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Dear Mr. Chairman: 

In response to your request, we have been reviewing the government’s 
use of expert and consultant employees. As part of that review, we have 
been determining whether experts and consultants are filing financial 
disclosure statements as required by the Ethics in Government Act of 
1978 and implementing regulations issued by the Office of Personnel 
Management (OPM), the Office of Government Ethics (OGE), and individ- 
ual federal agencies. Financial disclosure reporting is intended to iden- 
tify and deter conflicts of interest between federal duties and 
responsibilities and personal financial interests and activities. Depend- 
ing on such matters as the position held or the amount of compensation, 
disclosure statements are either to be made available to the public or 
kept confidential. 

One of the agencies we have been reviewing is the Department of Hous- 
ing and Urban Development (HUD). We found that HUD’S system for 
obtaining and reviewing disclosure statements was extremely weak, for 
its regular employees as well as for expert and consultant employees.’ 
Because of the significance of the problem and congressional concern 
about possible conflicts of interest at HUD, we agreed with the Subcom- 
mittee to report separately on HUD’S system for obtaining and reviewing 
financial disclosure statements. This report responds to that agreement. 
Appendix I contains more details about our findings, objectives, scope 
and methodology. 

Background Under the Ethics Act and its implementing regulations, filers of financial 
disclosure statements must provide information about income, interest 
in properties, gifts and reimbursements, liabilities, and employment. 

‘Dunng 1989, a senes of congressional hearings that primarily involved problems with HUD’s Moder- 
ate Rehabilitation Program were held. Much attention was focused on the role of “conaultant$’ during 
those hearings However. these persons were consultanta retained by parties other than HUD and 
were not required to file financial disclosure statements. This GAO review did not involve those types 
of consultants; it involved persons HUD directly employed aa expehs or conaultanta. 
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In our opinion, a primary reason these conditions existed was that HUD'S 
financial disclosure program lacked many key elements, including 
clearly defined responsibilities, formal written procedures, sufficient 
management information, adequate staff, and adequate leadership to 
manage the program. OGE, an independent agency that provides guid- 
ance on and oversight of financial disclosure matters, made HUD aware 
of many of these problems in 1986. Some problems dated back to a 1982 
CGE report to HUD. This led us to believe that the Secretary of HUD did not 
hold the DAEO and his alternate sufficiently accountable for developing 
an effective financial disclosure system. 

In commenting on a draft of this report, the Secretary agreed with our 
findings. He said that he had initiated reforms that address our recom- 
mendations and demonstrate his commitment to making wholesale 
improvements to HUD'S ethics program a top priority. The reforms 
include the creation of a new Office of Ethics under HUD'S Office of 
Administration and the complete restructuring of the financial disclo- 
sure system. 

Disclosure Program In a March 1986 report, CGE said that HUD'S ethics program was one of 

Lacked Management 
the “most ill managed” the OGE staff had ever seen and attributed the 
problem to “a severe lack of direction, management, interest, and initia- 

Attention tive on the part of the General Counsel.” Our work showed that signifi- 
cant problems remained in 1989. 

Even though HUD'S financial disclosure program was established more 
than 8 years ago, the people administering it were not given written def- 
initions of their roles and responsibilities or a complete and approved 
set of procedures to follow. Program staff said that identifying who 
should file, providing them with disclosure forms, and collecting the 
completed statements were actions based on informal practices that had 
evolved over time. 

In response to 1982 and 1986 OGE reports, HUD developed notification 
letters and mailed some to delinquent filers. However, it did not estab- 
lish a time schedule for systematically sending these letters, and accord- 
ing to DAEO staff, there was no assurance that the letters were 
consistently issued to delinquent filers. HUD said in 1986, in response to 
an OGE recommendation, that it had automated the monitoring of public 
disclosure filers. As of October 1989 the monitoring was not automated. 
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clearly defined roles and responsibilities, written procedures for pro- 
gram implementation, and training of available staff. 

According to L~AEO staff, three employees had been key to the day-to-day 
functioning of the program-a paralegal who, the alternate DAEO esti- 
mated, spent about 50 percent of her time on the program; a part-time 
attorney who spent about 10 percent of her time on the program; and a 
supervisory attorney who spent about 25 percent of his time on the pro- 
gram. The paralegal transferred to another unit in January 1989. She 
was replaced in February 1989 with a paraprofessional who did not 
have experience in financial disclosure. The supervisory attorney 
resigned in March 1989. He had not been replaced as of September 1989, 
and a vacancy announcement was issued in October 1989. The alternate 
DAEO told us that the former supervisory attorney’s work had been 
assigned to other attorneys on an ad hoc basis. 

Problems in administering HUD'S financial disclosure program have per- 
sisted for a long time even though they were identified and brought to 
HUD'S attention. In addition to the previously discussed CGE reports, 
HUD'S Office of Inspector General (OIG) in its Self-Evaluation report 
dated October 10, 1986, concluded that the MEO did not have proce- 
dures in place to identify and follow up on required filers and that the 
DAEO'S office took too long to clear disclosure statements. As a result, the 
Office of Inspector General developed and operated a disclosure system 
for its employees that was separate from HUD'S system. The Inspector 
General said that because of its sensitive mission and need for indepen- 
dence, his office could not rely on the MO'S ineffective system. 

Conclusions HUD had not been complying with financial disclosure provisions con- 
tained in the Ethics in Government Act or OPM's regulations and instruc- 
tions. HUD had an ineffective system for collecting disclosure statements 
from experts and consultants and significant limitations existed in the 
financial disclosure program as a whole. HUD did not follow OPM'S regula- 
tions and instructions concerning the deadlines for filing confidential 
disclosure statements and expert and consultant certifications. Without 
collecting or reviewing required financial disclosure statements, HUD was 
not in a position to address actual or potential conflicts of interest. 

