecutions; (3) between January
1985 and March 1986, the Internal
Revenue Service (IRS) experienced a
major backlog of unprocessed reports; (4)
the Customs Service processed its
reports within a month of receipt; (5)
Customs now provides feedback forms
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with reports sent to law enforcement
agents and has proposed revised
guidelines for disseminating data that
would decrease the time law
enforcement officials spend on obtaining
certain types of data; (6) Customs and
IRS are the primary users of the act and
its data in Florida and California; (7) the
Federal Bureau of Investigation and the
Drug Enforcement Administration use
the act and its data in investigations and
prosecutions of crimes other than
currency violations; and (8) Treasury
and the Department of Justice are
considering amending the act’s
implementing regulations to clarify the
reporting requirements.

GAO/OP-89-1
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Open Recommendations to
Agencies

Recommendation: The Secretary of the
Treasury, through the Assistant
Secretary for Enforcement, should
establish management controls aimed at
providing more information to Treasury
headquarters about the activities of the
agencies and bureaus to which it has
delegated authority to implement the
Bank Secrecy Act of 1970. Such controls
would help its headquarters to improve
the implementation of the act and would
provide assurance to its headquarters
that the primary purpose of the act,
aiding law enforcement officials in the
detection, investigation, and prosecution
of criminal activities, is being met.
Status: Action in process. The Bank
Secrecy Act working group was
expanded to include the Department of
Justice. Two new subgroups were
created to look at ambiguities in the
regulation and improve the exchange of
targeting information on noncompliant
financial institutions.

Recommendation: The Secretary of the
Treasury, to improve implementation of

the act, should establish formal
reporting procedures for agencies and
bureaus with act-related duties, which
will ensure that Treasury headquarters
regularly receives significant and
comparable information about
compliance and enforcement efforts.
Status: Action in process. Treasury has
met with agencies with act-related duties
to discuss its data needs, and a study is
being done to determine if the current
reporting system needs to be expanded
or cut back.

Recommendation: The Secretary of the
Treasury, to improve implementation of
the act, should develop procedures for
referring financial institutions found in
violation of the act to Treasury for
consideration for a civil review leading
to possible civil penalties.

Status: Action in process. Referral
guidelines were developed based on a
model developed by the Office of the
Comptroller of the Currency. Each
agency will review the guidelines and
then enter into a formal agreement with
Treasury on the implementation of the
guidelines.

Federal Law Enforcement Activities

Cargo Imports: Customs Needs To Better Assure
Compliance With Trade Laws and Regulations

GGD-86-136, 09/08/86

Recommendation: The Secretary of the
Treasury, to improve implementation of
the act, should obtain information from
law enforcement agencies, which would
identify cases when the act or its data is
used in criminal investigations and
prosecutions.

Status: Action in process. Treasury is
continuing its discussions with law
enforcement agencies on the uses of
Bank Secrecy Act data. A mechanism to
direct completed cases to law
enforcement agencies is being developed.

Recommendation: The Secretary of the
Treasury, to improve implementation of
the act, should require Customs to
establish a system for planning its
analytical activities and modifying these
plans based on feedback from law
enforcement officials to ensure that
Customs’ analyses are meeting the needs
of the law enforcement community.
Status: Action in process. Treasury
reviewed work plans for the Financial
Analysis Division of Customs. Feedback
on Customs’ activities and analyses has
identified problems with methodologies
and the overall productivity of the
division.

Background

In response to a congressional request,
GAO reviewed the Customs Service’s
cargo inspection process to determine
whether the process ensured adequate
enforcement of U.S. import laws.

Findings

GAO found that most of Customs’
physical examinations of imported cargo
were superficial and inadequate because
the inspectors: (1) usually examined one
or two packages selected from the most
accessible locations in the shipment; (2)
often allowed non-Customs personnel to
select the merchandise to be examined;
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and (3) usually did not verify that the
quantity in the shipment was equal to
the amount the importers declared. The
Department of the Treasury’s
amendment to Customs’ regulations
allowed Customs to use a selected
inspection system in which it would
examine only the shipments categorized
as high-risk; however, the manner in

GAO/OP-89-1
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which Customs performed the
inspections did not provide reliable
information for determining whether it
should examine similar shipments. GAQ
believes that: (1) the lack of specific
guidelines and the high volume of
merchandise requiring inspection have
reduced the quality of Customs’
examinations; and (2) although Customs’
inspectors should have some discretion
in determining the thoroughness of
examinations, guidelines are needed for
determining the examination intensity
based on the shipment’s potential risk.

Open Recommendations to
Agencies

Recommendation: To assist Customs in
ensuring that cargo entering this
country is in compliance with import
requirements, the Secretary of the
Treasury should direct the
Commissioner of Customs to develop
specific policies and procedures for
inspectors to use for determining the
intensity of cargo examinations. Customs
should base the degree of intensity on

the risk of the shipment and the purpose
of the examination.

Status: Action in process. Customs has
planned 12 initiatives to improve its
cargo inspections. The most significant
changes are evaluating major cargo
ports to ensure better examinations, and
establishing a model cargo processing
port to test innovative cargo processing
techniques that are being tested or
implemented in other ports. Many other
initiatives are several years from
implementation.

Federal Law Enforcement Activities

Immigration Reform: Systematic Alien Verification System

Could Be Improved

IMTEC-87-45BR, 09/30/87

Background

Pursuant to a legislative requirement,
GAO examined the effectiveness of the
Immigration and Naturalization
Service's (INS) Systematic Alien
Verification for Entitlements (SAVE)
system, particularly its implementation
nationwide.

Findings

GAO found that: (1) the SAVE system
provides quick and positive verification
of an alien’s immigration status; (2)
during a 6-month period, INS detected
734 illegal aliens out of about 13,426
applicants for unemployment
compensation benefits; and (3) of the
13,426 cases it examined, approximately
4,100 aliens required secondary

verification of their legal status and of
those, about 96 percent were legal. GAO
also found that: (1) although INS intends
to improve its data to ensure accurate,
positive primary verifications, such
improvement will not occur before the
middle of 1988; (2) INS plans to correct
the deficiencies in its central system on
a case-by-case basis during secondary
verification until it implements a
nationwide verification system; and (3)
since the system is still in the
developmental stage, INS has not
determined its overall cost.

Open Recommendations to
Agencies

Recommendation: To ensure that the
nationwide SAVE system meets the
needs of state and local officials, the
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Commissioner, INS, should develop: (1) a
formal corrective action plan that
clearly identifies both short-term and
long-term corrective actions INS plans to
take to improve the quality and
completeness of the data base accessed
by the SAVE system; and (2) statistical
and trend data on the magnitude of
primary verifications, together with
magnitude, turnaround time, and
records corrected during secondary
verification.

Status: Action in process. A plan was
completed on March 18, 1988, but many
actions are subject to INS decisions and
funding availability. In addition, INS did
not begin collecting data on secondary
verifications until September 1, 1988.
Preliminary results are nui yet
available.

GAO/OP-89-1



Administration of Justice

Federal Law Enforcement Activities

INS Delivery Bonds: Stronger Internal Controls Needed

GGD-88-36, 03/07/88

Background

In response to a congressional request,
GAO examined selected Immigration
and Naturalization Service (INS)
enforcement activities relating to its
delivery bond management to identify:
(1) weaknesses in the INS bonding
system that would contribute to bond-
breaching problems; and (2) issues that
INS should consider if it changes its
bonding system.

Findings

GAO found that: (1) lack of agency-wide
guidance has resulted in different bond
amounts for aliens with similar
backgrounds; (2) aliens breached bonds
in 72 percent of the cases in which
immigration judges reduced bond
amounts and in 44 percent in which they
did not; (3) INS was not sending notices
to obligors for them to notify aliens of
their scheduled hearings, thereby
eliminating obligors’ liability for
nonappearance; (4) INS took an average
of 130 days to bill obligors after it
determined that bonds were breached,
resulting in a backlog of unbilled

breached bonds at an interest cost of
$140 per day; (5) the billing problem in
some regional offices resulted from low
debt collection priority on unbreached
bonds, insufficient staffing, and limited
funds to pay overtime; (6) INS failed to
notify its regional personnel of obligor
appeals in order to suspend billing; and
(7) INS proposed a formal rulemaking to
eliminate the use of surety bonds and
change to a cash-only bond system.

Open Recommendations to
Agencies

Recommendation: Whether INS retains
its current delivery bond system or
changes to a cash-only bond system, the
Attorney General should direct the
Commissioner of Internal Revenue to
establish and require the use of written
guidelines to better ensure consistency
among INS personnel in setting delivery
bond amounts.

Status: Action in process. Actions to be
taken are under consideration.

Recommendation: Should INS retain
the current delivery bond system, the

Page 8

Attorney General should direct the
Commissioner of Internal Revenue to
monitor the billing practices for surety
bonds to identify untimely billings.
Status: Action in process. The current
delivery bond system is being retained
and actions are in progress to enhance
management of the system. Interim
procedures have been implemented and
are being studied.

Recommendation: Should INS retain
the current delivery bond system, the
Attorney General should direct the
Commissioner of Internal Revenue to
establish time frames and procedures for
ensuring that INS regional staff are
notified of obligors’ appeals and the
results of such appeals, and establish
procedures for regional personnel to
properly handle billings and accounts
receivable when appeals are received
after the billing process has begun.
Status: Action in process. The current
delivery bond system is being retained
and actions are in progress to enhance
management of the system. Interim
procedures have been implemented and
are being studied.
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Federal Law Enforcement Activities

Immigration Service: INS’ Technology Selection Process Is

Weak, Informal, and Inconsistently Applied

PEMD-88-16, 04/22/88

Background

In response to a congressional request,
GAO examined the methodologies and
practices that the Immigration and
Naturalization Service (INS) used to
select technologies for the enforcement
of immigration law.

Findings

GAO found that INS: (1) lacked
systematic procedures for selecting new
technologies; (2) lacked policies
regarding the procedures for the
identification of needs or problems as
well as the identification of solutions; (3)
lacked policies regarding the types of
items that it should test or the scope and
methods for the testing process; (4)
lacked policies regarding the use of the
research and development office or the
interaction between it and program
offices and users; (5) did not consistently
select or adequately review or test
technology; (6) did not have a current or
complete inventory of items used in the
field; (7) improperly allowed its regional
and field offices to determine how they
distributed resources and spent funds; (8)
did not gather or maintain information
on the effectiveness of items used or
have a clearinghouse to provide the
information to prospective purchasers or
users; (9) lacked long-term planning for
and control over expenditures for
electronic and communication
equipment; (10) did not sufficiently plan
its technology acquisitions to eliminate
additional purchases and show potential
savings; and (11) experienced difficulties
in applying the framework that GAO

developed to specific cases due to
differences in the current INS process.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should direct the Commissioner,
INS, to establish a decisionmaking
methodology, similar to or the same as
the procedures outlined in the GAO
framework for the selection of
technologies. These procedures should be
tailored to the scope and nature of the
problem or technological solution, so
that issues that are more complex or
items that are costly or technically
sophisticated receive a level of review
commensurate with their complexity
and cost, and items or issues that are
less complex or less costly receive less
extensive review.

Status: Action in process. A framework
was adopted by the INS management
center in August, 1988.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to adopt a decisionmaking policy
that includes certain practices that are
critical to the appropriate identification
and selection of technology. These
practices should be tailored to the
particular item under review and should
link the amount of effort and resources
dedicated during review to such factors
as cost, complexity, and stage of
development.

Status: Action in process. This is part of
the new INS procedures/framework.
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Recommendation: The Attorney
General should direct the Commissioner,
INS, to develop and adopt a procedure
for the identification of needs or
problems. This procedure should include
a mechanism that involves the field
users in the identification of such needs
or problems and also stipulate that
problems should be identified prior to
the identification of solutions.

Status: Action in process. This is part of
the new INS procedures/framework.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to establish a testing group to assist
with the testing of new technology. This
group should be responsible for
designing and conducting tests and for
evaluation and reporting of test results.
Members of this group should include
individuals skilled in evaluation design
methods and statistical analysis
techniques, as well as representatives of
the potential users; some members of
this group should remain constant, and
some should rotate, depending on the
features of the technology being tested.
The first responsibility of this testing
group should be to develop guidelines for
the preparation of test designs.

Status: Action in process. This is part of
the new INS procedures/framework.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to collect and analyze post-
acquisition information. This would
provide data on the experiences gained
through use of technologies for input
into future decisions regarding
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technology purchases. The collection of
postacquisition information would be
particularly useful for items that are
relatively expensive, purchased in
multiple numbers, or replaced
periodically or regularly.

Status: Action in process. This is part of
the new INS procedures/framework.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to establish a central clearinghouse
for the collection and dissemination of
information. The clearinghouse should
be responsible for collecting pre- and
post-acquisition information about
technologies and for dissemination of
information to prospective users or
purchasers and to the steering
committee established for reviewing
research and development projects. Prior
to the establishment of such a
clearinghouse, INS should assess the
relative costs and benefits of various
approaches, linking the anticipated
comprehensiveness and scope of the
clearinghouse and its data gathering and
dissemination activities to such factors
as cost, type, and complexity of
technologies used.

Status: Action in process. This is part of
the new INS procedures.

Recommendation: The Attorney
General should direct the Commissioner,
INS, given the importance of technology
to the performance of the enforcement
functions, to carefully examine the
current research and development

program and decide upon the most
advantageous situation with respect to
the future management structure,
amount of resources, and role accorded
to research and development at INS.
Status: Action not yet initiated. INS is
still considering reorganization of the
R&D group.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to cancel or forego the procurement
of some technologies currently being
considered or developed, based on the
questionable need for such equipment at
this time. If such action is allowable
under the current contract, INS should
examine the feasibility of delaying or
eliminating the development of 7 to 10
improved image enhancement vehicles
until operational effectiveness and
reliability have been demonstrated for
some of the vehicles.

Status: Action taken not fully
responsive. INS states that it cannot
break the contract.

Recommendation: The Attorney
General should direct the Commissioner,
INS, given the apparent underutilization
of fraud intercept task force (FITF)
equipment at some ports of entry, to
forgo further acquisition until it has
been determined that currently
available equipment is fully used, and
where, if necessary, the existing FITF
equipment could be relocated to increase
utilization. Additionally, INS should
consider purchasing only some portion of
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the $100,000 worth of FITF equipment
originally planned for 1987.

Status: Action not yet initiated. INS is
still reconsidering whether to purchase
additional FITF equipment and, if
purchased, how much should be bought.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to not purchase an additional,
larger aircraft at this time. Unless load
factors for the Convair 580 increase over
the 1987 through 1988 period, a larger
aircraft does not appear to be justified.
Status: Action not yet initiated. A
committee to determine aircraft
purchases was established, but results of
its work is unknown.

Recommendation: The Attorney
General should direct the Commissioner,
INS, to, rather than purchasing new
models, either seek buyers for the
current data encryption standard radios
and use the payments for purchasing
new radios or modify the current radios
to make them compatible with existing
INS communications equipment.
Further, since the original radios were
not adequately tested, if new radios are
determined to be the most cost-effective
solution, it would be more efficient to
field test a limited number of such
radios (no more than 50) prior to
expanded acquisition.

Status: Action not yet initiated. The
INS communications steering committee
is examining the issue.
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Federal Law Enforcement Activities

ADP Architecture: Study Made for Immigration and
Naturalization Service Needs Validation

IMTEC-88-21, 04/25/88

Background

In response to a congressional request,
GAO assessed a Federal Computer
Performance Evaluation and Simulation
Center (FEDSIM) study to determine if it
provided the Immigration and
Naturalization Service (INS) with a basis
for determining which computer system
architecture best satisfied its current
and projected information processing
needs.

Findings

GAO found that the FEDSIM team: (1)
concluded that a three-tiered
architecture composed of central,
regional, and local components would
best serve INS requirements; (2)
recommended that INS develop a
prototype of a regional component, that
would consist of four processors to
implement the seven casework systems;
and (3) recommended that INS

implement local processing of the
lookout system at two airports and one
land port of entry. GAO also found that:
(1) additional analysis was needed before
INS implemented the proposed three-tier
architecture; (2) although the credibility
of the analysis, conclusions, and
recommendations depended on the
accuracy and reliability of work load and
cost, the team relied on subjective
judgments, rather than actual work-load
and cost data as a basis for its
projections; (8) both GAO and INS
disagreed with the team’s
recommendation to implement local
processing capabilities of the lookout
system at two airports, since INS needed
to collect and analyze more work-load
and cost data before it could determine
the system’s cost-effectiveness at major
airports; and (4) implementation of a
local version of the lookout system at
the land port of entry would provide
data to test the feasibility of using

Federal Law Enforcement Activities

Drug Interdiction: Should the Customs Command and
Control Program Be Continued as Currently Evolving?

GGD-88-113, 07/28/88

machine-readable technology to improve
the efficiency of the inspection process.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should, in approving INS plans,
ensure that such plans include steps to:
(1) analyze all pertinent work-load and
cost data, including data acquired since
the FEDSIM study, for the various INS
mission-oriented systems, particularly
for the seven casework and lookout
systems; and (2) use the resulting
analyses to evaluate alternative
architectures, including those considered
in the study.

Status: Action in process. INS has
instructed some local processing
evaluations for its lookout system.
However, evaluation of casework
processing has not yet been initiated.

Background

Pursuant to a congressional request,
GAOQO reviewed the U.S. Customs
Service’s development of its Command,
Control, Communications, and

Intelligence (C3I) Program, intended to
enhance the efficiency and effectiveness
of federal drug interdiction efforts.
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Findings

GAO found that Customs: (1) constructed
two centers, and plans fo construct a
third, to aid in identifying possible
smugglers, coordinating intercept
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operations, facilitating interagency
communication, and developing anti-
drug-smuggling intelligence; (2)
coordinated the program'’s development
primarily through meetings with the
Coast Guard, Drug Enforcement
Administration, Department of Defense
(DOD), Immigration and Naturalization
Service, and Federal Aviation
Administration; and (3) made significant
changes to the program’s role, level of

intelligence activities, center
configuration, and military involvement
as a result of the other agencies’ input.
GAQO believes that, although the
program changes will enhance Customs’
command and control capabilities and
facilitate better use of drug interdiction
resources among agencies, they will not
centralize federal drug interdiction
activities.

Federal Litigative and Judicial Activities

Defense Procurement Fraud: Justice’s Overall
Management Can Be Enhanced

GGD-88-96, 06/29/88

Open Recommendations to
Congress

Recommendation: In view of the
changes made to the program by
Customs and the recent passage by
Congress of DOD authorization
legislation, Congress should review the
program’s direction before additional
upgrades are approved.

Status: Action not yet initiated.

Background

Pursuant to a congressional request,
GAO examined the Department of
Justice’s (DOJ) overall management of
its defense procurement fraud
investigations.

Findings

GAO found that DOJ: (1) lacked
complete and timely information about
case referrals and case status, since
investigating agencies and DOJ
attorneys frequently failed to report
such data to its Fraud and Corruption
Tracking (FACT) System; (2) did not
gather information about the number of
attorneys involved in defense
procurement fraud investigations and
prosecutions; (3) stated that it needed
more staff for such investigations and
prosecutions, but lacked a case-weighting
system that could help it assess and
Jjustify additional resource requirements;
and (4) lacked written management
plans outlining its current and future
efforts in this area. GAOQ also found that:

(1) turnover among attorneys and
support staff had an adverse impact on
investigations; (2) DOJ provided
adequate, timely guidance to
investigating attorneys on an as-needed
basis; (3) DOJ case monitoring
procedures varied according to each
case’s importance and sensitivity; (4)
DOJ did not maintain written records of
staff assignments or time commitments
to specific cases; and (5) attorneys did
not develop general or specific written
investigation plans.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should reassess the operation of
the FACT system with regard to defense
procurement fraud to determine what
needs to be done to ensure that an
interagency tracking system is in place
that will provide complete, accurate, and
timely information on fraud referrals
and cases.

Status: Action not yet initiated. As of
October 28, 1988, Justice was preparing
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a response to the GAO report
recommendations.

Recommendation: The Attorney
General should develop a means for
determining the amount of attorney
resources being spent on defense
procurement fraud and pursue the
development of a case-weighting system.
Status: Action not yet initiated. As of
October 28, 1988, Justice was preparing
a response to the GAO report
recommendations.

Recommendation: The Attorney
General should select those U.S.
attorney offices that investigate a large
number of defense procurement fraud
referrals and then direct these offices
and the Criminal Division to prepare
written management plans and update
them periodically to assess progress.
Status: Action not yet initiated. As of
October 28, 1988, Justice was preparing
a response to the GAO report
recommendations.
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Agricultural Research and Services

Improved Management of Import Meat Inspection Program

Needed

RCED-83-81, 06/15/83

Background

GAO reviewed the Department of
Agriculture’s administration of its
import Meat and Poultry Inspection
Program.

Findings

GAO found that, at the 10 highest-
volume ports, where variances in the
quantities of meat rejected ranged from
0.1 to 1.5 percent, procedures for
controlling, sampling, and inspecting
meat products differed because of: (1)
regulations and instructions which were
generally outdated, unclear, and
inconsistent; (2) a lack of adequate
supervision and training of inspection
personnel; and (3) work-load imbalance.
The Automated Import Information
System compiles inspection-result

histories for countries and foreign
plants. These histories are the basis for
assigning the scope and extent of
inspections. GAQ found that, in some
ways, regulations and instructions do
not conform with the system’s revised
procedures. GAO and Food Safety and
Inspection Service (FSIS) officials found
that most inspectors cited the need for
periodic training and better
communication between inspectors from
different ports as a way of standardizing
inspections. Despite the apparent
improvement in plant conditions,
program changes are needed to better
ensure that products are imported only
from countries and plants meeting U.S.
requirements. Recognizing the need for
increased attention to foreign programs’
regulatory comparability, FSIS is
developing a new systems approach for
approving and monitoring foreign

inspection systems. GAO believes that

the new svstem should improve FSIS
i ystem shoulc Improve By

ability to assess these risks.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Agriculture should direct FSIS to
develop criteria for distinguishing
among minor, major, and critical defects
in canned packaged meat products.
Status: Action in process. Estimated
completion date: 01/91. In May 1988,
FSIS issued a directive on Examination
Procedures for Determining the
Condition of Canned Product Containers.
These procedures apply to the domestic
program only. The international
program may adopt similar procedures if
the May 1988 directive proves effective.

Agricultural Research and Services

Food Marketing: Frozen Pizza Cheese—Representative of
Broader Food Labeling Issues

RCED-88-70, 03/31/88

Background

In response to a congressional request,
GAO provided information on: (1)
regulatory issues concerning the
labelling of frozen pizzas whose toppings
include a manufactured cheese analog;
and (2) related concerns about food
labelling issues.

Findings

GAO found that: (1) the Department of
Agriculture (USDA), unlike the Food
and Drug Administration (FDA), does
not require disclosure of cheese analog
on frozen pizzas; (2) USDA withdrew its
proposed labelling requirement for
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cheese analog because opponents
successfully argued that it would be
costly and unnecessary; (3) controversies
concerning the nutritional value of
cheese analog hindered attempts to
require labelling; and (4) there are no
common criteria for determining the
relative nutritional values of
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manufactured and natural foods. GAO
also found that: (1) federal labelling
legislation and regulations have not kept
pace with the increase in manufactured
food products; (2) in 1986, the industry
introduced about 3,400 new
manufactured food products; (3) FDA
believes that the nutritional standards
developed years ago are too rigid; and (4)
although labelling legislation could

alleviate the controversy over cheese

analog, it would not resolve underlying
food labelling issues.

Open Recommendations to
Congress

Recommendation: Congress may wish
to bring together government, industry,
and consumer interests in order to
review and rewrite the basic authority
for food information. Ways of doing so
include establishing a congressional

Agricultural Research and Services

USDA’s Commodity Program: The Accuracy of Budget

Forecasts

PEMD-88-8, 04/21/88

commission, recommending a
presidential commission, or directing an
interagency task force. As a preparatory
step, Congress may wish to hold
hearings to more fully determine the
extent of current regulatory activity,
agency structures that administer the
regulatory process, industry and
consumer responses to and reliance on
the process, and agency activities or
plans to improve the process.

Status: Action in process.

Background

Pursuant to a congressional request,
GAO reviewed the accuracy of the
Department of Agriculture’s (USDA)
commodity program budget forecasts for
1972 through 1986 to determine the
reasons for errors.

Findings

GAO found that the USDA commodity
programs’ budget estimates: (1) were
substantially incorrect in most years,
with absolute errors totalling $64.1
billion and averaging about $4.3 billion
annually; and (2) underestimated actual
budget levels by an average of $3.1
billion annually. GAO also found that
USDA: (1) developed its budget estimates
using estimates for individual farm
commodities for supply and demand,
farmer participation, and market price
forecasts; (2) did not document how it
used such macroeconomic forecasts; (3)
did not systematically attempt to
identify the source of forecasting errors
or implement a structured quality

control program for those factors which
were controllable; and (4) did not inform

Congress about its estimates’ limitations.

In addition, GAO found that consistent
problems in USDA management of
forecasting processes included: (1)
limited or no evaluation of forecasting
methods to determine accuracy; (2) poor
or nonexistent data management and
recordkeeping regarding input data and
their use; (3) poor or nonexistent
documentation of analysts’ forecast
production methods; and (4)
decentralized managerial accountability
that weakened problem identification
and solution.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Agriculture should assign management
responsibility for coordinating the
forecasting program and for establishing
a structured quality control program to
a specific organization.

Page 14

Status: Action in process. The
Secretary, on January 29, 1988, clarified
the role of the chairperson of the World
Agricultural Outlook Board to develop
long run supply and demand projections,
including those used as input for budget
projections, and described the roles of
other agencies involved in developing
estimates and overseeing the forecasting
process.

Recommendation: USDA should
establish an ongoing evaluation program
that ensures that forecasters regularly
perform studies of forecast accuracy to
determine what caused errors and to
relate the errors to the components of
the forecasting processes, so that
resources can be allocated for
improvement.

Status: Action in process. USDA has
initiated a number of evaluation and
quality control processes, including: (1)
improved documentation; (2) a periodic
evaluation by a working group of
managers who have responsibility for
various activities of the commodity
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estimating process; and (3) validation of
estimates through alternative forecast
methods and by peer review from both
inside and outside analysts.

Recommendation: USDA should ensure
that the forecasting process and its
results are documented and that forecast
results include explanations of the

limitations of the data, including
forecast ranges based on historical error
rates, alternative program
implementation strategies, and
alternative assumptions regarding
supply and demand.

Status: Action in process. USDA has
improved its documentation of
supply/demand and budget forecasts to

Agricultural Research and Services

Biotechnology: Managing the Risks of Field Testing
Genetically Engineered Organisms

RCED-88-27, 06/13/88

facilitate post-analysis and use in future
forecasts. In the GAO analysis, GAO
concluded that the explanations of
limitations cited by USDA in its plan of
action were not enough to understand
the range of forecast errors GAQ found
through accuracy measurements.

Background

In response to a congressional request,
GAO reviewed federal risk management
of genetically engineered organisms
intended for agricultural and health
uses in the environment, focusing on
Department of Agriculture (USDA),
Environmental Protection Agency (EPA),
and Food and Drug Administration
(FDA) policies.

Findings

GAO found that: (1) because no laws
specifically regulate genetically
engineered organisms, the agencies
apply existing laws based on product
usage; (2) although USDA, EPA, and
FDA generally used a case-by-case
approach in reviewing proposed field
tests, USDA and EPA exempted certain
categories of organisms from regulatory
review; (3) the agencies perform
prerelease reviews to determine whether
to allow field tests and what controls to
impose; (4) the agencies’ advisory groups
reflect a wide range of relevant

disciplines; (5) agency approvals are
contingent upon specific field conditions,
generally require plans to mitigate
unexpected harm, and have the
authority to terminate an experiment, if
necessary; and (6) methods to control the
dispersal and impact of microorganisms
require minimizing risk while
maximizing field test usefulness.

Open Recommendations to
Agencies

Recommendation: To ensure that
microorganisms formed by the transfer
of ‘“well-characterized noncoding
regulatory sequences” of genetic
material from plant pests to nonplant
pests receive review prior to release, the
Secretary of Agriculture should direct
the Administrator of the Animal and
Plant Health Inspection Service to
revoke the exemption for such organisms
in regulations governing genetically
engineered plant pests.

Status: Recommendation valid/action
not intended. USDA arguments, in their
letter rejecting the recommendation, do
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not deal with the substantive content of
the GAO critique.

Recommendation: To ensure effective
regulatory coverage of genetically
engineered microorganisms, the
Administrator, EPA, should make all
microorganisms covered by the Toxic
Substances Control Act subject to either
the premanufacture notice or
“significant new use” rule regulations
prescribed by section 5 of the act. To
avoid overregulation of lower-risk
organisms that could result from this
action, EPA could revise section 5
regulations to establish a multilevel
review system with less-stringent
requirements for organisms believed to
be of relatively lower risk.

Status: Action in process. Estimated
completion date: 12/88. EPA stated that
draft final regulations, largely agreeing
with the GAO recommendation, are at
the Office of Management and Budget
for review. EPA estimated that draft
final regulations would be published in
December 1988.
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Farm Income Stabilization

Crop Insurance: Overpayment of Claims by Private
Companies Costs the Government Millions

RCED-88-7, 11/20/87

Background

Pursuant to a congressional request,
GAO examined the Federal Crop
Insurance Corporation’s (FCIC) oversight
and control of the loss adjustment
practices of private reinsured companies.

Findings

GAO found that reinsured companies: (1)
did not adjust 95 percent of 134 sample
claims in accordance with FCIC policies
and procedures; (2) should not have paid
about 31 percent of the $9.4 million in
claims; (3) may have intentionally
overpaid claimants; and (4) made
incorrect determinations of production
guarantees, actual production, payment
amounts, and program eligibility. GAO
also found that FCIC: (1) improperly
adjusted 62 percent of 37 sample claims;
and (2) overpaid about 1 percent of those
claims. In addition, GAO found that
FCIC: (1) did not properly manage the
loss adjustment processes of reinsured
companies; (2) had inadequate oversight
and control over such companies; and (3)
did not screen reinsured claims for
obvious errors, but recently began to
gystematically review the operations of
reinsured companies.

Open Recommendations to
Agencies

Recommendation: In order to improve
the quality of loss adjustment practices
of reinsured companies, the Secretary of
Agriculture should require the Manager,
FCIC, to develop and publish the
guidelines now in process for improving

the quality of the loss adjustment
activities of reinsured companies and the
associated training programs for their
loss adjusters. In doing this, the
Manager should require that reinsured
companies pattern their loss adjustment
programs, including loss adjuster
training and supervisory quality control
reviews, after the more comprehensive
and rigorous programs now used by
FCIC for claims it adjusts on policies
sold by master marketers.

Status: Action in process. FCIC has
begun to revise training and quality
control guidance, as recommended.

Recommendation: In order for FCIC to
acquire the needed financial and
programmatic oversight and control over
the loss adjustment activities of
reinsured companies, the Secretary of
Agriculture should require the Manager,
FCIC, to implement a comprehensive
and systematic monitoring and
evaluation program by its compliance
division to ensure that the uniform
standards set forth by FCIC are being
followed. The FCIC evaluation of the
effectiveness of company activities
should include readjusting a sample of
claims to determine whether loss
adjustments are being performed
accurately.

Status: Action in process. FCIC plans to
expand compliance division reviews and
increase the sample of claims examined.

Recommendation: In order for FCIC to
acquire the needed financial and
programmatic oversight and control over
the loss adjustment activities of
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reinsured companies, the Secretary of
Agriculture should require the Manager,
FCIC, to require reinsured companies to
submit documentation to FCIC in
support of each payment request at the
time the request for payment is made to
help ensure that payments by FCIC are
accurate and justified. FCIC should then
verify the information submitted using a
statistical sampling approach.

Status: Recommendation valid/action
not intended. FCIC believes that this
recommendation would be too costly to
implement.

Recommendation: In order for FCIC to
acquire the needed financial and
programmatic oversight and control over
the loss adjustment activities of
reinsured companies, the Secretary of
Agriculture should require the Manager,
FCIC, to establish internal controls, such
as a computerized audit or screening,
over reinsured claims prior to payment
to ensure that the claims do not contain
obvious errors. These controls would be
similar to the controls FCIC now has on
master marketer claims.

Status: Action in process. FCIC should
complete implementing the requested
screening process within the next few
months.

Recommendation: In order for FCIC to
acquire the needed financial and
programmatic oversight and control over
the loss adjustment activities of
reinsured companies, the Secretary of
Agriculture should require the Manager,
FCIC, to establish guidelines for
determining when and what
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administrative actions to take against
reinsured companies that do not follow
FCIC standards or that continue to
adjust claims improperly.

Status: Action in process. FCIC has
created a task force that is developing
the recommended guidelines.

Recommendation: In order for FCIC to
acquire the needed financial and
programmatic oversight and control over
the loss adjustment activities of
reinsured companies, the Secretary of

Agriculture should require the Manager,
FCIC, to require repayment by reinsured
companies of the $3 million in overpaid
claims found, in accordance with the
terms of the reinsurance agreements.
Status: Action in process. FCIC has
reviewed the supporting documentation
for the overpayments identified by GAO
and has begun to request repayment
from the companies.

Recommendation: In order for FCIC to
acquire the needed financial and

programmatic oversight and control over
the loss adjustment activities of
reinsured companies, the Secretary of
Agriculture should require the Manager,
FCIC, to determine how much of the
$17.9 million in payments where drought
is shown as a cause of loss on irrigated
farms is erroneous and pursue collection
of that amount.

Status: Action in process. FCIC believes
that the $17.9 million identified by GAO
may be greatly inflated as a result of
miscoded computer data.

Farm Income Stabilization

Milk Marketing Orders: Options for Change

RCED-88-9, 03/21/88

Background

GAO reviewed several aspects of federal
milk-pricing policies to determine how:
(1) the milk marketing order program
affects the U.S. dairy surplus problem;
(2) to change the program to reduce
incentives for milk production; and (3)
such changes would affect the surplus
and the program’s ability to meet dairy
policy goals.

Findings

GAO found that: (1) because dairy
market conditions changed, the milk
marketing order pricing policies no
longer applied; (2) the federal milk
marketing system contributed to a milk
surplus and benefited producers in some
regions of the country at the expense of
others; and (3) recent legislation

provided that increases in production
that resulted in annual federal dairy
purchases of over 5 billion pounds would
trigger a downward adjustment in the
support price. GAO also found that: (1)
the two basic strategies for changing
milk marketing orders were controlling
production and lessening government
influence on milk prices; (2) the
production control system would limit
the quantity of milk that producers,
singly and in total, could market at a
given price, but could increase consumer
prices, create windfalls for current
producers, bar entry for new producers,
and impact production in the long run;
(3) the options for reducing government
influence would include establishing
more basing points and eliminating
grade A and distance differentials,
allocations, compensatory payments and
order-pricing provisions, while retaining
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supervision; and (4) eliminating pricing
provisions would lessen the likelihood
that the support price supply-demand
adjuster would trigger price reductions
in the future.

Open Recommendations to
Congress

Recommendation: Congress may wish
to consider establishing the goal of
decreasing the federal role in milk
pricing; working with the Department of
Agriculture to develop and adopt
legislation necessary to accomplish that
goal; and directing the Secretary of
Agriculture to: (1) monitor the conditions
in the industry that result from changes
to pricing policies; and (2) act, if
necessary, to help the industry adjust.
Status: Action not yet initiated.
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Import-Export Issues

Transportation of Public Law 480 Commodities—Efforts
Needed To Eliminate Unnecessary Costs

NSIAD-85-74, 06/18/85

Background

GAO assessed the Department of
Agriculture’s (USDA) and the
Department of Transportation’s (DOT)
Maritime Administration’s (MARAD)
management of the expenditure of U.S.
funds for ocean transportation of
agricultural commodities pursuant to
Public Law (P.L.) 83-480. This law
authorizes the President to enter into
agreements with friendly countries for
the sale of the commodities under
favorable financing terms. Because the
United States finances the sales,
regulations require that at least 50
percent of the commodities be
transported by privately owned U.S.-flag
vessels. GAO reviewed purchase
authorizations exceeding $1 million and
rate calculations for vessels transporting
commodities under these authorizations.

Findings

GAQO found significant problems that
indicate that USDA may be paying
higher ocean freight differentials than
necessary. USDA control over the
bidding and negotiation process for
ocean transportation contracts is
inadequate because foreign countries: (1)
use closed bids which may be submitted
late or are based on knowledge of
submitted bids; (2) may negotiate with
any preferred vessel owner, which does
not ensure the lowest possible rates; and
(3) may serve as vessel brokers, which
can lead to favoritism in rate
negotiations. USDA is responsible for
complying with cargo preference
requirements, approving foreign vessel

selections, and calculating ocean freight
differentials; however, it does not
consistently follow the standard
provision for calculating differentials, or
may apply the standard in a manner
that reduces costs to foreign countries at
the expense of higher USDA payments.
GAQO also found that MARAD does not
verify data used in calculating guideline
rates because it assumes that vessels
return to the United States without
cargo. However, evidence suggests that
vessels may carry cargo on the return
voyage, which allows them the potential
to earn excessive profits. Additionally,
MARAD has not prepared guidelines for
liners because of the difficulty in
separating revenues; therefore, it does
not know whether transportation rates
for liners represent cost plus a
reasonable profit.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Agriculture should require publicly
opened transportation offers. The offered
transportation rates must be firm and
nonnegotiable, and awards should be
consistent with open, competitive, and
responsive bid procedures. USDA should
provide an observer for transportation
bid openings, as it does for commodity
bids.

Status: Action in process. Estimated
completion date: 06/89. DOT has: (1)
established a new rule for calculating
fair and reasonable rates for less-than-
full shiploads of dry bulk cargo
transported on U.S.flag liners; (2)
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amended the rule for evaluating bids
from subsidized U.S. vessels; and (3)
nearly completed a rule for calculating
rates on full shiploads of dry bulk cargo.
USDA is finalizing a rule for open,
competitive bidding.

Recommendation: The Secretary of
Agriculture should establish a clear
policy to minimize USDA transportation
expenditures consistent with cargo
preference requirements.

Status: Recommendation valid/action
not intended. USDA stated that its
policy is to minimize the cost of
providing both commodity and
transportation financing, consistent with
the purposes of the P.L. 83-480, title I
program and the requirements of the
Cargo Preference Act.

Recommendation: The Secretary of
Agriculture should direct the
Administrator, Foreign Agricultural
Service (FAS), to revise and implement
program regulations on the basis of this
policy. FAS should emphasize cost
reductions in the problem areas
identified by GAO: (1) computation of
ocean freight differentials; (2) allocation
of cargo; (3) shipment on the basis of
lowest landed cost; (4) requirement for
demurrage and despatch; and (5)
elimination of unnecessary restrictive
tender terms.

Status: Action taken not fully
responsive. In its comments and letter,
September 11, 1985, USDA referred to
changes made in purchase authorization
requirements to address the cited
problems. With respect to the identified
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problem areas, USDA has not indicated
any intent to revise the program
regulations. However, USDA is working
on a change to institute an open,
competitive system for transportation
bids on shipments to selected countries.

Recommendation: The Secretary of
Transportation should direct the
Administrator, MARAD, to devise and
institute a method for assessing whether
transportation rates for liners represent
cost plus a reasonable profit. Also, vessel
owners should be required to have their
independent accountants semiannually

certify that vessel costs and operating
data are accurate.

Status: Action in process. DOT: (1)
requested that vessel owners provide a
certified listing of actual costs of
voyages; (2) established a final rule for
calculating fair and reasonable rates for
less-than-full ship-load dry bulk cargoes
transported on U.S. flag liners; and (3) is
reviewing a proposed rule for calculating
rates for full cargo shipments.

Recommendation: The Secretary of
Agriculture should issue regulations
requiring certification that nonliner U.S.
flag vessels do not scrap or carry cargo

on a return voyage. The regulations also
should provide that the guideline rate
will be recalculated and the
transportation rate adjusted if a vessel
obtains backhaul cargo or is scrapped or
sold overseas.

Status: Action in process. DOT: (1) is
finalizing a rule for full cargo shipments
which provides for recalculation of rates
if a vessel is scrapped or sold overseas;
(2) intends to recalculate rates if
returning U.S. vessels carry other
preference cargo; and (3) plans to
analyze the feasibility of adjusting rates
for commercial, nonpreference cargo.

Import-Export Issues

Imported Meat and Livestock: Chemical Residue Detection
and the Issue of Labeling

RCED-87-142, 09/30/87

Background

GAO reviewed the Department of
Agriculture’s (USDA) effectiveness in
detecting prohibited chemical residues
and foreign matter in imported meat
items and live animals.

Findings

GAO found that: (1) although the Food
Safety and Inspection Service (FSIS)
developed an annual plan in 1986 which
included 406 chemicals for consideration
and 100 for testing, it lacked detailed,
current information on the chemicals
used abroad; (2) FSIS plans to require
foreign countries that want to export
meat to the United States to submit an
annual residue testing plan to USDA; (3)
because FSIS met its 1986 testing quotas
by May 1, 1986, it did not test meat
imported after that date for the full
range of residues; (4) FSIS did not

always remove from the U.S. food
market the remainder of lots that
showed chemical violations; (5) in 1986,
about 60 percent of imported live
animals came from Mexico, which has
been ineligible to export meat to the
United States since 1984 because of
chemical residues; (6) FSIS does not have
current information to adequately test
for chemicals used in Mexico; and (7)
mandating quality control reports and
country-of-origin labelling of meat could
result in increased food costs and may
constitute a nontariff trade barrier.

Open Recommendations to
Agencies

Recommendation: To develop an import
residue testing plan that is sensitive to
conditions regarding chemical use in
foreign countries, the Secretary of
Agriculture should direct the
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Administrator, FSIS, to implement a
continuous, systematic effort to identify
and evaluate chemicals in use abroad
that are not used in the United States.
Status: Action in process. The FSIS
import testing program will take into
account information gathered from each
country on drug and chemical usage in
livestock production and marketing.
Port-of-entry testing is now planned and
includes compounds of concern.

