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OVERSIGHT OF HIGH-RISK GOVERNMENT
PROGRAMS

THURSDAY, FEBRUARY 17, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to notice, at 10:08 a.m. in room
210, Cannon House Office Building, Hon. John R. Kasich (chair-
man of the committee) presiding.

Present: Representatives Kasich, Chambliss, Nussle, Hoekstra,
Gutknecht, Sununu, Knollenberg, Thornberry, Miller, Ryan,
Toomey, Spratt, Rivers, Bentsen, Davis, Clayton, Price, Markey,
Clement, Moran, Lucas, and Holt.

Chairman KASICH. The committee will come to order, and we are
pleased today to have with us the Comptroller of the GAO and a
number of inspectors general.

I believe that this is going to start a series of hearings where we
will be looking at the management of the Government. I told Mr.
Spratt the other day—I really want everyone to understand. I
didn’t want to do this because I am interested, frankly, in any par-
tisan gain or any fingerpointing from a partisan point of view. Just
so people know, this is starting my 18th year in Congress, and the
first 4 years I was here, I really was involved in major reform of
the Pentagon, including the spare parts investigation and a num-
ber of other investigations, payments of contractors, and the way
they billed. At that time, I made an awful lot of friends among the
Republican administration. And then I think as most people here
know, I worked with my great friend, Ron Dellums, to kill the only
major weapons system that was killed in the 20th century by the
Congress, and that was the B-2 bomber.

I am not interested in fingerpointing in any of this. I just think
that we have a very big Government, and it is a Government that
spends other people’s money. And anytime you are spending other
people’s money, you are never going to be very cautious with it. It
is just human nature. But I think it is the obligation of Members
of Congress to do everything they can to make sure that we are as
efficient as we can be.

I am fairly well convinced that what happens at the Pentagon
and the problems that we saw, as I talked to Dave Walker, since
when George Washington commanded the Continental Army, and
the Army sold food supplies to contractors that were spoiled, there
is always going to be waste, inefficiency, and things that make you
want to pull out your hair.
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In fact, I think it was Forrestal who went over there to try to
change the Pentagon, and he jumped out of the window before he
finished—it was so difficult. And when you think about all the peo-
ple that attended to that building, including people like David
Packard, it is really a tremendous challenge. And every once in a
while you have got to get in there and beat the bushes.

John, I don’t know, this was a screw that was purchased in 1998
under that system where the DLA uses contractor catalogues to
make purchases. This is a 57-cent item for which the Pentagon
paid $75.60.

Now, I started talking about this in 1983, and in 1998, we made
a purchase like this. I am still sure that we are buying—I actually
saw a specification for a whistle and how to blow that whistle. You
emit a steady stream of air which makes the ball go around which
brings out a shrill sound. That is how we buy whistles—we used
to buy whistles in the Pentagon. I don’t know if we are still doing
it like that, but I suspect that we are.

We are going to look at four of the areas that we are finding as
high risk here today, and we hope we are going to continue to pur-
sue this. And we want to invite all the members to participate.
This is not just going to be one effort, I hope, that will disappear.

We also have a website at the committee, and we have had lots
and lots of hits on it. But I think we are in the neighborhood of
several hundred items that we think the IGs have viewed as very
legitimate. And I would hope at some point we could ask employees
of the Federal Government to be able to testify anonymously. We
have to figure out a system to be able to do that.

But I just really want everybody to know that this is not de-
signed to be a political exercise. This is designed to try to honestly
improve systems and learn. And when we take a look at Medicare,
for example, and we find out that there are 900—think about
this—900 million claims a year on Medicare, and the Federal Gov-
ernment hands its checkbook to a bill payer and says pay my bills,
now you tell me of the 900 million claims that are reported that
there is any sense that we really are getting our money’s worth.
There is a systemic problem in a system where the consumer is so
far removed from the purchasing.

But enough from me. I hope that the members will find this in-
teresting. I look forward to hearing from Mr. Walker. I have had
a long relationship with the GAO. I can remember back probably
15 years ago, 14 years ago, when Republicans were attacking the
General Accounting Office, and I went to the floor and defended
them because I had always felt as though the GAO was willing to
treat the lowest Member, newest Member of Congress as effectively
as they treat the Speaker of the House or the Senate Majority
Leader. And Mr. Walker is new in this job, relatively new in this
job, and I believe he has a commitment to go back and shake up
the GAO, because even organizations like that get stale and tired.

It is very important that our investigators are robust and that
they are excited about their work, and I am very hopeful that Mr.
Walker is going to be able to breathe some new life into this orga-
nization. He is a professional, I think a friend of Connie Mack, and
is from Atlanta, Georgia. So I am looking forward to working with
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Mr. Walker for my remaining time in the Congress, and I want to
wish him the best of luck.

I would like to recognize Mr. Spratt for whatever comments he
may have.

Mr. SPRATT. Thank you, Mr. Chairman. And to Mr. Walker, the
Comptroller General, and our other witnesses, welcome. We are
glad to have you participate in the hearing today, and we appre-
c}ilate the substantial amount of work you have done to prepare for
this.

This is an old staple. If there is one thing that Congress doesn’t
do as well as it should—and there are probably many things, over-
sight is one. It is clearly an area where we need to do more work,
and this committee itself should be doing it along with the other
committees which have that function and jurisdiction.

While we are doing it, we ought to look at ourselves. To be credi-
ble with the American people, to be fair to those whom we are criti-
cizing, and, in fact, to root out waste, fraud, and abuse, we ought
to look at our work product. We ought to look at the some of the
earmarks in the appropriation reports that come out of here and
ask ourselves if that is an efficient and unwasteful way of doing
business.

We should look at some of the rules and regulations we prescribe
for procurement. We should follow up on some of the laws that we
have written that haven’t been fully implemented. One is the chief
financial officers law that requires the Congress, which imposed
that particular requirement on the executive branch, to hold the
feet to the fire of the different departments to see that they do that
right.

Your predecessor, Mr. Walker, was a big believer in that and
wanted to see each department develop what you might call an an-
nual financial report. And each department is supposed to be doing
that. It is not easy to do. You don’t necessarily have systematic
consistency in all your financial reports, but I think it is a worthy
goal for the Federal Government annually to be able to come up
with an annual report, assets, liabilities, income, outgo, exactly
what you have done, and accrued liabilities, accrued future liabil-
ities.

One of the things we don’t do well in any part of the Government
is variance analysis. Years ago we created something called the Se-
lected Acquisition Report in the Defense Department. We tried to
baseline performance, baseline schedule, and baseline cost, and
then measure against that baseline over the life of the program.

That program has not evolved with time. It hasn’t improved with
time. And we don’t have good systems for tracking the consistency
of performance, scheduling, and cost in DOD, DOE, and lots of
Government departments, NASA, too, I am sure.

Just a couple of caveats, and then I think we need to start the
hearing because a lot of members will need to be getting out of
here, and the witnesses will, too.

First of all, we are talking about waste, fraud, and abuse. A lot
of what we are talking about is not fraud, and the American people
should understand that. It gets grouped under that rubric, but, for
example, Medicare. HHS has reported substantial overpayments.
They found more overpayments as a result of improper payments
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as a result of the fact that we have given them more money to be
more vigilant and more inquisitive about how they are being billed
and what they are actually paying.

A very, very small percentage of this is true fraud. Much of it
is simply improper billing, billing the wrong thing or in some cases
paying the wrong thing from the wrong account.

Secondly, there are a lot of things that get dredged up that sim-
ply aren’t true. A lot of the old canards about defense procurement
excesses turn out really to be exaggerations, they weren’t that true,
and that is why nothing ever happens here. We go off in pursuit
o{lthese red herrings that really turn out not to be that valid after
all.

Then, finally, as I said, we really ought to take a look at our-
selves and the extent to which we contribute to this problem in the
appropriations process and the authorization process and, in fact,
that we do oversight, but it is a lot of jawboning that tends not to
be followed up very effectively. Once we get through pronouncing
it, it is left in a report somewhere.

Here is a report, for example, a majority staff report, Committee
on Government Operations, my committee, “Managing the Federal
Government: A Decade of Decline,” printed in 1993. And it is full
of apparent waste, fraud, and abuse. And I daresay if we looked
into this manual, we would find many of the things cited here still
being practiced today. Some have been corrected. Some haven’t
been. And some, as I said, weren’t problems in the first place. They
were simply cited as such because of a lack of understanding.

We appreciate you witnesses coming today because we need to
tell the American taxpayers, they are not paying anything more
than necessary to get the Government they deserve. And we have
to maintain continual oversight to see that that is the case. We sit
sort of as a board of directors, and we appreciate the assistance you
are providing us today, and we look forward to your testimony.

Thank you very much.

STATEMENT OF DAVID M. WALKER, COMPTROLLER GENERAL,
UNITED STATES GENERAL ACCOUNTING OFFICE

Mr. WALKER. Thank you, Mr. Chairman and Mr. Spratt. Mem-
bers of the committee, it is a pleasure to be here.

Mr. Chairman, as you and I agreed by phone, I am going to talk
probably about 20 minutes because I want to give you some meat
including some specific examples in order to bring some of these
issues to life.

I very much appreciate the opportunity to be before you this
morning on behalf of the General Accounting Office to discuss our
views on targets of opportunity for you and other Members of Con-
gress to consider in order to maximize the performance, ensure the
economy, and assure the accountability of the Federal Government
for the benefit of the American people.

This committee is to be commended for holding these hearings
and emphasizing that, surplus or no surplus, poor performance,
waste, and inefficiency in Government cannot be ignored. No mat-
ter how large the projected surpluses may be, they do not absolve
the Government of its responsibility to pursue fraud, waste, abuse,
and inefficiency and to make prudent use of taxpayer dollars.
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We also have an obligation to modernize Government to more ef-
fectively address the needs of our changing society. Many of our
current Federal programs—their goals, organizations, and proc-
esses—were designed decades ago. Given this context, it shouldn’t
be insulting nor threatening to any Federal program or activity to
question their relevance or fit in today’s world. In fact, it is wholly
appropriate and prudent to do so. This is especially important
given the long-range budget challenges we face stemming from our
aging society and the known approaching demographic tidal wave,
which will hit.

The first chart, which is on my left, lists examples of Federal
programs and operations that, based upon our past work, warrant
reexamination for one of three major reasons: first, to improve the
economy and efficiency of existing Federal operations; secondly, to
reassess what the Government does; and, thirdly, to redefine the
beneficiaries of Federal Government programs. These are illus-
trative. We have others. But for time and space considerations, we
wanted to focus on these.

I will review several examples of these after I discuss our high-
risk series. Our high-risk series is noted on the right, the results
of our latest high-risk report which, as you know, ladies and gen-
tlemen is done every 2 years. Our latest report came out in Janu-
ary of 1999.

Over the years, our work has shown that various functions and
programs critical to personal and national security, ranging from
Medicare and housing to tax administration and weapons acquisi-
tions, have been hampered by significant and recurring financial
and management program problems that expose these activities to
increased risk of fraud, waste, abuse, and inefficiency.

Successfully addressing these problems offers the potential to
achieve major savings over time through improved services to the
public and hopefully will also serve to, in addition to improving the
economy, improve the public’s respect for and confidence in their
Government over time.

In January 1999, GAO updated our high-risk series. The latest
update includes 26 programs that are vulnerable to higher levels
of fraud, waste, abuse, or other activities. Six areas have been re-
moved since we began our series in 1990 while 10 of the original
areas remain on the list.

We have also recently issued a report identifying the range and
magnitude of improper payments, and as Mr. Spratt pointed out,
that does not necessarily mean fraud. And I will clarify that later—
improper payments from Federal programs based upon agency esti-
mates and their financial statements, many of which relate to
these high-risk areas.

In my written settlement, which is extensive—and I would com-
mend it to you and your staff—we discuss selected high-risk and
improper payment areas along with case examples from GAO and
inspector general reports to demonstrate how the underlying man-
agement and program design problems can result in waste and
poor performance.

I would now like to discuss some examples to put a face on some
of these issues within the time allowed.
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First, Medicare. With annual payments of about $200 billion,
Medicare is one of the fastest-growing major social programs in the
Federal budget, and it is expected to almost double in size in the
next 10 years alone. Importantly, the demographic tidal wave that
I mentioned won’t hit until 2011. Medicare’s problems really esca-
late after that.

Medicare finances health care services delivered by hundreds of
thousands of providers to tens of millions of beneficiaries. This pro-
gram has been a perpetually attractive target for exploitation. Peo-
ple go where the money is, requiring constant vigilance and in-
creasingly sophisticated approaches to protect the system from
wrongdoing and abuse.

HHS has begun to identify improper payments, that is, payments
made in error. Based on the financial statements for the $176 bil-
lion Medicare fee-for-service program, between the years 1996 and
1998, the estimated total annual payments made in error in this
program dropped from $23.2 billion to $12.6 billion. But that is still
a lot of money.

Sources of these errors included payments unsupported by docu-
mentation, payments made for unnecessary medical procedures, in-
correctly coding billing for services, or upcoding—trying to code for
higher levels of services than were actually provided—and pay-
ments for unallowable services. The reductions in erroneous pay-
ments were largely attributable to better claims documentation by
providers rather than a reduction in the other three categories.
Moreover, this estimate does not include all losses due to fraudu-
lent schemes, such as collusion, kickbacks, and false claims for
services not provided.

Problems with abuse in this system partially stem from the pro-
gram’s oversight structure. HCFA delegates the review of claims to
its contractors, yet its oversight of these contractors does not pro-
vide adequate assurance that claims are properly paid.

In our written statement, we highlight the case of a major Medi-
care contractor who settled a $140 million claim and pled guilty to
eight felony counts for, among other things, rushing payments
through the payment system by shutting off the computer edits de-
signed to avoid improper payments, allowing Medicare to make
payments for claims that should have been made by private insur-
ers—as you know, Medicare is a secondary payer—and disconnect-
ing toll-free phone lines used for beneficiary inquiries and com-
plaints.

Medicare has proven to be vulnerable to fraud by career criminal
and organized crime elements posing as health care providers.
These groups have created sham medical clinics or other entities
or used the names of legitimate providers to bill for services either
not provided or medically unnecessary.

For instance, the rent-a-patient scheme. In two South Florida
cases, recruiters organized thousands of beneficiaries from, among
other places, retirement communities and drove them to area clin-
ics for rote examinations and unnecessary testing and treatment.
Recruiters received a fee that they shared with the beneficiaries.
It could be referred to as a kickback. It may have been knowing
or unknowing. Beneficiaries understood that they should go else-
where if they needed a real doctor.
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Several licensed physicians participated in the scheme in which
they signed medical records for services they neither performed nor
supervised. The clinics then billed Medicare, Medicaid, and other
private insurers for services either not necessary or not performed.
In one or two of the cases, the clinics filed over $120 million in
fraudulent Medicare claims and $80 million was paid. The leaders
of the ring were arrested and sentenced to prison for health care
fraud and are now wearing wide-striped suits.

Other improper payments. Mr. Chairman

Chairman KASICH. May I just interrupt you briefly there?

Mr. WALKER. Yes, Mr. Chairman.

Chairman KaSICH. My understanding is that the estimates we
have that involve improper billing, fraud, or whatever, does not in-
clude these dummy practices, i.e., people who claim to be doctors
who are not doctors, who have patients—claim to have patients
where there are no patients. Is that correct?

Mr. WALKER. It does not include all forms of fraud and collusion,
including some practices that you just articulated. And I am sure
that the IG for HHS, June Gibbs Brown, can give you more detail
on what their methodology does and does not include. Thank you,
Mr. Chairman.

Other improper payments. Many other Federal programs, in ad-
dition to Medicare, are vulnerable to improper payments. The Fed-
eral Government’s fiscal year 1998 financial statement reports from
nine agencies alone estimated that improper payments amounted
to $19.1 billion. In addition to the Medicare program, this estimate
included improper payments from such programs as Social Secu-
rity, $1.2 billion; food stamps, $1.4 billion; housing subsidies, $857
million; and Supplemental Security Income, $1.6 billion.

Importantly, the amount of improper payments is greater than
that disclosed thus far in agency financial statements. In addition,
audit reports from GAO and agency inspectors general have identi-
fied other agencies that have made improper payments but did not
include estimates in their financial statements or have yet to do so.

For instance, as you mentioned, Mr. Chairman, HHS has not es-
timated improper payments for the Medicaid program which has
$108 billion in Federal outlays for fiscal year 1999. Our recent
work has concluded that the size and structure of this program
makes it inherently subject to exploitation.

Common Medicaid fraud and abuse schemes fall into three broad
groups; improper billing practices, misrepresentation of profes-
sional qualifications and improper business practices such as kick-
backs, self-referrals or collusion. In one case, two businesses netted
$10 million in excess Medicaid payments related to phony contracts
with nursing homes to a shell company.

Illicit diversion of Medicaid-covered prescription drugs has also
proven to be a persistent problem. Schemes include pharmacists
who routinely add drugs to legitimate prescriptions and keep the
extra amount for sale to others, and individuals who provide recipi-
ents with controlled substances in exchange for subsequent illicit
use of their Medicaid recipient numbers.

We have recommended that OMB develop guidance for agencies
to help them estimate improper payments more systematically for
Federal programs and to prompt them to develop goals to address
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these issues in their annual performance plans in consultation with
appropriate congressional oversight committees. OMB has started
to work with the agencies to develop guidance to assist agencies in
doing this. This needs to be a high priority, not just within the ex-
ecutive branch but also for congressional oversight.

HUD programs——

Chairman KasicH. Could I just stop you there with Medicaid?

Mr. WALKER. Yes, Mr. Chairman.

Chairman KasSIiCH. Is it fair to assume that the Medicaid pro-
gram really has not been reviewed? Is that correct?

Mr. WALKER. It hasn’t been as extensively reviewed as the Medi-
care program, at least as it relates to some of these estimation
techniques, and more needs to be done in that area.

In 1994, we designed HUD programs as a high-risk area because
of our work and that of others, such as the HUD inspector general.
We identified four serious, longstanding departmentwide manage-
ment problems that, taken together, placed the integrity and ac-
countability of several major HUD programs at high risk. These de-
ficiencies included weak internal controls, an ineffective organiza-
tional structure, an insufficient mix of staff with the proper skills,
and inadequate information and financial management systems.

We concluded that while HUD had efforts underway to address
the numerous and severe problems that frankly have occurred over
years that have significant impact on program management, bil-
lions of dollars across most of the agencies’ major programs con-
tinue to be at risk.

Our recent work demonstrates that HUD has made credible
progress in addressing a number of these challenges, but signifi-
cant challenges remain.

For instance, we noted in 1999 that inadequate monitoring and
problems with information and financial management systems per-
sist. HUD is likely to spend millions of dollars, miss milestones,
and still not meet its objective of developing and fully deploying an
innovative financial management system because it has not yet fi-
nalized detailed plans of how to do this.

In 1998, we have reported weaknesses in HUD’s oversight of its
single-family inventory, which are properties acquired by HUD and
managed by contractors when borrowers default on single-family
mortgages insured by HUD. Our physical inspection of selected
properties identified serious problems with vandalism, mainte-
nance problems, and safety hazards that may have decreased mar-
ketability, increased HUD’s holding cost, and in some instances
threatened the health and safety of neighbors and potential buyers.

In my written statement, we discuss the case of one contractor
responsible for 40 percent of HUD’s workload whose failures to
adequately maintain these properties or make them available for
sale prompted to HUD to properly terminate that contractor, ulti-
mately leading to the contractor’s bankruptcy filing, at the same
point in time it created a major void with regard to the administra-
tion and oversight of these programs.

Since 1995, HUD has taken a number of actions to address its
management deficiencies, and it has made credible progress. For
example, the Department has improved its financial reporting and
received an unqualified opinion for the fiscal year 1998 financial
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statements. In our 1999 high-risk series update, we noted that
HUD’s Secretary and leadership team have given a top priority to
addressing the Department’s management deficiencies. A major
factor in HUD’s progress has been the June 1997 2020 Manage-
ment Reform Plan, which called for reducing the number of pro-
grams, retraining staff, reorganizing the field offices, consolidating
processes and functions into specialized centers, and modernizing
and integrating information and financial management systems.

While comprehensive plans to address such problems represent
a positive step forward, ultimately it is results that count. We are
monitoring HUD’s progress, and it is too soon to tell whether these
reforms will be successfully implemented in order to sufficiently ad-
dress these problems in conjunction with over the long term as well
as our next high-risk series update.

DOD management. Six of our current 26 high-risk areas relate
to longstanding DOD management problems. The Department’s
size, culture, and organizational structure present major manage-
ment challenges.

While DOD is clearly number one in the world in fighting and
winning armed conflicts, it is a D-plus in the area of economy and
efficiency, although they are showing signs of taking this much
more seriously and have started to make some progress.

With regard to financial management, no major part of DOD is
able to pass the test of an independent financial statement audit.
Many have trouble just putting together a financial statement,
much less having an audited financial statement. The absence of
integrated financial management systems has hampered the agen-
cy’s ability to prepare financial statements and engage in sound
day-to-day management practices.

The continuing financial management problems have real con-
sequences for program management and resource allocation. For
instance, DOD cannot properly account for billions of dollars of
basic transactions, leaving the agency vulnerable to the misuse of
appropriated funds.

For example, auditors reported that the Air Force depot manage-
ment activity, a component of one of the Department’s working cap-
ital funds, may have obligated $1.1 billion more than it had avail-
able as of September 30, 1998. In addition, DOD’s records do not
consistently reflect the number and location of its inventories and
weapons systems, increasing the risk that inventory managers may
request funds for items that are already on hand. In addition, it
may make it difficult in order to be able to use items that are need-
ed because they don’t know where they are when they are needed.

Contract management. DOD continues to overpay contractors.
While the full extent of overpayments is unknown, we do know
that between fiscal year 1994 and 1998, defense contractors re-
turned voluntarily $4.6 billion in overpayments, an average of
about $920 million a year. Surprisingly, under current law, there
is no requirement for contractors who have been overpaid to notify
the Government, much less to send the money back. And, in fact,
there aren’t even any incentives for them to do so or penalties if
they don’t.

Weapons system acquisitions. DOD spends over $80 billion annu-
ally to research, develop, and acquire weapons systems. Although
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DOD has many acquisition reform initiatives in process, fundamen-
tal weapon system problems persist. These systemic problems serve
to reduce the system’s performance and waste taxpayer dollars.

The competition for funding when a program is launched within
DOD encourages aspiring DOD programs and their managers and
sponsors to include performance features that rely upon immature
technologies and overly ambitious cost and schedule estimates. For
example, the Comanche helicopter. That development program is
being restructured for the fifth time in the last 10 years due to un-
certain and changing requirements and unattainable cost and
schedule estimates. This latest restructure/development plan still
contains significant risks of further cost overruns, schedule delays,
and degraded performance. Annual production costs are now pro-
jected to be over $2 billion by the year 2008—$2 billion a year. This
will comprise about 64 percent of the army’s aviation budget over
time.

Now, I can assure you this picture is not the Comanche heli-
copter, but this is relevant to the next illustration I would like to
provide.

These problems also exist in noncombatant systems. For exam-
ple, the Army has procured thousands of high-mobility trailers,
which you see on my right, that are not usable or suitable. It
awarded this multiyear production contract without first dem-
onstrating that the design would meet its requirements.

I wanted to bring a trailer and tow it up here and park it outside
for you to be able to see one of these. However, the picture is going
to have to do because it proved to be inappropriate. We have thou-
sands in storage. The trailers are found to damage the trucks that
tow them. Moreover, the Army found that the trailer draw bar
could break, causing the trailer to overturn, disconnect, causing
damage to property and possibly to persons as well. Therefore, I
ﬁid not think it would be prudent for us to attempt to pull one up

ere.

Believe it or not, the Army has procured 6,700 of these at a cur-
rent price of over $10,000 each. Unfortunately, this is the rule
rather than the exception in connection with many DOD acquistion
programs.

Now, let me clarify here, Mr. Chairman and members. They are
going to be able to fix this. It is going to cost a thousand bucks,
or so to fix it, and it is going to take time, and they want to procure
another, you know, probably 18,000 of these eventually. But this is
a systemic problem. And one of the major concerns that I have
about procurement and acquisitions, especially in DOD, is they do
not follow proven commercial best practices for acquisitions.

Now, I can understand that in a circumstance where we have a
credible national security threat. I do not understand that at all in
a circumstance where we don’t. The current approach results in
systems, whether they be combatant or noncombatant, not meeting
performance requirements, significant delays, and billions—bil-
lions—of wasted money that maybe should go to defense but could
be reallocated to more critical needs like readiness and other areas,
because we already know that we have a tremendous squeeze com-
ing on the defense budget based upon known budget projections
and restrictions on discretionary spending.
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Reducing and resolving risk in Federal programs. To be fair, sev-
eral Federal agencies have taken many of these high-risk programs
seriously and are making progress in addressing them. Congress
has also acted to provide oversight and needed legislative changes
in connection with a few of these issues. However, more needs to
be done by both the executive branch and the Congress to acceler-
ate progress in these areas. Many of these problems have existed
for years. They are deeply rooted, complex, and persistent and sus-
tained attention by both the executive branch, including OMB, as
well as the Congress will be needed in order to achieve lasting im-
provement.

Some areas may, in fact, require targeted legislative action or
modest investment in information or financial systems and human
capital initiatives in order to achieve the savings or increased per-
formance.

Plans have been conceived to address many of these issues, but
the more difficult implementation task of translating these plans
into day-to-day management reality lies ahead for many of these
areas. Vigilant congressional oversight will be absolutely critical to
promoting and sustaining the high-level focus that is necessary in
order to resolve these problems.

High-risk areas and improper payment problems reflect deeply
rooted weaknesses in Federal financial and program management
systems and controls. The Government’s financial systems are
often unable to perform the most basic bookkeeping requirements
for Federal entities, many of which are engaged in financial trans-
actions whose magnitude, complexity, and risk exceeds those expe-
rienced by the largest global private sector enterprises. After all,
the United States is the largest, most complex, most diverse entity
on the face of the Earth bar none, public or private sector.

The agency’s inability to account for substantial liabilities, as-
sets, net costs, or improper payments were among the factors that
prevented us from being able to form an opinion on the Govern-
ment’s consolidated financial statements for the 2 years that we
have been performing this audit. They will also prevent us from
rendering an opinion on the fiscal year 1999 consolidated financial
statements, and we are likely not to be able to render an opinion
on these statements until several key issues are addressed, in par-
ticular DOD’s financial management systems.

I do not believe we will ever be able to express an opinion with-
out DOD getting its act together, and they project that that will
not happen until 2003 at the earliest, although they are trying and
they are making some progress.

Agencies have made uneven progress in obtaining clean financial
statement opinions; however, even where this important milestone
has been reached.

Chairman KASICH. Wait, wait.

Mr. WALKER. Yes, Mr. Chairman.

Chairman KASICH. I don’t want to miss—are you trying to tell
me that you can’t audit the DOD books until 2003?

Mr. WALKER. Let me clarify, Mr. Chairman. They are being sub-
ject to audit. What I am saying is that we at GAO are the auditors
of the consolidated financial statements of the Federal Govern-
ment. At the present time, the inspector general audits DOD, and
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then we review the work that they do in order to determine the im-
pact on our audit of the overall Government.

What I am saying is that the IG has not been able to express
an opinion on DOD, and unless and until they can do that, we are
not going to be able to express an opinion on the overall Govern-
ment. DOD doesn’t believe they are going to be in shape to achieve
that objective until, at the earliest, 2003. And so they are still
being subject to audit; however, the problems are so embedded,
they are so systemic, and they are so significant that the executive
branch is estimating it is going to take them at least 3 years to get
to that point.

Mr. SPRATT. Wouldn’t you agree that DOD is subject to more con-
tinual internal audit because of the Defense Contract Agency than
most other Government departments?

Mr. WALKER. They have a number of oversight entities. They
have DCAA. They have the different service internal auditors, if
you will. They also have the overall inspector general for DOD as
well. And so it is not that they are not subject to oversight.

Candidly, as I said before, Mr. Spratt, DOD is an A, number one
in the world in performance and results on the battlefield. But,
frankly, they didn’t focus for decades on economy and efficiency,
and they are just now starting to really focus on it. But there is
a lot more that needs to be done there because we are talking
about a lot of money.

Agencies have made uneven progress in obtaining these clean
opinions. But even when this important milestone has been
reached—and as you know, 12 of the 24 major departments and
agencies received clean opinions on their 1998 financial statements.
The executive branch is hopeful that 18 will for 1999. I think that
might be optimistic. But the fact of the matter is, even when they
reach this important milestone of getting a clean opinion, that is
not the end, because the purpose of the CFO Act is to make sure
that Government agencies and their management have timely, ac-
curate, useful information to make informed management decisions
day to day. And, in fact, what has happened in the case of some
of these agencies who have gotten clean opinions, they have hired
outside contractors, spent millions of dollars in order to be in a po-
sition to get a clean opinion on their financial statements, months
after the end of the year, and yet their systems are such for them
to manage their operations effectively during the year. That is not
what we should be doing here.

You know, getting a clean opinion is an important milestone. We
ought to do it. But that is not the end game. We have got to focus
on dealing with the fundamentals.

Mr. Chairman, the deep-seated nature of many of these high-risk
areas does not mean that they are immutable. In fact, we have
noted significant improvements in several areas. For example,
where a partnership approach is employed—by that I mean where
the Congress takes this seriously and where the executive branch
takes this seriously—progress can and has been made. The U.S.
Customs Service was removed from our high-risk list last year due
to consistent progress in addressing major management and orga-
nizational weaknesses. Coupled with a major reorganization, the
agency has made major improvements in its financial management
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and enforcement of the Nation’s trade laws. Sustained manage-
ment commitment and congressional oversight was essential for
this progress.

In this regard, the agencies’ initiatives received important and
consistent backing and reinforcement during this period from the
Results Caucus, commissioned by the House leadership.

Mr. Chairman, if I can go briefly on the rest, I am going to try
to summarize the rest, that is high-risk, but I do want to talk a
little bit about these three categories. And I would like to give you
one example, if I can, of each of these categories.

In addition to overseeing high-risk areas, numerous other oppor-
tunities are available to focus congressional oversight and improve
Government efficiency, modernize operations, update priorities, and
target Federal payments and subsidies. Our written statement has
numerous examples. I am going to provide one example of each
major category.

With regard to improving economy and efficiency, congressional
reviews can focus on opportunities such as consolidation or coordi-
nation of programs with similar objectives and the reengineering
and streamlining of Federal processes. One example involves a
Federal system to ensure the safety and quality of our Nation’s
food system.

The current system is inefficient and outdated. It suffers from
overlapping and duplicative inspections, poor coordination, ineffi-
cient allocation of resources, and inadequate recovery of costs.

For example, the USDA Food Safety and Inspection Service is re-
sponsible for the safety of meat pizzas—and there are ten other
Federal agencies that administer over 35 different laws that in-
clude food safety. So USDA has meat pizzas, but FDA has cheese
pizza. And we have got a lot of players in the ball game here, and
I think all of us can probably agree that food safety is important.
It is important to all of us. But we need to go about it in a way
that is efficient and effective.

Given this environment, the Congress could consider consolidat-
ing food safety agencies under the activities of a single agency in
order to have a uniform set of food safety laws and enforcement ac-
tivities.

The second area, reassessing what the Government does. It is
important to periodically reexamine whether current programs and
activities remain relevant, appropriate, and effective for our chang-
ing society. Our work demonstrates that congressional oversight
could usefully address such fundamental questions as whether
changing conditions have rendered particular programs obsolete or
in need of major reform. After all, a lot of these programs started
decades ago when there was a bona fide need that wasn’t being
met by the private sector or State and local governments. But what
has happened over the years is they get in the baseline. So it is
presumed that that need still exists, and it is also presumed that
they are effectively meeting that need. In some cases, that is true,
but not in all.

And I think now that we are entering the 21st century and now
that we have time and don’t have to focus on annual deficits, we
don’t have to focus on the Cold War, we have got an opportunity
to take a more comprehensive view and to reassess what is the role
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of Government, what should it be, and how can we best achieve
what those desired objectives are.

The USDA Market Access Program is a case in point. This pro-
gram subsidizes a portion of U.S. agricultural products in overseas
markets. Despite changes made to the program between 1993 and
1998, serious questions remain over its results, including whether
subsidized promotions generate positive net economic returns to
the United States, increase exports that would have not otherwise
occurred, and supplement rather than supplant private sector
spending. Moreover, MAP promotions can have significant unin-
tended effects.

For example, a 1996 study of U.S. apple exports in the United
Kingdom and Singapore found that the U.S. market share in export
value increased in the United Kingdom, but that foreign competi-
tors actually gained a lot more than the United States did in
Singapore as a result of this program.

The last general topic: redefine who benefits from Federal Gov-
ernment programs. To better reflect changing conditions and target
limited resources, Congress should periodically reexamine the eligi-
bility rules and formulas for Federal subsidies to States, busi-
nesses, and individuals. As presently designed, a variety of grants,
tax expenditures, loans, and loan guarantees provide subsidies to
recipients who would have undertaken the activity without Federal
subsidy and thus avoid bearing their fair share of risk and cost.

For example, repetitive flood loss is one of the major factors con-
tributing to the financial difficulties facing the National Flood In-
surance Program. Approximately 43,000 buildings currently in-
sured under the National Flood Insurance Program have been
flooded on more than one occasion. These repetitive losses account
for 36 percent of all program claims historically, about $200 million
a year, even though the repetitive loss structure makes up a very
small portion of the total insured population, only about 1 to 2 per-
cent.

The cost of the program of these multiple-loss properties over the
years has been about $2 billion. The Congress and FEMA could
consider eliminating flood insurance and emphasizing mitigation
for certain repeatedly flooded properties, removing what some
argue is now an incentive to locate in harm’s way.

Mr. Chairman, trying to sum up here, I am sure that this list
of Government performance and management problems is sobering.
There is much that remains to be done, but the task is not over-
whelming. This is an opportune time to reinvigorate congressional
oversight because we are relieved from the burdens of annual defi-
cits and, in addition, we don’t have certain external challenges
such as the Cold War environment to focus on. But to achieve posi-
tive and lasting results requires sustained effort and commitment
not only behalf of the executive branch but also on behalf of the
legislative branch.

As you know, making progress in this area can be a daunting
challenge that involves tough work over a sustained period of time,
and in many cases, quite frankly, it is not very sexy and it doesn’t
grab a whole lot of headlines. But as was pointed out previously,
I think by Mr. Spratt, we collectively have a fiduciary responsibil-
ity to make sure that the taxpayer dollars are used efficiently and
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effectively. We ultimately have a finite amount of resources, and
we need to make sure that those resources are targeted to get the
maximum return on the taxpayers’ investment. And while we are
rolling in dough right now, at least we think we are based upon
projected budget surpluses, based upon our long-range budget sim-
ulations we show we are going to be in the soup again because of
escalating costs associated with entitlement programs due to
known demographic trends. So we really need to reinvigorate con-
gressional oversight.

I commend you, Mr. Chairman, for holding these hearings and
reminding us of the importance of continued diligence regarding
performance, economy, and accountability of Government pro-
grams. We look forward to continuing to work with you, and I will
mention—and I think it is important to say this—GAO is on the
front line every day in this area. And you are getting a return on
that investment. On average, GAO generates $20 billion in annual
financial benefits or a return on your investment and the tax-
payers’ investment of $57 for every $1 invested, number one in the
world, bar none. And we look forward to working with you and ad-
dressing these and other issues.

Thank you, Mr. Chairman.

[The prepared statement of David Walker follows:]

PREPARED STATEMENT OF DAVID M. WALKER, COMPTROLLER GENERAL OF THE
UNITED STATES

I appreciate the opportunity to be here this morning to discuss our views on tar-
gets of opportunities that you and other Members of the Congress can consider
when addressing the budget and oversight challenges before you. The Committee is
to be commended for holding these hearings and emphasizing that—surplus or no
surplus—poor performance, waste, and inefficiency cannot be ignored. No matter
how large the projected surpluses may be, they do not absolve the government of
its responsibility to make prudent use of taxpayer dollars. Rather, the surplus pro-
vides an opportunity to rise out of the 1-, 3-, or 5-year budget horizons of recent
deficit debates and to focus on how to restore the public’s trust and confidence in
their government.

After a decade of deficit reduction, we know there are pent-up demands for using
projected surpluses. However, if careful scrutiny is given only to new spending or
tax proposals, policymakers will have missed a critical window to address known
performance problems in government. Left unresolved, these problems can expose
Federal programs and operations to unnecessary risk, excessive costs, and chronic
performance shortfalls. Resolving some of these problems offers the potential to save
billions of dollars and dramatically improve the delivery of services to the American
public. For instance, nine Federal agencies estimated improper payments of $19.1
billion for fiscal year 1998 and we continue to highlight 26 major areas as being
highly vulnerable to fraud, waste, abuse, and mismanagement.

These persistent problems suggest that we cannot afford to be any less vigilant
in our attention to programs at high risk of fraud, waste, abuse, and mismanage-
ment in a time of surplus. In fact, it is our obligation to safeguard benefits for those
that deserve them by preventing the diversion of scarce Federal resources for inap-
propriate, unauthorized, or illegal purposes. The activities that GAO has identified
as high-risk areas warrant vigilant and persistent oversight and attention by execu-
tive agencies and the Congress alike. Significant opportunities exist to reduce waste
and improve the economy and efficiency of Federal activities in other areas as well,
as I will discuss in my statement today.

Mr. Chairman, we also have an obligation to modernize government to more effec-
tively address the needs of a changing society. As we enter a new century, we have
been reminded about how much things change. Yet many of our programs—their
goals, organizations, and processes—were designed long ago. Given this context, it
shouldn’t be insulting or threatening to any Federal program or activity to question
itsdrelevance or “fit” in today’s world. In fact, it is wholly appropriate and prudent
to do so.
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Examining the legacy of existing activities and programs can yield important ben-
efits. First, we can provide for much needed flexibility to address looming cost pres-
sures and emerging needs by weeding out wasteful and inefficient programs that
have proven to be outdated and no longer relevant to our changing society. As the
baby boom retires, enhancing budgetary flexibility will be even more critical as the
projected growth of Social Security and health care outlays threaten to crowd out
other priorities. Second, we can update and modernize those activities that remain
relevant by improving their targeting and efficiency through such actions as rede-
signing formulas, enhancing cost sharing by beneficiaries, consolidating facilities
and programs, and streamlining and reengineering operations and activities.

All of our work reaffirms that with billions of dollars at risk and notwithstanding
our current budget surplus environment, the Congress and Federal agencies need
to devote sustained attention to oversight and reexamination of existing programs
and activities to improve the performance of government and reduce the potential
for fraud, waste, abuse, and mismanagement. Let me hasten to add that Federal
agencies have taken the high-risk areas seriously and are making progress in ad-
dressing them, and the Congress has also acted to provide oversight and needed leg-
islative changes. However, more needs to be done by executive agencies and the
Congress to accelerate progress. Many of these problems are deeply rooted and com-
plex. Although plans have been conceived to address many of these issues, the more
difficult implementation task of successfully translating those plans into day-to-day
management reality lies ahead for many of these areas. Vigilant congressional over-
sight will be absolutely critical to promoting and sustaining a high level focus on
these problems and support for appropriate actions to address them.

Mr. Chairman, I don’t need to tell you that sorting through existing programs is
a serious, if often unglamorous, task that is nonetheless vital. This task is made
particularly difficult because existing programs and commitments are “in the base”
in budgetary terms and can have an advantage over new initiatives and demands.

In my testimony today I draw on the full breadth of GAO work to highlight nu-
merous examples of significant performance problems in Federal agencies and pro-
grams, each drawn from the key findings and issues developed in our audits and
evaluations.! To facilitate our discussion, the examples are organized around the fol-
lowing four broad themes:

e Attack activities at risk of fraud, waste, abuse, and mismanagement: focus on
minimizing risks and costs associated with the delivery of major Federal programs
and activities.

* Improve the economy and efficiency of Federal operations: capture opportunities
to reduce costs through restructuring and streamlining Federal activities.

¢ Reassess what the Federal Government does: reconsider whether to terminate
or revise outdated programs or services provided.

* Redefine the beneficiaries of Federal Government programs: reconsider who is
eligible for, pays for, and/or benefits from a particular program to maximize Federal
investments.

ATTACKING ACTIVITIES AT RISK OF FRAUD, WASTE, ABUSE, AND MISMANAGEMENT

Mr. Chairman, in selecting priorities for oversight, major attention should be
given to addressing the vulnerability of many critical Federal programs and oper-
ations to the risk of fraud, waste, abuse, and mismanagement. Over the years, our
work has shown that central functions and programs critical to personal and na-
tional security, ranging from Medicare to weapons acquisitions, have been hampered
by daunting financial and program management problems. These problems result in
persistent exposure of these activities to waste and abuse.

These weaknesses have real consequences with large stakes that are important
and visible to many Americans. Some of the problems involve the waste or improper
use of scarce Federal resources: Federal funds are diverted from their intended uses
or beneficiaries, revenues owed are not effectively identified or collected, or excessive
inventories and procurement costs drive Federal costs higher than they need to be
for some areas. Other problems compromise the ability of the Federal Government
to deliver critically needed services: systemic information management weaknesses
undermine the nation’s ability to modernize our technology for tax processing, air-

1Many of the examples discussed in this testimony were developed as part of our annual ef-
fort to describe the budgetary implications of our work. See Budget Issues: Budgetary Implica-
tions of Selected GAO Work for Fiscal Year 2000 (GAO/OCG-99-26, Apr. 16, 1999). We expect
to update and issue this product to this Committee and others next month and are currently
working with the Congressional Budget Office and the Joint Committee on Taxation to develop
estimates of budget savings or revenue gains for these and other examples.
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line safety, and weather forecasting; and systemic procurement problems hamper
the development of weapons systems and the cleanup of hazardous wastes at DOE
sites. Perhaps of greatest importance is the impact of these problems on our ability
to safeguard critical assets and operations from theft and misuse, whether it is criti-
cal national security information or private tax return information.

AREAS AT HIGH RISK AND PROGRAMS VULNERABLE TO IMPROPER PAYMENTS

In January 1999, we reported on specific Federal activities and functions that are
particularly vulnerable to fraud, waste, abuse, and mismanagement—an update to
a series on high-risk activities begun in the last decade and provided at the start
of each new Congress.2 Since 1990, six of our high-risk designations have been re-
moved as a result of sustained, tangible improvements by the affected agencies; at
the time of our last update, however, 26 high-risk areas remained, as shown in table
1. We have also recently reported on estimates of the range and magnitude of im-
proper payments within specific Federal programs—several of which have also been
identified as high-risk areas—as disclosed in agency financial statements reports.

TABLE 1.—1999 HIGH-RISK AREAS AND THE YEAR DESIGNATED*

High-risk area Year

Reducing Inordinate Program Management Risks

Medicare 1990
Supplemental Security Income 1997
Internal Revenue Service (IRS) Tax Filing Fraud 1995
Department of Defense (DOD) Infrastructure Management 1997
Department of Housing and Urban Development (HUD) Programs 1994
Student Financial Aid Programs 1990
Farm Loan Programs 1990
Asset Forfeiture Programs 1990
The 2000 Census 1997
Managing Large Procurement Operations More Efficiently
DOD Inventory Management 1990
DOD Weapon Systems Acquisition 1990
DOD Contract Management 1992
Department of Energy Contract Management 1990
Superfund Contract Management 1990
National Aeronautical and Space Administration Contract Management 1990
Ensuring Major Technology Investments Improve Services
Air Traffic Control Modernization 1995
Tax Systems Modernization 1995
National Weather Service Modernization 1995
DOD Systems Development and Modernization Efforts 1995
Providing Basic Financial Accountability
DOD Financial Management 1995
Forest Service Financial Management 1999
Federal Aviation Administration Financial Management 1999
IRS Financial Management 1995
IRS Receivables 1990
Resolving Serious Information Security Weaknesses 1997

*Note: Our most recent update to the high-risk list in January 1999 also included “Addressing the Urgent Year 2000 Computing Chal-
lenge.” Given the progress that has been made on this issue, we have not included it in this summary table. See Year 2000 Computing
Challenge: Leadership and Partnerships Result in Limited Rollover Disruptions (GAO/T-AIMD-00-70, Jan. 27, 2000).

The high-risk areas shown in Table 1 as well as other improper payments reflect
serious and continuing problems with financial, information, and program manage-
ment across many Federal functions and agencies. Collectively, these areas affect
almost all of the government’s annual $1.7 trillion in revenue and span critical gov-
ernment programs and operations from benefit programs to large lending oper-
ations, major military and civilian agency contracting, and defense infrastructure.
Lasting solutions to these problems offer the potential to save billions of dollars,
dramatically improve services to the public, and strengthen confidence in the ac-
countability and performance of the national government.

In these areas, more needs to be done to achieve real and sustained improve-
ments. GAO has made many recommendations to address and correct these prob-

2GAO has issued update reports on the status of high-risk areas every other year since 1993.
Our latest report was High-Risk Series: An Update (GAO/HR-99-1, Jan. 1999).
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lems. However, these problems will take time to fully resolve because they reflect
deep-rooted, difficult problems in very large programs and organizations. Real im-
provements in performance and management will require persistent and sustained
attention, and some areas may in fact need targeted and well-chosen investments
in systems and human capital in order to achieve recurring savings.

I will now turn to a discussion of selected areas, which illustrate the problems
facing us, and the need for increased and sustained congressional oversight and
management attention.

MEDICARE

With annual payments of about $200 billion, Medicare is one of the fastest grow-
ing major social programs in the Federal budget and is projected to almost double
its size in the next 10 years alone. With responsibility for financing health care de-
livered by hundreds of thousands of providers on behalf of tens of millions of bene-
ficiaries, Medicare is inherently vulnerable to fraud, waste, and abuse. The program
has proven to be a perpetually attractive target for exploitation, requiring constant
vigilance and increasingly sophisticated approaches to protect the system from
wrongdoing and abuse.

The Department of Health and Human Services (HHS) has begun to identify im-
proper payments in its financial statements for the $176 billion Medicare Fee-for-
Service program. Spothghtmg the program’s payment of claims has led to a number
of actions to help prevent improper payments. Between fiscal years 1996 and 1998,
the estimated total of payments made in error in this program dropped from $23.2
billion to $12.6 billion. The reductions in erroneous payments were attributable
largely to better claims documentation by providers rather than a reduction in im-
proper billing practices. The HHS Inspector General’s methodology was not designed
to identify or measure the full extent of fraud and abuse in the Medicare program
or to detect all fraudulent schemes such as kickbacks or false claims for services
not provided.3

Problems with abuse partly stem from the program’s oversight structure. The
Health Care Financing Administration (HCFA) delegates the review of claims to its
contractors, yet its oversight of these contractors does not provide assurance that
claims are paid appropriately. HCFA’s contractors have allowed Medicare to pay
claims that should have been paid by other insurers and have engaged in other pro-
hibited practices such as falsifying claims and reports to HCFA.

MEDICARE CONTRACTOR PROBLEMS

In 1998, a major Medicare contractor settled a claim for $140 million and pled
guilty to eight felony counts because it was alleged to have

* allowed Medicare claims payments that should have been paid by private insur-
ance,

* destroyed Medicare claims that should have been submitted by another contrac-
tor,

¢ periodically disconnected the required toll-free phone lines used for beneficiary
inquiries,

» automatically paid claims under $50, without checking whether services were
uncovered or unnecessary,

¢ rushed claims through its processing system, shutting off computer edits de-
signed to screen claims, and

« deleted, instead of suspending for review, claims with incorrect claim numbers

HCFA has taken steps to address management problems, but they remain ham-
pered by financial management and information systems weaknesses. Moreover, the
agency is limited by statute from increasing competition among contractors to en-
hance performance. For instance, the agency cannot choose nonhealth insurance
companies to process outpatient physician and other practitioners’ claims and is con-
strained to using contractors nominated by providers to process inpatient hospital
and other institutional provider claims.

Medicare has also proven to be vulnerable to fraud by career criminal and orga-
nized crime groups posing as health care providers.# These groups created sham

3Medicare: Methodology to Identify and Measure Improper Payments in the Medicare Pro-
gram Does Not Include All Fraud (GAO/AIMD-00-69R, Feb. 4, 2000).

4Health Care: Fraud Schemes Committed by Career Criminals and Organized Criminal
Groups)and Impact on Consumers and Legitimate Health Care Providers (GAO/OSI-00-1R, Oct.
5, 1999).
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medical clinics or other entities or used the names of legitimate providers to bill for
services not provided or not medically necessary.

MEDICARE FRAUD: “RENT-A-PATIENT” SCHEME

In two South Florida cases, recruiters organized thousands of beneficiaries from,
among other places, retirement communities and drove them to area clinics for rote
examinations and unnecessary testing and treatment. Recruiters received a fee that
they shared with each beneficiary. Beneficiaries understood that they should go
elsewhere if they needed a “real doctor.” Several licensed physicians participated in
the scheme, in which they signed medical records for services they neither per-
formed nor supervised. The clinics then billed Medicare and Medicaid or private in-
surance for services either not necessary or not performed. In one of the two cases,
the clinics filed over $120 million in fraudulent Medicare claims and $1.5 million
in fraudulent Medicaid claims.