While the alternate DAEO generally attributed the problems found to 
insufficient staff resources, we believe the primary cause to be more 
fundamental-namely, that he and the DAEO had not adequately dis- 
charged their duties. The Secretary is ultimately responsible for seeing 
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Further, the Secretary should 

. require HUD'S Office of Personnel to follow OPM'S instructions regarding 
financial disclosure review certification for experts and consultants, and 

l obtain the data needed for holding program leadership accountable for 
results. 

Agency Comments and 
Our Evaluation 

. 

. 

In written comments on a draft of this report (see complete text in app. 
II), the Secretary of HUD agreed with our findings concerning HUD'S (1) 
lack of an adequate system for obtaining and reviewing disclosure state- 
ments for its employees, including experts and consultants and (2) low 
percentage of financial disclosure statements that were reviewed for 
potential conflicts of interest. He said that he had already initiated most 
of the reforms recommended in our report and cited the following 
actions: 

The Secretary ordered creation of a new Office of Ethics under HUD'S 
Office of Administration to improve the entire ethics program at HUD. 
Based on supplemental information provided by HUD, this office became 
operational on January 2, 1990, and is in the process of establishing 
written procedures for distributing, collecting, reviewing, and approving 
financial disclosure statements. This office is also developing a plan to 
enable HUD to comply with upcoming filing deadlines. 
The Secretary ordered review of outstanding public and private finan- 
cial disclosure statements to be completed by January 15, 1990, and 
February 15, 1990, respectively. 

The Secretary also said that, prior to our report, he had made it a top 
priority to improve every employee’s compliance with ethical standards 
of conduct and to eliminate ethical abuses at HUD. He gave examples of 
actions to demonstrate his commitment, such as 

initiating mandatory ethics training for all 13,000 HUD headquarters’ 
and field office employees; 
publishing a comprehensive ethics manual to guide higher level employ- 
ees on ethics law and standards of conduct; 
designating 47 senior positions subject to the entire range of ethics laws; 
and 
involving himself, the Under Secretary, and the General Counsel in 
meetings with the OGE to discuss reforms to HUD'S ethics program. 
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Abbreviations 

DAEO Designated Agency Ethics Official 
WM Federal Personnel Manual 
HUD Department of Housing and Urban Development 
OGE Office of Government Ethics 
OIG Office of the Inspector General 
OPM Office of Personnel Management 



Appendix1 
HUD PinMcial Discloe.ure Reports Mlasing or 
Not Reviewed 

l maintaining liaison with OGE; 
l establishing effective procedures and systems for collecting, filing, and 

reviewing financial disclosure reports; 
l ensuring disclosure reports are maintained and reviewed in compliance 

with applicable laws and regulations; and 
l evaluating the financial disclosure program and taking prompt action to 

remedy violations of agency standards of conduct and potential or 
actual conflicts of interest. 

The IXEO can delegate to one or more deputy ethics officials duties not 
specifically prohibited under 5 C.F.R. part 738.204(a). A deputy ethics 
official may also serve as the alternate DAEO. 

At HUD, the General Counsel was designated to sel-ve as the DAEO. The 
Associate General Counsel for Equal Opportunity and Administrative 
Law served as the alternate DAEO and was one of HUD'S deputy ethics 
officials. The other deputy ethics officials were the regional counsels, 
who administered the confidential financial disclosure program for 
employees in the regions, and the Inspector General, who has developed 
a separate administrative procedure for his employees2 

The alternate I)AEO told us that he administered the public financial dis- 
closure system. In addition, his office reviewed the confidential disclo- 
sure statements of regional counsels and headquarters’ employees. He 
said that for the past 3 years the financial disclosure staff consisted of 
three to five people working part-time. The Office of Personnel assisted 
the DAEO’S staff by providing information on new and terminated 
employees, including experts and consultants. 

Objectives, Scope, and 
Methodology 

Our review of HUD'S financial disclosure system determined whether 

l the Department has been collecting and reviewing disclosure statements 
for its expert and consultant employees, 

l the conditions found in our review of experts and consultants were 
indicative of problems in the system for HUD'S regular employees, and 

l the Department had addressed weaknesses identified in past investiga- 
tions done by OGE. 

‘HUD’s regulations use the term “deputy counselon” instead of deputy ethics officials. 
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Appendix I 
HUD Financinl Disclosure Reports Mimi@ or 
Not Reviewed 

Most Expert and 
Consultant Disclosure 
Statements Not 
Collected 

Regulations contained in 5 C.F.R. part 2634 (old part 734) require those 
experts and consultants who must submit public financial disclosure 
statements to do so within 30 days of employment and to file annual 
reports on or before May 15th. Confidential disclosure statements are 
required from all other experts and consultants upon employment and 
as of June 30th of each year. (5 C.F.R. part 735). Further, as a means of 
fostering the proper use of experts and consultants, OPM instructs agen- 

cies in Federal Personnel Manual (FPM) chapter 304 to certify that the 
agency has obtained the expert’s or consultant’s statement of employ- 
ment and financial interests and determined that there is no conflict of 
interest. The FPM requires that such certification be maintained in the 
expert’s or consultant’s official personnel file. 

HUD made 99 expert and consultant appointments between January 
1986 and early August 1989. As shown in Table 1.1, we reviewed the 
files on 62 of them and found no disclosure statements for 52, or 84 
percent. This included 19 experts and consultants who were on HUD'S 
employee roll as of August 6, 1989. 