Recommendation: The Secretary of
Agriculture should direct the
Administrator, FSIS, to systematically
assess the status of methods for
detecting harmful chemicals in
processed meat and muscle tissue to
provide a basis for deciding on the
additional research needed to develop
more effective methods.

Status: Action in process. The FSIS
import testing program will take into
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account analytical methodology for
imported tissues. FSIS has invited the
Food and Drug Administration (FDA)
and EPA to its workshop on methods
development to review the status of
method-related projects among the three
agencies. FSIS has been actively
involved with EPA in evaluation of
pesticide residue methods for meat.
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Agriculture should direct the
Administrator, FSIS, to determine
whether live animals entering the
United States present unacceptable risk
to consumers. Such a risk assessment
should consider: (1) the source of live
animals (country of origin and location
within country); (2) livestock production
and marketing practices in pertinent
foreign countries, including controls over
and use of animal drugs and other
chemicals; (3) residue testing results
from domestic plants where the
imported animals are likely to have been
slaughtered and whether those results
are different from those at plants that
do not slaughter imported animals; and

(4) if appropriate, special test programs
to determine whether imported animals
have unacceptable chemical residues.
Status: Action in process. FSIS is
discussing with the Animal and Plant
Health Inspection Service (APHIS) and
FDA possible procedures to obtain
information necessary to conduct a risk
assessment of drug and chemical
exposure in imported animals. Mexico
will be required fo provide information
about its use of chemicals as they relate
to Mexico’s live animal exports.

Recommendation: If such a risk
assessment indicates an unacceptable
risk for any country, FSIS should take
steps to ban live animal imports from
that country until the foreign
government can provide assurance that
animals for export to the United States
are free of prohibited residues.

Status: Action not yet initiated. FSIS
has not responded to this
recommendation.

Recommendation: If chemical use in
foreign countries is identified, FSIS
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should: (1) evaluate the chemicals to
determine which ones pose a potential
hazard; (2) develop methods for their
detection if methods are lacking; and (8)
include them in the import plan for
testing.

Status: Action in process. Animal drug
and other chemical information will be
evaluated by a team of experts from
FSIS and FDA.

Recommendation: The Secretary of
Agriculture should direct the
Administrator, FSIS, to update risk
profiles of countries eligible to export
meat products to the United States to
better ensure the safety of imported
meat.

Status: Action in process. USDA
submitted information on animal
husbandry, approved drugs and other
chemicals, and approved uses and
control. Information will be updated and
reviewed annually to ensure that the
country operates an adequate inspection
program.
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Air Force Computers: Development Risks of Logistics
Modernization Program Can Be Reduced

IMTEC-87-19, 05/15/87

Background

In response to a congressional request,
GAO reviewed the Department of the
Air Force’s Logistics Management
Systems (LMS) Modernization Program
and the acquisition strategy it used in
procuring the program.

Findings

GAO found that the Air Force: (1)
reduced the risk of overall
developmental problems because the
program is smaller in scope and less
complex than an earlier system; (2) did
not complete its initial planning
activities, which increased the potential
for cost increases, schedule delays, and
ineffective performance; (3) does not
have an effective method to ensure the
accurate measurement of project costs,

schedules, and performance status; (4)
approved eight of the nine projects
without feasibility studies; (5) did not
regularly validate contractor cost and
schedule performance reports; and (6)
should have requested delegations of
procurement authority in order to avoid
possible future program delays. GAO
believes that, although the Air Force has
taken actions on some projects to
alleviate planning weaknesses, project
costs may greatly exceed current
estimates unless it institutes controls
over contractor status reporting and
system effectiveness.

Open Recommendations to
Agencies

Recommendation: The Secretary of the
Air Force should direct the Commander,

AFLC, to establish cost and schedule
tracking mechanisms which accurately
reflect contractor performance and, as a
control mechanism, routinely validate
the reliability of this information. When
established cost and schedule thresholds
have been exceeded, the Secretary of the
Air Force should report changes in
individual project cost and schedule
estimates resulting from these validation
efforts to the Secretary of Defense and
Congress.

Status: Action in process. The Air Force
has, according to LMS officials, taken
some corrective action to establish better
cost and schedule tracking mechanisms,
however, GAO has not independently
verified these efforts. GAO will follow up
on this recommendation as part of its
ongoing work on LMS projects.

Computer Procurement: Issues Concerning Technical
Specifications for Navy’s CAD/CAM Acquisition

IMTEC-88-16BR, 03/03/88

Background

Pursuant to a congressional request,
GAO examined the Navy’s technical
specifications for its Computer-Aided
Design/Computer-Aided Manufacturing
(CAD/CAM) equipment, focusing on
issues the Navy should address before
releasing its solicitation to industry.

Findings

GAO found that the: (1) early CAD/CAM
acquisitions were small and fragmented;
(2) second-phase CAD/CAM acquisition
is a large, joint system command
initiative to buy commercially available,
state-of-the-art technology; (3) Navy is
reviewing the contract’s estimated size,
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and projects that it may be smaller than
the early estimates of $1 to $5 billion;
and (4) Navy is unsure as to the future
size, scope, and release of the CAD/CAM
solicitation. GAO also found that the
CAD/CAM technical specifications
required: (1) graphics display screens
compatible with all work stations; (2)
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computing devices to run the same
application software; (3) modification of
two public standards involving its
Portable Operating System for Computer
Environments (POSIX) and its Product
Design Exchange Standard (PDES); and
(4) integration of independent
application software. In addition, GAO
found that vendors who reviewed the
specifications raised issues about: (1) the
extent to which certain hardware
features, which were more complex than
those used commercially and possibly
more expensive, were essential; (2) the
possibility of producing a system unique
to the Navy through modification of
standards and integration requirements;
and (3) whether requirements were
negotiable or mandatory.

Open Recommendations to
Agencies

Recommendation: As the Navy finalizes
the specifications for inclusion in its
CAD/CAM solicitation for release to
industry, it should consider reevaluating
its hardware requirements for: (1) mix-

and-match graphics display screens for
work stations; (2) application software
compatibility across work stations and
servers; and (3) a wide array of
communication methods.

Status: Action in process. The Navy has
initiated an in-depth study of the
CAD/CAM specification to eliminate
unnecessary, technically complex, or
costly requirements before a request for
proposals is released. This should result
in a more cost-effective CAD/CAM buy.

Recommendation: As the Navy finalizes
the specifications for inclusion in its
CAD/CAM solicitation for release to
industry, it should consider modifying its
treatment of the POSIX and PDES
standards in light of the current
capabilities of both.

Status: Action in process. The Navy
plans to work closely with the National
Bureau of Standards to ensure
adherence to approved industry
standards and avoid a Navy-unique
system.

Recommendation: As the Navy finalizes
the specifications for inclusion in its
CAD/CAM solicitation for release to
industry, it should consider pursuing its
system integration objectives under a
separate developmental effort and
limiting this CAD/CAM acquisition to a
procurement of commercially available
and proven equipment.

Status: Action in process. The Navy
agreed to limit the CAD/CAM buy, as
far as possible, to hardware and software
components that are commercially
available.

Recommendation: As the Navy finalizes
the specifications for inclusion in its
CAD/CAM solicitation for release to
industry, it should consider clarifying
which of its requirements are mandatory
and which are negotiable.

Status: Action in process. The Navy is
reviewing the CAD/CAM technical
specification to ensure that requirements
are clearly stated and labelled as
mandatory or negotiable. This will give
vendors the opportunity to propose cost-
effective solutions.

Computer Procurement: Navy CAD/CAM Acquisition Has
Merit but Management Improvements Needed

IMTEC-88-22, 05/11/88

Background

Pursuant to a congressional request,
GAO reviewed the Navy's second
Computer-Aided Design/Computer-Aided
Manufacturing (CAD/CAM I
acquisition, focusing on whether the: (1)
Navy complied with applicable
acquisition regulations; (2) Navy
considered the needs of all CAD/CAM
users; (3) Navy established adequate
contract administration controls; (4)

correct Navy organizations conducted
the acquisition; (5) Navy fully disclosed
the acquisition in its budget requests
and followed normal budget processes;
and (6) Office of the Secretary of Defense
provided adequate oversight.

Findings

GAO found that the Navy’s CAD/CAM
IT acquisition approach: (1) focused on
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equipment standardization across
commands and reduced unit costs
through large-scale contracts; (2) did not
ensure acquisition of the most feasible,
cost-effective, and low-risk system
available; and (3) did not comply with
Department of Defense (DOD)
acquisition management regulations
requiring the establishment of user
needs, evaluation of alternative
solutions, and development of a
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management plan before defining a
system solution. GAO also found that: (1)
CAD/CAM 1I acquisition has progressed

slowly hecanse of difficulties in resolving
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management issues and program office
and managerial changes; (2) the Navy
supplemented formal budget submissions
with exhibits which did not separately
identify all CAD/CAM funding, and
information papers which omitted or
inaccurately categorized CAD/CAM
purchases; (3) the DOD Major
Automated Information Systems Review
Council has not yet reviewed the
acquisition because of its delayed
progress; and (4) DOD and Navy
computer-aided acquisition and logistics
support organizations provided adequate
oversight to ensure adherence to certain
technical standards.

Open Recommendations to
Agencies

Recommendation: The Secretary of the
Navy should direct the Assistant
Secretary of the Navy for Financial
Management to ensure that the request
for proposals for CAD/CAM II is not
released until the program office has
complied with applicable provisions of
defense acquisition regulations;
specifically, the program office should
conduct an evaluation of alternative
system solutions based on validated user
requirements before making a system
choice.

Status: Action in process. The Navy
stated that it will evaluate alternative
system solutions before the request for
proposals (RFP) is released for the

CAD/CAM II procurement. The RFP is
scheduled to be released in the second
quarter of fiscal year (FY) 1989.

Recommendation: The Secretary of the
Navy should direct the Assistant
Secretary of the Navy for Financial
Management to ensure that funding for
all Navy CAD/CAM is completely and
accurately disclosed in special budget
information papers to Congress.

Status: Action in process. The Naval
Data Automation Command Comptroller
will prepare comprehensive and
complete funding data on all CAD/CAM
acquisitions prior to the FY 1990 budget
submission to the Office of the Secretary
of Defense and Congress.

Computer Procurement: Decision Needed on Navy’s
Standard Automated Financial System

IMTEC-88-47, 09/13/88

Background

Pursuant to a congressional request,
GAO reviewed the Navy’s management
and implementation of its Standard
Automated Financial System (STAFS).

Findings

GAO found that the Navy: (1) initiated
STAFS in 1980 to improve its
engineering centers’ and research
laboratories’ accounting and financial
management; (2) expanded the system'’s
purposes and capabilities into a more
comprehensive management information
system to decrease user opposition to
STAFS; (3) is more than 5 years behind
its STAFS implementation schedule; (4)
estimated that program costs have

increased from $32.9 million to $479.4
million; (5) has not fully disclosed project
costs in its congressional budget
submissions; (6) had limited success at
one of its four implementation sites,
although STAFS has not yet operated
under representative work loads or
operating conditions; (7) did not
adequately test the system to ensure
successful deployment; (8) has not
adequately explored less expensive
alternatives; and (9) believes that it
would have to redesign STAFS to
accommodate the Department of
Defense’s (DOD) unsupported
recommendation that it convert its
center and laboratory funding from its
industrial fund to an alternative funding
method.
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Open Recommendations to
Agencies

Recommendation: The Assistant
Secretary of the Navy for Financial
Management should direct the
Commander, Navy Accounting and
Finance Center, to concurrently: (1) fully
test STAFS as required by DOD policies
to determine how effectively the system
will operate under the work-load and
operational conditions found at the sites;
(2) evaluate the need for STAFS
expanded capabilities in light of its
intended mission; (3) fully explore
alternatives to STAFS for satisfying the
centers’ and laboratories’ accounting and
financial management requirements;
and (4) ensure that, in the interim,

GAO/OP-89-1



Automatic Data Processing

spending for STAFS is held to the
minimum necessary to complete these
efforts.

Status: Action not yet initiated.

Recommendation: If the Navy decides
to continue with STAFS, the Assistant
Secretary of the Navy should provide the
Office of the Secretary of Defense the
information needed to review this

decision in accordance with its oversight
responsibilities.
Status: Action not yet initiated.

Recommendation: The Secretary of
Defense should provide Congress with a
revised budget exhibit for STAFS based
on a current estimate of project and life-
cycle costs.

Status: Action not yet initiated.

Recommendation: The Secretary of
Defense should permit the Assistant
Secretary of the Navy for Financial
Management to continue industrially
funding the centers and laboratories,
unless the need for a change can be
clearly demonstrated.

Status: Action not yet initiated.

ADP Budget: Defense Logistics Agency’s Automated
Information Systems Budget Request

IMTEC-88-50BR, 09/23/88

Background

In response to a congressional request,
GAO reviewed the Defense Logistics
Agency’s (DLA) fiscal year 1989 budget
requests for selected general-purpose
automated information systems.

Findings
GAO found that: (1) DLA failed to
provide required cost data for some

information systems and descriptions of
required resources for acquisitions that

cost over $2 million; and (2) planned to
obligate $24.1 million for more
microcomputers and associated software
as part of its program for the operation
and maintenance of its basic automated
data processing capability.

Open Recommendations to
Congress

Recommendation: The Subcommittee
may wish to direct DLA to document
detailed system cost information and
display all relevant costs in required

exhibits 43A-1 and 43B in future
congressional budget submissions.
Status: Action not yet initiated.

Recommendation: The Subcommittee
may wish to consider requesting that
DLA postpone obligating the $24.1
million until the agency develops and
provides the Subcommittee with
additional justification for including
these purchases in an operations and
maintenance program.

Status: Action not yet initiated.

Software Development: Better Management Controls
Needed at Navy Regional Data Automation Center

IMTEC-88-46, 09/28/88

Background

Pursuant to a congressional request,
GAO evaluated the Navy Regional Data

Automation Center (NARDAC) in the
District of Columbia to determine how
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effectively it provided system
development services to customers.
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Findings

GAO found that NARDAC did not have
effective means to measure project
progress or accurately collect project cost
information, since its: (1) project status
reports did not sufficiently track or
monitor projects to determine progress
in meeting user requirements, the
percentage of completed work, or
whether project completion would be on
schedule and within budget; and (2)
chargeback system did not show the
costs of completed tasks and was
incompatible with many of the
computers that contained utilization
data. GAO also found that: (1) NARDAC
did not include all system development
services costs in its fiscal year 1988
through 1989 budget exhibit to Congress;
(2) two audit organizations also

identified problems similar to those it
identified; and (3) NARDAC corrective
actions included developing a system to
track all project funds after obligation
and conducting mid-year reviews of all
project planning estimates.

Open Recommendations to
Agencies

Recommendation: The Secretary of the
Navy should direct the Commanding
Officer, NARDAC District of Columbia,
to ensure that actions taken to improve
overall management controls will result
in status reports that track and monitor
work completed on major tasks and
forecast the impact of changes and
delays on final project milestones.
Status: Action not yet initiated.
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Recommendation: The Secretary of the
Navy should direct the Commanding
Officer, NARDAC District of Columbia,
to ensure that actions taken to improve
overall management controls will result
in a chargeback system that
accumulates and reports current and
complete cost information.

Status: Action not yet initiated.

Recommendation: The Secretary of the
Navy should direct the Commanding
Officer, NARDAC District of Columbia,
to ensure that its required budget
exhibit to Congress is revised to
accurately reflect all system
development costs.

Status: Action not yet initiated.
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Federal Financing Bank

Financial Audit: Federal Financing Bank’s Financial
Statements for Fiscal Years 1985 and 1984

AFMD-87-31, 09/30/87

Background

Bank’s financial statements as of
September 30, 1985 and 1984, its system
of internal accounting controls, the
related statements of income and
changes in retained earnings, and the
changes in its financial position for the
years then ended.

Findings

GAO found that the bank: (1) had
significant weaknesses in its internal
accounting control system; (2) did not
have adequate safeguards for its assets,
properly recorded transactions, or
reliable financial reporting; and (3) did
not have the formal accounting policies
and procedures manuals to maintain

correct records for its business activities.

GAOQ also found that the financial
statements presented fairly the bank’s
financial position as of September 30,
1985 and 1984, and the results of its
operations and the changes in its
financial position for the years then
ended, in conformity with generally

accepted accounting principles applied
on a consistent basis.

Open Recommendations to
Agencies

Recommendation: The Secretary of the
Treasury should direct the Bank’s
president, the Treasury Under Secretary
for Finance, to develop formal
accounting policies and procedures
manuals, including examples of typical
accounting entries for loan transactions.
Status: Action in process. The Bank is
currently developing policy and
procedures manuals in conjunction with
the new automated accounting system.

Recommendation: The Secretary of the
Treasury should direct the Bank’s
president, the Treasury Under Secretary
for Finance, to maintain the general
ledger and subsidiary ledgers on a
routine basis and perform pericdic
reconciliations of the ledgers.

Status: Action in process. Estimated
completion date: 12/88. The Bank began
maintaining a general ledger in 1987;
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however, not all of the subsidiary ledgers
have been updated.

Recommendation: The Secretary of the
Treasury should direct the Bank’s
president, the Treasury Under Secretary
for Finance, to review and reconcile
external reports, particularly Treasury
reports on the loan accounts.

Status: Action not yet initiated. Bank
staff shortages have prevented regular
monthly reconciliations with external
reports. The Bank expects to implement
this by the end of 1988.

Recommendation: The Secretary of the
Treasury should direct the Bank’s
president, the Treasury Under Secretary
for Finance, to record transactions
properly and consistently.

Status: Action in process. Estimated
completion date: 12/88. The Bank is now
recording transactions properly;
however, complete and clear supporting
documentation is not always available.
The new automated system, due by
December 1988, is expected to help
resolve this problem.
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Disaster Relief and Insurance

Disaster Assistance: Response to West Virginia’s November
1985 Flood Shows Need for Improvements

RCED-88-5, 02/04/88

Background

Pursuant to a congressional request,
GAQ reviewed the November 1985 West
Virginia flood, focusing on: (1) state and
local disaster planning and
preparedness; (2) the effectiveness of
existing warning systems and planned
improvements; (3) the federal
government’s responsiveness to victims’
needs; and (4) the type and amount of
assistance the government provided to
flood victims.

Findings

GAO found that, of West Virginia’s 55
counties: (1) less than half participated
in the Federal Emergency Management
Agency’s (FEMA) Emergency
Management Assistance (EMA)
Program; (2) some may withdraw from
EMA because of program changes; and
(3 all had poor emergency plans,
according to FEMA guidelines. GAO also
found that: (1) primary county flood

Disaster Relief and Insurance

warning systems consisted of civil
defense sirens and loudspeakers and
media weather warnings; (2) some flood
victims did not receive or recognize
warnings; and (3) the National Weather
Service's (NWS) Integrated Flood
Observing and Warning System
(IFLOWS) was ineffective for those
counties unable to maintain it. In
addition, GAO found that: (1) although
the Small Business Administration was
revising its procedures to reduce loan
processing time, federal agencies
generally took too long to complete and
approve applications for initial and
supplemental public assistance and
frequently underestimated amounts
necessary for initial assistance; (2) West
Virginia averaged 26 days to pay
recipients; (3) the Soil Conservation
Service and the Army Corps of
Engineers began cleanup work almost
immediately after the flood, but without
the required request from FEMA; (4)
FEMA spent about $27 million in

individual assistance programs; (5)
family grant program limits did not
meet the basic needs of about a third of
the flood victims; (6) FEMA issued some
supplemental assistance payments
without reinspecting claimed damage;
and (7) FEMA instructed the state to
build 647 mobile home foundations, of
which only half were used.

Open Recommendations to
Agencies

Recommendation: The Director, FEMA,
should pursue development of standards
for how long the public assistance
application process should take to better
enable FEMA to identify opportunities
to expedite the process.

Status: Action in process. Estimated
completion date: 01/89. FEMA is
developing standards for evaluating the
public assistance application process.
Interim standards are scheduled for
January 1989.

Crop Insurance: Participation in and Costs Associated With

the Federal Program

RCED-88-171BR, 07/06/88

Background

In response to a congressional request,
GAO reviewed the Federal Crop
Insurance Corporation’s (FCIC) crop

insurance programs to determine: (1) the
level of farmer participation in the
programs; (2) why participation rates
varied; and (3) insurance experts’
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reasons for the low participation rates
and suggestions to increase the rates.
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Findings

GAOQ reviewed crop insurance programs
in 10 states, and found that: (1)
participation rates among the states
varied from 2.9 percent to 44.9 percent;
(2) some crops had 60-percent
participation, while others were not
insured at all; (3) fluctuations in weather
patterns, program promotion and
education efforts influenced
participation rates among both states
and crops; (4) crop insurance experts
cited crop diversification, the condition
of the farm economy, and insurance
agent problems as reasons for low
participation rates; (5) crop insurance

premiums and cash flow also varied
considerably among states and crops;
and (6) there were no comprehensive,
nationwide studies to determine the
reasons for low program participation.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Agriculture should require the Manager,
FCIC, to: (1) increase the emphasis on
educating farmers and insurance agents
about crop insurance on a regional or
state basis with priority given to areas
that FCIC has already identified as
likely to increase participation with
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more education; and (2) conduct a
statistically sound, nationwide study to
determine which of the major factors
influencing participation could or should
be addressed and obtain information on
the kinds of changes needed to achieve
more participation and the costs of such
changes to the government and farmers.
Status: Action not yet initiated. FCIC
has indicated a willingness to act on
GAO recommendations and, in fact, has
agreed that both of the
recommendations are warranted.
However, so far, it has not done
anything because of other legislative
priorities.
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Elementary, Secondary, and Vocational Education

Implementation of Public Law 94-142 as It Relates to
Handicapped Delinquents in the District of Columbia

GGD-86-4, 10/17/85

Background

Pursuant to a congressional request,
GAO reviewed the District of Columbia’s
(D.C.) implementation of the Education
for All Handicapped Children Act of
1975, which pertains to learning-disabled
and emotionally disturbed juvenile
delinquents and requires that education
and services for handicapped children be
delineated in individualized education
programs (IEP).

Findings

GAO found that D.C. is not meeting its
commitments under the act because: (1)
many handicapped delinquents are not
given opportunities for special education;
(2) IEP do not meet all the requirements
of the act; and (3) most handicapped
delinquents in Youth Services
Administration (YSA) custody do not
receive special education. In order to be
in compliance, IEP must contain certain
educational and procedural
requirements against which to monitor

juvenile education and guardian
participation in IEP. About 73 percent of
IEP are missing these requirements. The
“Mills Decree” court decision also
requires that assessment, IEP
development, and placement of
handicapped juveniles be completed
within a maximum of 60 calendar days
from the date of referral; however, the
central facility which performs these
assessments averages 117 days. Three
YSA facilities do not provide special
education to handicapped delinquents
and none of the teachers are certified to
teach any subject. In addition, these
facilities have no criteria and do not
follow public school standards for
determining which delinquents are
handicapped. GAO also found that,
although the D.C. Public Schools (DCPS)
are required to monitor program
effectiveness, they are not adequately
reporting problems or corrective actions
for the facilities. GAO believes that
there is no focal point for coordination
and information exchange among DCPS,

Elementary, Secondary, and Vocational Education

DOD Schools: Funding and Operating Alternatives for
Education of Dependents

HRD-87-16, 12/10/86

the D.C. Superior Court, and YSA for
identifying and educating delinquents.

Open Recommendations to
Agencies

Recommendation: The Mayor of the
District of Columbia should direct YSA
to establish a special education program
for handicapped delinquents at Oak Hill,
Cedar Knoll, and the Receiving Home
for Children.

Status: Action in process. Estimated
completion date: 09/89. A special
education program was implemented at
the Receiving Home for Children, which
is operated by DCPS. Per signed
agreement, the special education
programs at Oak Hill and Cedar Knoll
will be operated by YSA under a plan
that is being reviewed by DCPS. Annual
assessments by DCPS showed that the
program at the Receiving Home was in
full compliance, while Oak Hill was not
in compliance.

Background

In accordance with a legislative
requirement, GAO reviewed the methods

the Department of Defense (DOD) uses
to operate and fund its dependents’
schools to: (1) determine the most
suitable means of funding those schools;
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and (2) identify legal, jurisdictional, and
other impediments to changing the
schools’ funding and operating methods.
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Findings

GAO noted that DOD uses three
methods to educate military dependents
living on military installations,
including: (1) the local operation
alternative, under which funding comes
from federal, state, and local
governments; (2) the contract operation
alternative, which allows DOD to
contract with local school districts and
totally fund the students’ education; and
(3) the coterminous operation, under
which dependents’ schools operate as
local school districts and the Department
of Education and the state share the
funding. GAO found that coterminous
operation was the best alternative
because it would save the federal
government between $44 and $88 million
and would increase states’ education
budgets by less than one-half of 1
percent. GAO noted that, at each
installation, DOD and the state
education agency: (1) should negotiate
the change in school funding and
operating methods; (2) might arrive at
an alternative more appropriate than
coterminous operation; and (8) should
consider and resolve employee equity
issues, as well as jurisdictional and other
impediments. GAO also found that: (1)
transferring military dependents’ schools
to local school districts or establishing
new coterminous districts would cause
an annual reallocation of impact aid

funds from other impacted districts; and
(2) under the coterminous method,
military school districts would receive
more funds because states cannot
consider federal impact aid payments
when determining their funding of local
school districts.

Open Recommendations to
Congress

Recommendation: For dependents’
schools established through mutual
agreement among federal, state, and
local officials as coterminous school
districts or transferred to nearby school
districts, Congress may want to consider
whether impact aid should be increased
to ensure that local districts nationwide
do not lose funds because of a
reallocation of impact aid to the districts
absorbing the section 6 students.

Status: Action not yet initiated.

Recommendation: If the section 6
schools are established as new
coterminous districts, Congress may
want to consider amending the impact
aid legislation to permit the states in
which such districts are established to
consider a portion of impact aid
payments to these districts when
determining the amount of their
education payments, so that overall
funding levels for these schools would
not significantly increase.

Elementary, Secondary, and Vocational Education

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Secretaries of
Education and Defense should advocate
the adoption of the new coterminous
local school district alternative unless all
parties agree that another alternative is
more appropriate in a particular
situation. The coterminous operation
alternative would reduce overall federal
expenditures, restore education
responsibilities to the states, and
minimize the direct funding and
operational impact on local school
districts.

Addressee: Department of Education
Status: Action taken not fully
responsive. Although the Department of
Education does not agree with the
recommendation, it will have to resolve
the issues with DOD and individual
school districts.

Addressee: Department of Defense
Status: Action in process. Estimated
completion date: 07/90. Although DOD
agreed with this recommendation, its
contracted study to determine the best
alternative for each installation was not
yet complete. DOD anticipates
submitting a detailed transfer plan to
Congress in July 1990.

Compensatory Education: Chapter 1’s Comparability of

Services Provision

HRD-87-102, 08/27/87

Background

GAQ reviewed states’ implementation of
the comparability-of-services provision of

the Education Consolidation and
Improvement Act of 1981.
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Findings

GAOQO noted that the provision requires
that children living in areas receiving
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assistance under the act not receive
fewer state- and local-funded services
than children in areas not receiving
such assistance. GAQ found that: (1)
there is confusion among the states
concerning the need to maintain
documentation to demonstrate
comparability; (2) the majority of the
states adopted means of measuring
comparability that were less restrictive
than formerly required and relazed the
percentage of variance allowed in
determining comparability compliance

between schools in the same school
district; and (3) the lack of uniformity
among states’ definitions of instructional
staff could result in assisted schools
having fewer classroom teachers per
student than unassisted schools in the
same school district.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Education should publish provisions

Elementary, Secondary, and Vocational Education

Deaf Education: The National Mission of Gallaudet’s
Elementary and Secondary Schools

HRD-87-133, 09/30/87

under 34 C.F.R. 200.60 defining
instructional staff for use in calculating
and comparing the ratio of pupils to
instructional staff for demonstrating
comparability.

Status: Recommendation valid/action
not intended. Education plans no action
because it does not believe that this
recommendation is justified.

Background

Pursuant to a congressional request,
GAO reviewed Gallaudet University's
precollege programs’ national mission
activities, focusing on: (1) the kinds of
activities that make up the national
mission; (2) the amount Gallaudet spends
on national mission activities; (8) the
effectiveness of research results
dissemination; and (4) recommendations
for improvement.

Findings

GAO found that: (1) Gallaudet operates
two precollege schools, the Model
Secondary School and the Kendall
Demonstration Elementary School; (2)
Gallaudet estimated that it spent about
46 percent of its precollege budget for
fiscal year 1986 on the national mission;
(3) Gallaudet could not account for

individual project costs and lacked
written policies and procedures for
approving and monitoring projects; (4)
research and project development results
did not reach as many hearing-impaired
students as they might have; (5)
precollege training and technical
assistance have focused on residential
schools, although they now include more
public schools; and (6) about 90 percent
of the recipients of training and
technical assistance were highly satisfied
with its quality.

Open Recommendations to
Agencies

Recommendation: The President of
Gallaudet University should establish a

system to account for expenditures
according to the precollege programs’

Page 31

major functions—school operations or
national mission.

Status: Action in process. Estimated
completion date: 10/89. As of November
1988, Gallaudet stated that the
accounting system had been deferred
until a new version of the accounting
software package could be implemented.

Recommendation: The President of
Gallaudet University should reflect more
accurately Gallaudet’s research costs by
accounting for costs by individual
projects.

Status: Action in process. Estimated
completion date: 10/89. As of November
23, 1988, Gallaudet stated that the
subsystem had been deferred until a
software package could be implemented.
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Elementary, Secondary, and Vocational Education

Summer Youth Jobs Program: Congressional Action Has

Increased Emphasis on Remedial Education

HRD-88-118, 09/30/88

Background

Pursuant to a congressional request,
GAO discussed local programs’
implementation of the requirement to
provide youth with remedial education
as part of the 1987 Summer Youth
Employment and Training Program.

Findings

GAO found that: (1) the number of
youths provided remedial education in
the 1987 program increased from 55,000
to 112,000; (2) the money localities spent
on remediation expanded from $37
million to $64 million; (3) although every
program it surveyed provided
remediation, the number of youths
served and the intensity of remediation
varied greatly; (4) the majority of
programs planned to further expand
remediation in 1988; (5) 60 percent of

program administrators believed that
remediation improved their summer
programs; and (6) although local
administrators had anticipated service
reductions in several aspects of their
summer programs due to the cost of
adding remediation, fewer than expected
programs actually reported making such
reductions.

Open Recommendations to
Congress

Recommendation: Although most local
program administrators believe the
remediation component of the summer
youth program has been successful, the
component’s overall effectiveness is
unknown. Congress may wish to consider
requiring the Department of Labor
(DOL) to evaluate all or a sample of
these programs’ remediation

components, using standardized
educational achievement tests.
Status: Action not yet initiated.

Recommendation: Although nearly all
service delivery areas have added
remediation to their programs, the
proportion of youths receiving services
varies greatly. Congress may wish to
consider requiring that DOL define some
minimal amount of remediation that
must be provided during the summer.
Status: Action not yet initiated.

Recommendation: Although nearly all
service delivery areas have added
remediation to their programs, the
proportion of youths receiving services
varies greatly. Congress may wish to
consider requiring that all youth in the
program who are in need of remedial
education receive such remediation.
Status: Action not yet initiated.

Higher Education

Defaulted Student Loans: Private Lender Collection Efforts

Often Inadequate

HRD-87-48, 08/20/87

Background

GAOQ evaluated the Department of
Education’s and guaranty agencies’
policies and procedures in paying default
claims under the Guaranteed Student
Loan Program to determine whether
they adequately protected the federal

government’s financial interest and
minimized unnecessary insurance costs.

Findings

GAO found that: (1) although most of the

guaranty agencies developed standards
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for collecting loans and filing claims,
Education never reviewed them; (2)
agency standards were inadequate to
ensure prompt collection of defaulted
loans; (3) agencies poorly enforced claims
paid by lenders without standards; (4)
interest costs varied widely among the
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guaranty agencies, since the average
time between delinquency and claim
payment ranged from 148 to 455 days;
and (5) an average delay of 30 days in
processing claims would increase federal
interest costs by $4.1 million.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Education should develop and

implement a process to systematically
review and approve guaranty agencies’:
(1) standards for collecting loans and
filing claims; and (2) statements of
internal controls and administrative
procedures required to be developed and
implemented under the new regulations.
Such a system should include specific
milestones and timetables for the
Department of Education to use in
approving the agencies’ standards and
statements.

Status: Action taken not fully
responsive. In its 60-day letter,
Education stated that it would take
certain corrective actions. Until actions
are complete and responsiveness
assessed, this recommendation will
remain open.

Higher Education

Guaranteed Student Loans: Legislative and Regulatory
Changes Needed To Reduce Default Costs

HRD-87-76, 09/30/87

Background

Pursuant to a congressional request,
GAOQ examined needed legislative and
regulatory changes for the Department
of Education’s Guaranteed Student Loan
Program, focusing on: (1) guaranty
agencies’ loan collection practices and
procedures; (2) ways to reduce default
costs; (3) the amount of time defaulters
have to repay loans; and (4) whether
guaranty agencies are promptly
remitting Education’s share of
collections.

Findings

GAO found that: (1) new regulations
require all guaranty agencies to
standardize collection practices and
follow specific actions to collect
defaulted loans; (2) 1986 legislation
should help to reduce defaults and
increase collections by requiring
guaranty agencies to report repayment
patterns to credit bureaus and requiring
defaulters to pay reasonable collection
costs; (3) the establishment of a National

Student Loan Data System should help
to further reduce costs by providing
means to verify eligibility; (4) Education
collected about $38 million in income tax
refund offsets from loan defaulters in
1985; (5) new regulations require
guaranty agencies to share all default
payments made on reinsured loans with
Education; and (6) guaranty agencies
allow longer repayment periods than
Education and have 60 days to remit
default collections to Education.

Open Recommendations to
Congress

Recommendation: Congress should
amend the Higher Education Act by
requiring that a borrower’s promissory
note specify that, upon default, the loan
interest rate will change to a variable
rate with a ceiling of 12 percent, unless
existing state law allows for a higher
rate to be charged.

Status: Action not yet initiated.

Page 33

Recommendation: Congress should
amend the Higher Education Act by
providing the Department of Education
with the authority to require that
guaranty agencies use the National
Student Loan Data System to verify
borrower eligibility after the system is
established.

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Education should amend the regulations
for the Guaranteed Student Loan
Program to require that guaranty
agencies adhere to criteria comparable
to the Joint Standards, which require
that, if possible, defaulted debts paid in
installments be paid off in 3 years or
less.

Status: Action not yet initiated.
Education plans to implement this
recommendation by regulatory change.

GAO/0P-89-1



Education, Training, Employment, and Social Services

Recommendation: The Secretary of
Education should: (1) amend the
Guaranteed Student Loan Program
regulations to require that guaranty
agencies submit Education’s share of
collections on reinsured loans within 30
days; and (2) explore a mechanism to
assess penalties, similar to those
included in the Prompt Payment Act,
against agencies who submit their
payments late.

Status: Action not yet initiated.
Education plans to implement this
recommendation by regulatory change.

Recommendation: The Secretary of
Education should amend the Guaranteed

Student Loan Program regulations by
requiring that guaranty agencies share
all borrower payments to offset
collection costs on reinsured loans with
Education.

Status: Action not yet initiated.
Education plans to implement this
recommendation by regulatory change.

Recommendation: The Secretary of
Education should amend the Guaranteed
Student Loan Program regulations by
requiring that guaranty agencies post
borrower payments in the same manner
that federal agencies are required to in
accordance with the Federal Claims
Collections Standards.

Status: Action not yet initiated.
Education plans to implement this
recommendation by regulatory change.

Recommendation: The Secretary of
Education should amend the Guaranteed
Student Loan Program regulations by
requiring that guaranty agencies
capitalize interest on defaulters’ unpaid
costs when they fail to follow their
repayment agreements.

Status: Action not yet initiated.
Education plans to implement this
recommendation by regulatory change.

Higher Education

Guaranteed Student Loans: Lenders’ Interest Billings
Often Result in Overpayments

HRD-88-72, 08/31/88

Background

GAO reviewed lenders’ billings under
the Guaranteed Student Loan Program
to determine whether the Department of
Education was incurring excessive costs
related to its payment of interest and
special-allowance subsidies, focusing on
the extent to which: (1) lenders erred in
billing Education for interest and
special-allowance payments; (2) lender
billing errors resulted in federal
overpayments; and (8) Education
established adequate procedures to
detect billing errors and prevent
overpayments.

Findings

GAO found that, from its review of 16
lenders’ accounts over one quarterly
billing period: (1) all 16 lenders
submitted erroneous billings to

Education, resulting in a net
overpayment of at least $1.8 million; (2)
18 percent of loan accounts contained
errors or lacked adequate documentation
to support the billed amount; (3) errors
typically resulted from lenders
miscalculating loan principal balances
and interest subsidies or continuing to
bill Education after borrowers began
repaying; and (4) three of the lenders
voluntarily repaid Education for
overbillings. GAO found that Education:
(1) relied on lenders to maintain current
and complete loan files, submit accurate
billings, and make adjustments
promptly; (2) required only summary
information from lenders regarding bills,
since supporting documentation was too
voluminous for it to validate; (3) limited
its verification of bills to checking
mathematical accuracy and
completeness; (4) conducted fewer than
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500 on-site reviews of the 14,000
participating lenders in 1986; and (5)
charged lenders interest on overbillings
from the date it notified lenders of the
error, but lacked authority to charge
interest from the date of the actual
overpayments.

Open Recommendations to
Congress

Recommendation: Congress should
amend the Higher Education Act to
authorize the Secretary of Education to
assess lenders’ interest due to lender
billing errors from the date of
overpayment of interest and special
allowance.

Status: Action not yet initiated.

Recommendation: Congress should
amend the Higher Education Act to
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require lenders to: (1) specify to their
independent auditors that the
verification of loan accounts and interest
and special-allowance billing should be
included in periodic independent
financial audits; and (2) provide that
errors identified are promptly reported
to Education and the guaranty agency.
Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Secretary of

Education should revise the Guaranteed
Student Loan Program regulations to
require the Office of the Inspector
General to assist program officials in
developing audit standards for the
guaranty agencies to use in reviewing
lender billing systems and practices.
Status: Action not yet initiated.

Recommendation: The Secretary of
Education should revise the Guaranteed
Student Loan Program regulations to
stipulate that Education and guaranty
agency audits of lenders include tests of
the accuracy of lender loan accounts and
billing statements to provide a
statistically valid basis for recovering
overpayments.

Status: Action not yet initiated.

Other Labor Services

Strong Leadership Needed To Improve Management at the

Department of Labor

HRD-86-12, 10/21/85

Background

GAO reviewed how the Department of
Labor could improve management by: (1)
identifying and handling emerging
issues; (2) minimizing vulnerability in
implementing and controlling
management systems for efficient and
effective program delivery; and (3)
operating financial, procurement and
automatic data processing (ADP) systems
in a business-like way.

Findings

GAOQO found that Labor had no
systematic, departmentwide, long-range
policy planning process in such problem
areas as: (1) determining how to best use
the agency’s investigators to achieve a
credible enforcement program for
pension plans; (2) reducing the lengthy
time involved in issuing regulations; and
(3) integrating the acquisition and use of
ADP resources without unduly
constraining component operations. GAO
also found that the Secretary generally
did not identify key priorities or

systematically track progress; however,
where he did identify priorities, results
were achieved. In addition, GAO found
that: (1) information systems did not
always provide sufficient data on
mission attainment; (2) the monitoring of
programs primarily operating at the
state and local levels may not be
identifying vulnerable areas; (3) program
managers often did not perceive audits,
reviews, and evaluations as identifying
and resolving problems; (4) the agency
might have lessened the adverse effect of
reductions in force through better
identification and planning for long-term
staffing needs; (5) Labor’s training and
management development programs
lacked credibility among many program
managers; and (6) Labor has not
operated key support functions such as
financial management, ADP,
procurement, and productivity
improvement as effectively or efficiently
as possible.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Labor should direct the senior
information resources management
(IRM) official and the Assistant
Secretary for Administration and
Management (OASAM) to: (1) complete
the development of a departmental
strategy and ADP/telecommunications
plan leading to a departmental plan for
IRM; (2) improve guidance on conducting
inventories and monitor the process of
taking the inventory; (3) adequately
review and approve/disapprove agency
plans, systems needs, requirements, cost-
benefit analyses, and proposed
deviations from generally accepted
testing procedures before systems are
acquired or accepted; (4) periodically
conduct IRM reviews covering system
utilization and potential for functional
consolidation; and (5) assess staffing
needs to fulfill increased responsibilities.
Status: Action in process. Labor has
taken steps to improve its IRM,
including: (1) consolidating IRM
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functions in OASAM; (2) issuing a
departmentwide IRM strategy; (3)
preparing a departmental long-range
IRM plan; (4) preparing IRM policies; (5)
developing a program for IRM reviews;
and (6) assessing staffing needs. Labor
needs to issue guidance on how new
systems will be tested, documented, and
implemented.

Recommendation: The Secretary of
Labor should reassess the emphasis

given to program evaluation within the
Department to determine whether
additional evaluations of key
departmental activities would enable the
Secretary to make more informed policy
decisions and better control operations.
Status: Action in process. Labor
identified existing program evaluation
activities and is assessing their
usefulness in addressing policy matters.

Recommendation: The Secretary of
Labor should implement a more
systematic productivity improvement
effort by directing program managers to
routinely perform comparative trend
and productivity analyses for their field
offices.

Status: Action in process. When
significant portions of Labor’s functions
are accepted by OMB for inclusion in the
President’s productivity program,
comparative trend analyses will be done.