Besides managing the fee-for-service program, HCFA has been grappling with the
challenge of implementing the new managed care program—Medicare+Choice. Al-
though the new program is premised on providing expanded choice to consumers,
HCFA cannot ensure that the information provided to beneficiaries is timely, accu-
rate, complete, or comparable or that beneficiaries receive the benefits to which they
are entitled. For instance, one plan provided a drug benefit substantially less gener-
ous than what the plan had originally agreed to furnish, denying about 130,000
Medicare beneficiaries part of the benefit that Medicare paid for under the contract.

Strengthening business practices, controls, and oversight can mitigate program
risks. Numerous initiatives are underway that promise to make progress. For in-
stance, the HHS Inspector General and other Federal and state agencies have band-
ed together to fight fraud in five states in an effort called Operation Restore Trust.
After the first year of operation, the effort yielded more than $40 million in recover-
ies of payments for claims that were not allowed under Medicare rules, as well as
convictions for fraud, imposition of civil monetary penalties, and the exclusion of
providers from the program. Over the long term, techniques developed by Operation
Restore Trust will be applied in all 50 states. Moreover, 1996 legislation provided
HCFA with increased funding for program safeguard activities, such as pre- and
post-review of medical claims and fraud investigation units. These activities histori-
cally return more than $10 in savings for each dollar spent. Clearly more needs to
be done, but HCFA’s use of financial statements and performance targets shows
how appropriate management attention can help in measuring the extent and ad-
dressing the causes of improper payments.

Related program design problems further complicate Medicare service delivery
and make costs more difficult to control. The following are two illustrations.

¢ Medicare payments for medical equipment and supplies may not reflect market
prices when providers’ costs for some procedures, equipment, and supplies have de-
clined over time due to competition and increased efficiency. For example, Medicare
payments for such items as walkers, catheters, and glucose test strips are based on
supplier charges allowed in 1986 and 1987; prices for these items have dropped sig-
nificantly since that time. The agency also does not have an effective system to
know the specific products it is paying for. HCFA requires suppliers to identify on
Medicare claims HCFA billing codes—most of which cover a broad range of products
of various types, qualities, and market prices—rather than the specific items billed.
For example, one Medicare billing code is used for more than 200 different
urological catheters, even though some of these catheters sell at a fraction of the
price of others billed under the same code.> We have recommended that HCFA re-
quire suppliers to identify specific items by including universal product numbers on
claims forms.

« Efforts to control Medicare home health care spending need to be designed such
that payment levels are adequate and that appropriate benefits are being provided.
Between 1990 and 1997, Medicare spending for home health care rose at an annual
rate of 25.2 percent, making it one of Medicare’s fastest growing benefits. By 1997,
home health care consumed about $1 of every $11 of Medicare outlays, or about
$17.8 billion. To begin to control spending, the Balanced Budget Act of 1997 man-
dated a prospective payment system (PPS), which will be implemented on October
1, 2000. The PPS will pay a fixed, predetermined rate for each 60-day episode of
care. The rate will be varied by a case-mix adjustment method that aims to ade-
quately pay for patients with high services needs, yet not overpay for others with
lower needs. Designing this mechanism requires detailed information, some of which

5Medicare: Need to Overhaul Costly Payment System for Medical Equipment and Supplies
(GAO/HEHS-98-102, May 12, 1998).
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is not yet available, about services and beneficiary characteristics. Currently, there
are large unexplained variations in patients’ needs and services provided. Until nec-
essary information on home health standards is available and the large variations
in home health use are better understood, placing limits on the profits that agencies
can earn under the new PPS will prevent Medicare from paying excessively for serv-
ices delivered to beneficiaries. If the PPS rate is set too high relative to the actual
cost of providing services, a profit limit would prevent a windfall from occurring for
some home health agencies.®

SUPPLEMENTAL SECURITY INCOME

Supplemental Security Income (SSI) is the largest cash assistance program for the
poor. In 1998, about 6.5 million SSI recipients received more than $29 billion in ben-
efits. Concern about the SSI program’s vulnerability to fraud, waste, abuse, and
mismanagement has increased congressional interest in ensuring that the SSI pro-
gram focuses on individuals who have limited resources with which to meet their
needs and that, to the extent possible, individuals rely on their own resources before
turning to the SSI program for support.

Since its inception in 1974, the SSI program has been fraught with problems.
These enduring management challenges—including program abuses and mis-
management, increasing SSI overpayments, and an inability to recover outstanding
debt—continue. In fiscal year 1998 current and former recipients owed the Social
Security Administration (SSA) more than $3.3 billion—including over $1 billion in
newly detected overpayments for that year. Prior experience suggests that SSA is
likely to recover about 15 percent of all outstanding overpayments. As we reported
in prior work, SSI represents less than 8 percent of SSA’s program expenditures but
37 percent of the calls to the fraud hotline and 24 percent of fraud convictions.

SSI FRAUD AND ABUSE PROBLEMS

e SSA has estimated that overpayments to recipients in nursing homes may ex-
ceed $100 million per year.

» In 1998, we reported that about $648 million in SSI overpayments occurred be-
cause clients did not disclose their earnings or financial account information.

» In 1996 SSI erroneously paid $5 million to 3,000 current and former prisoners
in 13 county and local jails because the incarceration was not reported to SSA.

e Between 1990 and 1994, about 3,500 SSI recipients admitted transferring own-
ership of resources such as cars, cash, houses, and land valued at an estimated $74
million in order to qualify for benefits.

e Medical providers suspected of defrauding health insurance companies, Medi-
care, or Medicaid furnished a portion of the supporting medical evidence for 6 per-
cent of 208,000 SSI disabled recipients in six states that we examined.

SSA has taken steps to improve the financial integrity of the SSI system. For in-
stance, to identify illegal use of benefits by prisoners, incentive payments have been
provided to correctional institutions for information on inmate benefits. In December
1999, the Foster Care Independence Act of 1999 was enacted and now provides SSA
with several additional tools to improve program performance and integrity. These
tools include the authority to obtain applicant income and resource information from
financial institutions, access state databases for essential eligibility information, im-
pose a period of ineligibility for applicants who transfer assets in order to qualify
for SSI benefits, and use credit bureaus, private collection agencies, interest levies,
and other means to recover delinquent debt. The act’s provisions respond to many
of our prior recommendations.

To a large extent, many of the problems facing the SSI program are the result
of more than 20 years of inattention to payment controls. Although many of the
changes enacted by the Congress or implemented internally by SSA should result
in improvements, additional changes will be necessary to reduce the vulnerability
of the program to waste, fraud, abuse, and mismanagement. Much of the problem
has its source in an organizational culture that treats the SSI welfare program
much the same way as its “earned benefit” programs, disability insurance and old
age and survivors insurance. As a result, program staff have focused more on quick-
ly processing claims than on controlling program expenditures and verifying eligi-
bility. For instance, the agency’s work credit measurement system rewards cases
processed, not verification of eligibility and attention to fraud and abuse. Continued
congressional oversight and top management commitment will be necessary to en-

6 Medicare: Better Information Can Help Insure that Refinements to BBA Reforms Lead to
Appropriate Payments (GAO/T-HEHS-00-14, Oct. 1, 1999).
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sure that the agency diligently implements the new tools provided for in the Foster
Care Independence Act of 1999. The agency has been proven reluctant to use some
tools provided by the Congress in the past; for example, they received authority to
do tax refund offsets in 1984 to recover overpayments but just started using it in
1998.

SSA should also continue to work with the Congress in addressing other vulner-
able areas not directly addressed in the legislation. For example, SSA should move
forward in developing options for addressing complex SSI living arrangement and
in-kind support and maintenance policies, which our prior work has found to be a
major source of SSI overpayments. Consistent with our recent report recommenda-
tion, SSA should also intensify its efforts to identify and track suspicious medical
providers and other middlemen who abuse the SSI program. This information could
help SSA identify claims that should receive increased scrutiny and better target
its investigations of current beneficiaries to determine if they should be removed
from the program.

OTHER IMPROPER PAYMENTS

Mr. Chairman, many other Federal programs in addition to Medicare and SSI are
vulnerable to improper payments. I would like to highlight for you today a recent
report we issued which addresses a number of specific programmatic weaknesses
brought to light in our high-risk series and in agency financial statement audits.”
We noted that fiscal year 1998 financial statement reports from nine agencies re-
ported estimated improper payments of $19.1 billion—including $14.9 billion in im-
properly paid expenses and an additional $4.2 billion of receivables that these agen-
cies expect to collect. These estimates related to 17 Federal programs that expended
$870 billion. The programs and related improper payment estimates include the fol-
lowing.

* Medicare Fee-for-Service ($12.6 billion),

» Supplemental Security Income ($1.6 billion),

» Food Stamps ($1.4 billion),

« Old Age and Survivors Insurance ($1.2 billion),

+ Disability Insurance ($941 million),

» Housing subsidies ($857 million), and

» Veterans Benefits, Unemployment Insurance, and others ($514 million).

GAO and agency inspectors general have identified many instances of fraud and
internal control deficiencies which can lead to improper payments among these and
other programs. Improper payments can arise from erroneous payments to bene-
ficiaries as well as fraudulent or abusive practices by providers of services.

IMPROPER PAYMENT PROBLEMS

HUD assisted housing—A minister conspired with a real estate agent to defraud
Federal housing officials. The minister made false statements in applying for a $5.4
million HUD-insured mortgage for Bethel Village, a failed project of a religious af-
filiation to build an assisted living retirement development. The false statements in-
cluded a letter, with the forged signature of the affiliation general secretary, that
was sent to Federal housing officials guaranteeing $750,000 in conventional funding
for the project in order to obtain FHA mortgage insurance for the loan. (Source: De-
partment of Housing and Urban Development, Office of Inspector General Semi-
annual Report to the Congress, Apr. 1, 1999-Sept. 30, 1999)

Food Stamps—147 out of 230 statistically selected Food Stamp participants whose
Social Security numbers appeared in more than one state received food stamp bene-
fits in more than one state simultaneously. This resulted in food stamp
overissuances of $43,000 for this group. In another case, from 1993 through 1998,
a Cleveland, Ohio, grocer organized the illegal redemption of $8.6 million in food
stamps for himself and other Cleveland area grocers. (Source: U.S. Department of
Agriculture, Office of Inspector General Semiannual Report to the Congress, Apr.
1, 1999-Sept. 30, 1999)

Veterans benefits—The spouse of a veteran, who had been collecting disability
benefits for injuries sustained during his military service, failed to report her hus-
band’s death in 1983. VA benefits continued to be sent in the husband’s name for
more than 15 years. The widow converted more than $243,000 of her deceased hus-
band’s benefit payments for her own use. VA computer records discovered this case

7Financial Management: Increased Attention Needed to Prevent Billions in Improper Pay-
ments (GAO/AIMD-00-10, Oct. 1999).
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eventually. (Source: Department of Veterans Affairs, Office of the Inspector General,
Semiannual Report to the Congress, Apr. 1, 1999-Sept. 30, 1999)

Social security benefits—A husband and wife embezzled Social Security benefits
intended for the wife’s deceased parents whose deaths were not reported to the So-
cial Security Administration. Benefits of $100,357 continued to be paid into the de-
ceased couple’s bank account. After their deaths, the daughter and her husband as-
sumed the identities of the deceased parents and continued to access the funds for
their own uses. (Source: Social Security Administration, Office of the Inspector Gen-
eral, Report to the Congress Oct. 1, 1998-Sept. 30, 1999, as incorporated in the So-
cial Security Accountability Report for Fiscal Year 1999)

While financial statement disclosures draw attention to the need to address this
problem, the amount of improper payments is greater than that disclosed thus far
in agency financial statements. Audit reports from GAO and agency inspectors gen-
eral have identified other agencies that have made improper payments but did not
include estimates in their financial statements. For the Earned Income Tax Credit
(EITC) program, in fiscal year 1998 when IRS examined a subset of returns with
suspected EITC errors, it found that over two-thirds were invalid. This subset was
not generalizable to all EITC claimants and IRS’ financial statements did not con-
tain any estimate of EITC error rates for the universe of returns claiming the credit.

In some cases, information is insufficient to provide systematic estimates of im-
proper payments for other important programs. For instance, HHS has not esti-
mated improper payments for the Medicaid program, which had $108 billion in Fed-
eral outlays for fiscal year 1999. However, in recent work, we have concluded that
the size and structure of this program makes it inherently vulnerable to exploi-
tation. As a third-party payer, Medicaid reimburses for services provided by others
and cannot, as a practical matter, police each claim for reimbursement. The pro-
gram relies on providers, some of whom have incentives to exploit third-party pay-
ers like Medicaid, and program administrators, who are sometimes reluctant to im-
pose controls perceived as burdensome for fear of discouraging provider participa-
tion. Common Medicaid fraud and abuse schemes fall into three broad groups: im-
proper billing practices, misrepresentations of professional qualifications, and im-
proper business practices such as kickbacks, self-referrals, or collusion.

MEDICAID FRAUD AND ABUSE PROBLEMS

Billing Fraud—A psychiatrist operated a “psychotherapy mill” where parents were
enticed to enroll their children in “free” enrichment programs such as after-school
tutoring, field trips, and supervised recreation in exchange for their children’s Med-
icaid numbers. The psychiatrist then billed Medicaid for services not provided. In
concert with another doctor, Medicaid was fraudulently charged $421,000. The de-
fendants pled guilty, paid fines and restitution, and received probation. (Source:
Georgia State Health Care Fraud Control Unit)

Misrepresentation—A woman who never attended, graduated, or received a de-
gree from a nursing school, presented a false nursing license to several nursing
homes that employed her for at least 5 years. Her substandard care prompted an
investigation, which led to her conviction of felony Medicaid fraud and other
charges. She was sentenced to probation and either restitution or community serv-
ice. (Source: Ohio Attorney General’s Health Care Fraud Section)

Business practices fraud—Claims submitted by two businessmen netted $10 mil-
lion in excess Medicaid payments related to phony contracts with nursing homes to
a shell company. They were both imprisoned and fined, and the pair agreed to res-
titution of $6 million to the state Medicaid program. (Source: Georgia State Health
Care Fraud Control Unit)

Illicit diversion of Medicaid covered prescription drugs has proven to be a chronic
problem. Such diversion can involve pharmacists who routinely add drugs to legiti-
mate prescriptions and keep the extra for sale to others; individuals who provide
recipients with abusable drugs in exchange for subsequent illicit use of their Medic-
aid recipient numbers; and clinics that provide inappropriate prescriptions to Medic-
aid recipients who trade them for cash or merchandise or have them filled and then
sell the drugs themselves on the street. The Congress could encourage HHS to in-
crease its efforts as a partner with states to ensure that states’ efforts to prevent
and detect fraud in the Medicaid program are as effective as possible.8

8 Medicaid: Federal and State Leadership Needed to Control Fraud and Abuse (GAO/T-
HEHS-00-30, Nov. 9, 1999).
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MEDICAID PRESCRIPTION DRUG FRAUD PROBLEMS

A criminal ring that included a doctor and others bilked the New Jersey Medicaid
program out of hundreds of thousands of dollars. One scheme involved (1) doctors
who wrote bogus prescriptions to Medicaid recipients in exchange for cash pay-
ments, (2) other recipients who served as the drug “buyers,” purchasing drugs using
their own or false Medicaid cards and then selling them back to the ring, and (3)
“runners” who brought the pills to a stash house for “packagers” who boxed the pills
for resale to pharmacists in New York and New Jersey. The pharmacists would then
use the repackaged pills to restock inventory. Sales of the drugs in New York yield-
ed the ring $30,000 or more in cash on a single trip. This case was the first health
care fraud case prosecuted under New Jersey’s racketeering statute—one of a num-
ber of steps the state has taken to prevent fraud against Medicaid, Medicare, and
private insurance.

With billions of dollars at risk, agencies need to continually and closely safeguard
resources entrusted to them and assign a high priority to reducing improper pay-
ments. The incidence of improper payments can be reduced by strengthening busi-
ness practices and developing targets or goals for mitigating the problem. A first
step for some agencies involves the development of reliable estimates and reporting
of the nature and extent of improper payments. Without this fundamental knowl-
edge, agencies cannot be fully informed about their magnitude or trends, nor can
they systematically pinpoint or target mitigation strategies. We noted in this report
that it was through the discipline of annual audited financial statements and the
development of performance goals—key components of the management reforms
prompted by the Chief Financial Officers Act and the Government Performance and
Results Act—that some agencies are taking steps to mitigate the risk of improper
payments.

HUD PROGRAMS

In 1994, we designated HUD programs as a high-risk area because our work, and
that of others, such as the HUD Inspector General, had identified four serious, long-
standing, departmentwide management problems that, taken together, placed the
integrity and accountability of HUD’s programs at high risk. These deficiencies in-
cluded weak internal controls, an ineffective organizational structure, an insufficient
mix of staff with the proper skills, and inadequate information and financial man-
agement systems. We concluded that, while HUD had efforts underway to address
the numerous and severe problems impacting program management, billions of dol-
lars across most of the agency’s programs were at risk.

Since 1995, we have reported that HUD has taken a number of actions to address
its management deficiencies and has made credible progress toward improving its
management. For example, the department improved its financial reporting to the
extent that its Inspector General was able to provide qualified opinions on its finan-
cial statements for fiscal years 1996 and 1997 and an unqualified opinion for fiscal
year 1998. In 1999, we noted that HUD’s Secretary and leadership team have given
top priority to addressing the department’s management deficiencies. A major con-
tributor to HUD’s progress was the June 1997 2020 Management Reform Plan,
which called for reducing the number of programs, retraining staff, reorganizing the
field offices, consolidating processes and functions into specialized centers, and mod-
ernizing and integrating information and financial management systems. However,
in 1999 we also noted that internal control weaknesses—such as inadequate mon-
itoring of contractors, developers, and other agents implementing HUD programs—
and problems with information and financial management systems—such as inac-
curate and untimely data—persisted. And, we reported it was too soon to tell wheth-
er HUD’s reforms to address organizational and staff problems would resolve the
major deficiencies that others and we had identified.

Since then, we have undertaken a number of assignments to examine HUD’s ef-
forts to improve its programs. For example, we have reported that HUD is likely
to spend millions of dollars, miss milestones, and still not meet its objective of devel-
oping and fully deploying an integrated financial management system because it
had not yet finalized detailed project plans or cost and schedule estimates for this
effort. Also, both our office and HUD’s Office of the Inspector General have reported
weaknesses in HUD’s oversight of its single-family inventory, which are properties
acquired by HUD when borrowers default on single-family mortgages insured by
HUD. In 1998, we reported that HUD did not have adequate systems in place to
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oversee contractors who were responsible for managing its inventory of properties.?
Our physical inspection of selected properties identified serious problems including
vandalism, maintenance problems, and safety hazards that may have decreased
marketability, increased HUD’s holding costs and, in some cases, threatened the
health and safety of neighbors and potential buyers.

HUD’s inventory of properties grew from about 39,000 in 1998 to about 50,000
properties in 1999. In 1999, HUD implemented a new approach to managing its ac-
quired properties, under which contractors assumed full responsibility for the inven-
tory. HUD awarded contracts to these contractors totaling $927 million over 5 years
and divided the country into 16 contract areas. One contractor, InTown Manage-
ment Group, received 7 of the 16 contracts covering 28 states and comprising about
11,000 homes—in other words, almost 40 percent of the total workload.

Because InTown failed to adequately maintain properties or make them available
for sale, HUD was forced to terminate all seven of InTown’s contracts before the
end of 1999. InTown filed for bankruptcy, while owing money to many of its sub-
contractors and these subcontractors now have filed liens against properties that In-
Town was responsible for managing and marketing. According to an official in
HUD’s Single-Family Housing Office, HUD has decided to pay off some of the liens.
HUD also has awarded contracts to dispose of properties in 22 of the 28 states In-
Town had responsibility for. According to the Single-Family Housing Official, HUD
issued a request for bids to obtain contractors for the remaining six states and ex-
pects to award these contracts by April 2000. We are presently reviewing the status
of the contracts and HUD’s inventory of acquired properties. We will report the re-
sults of our work this spring.

DOD MANAGEMENT

Six of our 26 high-risk areas relate to longstanding DOD management problems.
The department’s size, the complexity of its mission, and the far-flung breadth and
scope of its operations present major management challenges in a number of areas.

Despite recent steps to improve financial management, DOD continues to face se-
rious weaknesses. These weaknesses undermine DOD’s ability to manage an esti-
mated $280 billion budget and $1 trillion in assets. No major part of DOD is able
to pass the test of an independent financial statement audit. These continuing fi-
nancial management problems have real consequences for program management
and resource allocation. For instance, DOD’s records do not consistently reflect the
number or location of its inventories and weapons systems. Auditors reported that
DOD’s records for F-4 engines and service craft were unreliable and that on-hand
inventory quantities differed by 23 percent from inventory records at selected loca-
tions. These problems increase the risk that inventory managers may request funds
for items that may already be on hand.

DOD cannot properly account for billions of dollars of basic transactions, leaving
the agency vulnerable to the misuse of appropriated funds. DOD has not been able
to reconcile its records with Treasury’s records—with a $9.6 billion difference at the
end of fiscal year 1998. Auditors reported that the Air Force Depot Management Ac-
tivity—a component of one of the department’s working capital funds—may have ob-
ligated $1.1 billion more than it had available as of September 30, 1998. Also at
the end of fiscal year 1998, $4.3 billion in expired budget authority was cancelled,
another possible consequence of this inability to track obligations and expenditures.

Financial management weaknesses are reflected in DOD’s procurement process
where the agency spends more than $100 billion a year contracting for goods and
services. DOD continues to overpay contractors, although the full extent of overpay-
ments is not known. However, we do know that from fiscal year 1994 through 1998,
defense contractors returned about $4.6 billion in overpayments, an average of
about $920 million a year. According to the Defense Finance and Accounting Serv-
ices’ Columbus Center, contractors returned about $670 million in fiscal year 1999.

DOD CONTRACTING PROBLEMS

In a July 1999, study at 13 contractor locations, we found that these contractors
took about a year, on average, before refunding overpayments of $56.2 million. Four
of the 13 contractors were retaining overpayments totaling about $1.1 million, which
they subsequently refunded due to our work. Under current law, however, there is
no requirement for contractors who have been overpaid to notify the government of
overpayments or return overpayments prior to the government issuing a written de-

9 Single-Family Housing: Improvements Needed in HUD’s Oversight of Property Management
Contractors (GAO/RCED-98-65, Mar. 27, 1998).
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mand for their return. In response to recommendations we made, DOD said it would
amend the regulations and contract payment clauses to add a requirement that con-
tractors notify the contracting officer when overpayments are discovered.

We have identified DOD’s management of inventories (spare and repair parts,
clothing, medical supplies, and other items to support the operating forces) as a
high-risk area because levels of inventory were too high and management systems
and procedures were ineffective. Ensuring the accuracy of inventory requirements,
providing adequate visibility over operating materials and supplies, and reducing
the vulnerability of in-transit inventory to waste, fraud and abuse remain areas of
concern. The Congress has enacted legislation that requires DOD to implement best
commercial practices in its acquisition and distribution of inventory items, and the
Secretary of Defense has identified reengineered business practices as a key compo-
nent of the Defense Reform Initiative. While these actions hold promise for the fu-
ture, our recent work indicates that general areas of concern still exist.

DOD INVENTORY PROBLEMS

In November 1999, we reported that the Air Force did not always cancel pur-
chases that exceeded current operating requirements. The Air Force canceled con-
tracts for $5.5 million of the $162.4 million excess inventory that we reviewed—in-
cluding such things as thermal insulation tiles for the B-2 aircraft and turbine noz-
zles for the F-110 engine—but it could have canceled more. For example, a require-
ment for a rotor blade used on the T-33 engine protected over 4 years of supply,
thus preventing an additional 13,192 blades from being considered for cancellation.

Lastly, DOD’s weapons systems acquisitions exhibit pervasive problems that lead
to wasteful and ineffective systems. The agency spends over $80 billion annually to
research, develop, and acquire weapon systems. Although DOD has many acquisi-
tion reform initiatives in process, key weapon system problems persist arising from
(1) questionable requirements and solutions that are not the most cost-effective; (2)
unrealistic cost, schedule, and performance estimates; (3) questionable program af-
fordability; and (4) the use of high-risk acquisition strategies. Weapon systems ac-
quisitions remains a high-risk area, as indicated by some of the following examples
from our work in the last year.

DOD WEAPONS ACQUISITIONS PROBLEMS

The Navy and Air Force plan to acquire 4,200 of the antiarmor Joint Standoff
Weapon—a medium-range aircraft-delivered missile for attacking tanks and other
armored vehicles—even though it is not effective against moving targets. The Air
Force and Navy are implementing acquisition reform measures in the development
of the Joint Air-to-Surface Standoff Missile that may not achieve their full cost and
schedule benefits because of the services’ historical practice of moving to the next
stage of development prematurely.

The Army’s Comanche Helicopter development program is being restructured for
the fifth time in 10 years, due to uncertain and changing requirements and unat-
tainable cost and schedule estimates. This latest restructured development plan still
contains significant risks of further cost overruns, schedule delays, and degraded
performance.

The Army procured 6,550 High Mobility Trailers that are not useable or suitable
because it awarded a multiyear production contract without first demonstrating that
the design would meet its requirements.

Although the number of armored targets (e.g., tanks) in current Defense plans is
80 percent less than in 1990, the military services plan to spend $17 billion to ac-
quire more new and improved antiarmor weapons. This would be in addition to the
billions spent since the end of the Cold War to maintain and improve their large
in\}rle;nltory of 40 different types of weapons for attacking tanks and other armored
vehicles.

These are common examples that are the predictable consequences of the acquisi-
tion environment. The competition for funding when a program is launched encour-
ages aspiring DOD program managers to include performance features that rely on
immature technologies. In this environment, risks in the form of ambitious tech-
nology advancements and tight cost and schedule estimates are accepted as nec-
essary for a successful program start. Problems or indications that the estimates are
decaying do not help sustain programs in later years, and thus admission of them
is implicitly discouraged. There are few rewards for discovering and recognizing po-
tential problems early in program development. Acquisition reforms underway by
DOD have the potential for improving weapon system outcomes and DOD’s leader-
ship is genuinely committed to making a difference in the status quo. However, last-
ing improvements in program outcomes will not come until the incentives that drive
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the process are changed. Such changes will have to come in the form of the decisions
made on individual programs.

STUDENT FINANCIAL AID

The Department of Education is responsible for collecting more than $150 billion
in outstanding student loans. Its data systems track about 93 million student loans
and 15 million grants. In fiscal year 1998 more than 8.5 million students received
more than $48 billion in Federal student financial aid through programs adminis-
tered by the department.

By their very nature these programs are vulnerable to waste, fraud, abuse, and
mismanagement. Not only do they target a high-risk population, but also the pro-
grams have been designed to operate separately with different rules, processes, and
data systems. Further adding to the vulnerability of these programs is the number
of participants—not just millions of students and thousands of schools, but also
thousands of lenders, guaranty agencies, third-party servicers, and contractors. The
Federal Government bears most of the risk when students default on loans. More-
over, mismanagement by the Department of Education exacerbated the potential for
abuses—weak gatekeeping allowed proprietary trade schools with poor educational
programs and high student default rates to remain in the program.

STUDENT LOAN PROBLEMS

The Education Office of Inspector General reported that, between July 1, 1994,
and December 31, 1996, 708 borrowers had loans totaling $3.89 million discharged
because guaranty agencies received a notice of their death. These borrowers were
reported to have subsequently earned wages. For example, in 1997, 367 of these bor-
rowers earned reported wages up to $30,000, 191 borrowers between $30,000 and
$50,000, and 150 borrowers more than $50,000.

One borrower had student loans of $8,517 forgiven because the guaranty agency
determined, based on certification by the borrower’s doctor, that he was totally and
permanently disabled for work or school. There was no requirement for the agency
to verify the borrower’s disability or employment status with the state’s employment
agency. However, about 6 months later, the borrower received the first of four addi-
tional student loans totaling $9565.

Between 1996 and 1999, an individual allegedly submitted 37 applications falsely
claiming enrollment at four schools in Mexico, while he was on Federal supervised
release. (He had previously been convicted of defrauding the education program of
$160,000 by falsely claiming attendance at a foreign medical school.) The 37 applica-
tions, which he allegedly submitted to four guaranty agencies, resulted in the dis-
bursement of $319,680. (Source: U.S. Department of Education, Office of Inspector
General Semiannual Report to the Congress, No. 39, Apr. 1, 1999-Sept. 30, 1999)

Proprietary school owners mailed forged documents to loan servicing agencies in
an effort to fraudulently reduce their school’s student loan default rate to remain
in the Federal Family Education Loan (FFEL) Program. The owners pleaded guilty
to mail fraud, student financial aid fraud, money laundering and obstruction of jus-
tice. The 3-year scheme defrauded the Department of Education out of $846,000
while the school avoided its eligibility from being terminated. (Source: U.S. Depart-
ment of Education, Office of Inspector General Semiannual Report to Congress, No.
38, Oct. 1, 1998-Mar. 31, 1999)

Progress has been made. The department has made strides to improve its man-
agement of the program and has worked to effectively screen out schools with bad
default records. Prior to the 1998 Higher Education Act amendments, students
underreporting their income in applying for student aid had a better chance of never
being caught. Over 300 students receiving Pell grants underreported their adjusted
gross income by over $100,000 each. Fortunately, the 1998 amendments directed
Education and IRS to cooperate in verifying student income, but the effectiveness
of this provision will be largely dependent on how well the two agencies work to-
gether. The default rate has declined from a high of 22.4 percent in fiscal year 1990
to 8.8 percent in fiscal year 1997. Nonetheless, in fiscal year 1997 the Federal Gov-
ernment paid out $3.3 billion in defaulted loans.

The Department of Education lacks the financial information necessary to effec-
tively budget for and manage its student aid programs and needs to work on im-
proving the accuracy and completeness of its grant payments system. In addition,
its lack of an integrated information management system means officials often lack
accurate, complete, and timely data to manage and oversee aid programs.
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SUPERFUND MANAGEMENT

GAO continues to have three concerns with agencies’ management of the Super-
fund hazardous waste cleanup program. First, some agencies do not have a strategy
for allocating resources according to risk. Since the Department of Energy (DOE)
does not require facilities to compete for cleanup dollars, it may fund cleanups ad-
dressing a lower risk at one facility while a higher risk site at another facility goes
unfunded. Another agency, the Bureau of Land Management (BLM), does not have
a complete inventory of sites or a cleanup strategy in place and as a result potential
hazards may expose the public to needless risks. For instance, BLM was not aware
of one hazardous site until a child wandered onto the abandoned manufacturing
site, came into contact with a contaminated rock, and fell ill.

Second, although the Environmental Protection Agency (EPA) has succeeded in
getting responsible parties to pay for 70 percent of Superfund long-term cleanups,
it has been less successful in recovering its full costs from parties when it conducts
the cleanup. Figure 1 shows the problem.

FIGURE 1: EPA CoULD LOSE THE CHANCE TO RECOVER BILLIONS IT HAS SPENT ON
SUPERFUND (DOLLARS IN BILLIONS)
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Source: GAQ’s presentation of data from EPA.

At the end of fiscal year 1998, EPA had agreements to recover only $2.4 billion,
about 22 percent, of about $11 billion it had spent on the Superfund program.10
EPA’s method for calculating indirect costs caused it to lose the chance to recover
$1.9 billion of the $11 billion in settlement agreements already reached. This prob-
lem could lose the agency up to an additional $1.3 billion in recoveries in cases
under negotiation. EPA has updated the methodology for calculating and recovering
indirect costs but has yet to implement it. The agency estimates that, with this new
methodology, it could recover nearly half of the indirect costs that it currently ex-
cludes from settlements under negotiation.

Finally, EPA also needs to improve its contract management. The agency does not
always negotiate the best contract price for the government. Although EPA is now
using more independent estimating methodologies to help it negotiate contract
prices than in the past, some of its regional staff still lacked the necessary cost esti-
mating experience and training to help them negotiate best prices. In addition, EPA
has more contract capacity in place than work available for the contractors. For ex-
ample, EPA was reluctant to close out one contractor with high program support
costs due to excess staff and facilities, even though it did not have sufficient cleanup
work for the contractor. EPA has not effectively limited contractors’ costs for pro-
gram support, such as rent and managers’ salaries. In April 1999, we reported that
such costs ranged from 16 to 76 percent of total cleanup costs for new contracts,
exceeding EPA’s target of 11 percent. The agency is beginning to take additional
steps to address this problem.

10EPA had spent another $5 billion that it considers unrecoverable for reasons such as the
lack of a financially viable party to cover the costs.
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REDUCING AND RESOLVING RISK IN FEDERAL PROGRAMS

High-risk areas and improper payment problems reflect deeply rooted weaknesses
in Federal financial and program management, as well as more fundamental ten-
sions associated with conflicting statutory goals and complex program delivery sys-
tems and mechanisms. The government’s financial systems are all too often unable
to perform the most rudimentary bookkeeping for Federal entities, many of which
are engaged in financial transactions whose magnitude, complexity, and risk ex-
ceeds those of large private companies. Weaknesses in underlying financial systems
make agencies vulnerable by undermining their ability to safeguard assets, account
for appropriated resources, or measure the costs of their activities. The agencies’ in-
ability to account for substantial liabilities, assets, net costs, or improper payments
were among the factors that prevented us from being able to form an opinion on
the U.S. government’s consolidated financial statements for the 2 years that we
have been performing this audit.1! The lack of reliable financial information limits
the capacity to even understand the dimensions of the risks the government faces—
the first step in pinpointing strategies to mitigate problems. Agency efforts to imple-
ment the Chief Financial Officers (CFO) Act are prompting steady improvements,
but, as shown in table 2, many Federal agencies were still unable to obtain a clean
audit opinion on their financial statements in fiscal year 1998.

TABLE 2.—AUDIT OPINIONS FOR THE 24 CFO AGENCIES’ FISCAL YEAR 1998 FINANCIAL
STATEMENTS

Opinons Agencies

Unqualified audit opinions: The financial statements are reli-
able in all material respects.

Department of Housing and Urban Development
Department of the Interior

Department of Labor

Department of State

Environmental Protection Agency

Federal Emergency Management Agency
General Services Administration

National Aeronautics and Space Administration
National Science Foundation

Nuclear Regulatory Commission

Small Business Administration

Social Security Administration

Qualified audit opinions: Except for some item(s), which are
mentioned in the auditor’s report, the financial statements
are reliable in all material respects.

Department of Health and Human Services
Department of Energy

Department of the Treasury

Department of Veterans Affairs

Disclaimers: The auditor does not know if the financial
statements are reliable in all material respects.

Department of Agriculture

Department of Defense

Department of Education

Department of Justice

Department of Transportation

U.S. Agency for International Development

Other:

Department of Commerce received an unqualified opinion
on its balance sheet and a disclaimer on its other finan-
cial statements.

Office of Personnel Management’s Retirement Program,
Life Insurance Program, and Health Benefits Insurance
Program received unqualified opinions; the Revolving
Funds and the Salaries and Expenses Accounts received
disclaimers.

Source: Individual agency reports on results of audits of fiscal year 1998 financial statements, as of October 1999.

While audited financial statements are essential to identify serious financial man-
agement problems and to ensure, and provide an annual public scorecard on ac-
countability, an unqualified audit opinion is not an end in itself. The CFO Act is
focused on providing accurate, timely, and relevant financial information needed for

11Financial Audit: 1998 Financial Report of the United States Government (GAO/AIMD-99-
130, Mar. 31, 1999).
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management decisionmaking and accountability, on a systematic basis, throughout
the year. Efforts to obtain reliable year-end data that are not backed up by fun-
damental improvements in underlying financial management systems and oper-
ations that ensure the routine production of accurate, timely, and relevant data to
support ongoing program management and accountability will not achieve the in-
tended results of the CFO Act over the long-term.

For example, after several years of concerted effort by IRS and GAO, for fiscal
year 1997 we were able to conclude for the first time that IRS’ custodial financial
statements, covering over $1.6 trillion in tax revenue, were reliable. Prior to fiscal
year 1997, weaknesses in IRS’ internal controls and financial management systems
prevented it from producing reliable year-end financial information. Our conclusion
that the fiscal year 1997 statements were reliable was accomplished only after ex-
tensive use of ad hoc programming by IRS to extract data from its systems, followed
by numerous adjustments to these data totaling tens of billions of dollars to produce
final financial statements.

Serious and chronic financial management problems will continue to make agen-
cies’ programs and activities vulnerable to risk, waste, and mismanagement. Accord-
ingly, we have added financial management at selected agencies to our high-risk list
in recent years. Financial management at DOD and IRS were both added in 1995.
The U.S. Forest Service and the Federal Aviation Administration (FAA) were added
in 1999. These agencies face substantial challenges in producing reliable financial
statements and reports due to serious deficiencies in financial systems and cost ac-
counting. Although these agencies are making progress in addressing their financial
management weaknesses, much remains to be done before full accountability can be
achieved. Full accountability includes not only obtaining a clean audit opinion but
also addressing internal control weaknesses which hamper their ability to keep
track of their assets, liabilities, revenues, and expenses on an ongoing basis. For ex-
ample, both Forest Service and FAA need to implement systems that are capable
of properly recording, tracking, and depreciating property and equipment from ac-
quisition to disposition.

Pervasive deficiencies in oversight, monitoring, and information systems by Fed-
eral agencies and by their agents in state and local governments and in the private
sector also contribute to high-risk problems. In such areas as HUD’s assisted hous-
ing programs and Education’s student loans, local providers had primarily based eli-
gibility on applicants’ self-reported income, with little independent verification.
These weaknesses in verifying the eligibility of beneficiaries have contributed to im-
proper payments and are reinforced by fragmented organizational responsibilities
and persistent human capital deficiencies. Organizational fragmentation, for in-
stance, inhibits the systems integration necessary to prevent the needless duplicate
entry of data in DOD’s payment process that increases the probability of errors. Per-
sistent staff skills mismatches have undermined HUD’s capacity to effectively miti-
gate losses from foreclosures on its properties, manage troubled assets and prevent
losses due to impending defaults on insured mortgages.

Resolving Federal management deficiencies is particularly important due to the
complex delivery systems used in most Federal programs. The Federal Government
often relies on a network of third parties—state and local governments, nonprofit
agencies and businesses—to implement Federal goals. Third parties bring substan-
tial advantages to the implementation of Federal initiatives by engaging local inter-
ests and resources. However, “third party government” poses challenges as well,
since Federal programs rely on the integrity, skill, and support of independent
agents with their own goals and constituencies. Transferring the responsibility for
the delivery of services to third parties does not relieve Federal officials from being
accountable for their performance. Many of our high-risk and improper payment
areas are vulnerable due to the known challenges of Federal agency oversight of
third parties that play a critical role in program implementation, including insur-
ance contractors for Medicare; facilities management contractors at DOE; banks and
state guaranty agencies for student loans; public housing authorities, mortgage
lengers (ailnd contractors for HUD’s housing programs; or states for food stamps and
Medicaid.

Federal executive agencies are critical actors, but they operate within a broader
statutory environment that can also play a role in promoting or mitigating risk. The
design and incentives associated with Federal programs can often lay the ground-
work for subsequent program vulnerability and delivery problems, while improve-
ments can protect programs. For instance, the farm loan program reduced its delin-
quencies from 41 to 28 percent of its outstanding loan principal in 1997, due partly
to earlier legislative changes prohibiting delinquent borrowers from obtaining fur-
ther loans. However, recent legislation easing these reforms, along with deteriora-
tion in the farm economy, threaten to reverse this trend. In another area, high stu-
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dent loan default rates were brought down when legislation provided for risk shar-
ing by participating lending institutions and greater agency control over the certifi-
cation of schools for participation in the program. Conflicting statutory goals can
also complicate program administration; for example, programs emphasizing speed
of service—such as mandates placed on IRS to process tax refunds within 45 days,
or the urgency for the Federal Emergency Management Administration to provide
disaster relief quickly—can confound the efforts of program administrators to reduce
improper payments.

Mr. Chairman, the deep-seated nature of many of these problems does not mean
they are immutable. In fact, we have noted substantial improvements in many of
these areas. The point I want to make is that change is possible, but only with con-
certed and sustained attention of both executive agencies and often the Congress
itself. Persistent improvements in information, systems, human capital, and pro-
gram design are typically essential for progress to be made. Congressional oversight
in particular is critical to stimulate and support the initiatives of agencies to ad-
dress these problems.

The experience of the U.S. Customs Service (Customs) in overcoming its vulner-
ability to high risk is instructive. In 1991, we added Customs to our high-risk list
due to major weaknesses in its management and organizational structure that di-
minished its ability to detect trade violations on imported cargo; collect applicable
duties, taxes, and fees; control financial resources; and report on financial oper-
ations. Since then, Customs has made considerable progress in addressing its finan-
cial management weaknesses, receiving unqualified audit opinions for the past three
fiscal years. Coupled with a major reorganization, Customs has also made major im-
provements in focusing on enforcement efforts and measuring noncompliance with
trade laws, preventing or detecting any duplicate or excessive refunds, and collect-
ing delinquent receivables. Sustained management commitment was essential for
progress. It will be important for such management commitment and congressional
oversight to continue in order to prevent these weaknesses from recurring. We will
continue to monitor Customs’ efforts.

IMPROVING THE ECONOMY AND EFFICIENCY OF FEDERAL ACTIVITIES

Addressing high-risk areas promises to diminish the vulnerability of Federal pro-
grams to fraud and abuse and reduce waste. In addition, other opportunities are
present to increase the economy and efficiency of Federal programs and activities.
Effective congressional oversight can improve performance accountability and finan-
cial integrity of existing programs by addressing the delivery strategies and struc-
tures used to implement Federal programs. Such an initiative can pursue opportuni-
ties for the consolidation or coordination of programs with similar objectives; the re-
engineering and streamlining of Federal processes; the application of market-based
models and prices to encourage the best use of Federal resources and the full collec-
tion of owed revenues and debts; and the integration of performance measurement
with program management to identify more efficient and effective approaches to
achieve Federal objectives.

The following examples from our work provide illustrations of programs and ac-
tivities that could be considered for reform to address costly and inefficient delivery
approaches, fragmented and duplicative organizational facilities and locations, or
outmoded management structures.

* DOD’s efforts at streamlining, consolidating, and possibly privatizing infrastruc-
ture activities should continue to be encouraged. For fiscal year 1998, DOD esti-
mated that about $147 billion, or 58 percent of its budget, was spent for infrastruc-
ture requirements. Recognizing that it must make better use of its scarce resources,
DOD announced the Defense Reform Initiative (DRI) in November 1997. Through
this program, DOD hoped to create a revolution in business affairs that would
streamline and substantially improve the economy and efficiency of its business op-
erations. A major thrust of the DRI was to reduce unneeded infrastructure, pri-
marily through a number of initiatives designed to reduce the cost of DOD’s oper-
ations and support activities. Included in these initiatives were (1) demolishing and
disposing 80 million square feet of excess space at military facilities, (2) reducing
the number of Defense Information System Agency major data processing centers
from 16 to 6, (3) reducing the number of Defense Finance and Accounting Service
operating locations from 19 to 11, (4) closing unneeded research, development, and
test facilities, and (5) avoiding hundreds of millions of dollars in future capital ex-
penditures by privatizing utility systems (electric, natural gas, water, and sewer) at
military bases. The results of DOD’s efforts in reducing infrastructure are mixed,
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but continued progress on this initiative can help DOD save significant amounts of
operations and support money.12

e The Department of State maintains a physical presence—embassies, consulates,
and other offices in the capital and other cities—in over 160 countries. About 18,000
direct-hire employees—over 6,400 from State and the rest from at least 27 other
Federal agencies—and over 35,000 locally hired and contract staff work overseas at
a total of more than 250 diplomatic posts. It costs over $200,000 annually to station
an American overseas, which is about two times as much as for Washington-based
staff. In November 1999, the Overseas Presence Advisory Panel, established by the
Secretary of State to review how the United States carries out its overseas activi-
ties, concluded that there is no process in place to “rightsize” posts as missions
change. Although the panel did not specify the amount of savings that could be
achieved through streamlining posts, it expressed the belief that the savings would
be substantial and recommended the formation of an interagency committee to re-
view and restructure every overseas post. State has not said how it will respond to
the panel’s recommendations. Security and diplomacy requirements are directly
linked to the size of the overseas workforce, and the Congress should be involved
in any significant restructuring.13

» Since 1982, many panels, commissions, and task forces, and several GAO stud-
ies have addressed how DOE could achieve operational efficiencies in its research
and development facilities. Recommendations have included focusing unclear mis-
sions, aligning laboratory activities with DOE goals, consolidating facilities, and re-
placing cumbersome, inefficient management structures. In particular, with the end
of the Cold War, DOE may no longer need to maintain three nuclear weapons lab-
oratories. For example, Los Alamos officials have estimated that consolidating the
nuclear weapons functions of the Lawrence Livermore facility into the Los Alamos
Laboratory could save about $200 million in annual operating costs. A DOE-char-
tered task force—the 1995 Task Force on Alternative Futures for the Department
of Energy National Laboratories—reported that DOE’s entire laboratory system
could be reduced productively by eliminating obsolete and redundant missions and
support infrastructure.!* Moreover, substantial portions of the laboratory budgets
are being spent on infrastructure.

* Duplication and overlap in Federal land management could be reduced and op-
erations streamlined through a collaborative Federal land management strategy.
The four major Federal land management agencies—the National Park Service, the
Fish and Wildlife Service, and BLM within the Department of Interior, and the For-
est Service within the U.S. Department of Agriculture (USDA)—have grown increas-
ingly similar over time, while Federal land management missions have become more
complex. Budgetary constraints and better understanding of natural ecosystems,
whose boundaries are often not consistent with existing jurisdictional and adminis-
trative boundaries of the separate agencies, demand that the agencies find ways to
refocus, combine, or eliminate certain functions, systems, programs, activities, and
field locations. To improve the efficiency and effectiveness of Federal land manage-
ment, the Congress might consider either reorganizing the current organizational
structures or streamlining these structures by integrating and coordinating current
functions and programs.15

* The Federal system to ensure the safety and quality of the nation’s food is inef-
ficient and outdated. The current food safety system suffers from overlapping and
duplicative inspections, poor coordination, and inefficient allocation of resources. For
example within USDA, the Food Safety and Inspection Service (FSIS) is responsible
for the safety of meat, poultry, and some eggs and egg products, while the Food and
Drug Administration (FDA) is responsible for the safety of most other foods. FSIS,
FDA, and 10 other Federal agencies administer over 35 different laws that oversee
food safety. Given this environment, the Congress could consider consolidating Fed-

12Defense Reform Initiative: Organization, Status, and Challenges (GAO/NSIAD-99-87, Apr.
21, 1999).

13 State Department: Major Management Challenges and Program Risks (GAO/T-NSIAD/
AIMD-99-99, Mar. 4, 1999) and Overseas Presence: Staffing at U.S. Diplomatic Posts (GAO/
NSIAD-95-50FS, Dec. 28, 1994).

14Department of Energy: Need to Address Longstanding Management Weaknesses (GAO/T—
RCED-99-255, July 13, 1999) and Department of Energy: A Framework for Restructuring DOE
and Its Missions (GAO/RCED-95-197, Aug. 21, 1995).