Table 1.1: Financial Disclosure Reports 
Received as of September &I909 for a 
Sample of Experts and Consultants 
Employed at HUD 

1986-80 198P 1986-89 
No. % No. % No. % 

Total required to fkb 36c 100 26 100 62 100 

Found reports 3 6 7 27 10 16 -. 
Mlssmq reports 33 92 19 73 52 64 

%fers to experts and consultanls on HUD’s employee roll as of August 6. 1989 

‘Refers lo the sample we selected for this report 

CTen of these experts and consultants were subsequently converted to other posItIons (see p 14) 
Source HUD, OffIce of the General Counsel 

The alternate DAEO said that “to the extent the forms cannot be found 
represents a flaw in our system or a mistake in a particular case.” We 
believe that the lack of written procedures for implementing the disclo- 
sure program may have been a contributing factor. According to the 
DAEO staff, procedures for identifying, distributing, and collecting finan- 
cial disclosure statements for experts and consultants, as well as for reg- 
ular HUD employees, were based on informal practices that evolved over 
time. They said that official written procedures defining the roles and 
responsibilities of all the parties in HUD'S public and confidential finan- 
cial disclosure system had not been prepared. As a result, staff involved 
in the collection and review of financial disclosure statements had an 
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HUDFlnancialLXsclosure~PO~~~~g~~ 
Not Reviewed 

reports from these employees for the political positions to which they 
were converted, but not for the expert or consultant positions they held 
previously. The Ethics in Government Act requires these employees to 
submit disclosure statements for the expert or consultant position. 

Problems Persisted in OPM regulations state that qualifying new employees and certain 

Collecting Public 
employees leaving the agency must file public financial disclosure state- 
ments within 30 days. As shown in table I.2 as of September 8, 1989, 11 

Disclosure Statements (15 percent) new employees and 16 (20 percent) terminated employees 

From New and had not filed the required statements. 

Terminating HUD 
Employees 

In 1982 and 1986, OGE reported that a relatively large number of new 
entrants and terminees at HUD had not filed required public disclosure 
statements. OGE concluded that the DAEO'S followup on overdue reports 
was not as active as it should be and was based on an incomplete log. 
OGE recommended in 1986 that the DAEO establish a formal system for 
ensuring that all new and terminating employees receive public disclo- 
sure forms and instructions on how to file them. 

In a July 1986 response to OGE'S report, the alternate DAEO said that 
standardized procedures had been adopted for all parts of HUD'S public 
disclosure system except for ethics agreements. A June 198’7 OGE memo- 
randum reported that DAEZO staff told OGE staff during 1986 and 1987 
that (1) new procedures were developed that would result in more 
timely and useful reports on required filers, (2) a schedule and a pack- 
age of delinquent notification letters had been developed to follow up on 
untimely filers, and (3) the monitoring of public disclosure filers had 
been automated. 

However, we found that problems persisted. As discussed on page 15, 
written procedures for the collection and follow up of financial disclo- 
s,ure statements had not been developed, and the responsibilities of the 
participants remained unclear. HUD developed two types of notification 
letters and mailed some to delinquent filers. However, it did not have 
time schedules for systematically sending the letters. DAEO staff told us 
that there was no assurance that the letters were consistently sent to 
delinquent filers on time. Finally, HUD'S public financial disclosure sys- 
tem had not been automated as of October 1989. 

We also found that some names of new required filers were missing from 
the log that the DAEO’S office used to monitor the collection and review 
of public disclosure statements. For example, the log did not include Dr. 
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Table 1.2: Status of Regular Employees’ 1999,Public Financial Disclosure Reporting and Reviewing Activities (As of September 8 
1989) 

Reviewed/ Review 
Required file& Not filed Filed approved Not reviewed overdues 

Incumbents 111 0 111 0 111 111 

New entrants 74 11’) 63 22 41 39 

Subtotal 185 11 174 22 152 150 

Termmatlons 79 16b 63 12 51 51 

Total 264 27 237 34 203 201 

Qzttaln experts and consultants must submit public fwwwal dwzlosute statements (see p 12) How- 
ever. experts and consultants have been excluded from thus table to avold double counting the experts 
and consultants Included I” table I 1 

DAt least 30 days had elapsed from the date when the dasclosure forms were due 

iAs of December 29. 1989. at least 60 days had passed from the flllng date 
Source HUD. Office of the General Counsel 

According to the alternate DAEO, staff shortages had been the primary 
cause for delays in the review and approval of public disclosure state- 
ments. He expected these staff shortages to be resolved as the new 
administration looks more favorably on the DAEo’s informal efforts to 
increase the staff resources devoted to financial disclosure activities. We 
agree that the alternate DAEO did not have sufficient staff to administer 
HUD'S ethics program. However, in our opinion the staffing problem went 
beyond the lack of sufficient number of staff. The problem involved the 
priority assigned to financial disclosure work, training of paraprofes- 
sional staff, and delays in filling an important staff vacancy. 

Competing Priorities and 
Untrained Staff 

Competing priorities required that the alternate DAEO and his staff split 
their time with other duties. The alternate DAEO cited a heavy workload 
ln such areas as the Freedom of Information Act and contracts. 

The alternate DAEO told us that he spent about 1 l/2 to 3 hours a week 
reviewing and approving disclosure forms and that most of the time he 
spent on the ethics work was providing opinions on controversial issues. 
According to DAFAI staff, throughout 1986 to 1988 the day-to-day finan- 
cial disclosure functions were performed by the following three key 
staff persons: 

. A paralegal devoted about 50 percent of her time to the program and 
initially reviewed disclosure forms; maintained a log on forms received, 
reviewed, and approved; documented the status of actions taken to 
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No Monitoring of The DAEO’S office had not been monitoring agencywide confidential dis- 

Agencywide 
closure activities. As of September 6, 1989, HUD did not have 1989 data 
on the status of confidential disclosure statements required, filed, and 

Confidential reviewed. From 1985 to 1988, the DAEO’S staff prepared a log for track- 

Disclosure Activities ing the confidential financial statements that were reviewed at head- 
quarters. However, the DAEO’S office did not require status reports from 
each region. We believe an agencywide monitoring system is needed to 
ensure effective compliance with the confidential financial disclosure 
reporting requirements. 