Social Services

Immigration Reform: Verifying the Status of Aliens
Applying for Federal Benefits

HRD-88-7, 10/01/87

Background

Pursuant to a legislative requirement,
GAO reviewed the problems states
encountered in verifying with the
Immigration and Naturalization Service
(INS) the eligibility of alien applicants
for various federal aid programs.

Findings

GAO found that: (1) four of the six states
it reviewed estimated costs and savings
of about $127,000 and $3.1 million,
respectively, in unemployment
compensation as a result of alien
verification pilot projects; (2) in 1983,
California realized over $19 million in
savings before it abandoned its
verification program as a result of a
lawsuit; (3) New York realized about
$52,000 in savings but included
erroneous payments; (4) only Colorado
verified the eligibility of alien applicants
for the Medicaid, Food Stamp, and Aid
to Families with Dependent Children
programs, but state officials did not

favor continuance of the pilot project
because they believed that savings were
small and few aliens sought benefits; (5)
the six states it reviewed realized
savings of about $579,000 in education
assistance programs; (6) there was no
alien verification for housing programs
in the six states, since federal law and
the courts prohibited denial of assistance
to aliens; and (7) the federal and state
governments do not collect data on alien
program applicants and verification
costs, making savings estimates difficult
and unprojectable.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should direct the Commissioner,
INS, to increase efforts with federal
program agencies, through user groups,
to determine what information is needed
to make eligibility verifications, such as
on aliens permanently residing in the
United States under color of law and
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certain other aliens, should be included
in the INS automated data base.
Correspondingly, the Commissioner
should develop plans to improve the
completeness and quality of the
automated data base.

Status: Action in process. Through an
interagency users’ group, INS has
periodically discussed data needs for
alien verification. An INS task force has
identified data base inadequacies and
errors and proposed resolution of them.
In January 1988, some modifications
were made to the data base that resulted
in improved primary verification of alien
status. Additional modifications
continued through September 1988.

Recommendation: The Secretaries of
Agriculture, Education, Health and
Human Services, Housing and Urban
Development, and Labor should begin
developing criteria and methodologies
for granting waivers and ensure that
states and other administering agencies
begin developing, through such means as
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pilot tests, empirical performance data
related to Immigration Reform and
Control Act (IRCA) verification
procedures for use in deciding waivers.
Addressee: Department of Agriculture
Status: Action in process. The Food and
Nutrition Service (FNS) completed a
study of the cost-effectiveness of IRCA
verification procedures for the Food
Stamp Program. FNS concluded that
IRCA procedures did not appear cost-
effective compared to the usual food
stamp verification procedures. Interim
final regulations including criteria for
requesting and approving waivers were
published October 1988.

Addressee: Department of Education
Status: Action in process. The
Department of Education completed its
national pilot test and determined that
applying IRCA verification procedures to
8,000 postsecondary institutions would
not be cost-effective. In its March 1988
report to Congress, Education waived its
participation in the IRCA verification
program. It is exploring centralized
access to INS data that may be more
cost-effective and efficient.

Addressee: Department of Health and
Human Services

Status: Action in process. The
Department of Health and Human
Services (HHS) responded to the
requirements of 31 U.S.C. 720 on May
23, 1988. HHS completed a study which
indicated the IRCA verification
requirements were cost-effective for the
AFDC and Medicaid programs, but has
not provided the required report to
Congress on the cost-effectiveness of
IRCA procedures or the criteria it will
use to decide waiver requests.
Addressee: Department of Housing and
Urban Development

Status: Action in process. The
Department of Housing and Urban
Development (HUD) sees no reasonable
basis to grant waivers and believes that
the telephone access method would be
cost-effective even for the smallest
administering entities. HUD wants 1

year of experience in verifying all
documented aliens before developing
waiver criteria. HUD issued proposed
rules on restrictions on use of assisted
housing by aliens.

Addressee: Department of Labor
Status: Action in process. On March 15,
1988, the Department of Labor (DOL)
issued its bases for granting waivers
only from automated verification and
provided states with descriptions of data
and information needed to support
waiver requests. As of October 13, 1988,
DOL had received 11 state requests to
waive automated verification, had
granted 8 of them, and denied the other
3.

Recommendation: The Secretaries of
Agriculture, Education, Health and
Human Services, Housing and Urban
Development, and Labor should increase
efforts to provide guidance to
administering entities on IRCA
requirements, the criteria and
procedures for granting waivers, and the
types of verification costs that will be
reimbursable.

Addressee: Department of Agriculture
Status: Action in process. The
Department of Agriculture (USDA)
issued an interim rule on
implementation requirements and
reimbursable verification costs on
October 7, 1988. Criteria and procedures
for requesting waivers are being
developed.

Addressee: Department of Health and
Human Services

Status: Action in process. HHS has
provided some interim guidance on
IRCA verification requirements, but as
of October 24, 1988, has not issued draft
rules covering waiver criteria or
reimbursable verification costs.
Addressee: Department of Housing and
Urban Development

Status: Action in process. On October
19, 1988, HUD issued proposed rules for
administering entities on the IRCA
verification requirements.
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Recommendation: The Secretaries of
Agriculture, Education, Health and
Human Services, Housing and Urban
Development, and Labor should develop
and implement plans for capturing data
on numbers of alien applicants, savings,
and costs of verification with INS and
for monitoring the system to ensure that
administering entities use the most
effective and economical verification
means.

Addressee: Department of Agriculture
Status: Action in process. The USDA
interim rule guiding state food stamp
agencies opting to implement IRCA
verification procedures before October 1,
1988, requires them to submit for review
and approval a state plan attachment
and budget projection statement that
provides data on the numbers of alien
applicants, expected savings, and
verification costs. USDA plans to retain
this requirement after October 1, 1988.
Addressee: Department of Health and
Human Services

Status: Action in process. In its
response to the requirements of 31
U.S.C. 720, dated May 23, 1988, HHS
plans to develop updated estimates of
avoided costs by using alien data
captured in ongoing program reports
and data supplied by INS. Normal
program and financial procedures will be
used to monitor verification
implementation and associated costs
charged to AFDC and Medicaid
programs.

Addressee: Department of Housing and
Urban Development

Status: Action in process. HUD
procedures will include minimal
recordkeeping requirements to capture
sufficient data. HUD believes that
existing systems will be sufficient for
monitoring and stated that
administering entities are responsible
for determining the most effective means
of administering its programs, including
verification. In ifs proposed rule, HUD
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plans to arrange to pay all verification
costs.
Addressee: Department of Labor

Status: Action in process. DOL is
developing plans for data collection and
monitoring.

Training and Employment

Emergency Jobs Act of 1983: Funds Spent Slowly, Few Jobs

Created

HRD-87-1, 12/31/86

Background

In response to a congressional request,
GAO provided information on federal
agencies’ and local governments’ use of
funds the Emergency Jobs
Appropriations Act of 1983 provided,
specifically: (1) when they spent the
funds; (2) how many people they
employed; (3) how many unemployed
persons received jobs; (4) what efforts
they made to provide employment to the
unemployed; and (5) what benefits, other
than employment, they provided.

Findings

GAO found that: (1) most programs and
activities failed to spend their funds
before June 1984, when economic
recovery began; (2) public works
programs spent their funds much more
slowly than public service programs; (3)
34,000 people found jobs as a result of
the act; (4) an estimated 131,000 people
could have found jobs if agencies and
local governments had spent all of the
available funds during the first year; (5)
only 35 percent of the unemployed found
jobs as of September 1984; (6) in 7 of the
10 programs GAO surveyed, only 20
percent of the project officials made a

moderate attempt to hire persons
unemployed at least 15 of the 26 weeks
before passage of the act, while only half
made an attempt to provide employment
to unemployed persons, regardless of
how long they had been unemployed; (7)
unemployed persons obtained a
relatively small percentage of the
created jobs; and (8) the funds also
provided for the construction of public
libraries and roads, humanitarian
assistance, including food and health
services for the indigent, and the
rehabilitation of public buildings and
facilities, such as schools and parks.

Open Recommendations to
Congress

Recommendation: In considering any
future job creation legislation in
response to an economic recession,
Congress should emphasize programs
and activities that historically have been
able to quickly spend funds or that have
projects available for immediate
implementation to provide jobs when the
economy needs them the most, placing
less emphasis on public works programs
and activities that traditionally have
spent funds slowly.

Page 38

Status: Recommendation valid/action
not intended.

Recommendation: In considering any
future job creation legislation in
response to an economic recession,
Congress should require that these
programs and activities obligate and, to
the extent practicable, spend funds
within a specified time period following
the end of the recession or after
enactment of the legislation to ensure
that jobs are created when most needed,
allowing federal departments and
agencies involved some discretion in
granting exceptions where they are in
the best interest of the government.
Status: Recommendation valid/action
not intended.

Recommendation: In deliberating any
future job creation legislation, Congress
may wish to consider requiring federal
departments and agencies that receive
funds to maintain specific expenditure,
employment, and other information
needed to evaluate the program and to
improve congressional oversight.
Status: Recommendation valid/action
not intended.
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Training and Employment

OSHA'’s Monitoring and Evaluation of State Programs

T-HRD-88-13, 04/20/88

Background

GAOQO discussed the Occupational Safety
and Health Administration’s (OSHA)
efforts to: (1) monitor and evaluate state-
operated safety and health programs;
and (2) resume enforcement within the
private sector in California.

Findings

GAO found that OSHA: (1) lacked
effective monitoring and evaluation
procedures; (2) relied primarily on its
computerized management information
system to assess state program quality;
(3) did not provide for the collection and
analysis of information that directly
related to state program quality; and (4)
did not establish performance levels or
incentives for states to use in attaining
occupational and health safety. GAQ
also found that: (1) diversion of its staff
resources to provide enforcement in
California hampered OSHA inspection
efforts nationwide; (2) OSHA
occupational safety and health standards

were limited in scope compared with
California standards; (3) the number of
safety and health inspections OSHA
performed in California decreased
because it was unable to fill staff
positions; and (4) in 1988, total funding
for worker protection activities in
California decreased from $33 million to
$16 million.

Open Recommendations to
Agencies

Recommendation: OSHA should
establish desired performance levels for
use by state programs and consider
providing incentives for states to attain
them.

Status: Action not yet initiated. In June
1988, OSHA gave GAO a general
response to this recommendation, but
declined to provide a specific response or
corrective action plan pending
completion of a Department of Labor
Inspector General study on the same
topic.

Recommendation: OSHA should
require that states establish quality
assurance programs and then
periodically review those efforts.

Status: Action not yet initiated. In June
1988, OSHA gave GAO a general
response to this recommendation, but
declined to provide a specific response or
corrective action plan pending
completion of a Department of Labor
Inspector General study on the same
topic.

Recommendation: OSHA should work
with states to help them evaluate their
programs’ impact on worker safety and
health.

Status: Action not yet initiated. In June
1988, OSHA gave GAO a general
response to this recommendation, but
declined to provide a specific response or
corrective action plan pending
completion of a Department of Labor
Inspector General study on the same
topic.

Training and Employment

Unemployment Insurance: Trust Fund Reserves

Inadequate

HRD-88-55, 09/26/88

Background

GAO assessed the current financial
status of states’ unemployment
insurance systems, focusing on: (1)
frends in trust fund reserve balances

and borrowing; (2) the possible effects of
future recessions on reserve balances
and borrowing needs; and (3) the effects
of recent federal policy changes on the
systems’ financial conditions and benefit
eligibility.
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Findings

GAO found that: (1) although the June
1987 reserve levels were at an all-time
high of $19.4 billion, they were
inadequate to finance benefits that
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states would need to pay during a
recession; (2) the reserves would last
about 5 months in a severe recession,
while recent recessions have averaged 12
months, and the Department of Labor
recommended 18 months as a state
minimum; (3) by 1983, no state fund had
adequate reserves and 23 were insolvent;
(4) improved economic conditions helped
states to reduce federal indebtedness,

althanoh raservee ramained inadeaonata
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to cover recession-level benefit
payments; (5) state trust funds will not
accumulate adequate reserves even if
the current economic expansion
continues; (6) federal policies increased
the costs of insolvency to states to
encourage them to repay federal loans

promptly; and (7) states reduced the
percentage of the unemployed eligible
for benefits, from nearly 55 percent in
1952 to 32 percent in 1986. GAO believes
that the failure of most state
unemployment insurance funds to
maintain adequate reserves has eroded
the system’s self-financing feature and
increased the potential for massive
borrowing.

Open Recommendations to
Congress

Recommendation: Congress may wish
to establish a standard for the level of
reserves to be maintained by state
unemployment insurance trust funds.

Status: Action not yet initiated.

Recommendation: Because current
policy regarding federal lending to state
trust funds has had the effect of
encouraging an erosion of benefits to
many workers, Congress may wish to
craft any measure to improve reserve
adequacy in a manner that does not
further erode benefit eligibility.

Status: Action not yet initiated.
Recommendation: Congress may wish
to consider program changes that would
help offset the fiscal burden that falls on
states with chronically high
unemployment rates.

Status: Action not yet initiated.

Training and Employment

Job Training Partnership Act: Participants, Services, and

Outcomes

T-HRD-88-31, 09/29/88

Background

GAO discussed its review of the Job
Training Partnership Act (JTPA) to
determine the: (1) characteristics of
individual participants; (2) kinds and
intensity of services they received; and
(3) occupations in which they received
employment after leaving the program.

Findings

GAO found that: (1) in the two job
readiness groups, the program served
gignificantly fewer school dropouts than
among the eligible population; (2) JTPA
participants spent an average of 18
weeks enrolled in the program, but little
of that was basic education or work
experience; (3) the less job-ready

participants received less intensive
training and more job search assistance;
(4) although those who received only job
search assistance had higher placement
rates, those who received occupational
training generally received higher-
skilled jobs with higher wages; (5)
although on-the-job training (OJT)
allowed JTPA participants to earn wages
while training, over 40 percent of those
were lower-skill occupations; (6) 85
percent of the OJT contracts for training
exceeded the Department of Labor’s
suggested training time; and (7)
contracts that provide excessive OJT
may provide employers with a wage
subsidy, since JTPA participants
reimburse employers for one-half of
their wages while in training.
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Open Recommendations to
Congress

Recommendation: Congress may wish
to consider whether some additional
guidance on program targeting is
desirable.

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Department of
Labor should exercise more explicit
oversight and provide clearer guidance
on what duration of OJT is appropriate
for specific occupations.

Status: Action not yet initiated.
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Emergency Energy Preparedness

More Assurance Is Needed That Strategic Petroleum

Reserve Oil Can Be Withdrawn as Designed

RCED-85-104, 09/27/85

Background

Pursuant to a congressional request,
GAO conducted a review to determine
whether the Department of Energy
(DOE) will be able to withdraw Strategic
Petroleum Reserve (SPR) oil at the
designed rate and sustain that rate over
time. DOE has been implementing a
three-phase plan to develop a 750-million
barrel SPR at six sites in Louisiana and
Texas, of which 483.5 million barrels
were in storage.

Findings

GAO found that DOE is continuing to
develop additional storage capacity at
three of the sites and is using a process
known ag leaching to remove salt
deposits at another site. While SPR was
designed so that oil could be withdrawn
at any time, DOE has established
specific withdrawal rates to be achieved
at the completion of each phase.
Operational and technical problems exist
in pipelines and pumping equipment

that may affect the ability to achieve the
designed drawdown rate and, although
marine growth and debris have reduced
the amount of water available to force
oil out of storage, DOE has not
determined the impact. DOE contractor
reports state that there is a high degree
of corrosion in one major oil pipeline
and uncertainty about the quality of
some of the buried pipe’s ability to hold
up under the pressure required for
drawdown. DOE has been aware of
maintenance, support, and repair
problems, but has been slow in initiating
corrective actions. DOE used a computer
model to simulate SPR capabilities for
an extended drawdown; however,
because of the operational problems and
delays in corrective actions, GAO
believes that reliance on the computer,
which assumes ideal operating
conditions, is questionable. Although
tests showed that oil could be withdrawn
from the sites, the test duration was not
long enough to adequately assess
equipment reliability.

Open Recommendations to
Agencies

Recommendation: To ensure that the
SPR system has the capability to provide
a readily available supply of oil, the
Secretary of Energy should direct the
Manager, Oak Ridge Operations Office,
to test the raw water systems to ensure
that drawdown is not limited by
inadequate water supplies, after making
the planned modifications to the Bryan
Mound and West Hackberry raw water
lines and the intake channel at Bryan
Mound.

Status: Action in process. Estimated
completion date: 12/89. DOE continues
to modify the raw water systems at
Bryan Mound and West Hackberry. A
new 36-inch pipeline will be constructed
at Bryan Mound in August 1989 and
tested the following quarter.
Subsequently, the drawdown criteria at
West Hackberry will be revised and
tested, probably in 1989.

Emergency Energy Preparedness

Naval Petroleum Reserve-1: Data Inaccuracies Complicate
Production and Ownership Issues

RCED-87-105BR, 03/24/87

Background

In response to a congressional request,
GAO examined: (1) whether the rate of

oil production at the Naval Petroleum
Reserve (NPR-1) meets the requirements
of the Naval Petroleum Reserves
Production Act; and (2) the effects of
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production data inaccuracies and
omissions on the Department of Energy’s
(DOE) final settlement of each owner's
account.
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Findings

GAO found that production data for
NPR-1 showed that: (1) the allocation of
oil, gas, and water produced from
commingled wells was inaccurate; (2)
computer-generated reports were
inaccurate because of programming and
data entry errors; (3) DOE made
unexplained changes to records; (4) since
production data were inaccurate,
production rates may not have met
statutory requirements; and (5) there
was an absence of effective internal
controls that could have prevented or
limited the impact of these problems. In
addition, the methods that DOE used to
determine the production of various
pools and strata in commingled wells
compounded production inaccuracies and
added to the uncertainties about oil
production from each pool and
computation of owners' shares. Although
DOE acknowledged its production data

problems and took action to correct its
data entry and computer program errors
and allocation factors for commingled
wells, it was not concerned about the
potential effects of these problems on
divestiture of the government’s share of
NPR-1 or the ability to produce at the
maximum efficient rate.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should give priority attention to
correcting the production data
inaccuracies, establishing an allocation
system that more accurately reflects the
source of petroleum production in
commingled wells, and developing a
system to better define production
ownership.

Status: Action in process. In April 1987,
DOE initiated actions to correct

computer programs and data entry
errors. Errors are still occurring in NPR-
1 production data and DOE does not
know how much oil belongs to the
government. Actions were taken to
revise commingled well allocation
factors. A reserve study was delivered to
DOE in 1988; however, it has not
produced the information DOE needs to
better define ownership.

Recommendation: The Secretary of
Energy should ensure that the
government’s interests concerning the
allocation of past production and
remaining recoverable reserves are
protected in any proposed sale of NPR-1.
Status: Action not yet initiated. The
proposed sale has not been approved by
Congress. DOE has not explained how it
will ensure a fair and equitable
settlement with Chevron.

Emergency Energy Preparedness

Naval Petroleum Reserve No. 1: Examination of DOE’s

Report on Divestiture

RCED-88-151, 08/25/88

Background

In response to a congressional request,
GAOQO examined: (1) the Department of
Energy’s (DOE) report on the proposed
divestiture of Naval Petroleum Reserve
1 (NPR-1); and (2) whether DOE could
lease the reserve instead of selling it.

Findings

GAO found that the report did not
justify the sale of NPR-1 assets, since it:
(1) lacked a comprehensive study of all
producing pools at NPR-1 to estimate
the reserve’s value, but relied instead on

1987 long-range-production data; (2)
estimated the reserve’s value from an
industry perspective but did not provide
adequate information on the
government’s ownership interest in
NPR-1; (3) covered such issues as defense
requirements, foreign ownership, and
state claims to certain NPR-1 lands, but
discounted the Department of Defense’s
need for access to an oil reserve for
national security reasons; and (4) did not
consider leasing as an alternative to
either selling or keeping NPR-1. GAO
also found that the report’s: (1)
marketing plan would not sufficiently
promote competition or maximize sales
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revenue because it provided an undue
advantage to the firm that had joint
ownership of the reserve; and (2)
proposed sales date of September 30,
1989, would not allow sufficient time to
complete a new study, negotiate an
agreement with the joint owner, and
complete the sales process. GAO believes
that DOE should study leasing NPR-1 as
a way to protect government interests.

GAO/OP-89-1



Energy

Open Recommendations to
Agencies

Recommendation: To provide better
information on whether an NPR-1 sale is
in the public interest and on whether a
divestiture determination by Congress
could be formulated, the Secretary of
Energy should revise the June 30, 1987,
report to Congress by assessing the value
to the government of retaining and
producing NPR-1, using revised
estimates for reserve data, production
schedules and operating costs from the
comprehensive reserve study,
government-generated oil and gas price
forecasts, and a discount rate based on
the government’s borrowing costs.
Status: Action not yet initiated.

Recommendation: To provide better
information on whether an NPR-1 sale is
in the public interest and on whether a
divestiture determination by Congress
could be formulated, the Secretary of
Energy should assess where the private
sector’s assumptions concerning the
valuation factors would likely differ and

then: (1) develop sensitivity analyses to
show the magnitude of these differences
on the NPR-1 net present value; and (2)
identify the advantages of private versus
government ownership.

Status: Action not yet initiated.

Recommendation: To provide better
information on whether an NPR-1 sale is
in the public interest and on whether a
divestiture determination by Congress
could be formulated, the Secretary of
Energy should prepare an analysis of the
feasibility and the potential benefits to
the government of leasing NPR-1 and
determine what actions would be
required to enter a leasing program.
Status: Action not yet initiated.

Recommendation: In the event that
Congress elects to authorize an NPR-1
sale, the Secretary of Energy should
ensure that the maximum amount of
data DOE has on NPR-1 is available to
all potential bidders so as to minimize
any advantages that Chevron may have
over other bidders in the sales process.
Status: Action not yet initiated.

Recommendation: In the event that
Congress elects to authorize an NPR-1
sale, the Secretary of Energy should
ascertain the validity of small and
independent refiners’ claims that they
would be excluded from bidding on a
portion of NPR-1, and, if the claims are
valid, determine: (1) how that fact might
affect the competitive bid process
envisioned; and (2) alternate means of
ensuring supplies of light oil to these
users.

Status: Action not yet initiated.

Recommendation: In the event that
Congress elects to authorize an NPR-1
sale, the Secretary of Energy should
examine the impact of the possibility
that a single large company could buy
all or most of NPR-1, determine what
Department of Justice involvement in
the sale might do to the timely nature
envisioned for completing the sale and, if
necessary, assess the impact on the sale
of restricting any one bidder to a certain
maximum share of NPR-1.

Status: Action not yet initiated.

Energy Conservation

Energy Conservation: States’ Use of Interest Earned on Oil

Overcharge Funds

RCED-88-51, 02/04/88

Background

In response to a congressional request,
GAO reviewed the Department of
Energy’s (DOE) compliance with a GAO
recommendation that it implement a
policy requiring states to use the interest
earned on oil overcharges for energy
assistance programs.

Findings

GAO found that: (1) DOE failed to
adequately ensure that states
implemented its policy requiring them to
use oil overcharge interest only for
energy assistance programs; (2) eight
states stated that DOE failed to inform
them of its policy on the use of oil
overcharge interest; (3) four of the eight
states did not use the interest for energy
assistance programs; (4) a DOE survey of
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states’ use of oil overcharge interest
showed that some were using the funds
for purposes other than energy
assistance; and (5) in California, officials
deposited oil overcharge interest to the
state’s general fund because they were
unaware of DOE requirements. GAO
believes that other states may be
improperly using oil overcharge interest.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should formally notify states
that interest earned on Warner funds
must be used for the authorized energy
agsistance programs. As part of this
notification, the Secretary should

require states to: (1) report interest
earned on Warner funds; and (2) certify
that this interest has been or will be
used for the authorized energy
assistance programs.

Status: Action in process. The states are
to notify DOE by September 30, 1988 of
the amount of interest earned on

Energy Information, Policy, and Regulation

Department of Energy: Allegations About the Director of
the Office of Minority Economic Impact

RCED-86-95, 06/12/86

Warner funds and certify that the funds
were used for authorized energy
assistance programs or remit any funds
not used for these programs. DOE is
following up on some of the states’
responses and should complete its
actions by November 30, 1988.

Background

Pursuant to a congressional request,
GAO investigated various allegations
against the former Director of the
Department of Energy’s (DOE) Office of
Minority Economic Impact (OMEI),

focusing on allegations that the Director:

(1) proposed a reduction in force (RIF) to
retaliate against the two affected
employees; (2) claimed travel expenses
for trips not related to government
business; and (3) misused government
telephones and vehicles.

Findings

GAO found that: (1) there was no direct
evidence to support the allegation that
the Director proposed RIF to retaliate
against employees; (2) there was
substantial circumstantial evidence
supporting the view that retaliation was
a significant factor in her decision to

propose RIF; (3) the Director failed to
follow established DOE RIF procedures
in proposing, conducting, and notifying
the employees of RIF; (4) the Director
made a number of trips to her home
state and there were discrepancies
between her itineraries and vouchers
regarding the purposes of the trips and
the length of stay necessary to
accomplish official business; (5) on one
occasion, an OMEI grantee improperly
paid the Director’s hotel bill; (6) the
Director extensively used federal
telephones for what appeared to be
personal calls; (7) the Director used DOE
vehicles and drivers for a number of
trips that may have been related to
personal business; (8) there was little
support for an allegation that the
Director used OMEI staff and supplies to
conduct personal business; and (9) there
was no evidence that the Director
engaged in illegal contracting activities.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should request the Inspector
General to determine the extent to
which the Director’s trips were personal,
and whether regulations covering
conflict of interest, salary, and
appropriation augmentation were
violated. Based on these determinations,
the Secretary should take cost recovery
and other actions, as appropriate.
Status: Action in process. The Secretary
of Energy has determined that the trips
in question were official government
travel. The Secretary also determined
that the Mendez Foundation improperly
paid for the expenses for one of the
Director’s trips to Puerto Rico. It is not
known yet whether the Director has
returned the money received to the
grantee and filed a travel voucher for
the trip.
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Energy Information, Policy, and Regulation
Nuclear Security: DOE’s Reinvestigation of Employees Has

Not Been Timely

RCED-87-72, 03/10/87

Background

In response to a congressional request,
GAO provided information on the
adequacy of the Department of Energy’s
(DOE) periodic reinvestigations of
employees’ security clearances for access
to nuclear defense programs.

Findings

GAO found that DOE: (1) has been
unable to meet its goals to reinvestigate
security clearances at headquarters and
some field offices; (2) may have cleared
employees in its work force who were
unsuitable for clearance because of
serious drug, alcohol, or other problems;
(3) should develop a plan to ensure
timely reinvestigations; and (4) should
review the appropriateness of the

number and level of active clearances,
since these factors largely determine the
reinvestigation work load.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should develop a plan to bring
headquarters and the field offices into
compliance with the December 1985
Personnel Security Program Order. The
first step in the planning process should
focus on how the numbers and levels of
active clearances can be reduced. DOE
may be able to reduce clearance
numbers and levels by ensuring that
only employees who require clearances
have them, that employees have the
lowest clearance level needed to do their

Energy Information, Policy, and Regulation

Nuclear Nonproliferation: Department of Energy Needs
Tighter Controls Over Reprocessing Information

RCED-87-150, 08/17/87

jobs, and that clearances for individuals
who are no longer associated with DOE
are promptly terminated. The plan
should consider: (1) reinvestigation work-
load requirements; and (2) resources
needed to meet those requirements. In
addition, the Secretary should direct the
Assistant Secretary for Defense
Programs (ASDP) to review and approve
the plans, monitor their implementation,
and annually report to him on
compliance with the order.

Status: Action in process. Plans for all
11 offices have been received. Four are
being revised, and seven are being
reviewed for ASDP approval. All will be
coordinated with the Assistant Secretary
for Management and Administration
(ASMA) prior to approval. Annual
monitoring is provided for.

Background

In response to a congressional request,
GAO examined Department of Energy
(DOE) activities that may assist foreign
countries in the development of nuclear
weapons material, focusing on DOE
controls over: (1) dissemination of
information related to the reprocessing
of spent nuclear fuel; (2) cooperative

research activities it conducts with
foreign countries; and (3) involvement of
foreign nationals in sensitive nuclear
activities and research.

Findings

GAO found that: (1) in 1984 and 1985,
DOE produced 258 documents related to
the reprocessing of spent nuclear fuel
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that were available to anyone who
wanted them; (2) countries posing a
proliferation or security risk obtained
copies of these documents, some of which
contained information on improved
methods of purifying plutonium to
weapons-useable levels; (3) DOE has not
applied for a Freedom of Information
Act (FOIA) exemption for applied
technology related to reprocessing, since
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its position is that it should honor such
requests; and (4) the Nuclear Non-
Proliferation Act of 1978 (NNPA) does
not support the DOE method of
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determining when to conduct sensitive

nuclear technology (SN'T) transfers with
other countries. GAO also found that: (1)
foreign nationals comprised 30 percent
of masters program enrollments and 50
percent of doctoral program enrollments
in U.S. university nuclear engineering
programs in 1985; and (2) DOE does not

have effective administrative control
over the 15,000 to 20,000 foreign
nationals who visit or work at its
facilities each year.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should seek an exemption from

FOIA for all reprocessing technology
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Energy Information, Policy, and Regulation

Energy Management: DOE Controls Over Contractor
Expenditures Need Strengthening

RCED-87-166, 08/28/87

can take the form of a revision to section
148 of the Atomic Energy Act or a
provision specifically exempting
reprocessing data from FOIA.

Statuis: Action in process. DOE is
exploring the recommended approach to
resolving this problem. In the interim, it
is controlling the dissemination of
reprocessing data through currently
available means.

Background

In response to a congressional request,
GAO evaluated the Department of
Energy’s (DOE) management controls
over procurement practices, specifically:
(1) subcontract activities; (2) procedures
to protect against bribes and kickbacks;
and (3) payment practices. In addition,
GAO gathered information on the cost o
the federal government of state-imposed
taxes on DOE contractors.

Findings

GAOQ found that DOE had: (1) not
established a common definition of
competition for its contractors; (2)
waived its requirement that contractors
publish procurement notices for
proposed contracts over $100,000; and (3)
not regularly reviewed contractors’
procurement in two categories that it
exempted from competition. As a result,
DOE has little assurance that its
contractors procure items fairly and at
the lowest possible cost.

Open Recommendations to
Congress

Recommendation: In view of
congressional concern about the national
debt and the need to reduce federal
expenditures, Congress may wish to
consider exempting federal agencies’
operating contractors from certain state
taxes.

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should ensure that DOE defense-
related operating contractors stress
competition in awarding subcontracts
and establish a common definition of
competition to ensure consistent
application and reporting among
operating contractors. In developing this
definition, DOE should consider the
requirements of federal procurement
statutes and regulations.

Status: Action taken not fully
responsive. DOE issued a rulemaking
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which it believed was responsive to this
recommendation; however, GAO believes
the rulemaking was not specific enough
to be responsive. GAO written analyses
of DOE comments were sent to the
requesting subcommittee chairman on
May 5, 1988 at his request. The
chairman plans to forward GAO and
staff comments to DOE and ask DOE to
fully implement the recommendation.

Recommendation: The Secretary of
Energy should ensure that DOE defense-
related operating contractors stress
competition in awarding subcontracts
and enforce the DOE procedure that the
DOE operating contractors publish
notices in the Commerce Business Daily
for all proposed procurements over
$100,000 with certain exceptions, as
specified in the Federal Acquisition
Regulation.

Status: Recommendation valid/action
not intended. DOE altered its regulation
to delete the DOE requirement that
contractors publish notices in Commerce
Business Daily for all proposed

GAO/0P-89-1
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procurements over $100,000 with certain
exceptions. GAO does not believe that
DOE provided adequate justification for
deleting the requirement.

Recommendation: The Secretary of
Energy should ensure that DOE defense-
related operating contractors stress
competition in awarding subcontracts
and establish standard procedures for
operating contractors to follow in
seeking to obtain competition, including
requirements to conduct and document
thorough market searches. In addition,
the Secretary should establish a task
force to study whether or not the
operating contractors’ administrative
costs of extending the requirement for
publishing notices to procurements
between $25,000 to $100,000 outweigh
the benefits resulting from increased
competition.

Status: Recommendation valid/action
not intended. DOE disagreed with this
recommendation for various reasons.
GAO does not believe the DOE reasons
are valid.

Recommendation: The Secretary of
Energy should ensure that DOE defense-
related operating contractors stress
competition in awarding subcontracts
and regularly review contractors’ use of
B-items and integrated contractor orders

to ensure that the noncompetitive status
of procurements that are exempted from
competition is justified.

Status: Action taken not fully

3 NN aovnnd urith ¢hi
TESponsive. UL agreed willl wnis

recommendation as it pertains to B-
items and has taken action to implement
it. But DOE disagreed regarding
integrated contractor orders, stating that
its procedures allow oversight of such
orders. Nevertheless, GAO found that
DOE was not regularly reviewing these
orders.

Recommendation: The Secretary of
Energy should develop uniform,
minimum anti-kickback procedures to be
used in implementing the Anti-Kickback
Enforcement Act of 1986. These
procedures should be consistent with the
government-wide procedures being
developed by the General Services
Administration and expeditiously
incorporated into DOE defense-related
operating contracts.

Status: Recommendation valid/action
not intended. DOE stated that the
procedures described in the Federal
Acquisition Regulation were adequate to
fully comply with the act, and that each
contractor should have the latitude to
institute its own standards of conduct.
GAO noted that DOE plans to
implement the act will not satisfy the

Energy Information, Policy, and Regulation

Nuclear Security: DOE Needs a More Accurate and
Efficient Security Clearance Program

RCED-88-28, 12/29/87

recommendation and GAO believes that
DOE should prescribe mandatory,
uniform, minimum procedures to follow.

Recommendation: The Secretary of
Energy should require contractors to
implement practices consistent with the
Prompt Payment Act and maintain
records to allow evaluation of their
practices.

Status: Recommendation valid/action
not intended. DOE stated that: (1)
contractors are not required to follow
the Prompt Payment Act; and (2) the
small interest penalties involved do not
warrant any action. GAO acknowledged
that the act does not apply to
contractors and that the interest
penalties were small. GAO pointed out
that, nevertheless, competition could be
enhanced if DOE instituted a prompt
payment provision for contractors.

Recommendation: The Secretary of
Energy should require DOE operations
office managers to evaluate contractor
payment practices as part of their
contractor procurement system reviews.
This would include follow-up of any
promised corrective actions.

Status: Action not yet initiated. DOE
did not respond to this recommendation,
which GAO believes is valid.

Background

In response to a congressional request,
GAO reviewed the Department of
Energy’s (DOE) personnel clearance and
security program, including: (1) the

timeliness of the process for granting,
suspending, and revoking clearances; (2)
factors that affect the clearance work
load; and (3) the accuracy of DOE
clearance data bases.
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Findings

GAO found that: (1) because DOE
personnel security clearance processes
were lengthy, they lowered productivity,

GAO/0P-89-1
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increased costs, and posed security
concerns; (2) clearance staffs lacked
resources to complete some clearance
steps; (3) DOE has not fully implemented
steps to reduce clearance levels that are
too high or to terminate unnecessary
clearances; and (4) contractors failed to
obtain pre-employment information
(PED on job applicants before hiring
them. GAO also found that DOE security
clearance files were inaccurate because:
(1) DOE created new data bases without
validating the data; (2) field offices often
failed to enter new data; (3) contractors’,
field offices’, and headquarters’ data
bases did not communicate effectively;
and (4) DOE did not always validate data
base information.

Open Recommendations to
Agencies

Recommendation: To improve the
effectiveness of the PEI process, the
Secretary of Energy should ensure
contractor compliance with security
clearance PEI requirements.

Status: Action in process. Estimated
completion date: 03/89. DOE-wide
compliance evaluations are underway.

Recommendation: To improve the
effectiveness of the PEI process, the
Secretary of Energy should amend its
regulations to require contractors, as
part of PEI, to specifically address drug

and other substance abuse in the
determination of employee suitability.
Status: Action in process. Estimated
completion date: 05/89. DOE orders on
drugs in facilities are under revision.

Recommendation: To improve the
timeliness of security clearance
processing and avoid unnecessary costs
and adverse impacts on security and
productivity, the Secretary of Energy
should take needed actions to ensure
that sufficient staff are assigned to
implement and adhere to those time
frames.

Status: Action in process. DOE is
continuing its re-evaluation of the
potential for staff realignments and use
of contractors.

Recommendation: To improve the
timeliness of security clearance
processing and avoid unnecessary costs
and adverse impacts on security and
productivity, the Secretary of Energy
should assess whether a simplified
administrative review process is
appropriate for DOE and, if so, adopt it.
Status: Action in process. Estimated
completion date: 12/88. A study is
underway that will recommend steps to
increase efficiency.

Recommendation: To ensure a reliable
and efficient security clearance data
base, the Secretary of Energy should
validate the accuracy and completeness
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of its security clearance data base from
the contractor files to the Central
Personnel Clearance Index and develop
appropriate updating techniques to
ensure they remain current.

Status: Action in process. Estimated
completion date: 12/88. Modernization of
system and data file reconciliation is
underway.

Recommendation: To ensure a reliable
and efficient security clearance data
base, the Secretary of Energy should
determine whether one DOE data base,
properly maintained, can serve all DOE
clearance needs, including those of its
contractors, rather than keeping the
current multi-layered system.

Status: Action in process. Estimated
completion date: 12/88. A decision is to
be made at the end of the modernization
project.

Recommendation: To improve control
of classified information, the Secretary
of Energy should revise its security
training program to: (1) develop more
uniform need-to-know training materials
that cover all aspects of the principle,
including specific instructions on
implementation; and (2) ensure that
such training is provided annually to
employees as currently required.
Status: Action in process. Estimated
completion date: 12/88. The first of four
video tapes was completed and is in the
process of distribution to facilities.

GAO/OP-89-1
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Energy Information, Policy, and Regulation

Energy Regulation: Opportunities for Strengthening
Hydropower Cumulative Impact Assessments

RCED-88-82, 03/10/88

Background

In response to a congressional request,
GAO examined the Federal Energy
Regulatory Commission’s (FERC)
responsibilities under the Federal Power
Act for assessing the cumulative impact
of hydroelectric power projects on
natural resources, specifically: (1) FERC
plans for using the River Basin
Environmental Impact Statement
Procedure (EIS) as an alternative to the
Cluster Impact Assessment Procedure
(CIAP); and (2) deficiencies in FERC
impact assessment procedures and
whether the development of
comprehensive plans can address these
deficiencies.

Findings

GAO found that: (1) FERC designed
CIAP to ensure early and extensive state

and federal resource agency involvement
in assessments through several public
meetings and workshops, whereas EIS
required only one public meeting; (2)
although FERC was not legally required
to formally notify the public of its
decision to use EIS as it did before using
CIAP, its failure to do so could appear to
be a withdrawal from its earlier efforts
to encourage public involvement in the
assessments; (3) interested parties felt
that FERC had inadequate data on the
extent to which other land and water
uses could adversely affect resources to
carry out a reasoned evaluation; and (4)
although Congress amended the act to
require FERC to consider the extent to
which hydroelectric projects were
consistent with federal and state
comprehensive plans, FERC had no
further plans for implementing the
amendment other than issuing

Energy Information, Policy, and Regulation

Nuclear Regulation: Action Needed To Ensure That

Utilities Monitor and Repair Pipe Damage

RCED-88-73, 03/18/88

requirements for comprehensive
development.

Open Recommendations to
Agencies

Recommendation: The Chairman,
FERC, should formally announce FERC
plans for using CIAP, EIS, or some other
procedure to carry out future
assessments and provide interested
parties with an opportunity to comment
on such plans.

Status: Action in process. FERC stated
that it would decide on the cumulative
impact procedures to be used in major
river basins. GAO plans to review such
decisions to see if they clearly set forth
the procedures to be used in each basin.

Background

In response to a congressional request,
GAO: (1) assessed the pipe degradation
problems at the Surry and Trojan
nuclear power plants; and (2) addressed
actions that the Nuclear Regulatory
Commission (NRC) and the utilities took

to identify and correct pipe system
problems.

Findings

GAO found that: (1) prior to the Surry
accident, neither NRC nor the industry
believed that nuclear plants were
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susceptible to pipe deterioration; (2)
neither NRC regulations nor industry
standards required monitoring of erosion
and corrosion in single-phase pipes; (3)
utility companies found widespread
damage at Surry and widespread erosion
and corrosion in both the regulated and
unregulated portions of Trojan; (4)
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although the utilities took corrective
action to replace unacceptable pipes, no
industry-wide commitment exists to
ensure that all utilities monitor pipe
system integrity; and (5) after NRC
required all utilities to report the extent
of known damage due to erosion or
corrosion, it identified 34 nuclear plants

with some damage.

Open Recommendations to
Agencies

Recommendation: Due to the
significance of the information that has
been developed concerning erosion and
corrosion at nuclear power plants, the
Chairman, NRC, should require utilities
to: (1) inspect all nuclear plants to
develop data regarding the extent that
erosion and corrosion exist in pipe
systems, including straight sections of

Energy Information, Policy, and Regulation

Energy Management: States’ Use and DOE Oversight of

Exxon and Stripper Well Overcharge Funds

RCED-88-152, 06/14/88

pipe; (2) replace pipe that does not meet
the industry’s minimum allowable
thickness standards; and (3) periodically

monitor pipe systems and use the data
developed during these inspections to
monitor the spread of erosion and
corrosion in the plants.

Status: Action in process. After NRC
completes its inspection of selected
plants, NRC will decide whether to

impose additional requirements.

Background

In response to a congressional request,
GAO evaluated states’ use of over $3
billion from certain oil overcharge cases
to determine whether: (1) states’ use of
the funds, including interest, met
legislative and judicial requirements;
and (2) the Department of Energy’s
(DOE) plans for monitoring states’ use of
the funds also met the requirements.