15Federal Land Management: Streamlining and Reorganization Issues (GAO/T-RCED-96—
209, June 27, 1996).
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eral food safety agencies and activities under a single food safety inspection agency
with a uniform set of food safety laws.16

e The USDA Farm Service Agency (FSA) should continue to consolidate its county
office field structure by closing more of its small county offices. In response to the
Agriculture Reorganization Act, FSA has closed over 370 county offices and reduced
its county office staff by about 28 percent. However, FSA still has nearly 2,400 coun-
ty offices, including 673 small county offices that have three or fewer permanent
full-time employees. These smaller offices generally cannot take advantage of cer-
tain economies of scale. For example, USDA’s workload data indicate that small
county offices spend about 46 percent of their time on such fixed administrative ac-
tivities as obtaining and managing office space and processing paperwork related to
payroll. In comparison, larger county offices spend only 32 percent of their time on
these administrative activities.1?

e USDA’s Rural Utilities Service (RUS) finances the construction, improvement,
and repair of electrical, telecommunications, and water and waste disposal systems
through direct loans and repayment guarantees on loans made by other lenders.
Given demographic changes, the operating environment of today’s utilities industry,
and weaknesses in RUS loan management operations, the Congress could reconsider
the role of RUS in the development of the utility infrastructure for the nation’s rural
areas. We have identified various steps RUS could take to increase the effectiveness
and reduce the costs of its loan programs. From a financial standpoint, RUS has
successfully operated the telecommunications loan program, but the agency has had,
and continues to have, significant financial problems with the electricity loan pro-
gram. For example, during fiscal years 1992 through July 31, 1997, RUS wrote off
the debt of four electricity loan borrowers totaling more than $1.5 billion. Since
then, the agency has written off $0.3 billion and is in the process of writing off an
additional %3.0 billion, and it is probable that the agency will continue to incur
losses in the future.18

¢ Closing, consolidating or privatizing Coast Guard training and operating facili-
ties could provide significant budgetary savings. In fiscal year 1996, we reported
that the Coast Guard could save $6 million by closing or consolidating over 20 small
boat stations. Also in 1996, we recommended that the Coast Guard consider other
alternatives—such as privatization—to operate its vessel traffic service centers,
which cost about $20 million in fiscal year 1999 to operate. In fiscal year 1995, we
recommended that the Coast Guard close one of its large training centers in
Petaluma, California, at a savings of $9 million annually. The Coast Guard has
faced, however, significant opposition to closing facilities.19

¢ The Commissioned Corps of the Public Health Service (PHS) was established
in the late 1800’s to provide medical care to sick and injured merchant seamen. As
a result of temporary service with the armed forces during World Wars I and II,
members of the Corps were authorized to assume military ranks and receive mili-
tary-like compensation. Today, Corps officers continue to receive virtually the same
pay and benefits as military officers, including retirement eligibility (at any age)
after 20 years. However the functions of the Corps have become essentially civilian
in nature, and, in fact, some civilian PHS employees carry out the same functions
as Corps members. Further, the Corps has not been incorporated into the armed
forces since 1952. Based on 1994 costs, when all of the components of personnel
costs—including basic pay and salaries; special pay, allowances, and bonuses; retire-
ment; health care; life insurance; and Corps members’ tax advantages—were consid-
ered, PHS personnel costs could have been reduced by converting the Commissioned
Corps to civilian status.20

¢ The Department of Veterans Affairs (VA) owns 4,700 buildings and 18,000 acres
of land, which it uses to operate 181 major health care delivery locations. VA spends
about $1 out of every $4 of its $18.4 billion budget to operate, maintain, and im-
prove its delivery locations—in effect, the cost of its asset ownership. VA’s delivery
locations operate in 106 health care markets, and in 40 of these markets multiple
VA facilities compete with each other to serve veterans—for example, 4 major VA

16Food Safety: U.S. Needs a Single Agency to Administer a Unified, Risk-Based Inspection
System (GAO/T-RCED-99-256, Aug. 4, 1999).

17Farm Service Agency: Characteristics of Small County Offices (GAO/RCED-99-162, May 28,
1999).

18 Rural Utilities Service: Opportunities to Operate Electricity and Telecommunications Loan
Programs More Effectively (GAO/RCED-98-42, Jan. 21, 1998).

19 Coast Guard: Review of Administrative and Support Functions (GAO/RCED-99-62R, Mar.
10, 1999) and Coast Guard: Challenges for Addressing Budget Constraints (GAO/RCED-97-110,
May 14, 1997).

20 Federal Personnel: Issues on the Need for the Public Health Service’s Commissioned Corps
(GAO/GGD-96-55, May 7, 1996).
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facilities are located in the Chicago market. However, all VA delivery locations
project a declining veteran population base, and two-thirds expect declines greater
than 33 percent in the next 20 years. Without major restructuring over the next sev-
eral years, billions of dollars will be used to operate hundreds of unneeded VA build-
ings. For example, a VA study projected annual savings ranging from $132 million
to $189 million by consolidating medical and administrative services at its major de-
livery locations in the Chicago area. VA needs to develop and implement realign-
ment plans for all of its health care markets, and the Congress could consider a va-
riety of options, such as greater reliance on community-based, integrated networks
of VA and non-VA providers, to meet the health care needs of veterans in the most
cost-effective manner.2!

REASSESSING WHAT THE FEDERAL GOVERNMENT DOES

Addressing high-risk activities and pursuing opportunities to improve economy
and efficiencies in government operations can yield significant improvements and
cost savings and, hence, should be important targets for congressional oversight.
However, it is also important to periodically examine whether current programs and
activities remain relevant, appropriate and effective. Our work suggests that con-
gressional oversight could usefully address three fundamental questions.

« Has a program succeeded, or persistently failed in accomplishing its intended
objective(s)?

¢ Have underlying conditions that prompted Federal intervention changed such
that original objectives are no longer valid?

* Have cost estimates risen significantly above those associated with the original
objective(s), or have benefits fallen substantially below original expectations?

The following examples are illustrative of programs and activities that could be
considered for reform, reduction, or termination because of fundamental changes af-
fecting original objectives and purposes.

¢ DOD plans to develop and procure several aircraft, including the F/A-18E/F, the
F-22, and the multiservice Joint Strike Fighter, to replace various types of tactical
fighter and ground attack aircraft. As the nation proceeds to the next century with
the prospect of a flat defense budget, DOD’s plan to modernize its tactical aircraft
fleet will be a significant issue confronting the Congress. DOD’s planned investment
in these aircraft, estimated by the Congressional Budget Office to exceed $350 bil-
lion, is likely to be significantly greater than probable future budgets. Moreover,
questions have been raised about the need for, and cost-benefit of, all these systems
given likely threats. The traditional practices of approving all requested programs
and then reducing procurement quantities within each program lowers acquisition
costs but exacerbates the problem of aging equipment and associated operating and
support costs. The Congress and DOD will need to carefully consider tactical aircraft
investment options to ensure balance among bona fide national security needs based
on realistic threat assessments, the desires of individual services, and what can be
afforded given likely future budgets.22

» The Army plans to invest over $13 billion to develop and procure the Crusader
self-propelled howitzer and its resupply vehicle to be used by the Army’s rapidly
deployable and forward-deployed forces. The Crusader program has experienced a
number of problems that have delayed its development by 12 to 18 months, and a
number of technical uncertainties remain. The Army has recently proposed changes
to the Crusader artillery system to make it more affordable and relevant to future
war plans. The new program reduces the planned procurement quantity, changes
the armor, and cuts the system’s weight to about 90 tons. Such changes, however,
will likely reduce some of the Crusader’s originally planned capabilities. Given the
Crusader program’s high acquisition costs and uncertain capabilities and require-
ments, other less costly alternatives—such as upgrading the Army’s current Paladin
system or procuring the German PzH 2000 self-propelled howitzer—could be inves-
tigated.23

¢ The Army National Guard’s combat structure, with 42 combat brigades, exceeds
projected requirements for two major regional conflicts, according to war planners
and DOD and Army studies. Although the National Guard has state missions in ad-
dition to its Federal role, a 1995 RAND study of the use of Guard forces for state

21VA Health Care: Challenges Facing VA in Developing an Asset Realignment Process (GAO/
T-HEHS-99-173, July 22, 1999).

22 Fiscal Year 2000 Budget: DOD’s Procurement and RDT&E Programs (GAO/NSIAD-99-—
233R, Sept. 23, 1999).

23 Army Armored Systems: Meeting Crusader Requirements Will Be a Technical Challenge
(GAO/NSIAD-97-121, June 6, 1997).
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missions concluded that, even in a peak year, such missions would not require a
large portion of the Guard and should not be used as a basis for sizing the Guard’s
force. However, DOD has not yet addressed critical issues regarding the Guard’s
combat structure or eliminating any excess forces. As a result, the combat structure
is left in place but has no valid war-fighting mission. Although the Army National
Guard agreed to reduce its forces by 17,000 through fiscal year 2000, it did not
agree to reduce overall force structure.24

¢ The need for the Selective Service System could be reassessed. No one has been
drafted in the United States since 1973 and the advent of an all-volunteer force.
Since 1980, males between the ages of 18 and 26 have continued registering with
the Selective Service System for a potential draft in the event a national emergency
occurs. However, it would require congressional action to actually draft men into the
military, and a return to a military draft seems unlikely, even under the current
recruiting difficulties the military services are facing. One reason for this is that the
recruiting shortfalls represent only a minute percentage of the over 13 million males
of draft age and it would be very difficult to ensure a fair and equitable draft to
cover such shortfalls. The likelihood of the United States engaging in a manpower-
intensive conflict in the future is very remote, so alternative approaches to a draft
could be devised to fill personnel needs. It has been estimated that it would take
a little more than 1 year and funding equal to about 1 year’s appropriation to bring
the Selective Service System back from a “deep standby” status.25

¢ The Uniformed Services University of the Health Sciences (USUHS) is a medi-
cal school operated by DOD. Those who propose closing the university assert that
DOD’s need for physicians could be met at a lower cost using physicians educated
at civilian medical schools under the DOD scholarship program. USUHS is a more
costly source of military physicians on a per graduate basis when DOD’s and total
Federal costs are considered. With DOD education and retention costs of about $3.3
million over the course of a physician’s career, the cost of a USUHS graduate is
more than 2 times greater than the $1.5 million cost for a DOD scholarship program
graduate.26

¢ The National Aeronautics and Space Administration (NASA) has estimated that
the annual cost to operate the International Space Station (ISS) will average $1.3
billion, or $13 billion over a 10-year mission life. However, this estimate does not
include risks associated with international partner commitments or other funding
requirements, such as (1) costs associated with necessary upgrades due to compo-
nent obsolescence, (2) end-of-mission costs to either extend or decommission the ISS,
and (3) a variety of support costs (space shuttle flights, personnel, space communica-
tions, etc.) that are currently shown in other portions of NASA’s budget.2? Although
assembly of the ISS is well under way, congressional oversight is vital to ensure
that NASA’s other priorities are not sacrificed in the agency’s annual budget request
to primarily fund ISS operations.

. E has lacked an investment strategy to assure that supercomputer acquisi-
tions are fully justified and represent the best use of funds among competing prior-
ities. From fiscal years 1994 through 1997, DOE spent about $300 million to pur-
chase 35 supercomputers and about $526 million to operate them. Since fiscal year
1998, DOE has spent an estimated $257 million to acquire additional supercomput-
ers, most associated with the Strategic Computing Initiative. However, DOE used
only about 59 percent of its available supercomputer capacity in fiscal year 1997 and
was missing opportunities to share supercomputer resources. The largest super-
computers—those justified as needed to run very large programs across hundreds
or even thousands of processors—were seriously underutilized. Less than 5 percent
of the jobs run on those supercomputers used more than one-half of the super-
computers’ available processors.28

¢ The USDA Market Access Program (MAP) subsidizes the promotion of U.S. ag-
ricultural products in overseas markets. Despite changes made to the program be-
tween 1993 and 1998, its results remain uncertain. For example, our work has
noted several unresolved questions, including whether subsidized promotions gen-

24 Army National Guard: Planned Conversions Are a Positive Step, But Unvalidated Combat
Forces Remain (GAO/NSIAD-97-55BR, Jan. 29, 1997).

25 Selective Service: Cost and Implications of Two Alternatives to the Present System (GAO/
NSIAD-97-225, Sept. 10, 1995).

26 Military Physicians: DOD’s Medical School and Scholarship Program (GAO/HEHS-95-244,
Sept. 29, 1995).

27 Space Station: Cost to Operate After Assembly is Uncertain (GAO/NSIAD-99-177, Aug. 6,
1999).

28 Nuclear Weapons: DOE Needs to Improve Oversight of the $5 Billion Strategic Computing
Initiative (GAO/RCED-99-195, June 28, 1999) and Information Technology: Department of En-
ergy Does Not Effectively Manage its Supercomputers (GAO/RCED-98-208, July 17, 1998).
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erate positive net economic returns, increase exports that would not have occurred
without the program, and supplement rather than supplant private sector spend-
ing.29 Moreover, MAP promotions can have significant spinoff effects. For example,
a 1996 study of U.S. apple exports to the United Kingdom and Singapore found that
U.S. market share and export value increased in the United Kingdom, but that for-
eign competitors mainly benefited from MAP promotions in Singapore; Chilean and
French apple producers experienced increases in export shares 3 to 10 times greater
than U.S. producers. The Congress could reassess MAP and consider terminating or
significantly reducing the program.

¢ The Coast Guard needs to develop a realistic estimate of needs based on the
capabilities of its current fleet of ships and aircraft for its Deepwater Project, the
largest acquisition project in the agency’s history. The initial justification did not
accurately or fully depict the need to replace or modernize its fleet of deepwater
ships and aircraft. The agency’s initial estimate that the project may cost $9.8 bil-
lion, or about $500 million annually over 20 years, would consume more than the
agency now spends for all capital projects and leave little funding for other critical
capital needs.30

e To improve Amtrak’s financial performance and potentially reduce Federal sub-
sidies, the Congress must make fundamental choices between expectations for inter-
city passenger rail service and the Federal financial assistance that can be provided.
These decisions involve determining the appropriate scope of Amtrak’s route net-
work and restructuring it accordingly, which could impact the need for financial as-
sistance. Like other intercity passenger rail systems outside the United States, Am-
trak receives substantial government support. Since 1971, the Federal Government
has provided over $23 billion in operating and capital assistance. Ridership in many
areas is light: in 13 states, fewer than 100 passengers, on average, boarded an Am-
trak train on a given day in 1997. A number of Amtrak’s routes lost large sums of
money in 1997; of the 40 Amtrak routes, 13 routes each lost over $30 million and
14 each lost more than $100 for every passenger. Overall in 1999, Amtrak lost $907
million. In 1994, at the request of the administration and later at the direction of
the Congress, Amtrak pledged to eliminate the need for Federal operating subsidies
by the end of 2002. However, Amtrak has made relatively little progress in reducing
its need for Federal operating subsidies; in fact, it must make nearly 4 times the
progress in the coming 3 years (through 2002) than it has made over the previous
5 years. If Amtrak continues to require Federal operating subsidies after 2002, the
Amtrak Reform and Accountability Act of 1997 provides for the Congress to consider
either restructuring or liquidating the railroad.3!

e Cargo preference laws require that certain government-owned or -financed
cargo shipped internationally be carried on U.S.-flagged vessels. The laws were in-
tended to guarantee a minimum amount of business for the U.S.-flagged vessels
that are crewed by U.S. mariners, generally built in U.S. shipyards, and are encour-
aged to be maintained and repaired in U.S. shipyards. The effect of cargo preference
laws has been mixed. Although the laws appear to have had a substantial impact
on the U.S. merchant marine industry by providing an incentive for vessels to re-
main in the U.S. fleet, cargo preference laws have increased the government’s trans-
portation costs because U.S.-flagged vessels often charge higher rates to transport
cargo than foreign-flagged vessels. Cargo preference laws increased Federal agen-
cies’ transportation costs by an estimated $578 million per year in fiscal years 1989
through 1993 over the cost of using foreign-flagged vessels.32

¢ The Medicare Incentive Payment program was developed to provide a bonus
payment for Medicare services provided in areas identified as having a shortage of
primary care physicians. About 60 percent of the payments, about $65 million, was
made to specialists; two-thirds of those payments—and many of the substantial
bonus payments, such as $69,000 to a dermatologist and $57,000 to a neuro-
surgeon—were made to specialists in urban areas, rather than to primary care phy-
sicians in medically underserved areas. The bonus payments do not appear to have
a significant impact on physician recruitment and retention, and recent beneficiary

29 Agricultural Trade: Changes Made to Market Access Program, but Questions Remain on
Economic Impact (GAO/NSIAD-99-38, Apr. 5, 1999).

30 Coast Guard’s Acquisition Management: Deepwater Project’s Justification and Affordability
Need to Be Addressed More Thoroughly (GAO/RCED-99-6, Oct. 26, 1998).

31Intercity Passenger Rail: Amtrak Faces Challenges in Improving its Financial Condition
(GAO/T-RCED-00-30, Oct. 28, 1999).

32 Maritime Industry: Cargo Preference Laws—Estimated Costs and Effects (GAO/RCED-95—
34, Nov. 30, 1994).
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survey information indicates that access problems arise for reasons other than the
unavailability of physicians.33

* The Government Printing Office (GPO), which receives over $100 million in an-
nual appropriations, effectively has a statutory monopoly over printing for the Fed-
eral Government.3* GPO’s monopoly-like role in providing printing services perpet-
uates inefficiency because it permits GPO to be insulated from market forces and
does not provide incentives to improve operations and processes that will ensure
quality services at competitive prices. Federal agencies could be given the authority
to make their own printing policies, requiring GPO to compete with private sector
printing service providers. If GPO is unable to provide quality service at competitive
pri&es, the need for retaining a government printing office could then be reexam-
ined.

REDEFINE WHO BENEFITS FROM FEDERAL GOVERNMENT PROGRAMS

The Congress originally defines the intended audience for any program or service
based on a certain perception of eligibility and/or need. To better reflect changing
conditions and target limited resources, these definitions should be periodically re-
viewed and revised. Our work has identified eligibility rules and subsidies to states,
businesses and individuals that are no longer needed or that could be better tar-
geted without changing the basic objectives of the program. As presently designed,
a variety of grants, tax expenditures, loans and loan guarantees that provide sub-
sidies to recipients who would have undertaken the activity without Federal subsidy
and thus avoid bearing their fair share of risks and program finances. The following
examples illustrate programs and activities that could be considered for reform, re-
duction, or termination because of changing conditions and perceptions of need.

¢ Many Federal grant programs with formula-based distributions of funds to state
and local governments are not well targeted to jurisdictions with high programmatic
needs but comparatively low funding capacity. As a result, it is not uncommon that
program recipients in areas with greater wealth and relatively lower needs enjoy
a higher level of funding than that which is available in harder pressed areas. For
example, under the Community Development Block Grant (CDBG), Greenwich, Con-
necticut received five times more funding per person in poverty in 1995 than that
provided to Camden, New Jersey, even though Greenwich, with per capita income
six times greater than Camden, could more easily afford to fund its own community
development needs. Better targeting of formula-based grant awards offers a strategy
to bring down Federal outlays by concentrating reductions in wealthier communities
with comparatively fewer needs and greater capacity to absorb cuts, while holding
harmless harder pressed areas that are most vulnerable. For programs such as
Medicaid, Foster Care, and Adoption Assistance, which base reimbursements on the
per capita income of the state, the minimum Federal share could be reduced or the
formula could be revised to better reflect relative need, geographic differences in the
cost of services, and state tax bases. For other formula-based grant programs, such
as Federal Aid Highways or the CDBG, the formula could be revised to reflect the
differential fiscal capacities of states.35

¢ The level and scope of the risks of the U.S. Export-Import Bank’s (Eximbank)
programs could be reduced by placing a ceiling on the maximum subsidy rate al-
lowed, reducing or eliminating program availability in high-risk markets, and offer-
ing less than 100-percent risk protection. The Eximbank was created to facilitate
exports of U.S. goods and services and is to absorb risks that the private sector is
unwilling or unable to assume. Higher-risk markets constitute a relatively small
share of the Eximbank’s total financing commitments yet absorb a relatively large
share of its subsidy costs. These changes would have only a slight effect on the over-
all level of U.S. exports supported with Eximbank financing. However, these options
raise several trade and foreign policy issues that decisionmakers would need to ad-
dress before making any changes in the Eximbank’s programs.36

¢« DOE and the private sector are involved in hundreds of cost-shared projects
aimed at developing a broad spectrum of cost-effective, energy-efficiency tech-
nologies that protect the environment, support the nation’s economic competitive-

33 Physician Shortage Areas: Medicare Incentive Payment Not an Effective Approach to Im-
prove Access (GAO/HEHS-99-36, Feb. 26, 1999).

34 Government Printing: Legal and Regulatory Framework Is Outdated for New Technological
Environment (GAO/NSIAD-94-157, Apr. 15, 1994).

35 Formula Grants: Effects of Adjusted Population Counts on Federal Funding to States (GAO/
HEHS-99-69, Feb. 26, 1999) and Federal Grants: Design Improvements Could Help Federal Re-
sources Go Further (GAO/AIMD-97-7, Dec. 18, 1996).

36 U.S. Export-Import Bank: Issues Raised by Recent Market Developments and Foreign Com-
petition (GAO/T-NSIAD-99-23, Oct. 7, 1999).
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ness, and promote the increased use of oil, gas, coal, nuclear, and renewable energy
resources. Generally, DOE does not require repayment of its investment in tech-
nologies that are commercially successful. The potential for repayment can be sig-
nificant. For example, we reported in 1996 that if only 50 percent of the funds
planned for current projects were subject to repayment, and if about 15 percent of
research and development funds result in commercialized technologies, then about
$400 million could be repaid to the Federal Government.37

¢ Three Federal power marketing administration’s (PMAs)—Southeastern, South-
western, and Western—receive annual appropriations to cover operating and main-
tenance expenses and, if applicable, the capital investment in transmission assets.
The fourth PMA, Bonneville Power Administration, does not receive annual appro-
priations. Federal law requires the PMAs to repay their appropriations as well as
the power-related appropriations expended by the operating agencies that generate
the Federal power. The PMAs are to set power rates at levels that will allow them
to repay these costs. However for several reasons, the Federal Government currently
is not recovering the full cost of its power-related activities from the beneficiaries
of Federal power. For example, the Federal Government’s financing of power-related
activities results in a net cost because the interest rates on outstanding appro-
priated debt are lower than the rates Treasury incurs in providing the financing.
Second, as we reported previously, the PMAs’ had not been recovering the full costs
of certain pension and other benefits for Federal employees involved in power-relat-
ed activities. Currently, the PMAs are in varying stages of addressing this issue and
DOE is considering changing departmental policy to ensure that these costs are re-
covered in the future. Third, the PMAs are able to sell power more cheaply than
other providers because they market power generated almost exclusively at low-cost
hydropower facilities, are not required to earn a profit, and do not fully recover the
government’s costs in their rates. For example, from 1990 through 1995, these three
PMAs sold wholesale power to their preference customers at average rates from 40
to 50 percent below the rates nonfederal utilities charged. If the PMAs were author-
ized to charge market rates for power, some preference customers, who now pur-
chase power from the PMAs at rates that are less than those available from other
sources, would see their rates increase. However, slightly more than two-thirds of
these preference customers would experience small or no rate increases—increases
of one-half cent per kilowatt hour or less—if the PMAs charged market rates. Di-
recting the PMAs to more fully recover power-related costs and requiring them to
sell their power at market rates would better ensure the full recovery of the appro-
priated and other debt—which totaled about $22 billion at the end of fiscal year
1997—that is recoverable through the PMAs’ power sales, as well as lead to more
efficient management of the taxpayers’ assets.38

* Federal water programs to promote efficient use of finite water resources for the
nation’s agricultural and rural water systems have developed inconsistencies that
may cause the programs to work at cross-purposes. In the area of irrigation the
multiplicity of programs and approaches has allowed for inconsistencies and poten-
tially counterproductive outcomes. For example, under the Reclamation Reform Act
of 1982, as amended, some farmers have reorganized large farming operations into
multiple, smaller landholdings to be eligible to receive additional federally sub-
sidized water. Due to the vague definition of the term “farm,” the 960-acre limit es-
tablished by the act has not stopped the flow of subsidized water to large holdings
and the Federal Government is not collecting revenues to which it is entitled. Also,
the use of federally subsidized water to produce federally subsidized crops results
in the government paying double subsidies. The Department of the Interior esti-
mated irrigation subsidies used to produce subsidized crops in the 17 western states
to be about $203 million in 1986; the Bureau of Reclamation placed the figure at
$830 million.32

¢ The Mining Law of 1872 allows holders of economically minable claims on Fed-
eral lands to obtain all rights and interests to both the land and the hardrock min-
erals by patenting the claims for $2.50 or $5.00 an acre—amounts that fall well
short of today’s market value for such lands. Furthermore, miners do not pay royal-
ties to the government on hardrock minerals they extract from Federal lands. For

37Energy Research: Opportunities Exist to Recover Federal Investment in Technology Devel-
opment Projects (GAO/RCED-96-141, June 26, 1996).

38 Federal Power: The Role of Power Marketing Administrations in a Restructured Electricity
Industry (GAO/T-RCED/AIMD-99-229, June 24, 1999) and Power Marketing Administrations:
ggstl glgeéc)overy, Financing, and Comparison to Nonfederal Utilities (GAO/AIMD-96-145, Sept.

39 Rural Development: Patchwork of Federal Water and Sewer Programs is Difficult to Use
(GAO/RCED-95-160BR, Apr. 13, 1995) and Water Subsidies: Basic Changes Needed to Avoid
Abuse of the 960-Acre Limit (GAO/RCED-90-6, Oct. 12, 1989).
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example, in 1990 hardrock minerals worth at least $1.2 billion were extracted from
Federal lands, while known and economically recoverable reserves of hardrock min-
erals remaining on Federal lands were estimated to be worth almost $65 billion. The
Congress could consider revising the law to require the payment of fair market
value for a patent and to impose royalty payments on hardrock minerals extracted
from Federal lands.40

¢ The Federal Emergency Management Agency’s (FEMA) Public Assistance Pro-
gram helps pay state and local governments’ costs of repairing and replacing eligible
public facilities and equipment damaged by disasters. In a May 1996 report, we pre-
sented a number of options identified by FEMA’s regional program officials that, if
implemented, could reduce program costs. Among the options discussed was elimi-
nating eligibility for private nonprofit organizations, many of which operate reve-
nue-generating facilities such as utilities and hospitals, and publicly owned rec-
reational facilities, which generate a portion of their operational revenue through
user fees or admissions charges. Many of these types of facilities could have alter-
nate sources of income sufficient to meet disaster-related costs.4!

¢ Repetitive flood loss is one of the major factors contributing to the financial dif-
ficulties facing the National Flood Insurance Program. The Congress and FEMA
could consider eliminating flood insurance and emphasizing mitigation for certain
repeatedly flooded properties, removing what some argue is now an incentive to lo-
cate in harm’s way. Approximately 43,000 buildings currently insured under the Na-
tional Flood Insurance Program have been flooded on more than one occasion. These
repetitive losses account for about 36 percent of all program claims historically (cur-
rently about $200 million annually) even though repetitive-loss structures make up
a very small portion of the total number of insured properties—at any one time be-
tween 1 to 2 percent. The cost to the program of these multiple-loss properties over
the years has been about $2 billion.42

* We have reported in the past on this nation’s practice of compensating veterans
for medical conditions, such as diabetes, chronic obstructive pulmonary disease,
arteriosclerotic heart disease, and multiple sclerosis, that were probably neither
caused nor aggravated by military service.43 In 1996, the Congressional Budget Of-
fice reported that about 230,000 veterans were receiving about $1.1 billion in dis-
ability compensation payments annually for diseases neither caused nor aggravated
by military service. Other foreign countries we reviewed require that a disability be
closely related to the performance of military duty to qualify for disability benefits;
no such link is required in the United States. The Congress could reconsider wheth-
er diseases neither caused nor aggravated by military service should be com-
pensated as service-connected disabilities.

PURSUING EFFECTIVE OVERSIGHT: THE CHALLENGE AHEAD

Mr. Chairman, I am sure that this illustrative list of government performance and
management problems is sobering. There is much to be done, but the task is not
overwhelming. Given the demanding missions of our government and the sheer size
and complexity of Federal operations, performance shortfalls should neither be sur-
prising nor accepted. As my testimony today suggests, significant opportunities exist
to curb fraud, waste, and abuse in a wide range of Federal activities and to update
the priorities and program operations of the Federal Government in keeping with
broader changes affecting our entire society and economy.

This is an opportune time to refocus congressional oversight. Not only are we free
of the dominating concerns of the recent past—the Cold War and annual deficits—
but we are about to begin to see the benefits of a wide-ranging reform agenda in
the executive branch prompted by a series of laws—including the Government Per-
formance and Results Act, the Chief Financial Officers Act, and the Clinger-Cohen
Act—enacted by the Congress. The concerns of the Congress that led to the passage
of those laws should now be directed toward a careful reconsideration of how the
Congress will take advantage of and leverage the new information and perspectives
coming from the executive branch management reforms.

40Rural Development: Patchwork of Federal Water and Sewer Programs is Difficult to Use
(GAO/RCED-95-160BR, Apr. 13, 1995) and Water Subsidies: Basic Changes Needed to Avoid
Abuse of the 960-Acre Limit (GAO/RCED-90-6, Oct. 12, 1989).

41Disaster Assistance: Information on Federal Costs and Approaches for Reducing Them
(GAO/T-RCED-98-139, Mar. 26, 1998) and Disaster Assistance: Improvements Needed in De-
termining Eligibility for Public Assistance (GAO/RCED-96-113, May 23, 1996).

42Flood Insurance: Information on Financial Aspects of the National Flood Insurance Program
(GAO/T-RCED-00-23, Oct. 27, 1999).

43 Disabled Veterans Programs: U.S. Eligibility and Benefit Types Compared to Five Other
Countries (GAO/HRD-94-6, Nov. 24, 1993).
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As agencies continue to make progress in implementing these financial and per-
formance management reforms, we can expect further opportunities for congres-
sional oversight to be revealed. The information they provide can assist in identify-
ing weaknesses and illustrating programs and functions that are working well. Fi-
nancial statements, for instance, are beginning to report information on improper
payments, which is already helping to better target areas needing priority congres-
sional and management attention. As more reliable financial information is devel-
oped and disclosed, new information will be forthcoming to inform resource alloca-
tion and oversight in other areas as well. For instance, audited information on the
extent of Federal liabilities for environmental cleanup should help us better under-
stand future cost pressures facing the budget and improve the cost effectiveness and
targeting of our cleanup efforts. Similarly, the development of more reliable cost in-
formation should help us better manage these costs and make more informed trade-
offs among competing programs and strategies to address Federal objectives.

The evolution of performance management should also assist oversight. The forth-
coming publication of agency performance reports, due in March of 2000, comparing
actual levels of performance against performance goals contained in agency plans,
should help pinpoint both performance shortfalls and successes. These reports
should also prompt inquiries to understand the factors responsible for performance
outcomes, permitting a more systematic understanding of the role played by pro-
gram design and management in influencing program results. The performance re-
ports will also help us better understand strengths and weaknesses in agency per-
formance information and data. Continued improvement in agency data should fa-
cilitate a deeper and broader assessment of the relative effectiveness of Federal
strategies to achieve important goals.

In this context, I would note that the Administration has articulated an agenda
in its fiscal year 2001 budget to improve financial and performance management
across a wide range of Federal activities. Specifically, they have identified 24 prior-
ity management objectives dealing with many of the problems discussed in this
statement. For instance, the Administration has included a goal addressing the im-
proper payments problem and has promised to provide guidance to agencies on such
issues as verifying eligibility criteria and estimating the extent of improper payment
problems. Proposals are also advanced to strengthen the management capacities of
HCFA and implement reforms at HUD, among other agencies. Continued top-level
management attention to these issues is vital to making progress, as is congres-
sional oversight of these initiatives.

As you know Mr. Chairman, oversight of Federal programs and activities can be
a daunting challenge. While there may be some “low hanging fruit” in the examples
I have just discussed, real improvements in performance and management will more
likely call for a disciplined and determined approach. Many of the examples I have
discussed come from longstanding weaknesses in management structures and proc-
esses and will likely require sustained attention over an extended period of time.
Examining existing programs and operations entails taking a hard look at programs
that often have become deeply engrained and carefully reconsidering the goals those
programs were intended to address as well as how those goals are implemented. It
involves sorting through the maze of Federal programs and activities where mul-
tiple agencies often operate many different programs to address often common or
complimentary objectives. Addressing identified problems will call for hard choices;
although offering distinct benefits, the choices will involve important stakes for
many throughout our system.

Effective congressional oversight can be a means not only to identify where pro-
grams and activities should be terminated, but also where carefully selected invest-
ments by Federal agencies in human capital, technology, and financial and informa-
tion management resources can yield important dividends in the form of longer term
cost savings and improvements in performance. However, better information is
needed to permit decisionmakers to sort through claims and to distinguish the infi-
nite variety of “wants” from those investments that promise to effectively address
critical “needs.” Unfortunately, recent experiences ranging from information tech-
nology projects to major weapon systems illustrate that our return on such invest-
ments has been disappointing. Poorly conceived projects based on incomplete or in-
accurate information and performance projections have led to projects with huge
cost overruns and limited performance improvements. Although constructive change
is occurring,** our work demonstrates the need to improve the basis for capital in-
vestments, in general, and information technology investments, in particular.

44Executive Guide: Leading Practices in Capital Decision-Making (GAO/AIMD-99-32, Dec.
1999).
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I again commend you, Mr. Chairman, for holding these hearings and for remind-
ing us all of the importance of continued diligence regarding the performance and
management of government programs. Prudent stewardship of our nation’s re-
sources—whether in time of deficit or surplus—is essential not only to meet today’s
needs but also tomorrow’s commitments and demands. Sustained congressional and
executive agency attention to improving management systems and controls is vital
to promoting proper stewardship of Federal resources and preventing risks of fraud,
waste, and abuse that undermine the public’s confidence in their government.
Broadscale reexamination of Federal Government priorities, programs, and activi-
ties is also vital to ensure our capacity to meet current and emerging needs. We
in GAO take very seriously our responsibility to assist you in promoting and ensur-
ing accountability, integrity, and reliability throughout the government.

Chairman KASICH. Let me just ask initially, Mr. Walker, what
percentage of your written testimony is covered in your oral testi-
mony, would you say?

Mr. WALKER. I would say obviously the written is a lot more ex-
tensive. Maybe 15 percent.

Chairman KASICH. So we heard 15 percent, and we are all kind
of worn out here after listening to this, I would say. [Laughter.]

Mr. WALKER. I am sorry, Mr. Chairman.

Chairman KASICH. And we only heard 15 percent. But I have
been hearing this for 20 years. It is the same old stuff. It just
makes my blood boil.

But, I understand that sometimes people say, well, if you look be-
neath the surface, you can find out that these things are really not
so. I can remember defense contractors justifying $75 apiece for
nails.

There is always a way to explain anything. It just really gets to
be—if it was my business and I had some employee that was—if
I had a business and I couldn’t add up my books, what do you
think would happen? If I went to the bank and said I would like
to borrow some money and I couldn’t show them my books, I just
plugged in numbers. I understand we are plugging in numbers at
DOD, Agriculture, Education, Justice, Transportation, and AID.
Correct?

Mr. WALKER. That is correct.

Chairman KasiCH. We just plug in numbers because we can’t
make the numbers add up.

Mr. WALKER. Yes, intragovernmental transactions, transactions
between agencies, there are real problems there.

Chairman KASICH. How do we get in a situation where we are
buying these trailers in DOD?

Mr. WALKER. Quite frankly, Mr. Chairman, this is illustrative of
a bigger problem.

Chairman KAasicH. Well, let’s talk about that problem. How are
we buying a trailer that is not safe and that we don’t need?

Mr. WALKER. Because DOD——

Chairman KASICH. Is there a Congressman up here that has it
built in his district?

Mr. WALKER. I don’t believe that is the issue, Mr. Chairman.

Chairman KasicH. OK.

Mr. WALKER. I mean, I think that DOD obviously has identified
the fact that it has a mobility need and that it needed to do some-
thing to meet that need.

My understanding is that the problem that occurred here, Mr.
Chairman, is they did not adequately define and test their speci-
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fications before they awarded the contract and put it into produc-
tion. So they defined what they wanted, but they didn’t test the
feasibility of it. And then by the time these things started rolling
off the production line, they discovered they had some problems.

And, quite frankly, I think, as I said before, I can understand if
we have to hurry up in the development of certain systems because
of a credible external threat to our national security. However, we
are in a very changed environment now. The nature of the threats
that face us are fundamentally different than during the Cold War.
And all too frequently DOD is cutting corners when there is no le-
gitimate reason to do so. That results—that is waste. That is im-
prudent practice.

Now, we are doing work here on identifying commercial best
practices for systems development, whether they be weapons or
nondevelopment, which we are doing for the Congress, we are
going to bring forward, and I think the Congress needs to seriously
look at considering whether or not that DOD should be required to
follow commercial best practices unless there is a clear, compelling
national security threat to do otherwise.

Chairman KasicH. Now, my understanding is that little trailer
there, it doesn’t stay hitched. Is that correct?

Mr. WALKER. It either doesn’t stay hitched, or if it does, it causes
damage to the towing vehicle.

Chairman KAsiCH. OK. And they are asking for more of these.
Is that right?

Mr. WALKER. About 18,000.

Chairman KAsicH. More of them.

Mr. WALKER. That is correct, Mr. Chairman.

Chairman KASICH. Now, how can that be?

Mr. WALKER. Well, because they plan to

Chairman KASICH. Who is in charge? I mean, seriously, how can
that be?

Mr. WALKER. Well, they are confident they can fix it, Mr. Chair-
man, and my understanding is it is going to cost several hundred,
maybe $1,000 each. That frankly, unfortunately, is part of the men-
tality. It is part of the mentality. It is part of the culture. You
know, let’s get it while we can get it. Let’s get it while we think
we can get the funding, and we will worry about whether it works
or we will worry about fixing it later.

That is not how you run a business. That is not how you run a
Government.

Chairman KaSICH. Where is it built? Do you know?

Mr. WALKER. Where is it built?

Chairman KAsIiCH. Where is it built, yes.

Mr. WALKER. Oregon.

Chairman KASICH. Oregon.

Mr. WALKER. That is where the contractor is. Is that where the
production facility is?

Mr. HINTON. It is not a contractor problem.

Mr. WALKER. It is not a contractor problem. It is a design speci-
fication problem, I believe. This is Butch Hinton who is head of our
national security.

Mr. HINTON. Mr. Chairman, this is an Army management prob-
lem. When they started out with this program, they tried to adapt
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the design to meet their needs without doing any testing. They only
had procurement dollars available, and they went about their proc-
ess by trying to make that work for them. And when they got into
it and started testing, that is when all—as the Comptroller General
has said, that is when the problems began to

Chairman KASICH. It looks like a trailer. I mean, it doesn’t look
like it is a missile.

Mr. HINTON. It is a trailer. It just doesn’t work for what they
were trying to hook it up to do.

Chairman KASICH. So our answer is order 18,000 more of them.

Mr. HINTON. Well, we are going to keep an eye on that be-
cause

Chairman KASICH. Oh, man, I feel better. [Laughter.]

Mr. HINTON. We are going to keep an eye on that. We asked the
Army: Don’t go forward until you can get this thing fixed.

Mr. SPRATT. Let me interrupt here, because it is our understand-
ing the Army does not intend to order any more of these trailers.
Have you not been notified as to that?

Mr. HINTON. I have not been notified to that, Mr. Spratt. In fact,
when we concluded the work, they had plans for buying another
18,000, and that was at the end of——

Mr. SPRATT. Well, we were told that the remaining requirement
is 18,412 additional units and that the Army will meet this re-
quirement with a new trailer design, a new RFP.

Mr. HINTON. But I think, though, if they go through with a new
trailer design, that is different than what we were told when we
did our work. What we were told is that they were going to go back
and modify:

Chairman KAsiCH. When were you told this?

Mr. HINTON. This would be in the September, October time
frame of last calendar year.

Mr. SPRATT. Well, we have been told that the Army has estab-
lished an integrated product team made up of representatives from
the users, the safety and maintenance, program management, test-
ing, procurement communities, the whole shebang, to see that this
trailer meets both the subsystem requirements and the humvee
trailer system requirements.

Now, who is the contractor for this?

Mr. WALKER. While he is looking for that, Mr. Spratt, our under-
standing was that they were not going to move forward acquiring
any more until they got their problem fixed. Now, you may have
more recent information, but I think——

Mr. SPRATT. They told us that they are going to go with a new
design. They have already put together an integrated product team
to develop that design. They are not ordering any more of this par-
ticular type of trailer.

Mr. WALKER. But even if that is true, Mr. Spratt——

Chairman KASICH. Let me tell you, I am just—I mean, what
progress they have made on this. And I will bet you they are not
ordering any more because we had investigators out there looking
at them, and there was no way on God’s green Earth that they
were going to think they were going to order any more and get em-
barrassed on this. All right? So we don’t have to talk about the
trailer.
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How about these? I mean, it goes on and on and on and on. Five
changes in the Comanche helicopter, an unstable system. And so
they decided somewhere between September and February to
change their plans not to order 18,000 more. Why don’t we give
them a medal? Do we have any medals around here we can pass
out to them?

The fact is that they were going to proceed on this, and they
stopped. Good. I am going to write them a note this afternoon con-
gratulating them. But the fact is—how many do they have of
these?

Mr. HINTON. About 6,700, I believe.

Chairman KAsiCH. Maybe they stopped.

Mr. WALKER. Mr. Chairman, could I say one thing?

Chairman KASICH. Yes.

Mr. HINTON. They may well be doing what you said, Mr. Spratt.
You may have more recent information than we do

Mr. SPRATT. Do you know who the contractor is? I am just curi-
ous.

Mr. HINTON. Yes, sir. The original one was Electrospace Systems,
Inc. in Richardson, Texas, which is now Raytheon E-Systems, Inc.
It subcontracted to the Silver Eagle Manufacturing Company in
Portland, Oregon.

Mr. WALKER. But I think the point that we were trying to make
Mr. Spratt and Mr. Chairman, the basic way that the process
works, this is an example. And, yes, they are obviously going to ei-
ther fix this or they are going to go to new version because this one
doesn’t work.

But the problem is: How did we get to this point? And what sys-
temic changes are going to be made to the process? No matter what
team they have, what practices will the team employ in order to
make sure that they are following commercial best practices so this
doesn’t happen again. And that is really the issue, because I am
sure that they are not going to shoot themselves, repeat the same
injury. I think we can probably reasonably agree to that. But they
have got to fix the problem, and the problem is the system and the
incentives and the accountability mechanisms in it.

Chairman KASICH. Let me ask you about—could you tell me any-
thing about a charcoal grill at the Air Force Academy’s Otis House?

Mr. WALKER. I think you brought that to our attention, Mr.
Chairman. That is the $14,000 grill?

Chairman KasicH. $14,000 was spent to convert the charcoal
grill at the Air Force Academy’s Otis House to natural gas, accord-
ing to the Air Force auditing agency. Another $40,000 was des-
ignated for moving a bathroom wall at the house, the residence for
the Commandant of Cadets, so that the adjoining bedroom’s inte-
rior could be widened by one foot.

Is that kind of stuff still going on over there?

Mr. WALKER. Well, Mr. Chairman, we haven’t done a review of
that to be able to say whether it is still going on.

Chairman KasicH. Check it out for us, would you?

Let me ask you this question, seriously now. O&M, the number
of dollars put into operation and maintenance readiness has gone
from $55,000 per troop to $75,000 per troop. This is constant dol-
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lars. You got me? $55,000 per person to $75,000 per person in con-
stant dollars. That is for readiness.

Readiness indicators are down. Aircraft mission-capable rates are
down about 10 percent. The Army recently declared two of its ten
division not mission ready.

How can we put $20,000 per troop in constant dollars into readi-
ness but readiness indicators are going down? Can you explain that
to me? Is that because we are not putting enough dollars in, or is
that because we are not managing it properly?

Mr. HINTON. Mr. Chairman, we need to delve into the whole
O&M issue here because a lot of the money which the Congress ap-
proves for a lot of the readiness issues moves out to fund other
things such as real property maintenance needs and those type of
things. That is one part of the answer. It doesn’t really go to where
some of it is needed because of other competing priorities.

Over time, we have seen a lot of movement of the O&M funds
away from where the original request for those monies were needed
and then they actually got spent. And that in turn drives that
number up, and then it doesn’t get to where some of the true readi-
ness needs are.

I do also believe that OPTEMPO has a play in that issue, and
it stretched some of the units to meet their priorities, and hence
you have some of those units who are not capable of doing their
missions.

Chairman KASICH. Mr. Spratt mentioned this issue of earmarks.
You should know I have never had an earmark or an add-on in a
defense bill or in any bill in the Congress in 18 years. Not one.

Mr. SPRATT. Mr. Chairman.

Chairman KASICH. Let me just ask this question about the—the
gentleman will have his time in a second here, but I want to ask
about the earmarks. I know there was a study done that indicated
that the Congress had made a number of requests for weapons sys-
tems, you know, that the Pentagon didn’t really want. Have you
been able to review that lately, where are we on that? In other
words, if we are driving these costs through the roof, have you been
able to look at that, the number of weapons systems or whatever
that the Pentagon did not want that we earmarked on both sides
of the aisle that has created inefficiencies?

Mr. HINTON. We have not done a comprehensive review of that
issue, Mr. Chairman. The only one of the programs that comes to
my mind is where we looked at the C-130 aircraft issue in terms
of the needs and the quantities there, and that is the only program
we have looked at. But we haven’t looked across DOD on that
issue.

Mr. WALKER. Mr. Chairman, this is an issue that as recently as
within the last week we have been talking about, as Mr. Spratt
pointed out properly. In some cases, the problem is in the executive
branch. Candidly, in some cases, the problem is in the legislative
branch. In some cases, there are items that are appropriated for
various reasons that aren’t needed, and in some cases, there are re-
structuring efforts that DOD is desirous of undertaking that aren’t
undertaken. And that is part of the checks and balances, and, there
are various considerations.
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One example I would give you there is the base closure issue. It
is a very emotional issue. We have been through that a couple of
times already. DOD has said on more than one occasion that they
would like to go through some more of those, that they think they
are dedicating too much money maintaining unneeded infrastruc-
ture.

But there is a difference between that and making it a reality,
and there are a lot of other considerations that have to be ad-
dressed.

Chairman KASICH. Let me get off of Defense for a second and
talk about Education. I know that we passed in 1998 a data match
requirement where we were to actually check the student applica-
tions and IRS data to make sure that people weren’t getting loans,
Pell grants, or whatever that they weren’t entitled to. In 1998, they
were to undertake a program to make sure that we verified peo-
ple’s legitimate needs.

Where does that program stand 2 years later?

Mr. WALKER. Well, first, Mr. Chairman, let me talk about what
we are trying to do in this area in general, and then I am going
to ask Vic Rezendes, who is the division head for that area, to ad-
dress your specific question.

There is a data matching problem beyond education. There is a
data matching problem in the entire Government. And one of the
things that we are doing is not only continuing to do work on be-
half of the Congress, we are actually pulling together some people
at the GAO to try to help some progress get made on this through-
out the Government in order to try to get some results here.

Vic.

Mr. REZENDES. Basically, the issue is one of IRS’ comfortableness
with opening up its records for data match, not only with Federal
agencies but particularly on the Department of Education issue.
Their primary concern is opening up this and giving this to private
contractors and other third parties.

I believe the IRS position is they would prefer to see Congress
authorize specific legislative authority for them to deal with this.

Mr. WALKER. So they are not making the progress because they
would rather be mandated.

Mr. REZENDES. Right. They are still negotiating. But I think IRS’
position is they prefer Congress to direct them to do this.

Chairman KASICH. I thought we directed them to do it.

Mr. REZENDES. Through the Education Act, but they are looking
for a more generic fix in the statute for matches throughout the
Federal Government.

Mr. WALKER. Mr. Chairman, the problem appears to be at the
IRS rather than at the Department of Education. It is the IRS that
is looking for some type of direction and some type of comfort.

Chairman KAsiCH. Why don’t you get us some language so that
we can move on this?

Mr. WALKER. We will follow up on that.

Chairman KASICH. In other words, 2 years later, Education says
we—they are directed by the Congress to do a match, and the IRS
says we aren’t going to do a match. So 2 years later, there is no
match going on. Is that it?

Mr. REZENDES. That is correct.
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Chairman KASIiCH. Let me ask you about prescription drugs.
Medicaid accounts for 80 percent of all Federal spending on pre-
scription drugs. We don’t know how much waste there is in this
program—is that correct?—because we don’t aggressively audit be-
cause it is a Federal and State program. Is that correct?

Mr. WALKER. We don’t know the total amount.

Chairman KASICH. The State of New York reported that at least
10 percent of the State’s total Medicaid spending for prescription
drugs were losses. So 10 percent of all the money spent on prescrip-
tion drugs in New York was lost. They don’t know what happened
to it, according to New York.

What can we learn as we move forward into a prescription drug
program for Medicare from what we have learned from Medicaid,
anything? Since we haven’t audited it——

Mr. WALKER. I think there are a number of things that we have
to keep in mind in conjunction with prescription drugs:

Number one, they are the fastest-growing component of health
care cost.

Number two, there is a bona fide need to look at access to pre-
scription drug coverage to the population, especially the Medicare
population, but there is a difference between access to coverage and
who pays for the coverage.

Number three, there is a possibility to engage in some group pur-
chasing and then pass those savings along on a cost-neutral basis.

And, number four, if the Congress is going to do anything on pre-
scription drugs, for example, in Medicare, it should target the fi-
nancial assistance to those who truly need it.

But in addition to that, I think we need more transparency. We
need more incentives with regard to health care in general and pre-
scription drugs in particular, so that individuals are more sensitive
to the cost and can identify possible abuse where drugs are being
billed that haven’t been received. Part of that is challenging when
you are dealing with the seniors population, some of which could
be well into their 80s and may not be in the best position to be able
to make some of those judgments. But we have got to learn some
of those lessons before we move forward.