Inconsistency Between 
HUD’s and OPM’s 
Regulations 

On August 31, 1989, IJAEO staff told us that the 1989 headquarters’ log 
had not been developed because the confidential disclosure statements 
that are reviewed at headquarters were not due until September 1, 1989, 
and the statements were just starting to come in. This date was set by 
the alternate DAEB and communicated to the heads of units at headquar- 
ters and to regional counsels by memoranda.~ 

The alternate DAEO believes that because HUD’S regulations do not spec- 
ify the time when the confidential statements are due, it is not necessary 
for HUD to comply with OPM regulations, which require incumbents to file 
as of June 30th. According to OGE, HUD personnel are subject to OPM 
financial reporting requirements unless OPM authorizes a different date. 

No Action Taken on OGE’s In 1986, OGE recommended that DAEO obtain periodic status reports from 

1986 Recommendation each region. An OGE memo dated June 1, 1987, stated that the DAEO’S 
office did not monitor the regions’ activities. The DAEXI staff told OGE that 
they did not want to make changes because (1) resources were scarce 
and (2) HUD was waiting for OGE to issue final regulations on the confi- 
dential disclosure statements. On November 1, 1989, OGE officials told us 
that they have not issued final regulations. We believe that this does not 
preclude the DAEO from obtaining periodic status reports on regional 
financial disclosure collection and review activities. 

‘The DAN’s office reviews the regional counsels confidential disclosure statements but not the state- 
ments of other employees in the regions. 
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made specific recommendations for improving both the public and confi- 
dential financial disclosure systems. 

As discussed in the preceding sections of this report, we found that 
many of these problems continued. 
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CommenUr FromtheDepartmentofHousine 
and Urban Development 

2 

other federal agencies that were suggested by OGE. Thereafter, 
as part af our review of the entire ethics program, we developed 
a proposal for a new system for the collecting, monitoring, and 
reviewing of the financial disclosure forms. I have approved 
that proposal for immediate implementation. The Office of Ethics 
at HUD will continue to assess, monitor, and, where needed, 
refine that proposed system. 

GAO's second concern has similarly been resolved. The GAO 
report properly described that under the previous financial 
disclosure system the public and private financial disclosure 
forms collected at HUD headquarters were not timely reviewed for 
potential conflicts of interest. No later than January 15, 1990, 
all public forms will be reviewed by HUD lawyers. No later than 
February 15, 1990, all private forms will be reviewed. 

Additionally, the Office of Ethics is developing a plan to 
enable HUD to comply with future filing deadlines for submissions 
of financial disclosure forms. This Office is in the process of 
establishing written procedures for distributing, collecting, 
reviewing and approving these forms, and on my General Counsel's 
suggestion, considering incorporating the procedures separately 
established by the Inspector General at HUD. 

The premature release of the GAO report unfairly created the 
serious misimpression that HUD had made no effort to rectify 
these problems. In other words, that it was ethical "business as 
usual" at HUD according to GAO. Nothing could be further from 
the truth. 

During our meeting with GAO in December, we gave examples of 
HUD's commitment to restructure entirely the collection and 
review of financial disclosure forms and the creation of an 
ethics training program. Despite budgetary and staffing 
constraints and a plague of systemic flaws in HUD programs, I 
have made it a top priority to improve every employee's 
compliance with ethical standards of conduct and to eliminate 
ethical abuses at HUD. Some demonstrative evidence of this 
commitment includes: 

0 mandatory ethics training for all 13,000 employees at 
HUD headquarters and in the field offices is 
continuing: 

0 a comprehensive ethics manual to guide higher-level 
employees on the ethics law and standards of conduct, 
has been published; 

0 OGE designated, at my request, 47 positions as senior 
employees, who, as such, are subject to the entire 
range of ethics laws; 
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Appendix III 

Comments From the Office Government Ethics 

December 20, 1989 

Mr. Richard L. Fogel 
Aasintnnt Comptroller General 
G~nernl Accounting Office 
Washington, D.C. 20540 

Dear Mr. Fogel: 

This is in response to your letter of December 13, 1969, 
requesting our review and comment on your draft report entitled 

HUD Financial D-s Ii- Government Ethics; , I 

Not Reviewed. 

In response to a recent phone call from your office, the Chief 
of our Monitoring and Compliance Division indicated that the 
references in the draft to OGE'S HUD audits were COrrect. We can 
also confirm that representatives of the HUD General Counsel's 
oZfice have met with OGE staff members within the past fan months 
LU obtain guidance in correcting their ethics programdeficfencies, 
which your draft notes at page 13 that they had promised KO do, and 
we have referred them to those agencies which we consider to have 
model ethics programs. 

As to the substance of your draft report, it should be noted 
that experts and consultants are only required to file fin4nCial 
Jivclosure reports on a government-ride basis if, in addition to 
other statutury or regulatory requirements, they are appointed to 
3r~vr ds KeUeral employees. As you know, not all experts and 
consultants who are hirrff by federal agencies are automatically 
deemed federal employees, since, for example, they may be 
independent contractors. It was not clear from your draft whether 
ail of the 62 HUD experts and consultants whose files you examined 
were’actually detarmirnxi to be federal employees and therefore 
required by government-wide rules to file. 

Please let us know if we may be of further assistance in this 
matter. 

Sincerely, 

Donald E. Campbell ' 
Acting Director 
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Major Contributors to This Report 

General Government Steve Wozny, Assistant Director, Federal Human Resource 

Division, 
Management Issues 

Carmen Rivera-Lowitt, Evaluator-In-Charge 

Washin&on, D.C. Don Allison, Evalwdtor 
Ronni Schwartz, Evaluator 
Carol Henn, Evaluator 
Jane Hoover, Evaluator 
Loretta Bell, Typist 

Office of the General Aldo Benejam, Attorney 

Counsel 
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0 the Secretary, the Under Sec‘retary, and the General 
Counsel have been actively uwolved, and met with OGE 
officials, to discuss reforms to the ethics program. 