Findings

GAO found that: (1) the seven states it
reviewed planned to use the funds on
allowable projects, such as providing
restitution to injured parties through
energy conservation or energy
assistance; (2) DOE approved the states
plans to use $57.8 million, or 16 percent
of the funds, for road and bridge repair,
research, and other projects that directly
benefited state and local governments,
but which DOE had previously

considered not to be restitutionary or
energy-related; and (3) DOE relied on
states to carry out on-site monitoring of
the funds’ use. GAO also found that: (1)
DOE procedures for monitoring state use
of nongrant funds were inadequate
because they did not provide on-site
monitoring or establish expectations for
states; (2) as of June 30, 1987, the states
approved plans to spend an estimated
$67 million on nongrant prajects; (3)
DOE relied on field offices to develop
monitoring procedures to ensure that
states spent interest earned from the
funds on energy-related programs; (4)
five of the seven states it reviewed met
the requirement to credit interest
earned to oil overcharge accounts, while
the other two credited approximately $3
million in interest to other program
accounts; and (5) two states used about
$17.7 million of the funds to supplant
state funds, while another used $1.7
million to reduce its funding of a project.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should direct the Assistant
Secretary for Conservation and
Renewable Energy to: (1) formulate, for
stripper well funds used for nongrant
projects, monitoring procedures that
comply with the Petroleum Overcharge
Distribution and Restitution Act of 1986
requirement that all stripper well funds
distributed to states be monitored in a
manner substantially similar to the
distribution of funds under the Warner
Amendment; and (2) ensure that DOE
field offices develop and implement
monitoring procedures that adequately
detect states’ improper use of interest
earned on Exxon and stripper well funds
and states’ use of Exxon and stripper
well funds to supplant state funds.
Status: Action taken not fully
responsive. DOE believed its existing
procedures are adequate.

GAO/0P-89-1
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Energy Information, Policy, and Regulation

Nuclear Health and Safety: Oversight at DOE’s Nuclear
Facilities Can Be Strengthened

RCED-88-137, 07/08/88

Background

In response to a congressional request,
GAO examined the Department of
Energy’s (DOE) environment, safety, and
health (ES&H) activities, including: (1)
the possibility that DOE could reduce
the visibility and management it
currently gives to safety and health
issues; (2) legislatively mandated
independent oversight of DOE nuclear
facilities; and (3) unclear safety
standards.

Findings

GAO found that: (1) DOE created an
Assistant Secretary for ES&H in 1985 to
oversee the operations and contractors
responsible for its nuclear defense
facilities; (2) since the health and safety

functions of the office were not
legislatively mandated, DOE could
relegate these issues to a level that
would not provide top management
attention; (3) although DOE created an
advisory committee on nuclear facility
safety, it did not meet GAO criteria for
effective and independent oversight; and
(4) since DOE did not determine what
commercial safety standards were
applicable to its nuclear facilities, it
could not determine if its facilities were
safe compared to commercial nuclear
facilities.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should revise DOE orders to

Energy Information, Policy, and Regulation

Nuclear Health and Safety: Stronger Oversight of Asbestos
Control Needed at Hanford Tank Farms

RCED-88-150, 07/29/88

establish meaningful safety standards
and implementation policies to guide
continued operation of existing facilities
and to use as baseline safety criteria for
developing its future strategy for the
defense complex. This revision should
include a formal process to: (1) clearly
identify the commercial standards,
guides, and codes that should be applied
to DOE nuclear facilities; and (2) justify
when a standard is not met.

Status: Action in process. DOE has
indicated its agreement with this
recommendation and states that full
implementation is underway. However,
DOE is not specific on actions being
taken or estimated time frames for
completion.

Background

Pursuant to a congressional request,
GAO investigated potential asbestos
exposure problems at the Department of
Energy’s Hanford site in Richland,
Washington (DOE/RL), focusing on the
activities of the: (1) contractor who
operated the site’s tank farms until June
1987; and (2) current contractor.

Findings

GAQO found that the original contractor:
(1) performed four asbestos removal and
repair jobs in 1987; (2) did not provide
employee monitoring and supervision for
the jobs; (3) did not begin to provide
training for such work until April 1987;
(4) requested an exemption, which
DOE/RL improperly granted, exempting
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it from full compliance with 8 of 14
revised Occupational Health and Safety
Administration (OSHA) requirements by
the mandated deadline; (5) established
an asbestos control plan for
implementing the guidelines within 9
months; and (6) did not ensure
compliance with the asbestos
requirements. GAO also found that the
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current contractor: (1) did not provide
employee monitoring or supervision for
the two asbestos removal and repair jobs
it performed in 1987; (2) continued to use
the first contractor’s asbestos control
plan when it replaced that contractor; (3)
conducted inadequate oversight of
asbestos jobs and failed to ensure
compliance with safety and health
requirements; and (4) plans to improve
its operations by providing asbestos
medical examinations, clarifying the role
of tank-farm operators in assisting

asbestos workers, providing employee
exposure monitoring, and providing
competent supervision of asbestos jobs.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should direct the Manager,
DOE/RL, to build on recent corrective

initintives hy activelv averseeine the
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asbestos program to ensure that its
contractors effectively implement and

comply with all DOE/OSHA asbestos
requirements.

Status: Action in process. DOE agreed
with the recommendation. Although
DOE has not yet fulfilled the
requirements of 81 U.S.C. 720, it has
requested its field office managers to
maintain active oversight of its asbestos
program to ensure compliance with
DOE/OSHA requirements. DOE issued

guidance on implementation of asbestos
control and initiated two special reviews
of its contractor’s asbestos programs.

Energy Information, Policy, and Regulation

Nuclear Regulation: NRC’s Decommissioning Cost
Estimates Appear Low

RCED-88-184, 07/29/88

Background

In response to a congressional request,
GAO discussed the: (1) adequacy of the
Nuclear Regulatory Commission’s (NRC)
cost estimates for decommissioning
nuclear power plants and fuel-cycle
facilities; and (2) methods that utilities
and operators could use to ensure the
availability of decommissioning funds.

Findings

GAO found that: (1) the NRC cost
estimates were low because they did not
consider the costs of shipping spent fuel
and demolishing nonradioactive
structures as decommissioning activities;
(2) NRC regulations did not include
requirements to clean up either on-site

or off-site facilities in the event of an
accident; (3) since the full extent of
decommissioning costs was unknown,
estimates from various sources ranged
from $10 million to about $3 billion per
nuclear power plant; (4) most experts
believed that the NRC estimate of
$750,000 to decommission fuel-cycle
facilities was low; and (5) new NRC
regulations requiring utilities and fuel-
cycle operators to accumulate funds
through prepayment, an external
sinking fund, surety bonds, or insurance
would provide reasonable assurance that
funds will be available for
decommissioning.
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Open Recommendations to
Agencies

Recommendation: The Chairman, NRC,
should reexamine NRC estimates to
determine whether they appropriately
reflect all the costs that utilities and
fuel-cycle operators believe are needed to
decommission their facilities. NRC
should use information being developed
to decommission Shippingport and the
information gained in resolving the
differences between the Battelle Pacific
Northwest Laboratory and TLG
Engineering, Inc. estimates for the
Washington Public Power Supply
System Unit 2 plant.

Status: Action not yet initiated. NRC
expected to respond to this
recommendation by November 18, 1988.
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Energy Information, Policy, and Regulation

Energy Management: DOE/Martin Marietta Royalty-

Sharing Agreement

RCED-88-194, 08/12/88

Background

In response to a congressional request,
GAO reviewed an agreement between
the Department of Energy (DOE) and
the operator of two of its facilities to
determine whether the agreement
violated a legislative restriction against
DOE augmentation of its appropriation.

Findings

GAO found that: (1) the contractor’s
deposit of royalties into an account
which it controlled was not an improper

augmentation of the DOE appropriation;
(2) the contractor could also use the
royalties to carry out technology
transfer activities authorized under the
agreement without improperly
augmenting the DOE appropriation; (3)
DOE decided to continue depositing
reimbursements of DOE patent costs
into the Treasury; and (4) DOE had not
decided whether it would use the
reimbursements for patent and licensing
costs of waived inventions for the
contractor to cover other contract

Energy Information, Policy, and Regulation

Nuclear Health and Safety: DOE Needs to Take Further
Actions to Ensure Safe Transportation of Radioactive

Materials

RCED-88-195, 09/27/88

activities or deposit them into the
Treasury.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should direct the Oak Ridge
Operations Office Manager to deposit
into the U.S. Treasury all royalties
received under Article 69 that are used
to provide reimbursement for seed
money provided to the contractor.
Status: Action not yet initiated.

Background

Pursuant to a congressional request,
GAO reviewed the Department of
Energy’s (DOE) regulation of its program
for transporting high-level radioactive
materials.

Findings

GAO found that: (1) the Nuclear
Regulatory Commission (NRC) identified
safety-related concerns with DOE-
certified containers for transporting
radioactive material, involving structure,

containment, shielding, thermal,
criticality, and acceptance testing and
maintenance conditions; (2) these
concerns prompted DOE to revamp
container certification procedures,
consolidate certification responsibility at
national headquarters, and remove
many of the containers from the
transport program; (3) a DOE
contractor’s review identified inadequate
documentation that the containers
complied with safety requirements, the
use of nonconservative analyses, and
calculation errors; (4) DOE continued to
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use the containers up to 3 months after
the contractor identified these problems;
(5) DOE used three containers for
several years without ever obtaining
certification; (6) DOE used four
containers with only 60-day approvals
for several years; and (T) DOE regarded
inadequate demonstration and
certification as documentation problems
not affecting container safety.

GAQ/0P-89-1
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Open Recommendations to
Agencies

Recommendation: In accordance with
the provisions of DOE Order 5480.3, the
Secretary of Energy should promptly
develop written guidance for addressing
and resolving safety-related concerns
raised about the packages used to ship
nonweapons, high-level radioactive

materials. This guidance should include
provisions for approving the continued
use of these packages by an organization
that does not manage their use.

Status: Action not yet initiated.

Recommendation: The Secretary of
Energy should: (1) promptly conduct an
independent review of all available
documentation to ensure that package

designs approved for transporting
nuclear explosives, nuclear components,
and special agsemblies meet all
applicable safety regulations; and (2)
consolidate certification responsibilities
for these packages with the centralized
package certification program at DOE
headquarters.

Status: Action not yet initiated.

Energy Supply

Uranium Enrichment: Congressional Action Needed To
Revitalize the Program

RCED-88-18, 10/19/87

Background

In response to a congressional request,
GAQ assessed the problems of the
Department of Energy’s (DOE) uranium
enrichment program and identified
options to revitalize it.

Findings

GAO found that: (1) the program’s
financial problems include $8.8 billion in
unrecovered costs, multibillion-dollar
payments for unused power, market
uncertainties due to ongoing litigation,
and potentially large decommissioning
costs; (2) DOE proposed to write off its
unproductive assets, which would leave
about $3.4 billion in unrecovered costs;
(3) price flexibility would allow DOE to
balance cost recovery objectives with
other program objectives; (4) DOE
lowered its production levels to meet the
objectives even though the continued low

production would cost more than §80
million over the next few years; and (5)
DOE proposed to restructure the
program as a federal corporation to
increase competition, free it from budget
restrictions, and permit flexible pricing.

Open Recommendations to
Congress

Recommendation: In order to place the
enrichment program on firm financial
footing, Congress should enact
legislation to define a reasonable
amount of costs the program needs to
recover. In defining the amount of costs
to be recovered, Congress should allow
the write-off of unproductive assets and
consider freezing total interest charges.
Status: Action in process.

Recommendation: In order to place the

enrichment program on firm financial
footing, Congress should enact
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legislation to provide the enrichment
program with sufficient budget and
management flexibility to ensure that
optimum production schedules are
followed and long-term customer
commitments are not compromised.
Status: Action in process.

Recommendation: In order to place the
enrichment program on firm financial
footing, Congress should enact
legislation to allow DOE sufficient
flexibility in setting its pricing strategy
to allow it to meet market competition.
Status: Action in process.

Recommendation: In order to place the
enrichment program on firm financial
footing, Congress should enact
legislation to require that DOE include
future decontamination and
decommissioning costs in its base of costs
to be recovered.

Status: Action in process.
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Energy Supply

Naval Petroleum Reserves-1: Data Corrections Made but
More Accurate Reserve Data Needed

RCED-88-174, 06/28/88

Background

Pursuant to a congressional request,
GAQ reviewed the Department of
Energy's (DOE) actions to correct Naval
Petroleum Reserve No. 1 (NPR-1)
production data inaccuracies which GAO
believed: (1) resulted from a lack of
effective internal controls; (2) caused
incorrect computation of the reserve’s
maximum efficient production rates; and
(3) could result in the government’s not
receiving its entire share of remaining
recoverable reserves if NPR-1 were sold.

Findings

GAO found that DOE promptly initiated
actions to correct data inaccuracy
problems, including: (1) rewriting
computer programs; (2) conducting tests
of corrected data to validate the

production accounting system'’s accuracy;
(3) developing new allocation factors for
the production accounting system; (4)
establishing standards for developing
new allocation factors; and (5) validating
all historical monthly production data.
GAO also found that DOE: (1) will take
almost a year to complete all corrective
actions and will require additional time
to measure the effectiveness of its newly
implemented internal controls; (2) did
not detect certain errors in allocation
factors that had cleared its review
process; and (3) has not exercised a study
contract option that would provide it
with the specific geologic data it needs to
protect the government’s interests if it
should choose to sell or manage the
reserve.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should authorize the Director,
Office of Naval Petroleum and Qil Shale
Reserves, to exercise the government’s
option for phase IVb under the current
contract to obtain more detailed geologic
and engineering data needed to
accurately determine the ownership of
oil produced to date.

Status: Action not yet initiated. The
contractor delivered final reports on the
first three phases of the reserve study in
August 1988. The results of phases II
and III are being reviewed by DOE
technical staff. DOE believes it would be
inappropriate at this time to exercise the
phase III B option without considering
the results of its technical evaluation of
phases II and II1.

Energy Supply

Nuclear Waste: DOE Should Base Disposal Fee Assessment
on Realistic Inflation Rate

RCED-88-129, 07/22/88

Background

GAOQO reviewed the Department of
Energy's (DOE) annual assessment of the
nuclear waste disposal program fee,
focusing on DOE treatment of inflation
in assessing fee adequacy.

Findings

GAO found that: (1) in June 1987, DOE
recommended that the disposal fee
remain unchanged, even though its
analysis showed that, at a 4-percent
inflation rate, the current fee would
result in end-of-program deficits of $21
billion to $76 billion; (2) DOE should
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have proposed a fee increase to
Congress, based on the inflation rate, to
ensure that revenues would cover
program costs; and (3) future program
changes and reduced costs should enable
DOE to begin using a realistic inflation
rate in determining fee adequacy in
1988.

GAO/OP-89-1
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should use a realistic base-case

inflation rate estimate in determining
the waste disposal fee needed to produce
sufficient revenues to recover total

nracram nnatg
pluglailil Lusuo.

Status: Recommendation valid/action
not intended. DOE does not concur with
this recommendation.

Energy Supply

Electric Power: Issues Concerning Expansion of the Pacific
Northwest-Southwest Intertie

RCED-88-199, 09/14/88

Background

Pursuant to a congressional request,
GAQO discussed the Bonneville Power
Administration’s (BPA) plans to expand
the Pacific Northwest-Southwest
Intertie, focusing on the: (1) BPA
justification for the expansion; (2)
relationship of Canadian power imports
to the intertie expansion; and (3)
potential impacts on salmon and
steelhead trout.

Findings

GAO found that: (1) BPA estimated that
its costs for the 1600-megawatt (MW)
addition would be $327 million, the net
economic benefit of the addition through
2030 would be $661 million, and its share
of net benefits would be $199 million; (2)
BPA projected losses for the first 4 years
and estimated that it would take 18
years to recover its investment; and (3) it
was unclear whether the second 800-MW

increment of capacity increase would
result in net benefits to BPA. GAO also
found that BPA estimated that: (1)
Canada could receive $161 million of the
net benefits and could further benefit if
it decided to increase exports; and (2)
losses of salmon and steelthead trout
related to the expansion would be under
3 percent, but made its estimates with a
controversial computer model called
FISHPASS.

Open Recommendations to
Agencies

Recommendation: The Administrator,
BPA, should clarify the BPA economic
analysis by providing a breakout of BPA
costs and the sources and extent of
revenues it expects for each 800-MW
increment of the addition. Doing the
analysis for each using the same
regionwide net benefits approach that
BPA employed in its original analysis
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would be useful. This information should
help clarify the relationship between the
economic basis for the BPA investment
and noneconomic considerations, and it
may also contribute to the decision
about how much capacity BPA should
pay for.

Status: Action not yet initiated. Agency
has not yet responded to this
recommendation.

Recommendation: The Administrator,
BPA, should contract for an independent
review of FISHPASS and include the
activities generally undertaken in
Environmental Protection Agency (EPA)
reviews of models. The Administrator
may wish to consult with EPA officials
concerning the content and methods
used in these reviews.

Status: Action not yet initiated. Agency
has not yet responded to this
recommendation.

GAO/OP-89-1
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Energy Supply

Nuclear Waste: Fourth Annual Report on DOE’s Nuclear

XEY _ L. T

vaste rrogram

RCED-88-131, 09/28/88

Background

Pursuant to a legislative requirement,
GAO assessed the Department of
Energy’s (DOE) efforts to implement the
Nuclear Waste Policy Act of 1982,
focusing on the: (1) implications of
declining nuclear waste quantities; (2)
increased program costs; and (3) effects
of the 1987 revisions to the act on the
DOE plan for a facility to receive and
store nuclear wastes.

Findings

GAO found that: (1) waste disposal
projections have declined because
utilities have not ordered new nuclear
power plants since 1978; (2) despite this
decline, estimates of waste program costs
increased from $23 billion in 1983 to $33
billion in 1987; (8) DOE estimated that it
would cost $23 billion to implement the

revised program, with Yucca Mountain
as the sole repository, and about $31
billion if it constructed a second
repository; (4) DOE expected the Yucca
Mountain site in Nevada to hold 70,000
metric tons of wastes but was uncertain
about the site’s potential for expansion;
and (5) the act’s revisions limited DOE
authority to construct and operate a
monitored retrievable storage (MRS)
facility in advance of a repository.

Open Recommendations to
Congress

Recommendation: Congress may wish
to explore with DOE the advantages of
earlier and more complete site
characterization information on the
secondary rock formations at Yucca
Mountain, in view of the continuing
decline in the estimates of waste to be

disposed of and uncertainty about the
capacity of the currently defined
primary disposal area at that site.
Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: To provide the
Monitored Retrievable Storage Review
Commission with the best possible
information for its evaluation and report
to Congress on June 1, 1989, the
Secretary of Energy should supplement
the original DOE MRS facility proposal
by identifying, with supporting analyses,
the benefits of adding a facility to the
nuclear waste system under the
conditions established in the Nuclear
Waste Policy Amendments Act of 1987.
Status: Action not yet initiated.

Energy Supply

Nuclear Waste: Repository Work Should Not Proceed Until
Quality Assurance Is Adequate

RCED-88-159, 09/29/88

Background

Pursuant to a congressional request,
GAO examined the Department of
Energy’s (DOE): (1) progress in
developing a quality assurance program
for characterizing the Yucca Mountain,
Nevada, site for possible use as a nuclear

waste repository; and (2) interaction with Findings

the Nuclear Regulatory Commission
(NRC) in identifying and resolving
potential quality-related licensing
problems.
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GAO found that: (1) NRC oversight of
quality assurance program development
was limited due to problems and delays
in DOE program development; (2) NRC
identified several concerns about the
program regarding document

GAO/OP-89-1
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inadequacy, noncompliance with quality
assurance standards, ineffective
contractor auditing, general program
management and development, and lack
of direct control over the contractor’s
quality assurance programs; (3) NRC
formally concluded that it lacked
confidence in the program’s adequacy;
and (4) DOE acknowledged that,
although its present quality assurance
was inadequate, it would be ready for
NRC verification before site
characterization began. GAQ also found
that neither DOE nor NRC have
sufficiently attempted to timely address
these concerns, since: (1) DOE assigned a
higher priority to other project activities
and did not resolve any of the problems
NRC identified; and (2) NRC has not
aggressively pursued opportunities to
more adequately assess the quality
assurance program and has not raised
unresolved issues to higher-level NRC or

DOE management for possible
resolution.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should proceed with site
characterization work segments only
after the Secretary determines that all
quality assurance programs related to
regulatory-related work are in place and
meet NRC standards.

Status: Action not yet initiated.

Recommendation: The Secretary of
Energy should proceed with site
characterization work segments only
after NRC has notified DOE that it
concurs with the Secretary’s
determination.

Status: Action not yet initiated.
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Recommendation: To help ensure that
quality assurance concerns are
addressed in a timely manner, the
Chairman, NRC, should use NRC
nuclear waste quarterly progress reports
as a vehicle for bringing these concerns
to the attention of senior NRC
management.

Status: Action not yet initiated.

Recommendation: To ensure that issues
raised as a result of the interaction
between NRC and DOE are resolved
early, the Secretary of Energy and the
Chairman, NRC, should incorporate into
the pre-licensing consultation agreement
procedures for ensuring that issues will
be resolved on mutually agreeable
schedules.

Addressee: Department of Energy
Status: Action not yet initiated.
Addressee: Nuclear Regulatory
Commission

Status: Action not yet initiated.

GAO/OP-89-1
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Systems

CPA Audit Qua lity: Many Governmental Audits Do Not
Comply With Prof SSiO‘nal Standards

AFMD-86-33, 03/19/86

Background internal controls; and (4) smaller CPA of Certified Public Accountants should
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s

GAO rev1ewed the quality of certified
public accountants’ (CPA) audits of
federal assistance programs.

Findings

GAO found that: (1) CPA did not
satisfactorily comply with auditing
standards on 34 percent of the
governmental audits they performed; (2)
more than half of the unsatisfactory
audits had severe standards violations;
(3) two predominant CPA problems were
insufficient audit work or working paper
evidence showing testing of compliance
with laws and regulations, and evidence
showing studies and evaluations of

firms had greater problems than larger
firms in satisfactorily complying with
standards. GAO believes that, to
improve the quality of governmental
audits: (1) CPA must have the expertise
to perform governmental audits; (2) the
profession should develop and maintain
positive enforcement programs to
randomly or periodically review CPA
who perform poor quality audits; (3) the
profession should work actively with
agency inspectors general (IG) to
improve the systems that IG have for
reviewing, compiling, analyzing, and
using data on individual audits to
identify and correct trends or patterns of
quality problems; and (4) state boards of
accountancy and the American Institute

act promptly and decisively to address
professional standards violations
referred to them.

Open Recommendations to
Agencies

Recommendation: The Director of the
Office of Management and Budget
(OMB) should establish, consistent with
the Single Audit Act, more definitive
criteria for prohibiting the cost of
substandard audits to be charged to
federally assisted programs.

Status: Recommendation valid/action
not intended. OMB has not followed
through on its stated intentions to
address this issue.

Internal Controls: Weaknesses in HUD’s Single Family
Housing Appraisal Program

RCED-87-165, 09/30/87

Background

GAO analyzed the Department of
Housing and Urban Development’s
(HUD) efforts to correct weaknesses in
its single-family housing appraisal
program.

Findings

GAO found that HUD: (1) selected
appraisals for review without a

systematic, statistical sample; (2) did not
meet the requirements of its present
review program; and (3) used fee
appraisers to perform field reviews of
other appraisers’ work, despite
indications that this practice increased
the potential for fraud, waste, and abuse.
GAO also found that HUD field offices:
(1) overrode random computer selections
of appraisers and assigned them
manually without adequate supervision
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or documentation; (2) did not provide
regularly scheduled training for fee
appraisers; and (3) failed to terminate
appraisers who were performing
unsatisfactorily.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Housing and Urban Development should

GAO/0P-89-1
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direct the Assistant Secretary for
Housing to develop, at field offices where
it is cost-beneficial, a systematic plan
with a sound methodological basis, such
as statistical sampling, to produce
accurate estimates of the appraisal
quality at each of its field offices. In
conjunction with the development and

implementation of this plan, the
Assistant Secretary should ensure that
each field office will continue to identify
the poor performers and, if necessary in
the large offices, use some of the reviews
no longer needed for general oversight to
monitor their performance.

Status: Action in process. A sampling
plan is being installed in all HUD
offices, but has not yet started. HUD
anticipates that the plan will begin in
the near future, but did not pinpoint a
date.

Internal Controls: EPA Needs To Improve Controls Over
Change Orders and Claims

RCED-88-16, 11/17/87

Background

GAO provided information on the
Environmental Protection Agency’s
(EPA) internal controls over its
Construction Grants Program and the
actions taken to correct three grants
management weaknesses that GAO
identified.

Findings

GAO found that, while EPA has
alleviated three identified grants
management weaknesses: (1) many of

the change orders and claims that GAO
reviewed had missing or incomplete
documentation; (2) reviewing agencies
misinterpreted and inconsistently
applied EPA guidance; and (3) EPA was
not monitoring the reviewing agencies.

Open Recommendations to
Agencies

Recommendation: The Administrator,
EPA, should direct the Director, Office

of Municipal Pollution Control, to
perform follow-up reviews of the

corrective actions to ascertain that the
internal controls are in place, being
implemented, and are effective in
providing reasonable assurance that
change orders and claims are adequately
supported and properly evaluated.
Status: Action not yet initiated. EPA is
planning to conduct an Internal Control
Review in 1989, allowing time for the
corrective actions to be implemented, to
assess the documentation of change
orders and claims that are submitted for
review and approval.

ADP Internal Controls: Actions To Correct System
Weaknesses for Federal Employees’ Compensation

IMTEC-88-9, 12/22/87

Background

Pursuant to a congressional request,
GAO evaluated the Employment
Standards Administration’s (ESA)
Federal Employees’ Compensation Act

(FECA) Program, focusing on its: (1)
progress in correcting material
automatic data processing (ADP)
weaknesses identified by the

Department of Labor; (2) identification of

all material ADP weaknesses; and (3)

Page 60

process for identifying and correcting
ADP internal control weaknesses.
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Findings

GAO found that, although ESA has
made progress in correcting its
administrative control weaknesses, it
has not: (1) expanded the automated
medical fee schedule; (2) completed
replacement of its computerized system;
and (3) corrected security weaknesses
that allow inappropriate access to
payment systems. GAO found no
additional material ADP weaknesses. In
addition, GAO found that, although ESA
generally complied with applicable
guidelines for identifying and correcting
ADP weaknesses, it: (1) frequently closed
or planned to close material ADP
weakness cases before it verified
correction of the weaknesses; and (2)
made only limited use of the results of
FECA district offices’ accountability
reviews.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Labor should reopen the closed
corrective action with respect to
expanding the automated medical fee
schedule to include noncovered provider
types, such as hospitals and pharmacies,
and direct the Assistant Secretary, ESA,
to determine the feasibility of expanding
its automated medical fee schedule to
include the currently uncovered provider
types, as part of completing this
corrective action. The Secretary should
continue to report this issue as an open
corrective action until appropriate
internal controls are implemented.
Status: Action in process. To assess the
feasibility of medical fees, the Medical
Director of the Office of Workers’
Compensation Program has completed
visits to two state compensation systems,
and is also examining the Health and
Human Services Health Care Financing

System. No completion date has been
set.

Recommendation: The Secretary of
Labor should ensure that the Assistant
Secretary, ESA, provides for adequate
internal controls to protect FECA ADP
systems and requires that ADP security
procedures are followed. As part of this
requirement, the Assistant Secretary
should ensure that actions are
implemented to improve ADP internal
controls which protect system access by
providing each authorized FECA user
with a unique user identifier and
password so that user accountability can
be effectively tracked, in accordance
with Federal Information Processing
Standard (FIPS) Publication 83 and
FECA procedures.

Status: Action in process. Security
measures are being developed as part of
this FECA data system enhancements
for the new FECA system (1990-1994).

ADP Management Controls: Farmers Home

Administration Can Improve Reporting of Weaknesses

IMTEC-88-38, 07/25/88

Background

GAO determined whether the Farmers
Home Administration (FmHA)
identified, corrected, and reported its
automatic data processing (ADP)
weaknesses in compliance with the
Federal Managers' Financial Integrity
Act of 1982 (FMFIA).

Findings

GAO found that FmHA failed to: (1)
submit for inclusion in the Department
of Agriculture’s (USDA) annual FMFIA

reports the specific ADP management
weaknesses which USDA and Treasury
identified in their management reviews;
(2) identify widespread patterns of
weaknesses occurring among states in its
management control reviews of field
offices; (3) report that field office
internal controls over loan servicing and
collection activities were inadequate; (4)
correct two ADP weaknesses concerning
access controls and its priority-setting
process for system design requests,
which it had previously reported as
corrected; or (5) verify the
implementation or effectiveness of
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corrective actions for uncorrected
weaknesses.

Open Recommendations to
Agencies

Recommendation: To ensure that the
FmHA FMFIA process identifies,
corrects, and reports all FmHA ADP
management weaknesses, as called for
by USDA implementation of that act,
the Secretary of Agriculture should
include in the USDA FMFIA annual
report specific ADP management

GAO/0P-89-1



Financial Management and Information Systems

weaknesses identified by the 1986 and
1987 USDA and Treasury studies, along
with planned corrective actions.

Status: Action in process. The
weaknesses cited are to be included in
the USDA 1988 Financial Integrity Act
report.

Recommendation: To ensure that the
FmHA FMFIA process identifies,
corrects, and reports all FmHA ADP
management weaknesses, as called for
by USDA implementation of that act,
the Secretary of Agriculture should
ensure that field office evaluations are
an integral part of the FmHA FMFIA
process by requiring that evaluation
results be fully analyzed so that
widespread patterns of weaknesses are
properly identified and included in the
USDA FMFIA reports.

Status: Action in process. Recurring
ADP weaknesses identified through the
recommended analysis are to be included

in the USDA 1988 Financial Integrity
Act report.

Recommendation: To ensure that the
FmHA FMFIA process identifies,
corrects, and reports all FmHA ADP
management weaknesses, as called for
by USDA implementation of that act,
the Secretary of Agriculture should
include in future USDA FMFIA reports
the specific weakness that FmHA field
office internal controls over loan
servicing and processing are inadequate,
until the weakness is corrected.

Status: Action in process. The weakness
cited is to be included in the USDA 1988
Financial Integrity Act report.

Recommendation: To ensure that the
FmHA FMFIA process identifies,
corrects, and reports all FmHA ADP
management weaknesses, as called for
by USDA implementation of that act,
the Secretary of Agriculture should
ensure that proposed actions to correct

weaknesses are adequate, by verifying
their implementation and effectiveness
before reporting that the weaknesses are
corrected.

Status: Action in process. The
verification process is scheduled to be
part of the USDA internal control
process in the future.

Recommendation: To ensure that the
FmHA FMFIA process identifies,
corrects, and reports all FmHA ADP
management weaknesses, as called for
by USDA implementation of that act,
the Secretary of Agriculture should
include in future USDA FMFIA reports
the weakness and planned corrective
actions concerning the ineffective
priority-setting process for reducing the
backlog of system change requests until
the weakness is corrected.

Status: Action in process. The weakness
cited is to be included in the USDA 1988
Financial Integrity Act report.

Budget Issues: USDA’s Commodity Certificates Should Be
Recognized in Budget Totals

AFMD-88-27, 08/16/88

Background

In response to a congressional request,
GAO examined the current budget
treatment of the Commodity Credit
Corporation’s (CCC) commodity
certificates to: (1) determine if CCC
should treat the certificates as cash for
budget purposes; and (2) develop
alternative budget reporting methods.

Findings

GAOQ evaluated three budget reporting
methods for commodity certificates, and

found that: (1) continuing to treat
certificate issuances as noncash
transactions, excluding them from the
budget authority and outlay totals and
including a supplementary table would
involve no change, but would not ensure
systematic congressional review; (2)
treating the certificates as cash
transactions and including them in the
total budget authority and outlay totals
would ensure congressional review of
their use, but would add noncash
amounts to a cash-based total; and (3)
establishing new terms and totals for the
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use of noncash assets to finance
government programs would provide
Congress with more information
regarding the use of commodity
certificates, but could initially reduce
understanding of budget information.

Open Recommendations to
Agencies

Recommendation: The Director of the
Office of Management and Budget

should include the use of commodity
certificates in budget totals reviewed by
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Congress by developing a new set of
noncash-based terms and totals, or by
treating the issuance of commodity
certificates as if they were cash. The

Director should also consider these
approaches for applicability to the other
programs with authority to use noncash
asset financing and should consult on

Accounting Systems in Operation

Loan Asset Sales: OMB Policies Will Result in Program
Objectives Not Being Fully Achieved

AFMD-86-78, 09/25/86

the matter with congressional budget
and appropriations committees.
Status: Action not yet initiated.

Background

In response to a congressional request,
GAO provided information on the Office
of Management and Budget's (OMB)
objectives and guidelines for agencies to
follow in selling loan assets.

Findings

GAO found that OMB guidelines for
loan asset sales: (1) require that all sales
be made without future recourse to the
federal government; (2) require that
purchasers assume responsibility for
collecting and servicing loan assets when
such assets are sold; (3) would treat the
loan asset sales proceeds as borrowings if
sales are made with recourse to the
government, which would be contrary to
normal budgetary treatment of
guarantees; and (4) will not assist in
accurately measuring credit program

subsidies, which is one of the program’s
objectives. GAO believes that: (1) the
guidelines will not protect the
government’s best interest, since the
government will not be maximizing net
proceeds on the sale of certain loan
portfolios; (2) the proposed budgetary
treatment of loan asset sales with
limited recourse does not reflect the
actual and potential economic
consequences of such sales, and is
incorrect budgetary treatment; and (3)
several of the requirements will result in
overstating the subsidies associated with
credit programs and, therefore, OMB
will not fully achieve its objectives.

Open Recommendations to
Agencies

Recommendation: To fully maximize
loan sale net proceeds and fulfill the
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objectives of its loan asset sale program,
the Director, OMB, should revise OMB
guidelines for sale of loan assets to
permit agencies to sell loan assets on a
structured basis, which would include
some form of future recourse to the
government, or other credit
enhancement, and permit servicing of
sold loans by an entity other than the
purchaser.

Status: Action in process. OMB is
revising its loan asset sale and
prepayment guidelines in OMB Circular
A-129 to permit agencies to sell loans in
a manner that results in the maximum
net proceeds to the government. The
revised guidelines will allow credit
enhancements such as
overcollateralization.
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Accounting Systems in Operation

Loan Asset Sales: OMB Policies Will Result in Program
Objectives Not Being Fully Achieved

AFMD-86-79, 09/25/86

Background

In response to a congressional request,
GAO provided information on the Office
of Management and Budget's (OMB)
objectives and guidelines for agencies to
follow in selling loan assets.

Findings

GAO found that OMB guidelines for
loan asset sales: (1) require that all sales
be made without future recourse to the
federal government; (2) require that
purchasers assume responsibility for
collecting and servicing loan assets when
such assets are sold; (3) would treat the
loan asset sales proceeds as borrowings if
sales are made with recourse to the
government, which would be contrary to
normal budgetary treatment of
guarantees; and (4) will not assist in
accurately measuring credit program

subsidies, which is one of the program’s
objectives. GAO believes that: (1) the
guidelines will not protect the
government’s best interest, since the
government will not be maximizing net
proceeds on the sale of certain loan
portfolios; (2) the proposed budgetary
treatment of loan asset sales with
limited recourse does not reflect the
actual and potential economic
consequences of such sales, and is
incorrect budgetary treatment; and (3)
several of the requirements will result in
overstating the subsidies associated with
credit programs and, therefore, OMB
will not fully achieve its objectives.

Open Recommendations to
Agencies

Recommendation: To fully maximize
loan sale net proceeds and fulfill the

objectives of its loan asset sale program,
the Director, OMB, should revise OMB
guidelines for sale of loan assets to
permit agencies to sell loan assets on a
structured basis, which would include
some form of future recourse to the
government, or other credit
enhancement, and permit servicing of
sold loans by an entity other than the
purchaser.

Status: Action in process. OMB is
revising its loan asset sale and
prepayment guidelines in OMB Circular
A-129 to permit agencies to sell loans in
a manner that results in the maximum
net proceeds to the government. The
revised guidelines will allow credit
enhancements such as
overcollateralization.

Accounting Systems in Operation

Internal Controls: Defense Fuel Supply Center’s Recording
and Reporting of Accounts Payable

AFMD-87-30, 05/13/87

Background

In response to a congressional request,
GAQO assessed the adequacy of the
Defense Fuel Supply Center’s (DFSC)
financial and management information
gystem in controlling, accounting for,

and reporting on its fuel program,
specifically its accounts payable.

Findings

During fiscal year 1986, DFSC purchased
over $4.3 billion in fuels and, as of
September 30, 1986, had over 17,500
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accounts-payable balances, totalling
about $416 million. GAO found that
DFSC: (1) did not have adequate controls
to ensure the proper recording and
reporting of accounts payable resulting
from its fuel purchases; (2) inaccurately
reported the amounts it owed
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contractors; and (3) conducted inaccurate
reviews of accounts-payable balances and
did not know if the balances that
remained outstanding for long periods
were correct. GAO also found that DFSC
improperly recorded and reported
overpayments to contractors as negative
accounts payable rather than accounts
receivable, which understated both
balances and caused management to lose
control over collections. GAO noted that
DFSC manually processes contractors’
requests for payments and relies on
documentary evidence to validate these

payments, but it plans to implement an
automated disbursing system which will
interface with the Defense Fuel
Automated System (DFAM) and rely
primarily on DFAM data to validate
payment information.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Defense should direct the Director, DLA,

to require the Administrative Support
Center and DFSC to continue to operate

the manual disbursing system until the
automated system shows that it can
make reliable disbursements.

Status: Action in process. DOD is
withholding implementation until
review of accounts payable is complete
and assurance through monitoring of
payments based on DFAM data shows
data are reliable. DOD estimated full
implementation of automated
disbursement system by December 1988.
Testing of the disbursement system
began in August 1988.

Accounting Systems in Operation

Debt Collection: More Aggressive Action Needed To Collect
Debts Owed by Health Professionals

AFMD-88-23, 02/02/88

Background

Pursuant to a congressional request,
GAO evaluated the Department of
Health and Human Service's (HHS)
Health Resources and Services
Administration’s (HRSA) debt collection
efforts under its financial assistance
programs for health professions and
medical facilities, focusing on the: (1)
Health Professions Student Loan
Program; (2) Nursing Student Loan
Program; (3) National Health Service
Corps Scholarship Program; (4) Health
Education Assistance Loan Program,;
and (5) Health Facilities Direct and
Guaranteed Loan Program.

Findings

GAO found that: (1) HRSA imposed
several measures which resulted in
significant declines in loan delinquency
rates for health professions schools, but
not for nursing schools; (2) the
delinquency rates for nursing schools

will decline when HRSA terminates a
large number of these schools from the
program for noncompliance with
performance standards; (3) health
professions and nursing schools reported
$47.5 million in delinquent loans as of
June 30, 1986, of which $27 million was
more than 3 years delinquent; and (4)
HRSA has not established a time frame
in which schools must request write-off
approval for uncollectible loans. GAO
also found that: (1) lack of a
comprehensive debt management
system, staffing shortages, and failure to
follow established procedures have
seriously hindered HRSA attempts to
collect on delinquent debts; (2) HRSA
untimely issued collection notices, made
few personal contacts with delinquent
debtors, and improperly granted
additional time for delinquent debt
repayment; and (3) HHS opposes
offsetting delinquent educational debts
from Medicare reimbursements to
physicians.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Health and Human Services should
direct the Administrator, HRSA, to
establish time limits within which
schools participating in the Health
Professional and Nursing Student Loan
programs must determine the
collectibility of delinquent loans and
must request HRSA write-off approval
for those which are determined to be
uncollectible.

Status: Action in process. HHS
determined that it has statutory
authority and plans to amend its
regulations to implement this
recommendation. HHS is currently
revising the regulations, but has not
established a target for completion.

Recommendation: The Administrator,

HRSA, should set time limits within
which the schools must reimburse the
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funds, or HRSA (in the case of those
schools which are no longer
participating in the programs) for those
loans for which the schools did not
follow required collection procedures.
Status: Action in process. HHS plans to
modify its program regulations so that
this recommendation can be
implemented. HHS is currently revising
the regulations, but has not established
a target date for completion.

Recommendation: To facilitate the
collection of unpaid debts, the Secretary
of Health and Human Services should
direct the Administrators of the Health
Care Financing Administration and
HRSA to pilot test the offset of Medicare
reimbursements to physicians delinquent
on HRSA medical educational
assistance. If the pilot test successfully
demonstrates the merits of the offset

procedure, offset should be fully
implemented.

Status: Recommendation valid/action
not intended. Instead of offset, HHS
plans to exclude delinquent physicians
from the Medicare program. HHS
believes the threat of exclusion will
provide a strong incentive for delinquent
physicians to repay their debts.

Accounting Systems in Operation

Foreign Military Sales: Redirection of Accounting
Improvement Efforts Is Appropriate

AFMD-88-75, 09/15/88

Background

Pursuant to a congressional request,
GAO reviewed Department of Defense
(DOD) efforts to correct long-standing
accounting problems in its Foreign
Military Sales (FMS) Program.

Findings

GAO found that, since March 1988, DOD
has: (1) terminated the current central
FMS accounting system development
effort, citing its excessive costs, schedule
delays, and unsatisfactory testing
results; (2) transferred responsibility for
central FMS accounting from the
Defense Security Assistance Agency
(DSAA) to the Air Force for

development, implementation, and
operation of a new system; (3) directed
the establishment of a new FMS trust
fund by October 1989; (4) directed DSAA
to reconcile balances in both the existing
and new FMS trust funds; and (5) not
clarified the role of the Reconciliation
and Case Closure Board in this
reorganized effort. GAQO believes that, to
improve FMS accounting controls and
effectively implement its latest
initiatives, DOD needs to implement
accounting controls to ensure that: (1)
the old and new trust funds do not
become comingled; (2) military
departments transmit and record
accurate and complete data in the
central FMS system; and (3) central
records contain sufficient information to
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facilitate precise identification and
timely resolution of imbalances.