Chairman KAsSiCH. What you are saying with the Medicare sys-
tem, this proliferation of payments—and I am going to try to move
on and give time to Mr. Spratt, because we have got a long way
to go today—is that you have a systemic problem. When 900 mil-
lion claims are filed every year and I am not making the purchases
myself and somebody else is involved, you have got a systemic
problem when it comes to how you do health care.

Mr. WALKER. There is a systemic problem, and it is much bigger
than Medicare, and Medicaid.

Chairman KASICH. Let me just ask a final question. First of all,
we order a lot of things, and we pass a lot of things, and nothing
happens in too many cases. How do we get on top of that to make
sure that things actually happen? I suppose there is no substitute
for the will of a member who just locks on and doesn’t let go. And,
secondly, if you were to be in a position of actually trying to force
some of these things to happen, how would you systematically go
about focusing on each of these areas so that either we can have
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proper congressional oversight either to change things or to make
sure that what we have already passed is going to be implemented?

Mr. WALKER. Well, first I think it is important for the account-
ability community, meaning the GAO, the inspectors general, and
the others, to be able to coordinate their efforts to make sure that
we are focusing on the areas where there is the greatest possibility
for return, that we are not duplicating efforts.

Secondly, I think it is important that OMB play a major leader-
ship role throughout the executive branch and spend more time on
management. OMB spends a lot of time on budget. They are start-
ing to spend more on management, but not nearly enough.

Thirdly, I think the Congress needs to reinvigorate oversight. I
think the example of the Customs Service is a positive example of
where the executive branch took it seriously, the Congress took it
seriously, and we got it off the high-risk list. And we got it off the
high-risk list in a couple of years.

So it is a matter of focus. It is a matter of efforts by both the
legislative and executive branch as well as the accountability com-
munity.

Chairman KasicH. I wonder if you could send us a real good
analysis of what Customs did. What did Customs put in place?
They had to admit their problem. What were the steps that they
took? And maybe we can learn from Customs and that can be help-
ful in terms of how these other governmental entities are able to
improve.

Mr. Spratt.

Mr. SPRATT. Well, we gave them the money to buy a new com-
puter system. I went up to the terminal in Newark to see how the
Customs system tracked textile imports years ago, and they were
so bereft of contemporary computer systems that they were lit-
erally using the computers that the import terminals themselves
maintained. They put their software on the terminal’s hardware
just because it was better than anything the Government was pro-
viding. And we provided them the money, a substantial sum of
money, for modernization and it is beginning to pay dividends.

Mr. WALKER. I think there are several issues here. You are
pointing out an important point. It was leadership, it was focused,
it was sustained commitment. But in some cases, in order to solve
some of these problems, you may have to make some targeted in-
vestments—not in all but in some you may have to—in order to be
able to generate the savings.

Mr. SPRATT. One of the investments you haven’t mentioned is
people, not just investing in people but the sleeper problem in the
Federal Government, the thing you haven’t discussed here today,
is how do we attract our share of the best and brightest to work
in the Federal Government. You can have systems; you can have
precepts and rules and regulations. If you don’t have bright people
to run these systems, you are going to have problems like these.

Mr. WALKER. I really appreciate that. As you probably know, I
have a strong, longstanding interest in the area of human capital,
which is people.

The three biggest enablers to any enterprise, whether it be the
private sector, the not-for-profit sector or Government, are people,



48

process, and technology. And people represent the most important
element.

Mr. SPRATT. It comes way ahead.

Mr. WALKER. And the fact of the matter is I believe that on our
next high-risk list, there are probably going to be two areas across
Government that are going to be on that. One is the Government’s
emerging human capital challenge. It has a major problem in the
area of people because the effects of downsizing. We need to have
the right people with the right skills focusing on the right things
for the future. We have got succession planning problems, et
cetera.

In addition, we have got a contracting problem. We have got a
lot of situations where a lot of functions in the executive branch
have been outsourced to third parties, but we don’t have the people
with the skills to monitor and to manage cost and quality. So we
are on autopilot, and we are subject to abuse. Those two areas are
high risk, in my opinion. We haven’t made the final judgment, but
I believe in all likelihood they are going to be on there.

Mr. SPRATT. Just to shift the focus a little bit and leaven the at-
mosphere somewhat, aren’t there some cases where we have made
improvements? Let’s take the Department of Education, for exam-
ple. In the early 1990s, it is my understanding that the student
loan default rate was running well over 22 percent, and today I be-
lieve, according to my information, it is 8.8 percent.

Do you have that information? Can you validate that? Is that
correct?

Mr. WALKER. Mr. Chairman, Vic Rezendes—or Mr. Spratt. I am
SOTTYy.

Mr. REZENDES. That is exactly correct. In fact, they have a per-
formance measure that they have included in their current plans
that caps it at about 10 percent. Obviously, I think everybody
would like to have the default rate at zero.

Mr. SPRATT. Sure.

Mr. REZENDES. But the reality is the target population we are
providing loans to are people who basically find it difficult to find
commercial loans to go to college.

Mr. SPRATT. And Secretary Riley has tried to implement, in lieu
of these student loans and really just to have another measure, felt
he could do it more efficiently, some direct loans, loans made di-
rectly by the Department as opposed to guaranteed loans.

Now, they tell us that the direct loans are saving money. Can
you validate that?

Mr. WALKER. Mr. Chairman, we haven’t done the work to be able
to express an opinion on that one way or the other.

Mr. REZENDES. The IG may when she testifies later.

Mr. WALKER. The IG might be able to tell you something more,
but we——

Mr. SPRATT. It has been a hard sell in Congress, but according
to the Department of Education, it has been a successful program.
They are actually making money. Where they lose money on stu-
dent loans, they are making money on direct loans because the rate
of interest they charge is higher than the Government’s cost of
money and the cost of administration.
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Mr. WALKER. As I said, we haven’t done the work on that, but
I will follow up on one of your comments which I think is impor-
tant. There has been progress in some of these areas, and I tried
to acknowledge that, as well as in our statement. And I think it
is important that not only we try to find out what is wrong with
Government and the fact that we should have zero tolerance for
fraud, waste, abuse, and mismanagement. It will never be zero. In
the largest, most complex, most diverse entity on Earth, it will
never be zero. But we should have zero tolerance. We have got to
focus on what we can do to accelerate progress in these areas, and
we have got to focus on dealing with the systemic problems, the
things that may not be that sexy.

But, the taxpayer is going to get a lot bigger return on their in-
vestment if we make sure they got the right people, with the right
technology, with the right performance standards, with the right
systems—a big return on investment.

Mr. SPRATT. Well, I don’t think any of us wants to leave the im-
pression or should leave the impression that this is a totally bleak
picture and that there is absolutely no response, no improvement,
that this is a constant drumbeat of bad news and nobody ever does
anything about it.

There are continuing problems and there will be bigger problems
because the Government gets bigger and the dollars get bigger.
Medicare is a good example. You said it would double in cost. But
a couple of years ago, we began giving the Department of Health
and Human Services more money to go into audit work, field inves-
tigations, and things like this. And HHS tells us that they have
had significant, measurable results.

Based on a statistical sample, the IG at HHS estimates that
Medicare’s net overpayments for fiscal year 1998 totaled about
$12.6 billion nationwide. Now, that is still a huge amount. That is
7.1 percent of the total benefit payments. But in fiscal year 1996,
the estimate of overpayments was $23.2 billion, so the current esti-
mate, based on the sample, is 45 percent less than it was 2 years
ago, about $10 or $12 billion better than it was just a couple of
years ago because they have begun to focus on it and we have
begun to focus on it, too, and put some of our money where our
mouth is.

Mr. WALKER. I think that is an example where progress has and
can be made. For example, we worked with the IG and the Con-
gress was focused on it as well. The Department was focused on
it. But I think there is an important footnote.

You are correct. It has come down, and it has come down signifi-
cantly. But most of that reduction has been in the providers provid-
ing better documentation for their billing. We haven’t made nearly
as much progress in improper payments due to lack of medical ne-
cessity, incorrect coding, and the coverage categories. But those are
tougher to get to.

So, yes, we have made progress, but in some ways, we are get-
ting to the tougher part of the challenge now.

Mr. SPRATT. Mr. Chairman, I don’t want to jab at you, but just
in the gist of saying that none of us who has been here any signifi-
cant period of time is really pure, I seem to recall that Mr. Kasich
wanted to buy more B-1B bombers in lieu of B—-2 bombers, about
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20 more, when the Air Force said we need to stop the program.
Systems integration is a major problem. There was a system called
the ALQ-161. You couldn’t turn on the defensive systems and the
offensive system at the same time. And I think some major part
of it was built in your constituency.

That is not to criticize you because we all come here as advocates
for what is happening in our own constituency, but it is to say that
many of us at one time or another are part of the problem. And
I am as guilty as anybody, so let me profess my lack of purity on
the record.

Chairman KASIiCH. Well, let me just say this: I never have had
an add-on, a highway project, the entire time that I have been in
this Congress.

Mr. SPRATT. Yes.

Chairman KASICH. And the fact is back during the B—1 debate,
the Air Force wanted more of those B-1s, and they didn’t get them.
And that was the end of it. But the fact is that if you look through
the record of either highway projects or your add-ons in the Armed
Services Committee, or whatever other thing, you can’t find any
that I have done. And that doesn’t mean that people who have had
these things are somehow wrong.

We are having a big debate right now, a Presidential campaign
about the issue of pork. Pork is a matter of whether it is built in
somebody else’s district, not if it is built in your district. But the
problem is when Members in depot caucuses or whatever, are
working against the interests of the Pentagon and forcing them to
buy things that they don’t want. I have never engaged in that
and

Mr. SPRATT. You need a system where you can represent your
own constituency, but the institution is strong enough so that if it
is not for the good of the country, then you don’t prevail.

Chairman KasicH. Right. And it is interesting, because of the B—
2, we were going to order 132 and we ended up buying 20 of them.
And so we saved I don’t know how many billions and billions of dol-
lars, and now it is kind of interesting that the B—1 is a pretty effec-
tive part of our force.

Mr. SPRATT. Let’s be fair. The B-2 acquitted itself pretty nicely
in Kosovo and the Bosnian war, too, the Yugoslavia war. That is
a total aside, but I couldn’t resist it. I am sorry.

Thank you, Mr. Chairman.

Chairman KASICH. Mr. Gutknecht is recognized.

Mr. GUTKNECHT. Thank you, Mr. Chairman. And I want to thank
you for this hearing and Mr. Walker and his entire team for pre-
senting to us today. To paraphrase I think what Patrick Henry said
a long time ago, the price of accountability is eternal vigilance, and
I hope that we will have more of these hearings.

If my arithmetic is correct—and I am doing this on the back of
a napkin—we bought 6,700 of these trailers at a cost of roughly
$10,000 apiece. That is $67 million that has been spent. Is that cor-
rect?

Mr. WALKER. Somewhat over, but you are close.

Mr. GUTKNECHT. I think the real question here is: Was anyone
involved in this program demoted or lose their job?
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Mr. WALKER. I can’t say that. We could try to find out. But I will
tell you this: I think history has shown that there is not enough
accountability for these types of mistakes.

Mr. GUTKNECHT. I think that is the issue, and that is where I
would hope that we would have an ongoing effort in this committee
and maybe target certain areas and go through them as best we
can to at least focus some attention on what is happening.

Now, I am not saying that people necessarily should be fired, but
I will tell you this: I think in the private sector whoever was in
charge of that project would at least be demoted, or there would
be some kind of an action taken for people who would go ahead
with something like this.

You list on your chart—and you did not really get to it. And I
also serve on the Science Committee. I have been very interested
in this whole upgrade of the FAA system.

Now, as best I can determine, we have wasted billions of dollars
there in trying to come up with a whole new system, and I think
most travelers would be shocked to realize that in most air traffic
control centers, the air traffic controllers are still looking at screens
that were built in the late 1950s.

Do you have any more information? Are we making any progress
to finally get the FAA system upgraded? And, to the best of your
knowledge, how much money has been spent in that effort?

Mr. WALKER. Let me touch on an overview and then ask Keith
Fultz, who is head of that division, to address you.

IT is another area, when you are talking about development and
acquisition practices, that is a major problem in trying to help do
design specifications, in turning over too much responsibility to the
contractor without having an adequate number of skilled people to
be able to manage cost and quality. This is one example of that,
and I would like Keith Fultz to address your question directly.

Mr. Furrz. To the best of our knowledge, the costs to date for
the air traffic control modernization program is approaching $42
billion. In the late 1980s, the original estimate was somewhere in
the $8 to $9 billion range.

Mr. GUTKNECHT. So the original estimate was $9 billion, and we
have already spent $42 billion, and it still is not done.

Mr. Furtz. We still have some major challenges that need to be
addressed before the system is complete.

Mr. GUTKNECHT. Can I just switch to another quick topic? Be-
cause I know my time is limited. You also mentioned the IRS and
receivables. You mentioned a number of things with the IRS, at
least in the chronology of high-risk designations.

We have had some discussion here in the Congress—and some of
us got beat up a bit last fall—about the earned income tax credit,
but there is quite a bit of evidence, at least as far as I am told,
that relates to—we all hate the word “fraud,” but apparently there
is almost a business developing out there of encouraging people to
misrepresent what they may be eligible for in the earned income
tax credit.

Do you have any more information on that?

Mr. WALKER. My understanding is that, based on some work that
we have done, there could be as high as about two-thirds, I believe,
of questionable activity in conjunction with EITC.



52

Mr. GUTKNECHT. Could you put that in numbers? What is that
ultimately costing us?

Mr. WALKER. Jeff Steinhoff can address that.

Mr. STEINHOFF. IRS focused on a sample of those returns they
thought might be suspect—$662 million worth of returns—and
found that $448 million were, in fact, invalid claims.

No one knows the full extent of this. It gets down to that we do
have a voluntary compliance system. IRS does have a 45-day period
to make a refund, and what you do not have are the detective con-
trols up front. You have got back-end checking.

So there were a number of instances found of people coming
across border towns, weren’t even U.S. citizens, claiming the credit.
Under this particular credit, you don’t have to pay any taxes. You
are just getting back money.

So, again, it is more of a pay-and-chase situation for the IRS.
They will pay it out, and then they will have to come back and see
if they can, in fact, recoup those monies.

Mr. WALKER. I think it is important to note, however, that the
sample that they picked was not a valid sample.

Mr. STEINHOFF. Right, right.

Mr. WALKER. So, therefore, of the ones that they thought might
have a problem, it turns out two-thirds of them did have a problem.

I think we have another issue with regard to the IRS, and that
is, obviously, they are now focused on being more customer service
oriented. At the same point in time, we have to be careful that the
pendulum doesn’t swing too far at the IRS. And we are very con-
cerned that they still need to understand that they have to assure
compliance with the Nation’s laws. And there has to be an equi-
librium there. There has to be an appropriate balance in doing
that.

Mr. GUTKNECHT. But, again, to the question of accountability, A,
were we able to recover any of that $640 million? And if so, how
much? And then, secondly, were there any repercussions to people
who may have been involved in perpetrating what sounds to me
like fraud?

Mr. WALKER. My understanding is no, they have not been able
to recover very much. I don’t know about the issue of whether or
not the individuals have been prosecuted.

I will tell you this, that there are certain circumstances in which
where people have participated in schemes—I gave you one exam-
ple of a Medicare scheme where the beneficiary actually got a kick-
back, and a decision was made for various reasons—and I don’t
know all the details; you may want to ask June Gibbs Brown—not
to prosecute the beneficiaries.

So I think one of the things we have to ask ourselves is what
kind of transparency, what kind of accountability systems are we
going to have, because everybody likes accountability until they are
the ones being held accountable. But sooner or later we have got
to do that.

Mr. STEINHOFF. The IRS is another area that really faces major
systems problems. You asked about FAA before. One of the big
challenges IRS faces now is the tax systems modernization. So
many times they don’t have good day-to-day information with
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which to manage, and they have spent large sums of money in the
past on modernizations that haven’t worked.

Mr. GUTKNECHT. Well, on the FAA, coming back to that for a
minute—and I know my time has about expired here. It just seems
to me we need to get some kind of comparison with how the private
sector would do something like this.

When you think about it, essentially what the FAA does is they
route and control a relatively limited number of items going from
one place to the next. You compare that to what the regional tele-
phone companies do, for example, where they are routing literally
billions of pieces of information and doing it instantly. You would
think for $42 billion we could come up with a system relatively
quickly that would manage the system much more efficiently than
we do today. And somehow it seems to me they don’t reach out, as
perhaps they should, to the private sector for some expertise which
is already out there.

Mr. WALKER. And it is not just the FAA. One of the things that
I mentioned to you before that we are working on is we are work-
ing on identifying commercial best practices for acquisitions and for
development, whether it be IT, whether it be weapons systems, or
whatever else. And you are right, there is a lot to learn from the
private sector, and we ought to not only encourage, in some cases
we ought to require that those practices be followed, unless there
is a clear and compelling reason not to, such as a credible national
security threat that is a near-term threat.

Mr. GUTKNECHT. Well, Mr. Chairman, I don’t want to be a fault
finder, and, you know, it is easy to make headlines and demagogue
some of this stuff. I do hope, though, that this will not be the last
of these hearings. I hope it will be the first. I would hope that we
will work with both the inspectors general as well as the General
Accounting Office and try to get to the bottom of this and help
some of these agencies develop systems which are more account-
able. We owe it to every taxpayer. When you think about how hard
some of the people that we work for work every day to pay their
taxes to the Federal Government, we do have a moral obligation to
make certain that they at least get their money’s worth. And there
will always be a certain amount of fraud and mismanagement in
any entity, but it strikes me that even with the improvements that
may have been made in some departments, we still have a huge
problem, and we have got to stay on it all the time.

Thank you, Mr. Chairman. I yield back.

Chairman KAsiCcH. Mr. Davis.

Mr. Davis. Thank you, Mr. Chairman, for holding this hearing.

I think it is important to acknowledge our role in this problem,
and let me start by describing what I think is becoming an alarm-
ing trend, and that is the level of earmarking that we are directly
responsible for, Mr. Chairman. This just happens to be the VA-—
HUD bill, and I am not going to take the time to read through this,
but let me just give you one statistic that I think we all should be
ashamed of. That is, in the Labor-HHS bill that passed last year,
which I voted against as part of the omnibus, the level of earmark-
ing in that bill was twice as much as the year before. The year be-
fore, the earmarking in that part of the bill was twice as much as
the year before.
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That is adding up to real money, and it is unraveling what fiscal
discipline has gotten us to surpluses. And it is something we all
bear responsibility for and we all should be alarmed about. Con-
gress is engaging in a very disturbing trend as far as earmarking
is concerned.

I want to talk briefly about Medicare and Medicaid, and also wel-
come our Comptroller General. It is great to have another promi-
nent Floridian engaged in such an important responsibility.

Let me start by telling a story that I think we all should remem-
ber. There was a fellow in Miami who was in the durable medical
equipment business. He was a former convicted drug smuggler. He
billed the State of Florida for $2 million in Medicaid for something
that was never provided to anyone. And when they arrested him,
he said the reason he was in the business was that it was more
profitable and less risky than smuggling drugs.

Now, that is a true story, and it is an important lesson, because
we have created a system where there are enormous temptations
to people like him.

Now, the good news is that one of the lessons the State of Florida
drew from that was to develop a surety bond, a criminal back-
ground check, and on-site inspections that have resulted in signifi-
cant savings in the Medicaid program in the State of Florida at a
relatively modest administrative cost.

A number of us supported legislation that adopted those same
changes for the Medicare program, which is equally susceptible,
and I am very disturbed to see in the inspector general’s report
today from HHS that those changes that were adopted in 1997
have still not been implemented.

I really think that is inexcusable, and I hope that we can talk
further about how we can get those fully implemented, because it
is a very simple example of a way to stop that from happening
again in the Medicare program.

Mr. Walker, I would like you to comment, if you could, on some
of the choices and tools that are available to us and where we
should be focusing our attention on further attacking the problem.
We have become heavily reliant on the False Claims Act. There has
been legislation up here to substantially weaken that act. In reac-
tion to that, the Attorney General has developed a memo for U.S.
Attorneys which I think was a very prudent memo in terms of
using this very, very powerful tool effectively.

Incidentally, Mr. Chairman, this law was passed in response to
contractors’ providing inappropriate materials to build cannon balls
during the Civil War. So this tool has been available for a long
time.

The inspector general of HHS testified last year in a Senate
hearing I participated in that one of the problems particularly in
the home health care area was that we were so focused on adminis-
trative costs, as we all are, that we were underfunding oversight
over the home health care program.

One of the other questions that we ought to ask: Is there a way
to more actively involve consumers in policing this? As the chair-
man alluded to, when you have got a third-party system, it is quite
difficult, but we have a lot of baby boomers who are certainly capa-
ble of reading bills and understand that it is their tax dollars that
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are lost when their aging relatives or themselves are being billed
inappropriately. And I certainly hear from those folks.

On the criminal prosecution front, we all take great pleasure in
the level of criminal prosecutions, and in my home, Tampa, we
have had some of the major criminal prosecutions in this country
in Medicare fraud.

But I think we have to ask ourselves the question: What has
been the level of restitution in these cases? Has this been some-
thing that has been good for the taxpayer, or has it just been a way
for us to feel good about putting bad guys in jail and keeping them
from doing it again?

Two other points. What other lessons can we draw from the
States? Mr. Walker, I happened to mention one in my home State,
Florida, about the surety bonds. Perhaps the States can help us
find some other ways to deal with this, particularly in the Medicaid
program where they are losing their tax dollars, too.

And, finally, with the advent of electronic commerce, since so
much of what we are talking about here is information manage-
ment, is the technology going to help us find ways to better skin
the cat here?

Mr. WALKER. Well, first, Congressman, as Willie Sutton said
when he was asked why did he rob banks, he said, “Because that
is where the money is.” Now, if you look at what percentage of our
economy is dedicated to health care, you understand why there is
a lot of fraud and abuse associated with health care, because that
is where a lot of the money is.

The fact of the matter is I think Congress needs to focus on a
few programs or a few areas to try to be able to have impact. For
example, acquisition reform. We have talked about the fact that we
have fundamental acquisition reform problems, whether it be FAA
as it relates to its systems, or whether it be DOD with regard to
its acquisitions and other areas. That is an area.

Repayment incentives. We talked about the fact that there are
a number of people that get overpaid. They are not even required
by the law to send the money back. In fact, we have got a law on
the books that says if there is not a prompt payment, we have got
to pay interest. On the other hand, if we overpay, they don’t have
to pay it back. They don’t have to tell us that we have overpaid,
and, in fact, when they send the money back, they don’t even have
to pay interest or a penalty. Now, that doesn’t make a whole lot
of sense. There is not a level playing field there.

In addition, I think that we have to look at performance meas-
ures. Under the Government Performance and Results Act, we
need to make sure that the departments and agencies are focusing
on performance plans that include these high-risk areas and areas
that need attention.

I think we need to increase visibility and transparency as it re-
lates to certain costs, such as health care costs, such that people
can have a better idea as to whether or not people are billing for
things that weren’t provided or whether they are billing for things
twice.

So I think there are a number of things, but I think ultimately
it is focus. There is a lot. You can’t do it all at once. You need to
focus on a few things. But I think that the Customs experience has



56

showed that if that happens—and, frankly, the Y2K experience
shows that if there is a focus by the executive branch and the legis-
lative branch on a key issue, we can get results.

Mr. Davis. Thank you.

Chairman KASICH. Mr. Knollenberg.

Mr. KNOLLENBERG. Mr. Chairman, if I might, I have a unani-
mous consent request to submit some questions, not to the current
testifier, Mr. Walker, but rather to Ms. Gaffney, and I must leave
the area now. So if it would be appropriate, I would like to have
the courtesy of having that made available to me so we can do that.
And I will make sure that they get the specific questions.

Thank you very much, Mr. Chairman. I appreciate it.

Chairman KasicH. Without objection.

[The questions of Congressman Joe Knollenberg follow:]

PREPARED QUESTIONS FROM HON. JOE KNOLLENBERG, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MICHIGAN

Questions for the Record for Susan M. Gaffney, Inspector General for HUD

I want to mention a few examples of waste, fraud, and abuse right in my own
backyard of Detroit and get your comments on whether they are symptomatic of
larger concerns within the agency.

The examples I am going to cite are from a project called “The Villages at
Parkside” in Detroit, which has turned into the poster-child for mismanagement and
cost overruns.

The first concern I have is about the spiraling cost of this project, which has been
funded by HUD’s HOPE VI initiative. Depending upon whom you talk to, prices
range from $217,000 per unit to $297,000 per unit. I don’t need to tell you that this
is a lot of money. In fact, the renovation of a single unit cost more than many of
t%e homes in my district! But no one is sure because the books are in such poor
shape.

Federal auditors have said that the cost of these homes should be no more than
$150,000 apiece. Such costs may be unprecedented for the HOPE VI program and,
frankly, it is outrageous that the price tag may be double due to the mismanage-
ment by the Detroit Housing Commission (DHC).

Further compounding this is the fact that many of the contractors who have
worked on the Villages at Parkside still have not been paid for their services. I'm
aware of a contractor who is now having serious problems meeting their payroll be-
cause the Detroit Housing Commission has misspent the funds and can’t pay them.
This contractor is not alone-there are other contractors who are having payment
problems with this agency. This concerns me a great deal.

I'm also very concerned about the DHC’s handling of the bid process for the Vil-
lages at Parkside. I'm aware of a contractor who was told by the agency that they
could submit their bid proposal an hour late after taking a wrong turn in driving
it to the headquarters. The contractor subsequently had their bid returned-un-
opened-and rejected because it was submitted after the deadline. Aside from the fact
that this company’s proposal turned out to be 10 percent less than the successful
bids, I think this raises serious concerns about the agency’s procurement process.
Accepting a bid proposal is the most basic of tasks and the Detroit Housing Com-
mission can’t even get it right.

The entire process for the Villages at Parkside has been a debacle. From soliciting
bids to paying contractors to cost overruns, this project has been a complete disaster
for the taxpayers from the beginning.

I'm not the only one concerned about the mismanagement for the Villages at
Parkside, the Detroit Housing Commission, and HUD’s oversight of the local agency.
The Detroit Free Press has published a series of articles exposing this debacle,
rampant mismanagement from the locals, and the relaxed oversight from HUD.

In fact, the latest installment was published on February 16, 2000, under the
title, “Housing Rehab Plans Crumbling” (page B1). It details how the Villages at
Parkside are $7.5 million over budget and the situation has been so badly mis-
managed that the project must be significantly scaled back.

I know the examples I just outlined are specific to Michigan and that you may
not be familiar with the particulars of these situations, but I suspect they are symp-
tomatic of larger problems.
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ngstion 1: Do you have any reaction or comment to the examples I have just
raisedar’

Question 2: Does HUD have an oversight mechanism in place by which it can
remedy these situations? If so, what are they?

Question 3: Are these examples symptomatic of larger problems for public hous-
ing? If so, please elaborate.

Question 4: In your opinion, will HUD’s “Management 20/20” reform plan allevi-
ate or remedy such problems?

Question 5: In your opinion, will any program HUD administers alleviate or rem-
edy such problems?

Question 6: What can Congress do to ensure that such egregious examples do not
occur again?

Chairman KAsicH. Mr. Sununu.

Mr. SuNUNU. Thank you, Mr. Chairman.

Thank you for being here, Mr. Walker. I want to focus on the De-
partment of Housing and talk about a number of the problems that
have been identified, perhaps some of the progress that has been
made in the particular areas of high risk, and talk about what you
may see as opportunities for making more progress.

Let me begin by talking about a point you made with regard to
the 2020 program. One of the opportunities that they identified for
improving their performance was to reduce the total number of pro-
grams. And although I sit on the VA-HUD Subcommittee, I must
admit I don’t know exactly how many programs they administer
currently. If you could perhaps enlighten us somewhat, what is the
approximate number of programs being managed within housing?
Have they achieved their goal of reducing the number of programs?
And, finally, are there any opportunities that you see that are very
straightforward where programs could be consolidated with little or
essentially no impact to the customer?

Mr. WALKER. An introductory comment, and then I will ask
Keith Fultz to address some more details.

HUD has their 2020 plan, which is a framework that, if properly
implemented, will achieve positive results. And that in and of itself
is good, but we have got a ways to go before we are going to get
those results.

One of the things they need to do is they need to focus more.
They have too many things going on, and they need to make sure
that they have the right people with the right skills in those areas.

Mr. Sununu. If I may interrupt, I want to talk more about that-
-the personnel issue and focus within specific programs are in some
ways a separate question. If you could at least begin by addressing
the question of absolute number of programs and, by definition,
what impact this has on administrative costs.

Mr. FuLtz. Right. The number of programs they operate are in
the high 200s, and they have been going through a process of re-
ducing and consolidating, so it would be difficult to give a precise
number at this time. But the number clearly is into the high——

Mr.? SUNUNU. Has there been a reduction over the past 2 to 3
years?

Mr. FuLTz. Yes, there has been. They have consolidated activi-
ties, placed responsibility and accountability, which they did not
have, as the Comptroller General has mentioned before, which is
extremely important. When we first started to look seriously at the
management of HUD, which goes back into the early 1980s and
maybe even beyond, we found that staff had no accountability or
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clear lines of responsibility. Managers did not know what they
were basically expected to do.

Mr. SUNUNU. In which areas of their current operations do you
see the greatest additional opportunity for consolidation?

Mr. Furtz. Well, when we first identified HUD as a high-risk
agency with the programs they were responsible for, they had basi-
cally 81 field offices that were directly responsible for managing all
the various aspects of HUD. What they have done, in accordance
with their 2020 plan, is to take those offices and functions and con-
solidate and centralize by functional areas, like financial manage-
ment, physical inspection of the properties, accountability, into key
central offices that have responsibility for overseeing all of the
HUD programs, including Section 8. The entire operation of HUD
is going through a very tremendous change in centralizing and con-
solidating.

Mr. WALKER. But what else should they do?

Mr. FuLTZ. What else should they do? They need to do a better
job of inspecting their properties. They need to do a better job

Mr. SUNUNU. I am sorry to interrupt. What areas, what opportu-
nities are there for further program consolidation? I mean, 250 pro-
grams, that is still stunning. Whether it has been reduced from 280
to 250 or from 400 to 250, I think most Members of Congress, let
alone most Americans, would be surprised to hear that the number
is so high. There has to be opportunity

Mr. FuLtz. There are opportunities, and we, in fact, are looking
at that right now, and that is one of the issues that we will be ad-
dressing and will be part of our decision as to whether or not the
programs at HUD remain on the high-risk list. I could provide
some detailed information.

Mr. SUNUNU. If you could provide the committee with a summary
of the various programs broken down by HUD function, I think
that would give us a much clearer picture of where the opportuni-
ties for performance improvement might lie.

Mr. Furtz. We will do that.

Mr. SUNUNU. If we could continue, talking a little bit more about
performance, and this sounds like an area where there has been an
attempt to improve, but it has been somewhat ineffectual. It is my
understanding that as part of the 2020 they have tried to imple-
ment a new procurement model. But it really only ended up re-
viewing one procurement action out of 150 or so that were taken
in 1999.

Why have they been so ineffective in reviewing procurement?
And I assume that those reviews are intended to avoid the kinds
of problems we heard about in DOD. Could you talk a little bit
about the procurement board and what needs to be done?

Mr. FuLtz. It goes back to the issue of financial systems, man-
agement systems, which were not fully integrated, and they are ad-
dressing that in their procurement activity, and once again, that is
an area where they are working on it, and I think the jury is still
out as to how successful that will be.

Mr. SUNUNU. Have they set a goal for doing a little bit better
than 1 out of 150?

Mr. FuLtz. They have improved their goal, yes, and they are
making performance measures——
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Mr. SUNUNU. What is the goal? Do you know what the goal is?

Mr. Furtz. I frankly don’t know what that goal is today, but,
again, as a result of the Performance and Review Act, where agen-
cies are required to place performance measures, is an area that
is helping HUD as well as other agencies in making better and in-
formed decisions. This will also provide the Congress with the over-
sight data that you need to make judgments about how well they
are doing.

Mr. SUNUNU. I want to talk about personnel focus. Mr. Walker
began speaking about it briefly, and, unfortunately, it is another
area where performance has been, I think—has represented a very
ineffectual use of taxpayer dollars.

The community builder program. First, I think it was your audit
or set of interviews that showed that two-thirds of those in the
community builder program spend more than half their time doing
PR work, which is an enormous problem in and of itself because
clearly that means people are spending time on a program or work
that isn’t part of the agency’s core mission.

Second, this committee, in working with people from HUD, has
come to realize that most of the community builders don’t have any
experience in the areas where they are supposed to be working in
the first place, that they don’t have the background in housing, and
as a result even if they were working on housing programs, really
haven’t served the taxpayers well.

Could you comment about those statistics, the interviews that
you did, and the weaknesses in this program?

Mr. WALKER. Let me comment first, and then I will turn it to
Keith.

Clearly, we have said that community builders were focused on
the type of activities you were talking about, Mr. Sununu, and
clearly one of the things that HUD needs to do, it needs to focus
more resources on oversight. Community builders may or may not
be a good idea, but the bottom line is you have got a finite amount
of resources, and their basic need is to have people focused on over-
sight.

Keith.

Mr. Furtz. That is correct, and the figures and statistics that
you stated are correct. And that was one of the major issues that
we addressed in our reports on HUD, the organizational structure
as well as their staff mix and the training and development that
they were providing their staff. They just weren’t operating and
weren’t training their staff the way they needed to be doing.

Mr. WALKER. And the kind of people that you need to do over-
sight are fundamentally different than the type of people you need
to do community outreach. And that is part of the skills, having the
right kind of people focused on the right thing with the right skills.

Mr. SuNnUNU. My last question is about the FHA property inven-
tory, and I have heard some officials from HUD suggest they are
making quick progress here. But I see some alarming statistics: an
increase in the absolute inventory from 24,000 or 25,000 properties,
to over 42,000, an increase in the number of defaults, and an in-
crease in the average loss on these properties.

It appears to me that performance is deteriorating, that the tax-
payers are being put on a hook whose size is ever increasing on a
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daily basis. Could you talk about that deteriorating performance?
And maybe point to which of these statistics we should look at
most closely in gauging any improvement in the future as well.

Mr. FuLtz. Yes, I will. You are correct. The number in the inven-
tory is increasing—in fact, it is approaching in the 40,000 number
now, and that is up from the 24 figures that you provided. The av-
erage cost to the Federal Government once these properties are
foreclosed, is about $30,000 per property. So the inventory approxi-
mately at this time of which the Government is susceptible to los-
ing is two—I believe it is $2.2 billion, and that program is under
revision by HUD. They have hired contractors to manage those.
There have, in fact, been problems with some of those contractors.

Mr. SuNUNU. This is the contractor that went bankrupt, had half
of the market——

Mr. FurLtz. This is the

Mr. WALKER. Forty percent.

Mr. FuLtz. Forty percent of the inventory which they were han-
dling, and they were doing a very poor job of managing and mar-
keting those properties, which would, in effect, result in your sug-
gestion that the Government could lose more money, because if the
properties aren’t maintained, if they are not secured, then they
don’t sell. And that is what we are facing.

That would be an area that I would be paying attnetion to, and
we are, in fact, reviewing that program as we speak.

Chairman KasicH. Mr. Holt 1s recognized.

Mr. SuNuNU. Thank you, Mr. Chairman.

Mr. HoLT. Thank you, Mr. Chairman, and thank you, Mr. Walk-
er, for good testimony.

I would also like to thank the chairman for stating that the goal
of today’s hearing is not to paint the agencies as the enemy. I think
it is important that we all understand that if the Government is
the enemy, then we, the people, are painting ourselves as the
enemy. And that is not the case.

There is, I think, a lot of responsibility, as Mr. Davis pointed out,
that rests right here in the Capitol as well, not just to limit ear-
marking but in the way that we put together our budget each year,
too. I know Mr. Jack Lew has said that it will take years for OMB
to untangle all the budget gimmicks that have been applied to ap-
propriations for the various agencies, and so I think there is a lot
we have to do there.

Also, you have spoken, Mr. Walker, about the number of occa-
sions where repeated flood victims are bailed out. And you refer in
your testimony also to the mining law of 1872 that requires miners
to pay;i no royalties to the Government for hard rock minerals ex-
tracted.

And one somewhat smaller but, I think, symptomatic case that
is not minor, has come to my attention through a study that I
asked the Government Committee to undertake. In Medicare we
are spending a great deal of money, I would say wasting a great
deal of money, because Medicare will reimburse injectible versions
of some medicines and not the tablet form.

Take the case of hemodialysis patients. Hemodialysis patients
must take calcium supplements. Medicare will not pay for the tab-
let form, but they will pay for the much more expensive injectable
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form, and as a result the Government is spending $103 million a
year, it appears unnecessary, and the patients themselves are
spending $30 million a year in copayments. So there are some
things that Congress does that force the agencies to do what you
are talking about today.

To return to some questions that were raised earlier, there was
some discussion about the earned income tax credit payments. It
is my understanding that Treasury says that all tax credits, includ-
ing EITC, account for only about 6 percent of total tax avoidance.
If the IRS were to hire more auditors, would it be a good idea to
devote those auditors to EITC and other tax credits, or perhaps to
corporate noncompliance or other high-income noncompliance?

Mr. WALKER. Let me mention first that I don’t know when that
estimate was done, but I can tell you that one of the concerns that
we have is that the IRS is not focusing enough on tax avoidance
and tax compliance in the last couple of years. But with regard to
your specific question, Jeff.

Mr. STEINHOFF. With respect to the earned income tax credit
cases, it gets back somewhat to a human capital issue if you are
speaking about shifting resources. Those people basically have the
skills to handle that type of case and could not probably take on
a more complex corporate case, which is much, much different.

Mr. HoLt. OK. Changing to a different subject, in the Depart-
ment of Education, there were some years back lots of charges
about the inefficiencies or downright fraud in the student loan pro-
gram. What can you say about default rates today and about the
performance of the Department of Education in tightening controls
there?

Mr. WALKER. Well, default rates have gotten better. Vic.

Mr. REZENDES. Yes. The current default rate now is a little over
8 percent. In the early 1990s, it was about 20 percent. And Edu-
cation has also been aggressive in recovering previous default mon-
ies. I think just a couple years ago it was like $2 billion in cost re-
coveries.

Mr. HOLT. And general comments about the efforts to tighten up?

Mr. REZENDES. Yes. They are instituting processes and checks in
place. I think the big one is still the match with the IRS, and that
is still to be determined. We talked about that earlier. And the dif-
ficulty there is IRS is looking for legislative relief from the Con-
gress to help out there.

Mr. WALKER. It is an IRS problem.

Mr. Hovt. Well, thank you. I see my time has expired. I will just
make the comment, by the way, that I have introduced a legislative
remedy for this Medicare kidney dialysis problem that I referred to
earlier.

Mr. Chairman, thank you.

Chairman KasicH. Thank you, Mr. Holt.

Mr. Thornberry.

Mr. THORNBERRY. Thank you, Mr. Chairman.

Mr. Walker, I particularly appreciate your emphasis on trying to
root out the systemic problems because there is no way that we can
legislate away mistakes or criminal behavior. But in some ways,
the most distressing idea to me is that the Government moves
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sleepily along its path, nobody really in control, wasting and abus-
ing money left and right.

I want to try to understand, getting back to this one example
that you brought up on the trailers. As I understood your testi-
mony, the Army decides it needs a trailer, and somebody comes up
with the specifications for how big, how wide, how deep, what kind
of axle it has got to have, and then it went out and bought some
of these without testing to see whether that would meet their
needs. Is that essentially what happened?

Mr. WALKER. Right. It was a failure in testing. They did not do
adequate testing before it went into production.

Mr. THORNBERRY. They did some testing, but they didn’t do ade-
quate testing.

Mr. WALKER. Right, they didn’t do enough before they committed
to production.

Mr. THORNBERRY. Was there some sort of a time pressure to get
these in the field right away because we were not going to be able
to transport battle equipment unless we had them out there?

Mr. HINTON. No, sir. There was no pressure, no time lines. What
was at work here, sir, was you had a set amount of money that you
had in procurement dollars that needed to get obligated on con-
tract, and that kind of goes to the heart of the systemic issue here.
It is the competition of funds within the Department.

Mr. THORNBERRY. So this is a “spend it or lose it” sort of situa-
tion that we have heard about in the Federal Government for
years.

Mr. HINTON. Correct.

Mr. THORNBERRY. And that is why things like this occur. It is not
really a testing issue as much as it is

Mr. WALKER. Well, but they are related. They are related. Be-
cause the concern is if you don’t spend it, you are going to lose it,
and, therefore, you do shortcuts such that you can then obligate the
money.

Mr. THORNBERRY. To get the money out the door.

Mr. WALKER. Correct. Obligated.

Mr. THORNBERRY. When you look at your commercial practices,
will you have suggestions for us on how we can move the incentive
Isihe %ther way to spend the money smartly not just to get it out the

oor?

Mr. WALKER. We will have a number of commercial best prac-
tices that will be in our report which we think will provide a good
foundation and some recommendations as to what the Congress
should consider and, frankly, the executive branch should consider.

Mr. THORNBERRY. And dealing in part with this problem?

Mr. HINTON. Yes, sir. And it goes all the way across the entire
process, and we have broken the process down, like quality assur-
ance, testing and evaluation, requirements determination, when do
you insert technology as opposed to rushing into production. And
we have gone out and done best practices work and are working
with DOD to build that into some of their acquisition guidance.

Mr. THORNBERRY. Do you happen to know whether there was a
commercial trailer available which could have met this need?

Mr. HINTON. There was not at the time a commercial trailer.
There was one that had been previously designed for another mili-
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tar;;1 need and the Army attempted to adapt it to their current
need.

Mr. THORNBERRY. OK. I don’t know if this is possible in your best
commercial practices work or not, but about as distressing to me
as the cost on some of these things is the time it takes to get equip-
ment deployed to the people who really need it, particularly as rap-
idly as technology changes, not with trailers but with nearly every-
thing else we have got with computer chips and stuff. And I hope
that these better practices can also shorten the time that it takes
to

Mr. HINTON. Yes, sir. That is one objective, and that is what our
research has shown, that if you change some of your business prac-
tices, you can move things along much quicker, less cost, and actu-
ally put yourself in the position to make sure that what you are
buying gets the job done.

Mr. WALKER. Yes, improved quality and performance.

Mr. HINTON. Absolutely.

Mr. THORNBERRY. This is a basic question I guess I don’t under-
stand, and it is not just Department of Defense. How can there be,
as I think your report said, something like $24 billion in
unreconciled transactions? How can we send that much money out
the door and basically not know where it went? There has got to
be a purchase order, a contract associated with it, or something.
And I see with defense that a fair amount of money goes without
a valid contract attached to it, and all of these—how can that hap-
pen? It is kind of like the chairman’s “How can this be?” question.

Mr. WALKER. Well, the problem is not necessarily where it went,
but who it gets charged to, and having the appropriate documenta-
tion to support the expenditure in order to be able to make that
allocation. Jeff.

Mr. STEINHOFF. DOD has a very complex accounting operation.
The Comptroller General mentioned before the lack of integrated
systems, the complexity of it. And what happens is a payment is
made. It then has to be matched up against an obligation. It is not
done automatically through a system, and you have very complex
accounting codes where you might have 100 or 120 digits related
to an item to account for it.

So, it gets into the wrong queue at some point in time and it
must be reconciled.

Mr. THORNBERRY. And you can’t go back and figure out what
went wrong.

Mr. STEINHOFF. It is very hard to do it.

Mr. THORNBERRY. I see.

Mr. STEINHOFF. And your focus is on paying the next amount
and the next amount because you want to make your vendors
whole.

Mr. WALKER. And on the Prompt Payment Act there are actually
penalties if we don’t pay on time.

Mr. THORNBERRY. Well, is this one of those areas where we need
to make an investment to get them a new computer system or a
new software or something to be able to talk with one another and
not have 100 digits to sort through, to code a payment?

Mr. WALKER. We need to have the design specs down before we
give money. I think one of the problems is that in some cases there
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may need to be targeted investments, so, this may well be one. But
we need to make sure that they got the right kind of plan in place
so that they are going to prudently spend those dollars before you
just give the dollars.

Mr. STEINHOFF. They have to really basically reengineer a lot of
their business processes, which they are now trying to do in ear-
nest. Maybe they can use electronic commerce, a swipe card for in-
stance to make payment, whereby you would pay for an item and
then it would automatically go to the accounting records. You have
to have an integration of the program and accounting systems.

Technology would be a facilitator but that must be planned out
very well before you go ahead with it.

Mr. WALKER. And you don’t want to automate DoD’s current
processes.

Mr. THORNBERRY. Right.

Mr. WALKER. You need to reengineer the processes, streamline
the processes before you try to automate or else you got two night-
mares.

Mr. THORNBERRY. Let me ask you about one other area. I see
some references to a growing concern about fraud and DoD health
care. That is an area that a lot of folks in Congress have spent a
lot of time and concern about that it is not enough to meet the
needs or meet the promises that we have made in the past, and
the idea that there is deliberate fraud or waste is very distressing.

Can you tell me what the size of the problem is and what the
nature of that problem is?

Mr. WALKER. I don’t know that I have an estimate. I will ask Vic.
I will tell you it is not just a matter of efficiency, it is also a matter
of who is getting the health care. And in some cases, the health
care is being provided to portions of beneficiaries that it wasn’t in-
tended to be being provided to because we have got excess capacity
in the VA system that people are trying to use up this capacity and
justify what they have.

I mean, for example, we have got infrastructure in VA that is
multiple times what they really need. We have got a lot of duplica-
tion between different types of health care providers in Govern-
ment.

Mr. REZENDES. He is exactly right. Both in the DoD and in the
VA system there is excess capacity. Especially looking at how the
demographics of the military population has changed, including
those on active duty. Most of the people we are providing medical
coverage to are retirees, not active duty people.

There are a number of efforts underway to get them into more
managed care, TRICARE and various other kinds of things. And
when you get into managed care you run into the same kinds of
fraud problems as you would in any kind of medical system.

Mr. THORNBERRY. So, is it worse than managed care in the civil-
ian sector? Is it about the same? Or do you——

Mr. REZENDES. I couldn’t even guess.

Mr. THORNBERRY. OK. Thank you.

Chairman KASICH. Let me just say to the gentleman from Texas,
who I know has become increasingly frustrated with what he has
observed over in his other committee, that I think this committee
is going to proceed probably by breaking up into task forces.
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And what we will attempt to do is to have members on both sides
in a task force so that we can narrow down these issues to find out
which of these things are legitimate, which of these things are
hype. There is no question you are going to be on the defense task
force. If I had my way you would be chairman of it, we will see.

But we hope to break this down so that we can carefully scruti-
nize all of these areas and spend this year just staying on top of
things. It is a good role for the Budget Committee now that we
have balanced this budget and can be a center point of these
things.

I think next is Mr. Price, the gentleman from North Carolina.

Mr. PriCE. Thank you, Mr. Chairman.

Mr. Walker, welcome. I want to commend you on your testimony
and on all the good work that lies behind it. I am particularly glad
to see you focusing on the issue of Medicare fraud. As you know,
that is of particular interest to the committee and the Congress.
And T think it is entirely appropriate that you focus on the out-
rageous and often criminal behavior that has defrauded bene-
ficiaries of that program and the American taxpayer.

We are struggling to fund Medicare. We are struggling to extend
Medicare’s solvency. We are struggling to cover the legitimate
costs. And we need to struggle to expand Medicare and improve
Medicare and particularly to include prescription drug coverage.

So, it is just deeply frustrating to find that funds have been si-
phoned off through fraud. That is a profound disservice to those
who depend on that program and to the taxpaying public and also
to the providers. Because of the need to root out fraud providers
often have to be hassled to do more paperwork, to provide more
evidence,-- legitimate providers. And, of course, that is another
price we pay for the few who abuse this program.

So, I appreciate your focus on that and I take some encourage-
ment at the progress we have made. Although I want to turn to
another department in my limited question time here, I do want
to make note of that 45 percent reduction in the Medicare payment
error rate. I want to ask you for the record, if you will, to provide
an answer, that is assuming some other member doesn’t raise the
question. If you could, let us know to what you attribute the dra-
matic reduction in the Medicare payment error rate and also per-
haps back up a bit and give us an assessment of the claims proc-
essing controls; how they work, which ones do work, which kinds
of controls work in detecting fraud and abuse, which controls are
inadequate or are not worth the effort that we put into them. Help
us, if you will, with a report on the techniques you are using there,
the tactics you are using and how, and what next steps you envi-
sion?

Let me turn to the Housing and Urban Development Department
for an oral response here, if I might, because here, too, we have
programs that our constituents depend on. I would ask you espe-
cially about the Section 8 program. In my district many, many peo-
ple -- low-income people, disabled people -- depend on that pro-
gram. There are never enough Section 8 slots and that is partly a
matter of not having the certificates and partly a matter of not
having the participating properties. But we need to, of course,
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make certain that that program is benefitting the maximum num-
ber of people in need.