We appreciate the opportunity to respond to GAO's report as 
well as to advise you on other reforms we have initiated to 
improve the overall ethics program at HUD. As I stated in my 
response to the Washington Post article recently filed on the GAO 
report, these dramatic achievements in the entire ethics program 
at HUD are only the beginning. We have devoted staff resources 
and top management oversight to this program. In short, under my 
leadership ethical conduct is the only way of "doing business" 
at, or with, HUD. 
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Comments From the Department of Housing 
and Urban Development 

” S DEPARTMENT OF HOUSING AND URBAN 0EVELOPMEN-l 
THE SECRFTARY 

January 9, 1990 

Mr. Charles A. Bowsher 
Comptroller General of the United States 
Housing and Community Development Issues 
U.S. General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Bowsher: 

This letter will confirm the oral comments which we provided 
on December 22, 1989 to the GAO reviewers, concerning GAO's 
report entitled "Government Ethics: HUD Financial Disclosure 
Reports Missing or Not Reviewed." Perhaps the most significant 
point is that I have already initiated substantially all of the 
reforms recommended in the GAO report. However, we did find the 
report helpful in enabling us to assess the extent of the problem 
and the effectiveness of our intended reforms. 

GAO's report focused on one part of the ethics program at 
HUD -- the system for collection and review of financial 
disclosure forms to monitor potential conflicts of interest among 
HUD employees and consultants. GAO had two concerns (1) the lack 
of an adequate system for obtaining and reviewing disclosure 
statements for employees as well as for experts and consultants, 
and (2) the low percentage of financial disclosure forms that 
were actually reviewed for potential conflicts of interest. 
While we do not disagree with these findings, it is important to 
emphasize again that the independent actions I have already 
initiated will assure that GAO's conc‘erns will have been 
substantially satisfied by January 15, 1990. 

In early fall, after reviewing reports from the Office of 
Government Ethics ("OGE") covering periods for 1982 and through 
1986, I ordered the creation of a free standing ethics office 
under the Office of Administration. This office, which was the 
first in HUD's history, has been created to effect the wholesale 
improvement of the entire ethics program at HUD, including the 
complete restructuring of the financial disclosure system. 

In September to accomplish this goal, I along with the Under 
Secretary Al DelliBovi and General Counsel Frank Keating met with 
top officials from the Office of Government Ethics to discuss 
improvements to HUD's ethics program. Starting in October, my 
staff reviewed the effective financial disclosure systems of 

- 
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OIG Developed Its The Office of Inspector General has developed its own procedures for 

Own Confidential 
collecting and reviewing its confidential disclosure statements. The 
Office of the Inspector General found in its October 10, 1986, self evalu- 

Disclosure Procedures ation study that the DAEO did not have procedures in place to identify 
and follow up on required filers. The study also found that the DAF,Q'S 
office took too long to clear disclosure statements. For example, 10 dis- 
closure statements filed by Inspector General staff in September 1985 
had not been cleared by July 16, 1986. Even though the DAEO'S office 
had identified possible conflict of interest on these statements, they had 
not taken action to complete the clearance process or notify the OIG of 
potential problems. The Inspector General told us that the OIG, because 
of its sensitive mission and need for independence, could not rely on the 
DAEO'Sint?ffeCtiVe SySteXTI. 

To address these problems, the OIG issued its own procedures for 
administering the confidential financial disclosure statements of its 
staff. The procedures specify required filers, reporting time frames, and 
responsibilities of the parties involved in administering the system. 

Longstanding Many of the financial disclosure problems we found were reported by 

Problems Indicated 
OGE in 1986, and some go back to 1982. According to OPM regulations, the 
DAEO'S office is responsible for ensuring that information resulting from 

Lack of Top reviews done by audit entities, such as OGE, is reviewed to identify 

Management Attention improvements needed and to take prompt corrective action. The fact 
that many of the deficiencies reported in previous OGE studies had not 
been corrected indicates that the Secretary did not provide adequate 
direction and did not hold the DAEO and his alternate accountable for 
establishing an effective financial disclosure program. 

In March 1986, the CGE Director sent a strongly worded letter to HUD'S 
General Counsel expressing concern about, among other things, the lack 
of attention that HUD had given to correcting deficiencies reported by 
OGE in 1982. OGE's Director urged the General Counsel to “exercise the 
management, direction, and interest inherent in the duties and responsi- 
bilities of your position as HUD'S Designated Agency Ethics Official,” 

The OGE report concluded that HUD'S ethics program was poorly man- 
aged and lacked “direction, management, interest, and initiative on the 
part of the General Counsel.” The team preparing the report considered 
recommending removal of the DAEO duties from the General Counsel, but 
proposed to allow him final opportunity to make changes. Instead, they 
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Appendix1 
HUDFinmcialDiw~osure~eportsMissineor 
Not Reviewed 

resolve potential conflict of interest; coordinated with other HUD units; 
and contacted required filers. 

l A part-time attorney mainly provided advice to the paralegal and 
reviewed the presidential nominees’ financial disclosure forms, which 
have to be approved by the DAEO and OGE. HUD staff estimated that about 
10 percent of her time was spent on these functions. 

. A supervisory attorney served as the Assistant General Counsel and 
spent about 25 percent of his time on financial disclosure. He also super- 
vised the work of the other two staff persons, reviewed forms to detect 
actual or potential conflict, and assisted the alternate DAEO on any mat- 
ter related to the financial disclosure program. 

Because the paralegal moved to another unit in January 1989, the alter- 
nate DAEO brought in a paraprofessional from the Administrative Law 
Division in February 1989 to assist with disclosrrre work. However, this 
new staff person was not officially assigned financial disclosure duties 
until September 1989. According to an OGC attorney, this employee 
required training in financial disclosure, but as of September 25, 1989, 
no formal training had been provided. 