Open Recommendations to
Agencies

Recommendation: To ensure that
reconciliations are an integral part of
routine FMS accounting activities and to
ensure that both routine and nonroutine
reconciliation responsibilities are clearly
defined, the Secretary of Defense should:
(1) assign full FMS accounting
responsibility, including reconciliation,
to the Air Force; and (2) clarify the role
of the Reconciliation and Case Closure
Board in the reconciliation process.
Status: Action not yet initiated.
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Accounting Systems in Operation

Financial Management: Continued Top Management
Support Needed to Improve HHS’ Accounting Systems

AFMD-88-37, 09/29/88

Background

GAOQ reviewed the Department of
Health and Human Service's (HHS)
financial management environment and
its effectiveness in accounting for and
controlling funds and other resources
and reporting on its operations.

Findings

GAO found that the current HHS
accounting systems did not effectively
account for and control its resources,
since: (1) there were unexpended fund
balance differences of over $3 billion
between the HHS accounting records
and its financial reports; (2) HHS did not
know the amount of funds it had
available, advances made to grant
recipients, and property it was
responsible for controiling; and (3) HHS
did not adequately identify all material
accounting system weaknesses in its
1987 Financial Integrity Act report.
GAO also found that HHS did not
aggressively pursue the collection of
about $31 million in audit allowances
because of: (1) inadequate documentation
of the audit disallowance; (2) untimely
recording of accounts receivable; and (3)
the lack of written debt collection
procedures. In addition, GAO found that:
(1) since 1978, HHS has initiated two
major departmentwide accounting
system enhancement efforts, but neither
was successful, partially because HHS
operating divisions were not supportive;
(2) HHS has developed a financial
management plan, called the Phoenix
Project Plan, which should improve the
efficiency of its accounting systems and

which has the support of the operating
divisions; and (3) the Phoenix Project
Plan did not clearly delineate how or if
HHS will integrate its accounting
system enhancement efforts with its
efforts to improve its programmatic
systems.

Open Recommendations to
Agencies

Recommendation: In order to help
strengthen department accounting and
internal control systems, the Secretary
of Health and Human Services should
direct the operating divisions to adhere
to established accounting policies and
procedures for performing periodic
reconciliations between their accounting
records and internal and external
financial reports to determine the causes
of differences and the correct amounts
for fund balances, advances, receivables,
and property.

Status: Action not yet initiated.

Recommendation: In order to help
strengthen department accounting and
internal control systems, the Secretary
of Health and Human Services should
develop written procedures for the
collection of audit disallowances to
ensure compliance with debt collection
laws and regulations.

Status: Action not yet initiated.

Recommendation: In order to help
strengthen the department accounting
and internal control systems, the
Secretary of Health and Human Services
should build upon the Social Security
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Administration’s efforts to have its
financial statements prepared and
audited by an independent party by
expanding this effort to the other
operating divisions.

Status: Action not yet initiated.

Recommendation: In order to help
strengthen department accounting and
internal control systems, the Secretary
of Health and Human Services should
identify all material accounting system
weaknesses and the actions to be taken
to correct the weaknesses in the annual
HHS Financial Integrity Act report.
Status: Action not yet initiated.

Recommendation: The Secretary of
Health and Human Services should
closely monitor the accounting system
enhancement efforts under the Phoenix
Project Plan to ensure that known
accounting system problems are
corrected and improvements to the
financial management environment are
occurring. This can be accomplished
through periodic briefings and progress
reports from the Assistant Secretary for
Management and Budget, the
Department’s Chief Financial Officer, on
the operating divisions’ system
enhancement efforts, including
information on slippages in costs and
milestones.

Status: Action not yet initiated.

Recommendation: The Secretary should
direct the Assistant Secretary for
Management and Budget to ensure that
the system enhancement efforts under
the Phoenix Project Plan are integrated
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with the programmatic system
enhancement efforts to avoid

unnecessary developmental cost and to
provide for systems compatibility.

Developing and Disseminating Audit Standards

Financial Reporting: NASA Can Improve Compliance With
GAO Standards and Treasury Requirements

AFMD-88-21, 02/29/88

Status: Action not yet initiated.

Background

GAO reviewed the National Aeronautics
and Space Administration’s INASA)
preparation of its fiscal year 1986 Report
on Financial Position to determine the
extent of compliance with GAO and
Treasury annual financial reporting
requirements.

Findings

GAO found that: (1) NASA substantially
complied with GAO and Treasury
standards and requirements in
preparing its financial reports; (2)
although the Goddard Space Flight
Center recorded liabilities for contractor
services, employee travel, utilities, and

personnel compensation as they
occurred, it did not recognize liabilities
for goods and services such as inventory
items, supplies, and property or services;
(3) NASA did not eliminate intra-agency
balances, such as receivables and
payables, when it prepared consolidated
financial statements; and (4) NASA did
not disclose its capitalization policy, the
basis for its capitalized property
valuations, or the method it used in
valuing inventories.

Open Recommendations to
Agencies

Recommendation: To ensure that
NASA fully complies with standards and

requirements, and thus ensure that it
provides reliable and useful financial
management information to the
Treasury, the Administrator, NASA,
should require the NASA Comptroller to
report liabilities at Goddard and other
centers in accordance with GAQO and
Treasury requirements.

Status: Action in process. Estimated
completion date: 09/89. All centers have
been directed to report liabilities in
accordance with GAQ and Treasury
requirements. The NASA Financial
Management Division will determine the
extent that field offices are actually
complying during fiscal year (FY) 1989.

Internal Audit

Inspectors General: Compliance With Professional
Standards by the Transportation Inspector General

AFMD-87-28, 08/10/87

Background

In response to a congressional request,
GAO reviewed the Department of
Transportation’s (DOT) Office of
Inspector General (OIG) to determine
whether the Inspector General
conducted audits and investigations in

accordance with generally accepted
standards.

Findings

GAOQ found that the DOT Inspector
General: (1) complied with 19 of the 23
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audit and investigation standards it
tested; (2) needed to take corrective
action to ensure satisfactory compliance
with audit standards on evidence,
reporting, supervision, and quality
assurance; (3) developed policies to
ensure that the OIG staff had an
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awareness and understanding of
professional standards, but some of the
policies were inadequate; (4) did not
always have adequate audit quality
processes to alert management to
problems which could impact work
quality and effectiveness; and (5) did not
track all audit report recommendations
through the implementation of
corrective actions. GAQO also found that
the DOT semiannual reports show dollar
findings that differ from those shown in
the corresponding audit reports.

Open Recommendations fo
Agencies

Recommendation: To further
strengthen operations at DOT OIG, the
Inspector General should track all of its
significant recommendations through
implementation and take prompt and
appropriate action to resolve any
recommendation that the agency
managers do not fully implement.
Status: Action in process. OIG has
completed a preliminary outline of the

proposed modifications to the existing
follow-up process. However, there have
been delays because of the resistance
from program officials and new
reporting requirements in the Inspector
General Amendments of 1988. OIG
estimates it will be March 31, 1989
before the modifications are
incorporated into its policies.

Internal Audit

CPA Audit Quality: Improved Controls Are Needed To
Ensure Quality Audits of Federal Loan Programs

AFMD-88-3, 056/02/88

Background

GAO reviewed the Department of
Agriculture’s (USDA), the Department of
Housing and Urban Development’s
(HUD), and the Small Business
Administration’s (SBA) controls for
ensuring that certified public
accountants (CPA) conduct high-quality
audits of their loan programs.

Findings

GAO found that: (1) 25 percent of loan
program audits did not comply with
auditing standards; (2) noncompliance
with auditing standards included a lack
of documentation regarding CPA
financial transactions, tests, internal
control evaluations, and compliance; and
(3) a national professional CPA
association made 25 recommendations in
the areas of education, engagement,
evaluation, enforcement, and
information exchange to improve the
quality of government audits. GAO also
found that USDA, HUD, and SBA: (1)

lacked effective controls for receiving
and reviewing CPA audits of their loan
program participants; and (2) did not
fully address problems involving
untimely receipt of audit reports,
insufficient audit reviews, and
inadequate written guidance for CPA in
their internal control improvements.

Open Recommendations to
Agencies

Recommendation: The Secretaries of
Agriculture and Housing and Urban
Development and the Administrator,
SBA, should issue written procedures
requiring loan program officials to follow
up on late audit reports, specify action to
be taken when the reports are late, and
improve controls to ensure that those
procedures and actions are taken.
Addressee: Department of Agriculture
Status: Action taken not fully
responsive. The Farmers Home
Administration (FmHA) is developing an
audit regulation to address this
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recommendation. It is not clear whether
REA is considering issuing written
procedures.

Addressee: Department of Housing and
Urban Development

Status: Action taken not fully
responsive. HUD is developing written
procedures for multifamily housing
programs. It is not clear whether HUD
is considering written procedures for
nonsupervised mortgage companies and
the GNMA Mortgage-Backed Securities
Program.

Addressee: Small Business
Administration

Status: Recommendation valid/action
not intended. SBA believes that existing
regulations are adequate.

Recommendation: The Secretaries of
Agriculture and Housing and Urban
Development and the Administrator,
SBA, should provide CPA with complete
and current written audit guidance to
use in the conduct of loan audits.
Addressee: Department of Agriculture
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Status: Action in process. FmHA is
developing a new audit guide.
Addressee: Department of Housing and
Urban Development

Status: Action taken not fully
responsive. Written audit guides were to
have been implemented in 1988 for
multifamily housing programs and
nonsupervised mortgage companies. It is
not clear whether HUD is considering
written audit guides for the GNMA
Mortgaged-Backed Securities Program.
Addressee: Small Business
Administration

Status: Recommendation valid/action
not intended. SBA disagreed that
participants in its programs should be
subject to government audit standards.

Recommendation: The Secretary of
Agriculture and the Administrator, SBA,

should implement procedures to review
the quality of CPA audits of loan
programs.

Addressee: Department of Agriculture

Status: Action in process. FmHA is

developing procedures for reviewing the
quality of CPA audits.

Addressee: Small Business
Administration

Status: Recommendation valid/action
not intended. SBA believes that it has
the authority to review the quality of
CPA audits, when it deems that
necessary.

Recommendation: The Secretary of
Agriculture and the Administrator, SBA,
should require that audits of
participants in loan programs be
performed in accordance with generally
accepted government auditing standards.

Addressee: Department of Agriculture
Status: Action taken not fully
responsive. FmHA is developing
regulations to require audits to be
performed in accordance with GAGAS.
REA has no current plans to require
audits to be performed in accordance
with GAGAS, claiming that
requirements to perform audits in
accordance with GAGAS would be
inappropriate as well as too costly.
Addressee: Small Business
Administration

Status: Recommendation valid/action
not intended. SBA believes that it would
be inappropriate, as well as too costly, to
require such audits to be performed in
accordance with GAGAS.

Internal Audit

Inspectors General: Compliance With Professional
Standards by the HHS Inspector General

AFMD-88-36, 09/29/88

Background

GAO reviewed the Department of
Health and Human Services’ (HHS)
Office of the Inspector General’s (OIG)
compliance with professional standards.

Findings

GAO found that: (1) OIG did not have
sufficient evidence to fully support all
the findings and conclusions in 6 of 18
audit reports; (2) six audits did not have
recommendations that followed logically
from the facts presented; (3) seven audits
failed to accurately reflect the audits’
objectives; (4) the OIG quality assurance
program did not always adhere to
prescribed audit standards, policies, and

procedures; and (5) eight audits did not
adequately show the underlying causes
of identified problems. GAQ also found
that: (1) data in the investigation
management information system were
not always reliable; (2) the OIG hotline
staff took an average of 34 days to
screen and forward allegations of waste,
mismanagement, fraud, and abuse; (3)
OIG did not know the disposition of over
83 percent of the hotline cases; (4) the
inspection function’s standards and
procedures manual did not contain
specific standards on supervisors’ duties
and responsibilities; (5) the inspection
function did not retain supporting
documentation for all of its report
statements; (6) the inspection function
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did not fully implement the procedures
for its quality assurance program; and
(7) there was satisfactory support for 92
percent of the $6.63 billion in reported
OIG monetary accomplishments.

Open Recommendations to
Agencies

Recommendation: The Inspector
General should evaluate whether the
information management system will
ensure compliance with the screening
allegation standard and OIG policies and
procedures or he should develop an
alternative approach that will.

Status: Action not yet initiated.
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Recommendation: To help ensure an
effective quality assurance program in
the inspection function, the Inspector
General should require all quality
assurance reports to clearly state the
scope of each review and include a

statement that all identified weaknesses
are discussed.
Status: Action not yet initiated.

Recommendation: The Inspector
General should require formal

Regulatory Accounting Rules and Financial Reporting

Budget Issues: The President’s Current Services Budget

AFMD-87-10, 12/02/86

procedures to be developed for following
up on quality assurance report
recommendations to ensure that
corrective action has been taken.
Status: Action not yet initiated.

Background

In response to a congressional request,
GAO reviewed the current services
budget to determine: (1) whether
procedures for developing current
services estimates complied with the
Congressional Budget and Impoundment
Control Act of 1974; and (2) how to
improve the usefulness of current
services estimates to Congress.

Findings

GAO noted that the act requires the
President to submit a current services
budget to Congress showing the
estimated outlays and proposed budget
authority for the following fiscal year if
the government maintained all
programs and activities at their current
levels. GAO found that: (1) the Office of
Management and Budget’s (OMB)
definition of policy for certain agencies
and programs, although different from
its general current services guidelines, is
not inconsistent with the act’s
requirements, since the act does not
discuss or define policy; (2) the use of

different policy definitions lessens the
current services budget's usefulness to
Congress as a budget tool; (3)
congressional staff involved in the
budget process do not regularly use the
current services budget because the
Congressional Budget Office’s
information is more useful; (4) budget
examiners’ use of inconsistent
estimating methods and OMB use of
exceptions to its own guidelines could
result in a current services budget
developed to support the President’s
proposed policies rather than to
highlight the fiscal effects of proposed
policy changes; and (5) elimination of the
legal requirement for the current
services budget would help prevent the
use of its estimates to support particular
policies.

Open Recommendations to
Congress

Recommendation: If the requirement
for a current services budget is retained,

Congress should amend the budget act to
specifically define the set of policies to
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be assumed in developing the current
services estimates. While judgment is
always required in making budget
estimates, the use of a defined set of
policies would ensure a common
understanding between Congress and
OMB as to what the current services
budget represents, making it a more
useful budgetary tool.

Status: Action not yet initiated.

Recommendation: For the current
services budget to best serve the purpose
of providing a baseline for highlighting
the fiscal effects of policy changes
proposed in the President’s budget,
Congress should use the most current
policy reflected in law to develop it.
Congress should specifically define
current policy at a sufficient level of
detail to ensure that OMB provides the
type of information that would be useful
to Congress as a baseline. The definition
of the budget base in the Balanced
Budget and Emergency Deficit Control
Act of 1985 is an example of the detail
required in such a definition.

Status: Action not yet initiated.
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Regulatory Accounting Rules and Financial Reporting

Financial Audit: Panama Canal Commission’s Financial
Statements for 1985 and 1984

AFMD-87-4, 06/10/87

Background

GAO examined the Panama Canal
Commission’s (PCC) statement of its
financial position as of September 30,
1985 and 1984, and the related
statements of operations and non-
interest bearing investment, the changes
in the government’s investment, the
changes in financial position, and the
status of appropriations for the years
then ended.

Findings

GAO found that: (1) an amendment to
the Panama Canal Act of 1979 required
PCC to deposit, as miscellaneous

receipts, that portion of toll revenues
that covered interest on the U.S.
investment collected on or after the date
of the amendment, and eliminated the
PCC practice of reducing the U.S.
interest-bearing investment base by the
amount of interest each year; and (2)
PCC did not obtain regulatory approval
in advance of establishing a floating
equipment reserve to provide for future
repairs. GAQ also found that, except for
the establishment of the reserve, the
financial statements presented fairly the
PCC financial position, the results of its
operations, the changes in its financial
position, and the status of appropriations
for the years then ended, in conformity

Regulatory Accounting Rules and Financial Reporting

Financial Audit: Federal Crop Insurance Corporation’s
Financial Statements for 1986 and 1985

AFMD-87-36, 06/12/87

with generally accepted accounting
principles applied consistently.

Open Recommendations to
Agencies

Recommendation: The Chairman of the
Board of Directors, PCC, should direct
the Administrator, PCC, to obtain
approval from the regulator to establish
and fund the reserve for floating
equipment.

Status: Action in process. PCC plans to
include the reserve in its next toll rate
submission in 1990.

Background

GAO examined the financial statements
of the Federal Crop Insurance
Corporation (FCIC) for the years ended
September 30, 1986 and 1985.

Findings

GAO found that FCIC: (1) paid
reinsurance claims of $436 million in
1986 and $474 million in 1985; (2) made
potential overpayments of $8.1 million

on 1986 reinsurance claims and $6.2
million on 1985 reinsurance claims
because it failed to thoroughly review
and verify claims submitted by
producers to reinsured companies; (3)
incurred losses of $221 million in 1986
and $222 million in 1985 from insuring
agricultural crops; and (4) has not
established premium rates that would
adequately cover losses on insured crops,
while enabling it to build a reasonable
reserve against unforeseen losses. GAO
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also found that FCIC: (1) accumulated a
deficit of $959 million and a negative
capital position of $420 million by
September 30, 1986; (2) received loans of
$450 million from the Commodity Credit
Corporation (CCC) in fiscal year (FY)
1986; (3) borrowed $113 million from the
U.S. Treasury to pay producers’ loans;
(4) made no loan repayments; (5) has
$375 million available from CCC for
future use; and (6) may be unable to
continue in existence without additional
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financial assistance from Congress. GAO
concluded that the financial statements
presented fairly the financial position of
FCIC as of September 30, 1986 and 1985,
and the results of its operations and the
changes in its financial position for the
years then ended, in conformity with
generally accepted accounting principles
applied on a consistent basis.

Open Recommendations to
Agencies

Recommendation: The Manager and
Comptroller, FCIC, should obtain the
date of loss from the reinsured
companies and modify the accounting
system to report losses on a fiscal year
basis.

Regulatory Accounting Rules and Financial Reporting

Financial Audit: Veterans Administration’s Financial
Statements for Fiscal Year 1986

AFMD-87-38, 07/29/87

Status: Action in process. FCIC is still
planning to incorporate changes in its

current system work. The status of this
recommendation will he undatad durines
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the FY 1988 audit.

Background

GAO examined the Veterans
Administration’s (VA) consolidated
financial statements for fiscal year 1986,
and reviewed VA internal controls and
compliance with federal laws and
regulations.

Findings

GAQO found that: (1) it could not
establish the book value of VA assets,
including land, buildings, and equipment
that VA acquired over periods dating
back to 1930; (2) had VA calculated its
insurance reserve balance under
generally accepted accounting principles,
its balance of $11.2 billion would have

decreased by $4 billion to $5.7 billion; (8)
VA did not always properly bill patients
who were not entitled to free care, and
its records showed about $20.2 million in
receivables for ineligible-patient care; (4)
VA failed to comply with the Prompt
Payment Act and the Veterans’
Rehabilitation and Education
Amendments of 1980, and may not have
complied with the Debt Collection Act of
1982; and (5) except as noted, the VA
financial statements presented fairly the
VA financial position as of September
30, 1986, in accordance with generally
accepted accounting principles applied
on a consistent basis.
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Open Recommendations to
Agencies

Recommendation: The Administrator of
Veterans Affairs should conduct a
review of delinquent VA debts and,
accordingly, either assess the proper
amount of interest and administrative
costs, as required by law, or execute
waivers if there are appropriate reasons
for doing so.

Status: Action in process. Estimated
completion date: 01/91. The interest rate
charged on loan guaranty debts will be
changed. However, the computerized
system will have to be modified for this
change, and due to the extensive
programming required, implementation
cannot be achieved until 1991.
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Regulatory Accounting Rules and Financial Reporting

Financial Audit; Examination of GSA’s Financial
Statements for Fiscal Years 1986 and 1985

AFMD-87-49, 09/30/87

Background

GAO examined the General Services
Administration’s (GSA) consolidated
financial statements for the fiscal years
ended September 30, 1986 and 1985.

Findings

GAO found that GSA: (1) did not
reconcile cash balances with the
Department of the Treasury in a timely
manner; (2) did not have reliable data
regarding its fleet management
operations, due to the conversion to a

new automated accounting system; and
(3) complied with the applicable laws
and regulations for transactions that
could have materially affected its
financial statements.

Open Recommendations to
Agencies

Recommendation: The Administrator of

General Services should direct the
Comptroller to require that new
accounting systems be thoroughly tested

Regulatory Accounting Rules and Financial Reporting

Financial Reporting: Defense Agencies’ Reports on
Financial Position Need To Be Improved

AFMD-88-19, 04/14/88

before discontinuing the systems being
replaced.

Status: Action taken not fully
responsive. The new ACORN system for
billing ADP services, implemented on
October 1, 1986, was noted during the
GAO 1987 audit of GSA as having
material control weaknesses. ACORN
did not properly accrue for services
received, and did not always reverse
accrual estimates when actual billing
data became available. As a result, both
accounts receivable and billed revenue
were overstated in 1987.

Background

GAO reviewed the Department of
Defense’s (DOD) compliance with GAO
and Department of the Treasury annual
reporting requirements, to: (1) determine
if DOD encountered any problems in
implementing the requirements; and (2)
identify actions DOD should take to
improve compliance.

Findings

GAOQ found that DOD: (1) did not develop
the required guidelines for compiling
financial reports; (2) did not verify the
accuracy of the data in its reports to

Treasury, which contained
computational errors; (3) submitted only
four of the five required agency-level
reports; (4) overstated its assets by $395
million, liabilities by $11.6 million, and
equity by $250.1 million in its general
and deposit fund consolidated report; (5)
omitted 46 accounts from its
consolidated report; (6) did not comply
with accounting standards and
requirements; and (7) did not require the
use of general ledger data.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Defense should direct defense agencies to
develop and implement agency-specific
procedures and instructions for
preparing and consolidating Reports on
Financial Position which delineate: (1)
the unit responsible for preparing each
Report on Financial Position; (2) which
reports are to be consolidated into
reports forwarded to Treasury; (3) a
method of preparing and consolidating
reports which minimizes the risk of
omissions and errors; and (4) a method
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to ensure compliance with title 2 and
Treasury Financial Manual
requirements in the areas of reporting
advances, receivables, and accounts
payable and capitalizing transportation
costs of capitalized assets.

Status: Action in process. The project to
implement and maintain the
Washington Headquarters Service
(WHS) general ledger will be the DOD
method to ensure compliance with title 2
and Treasury and to minimize the risk
of ommissions.

Recommendation: The Secretary of
Defense should direct the defense
agencies to obtain access to, and use,

systems containing general ledgers, or a
centrally controlled data base containing
proprietary and budgetary accounts, as a

nrimarv source of information in
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preparing the Reports on Financial
Position, as an interim measure until
full implementation of the U.S.
Government Standard General Ledger.
Status: Action in process. DOD has
issued guidance requiring DOD activities
to implement U.S. Government Standard
General Ledger. When the project to
implement the central WHS general
ledger in support of centralized
reporting is completed, WHS will
prepare all financial reports based on
the central general ledger.

Regulatory Accounting Rules and Financial Reporting

Financial Audit: Commodity Credit Corporation’s Financial
Statements for 1987 and 1986

AFMD-88-47, 07/07/88

Recommendation: The Secretary of
Defense should direct defense agencies to
implement supervisory review of the
preparation and consolidation of Reports
on Financial Position to ensure that
procedures and instructions are followed
and accurate information is reported.
Status: Action in process. A project to
integrate the defense agencies general
ledger has been established. Through the
project task force, the requirement for
supervisory review over the preparation
and consolidation of Reports on
Financial Position will be emphasized.

Background

GAO reported on the Commodity Credit
Corporation’s (CCC): (1) financial
statements for the years ended
September 30, 1987 and 1986; and (2)
system of internal accounting controls
and compliance with laws and
regulations.

Findings

GAO found that CCC: (1) did not include
in its financial statements an allowance
for the uncollectible portion of $15
billion in outstanding loans to countries
experiencing financial difficulties; (2)
had estimated cumulative losses ranging
from $5 billion to $8 billion on those
loans as of September 30, 1987; (3) did
not have a reserve for losses associated
with $5 billion in outstanding
guaranteed loans to foreign countries; (4)

during 1987, instituted a new automated
system which transferred the
responsibility for recording and
reconciling loan disbursements and
repayment receipts from its Kansas City
Management Office to local county
offices; and (5) did not adequately control
conversion to that system, resulting in
unreconciled differences in receipts and
disbursements. GAO also found that: (1)
except for their failure to establish an
allowance for estimated loan losses and
a reserve for guaranteed loan losses, the
financial statements presented fairly the
financial position of CCC as of
September 30, 1987 and 1986, and the
results of its operations and the changes
in its financial position for the years
then ended, in conformity with generally
accepted accounting principles applied
on a consistent basis; and (2) internal
accounting controls and procedures had
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several weaknesses that were not
material to the CCC financial
statements.

Open Recommendations to
Agencies

Recommendation: CCC should give
prompt attention to controls over
conversions to new automated systems.
Status: Recommendation valid/action
not intended. Specific action is not
necessary to comply with this statement.
By following the recommendations, and
taking corrective action as needed, CCC
could address the control problems that
have been associated with its conversion
to automated systems. This
recommendation should remain open
until ASCS has completed the
conversion and has demonstrated that it
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identifies and corrects associated
problems.

Recommendation: The Chairman of the
Board of Directors, CCC, should direct
the Controller, CCC, and the Director of
the Kansas City Management Office to
ensure that local offices are provided
with a monthly listing of unreconciled
differences between internal and
external sources.

Status: Action in process. ASCS has
directed that reconciliation listings of all
unmatched paid checks and unmatched
cash be sent to county offices on a
monthly basis for corrective action.
Insufficient time has elapsed to judge
compliance with, and effectiveness of the
new policy.

Recommendation: The Chairman of the
Board of Directors, CCC, should direct

the Controller, CCC, and the Director of
the Kansas City Management Office to
ensure that local offices’ efforts are
monitored to resolve the differences in a
timely manner.

Status: Action in process. ASCS is
drafting policy instructing state offices
to closely monitor county offices to
ensure differences are resolved in a
timely manner. Additionally, procedures
for National Area Offices are being
enhanced to ensure that state and
county offices comply with new
reconciliation procedures. This
recommendation should remain open
until policy is implemented and its
effectiveness tested.

Recommendation: The Chairman of the
Board of Directors, CCC, should direct
the Controller, CCC, and the Director of
the Kansas City Management Office to

Review and Approval of Accounting Systems

Computer Systems: Navy Stock Point ADP Replacement
Program Needs Better Management Controls

IMTEC-87-30, 09/17/87

ensure that consideration is given to
suspending further conversions to
automated systems until problems
associated with current implementation
efforts are resolved and CCC accounts
are accurate and current.

Status: Action in process. The agency
stated that it has established a new
policy giving priority to correcting
problems associated with current
systems and completing projects already
underway before starting any new
projects. However, recently enacted
legislation will necessitate that ASCS
suspend this policy to make significant
modifications in existing software to
implement the new disaster related
programs.

Background

In response to a congressional request,
GAO evaluated the Navy’s Stock Point
ADP Replacement (SPAR) project to
determine whether the Navy complied
with Department of Defense (DOD)
directives to improve and modernize its
computerized information systems.

Findings

GAO found that the Navy: (1) plans to
acquire new automatic data processing
(ADP) equipment, redesign its computer
software, and convert its current

software and data files to operate on the
new system; (2) did not comply with
DOD directives, since it did not review
and approve the modernization of the
entire system; and (3) did not conduct a
study to ascertain cost and performance
measures needed to determine the
system’s effectiveness and worth.

Open Recommendations to
Agencies

Recommendation: To ensure that the
modernized segment of SPAR has
appropriate management controls, the
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Secretary of Defense should direct the
Secretary of the Navy to establish an
additional review for the modernization
segment within the SPAR program and
ensure that the intent of the review has
been fulfilled before allowing the
program to enter subsequent
development phases. Specifically, the
Navy should establish a system design
completion review for the modernization
segment.

Status: Action in process. The Office of
the Secretary of Defense will decide
what action to take during its oversight
review of the program.
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Central Fiscal Operations

Unemployment Compensation: Payments to Ineligible

Former Employees

GGD-87-117, 12/19/86

Background

In response to a congressional request,
GAO reviewed six agencies’
unemployment compensation procedures

and payments to their former employees.

Findings

GAO found that: (1) the six agencies
were incurring greater than necessary
unemployment compensation costs
because they did not have effective
internal control systems to ensure that
states were furnished timely, complete
and accurate information; (2) former
employees who separated under
circumstances which made them
ineligible for unemployment
compensation received payments; (3)
agencies missed opportunities to reduce
their unemployment costs and prevent
payments to ineligible former employees

when they did not appeal inappropriate
payments; (4) agencies did not report to
Congress in compliance with the Federal
Managers’ Financial Integrity Act
(FMFIA) on internal control weaknesses
that allowed improper payments; and (5)
several agencies employed contractors to
manage their unemployment
compensation programs.

Open Recommendations to
Agencies

Recommendation: The Secretaries of
the Army, Health and Human Services,
the Interior, the Navy, and the
Treasury, and the Administrator of
Veterans Affairs should establish
effective internal control systems to
ensure that states are provided accurate,
complete, and timely wage and
separation information for former
employees who apply for benefits, and

appeal decisions when it appears that
the state misinterpreted the facts or the
determination is not in accordance with
state law. The agencies’ evaluations and
reports required by FMFIA should
specifically address the status of internal
controls for avoiding improper payments
in the unemployment compensation
program and the agencies’ plans for and
accomplishments toward developing
effective internal control systems.
Addressee: Department of the Treasury
Status: Action taken not fully
responsive. Almost 2 years after the
report was issued, Treasury is still
debating the use of an expert contractor
to handle payment of unemployment
claims. Treasury now says that it is
changing its payroll system from the Air
Force to Agriculture’s and this change is
delaying the decision to use the
contractor.

Central Personnel Management

Blue-Collar Workers: Appraisal Systems Are in Place, But
Basic Refinements Are Needed

GGD-87-72, 06/18/87

Background

GAO evaluated how the Air Force, the
Army, the Navy, and the Veterans
Administration (VA) have implemented
performance appraisal systems for
federal wage system, or blue-collar,
employees.

Findings

GAO reviewed 84 performance plans
applicable to 5,848 employees and found
that 54 contained standards that were
not clear, did not distinguish among all
levels of performance, or were based on
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uncontrollable external factors. GAQ
also found that the services and VA: (1)
failed to use some of the standards to
measure performance; (2)
inappropriately based some standards on
personal traits; (3) did not always inform
employees of their performance
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expectations in a timely manner; (4)
failed to provide some employees with
midyear performance feedback; and (5)
communicated most performance
appraisals in a timely manner.

Open Recommendations to
Agencies
Recommendation: The Secretaries of

the Air Force, Army, and Navy and the
Administrator of Veterans Affairs

should ensure that local activities
conduct evaluations of performance
appraisal systems and correct
deficiencies. Such evaluations should pay
particular attention to the types of
deficiencies GAQO found, as well as those
cited in other evaluations that have been
performed.

Addressee: Veterans Administration
Status: Action in process. Estimated
completion date: 03/89. VA plans to: (1)
amend its policy to state that personnel

officers are responsible for evaluating
the effectiveness of the performance
appraisal system, especially the quality
of performance standards; (2) assess
personnel officers’ compliance with the
new policy during performance
management reviews; and (3) continue to
emphasize the need for high-quality
performance standards in training.

Central Personnel Management

Senior Executive Service: Reasons the Candidate
Development Program Has Not Produced More SES

Appointees

GGD-88-47, 04/20/88

Background

Pursuant to a congressional request,
GAO examined why federal agencies did
not more frequently use the Office of
Personnel Management’s (OPM)
Candidate Development Program (CDP)
when making Senior Executive Service
(SES) appointments, focusing on the: (1)
Environmental Protection Agency (EPA);
(2) Department of Health and Human
Services; (8) Department of Agriculture
(USDA); (4) Department of the Interior;
(5) Office of the Secretary of Defense;
and (6) Veterans Administration.

Findings
GAO found that: (1) during fiscal years
1982 to 1986, certified CDP candidates

received 141, or 15 percent, of the
agencies’ 956 career SES appointments;

(2) agency officials who selected CDP
candidates emphasized general
management background, while officials
who made SES appointments typically
selected non-CDP candidates who had
technical proficiency and agency
experience; and (3) the conflict between
CDP candidate selection and SES
appointment practices lowered the
program’s credibility to both potential
candidates and management. GAO also
found that a lack of OPM guidance and
agency commitment prevented agencies
from: (1) envisioning CDP as a major
source for SES appointments; or (2)
taking advantage of the expedited SES
appointment process for certified CDP
candidates. In addition, GAO found that
USDA, Interior, and EPA plan to make
greater use of CDP as a source for SES
appointments through changing the
candidate selection process and
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justifying non-CDP-candidate SES
appointments. GAO believes that agency
management views significantly
influenced use of and reliance on CDP
for SES appointments.

Open Recommendations to
Agencies

Recommendation: To better achieve
OPM expectations for CDP, the Director,
OPM, should determine what actions
OPM could take to enhance the use of
CDP. This could be done by OPM in
conjunction with other federal agencies
or by the SES advisory board as part of
its examination of SES-related policies.
Status: Action in process. Estimated
completion date: 04/89. OPM will
respond further as soon as its CDP
review is complete.
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General Government

Ethics: The Department of Justice’s Ethics Program

GGD-88-112BR, 07/19/88

Background

In response to a congressional request,
GAO reviewed the Department of
Justice’s (DOJ) Ethics Program to
determine whether the program
complied with statutory requirements
and Office of Personnel Management
(OPM) regulations.

Findings

GAO found that: (1) although the
program generally complied with Ethics
in Government Act of 1978
requirements, DOJ did not periodically
evaluate it or provide training for all of
its departments; (2) program
implementation procedures varied
because DOJ gave each department
considerable discretion in administering
the program; and (3) DOJ developed
standards of conduct for current and
former employees and disciplinary
measures for unethical conduct. GAO

Central Personnel Management

also found that DOJ: (1) did not
implement a requirement that it
maintain status reports on all employees
required to file public financial
disclosure reports; (2) was the only
agency that did not require its
employees to file confidential financial
reports because it believed that it lacked
legal authority to require such reports;
(3) seldom identified conflicts of interest
requiring remedial actions from its
reviews of disclosure statements; and (4)
failed to require departmentwide ethics
training for its employees.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should periodically evaluate the
adequacy and effectiveness of the DOJ
standards-of-conduct regulations,
financial disclosure system, and
postemployment enforcement system.

Status: Action not yet initiated. Justice
is preparing a written response to the
recommendation.

Recommendation: The Attorney
General should evaluate, in cooperation
with the Office of Government Ethics
(OGE), the ethics education program to
improve the training DOJ employees
receive in ethics and standards-of-
conduct matters, including
postemployment.

Status: Action not yet initiated. Justice
is preparing a written response to the
recommendation.

Recommendation: The Attorney
General should require DOJ components
to provide copies of written opinions on
ethics matters to OGE in accordance
with OPM regulations.

Status: Action not yet initiated. Justice
is preparing a written response to the
recommendation.

Federal Workforce: A Framework for Studying Its Quality

Over Time

PEMD-88-27, 08/04/88

Background

Pursuant to a congressional request,
GAQO: (1) examined the feasibility of
producing generalizable and reliable
information on the quality of the federal
work force over time; and (2) developed a

framework for obtaining such
information.

Findings

GAO: (1) examined the executive branch
civilian work force in professional and
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administrative positions; and (2)
developed a two-part definition of
quality which included employee
capabilities and the degree to which
those capabilities matched the
requirements of a particular job. GAO
found that: (1) the information currently
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available in agency personnel records
was not comprehensive, accessible, or
current enough for the purposes of a
quality assessment effort; and (2)
changing agency systems to provide a
better data base for an assessment effort
would be impractical. GAO suggested an
alternative assessment design which
would: (1) gather data by surveying
samples of employees in selected

occupations; (2) answer many of the
major questions concerning work-force
quality; and (3) cost less than $1 million.
GAO believes that Congress may wish to
select an executive agency to administer
the assessment effort.

Open Recommendations to
Congress

Recommendation: To help provide
generalizable answers to questions about
the quality of the federal work force and
changes in it over time, Congress may
wish to authorize a continuing program
to assess work-force quality based on the
framework outlined in this report.
Status: Action not yet initiated.

Central Personnel Management

Senior Executive Service: The Extent to Which SES
Members Have Used the Sabbatical Program

GGD-88-90, 08/04/88

Background

Pursuant to a congressional request,
GAO reviewed the Office of Personnel
Management’s (OPM) sabbatical
program for Senior Executive Service
(SES) members to determine: (1) the
costs of sabbaticals; (2) the positions to
which SES members returned after their
sabbaticals; (3) whether participants
remained in federal service for at least 2
consecutive years after completing their
sabbaticals, as required; and (4) whether
agencies considered the program
worthwhile.

Findings

GAO found that: (1) from July 1981
through May 1987, 15 of the 71 agencies
interviewed had granted 21 sabbaticals;
(2) sabbatical costs totalled over $1
million; (3) of the 20 participants who

had completed sabbaticals as of May 19,
1987, 14 returned to the same positions
and 6 went to different SES positions; (4)
as of May 1988, seven participants had
left either SES or the federal service
after completing their sabbaticals, and
two of those left before the required 2-
year period; (5) officials in 13 of the 15
agencies that granted sabbaticals said
the sabbaticals benefited their agencies;
(6) officials in 44 agencies said the
participation level was appropriate, 16
said participation should be higher, and
11 had no response; and (7) the most
frequently cited reasons for the low level
of participation were that agencies could
not spare additional SES members and
few SES members expressed interest in
the program.
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Open Recommendations to
Agencies

Recommendation: The Director, OPM,
should assess the sabbatical program’s
contribution to the development and
effectiveness of SES members through
study or work experience and as an
incentive for recruitment and retention.
The study should define what would
constitute an appropriate level of use for
the program and determine what can be
done to reduce the level of attrition by
SES members who have completed their
sabbaticals. If OPM determines that
participation should be increased, it
should also assess how factors such as
those identified in the GAQ review are
precluding SES members from
participating.

Status: Action not yet initiated. OPM
will assess the sabbatical program in
1989.
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Executive Direction and Management

Improved Management Processes Would Enhance Justice’s

Operations

GGD-86-12, 03/14/86

Background

GAO reviewed the Department of
Justice’s management structure and
management support systems to assess
how departmentwide management
support functions assist the Attorney
General in directing and overseeing
Justice’s operations.

Findings

GAO found that Justice needs: (1) an
institutional process for developing long-
range departmental goals to guide its
program planning and budgeting
decisions; (2) an established means for
overseeing program planning to ensure
that the Attorney General’s priorities
are adequately addressed; (8) to clarify
responsibilities for overseeing debt
collection activities; and (4) a
departmentwide program to ensure that
automatic data processing (ADP) and
telecommunications techniques are
planned, acquired, and used effectively
and economically. GAO also found that:
(1) a stronger information resources
management (IRM) system could have
helped Justice’s development of a
litigative case management system to
provide basic program data; (2) Justice
financial management systems do not
properly account for and control
resources or permit adequate monitoring
of program performance; and (3) Justice
could use different processes for
assessing the efficiency and effectiveness
of its operations, specifically, audit and
evaluation, position management
reviews, and productivity management.

Open Recommendations to
Agencies

Recommendation: The Attorney
General should create a policy-level
capability for: (1) coordinating the
development of strategic long-range
goals to provide direction to Justice; (2)
overseeing component program planning
and budgeting to ensure compliance with
the goals; and (3) monitoring program
implementation to ensure that policy
goals are achieved within the
parameters of approved program and
financial plans.

Status: Action taken not fully
responsive. Justice created the
Department Resources Board (DRB) to
serve as the Attorney General's strategic
management team. Staff support is
provided by the Justice Management
Division (JMD). DRB is credited with
providing a greater focus to
management issues within Justice than
previously existed; however, DRB has
not acted on developing strategic plans
for high-priority program areas.

Recommendation: The Attorney
General should provide priority and
sustained attention to implementing the
departmental financial management
plan and developing a departmentwide
integrated financial management system
that will provide the cost information
needed to: (1) control funds expended on
programs; and (2) support Justice’s
policy and program monitoring planning
system.

Status: Action in process. Estimated
completion date: 03/89. Justice’s
financial management plan, sent to the
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Office of Management and Budget
(OMB), is being implemented.
Implementation is being monitored
through the 5-year management and
productivity improvement plan. The
pilot project has been modified to focus
on development within budget
constraints; however, several years may
elapse before the full system becomes
operational.

Recommendation: The Attorney
General should emphasize the use of
program effectiveness reviews to provide
policy officials with independent
assessments of the effectiveness and
efficiency of program implementation on
which to base decisions to continue or
alter policy decisions.

Status: Action taken not fully
responsive. The Deputy Attorney
General directed that several reviews be
made of major management issues
within Justice to provide a basis for
decisionmaking. Program effectiveness
reviews are still fragmented and
uncoordinated.

Recommendation: The Attorney
General should ensure the effective
implementation of the Management and
Productivity Improvement Program.
This effort will require that: (1) the
components develop specific productivity
performance component goals, as well as
the measures needed to assess
performance; (2) the program become an
integral part of the overall Justice
planning and budgeting process; and (3)
Justice’s focal point for the program
effectively oversees the components’
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productivity improvement, disseminates
information on good practices and
efforts, and ensures that effective
accountability mechanisms and
incentives are in place for identifying
productivity opportunities.