And, so, we want to make sure those dollars are being properly
spent and properly directed. And as you know, there were some
negative findings back in a GAO report in fiscal year 1998 about
excess housing subsidy payments -- something like $857 million, I
think you found, out of an $18 billion total, this, of course, is way
too high.

I do understand though that HUD has moved to try to rectify
some of these problems and I would like to have your assessment
of the adequacy of those mechanisms and any progress or lack of
progress that you would want to comment on that we have made
so far.

In particular, we have the sample-based audits. They have pro-
ceeded from or moved beyond the paper-only, sample-based audits
using dated Social Security information to a fully automated data
management system. There is this new real estate assessment cen-
ter which is matching up the Social Security and the IRS data to
determine tenant eligibility and underreporting. And we have the
tenant income verification system within the REAC which is aimed
at stopping fraud.

What kind of assessment would you give of the Department’s re-
sponse to these earlier findings, particularly in this area of Section
8 and tenant fraud?

Mr. WALKER. A couple of things. First, that work on Section 8
actually was a combined effort, I believe, of GAO and the Inspector
General. Secondly, we currently have a review under way of a
number of different, of our outstanding recommendations, with
HUD and the status of where they stand that cause them to be on
high-risk.

For example, I have a draft letter that I probably plan to send
to Secretary Cuomo within the next few days that is based on a
meeting that I had with him within the last month that summa-
rizes all outstanding recommendations that GAO has with HUD in
order for them to make sure that they are focusing their efforts.

And I would ask for Keith Fultz to comment on the Section 8 sta-
tus.

Mr. Furtz. 1 would say that they have made substantial
progress. The area that I would be concerned about is the internal
controls and making sure that there are mechanisms for reporting
the income in this particular program. As you know, it is 30 per-
cent of the income and that is where the subsidy kicks in. And I
believe HUD and the Inspector General have done some work in
this area, has identified the internal controls and how that report-
ing mechanism is working in the systems that you described. It is
still, in my opinion, in the early stages of implementation and the
results are yet to come.

Mr. PRrICE. I appreciate that answer, and realize it is too early
to ask for a kind of comprehensive assessment of this. But do the
mechanisms seem to be well-designed to achieve the desired result?

Mr. FuLtz. From what we have looked at, yes, they are.

Mr. PriCE. Now, I think it is interesting that the HUD IG’s re-
port that we are going to be hearing later today—and I regret, too,
Mr. Chairman, that I will not be around this afternoon— although
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it is quite lengthy and relentlessly critical, really gives no very de-
tailed account of this effort at correcting these problems within the
agency.

And since I won’t be here this afternoon, I want to make one
comment about this. This IG’s report is pretty negative, and doesn’t
seem to give much attention to the more constructive efforts that
are underway and there is one phrase that jumps out at me here.
The IG at one point sarcastically refers to the Secretary as “Mr.
Clean”. Now, Mr. Walker, does that strike you as good professional
practice? Would you do that sort of thing in a report on an agency?

Mr. WALKER. Well, I really wouldn’t want to engage in a peer re-
view of a fellow accountability professional. I will say this, we at
GAO have certain core values: Accountability, which is what we do;
integrity, which is how we do it; and reliability is how we want to
be received. With regard to integrity, we want to be professional,
objective, fact-based, nonpartisan, nonideological, fair and bal-
anced. That means that we understand we work for the Congress,
we are a watchdog, we want to find out where the problems are.
And, on the other hand, if progress is being made we want to ac-
knowledge it and we think that is important. Because the ultimate
objective is to get a positive result. And the ultimate objective is
to solve the problem for the benefit of the taxpayers and frankly
to try to help improve the public’s confidence in and respect for
their Government. You would have to ask the Inspector General.

Mr. PrICE. Is she in the room, Mr. Chairman? I don’t want to
make an unfair comment. If she would like to explain why she re-
fers to the Secretary as “Mr. Clean” I would be happy to hear the
answer.

Chairman KasicH. Does the gentlelady want to take the micro-
phone? This is highly unusual. But go ahead, if you want to re-
spond, use that microphone, Ma’am.

Ms. GAFFNEY. I did not intend to refer to the Secretary as “Mr.
Clean”. You know the “Mr. Clean” that used to appear on house-
hold detergent cleaners from Proctor and Gamble? It was my un-
derstanding that that person, “Mr. Clean”, showed up at the cele-
bration. I had no intention of referring to the Secretary.

Mr. Price, on the question of the matching, it has been about 9
years that we have been reporting this income verification problem.
This year, for the first time, we truly see progress being made.
That is in my statement.

Mr. PrICE. Where, in that statement, does that occur?

Chairman KASICH. I think the gentlelady is not under oath here.

Mr. PriCE. For the record, if you could reference that?

Chairman KASICH. She is going to be here to testify but you are
going to have to go, so, we will make sure that if you have your
staff here and listen to what the gentlelady has to say.

But I remember “Mr. Clean”. I think he came on in commercials
in between the “Petty Coat Junction.” [Laughter.]

OK. The gentleman from California is recognized.

Mr. MILLER. Thank you, Mr. Chairman.

I have some questions for HUD. And we have had a lot of words
used today: inefficiencies, fraud, mistakes, criminal behavior, Gov-
ernment 1s not the enemy, we should not attack Government be-
cause we are the Government.
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I want to preface my questions with a story. We have heard a
lot of stories. It was about two fellows that were general contrac-
tors. One was probably 21, 22, the other was probably 40, 41. Back
in 1970 and 1971, they were put on the approved contractor’s list
for HUD where they could bid HUD programs in the L.A. area.
And they were bidding work in East L.A. and as they started bid-
ding work every time a bid would come up they tended to be the
low bidder. And they started to get a large quantity of low-bid ap-
provals from HUD and they were put on the list accordingly. And
they started to do the work and they were doing good work and
kept bidding RFPs, and there was quite a few other contractors in-
volved in that area. And they were taking a lot of the work because
they were bidding at a better price than their competitors were.

I probably could say that this story would be called a bureau-
crat’s worst nightmare come true and I think you will find out why.
All of a sudden one day the local director for HUD called the part-
ner in, who was in his early 40s, and told him—and you under-
stand how HUD work was broken down at that time, you had to
list the costs of each associated task, list your overhead, and you
had to list your profits separately. And your profits generally were
about 30 percent of the HUD bid at that point.

The director told the one partner that if they wanted to bid any
more HUD work he would have to give the director a third of the
profits in cash prior to the contract being let. Well, the older part-
ner came back to the younger partner who was in his early 20s and
the younger fellow was the one doing all the bidding and actually
running the work in the field. And the younger fellow, I guess he
was naive, told the older fellow that the director couldn’t do that,
that they were on the approved bid list and they couldn’t stop them
from bidding on Government work, which was, in essence, probably
true.

The problem was from that day forward this same company
would bid RFPs for HUD, they would be low bidder but HUD al-
ways found a mistake with the RFP. And it had to be restructured
and when the RFP was restructured this company was off bidding
another RFP and this RFP was out to bid to some other contrac-
tors.

Well, that young contractor is a member of Congress sitting be-
fore you today. So, you have to understand I look at HUD from a
different perspective. The only thing that could make this night-
mare worse is if I was Secretary of HUD. It would probably be a
little worse.

I have some questions. And I hope I have a little time to do this.
My concern with HUD is the money they are losing by keeping
large inventories of foreclosed FHA homes. Let me give you a list
of a few statistics and I think they are important. And let me know
if these numbers reflect a strong agency performing well in a good
economy.

Federal Housing Administration, FHA Mortgage Insurance paid
out 77,000 claims worth $6 billion in 1998. That cost is passed on
to consumers through higher premiums. In 1977, single family
homes stayed in the Federal inventory for an average of 5.4
months, in 1998, the average time in inventory was 6.6 months,
and last I checked it was still increasing.
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In 1996, HUD had 25,000 single family properties in inventory.
In 1998, the inventory increased to 40,000 and as of June 30, 1999,
HUD had 50,000 properties in inventory. And that inventory of
50,000 homes was in a market where every other sector’s inventory
was almost zero.

I mean realtors were having a problem listing homes because
there were none available. The HUD single family inventory was
valued at $1.9 billion in 1996, and it increased to a value of $3.3
billion in 1998. And 15 percent of HUD’s properties are held in in-
ventory for more than 12 months. This is compared to the industry
average of 2 or 3 percent, where they have an inventory of more
than 12 months.

In 1996, average loss per property on HUD was $28,000. In 1998,
the average loss had increased to $31,700, a 12 percent increase;
and as of June 30, 1999, the average loss number was $32,470. You
can multiply 50,000 properties in inventory by the average loss of
$32.470 and that is $1.6 billion.

This is not just a theoretical problem for my district and many
districts throughout the country. One city I represent has over 200
properties that are boarded up that are considered HUD inventory.
Local officials are frustrated with excessive amounts of boarded up
properties and again my question was, do these numbers reflect a
strong agency performing well in a good economy?

Mr. WALKER. Not in conjunction with that program. I mean the
fact of the matter is that we have done work in this area, the In-
spector General, who will be here later to testify, has done some
more recent work. In order for the inventories to increase in this
type of economy, obviously that tells you something about the con-
dition of the properties, which comes back to one of the issues that
we talked about earlier, and that is the need for more oversight,
not just to focus on cost, but to focus on other factors that cause
this inventory to rise.

And I don’t know if Keith would have another comment.

Mr. Furrz. I think the Comptroller General is right. And to the
best of my knowledge the figures that you have described are accu-
rate. And HUD has a program which they are trying to improve
these issues and that is the market and management contractor’s
program where they have hired contractors to manage these prop-
erties. Frankly, the results of some of those contracts have not been
successful.

In fact, one, as we have mentioned earlier, held about 40 percent
of their inventory and because of mismanagement and financial dif-
ficulties declared bankruptcy. And those projects or those homes
are now back into the inventory. Many of those homes are getting
older, are deteriorating, and that is why we have recommended the
need to monitor and to inspect. And the issues that you have
talked about are absolutely correct.

Mr. MiLLER. How would you rate HUD’s system of monitoring
grantees? Apparently some in HUD just continually monitor the
grantees that happen to be near their offices.

Mr. WALKER. In this particular program D plus, C minus. But
you might want to ask the Inspector General.

Mr. MILLER. Is that the lenient curve, too, probably right?

Mr. WALKER. You mean we are on a curved system?
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Mr. MILLER. There is a curve there to give that.

Mr. WALKER. Everything is relevant.

Mr. MILLER. Another problem I have——

Chairman KAsicH. Mr. Miller, we are going to have to move on.
The only reason is that we have got the IGs, who are going to be
here, and we have the HUD IG and we need to try to get to them
before we get too late. But I don’t want to discourage you.

Mr. MILLER. Thank you, Mr. Chairman.

Chairman KasicH. OK.

The gentlelady from Michigan.

Ms. RivERs. Thank you, Mr. Chairman.

Thank you, Mr. Walker, I am very pleased to hear your report
today. I am pleased to hear the thoroughness with which you have
done your investigation; not as pleased to hear some of the infor-
mation that you are sharing with us.

I want to ask a series of questions that really goes in a little dif-
ferent direction because one of the things we have been discussing
as a Budget Committee and that we are going to discuss in the fu-
ture is whether or not the elimination of fraud, waste and abuse
can be a legitimate factor in our budget deliberations this year. In
other words, whether or not the existence of fraud, waste and
abuse represents a justification for lowering our discretionary
spending caps.

And the thing that I am particularly interested in is whether or
not we can quantify the problems that you have out there? And I
ask that because I listened to you talk about problems that could
be categorized as internal oversight procedural problems which
may or may not create a loss. They are a problem and they need
to be rectified so that you can keep track of what is going on but
there may or may not be money associated with that.

You talked about problems like the trailer where there were
some very bad decisions made. And some of that money could have
been saved but ultimately we would have had to have made an ex-
penditure no matter what. So, you can’t simply look at the cost of
this and say all of that money could be captured or be recovered.

And then you talked about other kinds of problems that could be
addressed through changes in personnel, through mechanical
changes, computer systems, whatever, which seemed to suggest
that we would have to spend some money in the short-run to gain
some money in the long-run.

So, given these different kinds of factors that exist, how reliable
can you be at attempting to quantify how much of this money is
recoverable as part of a budgetary process?

Mr. WALKER. I don’t think that you can generalize. The fact is
there are a number of different buckets here. There is fraud, waste,
abuse, mismanagement, inefficiency. However, some of these rep-
resent items that will take a considerable amount of time in order
to be able to resolve. It will take a partnership approach on behalf
of the Legislative and Executive Branch to be able to address. In
some instances, but by no means all, they might require target in-
vestments, but I do think there is a lot that can be done, quite
frankly, without those targeted investments by dealing with some
of these systemic issues.
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But dealing with some of these systemic issues, in many cases,
is going to take time.

Ms. RivERs. Well, then how—and I hate to put you on the spot
to speculate on our efficiency here, though everybody else does—
how effective do you think we could be as a body trying, in the
space of a 6-month budget process, to come up with a reliable num-
ber that we can plug into the budget and say, yes, we feel com-
fortable that this much money will be recovered in the next budget
year?

Mr. WALKER. It would be extremely difficult. I mean the fact is
you might be able to come up with a number and we might be able
to help you come up with a number as to what the potential sav-
ings opportunities are but then you are also talking about within
a horizon. If you are talking about a 1-year horizon, that would be
extremely difficult.

Ms. RIVERS. OK. The other question I have is really a strategic
one which is the sort of idea that by lowering overall spending we
will have some sort of impact on specific problems. And the analog
I would point to is Medicare where we made some changes in over-
all spending in an effort to get to the fraud, waste and abuse in
home health care and we ended up taking a big bite out of pro-
grams where there was not fraud, waste and abuse because it was
the blunt instrument of an overall cut.

What do you think the efficacy of simply making cuts in overall
budgets would have on dealing with specific problems? I mean
would we necessarily produce the results we want through that
kind of a strategy?

Mr. WALKER. The inefficiencies and the potential for fraud,
waste, abuse and mismanagement vary across Government. And
even this last time, where there was an across-the-board cut, there
was discretion given as to where those cuts should be taken. I
think it is important to be able to target whatever cuts to the areas
where you think there is the most opportunity because the effi-
ciency varies. Fraud, waste, abuse, mismanagement varies. And
those decisions should vary.

Ms. RIVERS. So, you are suggesting that if we really want to have
an impact on this problem we identify specific problems and target
budgetary cuts to those areas as opposed to generalized cuts within
agencies?

Mr. WALKER. Ultimately you need to be able to target. How you
achieve that, there are several ways to do it, but ultimately you
need to achieve some targeting.

Ms. RIvErs. OK. The last question that I have, I listened with
a certain bemusement to the discussion about the waste in the De-
partment of Defense, because I can recall just not very long ago
when we were finishing up last year’s budget we were having a
very lively discussion right here at this table about who was willing
to spend more on defense. And we were busily adding dollars in
after the budget process had finished.

I have been here for 6 years. Each and every year Congress has
exceeded its beginning number on defense and added in weapons
system and dollars at the very end of the process. Do you think
that that behavior on the part of Congress has helped or hurt the
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kinds of things you were discussing today relative to the Depart-
ment of Defense?

Mr. WALKER. I think it has hurt. I think the fact is that there
has been too much focus on the top line, there has been too much
focus on symbolism, and we have not done enough work, meaning
the Executive Branch, as well as some cases, the Legislative
Branch, to focus on what type of return are we getting on those in-
vestments? And where are there opportunities to spend the money
more wisely to be able to meet legitimate needs.

Ms. RIVERS. Great. Thank you.

Thank you, Mr. Chairman.

Chairman KASICH. Let me ask the members, if you have a com-
pelling question we will let you ask it. I just wonder if it would be
possible to move to the IGs?

Mr. BENTSEN. Mr. Chairman, I would have been here earlier but
I had the Chairman of the Federal Reserve testifying before the
Banking Committee and I gave him preference.

Chairman KAsicH. How did he do?

Mr. BENTSEN. He did OK. Less forthcoming than this panel.

Chairman KASICH. I was just trying to get to the IGs but if you
have some questions, go ahead, you are recognized.

Mr. BENTSEN. That would be great, Mr. Chairman, and I think
they are on the clock so I think they are getting covered.

First of all, I want to commend you for having these hearings
and the only thing I would add to it, Mr. Chairman, is in addition
to having GAO and the IGs up here, I think you ought to haul the
managers of the Departments up here and put them on the hot
seat. A number of us, came from the private sector. I wasn’t a law-
yer or anything like that. But if a department head had these kind
of problems they would be hauled before the board or the chair-
person of the company and told to explain their overruns. So, I
would encourage you to do that.

Now, let me ask a couple of questions. I think fraud, waste, and
abuse is appalling in any respect and I have seen it in my own pri-
vate sector experience like the gentleman from California and I will
get into that in a second. But let me ask you, Mr. Walker, to what
extent—and Ms. Rivers touched on this a little bit about congres-
sional add-ons, things in the Defense Department, things like heli-
copter carry ships and things like that—but let me ask this, to
what extent does congressional action and inaction have impact on
some of the issues you address in here and let me be specific.

You talked about EPA, the Department of Energy and others
having trouble with Superfund collection of cleaning up sites. How
much does the inaction of Congress, certainly since I have been
here for 5 years and even 2 years prior to that, to pass any sort
of Superfund reform legislation to try and cut through this mess
have an impact on that? We, in fact, haven’t even reauthorized the
Superfund tax program, I think, for the last 4 years. What impact
does that have?

And then let me ask you about things like the VA buildings. We
heard about this a year or two ago. There were a number of press
reports on this. But I think if I read correctly there was a great
deal of congressional objection to closing down any VA buildings
that might be in their district.



73

And then let me ask you about the FHA and the IRS. With the
IRS there have been recent reports—a number of us pushed to
bring Mr. Rossotti in, the man from the private sector to run the
IRS, rather than having a tax lawyer in there running it—he has
now raised concerns about the bill that I cosponsored and a num-
ber of us voted for, a Taxpayer Bill of Rights, saying that we now
don’t have sufficient auditors to enforce the Tax Code as it is. Are
you finding problems in your work with that?

And then with respect to FHA and HUD, I was an investment
banker back in the 1980s and 1990s before I came to Congress.
And I did a transaction in Houston for a project, a multifamily
project that had been FHA insured. We took it out of FHA. It was
under the old coinsurance program. It was called, I think, Colonial
Arms, if T recall correctly. It first was financed at $35 million, if
I recall; then it was refinanced at over $40 million, when it was
going belly up. And then it went belly up. My client bought the
project at auction for $7.6 million, as I recall, where it just barely
cashed-flowed at those numbers and we privately financed it in the
credit markets and the taxpayers took a bath for the rest.

That was under the old coinsurance program that HUD devel-
oped in the 1980s under Secretary Pierce, and if I recall correctly
it wasn’t until the latter part of the 1980s or early 1990s that Con-
gress finally stepped in and eliminated that problem.

Now, with respect to FHA I have now heard two Secretaries of
HUD testify before the Banking Committee about the need to re-
form FHA and restructure FHA much in the same way that the
GSEs are, Fannie and Freddie, to give them more flexibility. Does
your analysis indicate that if FHA was restructured along the lines
that Secretary Cisneros originally proposed, give them more flexi-
bility, that they would be able to address things like the lag time
on REO and the impact on their cost, even though it is an overall
profitable program. And I will stop there.

Mr. WALKER. Let me take a shot at trying to address some of
those. First, with regard to the question of the Legislative Branch
and what can the Legislative Branch do? First, I think more over-
sight which is what this hearing is intended to encourage. This is
a beginning, not an end. There needs to be more oversight. Sec-
ondly, sometimes the Legislative Branch gets involved in micro-
management and that has clearly happened in the case of Medi-
care. I mean it has prescribed solutions and it has prohibited
HCFA from being able to exercise management responsibilities in
certain areas where it makes sense.

With regard to VA, there is absolutely no question whatsoever
they have significant excess capacity. The question is, how best to
deal with that? And, therefore, should there be a civil base closing
type commission or something. And it is not just VA. There is a lot
of excess Federal facilities that don’t have anything to do with
DoD. The world has changed. Whether it be the State Department,
whether it be the domestic agencies, we don’t need to physically be
everywhere that we had to be when we didn’t have the type of com-
munications and technology that we do today. And we ought to look
aﬁ that especially with regard to costs, security threats, and other
things.

Mr. BENTSEN. If I could just interject.
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Mr. WALKER. Yes.

Mr. BENTSEN. FHA, as you know, on the Ginnie Mae program is
going to a centralized function like Fannie and Freddie, which ac-
tually I have gotten complaints from some of the real estate indus-
try about it. I think it is going to work out better and I think they
will find that to be the case.

Mr. WALKER. With regard to Commissioner Rossotti, who I meet
with every 3 to 4 months, because they have more than they can
say grace over. We are trying to have a constructive engagement
approach with them. And they do have an issue that the pendulum
swung too far. The pendulum has swung too far in that they are
very focused on customer service. They are not focused enough on
compliance. There is a happy medium in there some place.

And, last, with regard to HUD, you know, additional flexibility
may help but there are a lot of other things they need to do before
you get to that point. I mean I think you need to make sure that
they have got their priorities, they have got the people focused in
the right area, they have got the right kind of controls in place and
then at that point in time you might want to think about addi-
tional flexibility.

Mr. BENTSEN. And with respect to EPA and the Superfund?

Mr. WALKER. EPA and Superfund, Keith.

Mr. Furtz. I would suggest that what EPA needs to work to-
gether with many of the other Federal agencies: they need to make
better decisions on the basis of priority and risk-based decisions.
We, as a nation, are facing cleanup costs in our Federal facilities
that DOE, EPA and other Federal agencies manage approaching
$300 billion. And we are finding even within agencies, in fact, Mr.
Spratt would be aware of the DOE problem, they have not
prioritized, they have not identified and they haven’t made risk-
based decisions.

And what we mean is there are facilities that are being cleaned
up today at tremendous cost that might not be at as much risk to
the public safety and health as others. And these agencies need to
do a much better job of making risk-based decisions.

Mr. BENTSEN. I am going to get gaveled on this but do you think
the lack of—Congress has been talking about reforming the Super-
fund law for the last 6 or 8 years and every year we say, well, we
can’t get there—and do you think that has some impact on the
agency’s ability to carry out the law when they know that the
sword of Congress is hanging above them on what the rules are
going to be or what they ought to be doing?

Mr. FuLTz. 1 believe that the agency needs more direction and
more guidance. And I think that would be helpful. They have ad-
ministrative procedures which we recommended they need to im-
prove upon, but clearly direction would be helpful.

Mr. BENTSEN. Thank you.

Mr. WALKER. But they can make some progress, too, without that
direction.

Mr. BENTSEN. Thank you, Mr. Chairman.

Chairman KAsicH. Mr. Hoekstra.

Mr. HOEKSTRA. Thank you, Mr. Chairman.

We just had a question as to—I can’t read that chart and what
is behind the trailer—but my question relates to in your testimony
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on page five you identified Table I, which is the 1999 High-Risk
Areas in the Year Designated. Does the Department of Education
now fall under a high-risk area?

Mr. WALKER. There is one of the programs—the student loan
program. It is just the program. It is not the entire department.
Generally when we designate high-risk we designate it based on
programs or functions, rather than a department.

Mr. HOEKSTRA. How can I get your attention on the Department
of Education for an agency that gets $35 to $40 billion in discre-
tionary funds, they manage a huge loan portfolio. For 1998 their
books were not auditable or that they could not get a clean audit.
We met with the auditors this week. They said that the grade for
this year would possibly be a C— and perhaps as low as a D—,
meaning that if they were a publicly held company the trading of
their stock would be suspended or their market value would go
down.

Yes, go ahead.

Mr. WALKER. First, we are not the auditors for the Department
of Education. But there are some serious issues here that have to
be addressed. They are one of the agencies that are lagging as far
as the 24 major departments and agencies as it relates to financial
management challenges and the ability to be able to get a clean
opinion.

Jeff, do you have an opinion?

Mr. HOEKSTRA. They may be lagging and I know you are not the
auditors.

Mr. WALKER. No.

Mr. HOEKSTRA. But reading the description of what you do is to
following the Federal dollar and in this case we are running $85
to $100 billion through that agency and you can’t follow the dollars.

Mr. WALKER. Well, let me address that directly for a second and
then I will let Jeff comment. First, 95 percent of the work that
GAO does is based upon congressional mandate, committee re-
quests and member requests. So, we don’t really have a whole lot
of discretionary resources.

And, so, I am not exactly sure what we have going on right now
in Education but Jeff might be able to tell us with regard to the
financial side.

Mr. HOEKSTRA. And I think you have been helping us. And I
think we are going to—well, Lorraine Lewis is going to be here—
but I think also in the supplemental we are requesting a signifi-
cant funding for either GAO or another entity to do a very in-depth
analysis of what is going on within the Department because with
that kind of money going through that Department and not having
a clear flow or understanding where the money is going. So, what,
you don’t have the discretionary funds. It is our job to get you the
discretionary funds to do a thorough analysis because if the books
can’t be audited you are just creating an environment that is ripe
for waste, fraud, and abuse.

So, did you want to add something?

Mr. STEINHOFF. Yes. Basically this is an entity that just doesn’t
have the basic financial systems in place. They did get a clean
audit opinion at one time but that was based on a heroic effort. It
is my understanding Education prepared 1,800 spreadsheets, comb-



76

ing through records and coming up with numbers months after the
year. Last year they issued their financial report, 8.5 months after
the legislative due date of March 1.

They came out November 18. Education had a disclaimer of opin-
ion, serious accounting problems, serious control problems. They
are one of 21 of the 24 CFO Act agencies whose systems do not
comply with the Federal Financial Management Improvement Act,
an Act that was sponsored by one of your former colleagues, Sen-
ator and Representative Hank Brown.

Senator Brown knew the importance of getting to the end game
of having the information day-to-day and having the systems and
that is what they lack today.

Mr. HOEKSTRA. Good. Thank you.

Chairman KAsicH. Mr. Moran.

Mr. MORAN. Thanks, Mr. Chairman. Actually, the Department of
Education, and even I think the inspector general has another
point on some of that I would say to my colleague, and most impor-
tantly some other facts that I think they will put on the record. I
am not going to pursue it, but I think there is another very valid
point of view on some of your major concerns there.

Mr. HOEKSTRA. They have had the opportunity to testify. And I
think the IG agreed that books weren’t auditable for 1998.

Mr. MORAN. Let me, I am not going to pursue that because we
can get into it with the Education IG.

I have to say, Mr. Chairman, the worst things about waste, fraud
and abuse is that it has been used as a sham by budgeteers for dec-
ades now. I think the first time was in 1971 when we used, as a
plug figure, we put a billion dollars I think in as a line item in
what was then an HEW budget because we didn’t want to elimi-
nate marginal programs, and we didn’t want to say no to important
constituency groups of program managers. And now the Appropria-
tions Committee always does the Executive Branch one better and
ups the figure. There is very little follow-up to see whether any of
these estimates really have any substance to them.

And, generally, what does have substance to it are the kinds of
managerial and programmatic reforms and changes that are nec-
essary. The big-ticket items, of course, really, you have to look to
the Defense Department, and I don’t know whether Mr. Spratt
agrees with me. I think theoretically he would, but if we really
want to stay big bucks, we wouldn’t have the Navy prepared for
a land and air war, and we wouldn’t have the Army prepared for
a sea and air war, and the Air Force vice versa. There are a lot
of traditional organizations that could be made more efficient, but
there are a lot of reasons we don’t do that.

Now that we have on-time delivery of inventory, you have to ask
the question whether we need all of the supply people. Clearly, we
don’t. But the Congress is going to sustain them. And those are the
kinds of programmatic and political decisions I think that are prob-
ably more relevant than some of the things that we try to do in
the way of exposure of so-called fraud and abuse. It exists, but not
anywhere near as much as we would like the people sometimes to
believe.

There are some things though, specifically, that I want to ask
you about. And at some point, I would really like a full investiga-
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tion of the enormous amount of trucks, and tanks, and planes and
even ships, although the ships aren’t in the same location, that just
sit out there rotting, thousands of them, particularly over in Eu-
rope, and I guess because we don’t know what to do with them. But
we could sell them to some countries that could use them, and they
would hardly be threatening to our military forces. But I am going
to ask the IG, Defense, about that.

What I am going to ask you about is a cross-cutting issue, and
I want the Chairman to listen to this because this is something
that is not going to come up. We went to the idea of credit card
purchasing. Great idea. And you can do off-the-shelf purchasing,
and you can use a Government credit card. But do you know that
the credit cards are still charging 2 to 2.5 percent transaction fee
when we purchase this stuff for the Government, even within Gov-
ernment sometimes? And we are paying, in some cases, millions of
dollars for a transaction fee to a credit card company for a cost that
is a few cents. It costs them a few cents. When you buy something
for $40 million, the transaction fee isn’t any greater than it is if
you buy something for $4, and yet we are charging 2 percent of
whatever that total amount is.

Now that is something that is a total waste. I think it is fraudu-
lent, and yet we continue to do it because we won’t stand up to
Visa, and Mastercard and so on. And I would like to see if there
has been any thought given to that and whether we might be able
to—you know, that seems to be a pretty legitimate way to save
some taxpayer dollars. Wouldn’t you agree, Mr. Walker?

Mr. WALKER. It sounds like it is something that needs to be
looked into and renegotiated. Let me also say for the record, Mr.
Moran, I think as of Tuesday, I may become one of your constitu-
ents.

Mr. MoORAN. Terrific. Well, that is the greatest, that is the best
answer I could possibly have gotten, Mr. Walker. [Laughter.]

I think I have heard enough from this witness. He is a terrific
witness. [Laughter.]

He is going to make a great constituent.

Chairman KASICH. Let me just pursue that a little bit. Are any
of you aware of what my friend from Virginia is saying? I hope we
are not giving them a piece of the action based on our

Mr. WALKER. Well, we have not looked at it. I can, to my knowl-
edge, I can follow up. But as you know, many times the way the
credit card companies make money is they charge a percentage of
the cost, and it ranges anywhere from less than 1 percent to Amer-
ican Express charges a lot higher.

One would think, with the volume that is commanded by the
Federal Government, we ought to be able to get a pretty good deal.
And, in fact, for things like telephone service and long distance
service, we have gotten a great deal, and we are renegotiating
about every other year to improve on that.

Jeff.

Mr. STEINHOFF. This is something we will look at much further.
But I know that in some cases, like for the travel card, the Govern-
ment earns money. We get a rebate.

Mr. MORAN. Travel card is different.

Mr. STEINHOFF. We get a rebate.
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Mr. MORAN. Travel card you have done it. You have done what
you need to do in the other areas. In some cases, where the, for
example, technology services, which I am familiar with. We have
got a lot of Government contractors. They are paying that kind of
money for the supplies that they charge, but what they do is to just
build it into the rates, and they charge the Government. So the
taxpayer winds up paying it. They say it is a legitimate part of
business, but it really is illegitimate for credit card companies not
to give us a more reasonable rate, given the very high volumes of
business. And the problem is they are a virtual monopoly now.
They fix their interest costs, and we haven’t stood up to them. It
is something that I wish that the GAO would do, and I would real-
ly appreciate the comptroller general looking into it.

Chairman KASICH. Now, the gentleman is in the spirit of the
thing. I appreciate the gentleman’s comments.

I want to just conclude Mr. Walker’s testimony. I, first of all,
want to thank all of you. We have been meeting for a long period
of time, my staff, along with the GAO staff, trying to get the right
kind of research done. And then Mr. Walker and I had a chance
to meet. I want to compliment you. I think you have done a great
job. And I think it is not an easy job. And it is particularly not an
easy job when you come up here.

And one of the guys here on the staff showed me this report that
was done by John Conyers in 1992, “Managing the Federal Govern-
ment: A Decade of Decline.” And here we are in 2000, and you folks
probably keep investigating. And then at some point, when you are
not seeing anybody take it seriously, you say, why should I keep
doing this? I mean, that is human nature.

I am going to get my old bill out on bounty hunters. I actually
had a bill that passed the House a couple of times; in fact, Pat
Schroeder passed it, that said—look, you can put anything in a
law. They have got these performance programs in the Federal
Government and these reward programs, but they are, in too many
cases, in name alone.

And I have always believed that if you could document the sav-
ings of money, a million dollars, you ought to get a chunk of it as
a Federal employee. And then you get into the problem of how do
you determine it. But in the clear-cut cases, it would be terrific. I
think the last thing that Federal employees want are more plaques.
Give them the money. Show me the money, and I think we would
have a lot more aggressive activity in the public sector to try to be
more creative and imaginative.

But I want to thank you all. It is a hard job to be an investigator.
And the only thing I can tell you is I don’t want to contribute to
the cynicism that there is another hearing on this, and we don’t get
anything done. I am going to do the best I can. And I am going
to try to link up people who have a genuine interest. I mean, you
have a person like Miller and a person like Bentsen who clearly
have an interest in HUD and all of its attendant programs. You
have got Mr. Hoekstra, who I think is a hero in what he has done
in education, Jim. He really put his shoulder to the wheel, and he
has really tried to be constructive in education. And we have got
members here like Mac Thornberry, who are tremendously inter-
ested in Defense, along with a person like Mr. Shays.
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We have a lot of people interested, and I just hope that we can
create a mechanism where we can focus and try to accomplish a
few things. If we can do that, then that will make your job more
meaningful, and it will make your job more satisfying. And I just
want you to know there are people here who care. And can we wipe
it all out? I don’t think so. But can we make more progress? I think
the answer is that we can. And I don’t believe the purpose of this
is really to demagogue anybody. It is really designed to do what
people expect us to do.

So I want to thank you for your testimony, Mr. Walker. I look
forward to you perhaps even becoming part of our team here, that
you can have some of your folks sit in with these task forces that
we are most likely to create, and let us see what we can do. If we
focus on five areas this year, I mean, narrow areas, and get some-
thing done, then it will have been positive.

So thank you for being here, and I would now like to have the
four IGs come to the table.

Mr. WALKER. Thank you, Mr. Chairman.

Chairman KaSIiCH. David, that was an excellent job. You did an
excellent job of testifying too. Thank you.

We are now going to hear from four IGs. We are going to hear
from June Gibbs.

If you would quickly take your seat. We are going to hear from
June Gibbs Brown, who is the inspector general at HHS; Mr. Don-
ald Mancuso—is it “cuso” or “cooso” I had a second grade teach-
er——

Mr. MANCUSO. Mancuso, Mr. Chairman.

Chairman KasicH. Wonderful. Wonderful.—who is the deputy in-
spector general at the Department of Defense. We are also going
to hear from Susan Gaffney, who is the IG with HUD, who we have
already heard a little bit from and from Lorraine Pratt Lewis, who
is at the Department of Education.

I think what we ought to do is—now, when I look at this panel,
and I see three women and one man, since I now have two little
girls, there is a future in this business for them; is that correct?
[Laughter.]

OK. I like to see that. Anyway, why don’t we start, any idea how
you want to—have you talked among yourselves? Probably not.
Why don’t we start with Mrs. Lewis and work left to right.

Here is what I would like. I hate to have you summarize, but you
are going to have to. But I also would like to have the IGs involved
with whatever mechanism we create here. We do not want you cut
out of this business either, and I assume you have staff people that
work underneath you. And let us just get a little life in all of this
stuff and see where we are, but we want to have you included, just
like we did the GAO.
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STATEMENTS OF LORRAINE LEWIS, INSPECTOR GENERAL,
U.S. DEPARTMENT OF EDUCATION; SUSAN GAFFNEY, IN-
SPECTOR GENERAL, U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT; DONALD MANCUSO, DEPUTY IN-
SPECTOR GENERAL, U.S. DEPARTMENT OF DEFENSE; AND
JUNE GIBBS BROWN, INSPECTOR GENERAL, U.S. DEPART-
MENT OF HEALTH AND HUMAN SERVICES

STATEMENT OF LORRAINE LEWIS

Ms. LEwis. Thank you, Mr. Chairman, Mr. Spratt. Good to see
you again Mr. Hoekstra. I do have a longer statement for the
record, which I offer.

I will be discussing a few of the management challenges that we
identified in the letter to you and several other members and Sen-
ators last December. Of course, a top priority for the Department
is its preparation and access to accurate financial data. This infor-
mation is critical for the Department to make informed decisions,
manage for results and ensure the integrity of its operations.

Due to weaknesses in the Department’s financial system, the
work performed on the fiscal year 1998 statements resulted in re-
ports containing disclaimers of opinion. The work on the fiscal year
1999 departmentwide and SFA statements is continuing. It ap-
pears at this point that the audit reports will contain four qualified
opinions and one disclaimer of opinion.

There are many internal control weaknesses that were reported
in fiscal year 1998 and continue to be reported in fiscal year 1999.
However, the Department has developed processes and utilized
contractors to work around the underlying systemic problems. As
a result, the Department was able to prepare this

Chairman KASICH. Could I just ask you a question?

Ms. LEWIS. Yes.

Chairman KASICH. You are a very knowledgeable person, right?
Why don’t you just tell us. I mean, if you want to read through
that, that is fine. But if you want to say, “Here, is what I am kind
of thinking about all of this.”

Ms. LEwis. All right.

Chairman KASICH. Just be casual about it.

Ms. LEwis. We will be reporting on or before March 1st, which
is the deadline, on the fiscal year 1999 statements. They do show
improvement for the Department. This is the very first year that
the Student Financial Assistance Office audit will be conducted.
Again, both audits at this point will appear to show four qualified
opinions and one disclaimer of opinion. This, I believe, is the result
of much dedicated work on the part of the Department officials, the
OIG auditors and, of course, our independent professional contrac-
tor Ernst & Young.

Indeed, as you have previously noted, underreporting of income
by applicants for student aid and their parents remains a problem.
We believe this is a problem that costs the taxpayers about $100
million or more each year. There was discussion previously about
the law 2 years ago, the amendment to the Higher Education Act,
which authorized the Secretary, in consulting with the Treasury
Department, to engage in a match, a full-scale data match. It is,
indeed, the case that this match has not been implemented. There
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are continuing discussions. It is my understanding, between OMB,
Treasury, and the IRS and the Education Department about this
matter, that the nominee for the Treasury Secretary, Mr. Sum-
mers, indicated previously that the IRS’s legal opinion is that that
law which amended an Education Act did not provide sufficient au-
thorization for the IRS to provide this data to the Department of
Education without the individual’s consent.

We know the Treasury Department is doing a review of that par-
ticular section, 6103 of the Internal Revenue Code, which I believe
is a report that is being mandated by Congress, and that report
may show their current thinking. Our position is, if it does require
additional legislative amendment in the Title 26, we would hope
that that could be accomplished quickly. We view this as a front-
end fix to a very serious problem, which will create efficiencies
throughout the system in the long run.

Another report the IG Office has issued recently related to the
inappropriate death and disability discharges from student loans.
My longer statement refers to some of the numbers that we found
there. We did make some key recommendations to the Department.
In fact, it was the Department who asked us for this audit because
they saw a rise in these discharges. And we did report on that in
June of 1999.

The Department has issued guidance to the guarantee agencies
in terms of fixes. It now requires an original or a certified copy of
a death certificate in an application for a discharge for death. And
also on the disability side, it requires the doctor to identify his or
her State license number, as well as a telephone number and pro-
vides additional information on what the guarantee agencies can do
to tighten up this system.

I identified a number of other areas in my longer statement, and
in the letter I referred to earlier, and I would be happy to discuss
any and all of those issues.

Thank you.

[The prepared statement of Lorraine Lewis follows:]

PREPARED STATEMENT OF HON. LORRAINE LEWIS, INSPECTOR GENERAL, U.S.
DEPARTMENT OF EDUCATION

Good morning Mr. Chairman and members of the Committee. I am pleased to tes-
tify before the Committee on the Budget on matters relating to management chal-
lenges at the Department of Education.

On December 8, 1999, we provided to Congress an assessment of the Depart-
ment’s significant management challenges. Many of these challenges concern long-
term issues that we are continuing to monitor. The December 8 letter describes the
work the Department is doing, or needs to do, to meet these challenges. I have at-
tached a copy of the December 8 letter for the record.

FINANCIAL MANAGEMENT AND INTERNAL CONTROLS

A top priority for the Department, and one of its most significant challenges, is
its preparation of and access to accurate financial data. This information is critical
for the Department to make informed decisions, manage for results and ensure the
integrity of its operations. It is an area identified by the Department as a material
weakness in its fiscal year (FY) 1999 Federal Managers’ Financial Integrity Act
(FMFIA) report.

Due to weaknesses in the Department’s financial system, the work performed on
the Department’s FY 1998 financial statements resulted in reports containing dis-
claimers of opinion. The work on the FY 1999 Department-wide and Student Finan-
cial Assistance (SFA) financial statements is continuing, but it appears that the
audit reports will contain four qualified opinions and one disclaimer of opinion.
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Although significant internal control weaknesses carried over from FY 1998, and
will continue to be reported for FY 1999, the Department has developed processes
and utilized contractor support to work around the underlying systemic problems.
As a result, the Department was able to prepare financial statements in a more
timely manner and provide sufficient support for amounts shown. This enabled the
auditors to complete their audit and render a qualified opinion on four statements,
but a disclaimer of opinion on the Department’s and SFA’s Statement of Financing.

One of the significant weaknesses in its financial reporting process relates to the
Department’s general ledger software package. To address this issue, the Depart-
ment is in the process of procuring a new general ledger system intended to over-
come many of the system weaknesses preventing the preparation of timely financial
statements. However, until its new accounting system is operational, the Depart-
ment will have to continue its work around procedures.

During FY 1998 and again in FY 1999, the Department’s reconciliation procedures
were not performed on a timely basis. In addition, the identified reconciliation dif-
ferences were not always adequately explained, resolved and posted to the Depart-
ment’s general ledger. Weaknesses in the Department’s internal controls over the
reconciliation process prevented timely detection and correction of errors in its un-
derlying accounting records. Despite these underlying control weaknesses, the audi-
tors were able to conduct sufficient tests of balances and transactions to enable
them to express a qualified opinion on four of the financial statements. The Depart-
ment is in the process of implementing new automated procedures to assist in the
cash reconciliation process and the reconciliation of other internal accounting
records. The Department also is performing more timely reconciliations of its fund
balance with Treasury.

When 1 testified before the Subcommittee on Oversight and Investigations, Com-
mittee on Education and the Workforce on December 6, 1999, I stated that we would
issue the audit reports for the FY 1999 financial statements of the Department and
SFA by March 1, 2000. I still plan to meet my commitment. We will continue to
work with the Department and Congress to improve the Department’s financial
management.

IRS DATA MATCH AND DISCHARGE OF STUDENT LOANS

Another management challenge that we have identified is the under-reporting of
income by applicants for student aid (and their parents). Our audit and investiga-
tive work has shown this is a problem that is costing Federal taxpayers over a hun-
dred million dollars annually in overawards of Pell Grants and awards to ineligible
persons.

In a 1997 audit report, we found that 3.7 million out of 9.1 million applicants for
Federal student aid received Pell Grants during the 1995-96 award year. For 2.3
million of these applicants, we verified the adjusted gross income they reported on
their financial aid applications with income data maintained by the Internal Reve-
nue Service (IRS). Out of this sample, we reported that 102,000 students received
Pell Grant overawards totaling approximately $109 million. This is a conservative
amount because we were unable to verify the reported income of parents of depend-
ent students.

As recommended by our office, and supported by the Department, the Higher
Education Act (HEA) Amendments of 1998 included a provision authorizing the De-
partment, in cooperation with Treasury, to confirm with the IRS the adjusted gross
income, Federal income taxes paid, filing status and exemptions reported by appli-
cants (including parents) on their Federal income tax returns for the purpose of
verifying the information reported on their student financial aid applications.

Currently, the Department is discussing the development of a test match study
with the IRS. The Department has indicated that it will send samples of student
aid applicant data to the IRS in March and June 2000. The IRS will match these
data against its records and provide the Department with statistical summaries
evaluating the accuracy of the applicant data.

It is our understanding that the Department will use the statistical information
provided by the IRS to identify the types of students who are most likely to under-
report their income. The Department intends to use the information to better focus
their selection of student applicants for income verification at the school level. The
Department also intends to use the IRS information to better evaluate the extent
of income under-reporting and use the data in support of its continuing effort to con-
duct a full-scale data match with the IRS.

Although the HEA authorizes the Department to confirm student applicant in-
come with the IRS, the IRS has indicated that it cannot disclose this information
to the Department because such release is not authorized by the Internal Revenue
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Code. Without specific authorization in the Code, the IRS indicates that it must ob-
tain written taxpayer consent before individual income information may be released
to the Department. In an attempt to overcome these obstacles to full-scale verifica-
tion, the Department, Treasury and OMB are working together to develop possible
solutions, including legislative and administrative changes.

Another concern in the SFA area is the inappropriate discharge of student loans
based on disability or death. The HEA provides for the discharge of a student loan
when the borrower becomes either totally and permanently disabled or dies.

At the request of the Department, we conducted an audit of the Department’s con-
trols over the discharge of student loans due to disability or death. In June 1999,
we reported that borrowers who received disability discharges of over $73 million
were earning wages and borrowers who received disability discharges of nearly
$11.5 million returned to school and received additional loans and grants. Addition-
ally, our review identified over $3.8 million in loans discharged for borrowers who
inappropriately received a death discharge.

To help correct this abuse, we recommended that the Department take several
steps to enhance the current discharge determination procedures, including revising
the disability form to include, at a minimum, the doctor’s professional license num-
ber and office telephone number and requiring certified copies of death certificates.
In response, the Department modified its disability form to incorporate our rec-
ommendations and OMB approved the form. In addition, the Department now re-
quires that a death discharge be based only on an original or certified copy of the
death certificate.

Our office continues to pursue this matter and we are engaged in a project to
identify fraudulent disability and death loan discharges. In order to identify fraudu-
lent death discharges, we conducted a data match with the Social Security Adminis-
tration’s Death Index to determine persons who received loan discharges based upon
death but who do not appear in the Social Security records. Working with a sample
of these data and with information filed by those who obtained substantial dis-
charges from Sallie Mae and a guaranty agency, our investigators are pursuing ini-
tial leads generated by the match. We intend to continue this effort as more of the
match data are analyzed. In the area of disability discharge fraud, we are working
with a number of guaranty agencies to identify potential fraud cases and following
up on leads developed from the data. These projects involve coordination with a
number of other entities, including the Department’s program office, guaranty agen-
cies, state agencies and Sallie Mae.

The OIG also is investigating a number of individuals for disability and death dis-
charge fraud. In one completed case, a defendant was recently prosecuted and sen-
tenced for obtaining the discharge of five loans totaling $37,000, based upon false
claims of disability for mental illness. Two other indictments for false claims of dis-
ability also are pending in OIG cases. In addition, our investigative efforts to date
have led to the reinstatement of over $560,000 in student loans for borrowers who
falsely claimed to be totally and permanently disabled.

INFORMATION SYSTEMS AND SECURITY CONTROLS

The Department has been successful in its efforts to ensure its programs are Year
2000 (Y2K) compliant. This success was accomplished through a concentrated effort
on the part of the Department, including technical assistance from our office. We
contributed to the Department’s success by evaluating its progress, identifying high-
risk areas and providing information on the status of its major trading partners.
The Department’s commitment resulted in there being no interruption in its cus-
tomer service and no loss of critical data from its computer systems. We would like
to see the Department undertake a similar initiative in the area of security controls.

In December 1999, we issued a draft audit report on the Department’s security
policies and plans for its 14 mission-critical systems. The 14 systems include 11 SFA
systems; the Department’s Central Automated Processing System (EDCAPS); the
Department-wide network (EDNET); and the Impact Aid System. Our review re-
vealed that the Department has significant control weaknesses including a lack of
security plans and reviews for six mission-critical systems, no process to ensure res-
olution of identified security deficiencies and a lack of technical security training for
many employees responsible for overseeing the Department’s computer security. The
Department has informed us that it concurs with our findings.

Our draft findings indicate a weakness in the Department’s compliance with the
security requirements of the Computer Security Act, Paperwork Reduction Act and
OMB Circular A-130. The Department also identifies this area as a material weak-
ness in its FY 1999 FMFIA report. Currently, we are conducting a follow-up audit
to determine the adequacy of security reviews performed on eight mission-critical
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systems to meet OMB A-130 requirements. Additionally, we are evaluating the pub-
lic, internal and privileged access vulnerabilities of the Department’s EDNET com-
munication infrastructure. We plan additional reviews of security controls for other
systems in the future.

We also are participating with 16 Federal agencies in a President’s Council on In-
tegrity and Efficiency (PCIE) effort to evaluate compliance with Presidential Deci-
sion Directive (PDD) 63. PDD 63 calls for a national effort to ensure the security
of the interconnected infrastructures of the United States. Our work focuses on the
Department’s efforts to comply with the requirements of PDD 63. Additionally, we
have initiated an audit of the Department’s disaster recovery planning for its mis-
sion-critical systems.