Delay in Filling the The supervisory attorney resigned in March 1989 and his position has 

Supervisory Vacancy Due remained vacant. According to the alternate DAEO, the attorney’s work 

to Staff Reduction Goals was assigned to other attorneys on an ad hoc basis. The alternate DAEO 
told us that he informally discussed the need for a replacement with the 
Deputy Associate General Counsel for Operations and, on October 6, 
1989, was authorized to recruit a replacement. The alternate IIAEO said 
that he did not have documentation as to when the request for replace- 
ment was made because it was handled informally. In October 1989, the 
Office of the General Counsel advertised the position. 

The alternate DAEO said that in the past he had asked for additional staff 
to work in the ethics area but had not been very successful. He 
explained that HUD had been cutting back on staff resources since 1986. 
He added that many employees left the Office of the General Counsel 
and were not replaced due to the agency’s staff reduction goals. The 
alternate DAEO also said that during 1987 and 1988 priority was given to 
hiring attorneys for the Office of Litigation to address workload created 
by the 1988 amendment to the Fair Housing Act. 
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June Q. Koch, who was appointed as a consultant on January 25, 1988, 
and terminated on January 20, 1989, after two extensions. Dr. Koch 
held the position of Assistant Secretary for Policy, Development and 
Research at HUD from July 1984 through October 1987. 

As discussed in our April 1989 testimony before the Employment and 
Housing Subcommittee, House Committee on Government Operations 
about Dr. Koch’s post-employment activities4, HUD did not obtain a finan- 
cial disclosure report from Dr. Koch for her consultant position. In our 
testimony, we concluded that Dr. Koch’s post-employment activities 
appear to have violated the Ethics in Government Act and, we recom- 
mended referring her case to the Department of Justice for further 
investigation. In our opinion, HUD would have been better able to iden- 
tify potential conflicts of interest had it obtained Dr. Koch’s financial 
disclosure statement. Dr. Koch’s case was recently referred to the 
Department of Justice for further investigation. 

Public Disclosure In addition to the initial submission, public financial disclosure state- 

Statements Late and/ 
ments for qualifying incumbents must be filed annually, on or before 
May 15. OPM’S regulations require agencies to review public disclosure 

or Not Reviewed statements within 60 days of the date of filing. 

HUD’S log showed that of the 111 employees required to file the annual 
public disclosure statement, HUD received 62 (56 percent) by the May 15 
deadline. Of the 49 statements not received on time, 38 were received 
between May 16 and July 15, 1989; and 11 were received after July 15. 
1989. As of September 8,1989, the DAEO’S office had not reviewed and 
approved any of the 111 statements. As shown in table 1.2, HUD’S log 
also indicated that at least 60 days had passed without review of most 
of the disclosure statements from,new and terminated employees. 

‘Post-Employment Activdies of Dr. June Q. Koch, Former Assistant Sex 
and Research, Department of Housing and Urban Development (GAO 
1989 1. 

Page 18 GAO/GGNO-Kl WD Financial Discloeure Reports 



incomplete understanding of their responsibilities and of financial dis- 
closure reporting requirements. 

For example, personnel office staff said that they identified new 
employees and distributed disclosure forms to the required new filers, 
including experts and consultants, but program offices and the Office of 
the Secretary sometimes distributed disclosure forms also. Personnel 
office staff also said that completed forms were sent to the DAEO’S office 
through their office, program offices, the Office of the Secretary, or 
directly from the filers themselves. Personnel staff said that if they did 
not hear from the DAEO’S office they assumed the statements had been 
received. 

Contrary to OPM instructions, HUD did not document in the Official Per- 
sonnel Folder that the expert’s or consultant’s disclosure statement had 
been obtained and reviewed to determine that there was no conflict of 
interest. Our random sample of experts and consultants at eight other 
agencies we reviewed in our comprehensive study on the government’s 
use of experts and consultants indicated that these agencies have fol- 
lowed OPM’s instructions regarding the certificate. 

The Deputy Assistant Secretary for Administration said that the former 
Assistant Secretary for Administration waived the FPM instruction con- 
cerning certification. He said the former Assistant Secretary believed 
the certification was unnecessary because the Secretary was approving 
the requests for experts and consultants, and personnel staff would 
ensure that the paperwork sent to the Secretary met all the regulatory 
requirements. Our review of official personnel files and interviews with 
HUD officials indicated that the paperwork sent to the Secretary for the 
approval of experts and consultants did not state whether HUD had 
obtained and reviewed the financial disclosure statements. The Deputy 
Assistant Secretary for Administration told us that HUD will reinstate 
the certification process as a result of our work. However, as of October 
12, 1989, the forms that were being printed for personnel staff use did 
not contain language for certifying that the disclosure statements had 
been obtained and reviewed. 

Ten of the 52 experts and consultants who did not submit financial dis- 
closure statements were later converted or reinstated to another HUD 
position. Four of the 10 converted to political positions that required 
Senate approval.3 The alternate DAFB said that HUD obtained disclosure 

“See page 14 for d&a&m the other six conversions. 
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Our analysis focused on HUD'S financial disclosure collection and review 
process. We reviewed HUD'S policies, procedures, and practices for its 
financial disclosure program but did not determine whether actual or 
apparent conflicts of interest existed. 

We asked HUD's Office of General Counsel to provide financial disclosure 
reports for a sample of 62 experts and consultants. The sample included 
36 of 66 experts and consultants appointed at HUD between January 
1986 and December 1988 and 26 of 33 expert and consultant employees 
on the employee roll as of August 6, 1989. (The 33 included 19 appoint- 
ments made in 1987 for a 2-year term). Except for two experts and con- 
sultants brought to our attention by HUD'S OIG and seven advisory 
committee member appointments that we were unable to review due to 
time constraints, the sample was randomly drawn from data contained 
in OPM's Central Personnel Data File and HUD'S employee roster. 