Status: Action in process. Estimated
completion date: 03/89. The Office of
Policy and Planning was created to lead
departmentwide productivity efforts. A
comprehensive productivity and
management plan was developed. Plans
now call for 70 percent of Justice's full
time employees to be covered by
productivity measures. The 5-year
management and productivity plan
revision indicated the status of 52
initiatives and described 15 new actions.

Recommendation: The Attorney
General should ensure greater
utilization of position management
reviews by the components so that
opportunities to achieve staffing
efficiencies are identified.

Status: Action taken not fully
responsive. A departmentwide position
management program was established
by an Attorney General memorandum
on April 21, 1986. Formal
implementation is on hold in part
because OMB guidance is being revised.
When guidance is received, components
will not be required to conduct position
management reviews.

Recommendation: The Attorney
General should ensure that a primary
objective of each system enhancement
effort conforms to the system, when
implemented, and with the Comptroller

General’s accounting principles,
standards, and related requirements.
Status: Action in process. Estimated
completion date: 03/89. GAO reviewed
Justice’s plan favorably. Actual plan
implementation is being affected
negatively by limited budget resources.

Recommendation: The Attorney
General should ensure that an effective
system is developed to assist the
Immigration and Naturalization
Service's (INS) Office of the General
Counsel (OGQ) in its debt collection
efforts.

Status: Action in process. Estimated
completion date: 03/89. INS reactivated
development of a debt collection system
for OGC, which will be modified and tied
into its accounting system. Funding is
provided from the INS user fee account.
The contractor will complete system
implementation by March 1989.

Recommendation: The Attorney
General should ensure that affirmative
litigation collections are recorded in
Justice’s general ledger.

Status: Action in process. Estimated
completion date: 03/89. A consolidated
reporting system has been developed for
legal process debts. The reporting
requirements were designed to call for
information that will support future
general ledger processing. Justice’s
financial management system, when
developed, will record affirmative
litigation collections in Justice’s general
ledger.

Recommendation: The Attorney
General should ensure that an effective

Page 82

departmentwide system is developed to
account for total seizures and forfeitures.
Status: Action in process. Estimated
completion date: 03/89. Accountability
for these assets is a major feature of
Justice’s financial management plan,
currently being implemented. An
automated Assets Forfeiture Tracking
System is currently being developed.
Major operational improvements are
being made in processing forfeitures.
New guidance has been issued on
handling evidentiary cash.

Recommendation: The Attorney
General should rescind the exclusion of
proposed Federal Bureau of
Investigation (FBI) contracts from
departmental review.

Status: Recommendation valid/action
not intended. This issue was under
active review by Justice, but dialogue
between Justice’s Procurement
Executive and FBI resulted in a decision
to maintain the status quo.

Recommendation: The Attorney
General should clearly establish the
responsibility for operating the processes
and systems necessary to support the
implementation of an integrated
management system.

Status: Recommendation valid/action
not intended. Justice developed a
reorganization proposal in May 1987,
which would establish a second Associate
Attorney General position, freeing the
Deputy to be a full-time operational
officer. Justice requested congressional
approval for this action. However, the
issue became embroiled with other issues
and no action is intended.
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Executive Direction and Management

Social Security Administration: Stable Leadership and
Better Management Needed To Improve Effectiveness

HRD-87-39, 03/18/87

Background

GAO reviewed management problems
that the Social Security Administration
(SSA) must address to ensure the
continued delivery of high-quality
service to social security recipients.

Findings

GAO noted that SSA has serious
management problems that: (1) are not
evident to the public; (2) have
contributed to crisis situations in the
past; and (3) could interfere with SSA
ability to effectively accomplish its
mission in the future. GAO found that
SSA: (1) has had seven commissioners or
acting commissioners over the last 10
years, resulting in frequent changes in
priorities, diminished accountability, and
little long-term operational planning; (2)
has made little progress in modernizing
its computer system, particularly its
software; (3) plans to spend over $600
million to modernize its computer
system; (4) does not have a plan to
systematically identify and develop
future leaders and managers; and (5)
cannot ensure that employees’ wage
records are accurate. GAO also found
that SSA: (1) makes substantial benefit
overpayments annually; (2) has been
unable to correct its financial
management problems because of
fragmented responsibility and lack of
leadership; (3) has allowed wide
variations in efficiency among similar
units because of its limited emphasis on
efficiency; (4) has neither established nor
used measurable, national benchmarks
for service quality or timeliness for

certain post-entitlement work loads; and
(5) has many employees who are
uncertain about the future of their jobs
and are dissatisfied with many
management actions.

Open Recommendations to
Congress

Recommendation: To provide more
stable leadership for SSA, Congress
should enact Jegislation fixing the term
of the Commissioner of Social Security
at 8 years. In the case of removal, the
President should be required to inform
Congress of the reasons. In addition,
Congress should periodically monitor
SSA progress in solving its managerial
and operational problems. If, in the long
term, Congress believes the
recommended actions are insufficient, it
should consider other organizational
alternatives to administer social security
programs.

Status: Action not yet initiated.

Recommendation: To help sustain the
planning process established by
Commissioner Hardy and to encourage
SSA to follow the long-term plan
developed, the appropriate congressional
committees should hold periodic
hearings on the status of the process and
the plan. The committees and SSA
should try to agree on the thrust of the
long-term plan and the actions and
support needed to achieve it. Such
agreement would help focus subsequent
oversight on progress, problems and
their causes, and substantial changes to
the plans.
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Status: Action not yet initiated.

Recommendation: Congress should
consult with SSA on the time needed to
automate legislative requirements
promptly, efficiently, and effectively and
consider the information provided by
SSA in establishing effective dates.
Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: In recognition of the
critical importance of social security to
the nation and to the problems SSA has
experienced with instability of
leadership and frequent changes in
direction, especially regarding computer
systems modernization, the President
should limit, to the extent possible, the
appointment of Commissioners of Social
Security on an acting basis.

Status: Action not yet initiated.

Recommendation: In recognition of the
critical importance of social security to
the nation and the problems SSA has
experienced with instability of
leadership and frequent changes in
direction, especially regarding computer
systems modernization, the President
should, when nominating persons to fill
the commissioner’s position, focus on
individuals who: (1) view the position as
one requiring long-term commitment; (2)
are inclined to focus attention on
resolving significant long-standing
problems; (3) are comfortable adhering
to long-term operational and computer
systems modernization plans, unless
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major changes are justified and
concurred in by the Secretary of Health
and Human Services and reported to the
appropriate congressional committees;
and (4) are committed to the programs’
goals and to providing high-quality,
efficient service to social security
recipients.

Status: Action not yet initiated.

Recommendation: The Commissioner of
Social Security should: (1) develop and
implement agencywide, long- and short-
term operational plans; (2) consult with
HHS, the Office of Management and
Budget, congressional committees, states,
client groups, and others as to how SSA
should do business in the future, as part
of the process of formulating a long-term
plan; and (3) use the plan to guide policy,
budget, and automatic data processing
(ADP) systems decisions and hold
managers accountable for adhering to it.
Status: Action in process. SSA is
developing an entire coordinated SSA-
wide planning system. It has established
a high-level planning staff and developed
a long-range plan. The long-range plan
was approved by the Commissioner in
January 1988.

Recommendation: The Commissioner of
Social Security should take the following
actions to improve budget development
in SSA: (1) expand on the May 1986
permanent agencywide annual budget
instructions covering all components in
SSA to adhere to the objectives set forth
in the November 1984 proposal
submitted by the Acting Deputy
Commissioner for Management and
Assessment; (2) hold managers
accountable for adherence to budget
policy and requirements; and (3)
establish standards for the amount of
time SSA should take to complete its
various work loads and use those
standards in developing the SSA budget
for operating staff. These standards
could be based on engineering studies or
on actual times required by better

performing offices to do the work. Any
adjustments to the standards should be
based on careful study reflecting the
appropriate time needed to implement
operational changes.

Status: Action in process. A new set of
budget guidelines were developed and
published, as of November 27, 1987.
Managers are being held accountable
through their performance review
process for adhering to the new budget
policy and time frames. No progress has
been made on establishing work
standards.

Recommendation: The Commissioner of
Social Security should: (1) through
Senior Executive Service (SES) contracts,
hold appropriate managers involved in
the regulation development process
accountable for complying with the new
rulemaking procedures; and (2) identify
underlying causes of Program
Operations Manual System (POMS)
problems, develop specific plans for
correcting them, and through SES
contracts and merit pay plans, hold
managers accountable for implementing
agreed-upon actions.

Status: Action in process. Improvements
to the POMS system, and changes to
SES contract language are all
undergoing agency actions. No final
actions have been taken.

Recommendation: The Commissioner of
Social Security should: (1) periodically
evaluate whether the new process is
reducing the time it takes to finalize
regulations and implement further
improvements if warranted; and (2)
periodically survey operating personnel
to determine the extent to which
improvements in POMS have been
effective.

Status: Action in process. Too few
regulations have been processed recently
to evaluate whether improvement has
taken place. There is evidence that some
progress is being made in improving
POMS, but more needs to be done.
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Recommendation: To help gain better
managerial and technical control over
SSA computer operations and
modernization efforts, the Commissioner
of Social Security should complete those
aspects of a long-term operational plan
that set forth how SSA will deliver
services in the future, and revise the
modernization strategy to be consistent
with the service delivery needs.
Managers should be held accountable for
adhering to the modernization strategy
unless changes are fully justified.
Status: Action in process. SSA has
completed development of its long-range
plan and is incorporating the ADP
elements of the agencywide plan into its
ADP planning process. It is too early for
judgments to be made.

Recommendation: To help gain better
managerial and technical control over
SSA computer operations and
modernization efforts, the Commissioner
of Social Security should establish an
effective process for making key ADP
decisions, which is based upon thorough
analysis of mission needs, priorities,
alternatives, and their costs and benefits
and the effect on other aspects of the
Systems Modernization Plan. SSA
should continue to routinely obtain
advice on major decisions from well-
qualified, independent technical
consultants knowledgeable about SSA
programs, operations, and ADP
environment.

Status: Action in process. SSA Deputy
Commissioners have met to formulate
the future direction and priorities for
ADP modernization. New policies and
guidance on ADP decisionmaking appear
to meet GAO objectives. However, there
is some evidence that these policies are
not always followed.

Recommendation: To help gain better
managerial and technical control over
SSA computer operations and
modernization efforts, the Commissioner
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of Social Security should: (1)
expeditiously establish effective project
control and integration for the
modernization effort, including more
effective use of an integration contractor
to help integrate Systems Modernization
Plan projects and make the transition
from the old to the new computer
system; and (2) reassess whether the
location of the ADP procurement review
function within the Office of Systems
provides sufficient internal control over
this process.

Status: Action in process. Systems have
been moved organizationally from a
Deputy Commissioner-level office to a
lower-level office under the Deputy for
Operations. Some improvement has been
made in project control and the
integration contractor has reported on
these efforts. ADP procurements will
now be reviewed by the SSA Chief
Financial Officer.

Recommendation: To help gain better
managerial and technical control over
SSA computer operations and
modernization efforts, the Commissioner
of Social Security should: (1) accelerate
the completion of software development
standards and implementation of
effective enforcement mechanisms; (2)
not begin software design work until
sufficient work has been completed on
functional requirements and systems
users approve the requirements; and (3)
enhance controls over user changes to
functional requirements after software
design has begun.

Status: Action in process. A formal
follow-up is in progress. Software
development continues to be far behind
schedule.

Recommendation: To help gain better
managerial and technical control over
SSA computer operations and
modernization efforts, the Commissioner
of Social Security should: (1) identify the
number, type, and qualifications of ADP
personnel needed to carry out the

modernization program and maintain
and improve the current systems; and (2)
take steps to obtain the necessary skills.
Status: Action in process. A formal
inventory of ADP staff resources has
recently been completed. A study and
comparison will be done this year to
determine continued staff and training
needs.

Recommendation: To help gain better
managerial and technical control over
SSA computer operations and
modernization efforts, the Commissioner
of Social Security should periodically
survey Systems’ staff morale,
particularly regarding organizational
and management problems perceived as
contributing to low morale, to determine
whether improvements have resulted.
Status: Action in process. SSA
conducted an agencywide survey of
employee job satisfaction and morale.
The results have been published. The
effects on systems employees are
undetermined.

Recommendation: Because SSA will be
dependent on its inefficient existing
systems for a longer time due to major
delays in redesigning its new system, the
Commissioner of Social Security should
also reexamine the current allocation of
resources and priorities established for
maintaining and improving the existing
system and redesigning the new one.
This reexamination should focus on: (1)
developing a clear picture of how the
new system will be implemented,
including how system components will
be integrated, how SSA will make the
transition from the existing system to
the new system, and when major
redesigned system components will be
operational; and (2) assessing the effect
that problems in the existing system,
such as the inefficient software and
manual operations, are having on
service to the public. Such an assessment
should include an estimate of the
resources and time that would be
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required to correct the problems in
relation to when the redesigned system
will be operational.

Status: Action in process. A systems
baseline document has been prepared,
but this is only the first step GAO feels
is needed to accomplish the GAO
objectives.

Recommendation: To help gain better
management control over management
information, the Commissioner of Social
Security should: (1) develop a
comprehensive management information
policy commensurate with the agency
long-range operational plan; (2) establish
performance standards and measures
that are based on the goals and
objectives in the operational plan; (3)
develop future management information
requirements based upon the modernized
computer system; and (4) intensify
efforts to improve SSA data bases and
establish an SSA-wide focal point for
overseeing and integrating SSA
management information and data base
activities, including reviews and
evaluations.

Status: Action in process. A new
Associate Commissioner has been
assigned to this area to refocus efforts. A
management information plan has been
developed in consort with the agency
long-range plan. No progress has been
made in establishing standards beyond a
contract to study them.

Recommendation: The Commissioner of
Social Security should take the following
actions to enhance productivity, without
diminishing the organization’s strong
commitment to providing high-quality
service to the public: (1) improve SSA
focus on productivity by establishing
more specific expectations for efficiency
in SES contracts and merit pay plans as
a basis for gauging performance
(regional and local variations can be
recognized where justified); (2) require
the use of work measurement data and
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periodic cost reports for all SSA cost
centers, such as regional, area, and
district offices, to identify targets of
opportunity for improved efficiency and
cost-effectiveness; (3) allocate staff
resources to similar units,
district/branch offices and program
service centers, based on performance
expectations; and (4) develop and
implement strategies for addressing
external factors that could impede
improved efficiency.

Status: Action in process. SES contracts
now contain productivity goals in
varying degrees depending on the
position. Work measurement data are
being disseminated to regions and will
be sent to offices in the near future.
There is no requirement for how these
data should be used. No cost data are
being provided to work units. Staff
allocation is not based on performance,
but on work loads and management
priorities.

Recommendation: The Commissioner of
Social Security should: (1) establish
national performance standards and
measures for important services, such as
address changes and services to
Medicare beneficiaries; (2) hold
managers accountable for meeting
performance standards; (3) consider what
additional actions are necessary to
improve notices sent to the public and
SSA ability to respond to recipient
questions, specifically expediting
necessary computer system
improvements, holding employees and
supervisory personnel more accountable
for notice quality, and determining the
extent to which SSA field offices have
sufficient information to explain notices
to recipients; and (4) more systematically
identify field office problems in serving
Medicare beneficiaries and promptly
develop resolutions. The Commissioner
should seek assistance from the
Secretary of Health and Human
Services, if necessary.

Status: Action in process. No standards
have been set for post-entitlement work
loads. Some progress has been made in
improving notices, but more needs to be
done. A new agreement is being
developed between SSA and the Health
Care Financing Administration to better
define roles and responsibilities.

Recommendation: The Commissioner of
Social Security should assess what can
be done to address employee concerns
about diminishing advancement
opportunities, such as restructuring jobs
or reevaluating grade structures for
employees assuming greater or more
complex responsibilities as a result of
increased computerization and shifting
of responsibilities among units.

Status: Action in process. Little can be
done while SSA continues staff
reductions through 1990. However, SSA
is pursuing pilot projects to enhance
salaries of operations supervisors and
provide opportunities for freer
movement of field employees to other
field or headquarters locations. Award
funds have been substantially increase
in lieu of promotions.

Recommendation: The Commissioner of
Social Security should: (1) determine
what senior- and mid-level manager
positions will likely have to be filled
over the next several years, the
adequacy of the existing pool of available
candidates, and the specific recruitment
and development changes needed so that
SSA will have enough qualified
candidates to fill future vacant positions;
(2) establish a formal program to identify
and develop managers at all levels of the
organization; (3) determine how SSA can
make staff more aware of requirements
and availability of training for new
supervisors and managers and the
benefits that accrue from fulfilling the
current training curriculum; and (4)
develop a training program to enhance
the knowledge, skills, and abilities of
lower level staff to assume future
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supervisory and management positions.
Such a program could be similar to the
training program SSA now has for newly
promoted or assigned supervisors and
managers.

Status: Action in process. There has
been improvement in management
development programs, but it is too
early to judge improvements in other
areas.

Recommendation: The Commissioner of
Social Security should reassess SSA
selection practices for supervisors to
minimize the selection of employees who
do not have the appropriate skills and
abilities for, or who do not fully
understand, the duties and
responsibilities of the job. In addition,
the Commissioner should reassess the
structure of the operations supervisor
position to determine how more
emphasis can be placed on making it
more rewarding and attractive.

Status: Action in process. SSA has
requested approval for several pilot
programs to upgrade the pay for
operations supervisors, through broad
banding rather than GS grades. In
addition, it is investigating how the
position can be enhanced and how duties
can be restructured to make the position
more desirable.

Recommendation: The Commissioner of
Social Security should: (1) reassess the
emphasis given to initial claims statistics
by managers to determine whether
changes would be appropriate to achieve
a more balanced approach to all
important work loads and other
objectives; (2) more clearly define and set
objectives for the SSA goal of
maintaining a favorable work climate,
include such objectives in SES contracts
and merit pay plans, and systematically
measure progress; and (3) improve the
effectiveness of employee recognition
efforts by allocating a portion of award
funds to all operational components
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based on unit performance, and
emphasizing to supervisors and
managers, through training or other
means, the importance of prompt
recognition of employee contributions.

Status: Action in process. SSA now
apportions award funds based in part on
unit performance. There has been little
change in emphasis on initial claims.
SSA should include an objective to

improve employee work climate in SES
plans.

Executive Direction and Management

Information Management: Leadership Needed in Managing
Federal Telecommunications

IMTEC-87-9, 05/06/87

Background

In response to a congressional request,
GAOQ examined whether the Office of
Management and Budget (OMB) and the
General Services Administration (GSA)
are providing the necessary leadership
and making sound decisions for
managing the federal government’s
telecommunications.

Findings

GAO noted that OMB is required to
develop, in consultation with GSA, a 5-
year plan for meeting the federal
government’s telecommunications needs,
but the agencies have not: (1) collected
adequate information on agency
requirements for various
telecommunications services; (2) derived
appropriate methodologies for evaluating
governmentwide costs; (3) made decisions
as to which services should be provided
centrally; and (4) identified the need for
specific technical standards. GAO found
that the absence of meaningful
governmentwide planning has: (1) left
the government open to the risk of
serious problems in developing and
replacing telecommunications systems;
and (2) made it impossible to determine
whether the government is meeting
overall telecommunications objectives. In
addition, GAO found that: (1) GSA did

not support important procurement
decisions with meaningful analyses; (2} a
GSA analysis of alternatives to replacing
the existing Federal Telecommunications
System (FTS) lacked credibility; (3) GSA
awarded a contract for a more extensive
analysis of the F'TS replacement
alternatives, including a cost-benefit
analysis of principal alternatives; (4)
GSA did not consider the sharing of
telecommunications systems when it
reviewed agencies’ requests for authority
to acquire their own systems; and (5) the
government would have saved an
estimated $16 million over a 10-year
period if GSA had approved shared,
rather than individual, systems in three
locations.

Open Recommendations to
Agencies

Recommendation: In order to provide a
framework for decisionmaking, to define
agency telecommunications needs, to
decide which services should be provided
centrally by GSA and which services
should be provided by the agencies, and
to establish responsibilities between the
central managers and the individual
agencies, OMB and GSA should jointly
develop, document, and implement a
comprehensive plan for meeting
governmentwide telecommunications
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needs. This plan should: (1) be developed
using the guidance OMB and GSA
prescribed for the agencies in the 5-year
automatic data
processing/telecommunications plan, but
should be applied to the central
management level; (2) be based on
appropriate analyses that are necessary
for making decisions on how agencies’
needs will be met; and (3) include
established economic and noneconomic
criteria. OMB and GSA should establish
a process to gather critical information
so that they, as central managers, can
make informed decisions on these issues.
Addressee: Office of Management and
Budget

Status: Action not yet initiated. OMB
has not yet determined how to best
develop this plan.

Addressee;: General Services
Administration

Status: Action taken not fully
responsive. The GSA Internal Audit
Office stated that GSA officials believed
that the redirection of FTS 2000 by the
congressional committees negates the
need for developing a comprehensive
telecommunications plan. Although it is
proceeding with FTS 2000, integrated
planning for meeting end-to-end
telecommunication requirements is
needed.
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Recommendation: Until OMB and GSA
complete the framework document
regarding which services should be
provided centrally by GSA and which
services should be provided by the
agencies themselves, the Administrator
of General Services should: (1) not
approve agency purchases of individual
systems when the agencies were
originally intended to be served by the
Washington Interagency
Telecommunications System (WITS); (2)
recall approvals already issued to
agencies originally intended to be served
by WITS when their requests for
proposals for individual
telecommunications systems have not
yet been issued; and (3) not award a
contract for FTS 2000.

Status: Action in process. GSA
established criteria for use in
determining when it should serve
agencies by WITS. Five agencies
returned their authorizations to buy
individual systems and asked to be
gerved by WITS, and GSA recalled
authorizations to two agencies. GSA is
proceeding, as an interim measure, with
the FTS 2000 procurement, but will split
the award between two vendors.

Recommendation: To enhance agency
decisionmaking on telecommunications
that would best satisfy needs and
objectives, OMB and GSA should
establish an explicit, uniform
methodology for comparing alternatives.
The methodology should describe the
essential cost elements and the
procedures for conducting analyses, and
should be enforced by OMB in its budget
process, and GSA in its review process.
Addressee: Office of Management and
Budget

Status: Action in process. OMB Circular
A-11, June 8, 1987, directed agencies to
develop cost-benefit analyses for major
information technology initiatives
following Federal Information
Processing Standard No. 64. Agencies

are to submit their analyses with initial
budget submissions.

Addressee: General Services
Administration

Status: Action in process. GSA drafted
proposed changes to its regulations on
the acquisition of telecommunications
resources. These draft regulations have
not, for several reasons, been issued in
final form. GSA published a Handbook
for Life-Cycle Management of
Telecommunications Systems, dated
February 1987, containing some general
direction on alternative analysis.

Recommendation: The Director, OMB,
should work with the Administrator of
General Services, to establish and
systematically implement a policy
requiring agencies to share their
proposed telecommunications systems
when GSA determines, through a cost
and technical analysis, that sharing best
achieves service requirements, efficiency,
and the least overall cost to the
government. This policy should be
incorporated in the GSA Federal
Information Resources Management
Regulations and in internal procedures.
Addressee: Office of Management and
Budget

Status: Action in process. GSA proposed
changes to its regulations requiring
agencies to consider sharing other
agencies’ existing facilities before
requesting an authorization for
exclusive-use service or facilities. The
regulations have yet to be issued in final
form. GSA plans to monitor sharing
through its reviews of agency delegation
requests.

Addressee: General Services
Administration

Status: Action in process. GSA proposed
changes to its regulations requiring
agencies to consider sharing other
agencies’ existing facilities before
requesting an authorization for
exclusive-use service or facilities. The
regulations have yet to be issued in final
form. GSA plans to monitor sharing
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through its reviews of agency delegation
requests.

Recommendation: To implement the
policy concerning shared
telecommunications systems, the
Administrator of General Services
should direct the Information Resources
Management Service to ensure that
information identifying which agencies
might share systems is acquired and
used.

Status: Action not yet initiated. GSA
plans to identify agency resources
suitable for sharing by other agencies
and publishing a description of these
resources in a regulatory bulletin.

Recommendation: To implement the
policy concerning shared
telecommunications systems, the
Administrator of General Services
should direct the Information Resources
Management Service to obtain
additional information where the
potential for sharing exists between the
requesting agency and other agencies.
This information should include: (1)
which telecommunications requirements
of these agencies can be met by a new,
shared system; (2) the costs of existing
services for all agencies involved and
estimated costs for the requesting
agency’s proposed system; (3) physical
requirements for the private branch
exchange; and (4) how long the agencies
will occupy their current locations.
Status: Action in process. GSA is
changing its procedures for reviewing
agency requests to acquire
telecommunications resources to cover
the agency’s consideration of sharing.
The GSA-proposed regulation will
require agencies to consider sharing
other agencies’ existing facilities before
requesting authorization for exclusive-
use service or facilities. The regulations
have not been issued in final form.
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Recommendation: To implement the
policy concerning shared
telecommunications systems, the
Administrator of General Services
should direct the Information Resources
Management Service to mandate an
evaluation and cost comparison when
GSA determines that a shared system is
feasible. In this evaluation, GSA should

clarify the alternatives to the
government, including agencies’ claims
of adverse impacts from sharing, and the
most sensible alternative from a
governmentwide viewpoint.

Status: Action in process. GSA is
changing its procedure for reviewing
agency requests to acquire
telecommunications resources to cover

the agency’s consideration of sharing.
The GSA-proposed regulation will
require agencies to consider sharing
other agencies’ existing facilities before
requesting authorization for exclusive-
use service or facilities. The regulations
have not been issued in final form.

Executive Direction and Management

OPM Revolving Fund: Investigation Activities During
Fiscal Years 1983 Through 1936

GGD-87-81, 06/26/87

Background

GAO reviewed the Office of Personnel
Management's (OPM) revolving fund to
finance federal employee background
investigations.

Findings

GAO found that: (1) the backlog of
uncompleted investigations grew
significantly from fiscal year (FY) 1982
to 1984, but decreased in FY 1986; (2)
OPM did not hire sufficient investigators
to keep current with agency

investigation requests; (3) uncertainties
about the OPM budget and personnel
ceilings caused delays in recruiting in
the regions; and (4) although OPM has
contracted with individuals and
companies to increase its investigator
staff, OPM was dissatisfied with the
contractors’ quality of work. GAQ
believes that OPM should not use fiscal
constraints to justify its lack of
investigative staff, since other agencies
reimburse it for all of its costs through
the revolving fund.

Open Recommendations to
Agencies

Recommendation: The Director, OPM,
should provide the investigative activity
authority to hire and maintain an
investigator staff at levels which would
improve the timeliness of background
investigations and reduce the backlog to
a manageable level.

Status: Action in process. Estimated
completion date: 09/83. OPM reached its
authorized level in FY 1988; however,
the backlog is still high and OPM is
trying to increase its authorized level.

Executive Direction and Management

Information Systems: Agencies Overlook Security Controls

During Development

IMTEC-88-11, 05/31/88

Background

Pursuant to a congressional request,
GAQ reviewed federal civilian agencies’
practices for incorporating security

controls during the development of
automated systems for sensitive
information.
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Findings

GAO found that the National Bureau of
Standards (NBS), the Office of
Management and Budget (OMB), and the
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General Services Administration issued
considerable but general guidance for
agencies to follow in incorporating
security controls during systems
development. GAQ also found that
agencies did not adequately: (1)
determine their systems’ security needs;
(2) assess threats, vulnerabilities, and
risks to their systems; (3) identify
alternative system security approaches
or compare their feasibility, costs, or
benefits; (4) analyze potential risks for
their specific system concepts; (5) define
the sensitivity of their information; (6)
define security requirements to permit
implementation of appropriate controls;
or (7) develop security test plans.

Open Recommendations to
Agencies

Recommendation: The National Bureau
of Standards should, pursuant to its
responsibilities under the Computer
Security Act of 1987 and in consultation
with the appropriate agencies, perform a
comprehensive reassessment and
revision of the system development
standards and guidelines needed by
agencies to ensure cost-effective
protection of sensitive information in
federal computer systems under
development.

Status: Action in process. The National
Institute for Science and Technology
(NIST), formerly NBS, has made
progress by issuing a Guide to Auditing
for Controls and Security: A System
Development Life-Cycle Approach, NBS
Special Publication 500-153. However,
NIST will allow 2 years of agency
experience to make changes or additions
to the Guide and then will consider
making the Guide a Federal Information
Processing Standard

Recommendation: The Office of
Management and Budget should,
consistent with its broad authority
under the Paperwork Reduction Act,
revise its existing policies and guidelines

to ensure appropriate management
involvement in security-related decisions
governing the development of sensitive
information systems.

Status: Action in process. OMB will
review its information security policies
to ensure that its policies are consistent
with the Computer Security Act of 1987.
In a related step, OMB has issued
Bulletin No. 88-16, providing guidance to
agencies on preparing and submitting
plans.

Recommendation: The Immigration and
Naturalization Service (INS) should
evaluate its current agency policies and
procedures governing the development of
sensitive information systems to
determine if revisions or extensions are
necessary to ensure that systems are
developed with appropriate security
controls. INS may find the forthcoming
NBS Special Publication 500-153 useful
in this analysis. INS should also review
sensitive information systems that are
currently under development to evaluate
to what extent a sound security
foundation has been laid for their
implementation. Consideration of these
evaluations should be included in the
formulation of INS information security
plans required by the Computer Security
Act of 1987,

Status: Action in process. At the agency
level, INS has instituted policies for the
use of System Development Life-Cycle
standards to apply to security and for
the use of a password issue control
system. It has established and staffed an
ADP security section to implement the
Computer Security Act of 1987,
including evaluations of sensitive
information systems under development.

Recommendation: The Federal Aviation
Administration (FAA) should evaluate
its current agency policies and
procedures governing the development of
sensitive information systems to
determine if revisions or extensions are
necessary to ensure that systems are
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developed with appropriate security
controls. FAA may find the forthcoming
NBS Special Publication 500-153 useful
in this analysis. FAA should also review
sensitive information systems that are
currently under development to evaluate
to what extent a sound security
foundation has been laid for their
implementation. Consideration of these
evaluations should be included in the
formulation of FAA information security
plans required by the Computer Security
Act of 1987.

Status: Action in process. FAA has
established a policy that requires
security reviews of system specifications
to ensure that systems are developed
with appropriate security controls. Also,
FAA will submit National Airspace
System development efforts to a
checklist, which contains system security
as a key component.

Recommendation: The U.S. Customs
Service should evaluate its current
agency policies and procedures
governing the development of sensitive
information systems to determine if
revisions or extensions are necessary to
ensure that systems are developed with
appropriate security controls. Customs
may find the forthcoming NBS Special
Publication 500-153 useful in this
analysis. Customs should also review
sensitive information systems that are
currently under development to evaluate
to what extent a sound security
foundation has been laid for their
implementation. Consideration of these
evaluations should be included in the
formulation of Customs information
security plans required by the Computer
Security Act of 1987.

Status: Action not yet initiated.
Although a response has not been
submitted due to the turnover of
responsible staff and their replacements
not knowing about this recommendation
or requirements, Customs plans to
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respond. Indications are Customs will
concur with this recommendation.

Recommendation: The Farmers Home
Administration (FmHA) should evaluate
its current agency policies and
procedures governing the development of
sensitive information systems to
determine if revisions or extensions are
necessary to ensure that systems are
developed with appropriate security
controls. FmHA may find the
forthcoming NBS Special Publication
500-153 useful in this analysis. FmHA
should also review sensitive information
systems that are currently under
development to evaluate to what extent
a sound security foundation has been
laid for their implementation.
Consideration of these evaluations
should be included in the formulation of
FmHA information security plans
required by the Computer Security Act
of 1987.

Status: Action in process. FmHA will
base its policies and procedures, as
appropriate, on the guidance “Model
Framework for Management Control
Over Automated Information Systems”
provided by the President’s Council on
Management Improvement and Integrity
and Efficiency (January 1988). These
policies will then be used in reviewing
systems under development.

Recommendation: The Department of
Energy (DOE) should evaluate its
current agency policies and procedures
governing the development of sensitive
information systems to determine if
revisions or extensions are necessary to
ensure that systems are developed with
appropriate security controls. DOE may
find the forthcoming NBS Special
Publication 500-153 useful in this
analysis. DOE should also review
sensitive information systems that are
currently under development to evaluate
to what extent a sound security
foundation has been laid for their
implementation. Consideration of these

evaluations should be included in the
formulation of DOE information security
plans required by the Computer Security
Act of 1987.

Status: Action in process. Policies
regarding information systems
development and use are being modified
to consider security controls during the
design and development of DOE
information systems. The modified
policies will form the basis for one of the
objectives of the reviews of systems
under development.

Recommendation: The Social Security
Administration (SSA) should evaluate its
current agency policies and procedures
governing the development of sensitive
information systems to determine if
revisions or extensions are necessary to
ensure that systems are developed with
appropriate security controls. SSA may
find the forthcoming NBS Special
Publication 500-153 useful in this
analysis. SSA should also review
sensitive information systems that are
currently under development to evaluate
to what extent a sound security
foundation has been laid for their
implementation. Consideration of these
evaluations should be included in the
formulation of SSA information security
plans required by the Computer Security
Act of 1987.

Status: Action in process. SSA has
included security standards in five of the
eight stages in the systems development
life cycle (SDLC) prescribed in its
Software Engineering Technology (SET)
manuals. During FY 1989, SSA plans to
complete the remaining three stages
with security standards. SSA will then
compare its SDLC security requirements
against those in the GAO report and
adjust as necessary.

Recommendation: The Veterans
Administration (VA) should evaluate its
current agency policies and procedures
governing the development of sensitive
information systems to determine if
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revisions or extensions are necessary to
ensure that systems are developed with
appropriate security controls. VA may
find the forthcoming NBS Special
Publication 500-153 useful in this
analysis. VA should also review sensitive
information systems that are currently
under development to evaluate to what
extent a sound security foundation has
been laid for their implementation.
Consideration of these evaluations
should be included in the formulation of
VA information security plans required
by the Computer Security Act of 1987.
Status: Action in process. The Office of
Systems Planning, Policy and
Acquisition Control has completed its
review of agency policy and included
security and internal controls in VA life-
cycle management policies. A review for
security issues for systems under
development is underway and the results
are to be incorporated in the security
plans required by the Computer Security
Act of 1987.

Recommendation: The Internal
Revenue Service (IRS) should evaluate
its current agency policies and
procedures governing the development of
sensitive information systems to
determine if revisions or extensions are
necessary to ensure that systems are
developed with appropriate security
controls. IRS may find the forthcoming
NBS Special Publication 500-153 useful
in this analysis. IRS should also review
sensitive information systems that are
currently under development to evaluate
to what extent a sound security
foundation has been laid for their
implementation. Consideration of these
evaluations should be included in the
formulation of IRS information security
plans required by the Computer Security
Act of 1987.

Status: Action in process. IRS has
obtained assistance from the Federal
Computer Performance Evaluation and
Simulation Center in: (1) reviewing
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federal and Treasury requirements for
information systems security and
control; (2) documenting IRS

implementation of an information
system’s security program; and (3)
developing an action plan ensuring that

proper controls are put in place and in
the area of tax system redesign.

General Property and Records Management

Chet Holifield Federal Building: GSA’s Decision To

Renovate and Retain Appears Appropriate

GGD-87-47, 04/20/87

Background

In response to a congressional request,
GAQ studied the economic advisability
of the General Services Administration’s
(GSA) proposal to renovate and retain
the Chet Holifield Federal Building in
Laguna Niguel, California.

Findings

GAQ found that the GSA decision to
renovate and retain the Holifield
Building, rather than sell it, was an
appropriate decision because: (1) the
estimated cost to repair the building was
$42.1 million, while the cost to sell the

building and relocate the tenants into
leased space would be $100.4 million;
and (2) officials of the 11 tenant agencies
stated that the building was suitable for
their use. GAO noted that: (1) the
building has an estimated 17 acres of
excess parking, valued at $6.7 million;
and (2) GSA was unable to determine
the number of parking spaces necessary
for the building’s tenants.

Open Recommendations to
Agencies
Recommendation: The Administrator of

General Services should determine the
actual amount of parking that will be

General Property and Records Management

needed at the Holifield Building and
initiate action to dispose of any excess
parking capacity.

Status: Action in process. Estimated
completion date: 07/89. GSA is
negotiating with Orange County,
California, for an expanded right-of-way
for a road that is being extended near
the building, and is planning to move
more tenants in the building. GSA has
deferred action on this recommendation
until these actions are complete, which
GSA anticipates will be done in July
1989,

Property Management: Excess and Surplus Personal
Property Transfers to Nonfederal Organizations

GGD-88-68, 05/13/88

Background

Pursuant to a legislative requirement,
GAOQ reviewed: (1) executive agencies’
procedures regarding the transfer of
excess and the donation of surplus
federal personal property to nonfederal
organizations; and (2) whether the

General Services Administration (GSA)
conducted timely regional reviews of the
operations of state agencies for surplus
property.
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Findings

GAO found that: (1) since the
implementation of P.L. 34-519, federal
agencies have acquired a greater
percentage of excess personal property
than nonfederal organizations; (2)
although the amount of excess property
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donated to nonfederal organizations
increased from $243 million to $371
million in the 2 years prior to
implementation, the amount of excess
donated property has not exceeded $54
million; (3) some agencies did not include
all the required information in their
annual reports or did not submit their
reports to GSA within the required
calendar quarter; (4) the Department of
Energy (DOE) did not include the excess
personal property furnished to its
contractors in its annual report; (5) state
agencies donated $35.6 million in
personal property to three new
categories, because the law encouraged
donation to a wider range of eligible
nonfederal organizations; (6) 44 state
agencies donated a disproportionate
amount of excess property to their 10
largest recipients; (7) 440 of about 29,800
organizations received 35 percent of the
total donated amount; (8) about 25 state
agencies requested less than their full
entitlements, and 11 received 200
percent or more of their entitlements
because no other states requested them,;
(9) due to a decrease in donated excess
property, many state agencies had
operating losses from 1983 through 1985;
and (10) GSA reviews did not include the

financial conditions of state agencies’
operations.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Energy should include information on
excess personal property furnished to
DOE contractors who operate
government-owned facilities in its
annual report submitted to GSA in
compliance with section 202(e) of the
Federal Property and Administrative
Services Act of 1949, as amended.
Status: Action in process. DOE stated
that it would take action to include
information on excess property
furnished contractors.

Recommendation: The Administrator of
General Services should inform the
heads of all executive agencies that GSA
will issue its summary and analysis
report to Congress on a specified date
and this report will: (1) include only
those executive agency reports that have
been submitted to GSA during the
calendar quarter following the close of
the fiscal year, as required by section
202(e) of the Federal Property and
Administrative Services Act of 1949, as

amended; and (2) identify those
executive agencies that have not
submitted an annual report on time.
Status: Action in process. GSA expects
to issue a Federal Property Management
Regulation bulletin notifying heads of all
executive agencies of the requirement.

Recommendation: The Administrator of
General Services should require that
regional reviews: (1) be conducted once
every 2 fiscal years in compliance with
the Donation Handbook; (2) include
information on the amount of state
agencies’ service charges, operating
expenses, operating profit/loss, and
property donated; (3) develop and use
inventory-level criteria to assess and
reduce the amount of property in
inventory; and (4) increase the coverage
of property and inventory control,
eligibility of donee organizations,
performance of compliance and
utilization reviews, the adequacy of the
fiscal accounting system, and resolution
of the management problems identified.
Status: Action in process. Estimated
completion date: 03/89. Interim steps
were taken, with final donation
handbook changes planned for March
1989.

Legislative Functions

Insurance Reserves: Strategies for Regulating the Federal
Employees Health Benefits Program

HRD-87-10, 03/06/87

Background

In response to a congressional request,
GAO provided information on: (1)
Federal Employees Health Benefits
Program (FEHBP) reserves over a T-year
period from 1979 to 1985, including a
comparison of the reserve balances with

targeted levels; and (2) the different
strategies for regulating reserves and
the advantages and disadvantages of
each.
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Findings

GAO found that: (1) FEHBP reserves
have fluctuated widely from their
targets, needing frequent and often
substantial adjustment to keep them at,
or near, the preferred levels; (2) between
1979 and 1985, the majority of the plans

GAO/0P-89-1



General Government

GAO reviewed held reserves that were
more than 100 percent away from target;
(3) the Office of Personnel Management
(OPM) and the FEHBP health plans
have three strategies to regulate
reserves, including adjusting future
premiums, modifying future benefits,
and giving refunds; and (4) the best
strategy is the adjustment of future
premiums because it is administratively
easier, less costly, and provides the
fairest settlement, since it divides the
reserve shortage or surplus by the

amount contributed. GAO believes that:
(1) OPM and the plans will have
difficulty in accurately setting premiums
to avoid the reserve fluctuations; and (2)
modifying future benefits and giving
refunds will cause cost-shifting between
the government and enrollees.

Open Recommendations to
Agencies

Recommendation: Unless Congress
amends the Federal Employees Health

Benefits Act of 1959 to provide program-
wide adjustments in the government’s
contribution, the Director, OPM, should
use future premium adjustments to
regulate FEHBP reserves and avoid
using refunds and benefit modifications
as reserve adjustment strategies.

Status: Recommendation valid/action
not intended. OPM refused to adopt this
recommendation.

Legislative Functions

Congressional Reports: Efforts To Eliminate or Modify
Reporting Requirements Need To Be Improved

AFMD-88-4, 04/19/88

Background

GAO reviewed the procedures that the
Office of Management and Budget
(OMB) and five executive branch
agencies used to compile and present a
legislative proposal for modifying or
eliminating 240 congressional reporting
requirements.