In another information systems area, the Department continues to explore ways
to make its SFA program delivery systems electronic and paperless. The Depart-
ment’s goal of paperless systems creates new opportunities for efficiency, but re-
quires effective controls to ensure accountability, security and legal enforcement. A
particular challenge is the implementation of an electronic signature validation
process that meets the requirements of OMB’s implementation guidance for the
Government Paperwork Elimination Act, which is expected to be released in April
2000. To assist the Department, we will provide advice to SFA on its current imple-
mentation of Personal Identification Numbers (PINs) in its financial aid application
process. Additionally, we are researching the major components within a well-con-
trolled Public Key Infrastructure (PKI) environment to assist the Department in its
future PKI implementation efforts.

The Department also is working to implement three key requirements of the
Clinger-Cohen Act, which requires agencies to improve management of information
technology. These requirements include the implementation of a capital planning
and investment control process, development of a sound and integrated information
technology architecture and an assessment of the information resource management
knowledge and skills of agency personnel. Although the Department has not fully
implemented the requirements of the Act, it is making progress in addressing rec-
ommendations made by our office. The Department recently produced a draft Cap-
ital Planning and Investment Control Program and is working with a contractor to
complete an information technology architecture. The Department also is working
to complete a skills inventory to assess the existing skills of its information tech-
nology employees.

RESULTS ACT

The Department’s first performance report, required by the Government Perform-
ance and Results Act, is due in March 2000. The Results Act reporting requirement
presents significant challenges for the Department. These challenges include the
supplemental funding role of the Department, relative to state and local government
entities, in many education programs; the heavy dependence on third parties such
as lenders, guaranty agencies and state and local education agencies to provide per-
formance data; and priorities that compete with data collection such as the desire
to reduce regulatory burden and increase flexibility in program implementation.
These conditions will present ongoing challenges for the Department in its data col-
lection and reporting efforts.

In a September 1998 audit report assessing the Department’s implementation of
the Results Act, we recommended that the Department establish controls over the
analysis and reporting of data, establish standards for reporting performance infor-
mation and establish a formal system for tracking indicators. Last year, the Depart-
ment developed draft data quality standards and conducted training on these stand-
ards. The Department also plans to develop an electronic system for indicator track-
ing.

At the request of the Department, we also reviewed the processes used by State
Education Agencies (SEAs) to collect and report data to the Department. Our review
focused on two of the Department’s major state formula grant programs—the Ele-
mentary and Secondary Education Act Title I Program and the Perkins Vocational
and Technical Education Program.

Our January 2000 draft report documented the challenges of collecting and proc-
essing required student data and provided insight into state quality control proce-
dures. We reported that the SEA process of collecting data for the two formula grant
programs is complex because of the thousands of entities providing data. Each SEA
also has its own unique control structure and processes for the collection of data.

To address the complexities of the data collecting and reporting process under the
Results Act, the Department is working with states to reduce paperwork and to
streamline the Federal education program reporting system. The Department also



85

is developing a pilot project called the Integrated Performance and Benchmarking
System, which is designed to be an Internet-based system for harvesting data from
states about Federal program activities at the school and district level. The Depart-
ment is working with the Council of Chief State School Officers on this project.

We will continue to assist the Department in its effort to improve data quality
under the Results Act. During the development of its Strategic Plan, the Depart-
ment agreed with our recommendation to include in its performance report an asser-
tion from Department program managers regarding the reliability and validity of
the data used for performance measurement. The impact of this assertion require-
ment will be addressed in the Department’s upcoming performance report. We also
have been conducting a continuing assessment of the Department’s selection of per-
formance indicators and its reporting process. Based on this assessment and our re-
view of the Department’s first report, we will provide the Department with rec-
ommendations for improvement for the next reporting cycle.

COMPLIANCE MONITORING

With the increasing emphasis on accountability for results, it is important to con-
sider the implications of this change on program oversight for the Department,
State Education Agencies (SEAs), local educational agencies (LEAs) and schools.
Program oversight is essential in the enforcement of program requirements, the de-
velopment of necessary program guidance and the evaluation of program modifica-
tions during the legislative reauthorization process.

In a February 1999 report, we recommended that the Department assume a
greater role in ensuring elementary and secondary program integrity. Specifically,
we recommended that the Department integrate on-site program reviews, audits,
technical assistance, reporting and evaluative studies. We also recommended that
the Department’s oversight consider SEA analyses of LEA single audit findings and
emphasize corrective action follow-up.

With the increasing delegation of elementary and secondary program oversight to
SEAs and LEAs, our report also recommended that the Department establish mini-
mum standards for SEAs in monitoring the LEA administration of these programs.
Our recommended standards included a requirement for SEAs to systematically
analyze the results of LEA audits and other oversight activities to identify trends
in findings and develop monitoring and technical assistance strategies to reduce oc-
currences of similar problems.

The Department has taken steps to address some of these oversight concerns. The
Office of Elementary and Secondary Education has established integrated review
teams to perform coordinated, multi-program reviews of the implementation of Fed-
eral education programs by SEAs. The Department also included in its proposal for
reauthorizing the Elementary and Secondary Education Act a section under Title XI
that addresses state requirements for monitoring LEA compliance with the Act. In
addition, our office is participating with the Department in a pilot program with
four SEAs that will address the better use of LEA single audits for targeting mon-
itoring and technical assistance activities.

We are conducting additional reviews of compliance monitoring in elementary and
secondary programs. We are completing an audit to determine whether the Higher
Education Act Title IIT program is being monitored in an efficient and effective man-
ner and whether adequate enforcement action is being taken by the program office.
Another audit will evaluate the Department’s monitoring of elementary and second-
ary formula grant programs.

We also will continue our work with the Department on the K-12 Auditing, Mon-
itoring and Technical Assistance Support Project to develop an internal data ex-
change system to improve the Department’s program monitoring process.

At this time, I would be pleased to answer any questions you may have.

Chairman KAsicH. Ms. Gaffney.

STATEMENT OF SUSAN GAFFNEY

Ms. GAFFNEY. Mr. Chairman, Mr. Spratt, members.

When you are at HUD trying to minimize fraud, waste and
abuse, you are highly motivated to do so for a couple of reasons:

One, HUD is serving only about one out of five of the households
in this country who are eligible for HUD assistance. So every dollar
we are losing to waste, fraud and abuse is a dollar some needy
household is not getting.
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The other thing that gets to you about HUD is that fraud, waste
and abuse in HUD tends to be manifested in really abysmal living
conditions. We pay an enormous amount of money because of
fraud, waste and abuse to house needy people in terrible condi-
tions, and no one wants that. It gets you motivated.

Mr. Chairman, and particularly, Mr. Spratt, this has been a very
thoughtful discussion today. The point of my written testimony and
perhaps it wasnt clear, was to say there hasn’t been much
thoughtful discussion about waste, fraud and abuse in this Govern-
ment. What I see having happened over the last years has been
very superficial. There has been some kind of an assumption that
if you downsize the Federal bureaucracy, that is wonderful. You
have won the war against waste, fraud and abuse. If you contract
out, that is good, that is wonderful in and of itself. If you get an
unqualified audit opinion, people seem to think that means you
have solved all of your financial problems.

None of these things should be taken, in and of themselves, or
even collectively, as giving you an adequate basis for assessing
fraud, waste and abuse. I don’t think GPRA is going to do that ei-
ther. I don’t think there are any silver bullets in this area. I think
what it takes is oversight, oversight, oversight, and I should tell
you, from my experience, oversight is not there on either the con-
gressional side or the Executive Branch side. Fighting fraud, waste,
and abuse also requires legislative reform. The Comptroller Gen-
eral was incorrect about HUD when he said that there had been
legislation to consolidate/streamline HUD programs. There has not
been. The number of programs has continued to grow. There is no
attempt to match the programs with the capacity of the staff to
manage them. And if it is not clear, I am blaming the Congress
here. Maybe the Administration has some part in it, but this is
what the Congress is supposed to be doing.

Now, I would like to make a couple of remarks about HUD 2020.
First, HUD is inherently vulnerable, is inherently high risk, and
that is because we have half a trillion dollars of mortgage insur-
ance in place, we have 3,400 housing authorities, we have 4.4 mil-
lion households who are receiving assistance.

The second thing nobody talks about, but I would like to talk
about, is another reason why HUD is vulnerable. Every one of
these well-meaning programs seems to generate an industry that
grows up around it, and that industry ends up knowing the pro-
grams and the loopholes in those programs better than the HUD
people know them.

The third thing about management reform at HUD is that the
management reform agenda changes with each Secretary. The en-
tire bureaucracy in HUD engages in each of these changed agenda.
It is not as though there is a civil service standing to the side,
tending to the institutional needs of HUD, no. Every 4 years, every
2 years, every 18 months, whatever it is, there is a new reform
agenda. So my plea to you is: HUD has downsized so severely, we
are embarked now on this HUD 2020 Management Reform, and I
don’t think there is any way to go back; we must go forward. I
plead with you to take a role in making sure that it actually works,
that it continues; that, for instance, the whole thing doesn’t fall
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apart when Secretary Cuomo leaves office because it is associated
as his management reform plan.

That concludes my testimony.

[The prepared statement of Susan Gaffney follows:]

PREPARED STATEMENT OF HON. SUSAN GAFFNEY, INSPECTOR GENERAL, U.S.
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Chairman Kasich, Ranking Member Spratt, and members of the Budget Commit-
tee, I appreciate the opportunity to appear before you today to give you my perspec-
tives on waste, fraud, and abuse in the Federal Government.

My perspectives are based on the 62 years I have spent as Inspector General (IG)
at the Department of Housing and Urban Development (HUD). IGs, as you well
know, are required by statute to focus on promoting economy and efficiency, and
preventing and detecting waste, fraud, and abuse. I think it’s fair to say that, as
a result of their very focused mission, the IGs have developed considerable expertise
in these areas. That, of course, does not mean that the IG view is the only view
to consider in evaluating Federal programs.

It’s also important to keep in mind that I am the IG at HUD. I work at HUD,
and so do the other people in the HUD OIG, because we believe in HUD’s core mis-
sion. We are committed to fighting waste, fraud, and abuse in HUD programs and
operations because every dollar lost to such activities is a dollar that people who
need HUD’s assistance aren’t getting. Despite a robust economy, HUD serves only
about one fifth of those households that could qualify for housing assistance. It’s
also easy to get motivated to fight waste, fraud, and abuse when the results of such
activities are graphically manifested in the form of deplorable living conditions.

I do not see waste, fraud, and abuse as a political issue, but I think that others
might. There is, for instance, concern that acknowledging waste, fraud, and abuse
will lead to the demise of needed programs. Accordingly, there is a tendency to de-
clare that the battle against waste, fraud, and abuse has been won. There is also
the fact that fixing the problems that lead to waste, fraud, and abuse tends to re-
quire either sustained concentration on boring, bureaucratic processes, and/or
changes in programs that have established constituencies. As a result of these fac-
tors, 1t seems to me that the discussion about, understanding of, and perhaps con-
cern about waste, fraud, and abuse in the Federal Government are quite shallow.

Take the case of HUD. When Secretary Cuomo took office in January 1997, he
said that HUD had become the poster child for mismanagement, and he vowed to
turn the Department around. And indeed, over the past couple of years, Secretary
Cuomo has reported a reinvigorated, more efficient, and more effective HUD. These
reports have largely been based on HUD’s getting a “clean” audit opinion on its fi-
nancial statements; the Secretary’s downsizing of the HUD bureaucracy; the pro-
claimed success of Secretary Cuomo’s HUD 2020 Management Reform; Secretary
Cuomo’s launching of new programs; positive assessments by consultants paid by
HUD; and increased appropriations for HUD. Permit me to look at each of these
measures of success from an IG’s perspective.

IS HUD’S “CLEAN” AUDIT OPINION A SUCCESS STORY?

In March 1999, the OIG issued its audit of HUD’s 1998 financial statements. For
the first time ever, HUD received an unqualified opinion, meaning that HUD had
produced complete and reliable financial statements. The unqualified opinion got
good press, and Secretary Cuomo threw a celebration party for HUD employees. The
Deputy Director of OMB and “Mr. Clean” attended.

There are two big problems with this apparent success story.

First, HUD paid a contractor more than $2 million to get its 1998 financial state-
ments in the shape required for an unqualified opinion. This is problematic for a
variety of reasons. Obviously, it’s a lot of money to spend to get an unqualified opin-
ion for a governmental entity; that amount of money could have provided housing
assistance to about 350 needy households. Further, it shouldn’t have been nec-
essary—HUD’s financial management systems should be able to produce the finan-
cial statements without further, extensive work. But, if the financial management
systems aren’t up to the task, and they aren’t, then we cannot assume that HUD
will continue to get unqualified opinions—unless they pay for the additional contrac-
tor work each year. This year, a similar contract is in place to put the financial
records in order.

Second, the clean or unqualified opinion was equivalent to the OIG’s saying that
HUD had a balanced checkbook. The more important question is whether the money
was spent for the right purposes. This question was addressed in the Report on In-
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ternal Controls, which accompanied the audit opinion and listed eight material
weaknesses. The material weaknesses may sound like “green eye shades” types of
concerns, but they actually constitute serious deficiencies in HUD’s ability to ensure
that funds are spent for proper purposes. The eight material weaknesses are:

¢ HUD needs to do more to ensure that subsidies are based on correct tenant in-
come.

¢ Improvements are needed in multifamily project monitoring.

¢ HUD needs to complete improvements to its financial management systems.

¢ HUD must improve the management of its resources.

¢ Monitoring of insured mortgages needs to place more emphasis on early warn-
ing and loss prevention.

e The Federal Housing Administration (FHA) needs to improve its accounting and
financial management systems.

« HUD must address problems that cause resource shortages affecting FHA pro-
grams.

¢ FHA must improve Federal basis and budgetary accounting.

Consider the import of the first material weakness, which is gently labeled “HUD
needs to do more to ensure that subsidies are based on correct tenant income.” This
material weakness has its foundation in an estimate that in 1998, under its public
housing and Section 8 programs, HUD made housing subsidy overpayments totaling
$857 million (as compared to total spending under these programs of $15.5 billion).
HUD made the overpayments because some recipients underreported or didn’t re-
port their true incomes; and neither HUD nor the administering housing authorities
had control systems adequate to identify the underreporting or failure to report.
This matters a lot, because, again, every dollar of overpayment is a dollar that is
not being made available for truly needy families who are on long waiting lists for
HUD assistance.

HUD acknowledges this weakness and intends to correct it through a process that
starts with matching reported tenant incomes with IRS and Social Security income
data. HUD’s first match of data (for calendar year 1998) identified 280,000 instances
of income underreporting that exceeded established thresholds ($4,000 for project-
based Section 8; $8,000 for public housing and tenant-based Section 8). This week,
HUD started mailing letters to tenants asking them to explain the discrepancies to
the PHAs or owners. HUD will also be notifying the PHAs or owners that discrep-
ancies exist and providing them with instructions to remedy the discrepancies and
report back to HUD. Since this methodology has not yet been tested, and there is
question about the accuracy of the tenant income data in HUD systems, we are con-
cerned that a large number of tenants may receive erroneous income discrepancy
letters (for calendar year 1998 income), which will have negative long-term implica-
tions for the computer matching program.

Or consider the second material weakness, “Improvements are needed in multi-
family project monitoring.” This material weakness concerns HUD’s oversight of
about 30,000 privately and non-profit owned multifamily projects. The Report on In-
ternal Controls says that:

“Overall, we found that monitoring of troubled and potentially troubled assisted
projects was inadequate. We noted audited financial statements that were not sub-
mitted and reviewed, and physical inspections and management or occupancy re-
views that were not performed by the field offices. In addition, field offices were not
adequately following up to resolve identified deficiencies.”

This material weakness was first reported in the financial audit for Fiscal Year
1991. HUD’s compliance and monitoring approaches for dealing with problem multi-
family projects are still evolving.

You might be asking, “So what?” Results from the OIG’s Operation Safe Home
multifamily equity skimming initiative are instructive. Equity skimming is the mis-
use, by an owner or managing agent, of any part of the rents, assets, proceeds, in-
come or other funds derived from an FHA insured multifamily project, in violation
of the Regulatory Agreement between the owner and HUD. Mortgage defaults and
deteriorated living conditions tend to go hand in hand with equity skimming. So,
in 1994, the OIG made it a priority to identify equity skimming and get diverted
funds repaid or the projects repaired. Between 1994 and September 30, 1999, we
examined 147 multifamily projects and then, in conjunction with HUD and the De-
partment of Justice, successfully pursued repayments of more than $90 million.

The OIG is maintaining its focus on equity skimming:

« Last month, for example, based on a lengthy investigation by the OIG and the
FBI, the U.S. Attorney for the Middle District of Florida announced guilty pleas by
10 individuals and one business. They had conspired in an equity skimming scheme
which allowed the owners of 13 HUD-insured multifamily developments to illegally
divert more than $987,000 between 1991 and April 1995.
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» Last week, based on another lengthy investigation by the OIG and the FBI, the
U.S. Attorney for the Northern District of California announced the indictment of
a prominent figure in the multifamily industry on 19 charges of stealing over $1.8
million from multifamily projects, defrauding the United States and HUD, and pay-
ing illegal kickbacks. The grand jury, which expressed outrage that HUD hadn’t de-
tected and stopped these practices, gave a standing ovation to the auditors and
agents who had conducted the investigation.

HUD officials have acknowledged that corrective action is needed in these eight
areas of material weakness. The unqualified opinion does not justify overlooking the
fact that these long-standing, serious problems continue to exist.

SHOULD THE DOWNSIZING OF HUD BE CONSIDERED A SUCCESS STORY?

Efforts to reduce the Federal bureaucracy seem to be universally applauded, and
Secretary Cuomo has in fact claimed HUD’s downsizing as a major accomplishment.

I am somewhat perplexed by this tendency to see downsizing, in and of itself, as
a good thing, without regard to the bigger picture of overall expenditures and im-
pact on program delivery. At HUD, there is evidence that the downsizing that start-
ed in 1995 has increased costs as well as program abuse.

In June 1995, as part of his “Response to GOP Proposal to Dismantle HUD,” Sec-
retary Cisneros issued a Reinvention Blueprint that called for a radical restructur-
ing of HUD programs and the “transformation of HUD from a lumbering bureauc-
racy to a streamlined partner with State and local governments. Significant
downsizing is anticipated, reducing HUD’s current workforce of 12,000 today to
fewer than 7,500 employees.” There was no analytic basis for the 7,500 target. Fur-
ther, the radical restructuring of HUD programs was subsequently shelved, but
HUD’s commitment to downsizing continued through rounds of untargeted buyouts.

By the time Secretary Cuomo took office in January 1997, HUD’s staffing had
been reduced to about 10,500. Secretary Cuomo announced his commitment to
achieving the target staffing level of 7,500; and, a little more than a year later,
HUD staffing was at 9,100, the reduction once again having been accomplished
through use of untargeted buyouts. After massive staff reshuffling among programs
and locations, however, it was the Single Family Mortgage Insurance Program that
took the brunt of the staffing reductions; its staff was cut in half.

The Secretary’s HUD 2020 Reform Plan envisioned contracting out as a principal
means of compensating for the Single Family staff reductions. Notably, HUD’s Real
Estate Owned (REO) single family properties (acquired as a result of HUD’s paying
insurance claims) would be managed, marketed, and sold by a few full-service con-
tractors, as opposed to those functions being handled by a combination of HUD staff
and about 350 real estate asset management contractors. The new management and
marketing contractors were to be in operation by October 1998.

HUD never analyzed the costs and benefits of this approach. When OIG auditors
questioned why program officials hadn’t prepared the cost comparison required by
OMB Circular A-76, program officials answered that they weren’t required to, be-
cause the new contracting wouldn’t affect the jobs of more than 10 employees. That’s
because the aforementioned staffing reductions had already taken place.

So what? Well, the major staffing reductions took place in the fall of 1997. Be-
cause large scale procurement isn’t one of HUD’s strongest suits, the new manage-
ment and marketing contractors didn’t start operation until April 1999 (rather than
October 1998, as planned). In the intervening 15 months, OIG auditors found that
“Inventory increased, sales to homeowners declined, age and condition of FHA prop-
erties deteriorated, revenue was lost, and holding costs increased. * * * FHA man-
agement issued emergency contracts, and placed temporary, inexperienced, and/or
untg?ined HUD staff in property disposition jobs. The effort did not overcome the
problems.”

HUD awarded 16 management and marketing contracts having an estimated 5-
year cost of $927 million. Seven of these contracts (with an estimated 5-year cost
of $367 million) were awarded to a single contractor, Intown Management Group.
OIG auditors looked for but couldn’t find any evidence that HUD officials had as-
sessed Intown Management Group’s financial capability to handle this huge work-
load (estimated to be 40 percent of HUD’s total REO inventory). Forty-five days into
the contract period, Intown voluntarily withdrew from one of its seven contracts. Six
months into the contract period, HUD terminated Intown’s six other contracts for
non-performance. At that time, Intown had sold only about 2.8 percent of its as-
signed inventory.

By the end of January 2000, HUD’s REO inventory totaled 47,711 properties, 42
percent of which had been in the inventory 6 months or more, and 17 percent of
which had been in the inventory 12 months or more. Ten months earlier, when the
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management and marketing contractors started work, the inventory had totaled
43,560 properties, 30 percent of which had been in the inventory 6 months or more,
and 10 percent of which had been in the inventory 12 months or more. These statis-
tics demonstrate the difficulty of disposing of properties that have been in the inven-
tory for long periods and the tendency of contractors to focus their efforts on dispos-
ing of recently acquired properties.

This matters a lot. Vacant, boarded up HUD-owned homes have a negative effect
on neighborhoods, and the negative effect magnifies the longer the properties re-
main in HUD’s inventory. The good news part of this sad saga: the neighbors
throughout the country have made their anger about the HUD REO situation
known to the media and the Congress.

The downsizing of the Single Family staff has also afforded increased opportuni-
ties for fraud. For example:

¢ OIG and FBI investigation established that Allstate Mortgage Insurance, a
HUD-approved lender in the Direct Endorsement Program, originated more than
$97 million in 427 fraudulent loans during the period June 1996 through July 1997.
OIG auditors followed up to find out why Single Family staff had not detected a
fraud of this scale. The auditors concluded that staffing reductions had eroded the
Single Family staff’s ability to adequately oversee mortgagees’ loan origination prac-
tices, a situation that was exacerbated by confusion about a new HUD 2020 policy
designed to compensate for the staff reductions.

¢ In January 2000, as a result of another OIG and FBI investigation, a HUD
Housing Specialist in the Los Angeles Office pled guilty to receiving $80,000 in kick-
backs in exchange for selling about $2.1 million in HUD REO properties to a real
estate company owner for only about $700,000. OIG auditors again followed up to
find out why HUD staff had not detected this fraud, which continued over a 7-
month period. They found that the Housing Specialist’s work had been subject to
no supervisory review. The responsible supervisor said the office’s REO workload
was too large, and the pressures to dispose of it too great, to allow for any super-
visory review.

I trust that this recounting explains why I do not believe that downsizing, in and
of itself, should be counted as success.

IS SECRETARY CUOMO’S 2020 MANAGEMENT REFORM A SUCCESS STORY?

When Secretary Cuomo announced his HUD 2020 Management Reform Plan in
June 1997, he said: “For HUD to fulfill its mission, it must have credibility—with
Congress, with local government|[, with the] customer. They must all believe that
HUD has the competence and capacity to perform its functions. It’s time HUD put
its ovcslln house in order.” HUD 2020 was Secretary Cuomo’s plan to put HUD’s house
in order.

Since the fall of 1998, Secretary Cuomo has cited increased HUD budgets and
positive statements by consultants paid by HUD as evidence that HUD’s credibility
has been restored. Secretary Cuomo in turn presents this as evidence that the HUD
2020 Management Reform has worked.

Again, the OIG’s approach is different. We have tracked the progress of HUD
2020 in as objective a manner as possible, against the goals and time frames Sec-
retary Cuomo established for it. And from this perspective, at this writing, HUD
2020 cannot be called a success. More than 2% years after its announcement, HUD
2020 is still very much a work in progress.

HUD 2020 was supposed to be fully operational by October 1998. By that time,
staffing reductions and organizational changes had been made, but the business
process improvements called for by HUD 2020 had not taken place. At this writing,
16 months after the October 1998 deadline, we are still waiting to see the business
process improvements. For example:

SINGLE FAMILY PROPERTY DISPOSITION

Earlier in this statement, I talked about the management and marketing con-
tracts, the HUD 2020 device intended to increase the efficiency of HUD’s Single
Family property disposition function and compensate for severe reductions in Single
Family staff. Again, between April 1999, when the management and marketing con-
tractors started work, and January 31, 2000, HUD’s REO inventory has increased
from 43,560 to 47,711 properties; the percentage of properties in the inventory 6
months or more has increased from 30 to 41; and the percentage of properties in
the inventory more than 12 months has increased from 10 to 17.

While there is evidence of a decline in HUD’s inventory from a high of 51,537
properties at September 30, 1999, the size of the older inventory has grown from
month to month.



91

SCORING THE FINANCIAL AND PHYSICAL HEALTH OF HUD’s PUBLIC AND MULTIFAMILY
PORTFOLIOS

Another key initiative under HUD 2020 is the centralized REAC, whose primary
purpose is to score the physical and financial health of HUD’s public housing and
multifamily portfolios, thus enabling other HUD entities to better target their mon-
itoring and enforcement efforts. The Department budgeted about $63 million in Fis-
cal Years 1998 and 1999 and another $100 million over Fiscal Years 2000 and 2001
to develop all assessment, including the physical and financial assessment systems.

While we consider this comprehensive approach to assessing the HUD portfolio
a p(()lsitive step, we have yet to see evidence that results are being or will be widely
used:

¢ During Fiscal Year 1999, the REAC reported that 28,835 physical inspections
of multifamily and public housing properties had been conducted. The Office of
Housing has established a procedure to address physical inspection results. How-
ever, the procedure relies on owners’ certifications to assure that repairs are com-
plete, even in the case of health and safety violations. In contrast, the Office of Pub-
lic and Indian Housing has generally been reluctant to use the inspection results
in their monitoring of the Public Housing Authorities because the scores were only
advisory in Fiscal Year 1999. While it is true that the scores to date have been advi-
sory, the physical deficiencies are real conditions—including health and safety viola-
tions—that need to be corrected.

HUD has announced that it will start official physical inspections in June 2000.
There is, however, significant question about how this intention complies with the
following instruction in the Conference Report on HUD’s Fiscal Year 2000 appro-
priations:

“The conferees direct HUD to delay implementing the Public Housing Assessment
System (PHAS) until, in consultation with public housing authorities (PHAs) and
their designated representatives, the Secretary: (a) conducts a through analysis of
all advisory PHAS assessments; (b) reviews the GAO’s study of the PHAS when it
is complete; and (c) based on that analysis and review, publishes in the Federal Reg-
ister a new consensus-based PHAS final rule that incorporates any recommended
changes resulting from the process referenced above.”

To the OIG’s knowledge, the GAO study of the PHAS will not be complete by June
2000. At least one major housing interest group is, in addition, claiming that HUD
did not comply with the other provisions of the Conference Report language before
issuing the final PHAS rule.

¢ During Fiscal Year 1999, the REAC (REAC) assessed the financial reports for
approximately 2,800 Public Housing Authorities and received financial statements
for approximately 7,800 insured multifamily projects. The assessment of Public
Housing Authorities financial reports is on schedule; however, the assessment was
only advisory for Fiscal Year 1999. Consequently, the results of the assessments
were not generally utilized by Field Offices.

In contrast, delays were encountered in obtaining electronic submission of insured
multifamily projects financial information. The REAC therefore extended the finan-
cial statement filing deadline to August 1999 from March 1999, and the Office of
Housing delayed releasing the data to the Field Offices until staff could be trained
on the use of the data. Distribution of financial results began on September 30,
1999. REAC has advised that all financial information and analyses are now avail-
able to the Office of Housing for project monitoring. The OIG has yet to determine
how or whether the results are being used.

TAKING ACTION TO IMPROVE TROUBLED PUBLIC HOUSING

Another key initiative under HUD 2020 are two Troubled Agency Recovery Cen-
ters, whose mission is to work with public housing authorities designated as trou-
bled by the REAC, in order to assist the housing authorities in bringing their per-
formance to an acceptable level. HUD declared the Troubled Agency Recovery Cen-
ters fully operational on October 1, 1998.

In September 1999, about a year later, the OIG looked at the two Troubled Agen-
cy Recovery Centers and found they were working at 10 percent of their planned
capacity. The reason is simple: HUD had expected that the REAC’s scoring systems
would identify 575 troubled public housing authorities that would constitute the
Troubled Agency Recovery Centers’ workload by October 1998. However, at this
writing, almost 16 months later, the REAC still isn’t issuing official scores, so the
Troubled Agency Recovery Center workload is still defined by the former and very
deficient self-assessment system known as the Public Housing Management Assess-
mer}11t Program (PHMAP). Under PHMAP, there are only 52 troubled public housing
authorities.



92

Consider what this means. On the one hand, if HUD was correct that its Troubled
Agency Recovery Center staff could handle 575 troubled authorities, but their actual
workload is only 52, then 90 percent of that staff has been underutilized or not uti-
lized for a long time.

More importantly, HUD doesn’t need elaborate Real Estate Assessment scoring
systems to know that there are some very troubled public housing authorities that
aren’t identified as such by PHMAP. Consider the case of the Puerto Rico Housing
Administration (PHA).

¢ In December 1996, HUD took the PHA off its PHMAP-based list of overall trou-
bled public housing authorities. The PHA has never gone back on that list.

e In June 1998, the OIG issued an audit report on the PHA, alerting HUD to a
series of potentially serious problems.

¢ In September 1998, OIG officials told Public and Indian Housing (PIH) officials
that there were virtually no controls over the PHA’s procurement system, resulting
in high potential for fraudulent activity. We urged PIH to intervene immediately to
correct PHA business practices. To date, there has been no HUD intervention at the
PHA, and the PHA continues doing business as usual.

¢ On October 29, 1998, based on an investigation by the FBI, OIG, and the Office
of the Comptroller of Puerto Rico, three individuals were indicted on charges of con-
spiracy to defraud HUD and embezzlement of over $1 million from the PHA. The
three individuals have since pled guilty.

¢ On March 25, 1999, based on an FBI and OIG investigation, six individuals
were indicted on charges of bribery, conspiracy, money laundering, and theft of over
$1.4 million in PHA funds. Two of the six individuals have since pled guilty.

¢ Currently, the FBI and the OIG are investigating five other major cases of po-
tential procurement fraud at the PHA.

TAKING ENFORCEMENT ACTION AGAINST BAD LANDLORDS

Another key initiative under HUD 2020 is the centralized Enforcement Center.
At the heart of Secretary Cuomo’s “Get Tough” policy, the mission of the Center was
to pursue civil and regulatory actions against (i) public housing authorities and pri-
vate, multifamily owners whose properties receive failing scores from the REAC;
and (ii) Community Planning and Development and Fair Housing and Equal Oppor-
tunity grantees who do not pass audit scrutiny or who engage in waste, fraud, or
abuse.

I expect that the delay in the REAC’s issuing official scores for public housing and
multifamily properties has negatively affected the Enforcement Center’s operations.
I am unable to provide you with a definitive assessment, however, because the OIG
is just now completing its audit of the Enforcement Center.

I can provide you with two anecdotes that indicate there may be cause for con-
cern.

e In January 2000, as a result of OIG, FBI, and IRS investigative work under
the OIG’s Housing Fraud Initiative, the U.S. Attorney for the Central District of
California announced 41 indictments and guilty pleas for Single Family Mortgage
Insurance fraud. Secretary Cuomo promptly issued a press release claiming that the
indictments and guilty pleas resulted from his “Get Tough” policy and his establish-
ment of the Enforcement Center. Neither had any relevance whatever to the inves-
tigations or the results of the investigations.

e In the spring of 1998, Enforcement Center personnel invited the OIG to assist
them in pursuing a $15 million civil fraud case against Associated Estates Realty
Corporation, in Cleveland, Ohio. The case related to Associated Estates’ ownership
of three HUD-insured, Section 8 subsidized multifamily properties that were notori-
ous, two of the properties having been cited by the City of Cleveland for more than
8,600 health and safety violations.

The OIG agreed with the Enforcement Center’s assessment, and an OIG agent ac-
companied the Enforcement Center personnel to a meeting with the U.S. Attorney’s
Office. The U.S. Attorney’s Office tentatively agreed with the Enforcement Center’s
assessment, and requested additional information.

The next time the U.S. Attorney’s Office or the OIG heard about Associated Es-
tates was from a March 1999 article in the Cleveland Plain Dealer. The article said
that HUD program officials (who had taken jurisdiction of the case away from the
Enforcement Center) had settled with Associated Estates, agreeing to pay Associ-
ated Estates $1.78 million for the retroactive rent increase on the condition that As-
sociated Estates found new owners for two properties. The Plain Dealer quoted Sec-
retary Cuomo as saying: “This settlement agreement sends a strong message to
owners and managers of housing subsidized by HUD. If you don’t provide safe and
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decent housing to families in need, your days of getting money from this department
are over.”

In December 1999, the Plain Dealer reported that HUD had paid the $1.78 mil-
lion to Associated Estates, even though Associated Estates hadn’t found new owners
for the two properties. Howard Glaser, Counselor to the Secretary, was quoted as
saying, “Everybody agreed. Let’s stop this now, take the properties, even if we have
to hold [our] nose and make the payment. The guy who signed it [Gary Eisenman,
HUD’s General Deputy Assistant Secretary for Housing], would be the first to tell
you he held his nose.”

What the Plain Dealer did not report is that, in addition to providing for the $1.78
million payment for a retroactive rent increase for one property, the settlement
agreement also released Associated Estates from any civil or administrative claims
relating to their ownership and operation of four HUD-insured and subsidized prop-
erties. Three of the four properties were the same properties that were involved in
the $15 million civil fraud case that the Enforcement Center had wanted to pursue.

IMPROVING HUD’S FINANCIAL INFORMATION SYSTEM

Another key initiative under HUD 2020 is the Financial Systems Integration
Plan. The Plan was designed to correct Department-wide financial management de-
ficiencies while simultaneously providing the information necessary to carry out the
financial and programmatic missions of the Department.

In late 1997, the Department decided to use an off-the-shelf software in the devel-
opment of its financial management system known as HUDCAPS. In a January
1998 memorandum to the Secretary, we pointed out several risks inherent in that
decision. We noted the decision to use the standard software was made without a
thorough analysis of other alternatives. Also, the selected software was not user
friendly and was not the “state of the art technology” for the time. This year our
concerns became reality. After much effort, schedule delays, frequent scope changes,
and cost increases, HUDCAPs was prepared to operate as Department-wide ledger
beginning with fiscal year 1999. However, as implemented, the HUDCAPs core fi-
nancial system still does not fully comply with Federal financial system require-
ments and still does not correct long standing financial system weaknesses in its
feeder systems such as the FHA general ledger.

The following financial management systems deficiencies, which were reported in
prior years, were present during fiscal year 1999.

¢ Insufficient information about individual multifamily loans. The financial sys-
tem cannot identify high risk and troubled loans for monitoring and oversight.

¢ Lack of integration between program and accounting systems. For example,
monthly cash reconciliations are not being done and FHA summary transaction data
are not entered into the department-wide system on a timely basis.

* Inability to support adequate funds control for FHA, which, among other things,
resulted in an Anti-Deficiency Act violation in fiscal year 1999.

¢ Inability to fully support budgeting for Section 8 project-based programs. HUD
was to do an initial recapture of unneeded excess funds remaining on expired con-
tracts in August, 1999 but was not able to complete that recapture until December
due to the systems problems. Moreover, that recapture excluded 391 expired con-
tracts with $408 million in reserve budget authority because of insufficient data to
perform the analysis.

SHOULD THE ANNOUNCEMENT OF NEW PROGRAMS BE CONSIDERED A SUCCESS STORY?

The OIG has long held that there is a mismatch between the number and com-
plexity of HUD’s programs and the capability of HUD staff to administer those pro-
grams. In 1994, at the request of Secretary Cisneros, we prepared a major report
on “Opportunities for Terminating, Consolidating, and Restructuring HUD Pro-
grams.” The report was a principal basis for Secretary Cisneros’ Reinvention Blue-
print, which called for a radical restructuring of HUD programs. You may remember
that prospects for enactment of the Reinvention Blueprint ended when the cries for
abolishment of HUD began.

When we did our 1994 report, we counted 240 separable HUD program activities.
Our last count, in 1997, was 328 separable HUD program activities. We believe the
count has continued to increase while HUD staff has continued to decrease.

Against this background, you can understand why the OIG does not consider it
good news when Secretary Cuomo announces the “teacher next door” initiative, the
“officer next door” initiative, the gun buyback initiative, the Pine Ridge initiative,
the HUD storefront initiative, the gun safety initiative, the “healthy homes” initia-
tive, or the initiative to organize public housing authorities to file suit against gun
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manufacturers. On its own, each of these initiatives may have some appeal, but
their effect is to divert scarce HUD resources away from HUD’s core programs.

The diversion of HUD resources away from HUD’s core programs has been par-
ticularly apparent in the case of the Community Builder Program, a key initiative
under HUD 2020. Our September 30, 1999 audit of the Community Builder Pro-
gram evaluated Community Builder hiring practices, reviewed their assigned duties
and responsibilities, and examined their impact on other HUD organizational ele-
ments. Our audit found serious problems with Community Builder hiring practices,
the Community Builder concept, and the Community Builder’s impact on HUD oper-
ations:

¢ There was little evidence to support HUD’s decision that it needed about 800
Community Builders. This issue is of importance because the Community Builder
positions were established within the framework of HUD’s downsizing staff. That
is, HUD neither sought nor obtained increased funding for the Community Builders.

« HUD violated Office of Personnel Management rules in hiring “external” Com-
munity Builders ( who were not HUD staff at the time) as term appointments.

¢ While the Community Builder concept was part of an attempt to distinguish
HUD outreach and monitoring functions, it proved to be an expensive and con-
troversial solution. A common problem identified in many of our recent audits of
HUD programs is the lack of staff resources to effectively manage and monitor. The
nearly 800 Community Builder staff committed to outreach functions, are a major
drain on potential monitoring resources.

¢ In reviewing the impact of Community Builder work, we found few measurable
results. In our interviews with 59 Community Builder staff, 39 said they spent more
than half their time on public relations activities.

Our audit recommended the Community Builder program be terminated.

SHOULD POSITIVE ASSESSMENTS BY CONSULTANTS PAID BY HUD BE CONSIDERED
AUTHORITATIVE?

Because HUD 2020 has had a staggering impact on the Department, the OIG has
been monitoring its progress on a realtime basis. While OIG work must by law be
conducted in accordance with professional standards that ensure its independence
and objectivity, the consultants paid by HUD are not governed by such strictures.
Once commencement of OIG HUD 2020 work is announced, it has become almost
standard operating procedure for the Department to hire a consultant to provide a
contemporaneous assessment. Here are a few examples:

Our assessment of the HUD 2020 Management Reform Plan, as described in
Chapter One of our September 1997 and March 1998 Semiannual Reports to Con-
gress, was contrasted with a $412,000 assessment by Booz-Allen & Hamilton and
their sub-contractors to include David Osborne and James Champey. Our analysis
was an effort to review the progress of organizational changes against HUD 2020
plans and we were critical of major delays in reform implementation. On the other
hand, the contractor’s assessments were conceptual, focusing on the soundness of
the reform concepts. Since Booz-Allen & Hamilton’s report was issued in March
1998, it has been used on numerous occasions by HUD management to acclaim the
success of HUD 2020 Reforms.

In Chapter One of the OIG’s September 30, 1998 Report to the Congress (which
was sent to the Congress on December 11, 1998), we tracked the progress of HUD
2020 against milestones that HUD had announced at the outset of HUD 2020. We
reported that most of the reform initiatives were well behind schedule. For example,
the HUD 2020 Plan had called for the Troubled Agency Recovery Centers to be fully
operational by October 1, 1998; but OIG auditors found that the Troubled Agency
Recovery Centers were operating at only 10 percent of capacity. On October 30,
1998, the Department contracted with Price Waterhouse Coopers for a $126,000
evaluation of HUD’s progress in meeting seven HUD 2020 milestones. However, in
the process, HUD refined the milestones substantially, enabling a positive assess-
ment of progress by Price Waterhouse Coopers on December 1, 1998. In the case
of the Troubled Agency Recovery Centers, for instance, the refined milestone was
that two Troubled Agency Recovery Offices would be opened by October 1, 1998. In
the OIG’s view, there is a vast difference between opening offices and ensuring that
those offices are fully operational.

Our recent comprehensive review of the Community Builder Program was con-
trasted with a simultaneous $146,000 Analysis of Community Builder Effectiveness
by Ernst & Young. Under their engagement parameters with HUD, Ernst & Young
was provided a list of Community Builder case studies to sample and a list of inter-
view sources. The scope of their engagement did not provide for interviews of HUD
employees regarding the Community Builder Program. Our review included inter-
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views with 231 parties involved in the program to include Community Builders,
other HUD staff and outside customers. The findings in both reports were strikingly
different.

ARE INCREASED APPROPRIATIONS FOR HUD A SUCCESS STORY?

Since being confirmed as Secretary of HUD, Andrew Cuomo has said that HUD
must get its own house in order before it could expect to be entrusted with new pro-
grams and/or increased budgets. As I said at the start of this testimony, Secretary
Cuomo along with other Principal Staff, notably Deputy Secretary Ramirez, have de-
clared much of the 2020 Management Reforms a success. They have taken advan-
tage of opportunities the Congress has provided them to testify as well as announc-
ing the results of studies they have contracted for as vehicles to communicate this.

Just 10 days ago the HUD Public Affairs Office issued a press release announcing
the President’s 2001 Budget. The press release contained the following statements
by Secretary Cuomo:

“This budget shows that HUD is back in business, and has achieved a new level
of public trust and confidence by proving it can create and run quality programs;”

“The budget will build on HUD’s success and help unlock the door to prosperity
for people and places left behind in these good economic times;”

“Just a few years ago, our critics were calling for the elimination of HUD;” and,

“Today, HUD is held up as a model of successful government reinvention.”

The Secretary should be congratulated for both his acumen and persistence in
conveying the budgetary needs of HUD’s constituents and his success in attaining
increased appropriations. For Fiscal Years 1999 and 2000 the Department’s efforts
were recognized with increased appropriations: the best HUD budgets in 10 years
was the Secretary’s message. The President’s 2001 Budget continues this trend with
a proposed increase of $6 billion. As I said earlier, we in the OIG believe in HUD’s
mission. HUD is the hope of last resort for many folks living in this Country, and
few people convey that message as convincingly as Secretary Cuomo.

Conversely, staff in the OIG routinely see first hand the waste and abuse of
scarce HUD funds. HUD could do a much better job with the resources it has if it
dealt more with the substance, that is the infrastructure, rather than the ministe-
rial aspects of reform. In other words, HUD needs to deal with the material weak-
nesses and not just the checkbook balance if it is to assure that increased funding
truly assists the rightful beneficiaries.

YET AGAIN, SO WHAT?

I support many of the goals that Secretary Cuomo has for HUD. I trust it is clear
to you, however, that Secretary Cuomo and I have very different views about the
current state of affairs at HUD. To some extent, that 1s not surprising: Secretary
Cuomo, understandably, wants to tell a success story; but my job is to report the
facts, including problems, and encourage problem-solving when appropriate. As I
said at the outset of this testimony, an IG’s view is a particular view, but I believe
it is critically important that HUD identify and solve its problems in order to better
serve the people who need HUD’s help.

The media have tended to label Secretary Cuomo’s and my differing views as a
personal feud. That perception is highly unfortunate, but I think it arises because
Secretary Cuomo and I seem to be the only people, other than GAO, engaging in
any dialogue about waste, fraud, and abuse at HUD. And that doesn’t make any
sense to me.

First, I think it goes without saying that no cabinet department should be an is-
land unto itself. Yet ongoing Congressional and Executive Branch oversight of man-
agement issues at HUD is minimal, at best. Your hearing today is, to me, a rel-
atively exceptional expression of interest by the Congress. For its part, the Office
of Management and Budget (OMB) tends to track a small number of narrow issues.
OMB, for instance, exerts considerable pressure on agencies to obtain unqualified
opinions on audits of financial statements, but I am aware of no equivalent OMB
interest in the accompanying Report on Internal Controls. Yet we know that Con-
gressional and Executive Branch oversight can be very effective: witness the Y2K
success story.

Second, I don’t think HUD can solve its problems all by itself. I am not opposed
to downsizing the Federal bureaucracy, but we should be determined that the
downsized bureaucracy has the capacity to administer its programs. And that, to
me, means that we should be looking for every opportunity to consolidate, termi-
nate, and streamline programs. We should be considering increased use of formula
and block grants. We should be talking again about devolution of responsibilities to
States and localities, a concept that hasn’t made much progress at HUD. We should
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be looking for ways to build incentives into programs that work to prevent fraud,
waste, and abuse, thus requiring less onerous and unappreciated monitoring by the
Federal Government. We should be thinking about whether Government Corpora-
tions such as Ginnie Mae and FHA should be allowed to truly operate as govern-
ment corporations and, in the process, solve their own management problems.

Obviously, such actions would require intensive, ongoing efforts on the part of the
Congress and the Executive Branch. But, in my view, the benefits would far out-
weigh the costs.

Mr. Chairman, that concludes my testimony. I appreciate the opportunity you
have afforded me to appear here today.

ADDENDUM SUBMITTED BY SUSAN GAFFNEY, INSPECTOR GENERAL, U.S. DEPARTMENT
OF HOUSING AND URBAN DEVELOPMENT

OFFICE OF INSPECTOR GENERAL,
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT,
Washington, DC, February 23, 2000.
Hon. JOHN KASICH,
Chairman, House Budget Committee, House of Representatives, Washington, DC.

DEAR CHAIRMAN KASICH: Thank you for the opportunity to present my views on
governmental fraud and waste to the Committee and for the courtesy extended to
me and my Inspector General colleagues by the Chairman.

In part, my testimony was based upon ongoing audits and investigations. Because
of this, I am revising my written testimony concerning an FHA violation of the Anti-
Deficiency Act (see Page No. 10 of the Statement). As I was testifying, the OIG’s
contract independent auditors were discussing the violation with Office of Manage-
ment and Budget (OMB) officials. Based upon those discussions and a unique auto-
matic apportionment provision for the payment of credit financing interest to the
U.S. Treasury in OMB Circular No. A-34, the independent auditors have concluded
that the provisions of 31 U.S.C. 1517 do not apply to the type of payment that FHA
made. We agree with this conclusion.

The part of the same statement pertaining to FHA’s inadequate funds control is
still accurate. The independent auditors still consider this a material weakness. The
same transaction was improperly recorded and reported by HUD necessitating a
change to their September 30, 1999 financial statements. Moreover, at the direction
of OMB, both the HUD Deputy Chief Financial Officer (CFO) and FHA’s Comptrol-
ler are devising, with the help of consultants, a plan to establish funds control at
FHA. According to the Deputy CFO, two new FY 2000 appropriations have been
placed under an improved funds control system and agreement has been reached
with the FHA Comptroller on the handling of FHA field budget accounts that is to
be implemented this fiscal year.

Should you or your staff have any questions or concerns over this matter, please
feel free to contact me.

Sincerely,
SUSAN GAFFNEY,
Inspector General.

Chairman KasicH. Thank you very much.

STATEMENT OF DONALD MANCUSO

Mr. MANcUSO. Mr. Chairman, I guess after the previous two
speakers, I will do my remarks in a much briefer form as well. I
{:hink much of what I was going to say was actually discussed ear-
ier——

Chairman KASICH. Let me just tell you, sir, at home now I barely
get to speak. [Laughter.]

So go ahead.

Mr. Mancuso. Well, again, this committee is well aware of the
size of the Department of Defense and the many problems that are
faced there. In that light, by the way, I would also like to take a
minute just to thank the committee for the Wastebusters website.
We have received about three dozen tips so far, and, based on some
of them, we recently initiated what will be a major review involv-
ing the Standard Procurement System, which is a new system that
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is intended really to bring our ability to track procurements into
this century.

Chairman KAsiCH. Have these, if I could interrupt you, proved
to be useful to you?

Mr. MANCUSO. Most certainly.

Chairman KasicH. They are.

Mr. MANCUSO. Most certainly, Mr. Chairman. And I know we
will be responding, as the other IGs will, as well. Some matters,
I suspect, will warrant full-scale reviews, while others clearly may
not. But certainly the added information is useful to us.