To determine whether problems found with the expert and consultant 
disclosure reports also applied to HUD employees who are required to file 
financial disclosure statements, we took a two-step approach. First, we 
obtained the disclosure reports for 10 employees who had been con- 
verted or reinstated from expert and consultant positions. Four were 
conversions to political positions requiring Senate approval. Five con- 
versions were to administrative law judge, Schedule C, and SES posi- 
tions. The remaining one was a reinstatement to a career position. 
Second, we reviewed HUD logs on the status of departmentwide public 
financial disclosure filing and reviewing activities. However, HUD did not 
have information on the current status of filing and reviewing activities 
for confidential financial disclosure statements. 

To examine disclosure procedures and improvements made since OGE 
last reviewed HUD'S ethics program, we interviewed officials in HUD'S 
Office of General Counsel and Office of Personnel. We also interviewed 
the Deputy Assistant Secretary for Administration and several program 
officials, including Deputy and General Deputy Assistant Secretaries, 
the Inspector General, and CGE staff. We sent a draft of this report to 
OPM, OGE, and HUD. Their comments were evaluated and incorporated 
where appropriate. 

Our work was done during August through October 1989, in Washing- 
ton, DC., in accordance with generally accepted government auditing 
standards. 
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Appendix I 

HUD F’inancial Disclosure Reports Missing or 
Not Reviewed 

To ensure the proper performance of government business and the 
maintenance of citizens’ confidence in their government, it is essential 
that government employees, including experts and consultants, maintain 
high standards of honesty, integrity, impartiality, and conduct. Accord- 
ingly, the Ethics in Government Act of 1978 (P.L. 95-521) and its imple- 
menting regulations require financial disclosure statements for reporting 
income, interest in properties, gifts and reimbursements, liabilities, and 
employment relationships. Financial disclosure reporting is intended to 
identify and deter conflicts of interest between the employees’ federal 
duties and responsibilities and their personal financial interests and 
activities. 

Title 5 of the Code of Federal Regulations (C.F.R.) parts 735 and 2634 
supplement and implement the financial disclosure reporting require- 
ments set forth in the act.’ These regulations allow agency heads to 
issue their own implementing regulations, as long as they are consistent 
with 5 C.F.R. regulations and the act. OGE approves agencies’ regulations 
and monitors compliance with financial disclosure requirements. HUD'S 
implementing regulations are contained in 24 C.F.R. part 0.735. 

There are two kinds of financial disclosure statements: public and confi- 
dential. Generally, the Ethics in Government Act and 5 C.F.R. regula- 
tions require federal employees (including experts and consultants 
working more than 60 days a year) whose positions are classified at GS- 
16 or above, or whose rate of pay is equal to the basic rate of pay for 
GS-16, to file public financial disclosure statements. In addition, section 
207 of the Ethics in Government Act authorizes the President to require 
certain government employees to submit confidential disclosure state- 
ments. In accordance with this section of the act, 5 C.F.R. and HUD regu- 
lations require certain personnel below grade GS-16, and experts and 
consultants who do not meet the requirements for filing a public disclo- 
sure statement to file confidential financial disclosure statements. 

Regulations contained in 5 C.F.R. assign primary responsibility for 
administering the ethics program to the head of each agency. The 
agency selects the DAEO and an alternate DAEO and is responsible for pro- 
viding the staff resources needed to carry out the program. The DAEO is 
responsible for managing financial disclosure reporting and reviewing 
activities. Specific DAEO duties include the following: 

‘With the establishment of OGE as a separate executive agency, certain regulations of the office 
dealing with government ethics have recently been transferred to 5 C.F.R., Chapter XVI. Old part 734 
was redesignated as 5 C F R pan 2634. effective December 5. 1989. 
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According to the supplemental information provided by HUD, on January 
18, 1990, the Secretary approved the reorganization of the ethics pro- 
gram, including the decentralization of the financial disclosure system. 
Under the reorganization, the new Office of Ethics will develop, operate, 
and monitor all ethics program systems. HUD'S ~GC will provide legal 
advice and assistance. The General Counsel remains the DAEO while the 
Assistant Secretary for Administration is now the alternate DAEO; he is 
responsible for program operations. The Director of the new Office of 
Ethics is the Deputy Agency Ethics Official for Administration. The 
Associate General Counsel for Equal Opportunity and Administrative 
Law is now the alternate Deputy Agency Ethics Official for CGC. 

At the time of our review-August through October 1989--HUD was not 
complying with financial disclosure provisions contained in the Ethics in 
Government Act and its implementing regulations. We believe, however, 
the Secretary’s recent initiatives should result in an improved financial 
disclosure program at HUD if they are effectively implemented. 

In addition to HUD, OGE provided written comments (see app. III), and 
OPM and HUD'S 01~ commented orally on our draft report. They expressed 
no objections to our findings and recommendations. However, OGE and 
HUD'S OIG suggested we clarify that the report deals with consultant 
employees rather than consultants hired under contract by private par- 
ties. All 62 experts and consultants that we reviewed were federal 
employees required to file financial disclosure statements. We clarified 
the report to distinguish between the two types of consultants. 

Copies of this report are being sent to the Secretary of HUD, Director of 
OGE, Director of OPM, and others upon request. 

Other major contributors are listed in appendix IV. If you have any 
questions about this report, please call me at 275-5074. 

Sincerely yours, 

Bernard L. Ungar 
Director, Federal Human Resource 

Management Issues 
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that HUD has an effective program and for holding the DAEO and other 
officials accountable for adequately discharging their delegated respon- 
sibilities The fact that the problems we are reporting existed for so long 
demonstrates to us that the HUD Secretary did not hold the DAEO and his 
alternate sufficiently accountable for developing and administering an 
effective financial disclosure system. 