Findings

GAOQO found that: (1) as of fiscal year
1985, there were approximately 3,300
recurring reporting requirements, which
cost agencies about $240 million; and (2)
although OMB used agency

recommendations to develop a legislative
proposal to modify or eliminate 240
reporting requirements, Congress only
changed or rescinded 23. GAQ also found
that: (1) agencies did not sufficiently
communicate with Congress either
before or after submitting the proposal;
(2) most of the justifications presented
did not adequately demonstrate the need
to eliminate or modify the reporting
requirements; and (3) agencies did not
use existing reports management
processes to ensure that the
recommendations they made satisfied
congressional information needs.
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Open Recommendations to
Agencies

Recommendation: The Administrator of
General Services should amend the Code
of Federal Regulations to include
congressional reporting requirements in
executive agencies’ recurring evaluation
of reporting needs.

Status: Action in process. Estimated
completion date: 02/89. The General
Services Administration (GSA) will be
issuing regulations to require executive
agencies to perform recurring
evaluations of congressional reports.
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Legislative Functions

U.S. Government Printing Office: Materials Management
Service’s Charges for Handling Paper and Materials

GGD-88-108, 08/08/88

Background

In response to a congressional request,
GAO examined the operations of the
Government Printing Office’s (GPO)
Materials Management Service, to
determine: (1) the propriety of the
Service’s handling charges from the
standpoint of generally accepted
accounting principles; (2) whether the
charges were equitable to the level of
service provided; (3) whether the cost
centers were adequate to properly
determine and allocate costs; and (4)
ways to reduce operating expenses.

Findings

GAO found that: (1) the number of cost
centers was adequate to record and
accumulate costs; (2) the Service
properly and accurately assigned direct
costs to the centers; (3) the Service did
not properly and accurately assign some
allocated costs under the engineering
service charges and building expense
accounts; (4) the Service did not always
allocate building space assignments
according to the centers’ actual
occupancy and square footage; (5) GPO
last reviewed space allocation rates in

1965; (6) although the Service levied a
35-percent handling charge on all
customers buying paper and materials
from inventory and a 6-percent handling
charge on direct shipments, it levied no
charges for other items; and (7) GPO
could not provide specific data to support
these rates.

Open Recommendations to
Agencies

Recommendation: The Public Printer,
GPO, should direct the Office of the
Comptroller to review all allocation
bases used to distribute costs to
Materials Management Service cost
centers. During this review the basis for
allocating costs in the engineering
services and the buildings expense
accounts should receive special
attention.

Status: Action in process. Estimated
completion date: 10/89. Engineering and
buildings expense account changes were
made. The remainder depends on the
new method of allocating costs and
overall systems changes, planned during
fiscal year (FY) 1989.
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Recommendation: The Public Printer,
GPO, should direct the Office of the
Comptroller to evaluate the validity of
the present handling charges for issues
from inventory and direct shipments of
paper and materials from vendors, make
any necessary adjustments, and make
such evaluations on a periodic basis.
Status: Action in process. Estimated
completion date: 10/89. Initial and
periodic evaluations are dependent on
systems reappraisal and the new cost
allocation method to be completed
during FY 1989.

Recommendation: The Public Printer,
GPO, should direct the Office of the
Comptroller to develop handling charges
applicable to recovery of costs of the
Materials Management Service’s services
provided to users of procurement
services not now subject to a handling
charge.

Status: Action in process. Estimated
completion date: 10/89. Handling
charges for other services are to be
instituted as part of systems reappraisal
and the new overall cost allocation
method to be completed during FY 1989.
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Legislative Functions

Legislative Mandates: State Experiences Offer Insights for

Federal Action

HRD-88-75, 09/27/88

Background

In response to a congressional request,
GAOQ reviewed state and federal
attempts to deal with legislative
mandates imposed on lower levels of
government, focusing on: (1) their
processes for estimating the mandates’
cost impacts; and (2) states’
reimbursement practices for such costs.

Findings

GAO found that: (1) although the cost
estimates improved Congress’
understanding of state and local costs,
they had little effect on five of eight bills
it reviewed because legislators were
more concerned with programs and
policy issues rather than state and local
costs; (2) at the state level, cost estimates
had a significant impact if the states
prepared them early in the legislative
process; (3) 14 states reimbursed local
governments for state-mandated costs;

(4) four of seven of those states deterred
legislators from passing unfunded
mandates through reimbursement
requirements; (5) in three states,
reimbursement requirements had little
impact on legislative mandates; and (6)
only one state had appropriated
sufficient funding to defray local costs.
GAO believes that the federal
government could focus attention on the
impact of federal legislation on state and
local costs by providing estimates for key
bills prior to full committee reports and
biennial reports to increase legislators’
awareness of mandated costs.

Open Recommendations to
Congress

Recommendation: Congress may wish
to ask the Congressional Budget Office
to prepare state and local cost estimates
for selected proposed legislation
scheduled for subcommittee or full
committee markup. Consultation with

state and local government interest
groups could help legislators identify
significant mandate legislation
warranting these estimates. Committees
and members should also consider
requesting estimates for floor
amendments with potentially significant
effects on state and local costs.
Committees and members should request
estimates on appropriation and tax bills
that are identified as potentially
affecting state and local costs.

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: The Advisory
Commission on Intergovernmental
Relations should prepare a biennial
report on the total estimated state and
local costs of new mandates contained in
legislation passed by each Congress.
Status: Action not yet initiated.

Other General Government

District of Columbia: P.L. 94-142 Compliance and
Management of Youth Services Administration

GGD-86-131, 09/12/86

Background

In response to a congressional request,
GAO monitored the District of
Columbia’s (D.C.) efforts to comply with
the Education for All Handicapped

Children Act’s requirements relating to
juvenile delinquents, specifically aspects
of the D.C. Youth Services
Administration’s (YSA) payroll,
contracting, and personnel functions.
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Findings

GAO found that: (1) the D.C.
Department of Human Services’ (DHS)
lack of management oversight and
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control of YSA resulted in considerable
overtime expenditures, noncompliance
with contracting procedures, and
inaccurate position descriptions; (2) 22
percent of the YSA personal services
budget for fiscal years (FY) 1983 through
1985 was charged to overtime expenses,
which were caused by noncompliance
with internal controls, insufficient
staffing, and poor scheduling; (3) DHS
and YSA failed to adhere to key internal
controls designed to ensure proper
contract review, monitoring, and
payment; and (4) many YSA employees
did not have position descriptions that
accurately described their current duties
and responsibilities, due to
noncompliance with personnel
regulations and procedures.

Open Recommendations to
Agencies

Recommendation: The Mayor of D.C.
should ensure that YSA is managed in
an effective, efficient, and economical
manner by directing the Director, DHS,
and the Commissioner on Social Services
to ensure that DHS, Social Service, and
YSA managers follow D.C. and DHS

contracting and payroll policies and
procedures.

Status: Action in process. Estimated
completion date: 09/89. In September
1988, the City Administrator advised
GAO that DHS managers are complying
with contracting and payroll policies and
procedures.

Recommendation: The Mayor of D.C.
should ensure that YSA is managed in
an effective, efficient, and economical
manner by directing the Deputy Mayor
for Operations to exercise sufficient
oversight regarding the activities of the
Director, DHS, and the Commissioner on
Social Services, by ensuring that an
independent audit is conducted next
year of YSA payroll and contracting
functions.

Status: Action in process. Estimated
completion date: 09/89. In September
1988, the City Administrator advised
that the recommended audit of YSA
payroll and contracting functions will be
completed during the first quarter of FY
1939,

Recommendation: The Mayor of D.C.
should ensure that YSA is managed in
an effective, efficient, and economical

manner by directing the Deputy Mayor
for Operations to exercise sufficient
oversight regarding the activities of the
Director, DHS, and the Commissioner on
Social Services, by ensuring that an
independent audit of YSA FY 1984 and
1985 contracts is conducted for the
purpose of identifying disallowable and
unsupportable costs.

Status: Action in process. In September
1988, the City Administrator advised
that the recommended audit of 1984 and
1985 contracts will be completed during
the first quarter of FY 1989.

Recommendation: The Mayor of D.C.
should ensure that YSA is managed in
an effective, efficient, and economical
manner by directing the Director, D.C.
Office of Personnel, to immediately
begin a classification survey of all YSA
positions and implement a schedule to
review each position at least once in
each 3-year period.

Status: Action in process. Estimated
completion date: 09/89. A survey and
update of YSA staff classification is in
process. Two classification specialists
have been assigned to YSA to review
and develop or update position
descriptions, as warranted.

Other General Government

Affirmative Action: Social Security Can Do More To
Improve Blacks’ Representation in Its Work Force

HRD-87-2, 01/02/87

Background

In response to a congressional request,
GAO discussed: (1) the effect of the
affirmative action plan at Social
Security Administration (SSA)
headquarters on the representation of
blacks in some job series; (2) how SSA
developed and implemented affirmative

action plans; and (3) whether SSA
planning and reporting complied with
Equal Employment Opportunity
Commission (EEOC) requirements.
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Findings

GAO found that: (1) although the overall
ratio of blacks employed at SSA
headquarters increased from 1982 to
1985, black men were generally
underrepresented in the organizational
components and job series reviewed; (2)
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SSA did not fully comply with
affirmative action requirements in
compiling and analyzing race and sex
profile data for each stage of the
selection process to fill vacant positions;
(3) SSA did not fully implement an
agency-wide affirmative-action plan
because lower-level plans did not address
the same mainstream job series; (4) SSA
has not issued a report on its planned
study to identify artificial barriers to the
advancement of underrepresented
groups in the work force; and (5)
components’ annual accomplishment
reports did not include information on
minority skills development activities.

Open Recommendations to
Agencies

Recommendation: The Secretary of
Health and Human Services should
direct the Commissioner of Social
Security to integrate the SSA-wide
affirmative action plan into components’
plans, especially in regard to identifying
mainstream job series and establishing
hiring, promotion, and reassignment
goals.

Status: Action not yet initiated. SSA
disagreed with this recommendation and
stated that components’ affirmative
action plans were already integrated
into the SSA-wide plan.

Recommendation: The Secretary of
Health and Human Services should
direct the Commissioner of Social

Security to require components to report
affirmative action accomplishments with
sufficient information to determine
whether affirmative actions goals and
objectives were achieved.

Status: Action not yet initiated. SSA
disagreed with this recommendation and
stated that enough information was
provided by its components in the
annual accomplishment/update reports.

Recommendation: The Secretary of
Health and Human Services should
direct the Commissioner of Social
Security to bring the affirmative action
program into compliance with EEOC
directives by requiring that SSA compile
race and sex profile data for all stages of
the internal selection process, including
data on all qualified applicants, best-
qualified candidates, and selectees for
job vacancies.

Status: Action in process. SSA stated
that it started to collect and analyze
complete applicant flow data, with some
of the data provided from manual
records and it will automate the data at
each stage of the competitive process so
it can tabulate and analyze the data, as
required. As of June 7, 1988, SSA had
compiled applicant flow data for 25 of
217 competitive vacancy announcement
packages issued since January 23, 1987.

Recommendation: The Secretary of
Health and Human Services should
direct the Commissioner of Social
Security to request SSA organizational
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components to include data in the
annual accomplishment reports on skills
development activities, such as
individual development plans, bridge
position reassignments, and training
opportunities for targeted
underrepresented minority groups.
Status: Action not yet initiated. The
SSA Office of Civil Rights and Equal
Opportunity told GAO that the SSA 5-
year affirmative action plan for fiscal
years 1988 through 1992 has just been
completed and these issues have been
incorporated. GAO will review this plan
to determine if this recommendation has
been addressed.

Recommendation: The Secretary of
Health and Human Services should
direct the Commissioner of Social
Security to bring the affirmative action
program into compliance with EEQOC
directives by requiring that SSA identify
and act to reduce or eliminate artificial
barriers that adversely affect the
advancement of underrepresented
minority groups.

Status: Action in process. SSA stated
that seven headquarters barrier analysis
studies were completed. GAO will obtain
copies of the four additional studies just
recently completed and analyze them to
determine whether they meet EEOC
requirements and whether any actions
to eliminate the barriers have been
initiated by SSA.
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Other General Government

Federal Evaluation: Fewer Units, Reduced Resources,
Different Studies From 1980

PEMD-87-9, 01/23/87

Background

In response to a congressional request,
GAO provided information on the recent
changes in the status of program
evaluation activities in the non-defense
executive departments and agencies,
specifically: (1) the current level of
program evaluation activity in the
executive branch; and (2) changes that
occurred between 1980 and 1984.

Findings

GAO found that, between 1980 and 1984:
(1) the total number of units in non-
defense departments and agencies
engaging in program evaluation
activities decreased by 26 percent; (2)
fiscal resources decreased by 37 percent
and personnel decreased by 22 percent;
(3) fewer evaluation units were in
operation and both budgetary and

human resources decreased, especially
for those departments with block grant
programs; (4) only about 20 percent of
the units with continued evaluation
activity reported any legislative set-aside
funding for evaluation; (5) internal
budget allocations did not compensate
for set-aside reduction, and tended to
decrease more rapidly than the set-
asides themselves; and (6) despite the
decreases in units, funding levels, and
professional staff, evaluation studies
decreased by only 3 percent. GAO also
found that: (1) evaluation units increased
their internal staff work on less
expensive studies and non-technical
reports and reduced the number of
costlier, more time-consuming studies by
external evaluators; (2) program
managers and top agency officials were
the primary recipients of evaluation
studies; and (3) findings from the studies

were not easily available to Congress
and the public.

Open Recommendations to
Congress

Recommendation: Congress should
determine whether the agencies under
its jurisdiction are developing and
reporting the information needed by
committees for their oversight
responsibilities. This would include
periodic reviews to ensure that agencies
are fulfilling legislated mandates for the
provision of evaluative information. To
ensure the availability of information
required for oversight purposes, it might
be necessary to specify, in law or
accompanying committee reports,
additional set-asides, mandated studies,
or improved dissemination of evaluation
findings.

Status: Action not yet initiated.

Other General Government

Presidential Inaugurations: Legislation Is Needed To
Clarify Agencies’ Support Roles

GGD-87-10, 02/27/87

Background

In response to a congressional request,
GAO examined: (1) the adequacy of
federal agencies’ statutory authority to
use their resources to support
presidential inaugural activities; and (2)
whether there is a need for legislation to

clarify the policy on the use of federal
resources to support future
inaugurations.
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Findings

GAO found that: (1) Congress should
enact legislation to clarify federal
agencies’ roles in inaugural planning
and support activities, the nature of the
inaugural event, and the Presidential
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Inaugural Committee’s statutory basis
for future inaugurations; (2) both the
Department of Defense and the General
Services Administration, which have
broad roles in the inaugural activities,
lack clear statutory authority to provide
certain types of support; and (3) under
existing law, agencies may not use
federal funds to support private
concerns, and federal personnel may not
perform services for private concerns

even if they compensate or reimburse
the government in kind.

Open Recommendations to

Congress

Recommendation: Congress should
enact legislation to clearly establish: (1)
the extent to which inaugural functions
and activities are to be publicly financed
either through specific appropriations or
through assistance provided by

departments and agencies; and (2) that
the disbursement of public funds or the
furnishing of assistance over and above
the extent authorized shall constitute a
violation of the Antideficiency Act in the
amount of such overdisbursement or of
the full cost of assistance provided,
unless prompt reimbursement is made
by the political party of the newly
elected President or from other private
funds.

Status: Action in process.

Other General Government

Consumer Product Safety Commission: Administrative
Structure Could Benefit From Change

HRD-87-47, 04/09/87 -

Background

In response to a congressional request,
GAO reviewed the Consumer Product
Safety Commission’s (CPSC)
administrative structure to determine
whether: (1) a single administrator,
rather than a commission, could more
effectively carry out CPSC functions;
and (2) CPSC should retain its separate
status or be located within an existing
executive department.

Findings

GAO found that: (1) commissioners’ long-
term appointments have not achieved
stability in leadership positions; (2)
independent status has not insulated
CPSC from economic or political
pressures; (3) changing the commission
structure to an administration would
save about $1 million a year; and (4)
major studies indicated significant
problems with the commission
administrative structure. Although GAQ
found different opinions on the
appropriate organizational status, it
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found no criteria for determining
whether CPSC should remain as a
separate agency or become part of an
executive department.

Open Recommendations to
Congress

Recommendation: Congress may wish
to consider amending section 4 of the
Consumer Product Safety Act to provide
for a single administrator appointed by
the President with the advice and
consent of the Senate.

Status: Action in process.
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Other General Government

Equal Employment Opportunity: Some Racial Imbalance in
SSA Region X, Better Data and Remedies Needed

HRD-88-6, 10/13/87

Background

Pursuant to a congressional request,
GAO provided information on the
employment status of black employees in
the Social Security Administration’s
(SSA) Region X, which includes Alaska,
Idaho, Oregon, and Washington.

Findings

GAO found that: (1) blacks were
underrepresented in some grades in
three primary job series; (2) the Region
X multiyear affirmative action plan
identified the job series and grade levels
in which minorities and women were
underrepresented, but failed to include
numerical goals and timetables for
remediation or specific strategies for
enhancing the advancement of blacks; (3)
Region X affirmative action
accomplishment and update reports
lacked information regarding progress,
achievements, and labor statistics; and
(4) Region X did not comply with
reporting requirements in collecting race
and sex data for applicants.

Open Recommendations to
Agencies

Recommendation: To bring SSA Region
X into compliance with Department of
Health and Human Services (HHS) and
Equal Employment Opportunity
Commission (EEOC) affirmative action
requirements, the Commissioner of
Social Security should direct the
Commissioner, SSA Region X, to develop
an affirmative action strategy to remedy
underrepresentation that incorporates

the annual numerical goals and
timetables established by the SSA Office
of Civil Rights and Equal Opportunity.
Status: Action in process. Region X has
started targeting positions for
promotional reassignment by
underrepresented group members. Input
on corrective actions are to be solicited
from managers in the region. Beginning
October 1988 and annually thereafter,
Region X will report on progress made
to correct underrepresentation.

Recommendation: To bring SSA Region
X into compliance with HHS and EEOC
affirmative action requirements, the
Commissioner of Social Security should
direct the Commissioner, SSA Region X,
to compile race and sex data on all
internal applicants at each stage of the
competitive process for filling job
vacancies.

Status: Action in process. Region X has
developed a system to track internal
applicants for job vacancies. All requests
for staffing actions are now reviewed to
detect criteria that may cause barriers.
As necessary, alternate methods to fill
vacancies are suggested. In addition, a
quarterly report will be prepared on
applicant pool characteristics and
statistics beginning in fiscal year (FY)
1989.

Recommendation: To bring SSA Region
X into compliance with HHS and EEOC
affirmative action requirements, the
Commissioner of Social Security should
direct the Commissioner, SSA Region X,
to use required race and sex data to
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identify barriers to advancement by
minority groups.

Status: Action in process. A regional
staffing chart was completed and
compared to the Region X civilian labor
force statistics to identify
underrepresented groups. Data on
disciplinary actions, training, awards,
promotions, and details are being
analyzed. A study to pinpoint barriers
was conducted, but the results were
inconclusive. A new study will be
completed in late 1988 to address this
recommendation.

Recommendation: To maximize the
effectiveness of Region X affirmative
action efforts, the Commissioner of
Social Security should direct the
Commissioner, SSA Region X, to report
annual affirmative action
accomplishments in a narrative that
links accomplishments with long-term,
multiyear plan objectives.

Status: Action in process. Estimated
completion date: 12/88.

Recommendation: To maximize the
effectiveness of Region X affirmative
action efforts, the Commissioner of
Social Security should direct the
Commissioner, SSA Region X, to report
the success of planned skills
development activities in aiding the
mobility of targeted minority group
members.

Status: Action in process. Region X has
identified: (1) the grades and series of
minority employees; (2) development
programs available to underrepresented
groups; and (3) reasons for
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nonparticipation in special programs by
minorities. Region X is currently
identifying areas of need and

Other General Government

recommending developmental activities
to meet needs. A separate report on

these issues is to be issued early in FY
1989.

DC Government: Problems Have Created Delays in
Constructing Educational Facilities at Lorton

GGD-88-1BR, 10/23/87

Background

In response to a congressional request,
GAO reviewed the status of $12.3 million
in appropriated funds intended for
constructing permanent educational and
vocational facilities at the District of
Columbia’s (D.C.) Lorton Prison complex,
to determine if D.C. spent the funds in
accordance with congressional intent.

Findings

GAO found that: (1) although the D.C.
Department of Public Works (DPW)
assigned the projects a high priority,
construction progress was slow; (2)
planning for the facilities’ construction
was developed near the end of the fiscal
year; (3) a departmental reorganization
that led to the establishment of DPW

Other General Government

disrupted its ability to give the projects
adequate management attention; (4) the
contract procurement process was
lengthy; (5) DPW did not adequately
oversee construction activities; and (6)
DPW did not ensure continuity of
program management. GAQO also found
that DPW has initiated action to: (1)
improve overall departmental
operations; (2) strengthen its inspection
activities; and (8) improve contract
processing.

Open Recommendations to
Agencies

Recommendation: Recognizing that the
Director of DPW has taken action to
improve departmental operations, the
Mayor, after allowing sufficient time for

corrective measures to be implemented,
should direct the City Administrator to
have an independent assessment made of
the effectiveness of the operational
improvements.

Status: Action in process. Estimated
completion date: 09/89. DPW has hired
additional inspectors, established an
Engineering Branch for inspectors, filled
the Division Chief of Project
Management slot, and established
bimonthly internal coordination
meetings. The City Administrator
reaffirmed the intent to conduct an
independent assessment after sufficient
time has elasped for full
implementation.

Procurement: Assessment of the Office of Federal

Procurement Policy

NSIAD-88-35, 11/20/87

Background

GAO reviewed the Office of Federal
Procurement Policy (OFPP) to assess its

leadership in setting government-wide
procurement policy.

Page 102

Findings

GAO found that: (1) the procurement
community believes that a central
procurement policy office is needed to

GAO/OP-89-1



General Government

oversee government procurement; (2)
OFPP has not consistently performed
the basic statutory functions of
providing overall procurement direction
and maintaining the Federal Acquisition
Regulation, as initially envisioned; (3)
the lack of strong management and
leadership, inadequate support from the
Office of Management and Budget
(OMB), and a lack of staff resources
contributed to its uneven performance;
(4) since the appointment of a new
administrator, OFPP has used its
existing authority more assertively; and
(5) because the administrator’s post was
vacant for almost 2 years, many believe
that lengthy periods without an
administrator hinder OFPP
effectiveness.

Other General Government

Open Recommendations to
Agencies

Recommendation: The Director, OMB,

should provide the support needed to
ensure that OFPP will be able to
effectively perform its functions, such as
those concerning: (1) overall
procurement policy direction; (2)
coordination in developing executive
branch positions on procurement-related
legislation; and (3) leadership in dealing
with procurement work-force issues.
Status: Action in process. The current
Director, OMB, supported the prior
Administrator, OFPP; however, the
Administrator has resigned. According
to one OFPP official, OMB support has
been exemplified by the 50-percent
increase in the OFPP FY 1988 budget
and additional increase requested for its
FY 1989 budget. OFPP is also being
given responsibility for the reinstituted
Cost Accounting Standards Board.

Recommendation: Because effective and
dynamic leadership is such a critical
ingredient to the success of such a small
central office, the Director, OMB, should
ensure that the position of the OFPP
Administrator does not remain vacant
for long periods of time. The timely
appointment and confirmation of an
administrator is important to
demonstrate commitment to the OFPP
mission.

Status: Action in process. Since the
prior Administrator resigned in April
1988, the Director, OMB, has made
preliminary inquiries concerning the
nomination of a new OFPP leader.
However, as the nominee must be
confirmed by the Senate, one OFPP
official felt that such a process could not
be accomplished before Congress
adjourns in October 1988.

Bank Powers: Issues Related to Repeal of the Glass-

Steagall Act

GGD-88-37, 01/22/88

Background

In response to a congressional request,
GAO provided information on issues
concerning the expansion of banks’
securities powers through repeal of the
Banking Act of 1933 (Glass-Steagall) and
the ramifications of eliminating or
extending the moratorium on expansion
of bank powers.

Findings

GAO found that repeal of the act could:
(1) benefit consumers in terms of lower
prices and better services; and (2) create

a need for regulatory oversight and
legislation to protect consumers and
enhance the safety and soundness of
banking and commercial institutions.
GAQO believes that: (1) to protect
consumer interests, it will be necessary
to gradually phase out the act’s
restrictions while assuring adequate
capitalization, requiring a bank holding
company structure, and increasing
regulatory oversight; and (2) extending
the moratorium would be unfair to other
lending institutions that are not
protected by the act’s provisions.
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Open Recommendations to
Congress

Recommendation: If Glass-Steagall is
repealed, Congress should organize
extended activities in a holding company
rather than in the bank. The holding
company organizational form provides
the bank and the deposit insurance fund
with the highest degree of insulation
from potential risks.

Status: Action not yet initiated.

Recommendation: Congress should

increase resources for banking and
securities industry regulators in order to
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preserve safety and soundness and
protect consumer interests. The
necessary increases in resources could be
obtained by raising fees and premiums
for banks that have securities affiliates,
or by instituting a new fee for
examinations of holding companies
engaged in both banking and securities
activities.

Status: Action not yet initiated.

Recommendation: If Glass-Steagall is
repealed, Congress should prohibit
undercapitalized holding company
parents from engaging in extended
activities.

Status: Action not yet initiated.

Recommendation: If Glass-Steagall is
repealed, Congress should require the
holding company to act as a source of
strength to its bank components.
Status: Action not yet initiated.

Recommendation: If Glass-Steagall is
repealed, Congress should stipulate that
banks be allowed to lend to their
securities affiliates, but that all such
transactions be conducted on an arm’s-
length basis.

Status: Action not yet initiated.

Recommendation: Congress should
allow some transactions between
affiliates, but only on an arm’s-length
basis, in order to adequately satisfy the
liquidity needs of securities firms that

are affiliated with banks. If necessary,
sections 23A and 23B should be
strengthened to provide additional
regulatory resources as may be
necessary for supervision and
enforcement. Congress should also
consider increasing the penalties for
infractions of sections 23A and 23B.
Status: Action not yet initiated.

Recommendation: Congress should
require the bank holding company to act
as source of strength to the bank.
Moreover, if the holding company avoids
that responsibility, Congress should
consider making the holding company
financially liable for any losses by the
insurance fund.

Status: Action not yet initiated.

Other General Government

International Banking: Supervision of Overseas Lending Is

Inadequate

NSIAD-88-87, 05/05/88

Background

Pursuant to a congressional request,
GAOQ assessed the Department of the
Treasury’s Office of the Comptroller of
the Currency’s (OCC), the Federal
Reserve System’s (FRS), and the Federal
Deposit Insurance Corporation’s (FDIC)
supervision of U.S. banks’ international
lending, focusing on the agencies’: (1)
compliance with the International
Lending Supervision Act of 1983; and (2)
actions in response to 1982 GAQ
recommendations.

Findings
GAO found that the agencies: (1)
required an inadequate reserve of $2.3

billion for foreign loans; (2) restricted
use of their reserving authority to value-

impaired loans, which constituted less
than 2 percent of loans to less-developed
countries; (3) required inadequate
reserves for those loans; and (4) did not
require reserves for loans rated as other
transfer risk problems (OTRP) or
substandard. GAO also found that the
agencies’ Interagency Country Exposure
Review Committee ICERC): (1)
accurately ranked countries in terms of
debt-servicing problems; (2) did not
forecast the possible debt-servicing
problems in countries with weak loans,
although it rated 23.8 percent of its
loans as weak; (3) used an inaccurate
mathematical model in its ratings; and
(4) did not promptly communicate with
banks regarding weak ratings or debtor
countries’ probable debt servicing
problems. In addition, GAO found that
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the agencies’ examiners did not
adequately: (1) consider country risk and
exposure concentrations in capital
adequacy assessments; (2) examine bank
compliance with required reserves,
accounting procedures for profits from
loan rescheduling fees, and public
disclosure requirements; (3) review the
accuracy of banks’ country exposure
reports of international loans; (4) review
banks’ country exposure management
systems; or (5) comment on weak assets
or highlight significant foreign-owned
bank assets.

Open Recommendations to
Agencies

Recommendation: The Comptroller of
the Currency and the Chairmen of the

GAOQ/OP-89-1



General Government

Board of Governors of the Federal
Reserve System and FDIC should
instruct their ICERC representatives to
require reserves for bank loans rated
OTRP, substandard, and value-impaired.
Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Recommendation valid/action
not intended. The agencies believe that
reserves for OTRP and substandard
loans are not needed because banks have
voluntarily increased general reserves
and substantially increased regulator’s
measure of banks capital.

Addressee: Federal Reserve System:
Board of Governors

Status: Recommendation valid/action
not intended. Instead of requiring
reserves for OTRP and substandard,
bank supervisors have encouraged banks
to increase their overall resources
available to stem future losses.
Increasing reserves does not affect the
banks’ level of total resources.
Addressee: Federal Deposit Insurance
Corporation

Status: Recommendation valid/action
not intended. The agencies believe that
specific reserves for OTRP and
substandard loans are not needed
because banks have voluntarily
increased general reserves and
substantially increased regulator’s
measure of banks capital.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
instruct their ICERC representatives to
use secondary market price data, or if
unavailable, statistically estimated
proxies, as the primary consideration in
setting reserve requirements.
Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Recommendation valid/action
not intended. The agency believes that
secondary market prices should not be

the primary consideration in setting
reserve requirements because: (1) volume
on this market is small and represents
distress sales that do not measure fair
market consideration; and (2) factors
other than credit value affect secondary
market prices.

Addressee: Federal Reserve System:
Board of Governors

Status: Recommendation valid/action
not intended. The agency believes that
secondary market prices should not be
the primary consideration in setting
reserve requirements because these
prices reflect little about the ultimate
collectibility of LDC loans. Secondary
market prices basically reflect sales by
banks exiting the business of lending to
developing countries.

Addressee: Federal Deposit Insurance
Corporation

Status: Recommendation valid/action
not intended. The agency believes that
secondary market prices are not
necessarily indicative of debt
serviceability and should not be the
primary consideration in setting reserve
requirements because the market is
imperfect and inefficient. Supervisory
and managerial judgement should
determine reserve requirements using
secondary market prices and other
factors.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
instruct their ICERC representatives to
revise the rating scale so that ICERC
can forecast the nonimminent
development or elimination of debt-
servicing problems.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Recommendation valid/action
not intended. OCC does not believe that
ICERC ratings should be used or
regarded as forecasts of debt-servicing
problems.
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Addressee: Federal Reserve System:
Board of Governors

Status: Recommendation valid/action
not intended. The Board does not believe
that it is appropriate for it to speculate
as to which foreign borrowers with
correctable problems will fail to take
appropriate action. Examination reports
are given to banks which note
concentrations of debt owed by a country
with weaknesses.

Addressee: Federal Deposit Insurance
Corporation

Status: Recommendation valid/action
not intended. FDIC believes that the
purpose of the ratings is not meant to be
a statistical exercise in the prediction of
actual debt-servicing problems. Rather
the intent is to highlight large loan
concentrations which are owed by
countries with a high potential for
incurring debt-servicing problems.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
instruct their ICERC representatives to
communicate: (1) weak ratings to banks
owning significant amounts of this debt
immediately after ICERC meetings; and
(2) the probability of future debt-
servicing problems when ratings are
communicated to banks.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Recommendation valid/action
not intended. OCC believes that, while
weak ratings indicate potential debt-
servicing problems, these ratings are
more appropriately used to evaluate a
bank’s exposure in relation to potential
debt-servicing problems. GAO is
concerned that the communication of
weak ratings immediately after ICERC
meeting could lead the banks to regard
the ratings as forecasts.

Addressee: Federal Reserve System:
Board of Governors
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Status: Recommendation valid/action
not intended. The Board believes that if
it informs banks of countries with weak
ratings along with lower-rated countries,
banks may misconstrue this list as an
inclusive listing of countries which a
government agency has deemed as poor
credit risks.

Addressee: Federal Deposit Insurance
Corporation

Status: Recommendation valid/action
not intended. FDIC believes that
communication to banks of the weak
ratings may cause weak countries to be
regarded as being poor credit risks when
the intent is to highlight risk
diversification concerns given the
potential for debt-servicing problems in
these weak countries.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
instruct their ICERC representatives to
request the Federal Reserve Bank of
New York (FRB-NY) to find a better
alternative to the present screen.
Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. OCC supports
FRB-NY efforts to seek alternatives to,
and implement changes in, the screen of
economic indicators.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. The Board
states that FRB-NY frequently reviews
the screen, used to categorize countries
in the initial stages of the screening
process, to determine whether changes
can be made on a cost-effective basis.
FRB-NY reports that it is in the process
of studying alternative models in place
of the screen.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FRB-NY is in
the process of studying alternatives to
the screen.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should ensure
that country studies present a consistent
framework for evaluating political and
social developments, including
assessments of internal stability,
external security threats, and relations
with the United States and other
countries.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Recommendation valid/action
not intended.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. The Board
states that changes have been made to
improve the country studies.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FRB-NY has
implemented a number of changes to the
country studies. FDIC supports its
continued efforts in this regard.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should ensure
that country studies analyze and project
key economic variables into the near
future.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. The country
studies are supplemented with Treasury
and bank analyses and projections are
comprehensive. OCC supports FRB-NY
efforts to improve country studies.
Within resource constraints, OCC will
improve such analyses and projections
and comply with the requirements of
new trade legislation.

Addressee: Federal Reserve System:
Board of Governors
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Status: Action in process. The Board
states that changes have been made to
improve the country studies.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FRB-NY has
implemented a number of changes to the
country studies. FDIC supports its
continued efforts in this regard.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should ensure
that country studies have more intensive
and consistent analyses of monetary
policy.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. The country
studies are supplemented with Treasury
and bank analyses and projections are
comprehensive and sufficient with
respect to monetary policy. OCC
supports FRB-NY improvement of
country studies. OCC will continue to
improve the analyses of monetary
policies in countries when this is an
important consideration and will comply
with the requirements of the new trade
legislation.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. The Board
states that changes have been made to
improve the country studies.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FRB-NY has
implemented a number of changes to the
country studies. FDIC supports its
continued efforts in this regard.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should ensure
that country studies discuss whether
there is any International Monetary
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Fund adjustment program, and if there
i, the degree of program compliance.
Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. The country
studies are supplemented with Treasury
and bank analyses and projections are
comprehensive. Such programs,
including compliance, are thoroughly
discussed at ICERC meetings. FRB-NY
reports changes have been made to the
country studies.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. The Board
states that changes have been made to
improve the country studies.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FRB-NY has
implemented a number of changes to the
country studies. FDIC supports its
continued efforts in this regard.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
develop standards to ensure that
examiners consider and document
country risk and exposure
concentrations in their assessments of
capital adequacy.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. When
substantive, OCC examiners will include
in report comments its evaluation of the
influence of country risk and exposure
concentrations on capital adequacy. This
assessment will be documented in the
workpapers, although not more often
than annually.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. FRB-NY,
which supervises most of the state
member banks with significant
international lending exposure, has

developed comprehensive examination
procedures for country risk and has
reviewed these procedures as a result of
the GAO study. The Board intends to
transmit these procedures to the other
Federal Reserve Banks along with a
request to review procedures in the light
of GAO findings.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FDIC intends
to review its existing procedures and
documentation requirements. However,
FDIC believes that lack of specific
examination comment in workpapers
does not imply that no consideration was
given to country risk considerations.
FDIC is confident examiners do consider
country risk exposure concentrations in
its bank examinations.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
require examiners to determine and
routinely document banks’ compliance
with requirements concerning required
reserves, accounting for fees, and public
disclosure.

Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. As part of
OCC compliance examination
procedures, conducted on a biannual
basis in banks with more than $1 billion
in assets, examiners will determine and
document required reserves, fee
accounting, and public disclosure
compliance.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. FRB-NY,
which supervises most of the state
member banks with significant
international lending exposure, has
developed comprehensive examination
procedures for country risk and has
reviewed these procedures as a result of
the GAO study. The Board intends to
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transmit these procedures to the other
Federal Reserve Banks, along with a
request to review procedures in the light
of GAO findings.

Addressee: Federal Deposit Insurance
Corporation

Status: Action not yet initiated. While
FDIC believes that its examiners do
carry out these procedures, it intends to
review current examination instructions
and procedures with respect to these
areas.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should ensure
that examiners review and document the
accuracy of country exposure reports.
Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action not yet initiated. OCC
believes that the accuracy of country
exposure reports is verified and
documented biannually under existing
compliance examination procedures.
Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. FRB-NY,
which supervises most of the state
member banks with significant
international lending exposure, has
developed comprehensive examination
procedures for country risk and has
reviewed these procedures as a result of
the GAO study. The Board intends to
transmit these procedures to the other
Federal Reserve Banks, along with a
request to review procedures in the light
of GAO findings.

Addressee: Federal Deposit Insurance
Corporation

Status: Action not yet initiated. FDIC
plans to instruct its examiners to review
Country Exposure reports for accuracy
and document their findings.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
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Board of Governors of the Federal
Reserve System and FDIC should
require examiners to review and
document the adequacy of banks’
country exposure management systems.
Addressee: Department of the Treasury:
Office of the Comptroller of the
Currency

Status: Action in process. On a biannual
basis, OCC examiners will assess the
adequacy of the bank’s country exposure
examination systems.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. FRB-NY,
which supervises most of the state
member banks with significant
international lending exposure, has
developed comprehensive examination
procedures for country risk and has
reviewed these procedures as a result of
the GAO study. The Board intends to
transmit these procedures to the other
Federal Reserve Banks, along with a
request to review procedures in the light
of GAO findings.

Addressee: Federal Deposit Insurance
Corporation

Status: Action in process. FDIC plans to
review its procedures in this area,
although it believes that its examiners
do review the adequacy of bank country
exposure management systems.

Recommendation: The Comptroller of
the Currency and the Chairmen of the
Board of Governors of the Federal
Reserve System and FDIC should
develop standards to ensure that
examiners highlight exposures in
examination reports.

Addressee: Department of the Treasury:

Office of the Comptroller of the
Currency

Status: Action taken not fully
responsive. When examination reports
are prepared, OCC examiners will
include a schedule listing cross-border
exposures by country when the
aggregate exposure exceeds 1 percent of
capital. This schedule will not be
required more frequently than annually.
OCC has not assured GAO that these
listings will occur in a prominent place
in the report or in a letter to the banks’
board of directors.

Addressee: Federal Reserve System:
Board of Governors

Status: Action in process. FRB-NY,
which supervises most of the state
member banks with significant
international lending exposure, has
developed comprehensive examination
procedures for country risk and has
reviewed these procedures as a result of
the GAO study. The Board intends to
tranmit these procedures to the other
Federal Reserve Banks, along with a
request to review procedures in the light
of GAOQ findings.

Addressee: Federal Deposit Insurance
Corporation

Status: Action not yet initiated.

Recommendation: The Comptroller of
the Currency should require OCC
examiners to comment on and document
that they reviewed country risk as do
FRS and FDIC.

Status: Action in process. Corrective
actions on other GAO recommendations
will result in periodic comment on and
documentation of country risk reviews.

Other General Government

Personnel Practices: Propriety of Selected Personnel
Actions at the Bureau of Indian Affairs

GGD-88-81, 05/17/88

Background

In response to a congressional request,
GAO reviewed Bureau of Indian Affairs
(BIA) personnel practices and policies
and selected personne! actions involving
12 employees to determine the propriety
of: (1) a waiver of BIA rules requiring
Indian preference in reassignments
occurring due to reductions in force
(RIF); (2) personnel details under Indian

preference law and under BIA and
Office of Personnel Management (OPM)
rules; and (3) the noncompetitive
appointment of a non-Indian to a Senior
Executive Service (SES) position.

Findings

GAO found that: (1) Indians represented
96 percent of BIA employees in grades 1
through 7, compared to 65 percent in
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grades 13 and up; (2) 72 percent of BIA
central office employees were Indians,
compared to 82 percent at its area
offices; and (3) as of December 1387, non-
Indian employees occupied 33 key
positions, 18 were appointed as best
qualified with no qualified Indians
available, 7 were selected based on tribes
granting waivers of Indian preference, 5
were reassigned due to RIF, and 3 were
detailed. GAQ also found that BIA
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improper personnel actions against 5 of
the 12 employees included: (1) an
improper waiver of BIA rules requiring
Indian preference in reassignments; (2) 1
detail that violated Indian preference
law; (3) 5 instances in which details did
not comply with applicable rules; and (4)
1 instance of nonadherence to the
unwritten policy of advertising an SES
position before the Department of the
Interior filled the position with a non-
Indian. In addition, GAO found that: (1)
in 1984, the annual report on internal
controls identified BIA noncompliance
with its internal rules and procedures
and BIA failure to routinely conduct
personnel evaluations in its area offices;
and (2) although OPM suggested that
BIA conduct a personnel management

Other General Government

evaluation, as of March 1988, BIA did
not plan to do so.

Open Recommendations to
Agencies

Recommendation: The Secretary of the
Interior should prohibit the Assistant
Secretary for Indian Affairs from
waiving the BIA rule requiring Indian
preference in reassignments to
advertised positions during RIF unless or
until the rule is amended to authorize
waivers and describe the standards that
will be applied in effecting waivers.
Status: Action in process. BIA is in the
process of amending its personnel
manual to authorize waivers and
describe standards to be applied.

Recommendation: The Secretary of the
Interior should specify in writing the
policy to advertise SES positions before
filling them with non-Indians and
institute internal control procedures for
ensuring adherence to the policy.
Status: Action taken not fully
responsive. Interior’s response states
that advertising policy is already in
place; however, the written policy does
not require advertising positions before
reassignment of SES personnel. The
existing written policy gives
management the flexibility to fill
positions by means other than formal
advertising.

Decennial Census: Minicomputer Procurement Delays and
Bid Protests: Effects on the 1990 Census

GGD-88-70, 06/14/88

Background

In response to a congressional request,
GAO reviewed the Census Bureau’s
procurement of minicomputers
specifically for the 1990 decennial census
to determine the: (1) causes and effects
of procurement delays; and (2) reasons
for a bid protest and whether its
settlement was reasonable and justified.