In your request involving this hearing, you asked that we also
comment on management’s response to IG findings. Before I speak
to the larger issues facing the Department, I just wanted to put
into some perspective how the Department is responding overall to
reviews and audits of the Department, and more particularly to the
DOD IG audits and evaluations.

The news is generally good. Management has been very respon-
sive. When it comes to the DOD audit recommendations, and we
have had about 1,000 of them emanating from about 250 reports
a year, or about 2,000 recommendations in the last 2 years. About
97 percent have been favorably received and accepted by manage-
ment. Now, does that mean that management quickly implements
those recommendations that they have agreed to? No, I am sorry
to say the answer to that is not always. They usually do. There are
some significant exceptions where they have not, but we have a fol-
low-up procedure where we work with management to address
those things and, in fact, the letters from Congress each year on
this topic are welcome to us. We can actually go back and report
where management has not yet complied with some of the rec-
ommendations. However, I would like to state that my main con-
cern is not with management inaction on audit advice, but rather
the inadequate audit and investigative coverage of many high-risk
areas due to our resource constraints.

I would like to start with some of the ten items that we identi-
fied in responding to your committee’s request that we comment on
major problems facing the Department. One of the topics, and
again it was discussed earlier today, is information technology. In-
formation technology in the Department of Defense is big business.
We are talking about $16 billion a year in acquisition, maintenance
and the running of these systems.

Less than ten of the Department’s major IT acquisition programs
have been audited in each of the past couple years. That is unbe-
lievable when you consider the hundreds of different programs that
are out there. Additionally, the Department has been a bit slow in
complying with the Clinger-Cohen Act. It is good news that there
has been some recent progress in that direction, but we still see
major vulnerabilities in the Department because of its past lack of
attention in coordinating and pushing forward in the concept of
Clinger-Cohen.

We have also found in the area of information technology that,
as large as we are with as many systems as we have in the Depart-
ment, we are clearly vulnerable to attack by hostile regimes and
others. The Defense Information Security Agency reported that
there were about 18,000 cyber attacks on DOD computers last year.
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DOD is the leader in cryptology in the world. So the classified sys-
tems are well protected, but there is a significant problem with se-
curity of unclassified systems. We are working that area. We have
our own team of computer intrusion people, and we work with
other agencies as well in that regard.

One of the most significant areas facing the Department, though,
is financial statement review. It has been pointed out that the De-
partment of Defense has been extraordinarily behind the curve in
being able to achieve unqualified audit opinions on financial state-
ments. As Mr. Walker pointed out, the Department is really not
prepared to achieve an unqualified opinion on its overall statement
until at least 2003. We only have one of the 10 major statements
currently receiving unqualified audit opinions, and that is the Mili-
tary Retirement Trust Fund.

What is behind this, however, is a lack of adequate accounting
systems; and modernizing them, and getting them to talk to each
other so that we can have clean opinions. There were $1.7 trillion
in unsupported adjustments last year involving Department of De-
fense financial statements.

Chairman KASICH. Could I just interrupt to ask you a question?
Why is this the case? Is there some explanation for this?

Mr. MANCUSO. The explanation is that, for an extended number
of years, finance and accounting procedures were extraordinarily
decentralized. Hundreds of systems have operated independently.
Over the last decade, there has been massive consolidation related
to the formation, for instance, of the Defense Finance and Account-
ing Service, and a great reduction in numbers of systems has taken
place. Unfortunately, much more needs to be done.

The size of the systems and the amount of dollars involved is
causing it to take a number of years to develop, test and field the
systems that are going to be necessary for the Department to have
data that can be relied upon. One of the outgrowths of this is this
huge amount of unsupported adjustments. That would be wholly
unacceptable in a business.

If you were running a business, your accounting firm would be
aghast to find even more than just a few adjustments, much less
unsupported adjustments. But in the case of DOD, as someone
stated earlier, there is a plugging in of the figures. We found that
last year there were actually about $7 trillion of adjustments. Of
the ones we audited, which were about half, we found that about
$1.7 trillion were unsupported; in other words, there was not
enough basis in the accounting records to support those adjust-
ments.

Chairman KASICH. One more follow-up. What does that mean?
What does that mean to the practical side of what we are doing on
a day-to-day basis?

Mr. MANcUSo. If you are a war fighter, if you are a person who
is performing the DOD mission, it probably doesn’t mean very
much because things are still going on, missions are being accom-
plished, and DOD operational managers have little need to refer
back to the financial statements.

In truth, however, the same information that is lacking to
produce a good financial statement is the information that man-
agers generally need to efficiently and effectively run programs. So
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there is, of course, a real and serious impact overall on DOD man-
agement and the efficiency of it.

We have been pointing out for several years now that the De-
partment, although it is moving forward, needs a more consolidated
and consistent approach. We have worked on a regular basis with
the Department on this challenge. For example, there was a meet-
ing earlier this week with GAO, OMB, our office and the comptrol-
ler’s office, again, trying to keep these processes online. But we see
little hope for clean opinions for the statements in some of these
major accounts until 2003.

There have been some comments today on the military health
care system. In DOD, that is a $16-billion-a-year business, serving
about 8 million beneficiaries. They have made great progress in the
area of managed care. They have worked closely with us in build-
ing in internal controls; nonetheless, there is a huge amount of
fraud. We work very closely with HHS and the Bureau on those
things. But, yes, the amount of fraud in that area is still rather sig-
nificant.

Logistics is another area of concern. There are about 300 ongoing
initiatives to make it more efficient. Still, much more needs to be
done. You can look at it as a success story or a failure, but in the
last 10 years, the wholesale stock supply has been reduced by
about half, to $55 billion. Nonetheless, of that $55 billion, there is
much that isn’t needed or is antiquated or otherwise being held in
an inefficient way. There are also initiatives that will bring us for-
ward in transportation and other logistics areas.

I could speak at great length about readiness concerns, but I
think they are topics you are all familiar with. The main thing I
would point to in the area of readiness, and I don’t believe Mr.
Walker pointed to it, is really the operational tempo.

The operational tempo has made it extraordinarily difficult for
the people in logistics to gauge what parts, supplies, and equip-
ment we need. You have the Air Force, for instance, putting 2
years’ worth of flight time on aircraft during a 6-month deployment
to Southwest Asia. That presents problems that are not easily fore-
cast. You have training problems and readiness shortfalls in other
areas as well. Again, those items are detailed in my statement, Mr.
Chairman.

I think I will just end right there, please.

[The prepared statement of Donald Mancuso follows:]

PREPARED STATEMENT OF HON. DONALD MANCUSO, DEPUTY INSPECTOR GENERAL,
U.S. DEPARTMENT OF DEFENSE

Mr. Chairman and members of the committee, I appreciate the opportunity to be
here today to discuss the management challenges faced by the Department of De-
fense (DOD) and the responsiveness of its managers and commanders to findings
and advice provided by the Office of the Inspector General, DOD.

The Committee needs no reminder that the DOD is one of the largest and most
complex organizations in the world. The Department is responsible for roughly $1.3
trillion in assets; operates 638 major installations and thousands of small sites
around the world; and currently has about 700,000 civilian employees and 2.4 mili-
tary personnel in the active forces or the Ready and Standby Reserves. Thousands
of programs and projects are needed for the Department to successfully execute op-
erations across the spectrum from warfighting to peacekeeping as well as humani-
tarian and emergency relief operations. Critical functions include: research and de-
velopment; procurement; logistics; intelligence; and a wide variety of other activities
to train, equip and sustain the Armed Forces.
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There has been widespread concern about waste and inefficiency in military pro-
grams throughout this nation’s history. Although it is doubtful that efforts to equip
and support the Armed Forces are inherently more susceptible to fraud or mis-
management than other government activities, the size and complexity of the De-
partment of Defense pose formidable management challenges and risks. The Depart-
ment’s own assessments of the need for reforms, oversight by the Congress, General
Accounting Office reports, and the work of the DOD audit and investigative commu-
nities show that a wide range of problems currently merit attention and action. We
welcome additional measures, such as the Committee’s Wastebusters website, to
help identify problems and risks. Tips that you refer to us from the Wastebusters
website will supplement those received on our own DOD Hotline, which averages
14,000 calls annually.

A few weeks ago, you referred about three dozen e-mail tips received at the
Wastebusters website to my office for review. We appreciate every new source of
leads for possible audits and investigations. I assure you that we are taking the
Wastebusters tips seriously and will keep the Committee fully informed on the dis-
position of each one. For example, because three Wastebusters tips concerned the
new DOD Standard Procurement System (SPS), we have initiated an audit of SPS
implementation at Air Force sites.

Another welcome recent congressional initiative was the joint letter in September
1999 from the House Majority Leader, the Chairmen of the House Government Re-
form Committee, Senate Budget Committee and Senate Governmental Affairs Com-
mittee, and you, Mr. Chairman, on DOD management challenges. Specifically, you
requested we update our previous assessments of the most serious management
problems facing the DOD; identify related reports; summarize significant audit rec-
ommendations that address major problem areas; comment on progress made in im-
plementing audit recommendations and correcting management problems; and iden-
tify programs that have had questionable success in achieving results. Although we
have worked to include much information of that kind in our semiannual reports,
we appreciated the additional opportunity to discuss the results of our oversight ef-
forts.

Our December 15, 1999 reply to the joint inquiry discussed groups of often inter-
related problems which we sorted into ten principal management challenges, as fol-
lows:

. Information Technology Management
. Information Technology Security

. Other Security Concerns

. Financial Management

. Acquisition

Health Care

. Supply Inventory Management

. Other Infrastructure Issues

. Readiness

. Turbulence from Change

—

DOD MANAGEMENT RESPONSIVENESS

Before discussing each area, I would like to address the overall question of DOD
responsiveness to the need for reform and the specific issue of how well managers
respond to Inspector General, DOD, advice.

Starting in the late 1980’s and continuing through the 1990’s into the present day,
the DOD has been attempting to restructure virtually all of its internal processes.
The Congress has been closely involved in dozens of specific initiatives, particularly
in the area of acquisition reform. Our overall assessment is that the DOD has sel-
dom, if ever, been so committed to across the board management improvement.
However, even after several years of concerted effort, progress has been mixed and
much more needs to be done to cut costs and improve effectiveness.

To identify specific problems and monitor improvement efforts, the Department
performs a huge number of self-assessments, including thousands of internal audits
and inspections annually. Those assessments include about 250 audit and evalua-
tion reports with about 1,000 recommendations each year from the Office of the In-
spector General, DOD.

To respond to the problems identified by audits, management reform studies and
other reviews, the DOD is carrying out many hundred major management improve-
ment initiatives simultaneously. Cumulatively, and with continuous management
emphasis, those initiatives should dramatically improve the efficiency of DOD sup-
port operations over the next several years. We also believe that, on an overall
basis, the Department is being very responsive to audit advice as it develops and
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carries out these management improvements. For example, managers agreed to take
responsive action on 97 percent of the 2,040 audit recommendations made by this
office during fiscal years 1998 and 1999. We do not have comparable information
from earlier periods, but senior auditors in my office believe that this compliance
rate is far higher than was the case during the earlier years of the OIG, DOD. We
do not expect to win every battle and it would be unreasonable to expect agreement
with every audit recommendation, nor is it realistic to expect timely implementation
of every agreed-upon recommendation. The majority of agreed-upon actions are car-
ried out within reasonable timeframes, but significant exceptions do occur. Never-
theless, we believe that the very high level of acceptance of our recommendations
and reasonably good follow-up record speak well for both the auditors’ performance
and the receptiveness of managers to the audit advice they receive.

The main concern with the effectiveness of auditing in DOD relates not to man-
agement inaction on audit advice, but to the inadequate audit coverage of many
high risk areas because of resource constraints and conflicting priorities. I will
elaborate on that concern later when I discuss the top management challenges.

INFORMATION TECHNOLOGY MANAGEMENT

Information technology is transforming both military science and business prac-
tices. The DOD operates about 10,000 mission critical or essential networks and is
rapidly expanding its use of web-based technology for electronic commerce and other
“paperless” functions. The annual budget for information system development, pro-
curement, operation and maintenance is about $16 billion, but even that large figure
does not fully portray the paramount importance of information systems to virtually
every facet of managing the Armed Forces and their support establishment.

The DOD badly needs to complete its implementation of the Clinger/Cohen Act.
Appropriately, there has been increased congressional interest recently in turning
around the long-standing problem of inadequate management control over informa-
tion technology investments, standards and practices. The Defense Appropriations
Act for Fiscal Year 2000 levied stringent new requirements on the Department to
ensure a complete break with overly decentralized and often inefficient practices for
reviewing, approving, monitoring and funding automated system acquisition
projects. Better management is needed to avoid costly acquisition failures of the
1990’s like the Army Ground Based Common Sensor System and Defense Com-
missary Information System.

Currently, less than 10 of the Department’s hundreds of “IT” acquisition projects
are being audited annually. Now that the massive Y2K audit effort is behind us,
it is vitally important to provide more oversight in this area.

We are currently working with senior DOD managers to develop a more active
audit effort, resources permitting, to support and fine tune the Department’s man-
agement control processes for IT system acquisition. Successful implementation of
effective management oversight processes will help avoid recurrence of most infor-
mation system problems currently evident in the DOD. Those problems include: too
many systems; block obsolescence; insufficient interoperability; security
vulnerabilities; inconsistent budgeting and reporting; noncompliance with policies on
data standardization, documentation and configuration management; user dis-
satisfaction; frequent system acquisition schedule slippage and cost overruns; and
disconnects between evolving business practices and their supporting system
projects.

In addition to improving management of system acquisition, the Department
needs to modernize and cut support costs for communications and other information
technology infrastructure. The Y2K conversion has forced the acceleration of efforts
to replace and modernize various equipment, including DOD telecommunications
switches throughout the world, and the increased awareness of the Department’s de-
pendence on information technology should focus more attention on related infra-
structure issues.

Overcrowding of the radio frequency spectrum throughout the world presents a
particularly difficult challenge to military planners and users of weapon and com-
munication systems. We reported in October 1998 that at least 89 weapons and tele-
communications systems had been deployed overseas without the proper frequency
certification and host nation approval. In addition, the Military Exchange stores
were selling products not covered by, or compliant with, host nation frequency
agreements. As a result, communications equipment deployed without host nation
approval and frequency assignments cannot be used to its full capability for train-
ing, exercises or operations or without risking damage to host nation relations. Po-
tential frequency spectrum conflicts should be considered during system design,
when host nation agreements are negotiated and before systems are deployed. The
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DOD also needs a more systematic process to update telecommunications agree-
ments with other countries, clarification of accountability for managing those agree-
ments and more emphasis on compliance with them. The most recent register of
telecommunications agreements was over 4 years old, at the time of the audit.

INFORMATION TECHNOLOGY SECURITY

The heavy dependence of the public and private sectors on computer technology
for processing sensitive information, controlling infrastructure ranging from air traf-
fic control systems to power grids, and supporting modern communications makes
information warfare an attractive strategy for hostile regimes and groups. Hackers
view accessing or vandalizing Government information systems virtually as a sport,
and there is a significant threat that criminals will exploit information system secu-
rity weaknesses to steal data or funds. The Defense Information Systems Agency
states that over 18,000 cyber attacks against DOD were detected in FY 1999, a
three fold increase over the previous year. While this increase is partially attrib-
utable to more effective detection, there is probably more activity in this arena.

The DOD internal audit community, GAO and other reviewers have outlined DOD
information assurance challenges in numerous reports. To meet those challenges,
the Department needs to adapt lessons learned from the Year 2000 conversion ef-
fort; consolidate and update policy guidance; establish better management control
over the many separate efforts now under way or planned; develop reasonable pro-
gram performance measures; ensure full attention to information assurance con-
cerns in new system development and electronic commerce initiatives; intensify on-
site information security inspection and audit efforts; and improve training across
the board for technical personnel, security officers and system users. The DOD is
turning increased attention to these matters, but a sustained effort will be needed
on a continuous basis for the foreseeable future. The DOD audit and investigative
communities are working cooperatively with DOD management to provide support
in this vital area. These include the establishment of the Defense Information Infra-
structure Intrusions Investigative Team (DI4T) by the Defense Criminal Investiga-
tive Service to provide immediate criminal investigative response to suspected com-
puter intrusions against the DOD Information Infrastructure (DII). The DI4T is an
integral part of the law enforcement-counterintelligence cell of the DOD Joint Task
Force-Computer Network Defense (JTF—-CND) that provides for the coordination and
overall situational awareness of all law enforcement and counterintelligence activi-
ties within the DOD conducted in support of the computer network defense and the
DII. The DCIS and DOD are also represented and maintain an active role in the
operation of the National Infrastructure Protection Center (NIPC) at the Federal
Bureau of Investigation.

OTHER SECURITY CONCERNS

In addition to the challenge of protecting access to information systems, the DOD
received new indications that its procedures for minimizing security risks from with-
in its own workforce and contractor personnel also needed improvement. In October
1999, the GAO reported severe problems at the Defense Security Service (DSS),
which handles DOD personnel security investigations. The GAO faulted the timeli-
ness and quality of DSS investigations and highlighted a backlog of several hundred
thousand cases. The DOD agreed with all GAO recommendations and had already
replaced the Director, DSS. We are following up on the agreed-upon recommenda-
tions and attending periodic DSS management reviews to monitor the status of cor-
rective actions. We also are participating in a DOD study of alternatives for reduc-
ing the backlog of clearance investigations and we are completing audit work on sev-
eral related issues. We plan a series of four reports over the next several weeks.

The United States Government controls the export of certain goods and tech-
nologies by requiring export licenses for specific dual-use commodities or munitions.
In the wake of the Cox Commission Report and other disclosures, congressional and
media attention has focused on the dangers to national security posed by an export
licensing process that is often alleged to favor commerce over national security.
Meanwhile, Defense industry and friendly countries are critical of the current slow
and unpredictable license review procedures.

The Government needs an export licensing and technology transfer program that
protects critical military capabilities through timely and reasonable reviews but also
supports Defense cooperation with allies and friends. In an effort to strengthen se-
curity and export controls and to accelerate the review process, the Deputy Sec-
retary of Defense approved an Arms Transfer/Technology Transfer White Paper on
September 30, 1999, which kicked off an effort to reengineer the DOD process for
reviewing license applications. However, the DOD cannot unilaterally revamp the
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multiagency license review process and attaining interagency consensus in this area
is very difficult.

Additional challenges facing DOD in this arena include determining personnel re-
quirements and addressing the marginal adequacy of the Foreign Disclosure and
Technical Information System (FORDTIS), the principal automated tool for DOD ex-
port control analysts. The DOD also has no overall capability for analyzing the cu-
mulative effect of exports and other technology acquisitions upon other countries’
military capabilities, even though this information is critical to evaluating risks in-
herent in proposed exports. Commenting on an IG, DOD, draft report, the Depart-
ment generally agreed with our recommendations for process improvements; how-
ever, the new DOD review of the entire process may result in some of our rec-
ommendations being overtaken by events. Currently, we are concentrating on meet-
ing the multi-agency audit requirements mandated by the Congress in the National
Defense Authorization Act for Fiscal Year 2000. This year, our review is focused on
controls in DOD laboratories and other facilities over information released to foreign
visitors. We will submit our report in March.

FINANCIAL MANAGEMENT

The DOD continues to be unable to prepare financial statements that can with-
stand the rigors of audit for most individual major funds and the overall Depart-
ment. For FY 1998, as in previous years, only the Military Retirement Trust Fund
received a favorable audit opinion. It is unlikely that the audit results on the finan-
cial statements for FY 1999 will be significantly different when we issue our reports
in late February. The DOD financial statements for FY 1998 were less timely than
ever and a record $1.7 trillion of unsupported adjustments were identified by audi-
tors. This startling figure reflects the continued lack of integrated, double-entry,
transaction-driven, general ledger accounting systems. The laborious workaround
procedures still needed to compile the financial statements are simply inadequate.

The inadequacy of current systems continues to be the major impediment to
achieving favorable audit opinions and producing reliable financial reporting. Major
changes are necessary to ensure that over 200 complex accounting and feeder sys-
tems can produce auditable data. For this reason, DOD does not expect a significant
improvement in the overall results of financial statement audits for several more
years, although individual segments of the Department are beginning to show
progress.

The DOD made a credible attempt to meet several congressional reporting re-
quirements with the first Biennial Financial Management Improvement Plan, Sep-
tember 1998. In April 1999, we reported our assessment of the Plan. Its primary
weakness was a lack of information on the status of efforts to achieve compliant sys-
tems. This lack of specific data indicates insufficient overall DOD management con-
trol over the financial systems remediation process. The Department agreed with
our recommendation to adopt lessons learned from the Year 2000 conversion regard-
ing a central management plan, standardized reporting for every system and peri-
odic senior management review. However, implementation of that concept has been
disappointingly slow. Nor does the Department appear to be making a concerted ef-
fort to comply with the congressional requirement for a wall-to-wall property inven-
tory this year, which is needed to enable accurate financial reporting regarding
DOD property.

Audits also continue to indicate problems related to cash management and rate
setting in the DOD working capital funds, inaccurate or untimely recording of obli-
gations and disbursements in accounting records, and inability to eliminate un-
matched disbursements. In addition, internal controls in disbursing offices need im-
provement to reduce vulnerability to fraud. As of September 30, 1999, the Defense
Criminal Investigative Service had 85 open financial fraud cases. We have worked
closely with the Defense Finance and Accounting Service to improve their fraud con-
trol program, but contractor payment processes remain vulnerable to fraud and
error. Last year, contractors voluntarily refunded $97 million of over payments. No
one ﬁm tell how many inaccurate or fraudulent payments were made, but not de-
tected.

ACQUISITION

In fiscal year 1999, the DOD purchased about $135 billion in goods and services,
using more than 250,000 contracts, grants, cooperative agreements and other trans-
actions. Because of its huge scale and impact on US military capability, the DOD
acquisition program has always been controversial. There have been nearly continu-
ous reform efforts over the past 20 years to reduce costs and acquisition lead time
or to address the myriad of other issues present in this area.



104

Resource constraints, numerous mandates and requests for internal audits in
other management areas, and the long-standing comparative reluctance of DOD ac-
quisition officials to request audits have severely curtailed internal audit coverage
over the last few years. This is particularly true for the several hundred ongoing
weapon system acquisition programs. Although the largest of those programs are
frequently audited by the General Accounting Office, very few of the small and me-
dium size programs are receiving audit coverage. Available resources are insuffi-
cient to support a systematic program of comprehensive internal auditing based on
risk analysis. Similarly, the 39 percent reduction of the Defense Contract Audit
Agency between 1990 and 1999 has limited contract audit coverage.

Although recent audit coverage on many acquisition programs, issues and initia-
tives has been limited, we have been actively involved in numerous DOD acquisition
reform process action teams and task forces. We have commented extensively on
proposed acquisition legislation and regulatory changes. We have also performed in-
depth audits of some acquisition issues of particular interest to the Department and
Congress. Those issues include spare parts pricing, defense industry consolidation,
and the use of multiple award task order contracts.

The IG, DOD, supported the acquisition reform laws passed during the 1990’s.
Further refinements to those laws and others governing DOD acquisition practices
should be welcomed and fully considered. However, we urge that the primary focus
for the near term be on fully implementing and assessing the impact of the recently
enacted changes, as opposed to proposing more changes just to maintain a sense of
momentum.

Determining the impact of the enacted legislative and regulatory changes and of
numerous ongoing acquisition initiatives is often hampered by slow implementation
actions, insufficient experience to date using the new practices, uncertainty on
whether implementation was complete or properly done, a lack of specified perform-
ance metrics and the absence of independent validation of reported results.

Audits continue to indicate problems in the Department’s attempts to comply with
reform legislation, specifically in the area of adopting commercial buying practices
and establishing equitable business relationships with contractors for spare parts.
When genuine competition exists, market forces drive prices down. However, when
competition is limited or non-existent, there are no equivalent market forces and in
sole-source purchasing the Department frequently pays exorbitant prices.

Our audit coverage over the past 2 years has been concentrated in the historically
high risk area of aviation spares, but the same problems likely pervade other com-
modity areas. The DOD has been slow in providing adequate guidance and training
to contracting officers. There continues to be too much emphasis on weakening the
Truth in Negotiations Act, the primary safeguard of the Government’s interest when
competition is lacking. On the other hand, the Department is attempting to estab-
lish more reasonable, long term arrangements with several key suppliers and useful
models may result from those efforts. We will issue additional reports on this matter
over the next few months.

Throughout the 1990’s, most acquisition reform emphasis was on systems and
hardware procurement. The DOD has realized that purchasing services, such as
management consulting, information system maintenance, testing support and envi-
ronmental cleanup, deserves equal emphasis. We believe that, in many ways, con-
tracting for services is intrinsically harder than for systems or equipment, yet train-
ing for contracting personnel in this area is deficient. The DOD spent over $50 bil-
lion for services in 1999, so it is important that controls be adequate and decision
making be sound.

We are gratified by the quick response of the Congress, Office of Federal Procure-
ment Policy and DOD to our report that multiple award task order contracts were
being misused to avoid competition. We will issue a comprehensive report on serv-
ices contracts in a few weeks. Likewise, we are assessing the impact of downsizing
on the DOD acquisition work force and will issue a report in the near future.

HEALTH CARE

The Military Health System (MHS) costs nearly $16 billion annually and serves
approximately 8.2 million eligible beneficiaries through its health care delivery pro-
gram, TRICARE. TRICARE provides health care through a combination of direct
care at Military Department hospitals and clinics and purchased care through man-
aged care support contracts. The MHS has dual missions to support wartime deploy-
ments (readiness) and provide health care during peacetime.

The MHS faces three major challenges: cost containment, transitioning to man-
aged care, and data integrity. These challenges are complicated by the inadequate
information systems available to support the MHS.
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Cost containment within the MHS is challenged by the continued lack of good cost
information combined with significant levels of health care fraud. Lack of com-
prehensive patient-level cost data has complicated decisions regarding whether to
purchase health care or to provide the care at the military treatment facility.

To combat health care fraud, the Defense Criminal Investigative Service has de-
veloped an active partnership with the TRICARE Management Activity to give high
priority to health care fraud cases, which comprise a growing portion of the overall
investigative workload. As of September 30, 1999, we had 531 open criminal cases
in this area. The following examples of recently closed cases show the kinds of im-
proper activity being encountered.

¢ Genentech, Incorporated, of San Francisco, California, was sentenced to pay the
Government a total of $50 million to resolve issues related to the introduction of
misbranded drugs in interstate commerce. Genentech admitted that, between 1985
and 1994, it aggressively marketed the synthetic hormone Protropin, one of its most
lucrative prescription drugs, for various medical conditions for which the drug had
not received Food and Drug Administration (FDA) approval. During this time pe-
riod, the FDA had approved the drug only for use against a rare growth disorder
found in a small percentage of children.

* As a result of an investigation in connection with a Qui Tam suit, a $7,742,564
settlement was reached between the Government and the Chapter 11 trustee for the
National Recovery Institute Group (NRIG). The suit alleged that NRIG, a drug and
alcohol abuse clinic, billed TRICARE, Medicare and Medicaid for services not ren-
dered in accordance with program requirements and for services that were not
medically necessary.

« Investigation of a Qui Tam complaint resulted in a $51 million civil settlement
by Kimberly Home Healthcare, Incorporated, of Miami, Florida (Kimberly), a sub-
sidy of Olsten Health management Corporation. Kimberly pled guilty in U.S. Dis-
trict Courts in Atlanta, Miami and Tampa to assisting the Columbia Healthcare
Corporation in the preparation and filing of false cost reports with the Government
for home health care. In addition to the civil settlement mentioned above, the cor-
poration was sentenced to pay fines totaling $10,080,000.

* A $4,149,555 settlement agreement was reached between the Government and
Nova Southeastern University, Incorporated (Nova), Fort Lauderdale, Florida. The
settlement was a result of an investigation into allegations that Nova billed
TRICARE, Medicare and Medicaid for psychological services purportedly provided
by licensed therapists or physicians when, in fact, the services at issue were pro-
vided by unlicensed student interns.

These are but a few examples of problems that pervade the health care industry
and represent a growing challenge for the DOD.

Data integrity in management information systems has been a persistent problem
affecting health care program effectiveness and efficiency. Incomplete and inac-
curate data has made the DOD unable to clearly identify health care costs, identify
unit and individual readiness for deployment, or coordinate direct health care with
purchased health care. DOD management is now putting considerable emphasis on
better data quality and significant progress is being made.

Transitioning to managed care is a critical element of peacetime health care deliv-
ery. The issue is complicated by a lack of understanding about TRICARE, multiple
TRICARE programs offering similar but not identical benefits, and increased focus
on providing peacetime health care to the growing retiree population. An audit of
the TRICARE marketing program showed that while beneficiary understanding of
TRICARE is improving, DOD has provided Service members with incomplete, incor-
rect, and inconsistent information. In addition, the combination of base and hospital
closures and military downsizing, with a growing and aging population of retired
beneficiaries (those eligible for Medicare but not DOD-purchased health care), more
eligible veterans and their families are finding themselves without access to direct
care resources. Attempts to address that problem have led to a proliferation of
health care demonstration programs that have further confused the eligible popu-
lation.

SUPPLY INVENTORY MANAGEMENT

Although DOD has substantially downsized its force structure, it has not reduced
operations and support costs commensurately. However, the Department is pursuing
over 300 logistics reform initiatives, many of which involve supply inventory man-
agement. The DOD intends to consolidate management of inventory functions and
reduce warehousing requirements; reengineer DOD product support activities; adopt
best business practices that include world-class standards of logistics performance;
implement electronic commerce; and improve response times for delivering goods
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and services to customers by expanding the use of prime vendors, virtual prime ven-
dors, and direct vendor delivery. Determining appropriate requirements for materiel
to be managed and stocked, identifying and canceling purchases of excess materiel,
eliminating unnecessary items from inventory and distributing items more effi-
ciently are areas that need improvement. In addition, spare parts shortages impact-
ing readiness are being reported by operational units and repair depots, total asset
visibility initiatives remain insufficient and inappropriate disposal practices con-
tinue to be a problem for the Department. Accordingly, supply inventory manage-
ment remains a high risk area.

The Department has reduced wholesale supply stocks by almost one half over the
last 10 years, from about $107 billion in 1989 to a current estimate of $55 billion.
Nevertheless, an FY 1999 GAO report states that about 60 percent of the total on-
hand secondary inventory in FY 1997 exceeded DOD requirements. The DOD dis-
agrees with the GAO figure, but it is clear that further improvement is needed in
inventory management. The gradual transition from just-in-case to just-in-time sup-
ply support practices is reducing logistics costs, but operating units and repair de-
pots are raising concerns about spare parts shortages. All of the Services are report-
ing shortages, but the problem is most acute for Air Force aircraft, as reflected in
mission capable rates that have declined to 73 percent. The DOD needs to do a bet-
ter job of forecasting requirements, making smart procurement decisions to achieve
economical order quantities, executing spare part budgets, reducing repair cycle
times and implementing information systems that are crucial to effective and effi-
cient inventory management.

The Department has vulnerabilities in preventing public access to live ammuni-
tion, explosives, and other dangerous residue cleared from military ranges. An IG,
DOD, evaluation of the munitions disposal process led to multiple recommendations
to the Department in September 1997 to tighten controls and improve procedures
for clearing ranges and disposing of munitions. Although conditions at the ranges
and in the disposal process warranted immediate attention, and the Secretary of De-
fense designated the handling of unexploded ordnance a material management con-
trol weakness in January 1999, the cognizant DOD level offices were still determin-
ing responsibility for issuing guidance in September 1999. Fortunately, ongoing fol-
low-up indicates that many installations and commands are taking corrective action
despite the continued lack of DOD guidance.

Although the wave of property disposal caused by force structure and inventory
reductions in the early to mid-1990’s has abated, somewhat, the DOD still has a
high volume of widely dispersed disposal operations which continue to pose signifi-
cant challenges. The Department’s ongoing efforts to improve asset visibility and re-
quirements determination should help minimize the instances of needed items being
sent to disposal, but more effective demilitarization practices are needed. The De-
partment has implemented some audit recommendations in this area, but is lagging
behind on others. For example, in April 1997 we reported that no effective process
existed for determining which of the hundreds of thousands of Government-owned
property items and other materiel in contractor plants were munitions list items re-
quiring demilitarization screening and special disposal instructions. Regulatory
changes to address that problem are still incomplete.

This area also remains vulnerable to criminal schemes, as indicated by the 57
open Defense Criminal Investigative Service cases involving disposal activities as of
September 30, 1999.

OTHER INFRASTRUCTURE ISSUES

In addition to adopting more modern and efficient supply processes, the DOD
needs to improve a wide variety of other support activities to cut costs. These in-
clude maintenance, transportation and facilities functions. For purposes of this dis-
cussion, the facilities area includes base structure, military construction, real prop-
erty operations and maintenance, and environmental cleanup. The common chal-
lenge in these areas is how to cut costs to reduce the current imbalance between
DOD administrative and other support costs on the one hand, and modernization
and operations requirements on the other.

Disagreements between the DOD and Congress about depot maintenance
outsourcing remain a problem, but the Department has moved forward on numerous
public/private partnering arrangements that are promising. The Services are also
attempting to streamline maintenance operations at other levels and the weapon
system acquisition process is now geared toward expanded contractor life cycle sup-
port, which should be more economical. The Department has additional opportuni-
ties for management improvement and efficiencies by consolidating requirements for
maintenance and repair contracts, implementing better performance measures, re-



107

structuring and modernizing management information systems, better accounting
for depot maintenance workloads, and collecting more reliable cost information.

Although worldwide transportation costs have dropped during the 1990’s, DOD
costs have not shown proportionate decreases. Numerous initiatives are under way
to address that problem. These include implementing a commercial, off the shelf,
on-line, freight management and payment system (Powertrack) to replace the enor-
mously inefficient, paper intensive, transportation vendor pay practices that cur-
rently create serious vulnerability to fraud. The DOD pays $650 million a year to
freight forwarders and shippers. In the controversial area of household goods ship-
ments, which cost an additional $1.2 billion annually, three pilot reform programs
are ongoing. We are auditing the Powertrack system effort and some aspects of the
household goods pilot programs, at the request of DOD managers.

The DOD is still burdened with the cost of operating more bases than are needed
to support the force structure; however, the Congress did not grant the DOD re-
quests in the last two budgets for additional base realignment and closure authority.
It is still likely that an agreement will be reached on more closures at some future
date. In addition to eliminating underutilized installations, the DOD needs to keep
working to avoid unnecessary facilities investments and stretch available construc-
tion dollars as far as possible. The DOD is also faced with heavy costs resulting
from hazardous waste products from the maintenance, repair and disposal of many
current weapon systems, as well as ground and water cleanup at active, closing and
closed bases. The Department is putting considerable emphasis on cost containment
in this area, but more needs to be done. As in other areas, the environmental man-
agement effort is also challenged by fraud.

READINESS

The difficulty of maintaining sufficient military readiness at constrained budget
levels has been the subject of congressional hearings and public dialogue for the
past several years. In addition to financial problems, the readiness posture is af-
fected by the changing threat environment, which now includes bona fide informa-
tion warfare threats and concerns about weapons of mass destruction in the hands
of terrorists. However, increased operating tempo (OPTEMPO) has probably had the
most significant impact on readiness, affecting mission-capable rates, personnel re-
tention, spare parts availability, unit training, and operations and maintenance
costs.

Since the end of the Cold War, the frequency of U.S. military involvement in oper-
ations other than war has increased, while force structure and military end-strength
have been reduced. This OPTEMPO has adversely affected the combat capability of
deployed units in Bosnia and Southwest Asia as well as some units that remain at
home station, as they have to pick up the work of the deployed units while simulta-
neously supporting them with personnel, equipment and spare parts. Aircraft par-
ticipating in deployments are being flown more hours than is the case during regu-
lar training missions. It is estimated that some wings are putting about 2 years
worth of flying hours on aircraft in about 6 months during their Southwest Asia de-
ployments. This accumulation of flying hours, combined with the age of some air-
craft, has revealed atypical and unbudgeted wear and maintenance problems par-
ticularly on the F-15C and the A-10 aircraft. The pace of these deployments is also,
at least in part, causing aircraft mission-capable rates to decline and the increased
consumption of parts has exacerbated existing parts shortages, causing cannibaliza-
tion rates to increase. The logistics problems affecting many units, especially in the
Air Force, were discussed previously under Supply Inventory Management.

Training is a key factor in readiness. The Air Force in particular indicates that
aircrew combat proficiency may be declining partly due to frequent and recurring
deployments. F-15 and F-16 fighter squadron personnel, particularly those partici-
pating in Operation Southern Watch in Southwest Asia, frequently described their
mostly routine missions as having little combat training value. For the Army, espe-
cially at battalion, brigade, and division levels, current peacekeeping operations de-
tract from the Army’s established training cycle to sustain highly trained and com-
bat-ready teams. While in Bosnia, armored and mechanized infantry units generally
do not conduct any armored maneuver operations and are relieved from tank and
Bradley gunnery requirements. The inability to conduct needed training threatens
skills which are extremely perishable. Returning units to their wartime mission ca-
pability levels during peacetime is also a problem, taking from several weeks for
some support units to more than a year for some combat units. In addition, entire
units are not always deployed. As a result of deploying partial units, the non-
deployed portions lack the officers and senior noncommissioned officers needed to
train more junior soldiers, cannot conduct training above the small unit and individ-
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ual soldier level, and have to do not only their work but that of the deployed portion
of the unit.

Accurate reporting of unit level readiness also remains a concern. The Global Sta-
tus of Resources and Training System (GSORTS) indicates that the readiness of
units engaged in these deployments in all of the Services has been adversely af-
fected. These effects are particularly evident in the Army with lower unit level read-
iness ratings, although division level ratings have recently received much publicity.
However, important information about a unit’s condition is not always readily ap-
parent in GSORTS and sometimes not reported at all. Actual unit conditions are
masked by factors such as the counting of temporarily assigned personnel against
wartime manning requirements, optimistically estimating training status, and in-
consistent reporting.

Other readiness indicators, such as reported backlogs of equipment and real prop-
erty for maintenance and repair, are notoriously unreliable. There is extensive activ-
ity under way to address those problems; however, audit and inspection coverage
of these and other readiness issues has been very limited over the past couple years,
partially due to the need to monitor Y2K conversion status.

TURBULENCE FROM CHANGE

There are high stakes involved in the DOD efforts to implement fundamental re-
form throughout the Department and, in all cases there is a need to push ahead
vigorously and expeditiously. In fact, in most areas even more should be done. Nev-
ertheless, it must be recognized that the nature, scope, and duration of the DOD
reform effort create a number of significant management challenges in their own
right. Those “change management challenges” include:

* maintaining high workforce morale and productivity;

¢ continuously retraining the workforce to ensure they have adequate command
of constantly changing rules and processes;

e harmonizing the thousands of changes and initiatives so that they do not con-
flict with each other;

* measuring the results of each initiative and getting objective feedback to vali-
date reported performance; and

* maintaining appropriate emphasis on internal controls and accountability.

These issues are particularly hard to deal with because they tend to cut across
organizational and functional lines. We believe that much more needs to be done
to focus on workforce hiring, training and retention, because even the best new pro-
cedure or process will fail without a well motivated, properly trained and adequately
supported workforce. Our pending report on the DOD acquisition corps reductions
will highlight the problems that result from cutting the workforce in half while
workload remains relatively constant. We will also discuss the “greying” of the ac-
quisition workforce and the very high attrition rates projected over the next few
years. High turnover compounds the training problem. These kinds of issues un-
doubtedly apply to other sectors of the DOD workforce as well.

The problem of conflicting goals and inconsistent emphasis may be inevitable
when so many initiatives are ongoing simultaneously. The DOD has realized that
virtually all aspects of its operations involve multiple organizations and disciplines,
so that unilateral attempts by individual managers to redesign processes are
doomed to failure. The growth in the 1990’s of problem solving initiatives with a
more integrated, cross-cutting approach is one of the most positive trends that we
have seen in the Department. However, more needs to be done. For example, the
finance and acquisition communities appear to be moving in opposite directions on
contractor pay. The finance community is attempting to improve controls over pay-
ments by taking measures like rejecting vouchers with remittance addresses that
are not in the Central Contractor Registry and may be suspect. Some payments
could be delayed, but vulnerability to fraud and error would be reduced. However,
some DOD acquisition officials believe that payments to contractors are not being
made promptly enough, and they advocate making payment without any attempt to
match invoices to receiving documents. The Department generally resolves incon-
sistent guidance, but in the meantime the workforce cannot help but be somewhat
unclear about DOD priorities.

Finally, we believe strongly that proper oversight is particularly useful and nec-
essary during times of major changes. Identifying impediments to implementing
new laws and policies, suggesting ways to fine tune initiatives to make them more
effective, and providing objective feedback on whether intended results are being
achieved are the kinds of valuable support that auditors can furnish. Perhaps the
best recent example of such support was our massive audit effort to help the DOD
implement its Y2K conversion plan. The Department has been very generous in its
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positive comments on the important contribution that we were able to make to the
DOD success in overcoming the difficult Y2K challenge.

Unfortunately, the resources allocated to the OIG, DOD, are not sufficient to en-
able comprehensive oversight in many areas. Between 1995 and 1999, funded IG,
DOD, work-years were reduced by 26 percent, while mandated and requested work-
load simultaneously increased. The Department scaled back further major cuts that
had been planned for FY 2000 through 2004, but it was very disappointing when
the Congress cut our FY 2000 appropriation request. The combination of that reduc-
tion and the continuing need for full scale audit support of Y2K conversion has ham-
pered our efforts to increase oversight coverage of the high risk areas that I have
discussed in this statement. Most of the individual DOD process changes and new
systems have not been audited and the results are either unknown or unverified.

SUMMARY

In summary, the DOD faces a wide array of formidable problems, many of which
will require years of sustained effort to solve. We believe that the DOD audit and
investigative communities play a vital role in identifying those problems, helping to
fix them and verifying results. On the whole, DOD managers recognize and appre-
ciate that role and we consider our working relationships with all major DOD com-
ponents to be good.

This concludes my statement.

STATEMENT OF JUNE GIBBS BROWN

Ms. BROWN. Thank you, Mr. Chairman and committee members.

Everybody is concerned about fraud, waste and abuse in Medi-
care and Medicaid. And as they are all very aware, these are com-
plex problems. There are no quick fixes. However, I think we are
making excellent progress in these problem areas that undermine
taxpayers’ confidence in the system and, of course, take a great
deal of money.

But it is no time for complacency. In just the last month, for in-
stance, we have had two settlements; one was for $486 million with
Fresenius, which is a dialysis products and service company. They
are repaying that $486 million to the Government, and they have
also agreed to withdraw a net of $137 million more in denied
claims that they had. In addition to that, we settled with Beverly
Enterprises, the Nation’s largest operator of nursing homes, for
$170 million. So we are bringing back huge amounts of money to
the Government, and most of that goes back into the trust fund.

Much attention has been focused on the Medicare payment error
rate, which we have now reported in each of the last of 3 years.
It was, the first year, $23.2 billion, which was mentioned by Mr.
Walker, and then it dropped to $10.6 billion less over the following
2 years. So we now have the 1998 amount as $12.6 billion. That
is in the area of fee-for-service payments in the Medicare system.

I would like to stress that while the error rate estimate may in-
clude some instances of fraud, it is primarily not a measurement
of fraud. There are many things that could be fraud that would es-
cape that particular analysis. The reasons for the errors in this
audit are insufficient documentation, medically unnecessary serv-
ices, incorrectly coded services, or things that were noncovered. We
do catch some instances of fraud, but basically things like falsifica-
tion of documents or illegal kickbacks would not be caught in this
annual audit.

I want to commend you, Mr. Kasich, on the Balanced Budget Act,
which I know you were so instrumental in implementing. That is
saving the Government $70 billion over 5 years in new procedures
and conditions that the Department is implementing under that



110

act. These reforms have been deterring high levels of abuse, and
we think Medicare still pays so much in some other areas, such as
mental health service, rehabilitation services, medical equipment
and supplies, home health, nursing facilities, prescription drugs,
Medicare contractors, managed care and Medicaid. We are doing
other work in those areas, and much of it is outlined in my written
statement.

For example, one statistic you would be interested in is that in
a five-State study of partial hospitalization, those are services for
people with serious mental health problems, we found over 90 per-
cent of the Medicare payments were for unallowable or highly
questionable costs.

We recently replicated a review of Medicare home health pay-
ments in four of our most populated States, and we found that 19
percent of those payments were highly questionable or improper.
That was an improvement because the previous study showed that
40 percent of those payments were improper. So we still have a lot
of work to do in that area, but it is going in the right direction.

We still encounter problems with the financial management ac-
counting procedures of Medicare contractors. These are contractors
of HHS who pay the bills. We have had 13 of them with major set-
tlements, one for $140 million, that they had to repay the Govern-
ment. So even in this area, there are problems. HCFA is limited
and must use a very specific group of contractors, so they have very
little flexibility on selecting new people for these arrangements.

Now, we have a lot of cooperation going on in the health care
area, and I think it has really paid off and has allowed for these
huge settlements and big reductions in the increase in the costs
over government of Medicare. In 1998, for instance, we had only a
2.5-percent increase, and in 1999, we have actually had a 1-percent
decrease in the cost of Medicare. This is unprecedented. Most ana-
lysts have said that the Department’s attack on fraud, waste and
abuse is partly responsible for this change.

We work a lot in prevention, as well, because we feel that just
catching people and getting money back isn’t going to solve the
problems. So we have initiated a new approach to work closely with
the health care industry. We are producing compliance guidance,
special fraud alerts and advisory bulletins to help them know what
we expect of them and how to comply with our programs.

We have had a hotline since 1997. It has received 900,000 calls.
We are now receiving about 11,000 a week. That is allowing bene-
ficiaries and people who are working in the industry to report to
us things they consider questionable, and we are having great suc-
cess with that.

In 1999, this multidimensional approach, working with others
such as the Department of Defense, who also has health care con-
cerns, we have had 303 health care convictions, 534 civil actions,
almost 3,000 exclusions from Medicare and other health care pro-
grams, $251.5 million in disallowances, over $400 million of inves-
tigative receivables, and $11.9 billion in savings. These savings
were achieved through legislative and regulatory changes rec-
ommended by our office. Then with our partners, including the
Congress, they have been implemented. $369 million was actually
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returned to the trust fund in 1999. $4.7 million was recovered for
the Federal share of Medicaid, and the rest went to the States.

So, in conclusion, I think that the new authorities we have and
the new resources have paid off, but I am very concerned about de-
liberate fraud, which continues. Also, we have a criminal element
that has entered into this system, and are doing a lot to counteract
that, but it is still a great problem. We cannot put down our guard.

Thank you. I welcome your questions.

[The prepared statement of June Gibbs Brown follows:]

PREPARED STATEMENT OF HON. JUNE GIBBS BROWN, INSPECTOR GENERAL, U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Good Morning, Mr. Chairman. I am June Gibbs Brown, Inspector General of the
Department of Health and Human Services. I am here today to discuss some of the
most significant issues that confront our Department, focusing my attention on the
Medicare and Medicaid programs. These are complex problems relating to fraud,
waste, and abuse that defy quick fixes and simplistic solutions. But failing to ad-
dress them undermines the effectiveness of our programs, costs taxpayers billions
in lost and wasted dollars, and deprives vulnerable beneficiaries of the care and
support they need. I really want to stress to you today that we need to remain vigi-
lant, on guard, and steadfast in our efforts to address these problems. While we
have made excellent progress in recent years, this is no time for complacency, de-
claring victory, or relaxing our guard.

We need no further proof of this than the announcement last month of the largest
health care settlement in the history of the country. Fresenius Medical Care, the
world’s largest provider of dialysis products and services, agreed to pay criminal and
civil penalties of $486 million to settle allegations of improper payments for nutri-
tional therapy and laboratory tests for patients suffering from renal disease. The
company has also agreed not to pursue approximately $196 million in denied claims
in return for a payment of $59.1 million.

The progress we have made in the area of fraud, waste, and abuse is in large part
because of the efforts of a wide variety of individuals and entities including the De-
partment, the Congress, the Department of Justice, other law enforcement agencies,
provider groups, and beneficiaries. These efforts have resulted in structural and
payment reforms, heightened awareness, and prosecutions of wrongdoers. Much
public attention has been focused on our Medicare error rate (which we have now
reported in each of the last 3 years) and the fact that the projection dropped in half
in FY 1998. While this has been extremely encouraging, the error rate is still too
high, there are still particular areas of Medicare that are highly susceptible to fraud
and abuse, and there are still daunting issues that confront us that are not reflected
in the published Medicare error rate.

With respect to the last point, I would like to stress that while the error rate esti-
mate may include some instances of fraud, it is a payment error estimate and not
a fraud estimate. That is, since our review consisted primarily of a review of medical
documentation, it is unlikely to detect all instances of fraud. The review would catch
some instances of fraud such as where providers did not exist. However, it is less
likely to detect more sophisticated fraud, such as falsification of documents and ille-
gal kickbacks. Therefore, the true prevalence of fraud remains unknown, but based
on other work we have done we believe that it remains substantial. We believe that
we can make the most progress in combating fraud by continuing to focus our re-
sources on specific areas of vulnerability rather than attempting a broad overall
measurement of the prevalence of fraud.