We agree with the OGE Director’s 1986 assessment that the program 
needs strong leadership, direction, and accountability. The lack of lead- 
ership, direction and accountability resulted in a financial disclosure 
reporting and reviewing system that lacked basic elements, such as 
clearly defined responsibilities; formal written procedures; management 
information on the status of collection, review, and approval of confi- 
dential financial disclosure reports; and adequate staff. 

Recommendations to We recommend that the Secretary ensure that HUD'S financial disclosure 

the Secretary of HUD 
program complies with the requirements set forth in the Ethics in Gov- 
ernment Act and implementing regulations. The Secretary should also 
ensure that there is strong day-to-day leadership, written guidance, and 
adequate staff resources-time, people, or both-applied to the pro- 
gram. The Secretary should also ensure that the program’s leadership is 
held accountable on a regular basis for the program’s condition. 

To help accomplish these objectives, the Secretary should require the 
DAEO to do the following: 

. Develop written procedures for distributing, collecting, reviewing, and 
approving public and confidential financial disclosure forms. These pro- 
cedures should clearly outline the financial disclosure roles and respon- 
sibilities of HUD'S Office of Personnel, regional counsels, program units, 
and DAEO’S staff. 

l Establish due dates for the submission of confidential financial disclo- 
sure statements that are consistent with OPM'S regulations. 

l Ensure that all filed public financial disclosure statements are reviewed 
within 60 days of the filing date as required by the Ethics in Govern- 
ment Act and implementing regulations. 

l Develop effective systems for monitoring the collection and approval of 
confidential disclosure forms. 
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Although OPM instructs agencies to certify that among other things, they 
have obtained the statement of employment and financial interests from 
the expert or consultant and determined that there is no conflict of 
Interest, HUD did not do this. A HUD official said HUD was planning to 
reinstate the certification process as a result of our work. However, as 
of October 12, 1989, the forms that were designed for the staff to use 
did not provide for certification that a financial disclosure statement 
had been reviewed and that no conflict of interest existed. 

Although the CGE recommended in 1986 that the DAEO obtain periodic 
reports on the status of confidential disclosure statements from each 
HUD region, the DAEO, as of September 1989, was not receiving informa- 
tion on any regular basis for monitoring the regions’ activities. 

HUD'S regulations do not specify the date the confidential statements are 
due. Further, HUD has not adhered to OPM'S regulations, which require 
regular employees who must file annual confidential disclosure state- 
ments to do so by June 30th. (See p. 21.) 

Under HUD'S administration of the financial disclosure program, we 
found no evidence that HUD received a disclosure statement for about 84 
percent of the experts/consultants whose files we reviewed. HUD had 
made 99 expert/consultant appointments from January 1986 to early 
August 1989. We reviewed the files on 62 of them and found no disclo- 
sure statements for 52. 

HUD had 111 regular employees who also were required to file a public 
disclosure statement by May 15, 1989. Our review of the files showed 
that although all 111 employees had filed, about 44 percent (49 employ- 
ees) missed the May 15 deadline. 

The Ethics Act requires public statements to be reviewed and approved 
within 60 days of filing. For the 62 statements that were filed by May 
15, none had been reviewed after over 100 days later. 

The alternate DAEO said staff shortages caused the delay in reviewing 
the public statements. We recognize that the alternate DAN did not have 
a large staff to help administer HUD'S ethics program. However, we 
believe that the number of staff was not the only factor behind HIJD'S 
ineffective financial disclosure program. The situation was more compli- 
cated in that it involved the broader question of the adequacy of man- 
agement attention and priority given to HUD'S financial disclosure 
program. This is reflected by the staffing level assigned and the lack of 
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Each agency’s financial disclosure program is administered by the Besig- 
nated Agency Ethics Official (DAEO). At HUD, the Secretary appointed the 
General Counsel as the DAEO; the DAEO in most agencies is the general 
counsel. The HUD DAFXJ was assisted by an “alternate DAEO," the Associ- 
ate General Counsel for Equal Opportunity and Administrative Law. 
The same person held the alternate DAEO position from March 15, 1982 
to January 17, 1990. Since 1986 three people have held the General 
Counsel/oAr% position. The current General Counsel was appointed in 
July 1989. 

From a practical perspective, the Associate General Counsel adminis- 
tered the day-to-day operations of the program more than the DAEO. 
Other members of the administrative law unit also spend part of their 
time working on the ethics program. 

HUD has 10 regional offices, and the Regional Counsel in each is a deputy 
DAEO, administering the confidential financial disclosure system for that 
region. HUD'S personnel office also assisted the DAEO and deputy DAEOS to 
identify certain persons who should file disclosure statements-experts. 
consultants, and new and terminating employees. 

Results in Brief HUD did not effectively collect and review financial disclosure state- 
ments or oversee the disclosure system. 

l The Ethics in Government Act of 1978 requires experts and consultants 
to file financial disclosure statements. From a sample of 62 experts and 
consultants (out of 99 appointments made since 1986), HUD did not 
receive disclosure statements from 52 of them. 

. The Ethics Act requires public disclosure statements to be reviewed 
within 60 days of filing for completeness and discrepancies and to iden- 
tify potential conflicts of interest. HUD had received 62 public disclosure 
statements from its regular employees by May 15, 1989. As of Septem- 
ber 8, 1989, over 100 days later, none of the 62 statements had been 
reviewed. 

l Confidential statements also are to be filed and reviewed at least annu- 
ally. Unlike the system for public disclosure statements, HUD operated 
the confidential system in a decentralized manner. But the HUD head- 
quarters office that was responsible for the financial disclosure program 
did not monitor regional compliance with confidential financial disclo- 
sure reporting requirements. Therefore, it did not know whether regions 
were ensuring compliance with applicable laws and regulations. 



a 

, 