Findings

GAO found that the Bureau: (1) delayed
its procurement of the minicomputers
for 6 months because it was unable to
justify its system compatibility
requirement; (2) did not adequately
identify its data processing needs for the
minicomputers; (3) lacked adequate

documentation to meet the requirement
for a contingency plan in case the
system failed to function properly; and
(4) failed to timely obtain the needed
procurement authority from the General
Services Administration. GAO also
found that the: (1) Department of
Commerce and the Bureau paid three
firms that protested the Bureau’s bid
rejections a total of $1.1 million in
compensation because they believed they
could not afford the time to resolve the
protest; (2) Bureau'’s failure to properly
plan for and manage the procurement
created the time constraints; and (3)
Bureau leased computer time from
another agency at a cost of $3 million
because of procurement delays and bid
protests.
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Open Recommendations to
Agencies

Recommendation: The Secretary of
Commerce should direct the Bureau to
develop a formal contingency plan that
identifies options for emploving backup
automated equipment and possible
manual operations to meet essential
operational needs in the event that the
minicomputer system, including the
software, does not operate properly.
Status: Action in process. The Bureau
agreed with this recommendation. It
believes that it is particularly critical to
develop and test hardware and software
systems. It has stated its intent to
complete a contingency plan by the end
of March 1989.
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Other General Government

Securities Regulation: Efforts to Detect, Investigate, and

Deter Insider Trading

GGD-88-116, 08/05/88

Background

Pursuant to a congressional request,
GAO reviewed the Securities and
Exchange Commission’s (SEC) and self-
regulatory organizations’ (SRO) efforts to
detect, investigate, and deter insider
trading.

Findings

GAO found that the securities markets
are vulnerable to insider trading because
of the: (1) large number of corporate
events, such as mergers and acquisitions;
(2) large number of individuals with
knowledge of those events; (3) potential
for huge profits; and (4) continuous
growth and expansion of the markets.
GAO found that: (1) SRO identified
thousands of trades that required
analysis, but referred only a small
percentage to SEC, and few of those
resulted in SEC investigations; (2) SRO
have improved their existing insider
trading detection systems; and (3) SEC
and SRO have improved their
coordination of referrals and
investigations. GAO also found that: (1)
the lack of automated data gathering
and analysis systems delayed the
development of evidence for
investigations and jeopardized the
government’s chances of proving
violations; and (2) in 1984, SEC and SRO
began the Electronic Blue Sheet Project,

which was designed to automate their
data processing, but, as of July 1988,
only two SRO were receiving data in
automated form. In addition, GAO found
that: (1) SEC had difficulty identifying
inside traders who traded through
foreign financial institutions, since other
countries protect trader identities; and
(2) Congress was considering legislation
that would strengthen criminal
sanctions, authorize SEC to pay for
information leading to the detection and
prosecution of insider trading, and
define insider trading.

Open Recommendations to
Congress

Recommendation: The Subcommittee
should pursue with SEC, the
Department of Justice, and other
appropriate law enforcement agencies
the feasibility of using key investigative
leads from informants to identify and
prosecute insider traders.

Status: Action in process.

Recommendation: The Subcommittee
may want to explore insider trading
further with SEC to determine the
extent of the problem and whether
legislation is needed to exempt
information obtained by SEC from
foreign governments from the act.
Status: Action not yet initiated.
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Open Recommendations to
Agencies

Recommendation: Because of the
importance of timely information to the
successful detection of insider trading,
the Chairman, SEC, in conjunction with
SRO, should establish a timetable for
completion of the Electronic Blue Sheet
Project. This timetable should be used by
SEC to monitor progress to ensure that
unwarranted delays do not occur.
Status: Action not yet initiated. The
SEC response is being prepared.

Recommendation: The Chairman
should strengthen negotiations with
other countries for the release of
information on suspicious trades
executed through foreign financial
institutions. The Chairman should: (1)
establish a policy that when blue sheet
data showing trends and patterns of
suspicious trades executed through
foreign institutions become available,
the data will be used in an attempt to
persuade foreign governments to release
the names of the beneficiary owners
involved; and (2) determine the
feasibility of foreign financial
institutions routinely disclosing the size
of every trade emanating from each
account.

Status: Action not yet initiated. The
SEC response is being prepared.
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Tax Administration

IRS and SSA Can Improve the Verification and Recording
of Data Provided by Self-Employed Taxpayers

GGD-85-21, 05/28/85

Background

GAOQ reviewed processing of self-
employment earnings information to
determine whether the Internal Revenue
Service (IRS) and the Social Security
Administration (SSA) are properly
processing such information and
crediting it to taxpayers’ accounts.

Findings

Workers are required to report self-
employment earnings on a form known
as schedule SE. IRS processes the
schedule, collects any social security
taxes that are due, and reports the
information to SSA, which credits
earnings information to individuals’
social security accounts. GAO found
that, while the system is functioning
well, IRS and SSA could: (1) increase the
amount of self-employment earnings
that get properly credited; and (2) more
accurately account for due taxes. GAO
also found that: (1) IRS does not always
detect errors in computing self-
employment earnings on SE schedules;
(2) IRS does not verify wage amounts
reported by self-employed persons who
report other earned income, which
causes underpayments of social security
taxes; (3) IRS could help SSA correctly
credit earnings to individuals’ social

security accounts by ensuring that,
whenever it corrects a social security
number (SSN) on a tax return, the
corrected number is provided to SSA;
and (4) SSA and IRS need to establish
better control over SE schedules to help
ensure that all self-employed persons are
receiving credit for self-employment
earnings.

Open Recommendations to
Agencies

Recommendation: The Commissioner of
Internal Revenue should identify and
provide SSA, starting with the 1980
processing year, with self-employment
records showing different SSN for the
same person or self-employment
earnings that were not previously
provided.

Status: Action in process. A request was
made for an abstract of the Returns
Transaction File for tax years 1979
through 1982 for use by SSA. IRS stated
that, because this action involves a
major change to the master file,
implementation is not expected to be
completed until 1990.

Recommendation: The Commissioner of
Social Security should use the self-
employed persons’ records with different
SSN obtained from IRS to correct
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earnings accounts credited erroneously
and those not previously credited.
Status: Action in process. Estimated
completion date: 12/90. SSA stated that
it provided IRS with a format in March
1987 so identified corrections can be
processed. SSA is awaiting data from
IRS to complete its actions.

Recommendation: The Commissioner of
Social Security should credit the social
security accounts of those self-employed
individuals whose records were never
processed and ensure that the trust
funds are provided the correct tax
amount from their earnings.

Status: Action in process. Estimated
completion date: 12/90. SSA stated that
it is awaiting final action by IRS before
taking any action.

Recommendation: The Commissioner of
Social Security should periodically
conduct tests of the accuracy of self-
employment earnings and identification
data and work with IRS to resolve any
problems that are identified.

Status: Action in process. Estimated
completion date: 12/90. IRS and SSA
agreed that some type of sampling could
satisfy this recommendation. SSA stated
that it developed specifications for a
sample and provided the specifications to
IRS.
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Tax Administration

IRS’ Examination Selection System for Exempt

Organizations’ Unrelated Business Income

GGD-85-64, 07/08/85

Background

GAO analyzed the Internal Revenue
Service's (IRS) examination selection
system for tax-exempt organizations
earning unrelated business income

(UBD.

Findings

GAO found that, although IRS assessed
over $41 million in additional tax and
penalties upon UBI examinations in
fiscal years 1981 through 1983, a
substantial number of UBI examinations
resulted in little or no additional tax
revenue. GAO also found that IRS does
not have sufficient information on UBI
tax noncompliance to understand the
nature and magnitude of UBI

noncompliance and develop profiles of
highly noncompliant tax-exempt
organizations engaging in UBI activity.
Without such information, the current
IRS selection system cannot focus on the
most noncompliant tax-exempt UBI
organizations, which regularly fail to
properly report UBI earnings or pay the
UBI tax due. Because IRS data shows
increasing UBI activity, high estimates
of tax loss due to UBI nonreporting, and
low yield from most current UBI
examinations, IRS may want to focus on
the UBI organizations with the highest
potential for noncompliance. More
targeting of highly noncompliant UBI
organizations could aid in generating
more revenue and increased compliance
and result in more effective use of
resources.

Open Recommendations to
Agencies

Recommendation: The Assistant
Commissioner of Internal Revenue for
Employee Plans and Exempt
Organizations should further analyze
existing data on UBI tax examinations
to gain increased insight into the nature
and magnitude of UBI noncompliance.
Status: Action in process. IRS is
conducting a Taxpayer Compliance
Measurement Program (TCMP), which
would address this issue. No action is
expected until the results of TCMP are
back, which will not be until fiscal year
1992.

Tax Administration

Computer Security: Contingency Plans and Risk Analyses
Needed for IRS Computer Centers

IMTEC-86-10, 03/27/86

Background

GAQO reviewed the Internal Revenue
Service’s (IRS): (1) plans for ensuring the
continuity of its computer operations if
any of its 12 computer centers were
destroyed or significantly disabled for an
extended period; and (2) efforts to
implement a risk management program
to assess and reduce potential threats to
computer operations.

Findings

GAO conducted its review at IRS
headquarters, the IRS National
Computer Center (NCC), and 4 of the 10
service centers that process tax returns
and related documents. GAO found that
IRS draft automatic data processing
(ADP) plans are incomplete and its
emergency measures are inadequate
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because: (1) NCC has no designated
backup processing site; (2) computer
capacity problems may make it
impossible for one service center to back
up another, as currently proposed; (3)
IRS has not identified the most critical
work-load functions; (4) IRS does not
always maintain backup tape files
containing data and programs necessary
to continue operations; and (5) testing to
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ensure the workability of ADP
contingency plans has been limited.
GAO also found that: (1) IRS has not
periodically assessed potential risks to
computer operations at its centers,
although it has recently started a risk
analysis program that it hopes to
complete in 1987; (2) several IRS centers
had physical security problems, making
them susceptible to fire and smoke
damage or to unauthorized entry after
working hours; and (3) contingency plans
at one center lacked adequate detail for
emergency procedures.

Open Recommendations to
Agencies
Recommendation: The Commissioner of

Internal Revenue should direct the
Assistant Commissioner, Support and

Services (for the Detroit Data Center),
and the Assistant Commissioner,
Returns and Information Processing (for
all other computer centers), to expedite
efforts to develop, certify, and
periodically test ADP contingency plans
for all IRS computer centers according
to the criteria and procedures set forth
in the IRS Internal Revenue Manual
and Office of Management and Budget
(OMB) Circular A-130.

Status: Action in process. IRS agreed
with this recommendation. The IRS
Automation Policy Board (APB) directed
the Assistant Commissioner for
Computer Services to proceed with
developing contingency plans.
Alternative approaches are being
developed and are to be presented to
APB.

Recommendation: The Commissioner of
Internal Revenue should direct the
Assistant Commissioner, Support and
Services (for the Detroit Data Center),
and the Assistant Commissioner,
Returns and Information Processing (for
all other computer centers), to expedite
eiforts to perform periodic risk analyses
to: (1) aid in developing and maintaining
effective ADP contingency plans; and (2)
help assess the internal controls
environment, as required by the Federal
Managers’ Financial Integrity Act of
1982 (FMFIA) and the OMB circular.
Status: Action in process. IRS has
completed risk analyses at 11 of its 12
computer centers. It plans to perform
the remaining risk analysis, and have
action developed and approved by each
of the computer center directors.

Tax Administration

Tax Administration: Administrative Changes Could Lead
to Earlier Resolution of Tax Disputes

GGD-86-75, 07/30/86

Background

GAOQ examined the U.S. Tax Court’s
caseload to determine whether the
number of cases filed with the court
could be reduced by settling more cases
through the Internal Revenue Service’s
(IRS) appeals process, at less cost to the
taxpayers and the government.

Findings

GAO found that: (1) many taxpayers who
initially bypassed the IRS internal
appeals process and filed with the court
eventually settled their cases out of
court with the appeals division; (2) cases
ultimately settled by IRS cost the
government approximately $1.2 million

in court processing costs and taxpayers
$268,200 in filing fees; (3) some of the
processing and filing costs could have
been eliminated had the cases been filed
with IRS; and (4) more than one-third of
the taxpayers did not fully understand
the dispute resolution process before
filing with the tax court. GAO believes
IRS could do more to involve the appeals
division in resolving cases by better
informing taxpayers about the process
and encouraging them to go to the
appeals division before filing with the
court.

Page 113

Open Recommendations to
Agencies

Recommendation: The Commissioner of
Internal Revenue should revise the
language of the 30-day letter, various
IRS publications, and the information on
the appeal procedures given to taxpayers
by IRS auditors and revenue agents.
These changes should: (1) emphasize the
advantages of going to the appeals
division before filing with the tax court;
and (2) point out that, even if taxpayers
bypass the appeals division, the cases
will still be assigned to it for attempted
settlement.

Status: Action in process. Estimated
completion date: 03/89. IRS revised
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Publication No. 556 and a revised
Publication No. 5 is expected to go to
printing in March 1989. IRS stated that

the sensitive language that must be
added to Publication No. 5 has to take
into consideration comments IRS has

received on a related publication,
Publication No. 1.

Tax Administration

Tax Administration: Tip Income Reporting Can Be

Increased

GGD-86-119, 09/30/86

Background

In response to a congressional request,
GAO reviewed the Internal Revenue
Service’s (IRS) efforts to improve tip
income reporting and the impact of the
Tax Equity and Fiscal Responsibility
Act’s (TEFRA) tip income reporting
requirements on both the food and
beverage industry and tip income
reporting.

Findings

GAO found that: (1) of the four IRS
regions it visited, two were more active
and successful in pursuing tip income
nonreporting than the others; (2) tip
income reporting has increased since the
implementation of the new TEFRA
reporting requirements; (3) food and
beverage employers indicated that
implementation of these new reporting
requirements was not as costly as they

originally projected; and (4) IRS districts
used varying procedures in
administering the TEFRA provision,
which allowed employers a rate
reduction from the reporting of 8
percent of gross receipts, which could
result in inequitable treatment of
taxpayers.

Open Recommendations to
Agencies

Recommendation: To enhance IRS
efforts to improve compliance with the
requirements for reporting tip income,
the Commissioner of Internal Revenue
should formulate and implement an
overall strategy for identifying and
reducing tip income nonreporting. In
formulating this strategy, the
Commissioner should, in conjunction
with providing TEFRA tip income
information to the regional and district
offices: (1) identify and evaluate, for IRS-
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wide applicability, those detection
techniques and tools which have been
proven effective in conducting tip
income reporting projects and
communicate this information to all IRS
regions and districts; and (2) design and
implement an overview and evaluation
process to monitor the progress of tip
enforcement activities, identify potential
problem areas, and devise the actions
needed to deal with them.

Status: Action in process. Estimated
completion date: 03/89. IRS is currently
conducting a study designed to provide
information on compliance levels and
the nature of noncompliance and
identify the types of establishments and
geographical areas that are most
noncompliant. Results of the study will
be analyzed and corrective actions will
be taken when the study is completed.
The study is being revised based on
Treasury comments.
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Tax Administration

Data Communications: Thorough Testing and Workload
Analyses Needed for IRS Processors

IMTEC-87-3BR, 10/14/86

Background

In response to a congressional request,
GAOQ: (1) investigated the performance of
the Internal Revenue Service’s (IRS)
existing communications processors; and
(2) evaluated the soundness of the
planned replacement of those processors.

Findings

GAO found that: (1) existing
communications processors have
experienced reliability and capacity
problems, but their performance has had
no significant adverse effect on the 1986
tax filing season; (2) a significant delay
in the replacement processor installation
schedule or an increase in work load will
increase the chances that the existing
processors will experience reliability and
capacity problems; (8) replacement
processors are both reliable and capable

of handling the current IRS work load,
but they may not be able to meet long-
term IRS needs; (4) the replacement
communications software is not fully
developed and original IRS projections of
the future work load are outdated; and
(5) the IRS plan to install the new
system at its larger service centers
during the 1987 tax filing season
increases the risk of serious disruption of
processing tax returns and refunds to
taxpayers if problems occur with the
new equipment or software. GAO
believes that all of the hardware and
software should be thoroughly tested
prior to nationwide service center
installation.

Open Recommendations to
Agencies

Recommendation: In view of the House
Committee on Ways and Means,

Subcommittee on Oversight’s long-
standing interest in this area, and the
importance of IRS computers to its
operations and the impact that its
planned installation of communications
processors could have on the 1987 tax
filing season and related processing, the
Commissioner of Internal Revenue
should report to the Subcommittee any
significant deviations or delays in IRS
installation testing plans that could alter
the implementation of planned testing
safeguards or reduce the chances of all
processors being operational by
December 1987. The report should also
include actions that IRS plans to take to
alleviate the situation.

Status: Action in process. The new
processors has been installed in 7 of 10
IRS service centers. Installation at the
remaining 3 service centers is scheduled.

Tax Administration

Computer Capacity: IRS Must Better Estimate Its
Computer Resource Needs

IMTEC-87-5BR, 11/03/86

Background

Pursuant to a congressional request,
GAOQO: (1) determined the status and
progress of the Internal Revenue
Service’s (IRS) Capacity Enhancement
for the Processing System (CEPS)

procurement; and (2) analyzed the need
for and timing of CEPS, which IRS
designed to upgrade or replace its large
mainframe computers.
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Findings

IRS believed that, with CEPS, its
existing mainframe computers would
have sufficient capacity to process

taxpayer information and update
computer files beyond 1989. IRS later
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decided to postpone upgrading and
identified a series of initiatives which it
felt would extend the existing
mainframe computers’ usefulness. GAQO
found that the Department of the
Treasury endorsed the IRS decision to
abandon CEPS in favor of: (1) adopting
the initiatives; and (2) combining the
procurement strategy of CEPS with the
planned Tax System Redesign (TSR).
GAQO believes that: (1) the existing
mainframes will have the capacity to
handle IRS tax processing work loads
through at least mid-1991, assuming that
no large unexpected increase in work
loads occurs and IRS effectively carries
out its planned initiatives; (2) the IRS
initiative to constrain annual work-load
growth to 8 or 10 percent could be
difficult to achieve because IRS plans to
install new equipment and introduce
new on-line applications that could

increase demand for tax account
information; and (3) if IRS does not
successfully implement its initiatives, it
could experience capacity problems at its
larger service centers as early as mid-
1988. GAO also believes that: (1) without
a work-load analysis and a continuing
analysis of current system utilization,
IRS will not have adequate assurance
that its initiatives are working and could
unexpectedly find itself short of
computer capacity when it implements
TSR; and (2) such an unexpected
shortage could have a devastating
impact on operations, as was evidenced
in the 1985 tax filing year.

Open Recommendations to
Agencies

Recommendation: Because of the
importance of the mainframe computers

to IRS ability to accomplish its mission
and the need for continued improvement
in its investment decisions on these
critical computer resources, the
Commissioner of Internal Revenue
should develop and maintain
comprehensive work-load data for
current and planned automatic data
processing (ADP) requirements.

Status: Action in process. IRS hired a
private consulting firm to help
determine the relationship between
physical work load and computer work
load. IRS has increased collection of data
for the second of the two mainframes at
each service center. More data is needed
to properly assess impact of IRS
proposed contingency measures for
avoiding capacity problems.

Tax Administration

Tax Administration: IRS Can Improve Its Collection
Procedures for Taxpayers Living Overseas

GGD-87-14, 12/12/86

Background

GAQO: (1) evaluated Internal Revenue
Service (IRS) collection policies and
procedures as they relate to taxpayers
using Army Post Office (APO) and Fleet
Post Office (FPO) addresses; and (2)
identified alternatives for needed
improvements in the APO/FPO
collection process.

Findings

GAO found that: (1) IRS domestic offices,
which are responsible for handling
APO/FPO collection cases, are not in the
best position to deal effectively with
overseas taxpayers; (2) telephone and

personal contact, which are two essential
tools for dealing with delinquent
taxpayers, are generally not available to
domestic offices to resolve overseas
collection cases; and (3) the IRS Foreign
Operation District, which has collection
responsibility for overseas taxpayers
other than those with APO/FPO
addresses, has offices overseas and is
experienced in dealing, through both
telephone and personal contact, with
U.S. taxpayers living in foreign
countries.

Page 116

Open Recommendations to
Agencies

Recommendation: The Commissioner of
Internal Revenue should assign
responsibility for APO/FPO collection
cases to the Assistant Commissioner
(International).

Status: Action in process. Estimated
completion date: 01/90. IRS will be
conducting a service center work-load
distribution study in January 1990. It
will consider this recommendation in
conjunction with that study.

Recommendation: The Commissioner of
Internal Revenue should require
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APO/FPO taxpayers to file their tax
returns at the Philadelphia Service
Center.

Status: Action in process. Estimated
completion date: 01/90. IRS will be
conducting a service center work-load
distribution study in January 1990. It
will consider this recommendation in
conjunction with that study.

Recommendation: The Commissioner of
Internal Revenue should arrange for
access to the Defense Manpower Data
Center’s information base.

Status: Action in process. Estimated
completion date: 04/89. IRS has
arranged for a quarterly match of
delinquent taxpayers with the Defense
Manpower Data Center’s data base to

obtain more current address
information. Implementation of that
match has been delayed until the IRS
Computer Services office can make the
systemic changes needed to facilitate
that match.

Tax Administration

Tax Administration: IRS Can Improve on the Success of Its
Problem Resolution Program

GGD-88-12, 12/22/87

Background

Pursuant to a congressional request,
GAO evaluated the Internal Revenue
Service’s (IRS) Problem Resolution
Program (PRP), focusing on: (1) its work
load and effectiveness; (2) the impact of
computer systems; and (3)
implementation of prior GAQ
recommendations.

Findings

GAQO found that the special assistance
work load increased 800 percent between
1979 and 1985, because of: (1) computer
problems that resulted in late refunds or
erroneous notices; (2) unclear verbal and
written communications with taxpayers;
and (3) the normal system’s inability to
resolve taxpayers’ problems. GAO also
found that taxpayers’ satisfaction
increased significantly after they
received special assistance. In addition,
GAO found that IRS: (1) staff frequently
failed to identify or timely refer
taxpayers to PRP; (2) did not direct
taxpayers to call their district office’s
toll-free telephone line instead of writing
to service centers; (3) methodology for
evaluating program effectiveness did not

provide sufficient information for
comprehensive systemwide assessment
and improvement; and (4) case-coding
system failed to effectively detect the
common causes of taxpayer problem
inquiries.

Open Recommendations to
Agencies

Recommendation: The Commissioner of
Internal Revenue should redesign the
account referral form used by IRS
employees and notices sent to taxpayers
so that information is obtained on the
number of prior taxpayer contacts and
the time period during which the

taxpayer attempted to resolve a problem.

Status: Action in process. Estimated
completion date: 03/89. IRS will include
a PRP consideration checkoff box for the
next reprint of the form.

Recommendation: The Commissioner of
Internal Revenue should revise IRS
notices to request that taxpayers who
have questions use the toll-free
telephone system before writing to a
service center.
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Status: Action taken not fully
responsive. IRS is conducting a test to
determine the feasibility and
effectiveness of a separate toll-free
number to be used for taxpayers’
questions about notices.

Recommendation: The Commissioner of
Internal Revenue should improve the
usefulness of the PRP questionnaire
follow-up effort by: (1) including
questions on when contacts were made
to assess how well IRS employees are
identifying special assistance cases; (2)
including questions addressing the
reasons for taxpayers’ repeated contacts
with IRS; (3) revising the question
assessing taxpayer satisfaction to avoid
prompting taxpayers to give a positive
response; (4) monitoring and evaluating
the appropriateness of service center and
district office decisions to exclude certain
taxpayers from follow-up; and (5)
obtaining a more statistically projectable
response rate.

Status: Action in process. IRS is
currently revising its follow-up
questionnaire. It expects to complete this
effort in March 1989.
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Tax Administration

Tax Administration: Opportunities Exist for Improving
IRS’ Administration of Alien Taxpayer Programs

GGD-88-54, 04/11/88

Background

Pursuant to a congressional request,
GAO studied the: (1) extent to which
legal aliens complied with tax filing
requirements; and (2) effectiveness of
Internal Revenue Service (IRS) programs
aimed at identifying and collecting legal
aliens’ income taxes.

Findings

GAQO found that IRS: (1) lacked sufficient
information to measure the extent to
which legal aliens complied with
requirements, or the effectiveness of its
compliance efforts; (2) advised aliens of
tax requirements, including the need to
obtain a tax compliance certificate,
through a publication it distributed to
aliens as they entered the country; (3)
did not monitor these requirements, but
relied on aliens to voluntarily comply; (4)
did not receive sufficient information
from the Immigration and
Naturalization Service (INS) concerning
nonresident aliens; (5) did not administer
its alien compliance programs according
to its procedures; (6) has not designated
specific district office personnel to
coordinate compliance efforts; (7) used
an unrevised and outdated withholding
agent contact letter to obtain
information regarding some aliens’
income; and (8) declined to further
investigate 59 GAO-identified cases of
possible noncompliance, citing the
potential costliness of further efforts.

Open Recommendations to
Agencies

Recommendation: The Commissioner of
Internal Revenue should begin collecting
the kinds of management information
needed to assess the effectiveness of its
alien compliance efforts. That
information should include, but not
necessarily be limited to, the: (1) number
of tax compliance certificates issued and
the amount of tax collected as a result of
that process; (2) number of alien leads
received from INS and the results
obtained; (3) results that derive from
final tour accountings; and (4) overall
program costs and tax revenues
associated with IRS administration of its
alien compliance efforts.

Status: Action in process. Estimated
completion date: 06/89. IRS is
conducting an alien compliance study
using leads obtained from INS. This
study will provide information on the
extent of alien noncompliance which, in
turn, will provide the basis for deciding
whether a broader study is warranted.
IRS is drafting a legislative
recommendation to repeal the
requirement that deported aliens obtain
a tax compliance certificate.

Recommendation: The Commissioner of
Internal Revenue should arrange with
the Department of State to have U.S.
embassies distribute information on the
potential tax obligations of aliens,
including, where applicable, the need to
obtain a tax compliance certificate.
Status: Action in process. Estimated
completion date: 03/89. IRS is
coordinating with the State
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Department’s Bureau of Consular
Affairs. IRS plans to schedule a meeting
with State Department officials to
discuss distribution of information at
U.S. embassies on the potential tax
obligation of aliens who are applying for
visas.

Recommendation: The Commissioner of
Internal Revenue should obtain from
INS the kinds of information necessary
to better meet IRS nonresident alien
information needs. This might include
the possibility of INS revising Form I-
171C to include additional information
that would be useful to IRS or sending
Form I-129B to IRS.

Status: Action in process. Estimated
completion date: 08/89. IRS scheduled a
preliminary meeting with INS
representatives to discuss joint
procedures regarding leads on aliens
granted H-1 visas. It plans to explore
revising INS/IRS procedures and/or
forms, as necessary, to better collect
information on H-]1 visa holders. IRS
also plans to visit an INS Adjudication
Center to determine the most efficient
methods of exchanging information
between INS and IRS.

Recommendation: The Commissioner of
Internal Revenue should designate
district office personnel responsible for
coordinating nonresident alien
compliance efforts.

Status: Action in process. Estimated
completion date: 03/89. Because about 85
percent of H-1 visa holders are located in
either IRS Los Angeles or Manhattan
districts, IRS is in the process of
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establishing local coordinators for those
two districts. IRS plans to monitor the

volume of H-1 leads on a continuing

basis to determine whether coordinators
will become necessary in other districts.

Tax Administration

Tax Administration: Investigating Illegal Income—Success
Uncertain, Improvements Needed

GGD-88-61, 04/25/88

Background

In response to a congressional request,
GAO reviewed the Internal Revenue
Service’s (IRS) Special Enforcement
Program (SEP), which IRS uses to
investigate tax law violations and
potential taxable income related to
illegal activities, to identify: (1) the law
enforcement results and tax revenues
generated from program operations; and
(2) management improvements that
could enhance program operations.

Findings

GAO found that: (1) since 1980, SEP
efforts have resulted in fewer
discontinued investigations, more
indictments, and more convictions; (2) of
the SEP cases closed in fiscal year 1985,
47 percent resulted in tax-related
convictions, 68 percent of those
convictions resulted in jail sentences, 42
percent resulted in criminal fines, and
38 percent of those investigated were
major criminals; (8) IRS referred 55
percent of the cases closed in 1985 and
64 percent of the cases closed in 1982 for
tax assessment examinations; (4) IRS
collected $11.2 million of the $37.6
million in assessed taxes, interest, and
penalties, $2.2 million of which was on
illegal-source income; (5) 76 percent of
the 509 cases contained inaccurate or
incomplete management information
that resulted in misleading reports; (6)
IRS officials inconsistently interpreted

what constituted grand jury information;
and (7) 7 of 8 district officers had no
management system to ensure
interdivisional coordination and prompt
civil action on closed criminal cases.

Open Recommendations to
Agencies

Recommendation: To improve the
management of SEP operations, the
Commissioner of Internal Revenue
should collect management information
relating to key program objectives, and
identify the tax revenues generated by
SEP cases.

Status: Action in process. IRS formed a
task force to review its reporting system.
The task force recommended that the
Criminal Investigative Division begin
capturing information on civil tax
assessed and collected on each criminal
investigation. IRS plans to implement a
plan for tracking tax revenue generated
by October 1989.

Recommendation: To improve the
management of SEP operations, the
Commissioner of Internal Revenue
should review existing Case
Management and Time Reporting
System (CM&TRS) input controls to
determine how the accuracy of
management information can be
improved.

Status: Action in process. Estimated
completion date: 10/89. IRS is currently
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conducting reviews in each region to
assess procedures for ensuring timely
and accurate input of information into
CM&TRS.

Recommendation: To improve the
management of SEP operations, the
Commissioner of Internal Revenue
should: (1) work with IRS Chief Counsel
and Department of Justice
representatives to provide better
guidance for special agents on what
constitutes grand jury information; and
(2) require special agents to consult with
IRS Chief Counsel attorneys, or with
U.S. attorney representatives if IRS
Chief Counsel is not involved, at the
close of a grand jury case to help
determine what information could be
forwarded to Examination for civil
action.

Status: Action in process. Estimated
completion date: 10/89. IRS, in
coordination with Justice, has revised
the Chief Counsel Directive Manual. The
revision is awaiting final approval.

Recommendation: To improve the
management of SEP operations, the
Commissioner of Internal Revenue
should establish a district office program
to monitor the civil actions taken by
various IRS components on closed
criminal cases.

Status: Action in process. Estimated
completion date: 10/89. IRS is reviewing
plans established by several regions and
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will consolidate the best aspects of each
plan before implementing a nationwide
system.

Tax Administration

Tax Administration: IRS Could Reduce the Number of
Unproductive Business Nonfiler Investigations

GGD-88-77, 05/24/88

Background

Pursuant to a congressional request,
GAQ reviewed the Internal Revenue
Service’s (IRS) efforts to detect business
nonfilers, focusing on ways IRS could
reduce the number of unproductive
investigations.

Findings

GAO found that, of 1,976 business
nonfiler investigations IRS closed in
fiscal year 1987: (1) 298, or 15 percent,
involved cases in which IRS erroneously
issued multiple employer identification
numbers (EIN) to businesses which filed
their returns under only one EIN; and
(2) 369, or 19 percent, involved cases in
which businesses did not follow IRS
regulations to file returns even though
they owed no taxes. GAO also found
that, in 317 cases, or 16 percent, IRS did
not accurately update its master file
with the results of its investigations.

Open Recommendations to
Agencies
Recommendation: To reduce the

number of unproductive nonfiler
investigations, the Commissioner of

Internal Revenue should adopt
additional research techniques, such as
using variations of the business name
and the actual signature name on the
return, and actively pursue the receipt
of forms to identify businesses with
previously issued EIN.

Status: Action in process. Estimated
completion date: 07/89. IRS added
additional research procedures to the
Internal Revenue Manual and plans new
follow-up procedures to secure the
receipt of forms to identify business with
previously issued EIN.

Recommendation: To reduce the
number of unproductive nonfiler
investigations, the Commissioner of
Internal Revenue should revise
employment tax return instructions and
business nonfiler notices to emphasize to
businesses the importance of filing
required quarterly employment tax
returns.

Status: Action in process. Estimated
completion date: 07/89. IRS is reviewing
all business nonfiler notices and letters
for tone and content. It will determine
how to highlight information concerning
the importance of filing the required
quarterly employment tax returns.
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Recommendation: To reduce the
number of unproductive nonfiler
investigations, the Commissioner of
Internal Revenue should modify criteria
for deleting invalid employment tax
return filing requirements to include the
results of nonfiler investigations.

Status: Action in process. Estimated
completion date: 03/89. IRS is changing
its procedures for noting that a taxpayer
is not liable for filing a return based on
information determined as a result of
their nonfiler investigations.

Recommendation: To reduce the
number of unproductive nonfiler
investigations, the Commissioner of
Internal Revenue should ensure that the
filing status determined from nonfiler
investigations is accurately recorded on
business master file accounts.

Status: Action in process. Estimated
completion date: 03/89. IRS is in the
process of gathering information and
revising Internal Revenue Manual
guidelines to correct this problem.
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Tax Administration

Internal Revenue Service: Need to Improve the Revenue
Accounting Control System

IMTEC-88-41, 06/17/88

Background

GAOQ reviewed the Internal Revenue
Service’s (IRS) Revenue Accounting
Control System (RACS) to: (1) determine
the extent to which IRS automated its
revenue accounting procedures; (2) assess
RACS analysis and reporting capability;
and (3) obtain IRS plans for improving
RACS.

Findings

GAO found that RACS was inefficient
and susceptible to errors because: (1) IRS
had to manually enter, balance, and
reconcile the RACS account files with
information in files maintained in other
IRS systems, which resulted in errors in
classifying tax revenues; (2) RACS did
not have the capability to identify
categories of errors that occurred
repeatedly, or analyze the growing
accounts-receivable balance; and (3) at
the time RACS became operational, IRS
was reluctant to modify other systems to
interface with it and did not think that

some balancing functions were
necessary. GAO also found that IRS: (1)
recognized the problems and initiated a
two-stage approach to improve RACS; (2)
established computer tape interfaces
with another automated system to
record transactions affecting revenue
receipts; (3) planned additional tape
interfaces to reduce the need for manual
data input; (4) drafted a proposal to
replace RACS with a fully operational
system by 1992 and to consolidate and
automate all manual subsidiary files
into one computer system by 1995; (5)
planned to redesign the entire tax
processing system, including revenue
accounting functions, but did not
determine how the functions would fit
into the overall redesign; and (6) had not
determined the requirements for data
interchange, balancing and reconciling,
and reporting, or identified the changes
needed to ensure compatibility between
the replacement systems and other
systems.

Open Recommendations to
Agencies

Recommendation: In reviewing the IRS
plan for replacing RACS, the
Commissioner of Internal Revenue
should ensure that it is supported by a
thorough requirements and
compatibility analysis that clearly
specifies actions to reduce manual data
input, reduce manual balancing and
reconciliation, and improve RACS
capability to identify and track errors.
Status: Action not yet initiated.

Recommendation: In reviewing the IRS
plan for replacing RACS, the
Commissioner of Internal Revenue
should ensure that it is supported by a
thorough requirements and
compatibility analysis that identifies
changes needed to ensure compatibility
between RACS and other automated
systems with which it interacts.

Status: Action not yet initiated.

Tax Administration

Tax Administration: IRS’ Service Centers Need to Improve
Handling of Taxpayer Correspondence

GGD-88-101, 07/13/88

Background

In response to a congressional request,
GAO discussed the Internal Revenue

Service’s (IRS) efforts to improve its
handling of taxpayer correspondence to
determine whether the IRS
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Adjustments/Correspondence Branches:
(1) accurately and clearly correspond
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with taxpayers; and (2) comply with
administrative procedures.

Findings

GAO reviewed a random sample of IRS
cases involving correspondence and
found that: (1) about half of the
correspondence contained correct,
complete, and clear information; (2) 31
percent contained critical errors
involving incorrect adjustments and
unresponsive letters to taxpayers; (3) 16
percent contained noncritical problems
involving unclear or incomplete letters
or incomplete actions; and (4) in 68
percent of the cases IRS personnel failed
to comply with administrative
procedures requiring them to send
acknowledgement letters and interim
responses to taxpayers. GAO also found
that IRS: (1) planned to implement a
new computer system in 1990 which
would facilitate the selection of
appropriate responses to taxpayer
inquiries; (2) lacked specific information
on the quality of its cases involving
correspondence; and (3) had difficulty
retaining examiners because of the strict
requirements and lack of advancement.

Open Recommendations to
Agencies

Recommendation: The Internal
Revenue Service should ensure that the
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system being developed to help tax
examiners compose responses to
taxpayer inquiries: (1) allows examiners
to review letters after they have been
composed; and (2) facilitates the
preparation of responsive answers to
taxpayer correspondence involving more
than one inquiry.

Status: Action in process. IRS expects
that the new automated correspondence
system will satisfy the requirements
specified in this recommendation. IRS
plans to test the system in 1989 and
implement it in early 1990.

Recommendation: The Internal
Revenue Service should report
separately the quality assurance error
rates associated with
Adjustments/Correspondence Branch
cases involving correspondence being
sent to taxpayers.

Status: Action in process. Estimated
completion date: 04/89. IRS installed a
system to provide error and trend
analyses of the

Adjustments/Correspondence Branch
work load. In addition to analyzing
accuracy in handling inquiries and
adjusting accounts, the system analyzes
the quality of correspondence related to
the adjustment cases. IRS plans to
separate the information on
correspondence from the information on
adjustments into a separate analysis
program.

Recommendation: The Internal
Revenue Service should determine
whether the qualifying requirements,
the quality and quantity performance
standards, and the opportunity for
advancement for the
Adjustments/Correspondence Branch
tax examiner position need to be revised.
Status: Action in process. Estimated
completion date: 12/89. IRS is looking at
the Adjustment/Correspondence
Branch'’s grade structures using Office of
Personnel Management standards. It
also plans to develop performance
standards and pilot their use by the end
of 1989.

Tax Administration

Tax Administration: IRS’ Abusive Tax Shelter Efforts Need

Improvement

GGD-88-69, 07/25/88

Background

In response to a congressional request,
GAO examined the Internal Revenue
Service's (IRS) legislatively mandated
efforts to curtail abusive tax shelters,
focusing on the effectiveness of: (1) the
tax shelter registration abusive shelter
detection team programs in identifying

abusive tax shelters; and (2) IRS efforts
to administer penalties.

Findings

GAO found that: (1) the registration
program did not provide district
examination personnel with enough
information to identify abusive tax
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shelters or to initiate investigations; (2)
the detection team program did not
provide district personnel with selection
criteria to properly identify the types of
shelter cases considered potentially
subject to penalties; (3) although
Congress raised the penalty to deter
promotion and sale of abusive tax
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shelters from 10 percent to 20 percent of
the gross income derived or to be derived
from the shelter, promoters continued to
have financial incentives for promoting
abusive shelters; (4) although IRS
assessed some penalties for persons who
knowingly aided or abetted tax shelter
abuses, it could have assessed more
penalties if the law required a lesser
burden of proof; (5) IRS either
overlooked or incorrectly computed the
penalties in 16 of 29 cases GAO reviewed
in three districts; (6) IRS computational
errors totalled $4.2 million in penalty
underassessments; and (7) most of the
errors occurred because IRS lacked
penalty guidance, internal controls to
ensure appropriate penalties, and
procedures to detect errors and
oversights and ascertain compliance
with regulations.

Open Recommendations to
Congress

Recommendation: To reduce the
financial incentive for promoting
abusive tax shelters, Congress should
modify Internal Revenue Code (IRC)
section 6700 to significantly increase the
penalty above the current 20 percent of
gross income derived, or to be derived,
by any party involved with the
promotion or sale of an abusive shelter.
Status: Action not yet initiated.

Recommendation: To reduce the
financial incentive for promoting
abusive tax shelters, Congress should
modify IRC section 6701 to reduce the
level of proof from knowingly to “‘knows
or reasonably should have known” that
the investor would understate tax
liability to ensure all abusive shelters
are subject to penalty for aiding and
abetting.

Status: Action not yet initiated.

Open Recommendations to
Agencies

Recommendation: To improve the
efficiency and effectiveness of the
abusive shelter identification programs,
the Commissioner of Internal Revenue
should require organizers of registered
shelters to provide the shelter prospectus
and offering documents to their
respective IRS district offices at the time
of registration.

Status: Recommendation valid/action
not intended. IRS does not believe it is
beneficial to require submission of the
prospectus and/or offering documents as
part of the registration process.
Therefore, IRS is not planning to
implement this recommendation.

Recommendation: To improve the
efficiency and effectiveness of the
abusive shelter identification programs,
the Commissioner of Internal Revenue
should require districts to review those
documents in deciding whether to
initiate an examination to determine if
the shelter is subject to penalty.

Status: Recommendation valid/action
not intended. IRS does not believe it is
beneficial to require submission of the
prospectus and/or offering documents as
part of the registration process.
Therefore, IRS is not planning to
implement this recommendation.

Recommendation: To improve the
efficiency and effectiveness of the
abusive shelter identification programs,
the Commissioner of Internal Revenue
should develop and periodically update
national selection criteria that can be
used by IRS service center detection
teams and district examination
personnel to identify the tax shelter
returns most likely to contain a gross
overevaluation of an asset or false or
fraudulent statements.

Status: Recommendation valid/action
not intended. IRS does not believe that it
is beneficial to require submission of the
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prospectus and/or offering documents as
part of the registration process.
Therefore, IRS is not planning to
implement this recommendation.

Recommendation: To improve the
efficiency and effectiveness of the
abusive shelter identification programs,
the Commissioner of Internal Revenue
should maximize the use of computers to
identify and thus reduce cases for
detection team review.

Status: Recommendation valid/action
not intended. IRS does not believe that it
is beneficial to require submission of the
prospectus and