With this in mind, I would like to spend my time with you today discussing the
vulnerabilities that confront us, and some of our recent and ongoing initiatives.

BACKGROUND

The Office of Inspector General (OIG) was created in 1976 and is statutorily
charged with protecting the integrity of our Department’s programs, as well as pro-
moting their economy, efficiency and effectiveness. The OIG meets this statutory
mandate through a comprehensive program of audits, program evaluations, and in-
vestigations designed to improve the management of the Department and to protect
its programs and beneficiaries from fraud, waste and abuse. Our role is to detect
and prevent fraud and abuse, and to ensure that beneficiaries receive high quality,
necessary services, at appropriate payment levels.
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The Health Care Financing Administration (HCFA) is the largest single purchaser
of health care in the world. With expenditures of approximately $310 billion, assets
of $181 billion, and liabilities of $40 billion, HCFA is also the largest component
of the Department. Medicare and Medicaid outlays represent 34.2 cents of every dol-
lar of health care spent in the United States in 1998. The Medicare program is in-
herently at high risk for payment errors due to its size as well as its complex reim-
bursement rules, and decentralized operations (39 million beneficiaries and 860 mil-
lion claims processed annually).

OVERALL MEDICARE PAYMENT ERROR RATE

As part of our first comprehensive audit of HCFA’s financial statements for FY
1996, we began reviewing claim expenditures and supporting medical records. Our
primary objective was to determine whether services were (1) furnished by certified
Medicare providers to eligible beneficiaries; (2) reimbursed by Medicare contractors
in accordance with Medicare laws and regulations; and (3) medically necessary, ac-
curately coded, and sufficiently documented in the beneficiaries’ medical records.

For FY 1998, we projected that net improper payments totaled about $12.6 billion
nationwide, or about 7.1 percent of total Medicare fee-for-service benefit payments.
The FY 1998 estimate is $7.7 billion less than the FY 1997 estimate of $20.3 billion,
and $10.6 billion less than the FY 1996 estimate of $23.2 billion—a 45 percent drop.

As in past years, the improper payments include anything from inadvertent mis-
takes to outright fraud. We cannot quantify what portion of the error rate is attrib-
utable to fraud. We have, however, quantified the estimated provider billings for
services that were insufficiently documented, medically unnecessary, incorrectly
coded, or non-covered. These were the major error categories noted over the last 3
years. Some examples:

* Medicare paid a physician $871 for 40 hospital visits. The medical records, how-
ever, supported only 18 visits. Therefore, payment of $479 for the 22 visits without
supporting documentation was denied.

* A community mental health center was paid $21,421 for a beneficiary who re-
ceived services under the “partial hospitalization” program. This program is limited
to providing services to beneficiaries with very serious mental conditions that would
otherwise require inpatient hospital stays. The medical reviewers determined that
the beneficiary had already achieved sufficient stabilization and did not meet the
definition of one who would otherwise require in-patient services.

SPECIFIC VULNERABILITIES CONFRONTING THE DEPARTMENT

While it is encouraging that the Medicare error rate overall has declined, the
challenges and issues confronting the Department are still daunting. There are spe-
cific areas or pockets of the program that are particularly vulnerable to fraud and
abuse or quality control problems. This may be due in part to inadequate enrollment
procedures for providers, deficient internal controls, excessive payment rates, or es-
pecially vulnerable beneficiaries.

MENTAL HEALTH SERVICES

We continue to be concerned about inappropriate Medicare payments involving
mental health services in a variety of settings.

e Community Mental Health Centers. In 1998, the OIG completed its five-State
study of partial hospitalization services provided in community mental health cen-
ters and found that over 90 percent of the Medicare payments ($229 million of $252
million) were for unallowable or highly questionable services.

e Hospital Outpatient Departments. We are currently completing in-depth reviews
of outpatient psychiatric services provided by 10 acute care hospitals. Also, a similar
10-State review and individual hospital audits of outpatient psychiatric services is
being performed at psychiatric hospitals.

e Mental Health Services in Nursing Homes and Ambulatory Care Settings. In
1996, we examined the provision of mental health services to nursing facility resi-
dents. We found that for 32 percent of the records reviewed, Medicare paid for medi-
cally unnecessary mental health services in nursing homes. We are currently con-
ducting a follow-up study. We are also conducting a similar study of mental health
services in ambulatory care settings.

REHABILITATION SERVICES

The Medicare program provides coverage and payment for physical, occupational,
and speech therapy services that are reasonable and necessary to treat an individ-
ual’s illness or injury. These services are provided in a variety of settings, including
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nursling homes, various rehabilitation facilities, and outpatient departments of hos-
pitals.

e Nursing Homes. We found that 13 percent of physical and occupational therapy
given to Medicare patients in nursing homes in 1998 was not medically necessary
or was provided by individuals who did not have the proper qualifications to do so.
The cost of these improper payments was $1 billion.

e Qutpatient Rehabilitation Facilities. The OIG has an ongoing six-State review
of outpatient rehabilitation facilities in Florida, Louisiana, Michigan, New Jersey,
Pennsylvania, and Texas, which accounted for about 50 percent of the total out-
patient rehabilitation facility payments nationwide during CY 1997. Our results to
date indicate that Medicare fiscal intermediaries may have made substantial pay-
ments for unallowable or highly questionable services.

We are continuing our studies of therapy services provided in nursing homes to
ensure that waste and abuse are prevented while necessary services are rendered.
Additionally, the OIG is currently planning a review of therapy services provided
in outpatient departments of acute care hospitals. We will select a statistically valid
sample of claims and request medical record reviews to determine whether the ther-
apy services provided were reasonable and necessary for the patient’s illness or in-
jury.

MEDICAL EQUIPMENT AND SUPPLIES

While Medicare payments for medical equipment and supplies represent a small
proportion of the program (about $6 billion), over the years we have devoted signifi-
cant resources to this area due to the significant problems associated with the provi-
sion of this benefit. We have consistently reported on excessive Medicare reimburse-
ment rates, unnecessary services, services not rendered, and sham business billing
Medicare. For example:

* We found that Medicare paid an estimated $20.6 million in 1997 for services
that started after a beneficiary’s date of death. Almost half of this was for durable
medical equipment claims.

*« We recently reported that 42 percent of claims for orthotic body jackets were
for more expensive items than the one actually provided. In a separate report, we
found that Medicare pays substantially more for these items than Medicaid pro-
grams and other Federal payers that we reviewed.

* We reported that nearly 25 percent of certificates of medical necessity for home
oxygen were inaccurate or incomplete. In addition, 13 percent of beneficiaries re-
ported never using their portable oxygen systems.

* We found that 57 percent of documentation for therapeutic shoe claims were
missing or inaccurate. Many recent reforms have been made in this area. For exam-
ple, the Balanced Budget Act of 1997 requires providers to pay a modest surety
bond. However, this provision has not yet been implemented. Furthermore, we be-
lieve that additional action should be taken to reduce payments for selected items,
such as hospital beds, and that providers should be required to pay an application
fee to cover the cost of processing their applications to participate in the program.
Our work in this area continues with studies related to blood glucose test strips,
ventilators, orthotics, and the National Supplier Clearinghouse.

HoME HEALTH

The 1990’s saw dramatic increases in Medicare payments for home health serv-
ices, growing from $3 billion to almost $18 billion during this period. Some of this
growth was due to the legitimate need for and the value of these benefits for home-
bound Medicare beneficiaries. But, we also saw signs that fraud, waste, and abuse
were significant contributors.

Based on our work, we found the home health benefit to be a program that grew
too quickly with inadequate controls. The inability of Medicare to effectively identify
improper claims before payment combined with the ease of entry of home health
agencies into the program makes the Medicare trust fund especially vulnerable to
losses from the home health program. For example, a 1997 audit disclosed that 40
percent of the claims sampled in four of the most populated States should not have
been reimbursed.

Fortunately, most of the vulnerabilities have been addressed by the Balanced
Budget Act of 1997 and in subsequent Department regulatory and administrative
initiatives. These solutions are now being implemented through the development of
a prospective payment system, increases in the number of audits, more thorough en-
rollment and re-enrollment procedures, and various new penalties for abusive ac-
tions. Additionally, as the home health agencies themselves are best positioned to
guarantee the integrity of their product, we recently issued “Compliance Program
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Guidance for Home Health Agencies” to assist them in developing specific measures
to combat fraud, waste and abuse, as well as in establishing a culture of ethics that
promotes prevention, detection, and resolution of instances of misconduct.

To determine whether these program changes were having a positive impact on
Medicare reimbursement, we recently replicated our 4-State review. Our report re-
vealed that the error rate had, in fact, been significantly reduced, down from 40 to
19 percent. Although this reduction indicates notable progress, a 19 percent error
rate is still too high and we are still far from finished with the task of reforming
the home health program. Until all the recent reforms are fully implemented, the
Medicare home health program will remain a serious risk.

NURSING FACILITIES

We are continuing our longstanding monitoring of Medicare payments made on
behalf of nursing home patients.

e Infusion Therapy. We recently reviewed infusion therapy services (such as use
of an electronic pump to administer drugs) provided by some suppliers to skilled
nursing facilities. Our audit found that suppliers charged excessive prices for infu-
sion therapy, provided unnecessary services to patients, and improperly billed for
services that the nursing facilities, in turn, misclassified on the Medicare cost re-
ports. We are concerned not only about the financial effects of the overpayments we
identified but also about overutilization and underutilization of therapy services.

e Access. We also studied the impact of the new nursing home prospective pay-
ment system on access to care. We found that Medicare patients are able to access
care in skilled nursing facilities, particularly therapy patients. In fact, we found
that it is easier to place Medicare therapy patients in nursing homes after the new
payment system went into effect than before. On the other hand, patients requiring
extensive services are more difficult to place under the new payment system.

PRESCRIPTION DRUGS

While Medicare does not pay for over-the-counter or many self-administered
drugs, it does pay for certain categories of prescription drugs used by Medicare
beneficiaries. Since 1992, Medicare outlays for prescription drugs have grown dra-
matically, increasing from $663 million to $2.3 billion in 1996. Prior to January 1,
1998, Medicare payments were based on “average wholesale prices (AWP)” which
are mainly provided by manufacturers but bear little relationship to actual whole-
sale prices. Based on our work, we believe that Medicare continues to substantially
overpay for these drugs. Legislative options include basing allowances on acquisition
costs, mandating rebates, and permitting/requiring competitive bidding. We believe
that such actions could save Medicare almost $800 million annually, depending
upon the option adopted.

MEDICARE CONTRACTORS

The Medicare program is administered by the Health Care Financing Administra-
tion (HCFA) with the help of 64 contractors that handle claims processing and ad-
ministration. The contractors are responsible for paying health care providers for
the services provided under Medicare fee-for-service, providing a full accounting of
funds, and conducting activities designed to safeguard the program and its funds.
There are two types of contractors—fiscal intermediaries and carriers. Inter-
mediaries process claims filed under Part A of the Medicare program from institu-
tions, such as hospitals and skilled nursing facilities; carriers process claims under
Part B of the program from other health care providers such as physicians and med-
ical equipment suppliers. We have encountered problems associated with:

¢ Financial management and accounting procedures and longstanding weaknesses
in internal controls, including deficiencies related to the receivable amounts re-
ported in HCFA’s financial statements and electronic data processing.

¢ The effectiveness of the Fraud Units which are designed to detect and deal with
problems of fraud and abuse within the provider community.

In addition, there had been numerous allegations that contractors have falsified
statements that specific work was performed, and altered, removed, concealed, and
destroyed documents to improve their ratings on Medicare performance evaluations.
Wrongdoing has been identified and we have entered into civil settlements with 13
Medicare contractors since 1993, with total settlements exceeding $350 million.
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MANAGED CARE

Managed care plans, such as managed care organizations (MCOs), provide com-
prehensive health services on a prepayment basis to enrolled individuals. Medicare
beneficiaries have the option to enroll in these plans, which contract with HCFA to
furnish all medically necessary services covered under the Medicare program. Medi-
care enrollment in managed care plans has been steadily increasing. In January
1993, 177 plans with Medicare contracts serviced 2.5 million beneficiaries. In Octo-
ber 1999, 409 plans had approximately 7 million Medicare enrollees. Medicare pay-
ments to managed care plans have also grown significantly—from $8.6 billion in
Fiscal Year (FY) 1993 to $37.2 billion in FY 1999. Some of our most recent work
includes the following:

e Enhanced Payments to Managed Care Organizations. Our past audits dem-
onstrated that HCFA did not have effective controls over the higher capitation pay-
ments to MCOs for beneficiaries with either end stage renal disease (ESRD) or du-
ally eligible (Medicare and Medicaid) status. These audits identified over $122 mil-
lion in improper payments. We have also been reviewing the extra payments made
for beneficiaries with institutional status. Our audits indicate that there is poten-
tially $22 million in overpayments to MCOs for beneficiaries classified as institu-
tional status. We are continuing our audits to identify overpayments based on insti-
tutional status at specific MCOs and also determining whether past problems with
properly identifying ESRD and dually eligible beneficiaries have been corrected.

e Fee-for-Service Payments to Disenrolled Beneficiaries. The HCFA analysis of
how well a MCO performs does not include reviewing fee-for-service (FFS) payments
made for beneficiaries after they have disenrolled from the managed care organiza-
tion. We identified $224 million in Part A FFS medical services received within 3
months of the disenrollment date by these individuals. We are continuing our re-
view to determine if the managed care organizations may have encouraged the
disenrollment and/or provided poor care.

e Administrative Costs. Risk-based MCOs receive what appears to be a large
amount of funds for administrative costs to operate their Medicare managed care
programs. The HCFA has very little information available on how the MCOs used
these funds, which are provided as part of the Medicare capitation amount. Based
on our analysis of 9 MCOs, we found that the MCOs overestimated by 100 percent
the funds they needed to cover administrative costs. We also found that the 9 MCOs
had $66 million in administrative costs that would have been disallowed had the
MCOs been required to follow Medicare’s general principle of paying only reasonable
costs. We are also analyzing the variances in administrative funds (as a percentage
of total funds received from Medicare) among MCOs.

* Dissatisfaction of Vulnerable Beneficiaries. Although beneficiaries, in responding
to OIG surveys, reported generally positive experiences with HMOs, some indicated
that they disenrolled because they received a lower standard of health care or be-
cause they felt their health had declined while in the HMO. This was particularly
true of disabled beneficiaries and those with functional impairments and serious ill-
nesses, who reported much less positively about their experiences.

MEDICAID

Medicaid is a means-tested health care entitlement program financed by States
and the Federal Government—43 percent from the States and 57 percent from the
Federal Government in FY 1998. To date, all 50 States, the District of Columbia,
and the five territories have elected to establish Medicaid programs. The respon-
sibility for detecting, investigating and prosecuting fraud and abuse in the Medicaid
program is shared between the Federal and State Governments. Each State is re-
quired to have a program integrity unit dedicated to detecting and investigating
suspected cases of Medicaid fraud. Most States fulfill this requirement by establish-
ing a Medicaid Fraud Control Unit (MFCU). Although originally managed within
HCFA, the oversight responsibilities for the fraud control units were transferred to
our office in 1979 since the Units’ activities were determined to be more closely re-
lated to the OIG investigative function. Federal funds for the Medicaid fraud control
program are included in the Health Care Financing Administration appropriation.
The program currently reimburses the States for the cost of operating a unit at a
rate of 75 percent.

The types of fraudulent schemes we see in the Medicaid program in many ways
mirror those in Medicare:

e Billing for Services Not Provided. This is one of the most common types of
fraud. Examples include a provider who bills Medicaid for a treatment or procedure
that was not actually performed, such as blood tests when no samples were drawn
or x-rays that were not taken.
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» False Cost Reports. A nursing home owner or hospital administrator may inten-
tionally include inappropriate expenses not related to patient care on costs reports
submitted to Medicaid.

e Illegal Remunerations. A provider (i.e., nursing home operator) may conspire
with another health care provider (i.e., physician, ambulance company) to share a
certain portion of the monetary reimbursement the health care provider receives
(kickbacks) for services rendered to patients. Kickbacks include not only cash, but
vacation trips, automobiles or other items. The practice results in unnecessary tests
and services being performed for the purpose of generating additional income to
both the referring source and the provider of the service.

In 1998, the MFCU reported 937 convictions and recoveries totaling more than
$83 million (Federal and State). It should be noted that there are areas of MFCU
activity, such as patient abuse cases, that do not generate a monetary return, but
are part of the overall effort to provide quality care and to hold the health care com-
munity accountable for the Federal and State dollars spent. In FY 1998, patient
abuse cases accounted for over 30 percent of the 6,839 cases investigated by the 47
units.

Precisely because Medicaid is really a compilation of 56 separate programs, fraud
and abuse coordination is extemely important. Therefore, the OIG, MFCUs, and
other llaw enforcement agencies work together to coordinate anti-fraud efforts. For
example:

¢ The OIG and MFCUs have joined with other State and Federal law enforcement
agencies to organize health care fraud task forces throughout the country.

¢ The OIG has established with the Department of Justice and other enforcement
agencies an Executive Level Working Group to focus on health care fraud.

¢ Ten years ago, the OIG helped establish the National Health Care Anti-Fraud
Association, representing both governmental and private third party payers and law
enforcement agencies, to coordinate governmental and private health care fraud en-
forcement activities.

Other cooperative efforts include State Medicaid Audit Partnerships. Five years
ago, we began an initiative to work more closely with State auditors in reviewing
the Medicaid program. The Partnership Plan was created as an effort to provide
broader coverage of the Medicaid program by partnering with State auditors, 11
State Medicaid agencies and two State internal audit groups. Reports issued have
resulted in identifying $173.7 million in Federal and State savings. Since its incep-
tion in 1994, active partnerships have been developed in 23 States on such diverse
issues as:

¢ Program issues related to Medicaid outpatient prescription drugs.

Unbundling of clinical laboratory services.

Outpatient non-physician services already included as an inpatient charge.
Excessive costs related to hospital transfers.

Excessive payments for durable medical equipment.

¢ Acquisition costs for Medicaid drugs.

¢ Program issues related to managed care.

Joint projects have also identified areas where improvements in program oper-
ations could be achieved, unallowable program expenditures could be recovered and
future cost savings could be recognized.

WAYS TO ADDRESS THESE PROBLEMS

As noted earlier and as evidenced by the examples discussed above, the problems
that I have discussed with you today are extremely complex. Clearly, the Depart-
ment cannot eliminate the errors, waste, and fraud without relentless oversight
through audits, investigations, and evaluations and through effective agency over-
sight. In the past, a stable source of funding was not always available. However,
since the passage of the Health Insurance Portability and Accountability Act of 1996
our effectiveness has been strengthened through an increased and predictable fund-
ing base for us and the Health Care Financing Administration for fraud and abuse
control efforts.

It became increasingly obvious that our traditional approaches alone would not
be sufficient to win this battle. We needed structural reforms, new partnerships,
and new ways of thinking. Only through a multifaceted, coordinated effort could we
eliminate or mitigate the risks and avoid the consequences I have discussed here.
Again, the Health Insurance Portability and Accountability Act of 1996 gave us the
foundation for doing this. It authorized the Health Care Fraud and Abuse Control
Program, a partnership between the Office of Inspector General and the Department
of Justice to coordinate Federal, State, and local law enforcement activities with re-
spect to health care fraud and abuse. We are very thankful that the Congress and
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the Administration have provided us with additional resources and authorities in
recent years to assist us in addressing the challenges we face. I would like to take
a moment to describe some of the broad initiatives that we have taken as a result.

GENERAL UPGRADING OF CAPACITY

Our first step was to upgrade our facilities, methods, technologies, skills, and or-
ganizations. We are expanding our investigative efforts to new geographic areas,
particularly in areas with higher than usual suspicious activity, and more generally
in an all out effort to provide full security coverage for our programs. We have de-
veloped new analytic techniques and computing capacity to uncover and analyze
suspicious payment and utilization trends which can then be investigated or audited
as appropriate. We are combining our audit, investigative, evaluation, and legal
functions to more effectively prevent, uncover, and respond to fraud and waste. And
we have strengthened our procedures for coordinating our efforts with those of the
Department of Justice.

In FY 1999 there were 401 convictions (303 were health care related), 541 civil
actions (534 were health care related), 2,976 exclusions from the Medicare or other
Federal health care programs, $251.5 million in disallowances from questioned
costs, and $407.7 million in investigative receivables. The Office of Inspector Gen-
eral also conducted studies and made recommendations which contributed to the
achievement of $11.9 billion in savings related to program reforms and other actions
to put funds to better use. Furthermore, $369 million was returned to the Medicare
trust funds in 1999, and an additional $4.7 million was recovered as the Federal
share of Medicaid restitution.

PROGRAM STRUCTURAL REFORM

It was clear that some of the more serious problems the Department was facing
stemmed from the very structure of its programs. This was particularly true of those
where payments to providers were based on their costs or charges. This approach
contains inherent incentives to exaggerate prices and over-utilize services. Some
programs also had very weak screening criteria and enrollment processes, enabling
easy entry by unscrupulous individuals and business entities. Others used payment
methods that made it too easy for Medicare to pay incorrectly in the first place and
difficult to recover funds when improper payments were discovered. In many cases
the sheer volume of payments made reasonable scrutiny practically impossible.

Examples of exactly these kinds of situations are those which I have described
earlier in my testimony—including home health, nursing home, and mental health
services, and medical equipment and supplies. No amount of auditing and inves-
tigating can adequately deter, detect, and respond to the errors, waste, and outright
fraud that could occur in these areas. What is needed are fundamental reforms in
the program structures themselves, and stronger safeguards in the form of certifi-
cation standards and enrollment procedures.

We are particularly proud of the studies which my office contributed to promoting
a greater understanding of the vulnerabilities that were addressed in the Balanced
Budget Act of 1997. The Congressional Budget Office has estimated that the savings
from the reforms to which we made contributions will total almost $70 billion over
5 years.

FINANCIAL STATEMENT AUDIT

As required by the Government Management Reform Act of 1994, we issued our
third comprehensive financial statement audit of HCFA. The purpose of financial
statements is to provide a complete picture of agencies’ financial operations, includ-
ing what they own (assets), what they owe (liabilities), and how they spend taxpayer
dollars. The purpose of our audit was to independently evaluate the statements and
determine whether they were fairly presented.

We are pleased to report that HCFA has continued to successfully resolve many
previously identified financial accounting problems. For example, substantial
progress was made in improving Medicare and Medicaid accounts payable esti-
mates, as well as estimates of potential improper payments included in cost reports
of institutional providers. However, our opinion on the FY 1998 financial statements
remains qualified. In accounting terms, a qualification indicates that we still found
insuffgcient documentation to conclude on the fair presentation of all amounts re-
ported.

Most significantly, Medicare accounts receivable (i.e., what providers owe to
HCFA) were not adequately supported. We found deficiencies in nearly all facets of
Medicare accounts receivable activity at the 12 contractors in our sample. Some con-
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tractors were unable to support the beginning balances, others reported incorrect ac-
tivity, including collections, and finally others were unable to reconcile their re-
ported ending balances to subsidiary records. We also found that substantial
amounts of receivables had been settled with insurance companies but were still
presented as outstanding accounts receivable. As a result of these problems, we
could not determine whether the Medicare contractors’ accounts receivable balances
and activities were fairly presented.

Material weaknesses are serious deficiencies in internal controls that could lead
to material misstatements of amounts reported in the financial statements in subse-
quent years unless corrective actions are taken. The FY 1998 report on internal con-
trols notes two material weaknesses besides accounts receivable:

¢ Financial reporting remained a material weakness because, among other things,
HCFA does not have an integrated accounting system to capture expenditures at the
Medicare contractor level. Instead, HCFA relies on a complex system of reporting
that includes use of ad hoc reports to accumulate data for financial reporting.

¢ The HCFA central office and Medicare contractors continued to have material
weaknesses in electronic data processing controls relating to security access, appli-
cation development and change controls.

To ensure progress in reducing past problems while keeping abreast of continuing
changes in the health care area and adequately safeguarding the Medicare Trust
Fund, we recommended, among other things, that HCFA:

¢ Enhance prepayment and post payment controls by updating computer systems
and related software technology to better avoid and detect improper Medicare pay-
ments and

¢ Continue to direct that the Medicare contractors and peer review organizations
(PROs) expand provider training to (1) further emphasize the need to maintain med-
ical records containing sufficient documentation, as well as to use proper procedure
codes when billing Medicare, and (2) identify high-risk areas and reinstate selected
surveillance initiatives, such as hospital readmission reviews and DRG coding re-
views.

We believe these types of reviews are critical to reducing improper Medicare pay-
ments and ensuring continued provider integrity.

INDUSTRY OUTREACH AND EDUCATION

We have engaged in numerous proactive outreach efforts designed to help the
medical care industry avoid fraud and waste, increase their compliance with Medi-
care rules, and generally understand more about the nature of waste, fraud, and
abuse. Information about these outreach efforts and results of our audits, investiga-
tions, and evaluations are routinely made available through the Internet on our
website at www.hhs.gov/progorg/oig. We have issued an open letter inviting health
care providers to join us in a National campaign to eliminate fraud and abuse. Fol-
lowing is a brief description of these initiatives.

e Compliance Guidance. A cornerstone of our prevention efforts has been the de-
velopment of compliance program guidance to encourage and assist the private
health care industry to fight fraud and abuse. The guidance, developed in conjunc-
tion with the provider community, identifies steps that health care providers may
voluntarily take to improve adherence to Medicare and Medicaid rules. Each guid-
ance sets forth seven elements that we consider necessary for a comprehensive com-
pliance program and identifies risk areas for the specific industry sector. So far we
have issued compliance program guidance for use by clinical laboratories, hospitals,
home health agencies and third party billers, hospices, durable medical equipment
suppliers, and Medicare+Choice organizations. We also solicited input from the
nursing home and physician communities on issues that should be addressed in up-
coming guidance for those health care sectors.

e Corporate Integrity Agreements. Virtually all health care providers that enter
into agreements with the government in settlement of potential liability for viola-
tions of the False Claims Act must also agree to adhere to a separate “corporate
integrity agreement.” Under such an agreement, the provider commits to establish-
ing a compliance program or undertaking other specified steps to ensure their fu-
ture compliance with Medicare and Medicaid rules. The duration of most corporate
integrity agreements is 3 to 5 years, during which time the provider must submit
an annual report to the OIG on its compliance activities. At the close of 1998, our
office was monitoring 428 agreements; a total of 138 corporate integrity agreements
were entered in 1999.

» Special Fraud Alerts and Advisory Bulletins. We issue special fraud alerts and
advisory bulletins on topics that warrant attention by medical care providers.
Through these publications we can spell out kinds of situations that could get pro-
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viders into trouble. Recent topics include hospital payments to physicians to reduce
or limit services to beneficiaries (commonly known as “gainsharing” arrangements);
the effect of exclusion from Federal health care programs on excluded providers and
those who employ or contract with them; and physician liability for certifications of
medical necessity in the provision of medical equipment and home health services.

¢ Advisory Opinions. During this past year, in consultation with the Department
of Justice, we finalized our process for providing written advisory opinions in re-
sponse to requests for clarification from businesses regarding the sanction authori-
ties enforced by the Office of Inspector General, including the anti-kickback statute
and the Civil Monetary Penalties Law. From the inception of the advisory opinion
program in February 1997 to the close of FY 1999, the OIG issued 32 advisory opin-
ions. In addition, we frequently speak to industry groups on areas of suspected
fraud and abuse and measures they can take to avoid trouble.

e Self Disclosure Protocol. Introduced as the Voluntary Disclosure Program as
part of Operation Restore Trust, the self disclosure protocol allows health care pro-
viders to report questionable practices they discovered as part of a comprehensive
compliance plan to the Government for resolution. The practices are more than sim-
ple errors that amount in direct overpayment to the contractors, but rather those
issues that may be viewed as potential fraud and abuse. It allows the provider com-
munity to work with the Government in fighting fraud and abuse as partners in-
stead of adversaries. The cooperative effort has created a better working relation-
ship between the Government and the provider community regarding current health
care fraud issues. We have had 70 self disclosures, 59 since our new protocol was
published in the Federal Register in October 1998. To date, we have had 7 settle-
ments amounting to $4.3 million.

BENEFICIARY OUTREACH AND EDUCATION

Enlisting beneficiaries as partners in fighting fraud and waste assists in identify-
ing abuses at an early stage, and preventing ongoing or widespread abuse. Our
studies indicate that Medicare beneficiaries are well-positioned to identify possible
fraud, with three out of four stating that they always read their Explanation of
Medicare Benefits statements. We have been working with the Administration on
Aging, HCFA, and AARP to carry out an outreach campaign to educate beneficiaries
and those who work with the elderly to recognize potential fraud and abuse and to
report it appropriately. State and local area offices on aging supported by the Ad-
ministration on Aging have contributed to this effort. They are already teaching
Medicare beneficiaries how to protect their Medicare cards and numbers, avoid situ-
ations which can lead to fraud, how to interpret their Medicare bills and expla-
nations of benefits, and how to report questionable billings to Medicare or to the
Inspector General’s Hotline.

Congress has also been of assistance in our fight against waste, fraud and abuse
by enacting the Beneficiary Incentive Program in which individuals can receive cash
av:flards in exchange for leads resulting in action against fraudulent or abusive pro-
viders.

FRAUD HOTLINE

In conjunction with both the industry and beneficiary outreach efforts, we have
also been improving the toll-free hotline for beneficiaries and providers to report
suspected fraud. Now millions of beneficiaries see the number 1-800-HHS-TIPS
printed on the forms they receive that explain the Medicare benefits paid for them.
Since 1997, the Hotline has received 900,000 calls which contributed to identifying
$30 million in improper Medicare payments, of which approximately $6 million has
already been recovered.

CONCLUSION

As I stated at the beginning of my testimony, I believe a concentrated effort by
a large number of people has resulted in tangible progress in combating fraud,
waste, and abuse in recent years. But as I have discussed with you today, the prob-
lems that remain are serious, complicated, and have profound consequences. I am
particularly concerned about the deliberate fraud which we cannot always measure
but that we know continues. We must never let down our guard, and we must con-
icinue to dedicate the resources and make the concerted effort to reduce these prob-
ems.

I really appreciate the opportunity you have given me today to focus attention on
the continuing problems and vulnerabilities that confront us and to share with you
some of our efforts and recent initiatives. I would be happy to answer any questions.
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Chairman KASICH. Ms. Brown, let me just compliment you for
your efforts to try to determine the number of the problems, try to
measure the problems. I think you were the first one that actually
pushed to have that done. I do want to tell you that I am glad
those numbers have dropped. But I think those numbers dropping
have been a matter of documentation, more than they have been
systemic solutions, correct?

Ms. BROWN. Well, I would like to clarify that a little. When we
have gone out for documentation of services, we would go out at
least three times or four times to people, and they knew that they
had to pay back if they didn’t provide the documentation. It still
didn’t come in. I don’t think it was a lack of good documentation.
I think it was a lack of having provided the service, or knowing it
was not a covered service, or something like that. Now we are get-
ting the documentation in, and the errors also fall into other cat-
egories.

Chairman KaSICH. But right now we are really virtually unable
to—and I don’t want to take away from the good work that has
been done—it is kind of like, the reason I guess I am a little hesi-
tant to talk to investigators and chide them at all, it is kind of like,
well, we say we balanced the budget, and then they say, well, you
idiots, you didn’t pay down the debt. You know what I mean? So
it is like it never ends. [Laughter.]

But I think we have to recognize up front that you have done
good. And this is not designed to frustrate you or our friends that
are here from the GAO, as long as a good effort is being made.

We really are virtually unable to do anything in Medicaid right
now; is that correct? We haven’t figured out how to do it.

Ms. BROWN. Well, we are doing some work in Medicaid. Three
States are working with us to develop an error rate, but there are
56 different programs for Medicaid, and each one is individual. So
they have to be done on a per-State basis. So North Carolina, Ala-
bama, and Louisiana have been trying to develop that error rate,
but they aren’t there yet.

Chairman KASICH. So we really have 50 States that don’t have
an investigated system to check Medicaid.

Ms. BROWN. Well, not to check the error rate. But we work a lot
in Medicaid. We have 23 different States that we are working joint-
ly with to audit their systems and bring back money for both the
State and the Federal Government. We provide the grants and
oversee the Medicaid Fraud Control Units in each State. So those
units also have significant work that they are doing strictly in the
Medicaid area.

Chairman KAsicH. Maybe we ought to ask them to give us a lit-
tle bit more comprehensive work in Medicaid, Jim, so we can be
more up-to-speed with what they are doing. In managed care, right
now, we still don’t have a very good measure for that, do we?

Ms. BROWN. No, we don’t. We realize the vulnerabilities are al-
most the opposite type than we have in fee-for-service area, and we
are doing some work in that area, but we haven’t got the statistics
on it.

Chairman KASICH. And in the fee-for-service area, there are a
number of areas that you are unable to measure now; for example,
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the ?creation of dummy practices and virtual patients; is that cor-
rect?

Ms. BROWN. Sometimes we catch it if the provider isn’t legiti-
mate. But we are doing more of that work through some of our
other means. We have actually had, for instance, in Florida, a huge
home health organization, and they have a room this size now that
has documentation of patient records. Not one page of that is legiti-
mate. They paid people to create those records, and they were get-
ting millions of dollars from the Government for services that were
never performed.

Chairman KASICH. It seems we have a system where we hand
the checkbook to somebody to pay the bills, which is essentially
what we have; is that correct?

Ms. BROWN. Yes.

Chairman KASICH. The pressure on them is to pay the bills so
that they can get another contract to pay the bills. So it becomes
very difficult. I have become pretty well convinced that in the area,
particularly of Medicare, and there are a lot of problems, in terms
of how you would make the transition, but until the buyer and the
seller are together in this process, I am not convinced that we will
ever fix this. And we really do not know the extent to which people
waste money, take advantage of people, just simply in the area of
coding.

Ms. BROWN. Yes.

Chairman KASICH. Or in the area of unnecessary services. But
I think the good news is I think that the vast majority of physi-
cians—I have never really met anybody in medicine that I consider
to be dishonest, I really haven’t. So I have got to think the num-
bers are small. But what you are talking about with that situation
in Florida, you could get a whole con game going here in a lot of
different ways, and it is hard to check because there is no “rubber
meeting the road” in this.

Ms. BROWN. That is right. We have indicted 26 individuals there
so far. Very, very few of the people are actually physicians or other
health care professionals. We have another element that has moved
in. As was brought out earlier, this is where the money is, so there
are a lot of people who have no medical background that are ar-
ranging these very progressive schemes to bilk the systems.

Chairman KASICH. Mr. Mancuso, isn’t the problem with not
being able to do audits, that you have 2,000 years of supply of “X”
in a warehouse somewhere, and it keeps getting ordered, and then
you have real needs that are “Y,” but we haven’t ordered the parts
because we ordered all of this “X,” and we are not able to move the
inventories properly and match the inventories with the legitimate
needs? Is that not a pretty good analysis of what happens when
you can’t add up your books or keep track of your inventories?

Mr. MaNcUso. That is certainly a summary of an overall logistics
problem, and it speaks to the Department’s gradual move from
“just in case” to “just in time”; meaning, moving from buying a lot
of parts that you might need, to buying parts when you need them
and having systems that can properly track them.

One of the things that we are watching in the Department and
concerned about is last year, in the authorization act, the Congress
required that the Department begin a very careful analysis of in-
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ventory, a wall-to-wall inventory, and report back to the Congress
later this year. We have seen virtually no movement toward com-
plying with that.

On the other hand, there are some very positive things going on
in the logistics area, as I had stated, about 300 different reform ef-
forts that are ongoing. So there is certainly some progress, but
much more needs to be done, and a lot of it is even tied in with
the disposal problems that we have in actually disposing of some
of the items in inventory.

Chairman KasIiCH. How long have you been over there?

Mr. MANCUSO. Since 1982.

Chairman KASICH. I came in, in 1983. Is there any way to fix
this stuff?

Mr. MANcUSO. I would have to say that, from where we sit in
the IG’s office, there is progress, but it is never as fast as we want
to see it happen. And there are a lot of competing interests within
the Department; from warfighters who feel they have to have abso-
lutely everything that they could possibly ever need on hand at any
time, to people who are being more pragmatic and believing that
they can develop a system that will be so precise that only exactly
what you need would be available, and it would be available in a
time frame that would work. The truth and the reality has to be
somewhere in between. And what we have seen, again, is some sig-
nificant progress, but it is a slow process. And it is better than it
was in 1982, that is most certainly true.

Chairman KASICH. Is it an individual that can make a difference
over there? You have to take a break from trying to deal with that
building. Bill Owens left as the vice chairman of the Joint Chiefs
because he was bashing his head up against the wall. It was hard
for him to get the systemic changes he wanted. It takes so much
effort to change. I know you need the systems, but even if you have
somebody who is the head over there, it doesn’t necessarily mean
that the limbs are actually going to work because the head i1s mak-
ing a command.

Mr. MANCUSO. That is correct.

Chairman KaSICH. Do you just have to have a whole team of peo-
ple that go in there? How, precisely, do you do it?

Mr. MANCUSO. I don’t want to oversimplify, but there are several
areas, where we feel a cross-cutting approach that had top-level
management support would work. For instance, I think it was men-
tioned earlier, the Y2K conversion effort was something that the
Department had not experienced before, where a single effort with
a beginning and absolute ending date was designed. From the top
levels of the Department, every manager was made to understand
that they would, in fact, support this effort and be held account-
able. In some cases, the Department spoke about withholding funds
from managers who were not moving that process along.

We have recommended, and the Department has agreed, to apply
the methodology that we devised during the Y2K conversion, to-
ward tackling some of the larger problems in the Department. Al-
though that idea has been accepted, we feel it is not moving along
as rapidly as we would like to see it. We are concerned because the
experience that people had in that effort is perishable. People come
and people go. Right now there are a good number of people who
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have seen how a cross-cutting, nonparochial effort can, in fact,
work. We are hopeful that we will be able to apply this approach
to a number of processes.

Chairman KASICH. I am going to get to Mr. Sununu who is going
to talk about HUD, and Mr. Hoekstra about education, and I know
that my colleagues on the other side will have a couple of ques-
tions.

One final question: Remember I mentioned about the bounty
hunter? If you actually put a system into place that said that you
save “X” dollars, you get a piece of it, what do you think would
happen?

Mr. MANCUSO. There actually are a few systems in place that
have been used, but not in a widespread way.

Chairman KASICH. I know that there are a few examples, be-
cause I have checked it

Mr. MANcuUso. Well, for instance, the IGs—and many people are
not aware of this—are actually able to award money to people
within the Department who have managed to save money or to as-
sist in matters that go beyond their normal call to duty. I have
seen where that has happened. I have seen people in that area who
worked with that person or people who now become more energized
and a little more vigilant, and certainly it is a useful process. But,
again, that is on a very small scale.

What you are suggesting is certainly something that is worth
considering. The management of it, again, in a large department
might be a bit difficult.

Chairman KasicH. You were shaking your head no, Ms. Gaffney.
Is that a bad idea?

Ms. GAFFNEY. Yes, I think it is a bad idea.

Chairman KAsicH. Why?

Ms. GAFFNEY. Oh, I think, you know what I was trying to say
to you before about setting out certain performance indicators,
standards: you start warping people’s behavior. So, if you say you
think I will respond to money, then pretty soon I am going to be
getting that money however I can, even if it isn’t the appropriate
way. You have to be very careful about setting out those kind of
standards.

But I would tell you, Mr. Kasich, our people, if you are talking
about our agents and auditors, they are highly motivated and high-
ly dedicated. They don’t need more.

Mr. MANCUSO. I did not understand you to mean you were talk-
ing about the oversight people in the Department.

Chairman KaSICH. I hope you are not broken down on the side
of the road tonight and any of those people pass by, but neverthe-
less——

[Laughter.]

Chairman KASICH. Give me a call. I will come get you.

What did you say?

Mr. MANCUSO. I did not understand you to mean that you were
talking about our auditors and investigators, but rather someone
who may be buried in the logistics area, for instance, who might
come up with a good idea.
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Chairman KaAsIiCcH. That is what I am saying. Look, I had a guy
who worked in a—I don’t need to tell you. We all have our stories.
I don’t need to tell you a story.

Yes, Ms. Brown.

Ms. BROWN. I was going to say there is the Qui Tam provision,
which means essentially a whistle-blower can turn in information,
ask the Government to join in. Essentially, they can sue.

In this case I mentioned, the whistle-blowers got over $30 mil-
lion.

Chairman KasicH. I saw that television show. And there was a
big court case about who got what, wasn’t there?

Ms. BROWN. Well, they always have—it is decided by the judge,
and the amounts are usually 10 to 15 percent. Well, when we have
these multimillion dollar settlements, those are very large payoffs.
There is a whole Qui Tam bar that is set up and very active in the
country because of the large amounts that people are paid.

Chairman KASICH. Mr. Moran, you are recognized.

Mr. MORAN. Thank you, Mr. Chairman.

Mr. Chairman, the reason that I made the point about the Edu-
cation Department, I wanted to get some things on the record be-
cause I do think that there is another side or that the full story
is not as negative as some of our friends and colleagues would sug-
gest.

For example, in 1993, early 1993, there was a management re-
form study that detailed a real mess that the Clinton Administra-
tion, Secretary Riley, inherited. And since then, the default rate
has dropped to less than half of what it was when they came into
office. Did you know that, Mr. Chairman? It is down to the lowest
default rate ever, 8.8 percent. It has never been that low. They
doubled their collections on defaulted loans. They went from a bil-
lion to $2.2 billion. They put together a performance-based organi-
zation, and it seems to be getting a better hold on their financial
assistance programs. They go through the annual financial audit.

But what I think you would be most impressed at, and I know
you are probably aware of this, but perhaps

Chairman KASICH. I am easily impressed too.

[Laughter.]

Mr. MoRraN. Well, good. Then you ought to be very impressed by
the fact that they have one-third fewer employees than they did in
1980, despite the fact that there has been a doubling of the Edu-
cation budget. And nearly a quarter of all of the Education Depart-
ment employees are involved in investigating fraud and abuse.

Chairman KASICH. I just wanted to tell you, you know, I tried to
run against

Mr. MORAN. Are you impressed?

Chairman KasicH. Well, I wanted you to know I tried to run
against Lamar, so

Mr. MORAN. Yes. Oh, OK.

Chairman KASICH. But here is the only thing I wanted to ask
and that is I think probably the single biggest reason why we have
a lower default rate, and I don’t know this, is that we finally began
to handle the proprietary schools, which had an enormous default
rate, I would think that is No. 1.
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No. 2, is the direct loan program, which has been argued a win-
ner. We don’t know if it is a winner because that is a place where
the Federal Government is making a loan, and we don’t know what
all of the costs are up front and, we don’t know what the default
rate is going to be in the back. So the direct loan program is some-
thing that can’t be measured yet. But, hey, I want to tell you, if
there is progress made here, I am glad..

Mr. MORAN. Yes.

Chairman KASICH. I mean, cutting the total number of employees
there, I am thrilled.

Mr. MORAN. Yes. And they have eliminated

Chairman KASICH. But I think they ought to be able to add their
books up, don’t you think?

Mr. MORAN. I think that would be laudable. [Laughter.]

But they have also eliminated a third of all of their regulations.
You knew that, too, I know. So I am glad you gave me an oppor-
tunity to put that on the record.

Chairman KASICH. Jim, could I tell you honest to goodness——

Mr. MORAN. Yes.

Chairman KASICH. I am not doing this because I want to make
Secretary Riley look bad.

Mr. MORAN. Yes.

Chairman KASICH. That is not my interest here. I don’t care
about that. I am leaving here, man. I don’t want to make people
look bad. And if they are doing good, we have got to tell them. Like
the Customs, apparently, he is doing a good—a great job, fantastic,
praise him.

But you want to talk about what is going on, how many billions
of dollars did we spend on SDI, and what do we actually have to
show for it? That was under, what, 12 years of Republicans. It
doesn’t matter to me who is there. Let us just make it work.

Mr. MoORAN. I agree. With regard to the student aid, one thing
that would be very helpful is coordination with the IRS. It seems
to me that is essential. And here, it is not the Education Depart-
ment. I understand it is the IRS. They want a change of the tax
code before they move forward.

But anyway, let me get to some of the things on HUD. The HUD
report is perhaps the most critical. I know that Secretary Cuomo
is not 100-percent excited about all of your findings or perspective
on this, Ms. Gaffney, but I do think there are a number of areas
in HUD, where you are right on.

And I know, in terms of Section 8 subsidies, for example, we do
have a long ways to go to fix some of the integral problems there.
When you leave it up to the tenant to report their income, it is con-
trary to human nature not to give a figure that is going to ensure
that they can keep an affordable house for their family. And I don’t
know a whole lot of families who are so conscientious that they
don’t underreport that income. I can understand why it happens,
but I think we need stronger systems. And I am glad that you are
suggesting that because it does deprive money from people who le-
gitimately need it.

And I have to say, and I have worked with Mr. Lazio on this,
80 percent of the people who are eligible and who are not getting
housing, generally speaking, there are far more compelling needs
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within that four-fifths of the eligible population than there is with-
in the people who are actually getting it. And I think we need to
be tougher in terms of eligibility. And I suspect even the $80 mil-
lion is understated.

You can respond, and particularly if you disagree with anything
I say, but I want to cover a few things. In terms of the Defense
Department, we just came out of a hearing, military health care,
lots of money. It is estimated that there may be a shortfall of over
$5 billion over the next 4 years in terms of the actual health care,
military health care needs, even though there is a big increase in
the budget. The DMARC came up with that estimate, apparently.

But there are a lot of areas where management reform would
probably save tremendous sums of money. For example, have we
ever done a survey, Mr. Mancuso, to give us a sense of how many
people who have health insurance coverage go to military treat-
ment facilities, get it for basically free, and don’t use their other
health insurance? For example, you have got an enormous popu-
lation of people who retire after 20 years in the Service, but they
are in their early 40s. Most of them move on to the private sector.
They then vest, and they also become eligible, oftentimes, for a
pretty decent health care plan.

If the military health plan is more generous and accessible, then
they don’t use that plan. And in some cases, I know a lot of con-
sultants, they don’t offer a health care plan to military retirees be-
cause the military retiree doesn’t need it. So we are subsidizing
their employer.

Has there ever been a study of that, the extent of duplication of
coverage?

Mr. MaNcuso. No, not to my knowledge, Congressman. I do
know that the people in Health Affairs who run the military pro-
gram have looked at a number of different ways that they can find
savings. One of the ways recently was to begin to coordinate with
the Medicare program and have people, as they move into Medi-
care, fall into that system. I am not sure if you are aware, but
there has been considerable outrage and much to be said about
that effort. People feel, and it is just a commonly held belief, that
if you enlist in the military, if you serve your 20 years, you should
be entitled to that service, to military health care service, from cra-
dle to grave, regardless of what other health insurance you might
have or what other Government benefits might, in some way, sub-
stitute.

And, again, I don’t feel I can speak more competently than that
on this issue. It is not an area we have looked at, although I know
it is an area that the people in Health Affairs have attempted to
consider in their efforts to control costs.

Mr. MoORAN. We have a lot of bills pending now that would pro-
vide universal full coverage to all military retirees. I think some
form of audit to determine the amount of what really is, what is
the term when you pay for something that is already paid for? You
charge it to another firm, the States, we do that with new pro-
grams. It begins with an “S.”

Mr. MANCUSO. Subrogation.

Mr. MORAN. I guess it is subroga—well, I am not sure, no.

Mr. MANCUSO. Insurance companies do it.
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Mr. MORAN. But anyways, you know what I am talking about.
And I think we are saving a lot of insurance firms that have been
paid for that coverage lots of money by offering this, and we ought
to look into that before we take on an immense new entitlement,
as compelling as the needs may be in many cases.

I wanted to also, though, ask before my time is up, the base clos-
ings, can you give us a figure for how much potential savings has
been lost because we have delayed the next round of BRAC?

Mr. MANCUSO. I can only repeat the Department’s position. I be-
lieve the Secretary uses a figure of about $3 billion a year that he
would foresee in annual saving. Now, of course, during the course
of our work we can see some of these areas where efficiencies could
be had. So we have long supported the idea of continued base clos-
ings or a new base closure effort.

Mr. MORAN. Yes. I think more strongly than some of us in the
Congress have, for obvious reasons, but it is a substantial amount
of potential savings.

The last thing I want to say, it is not a question, Mr. Chairman,
but you made the point that you don’t know any dishonest doctors,
and I may know a few, but not very many. [Laughter.]

But you have to ask yourself is it dishonest or simply good busi-
ness practice when you provide a service that is marginally com-
pensated, but that could be described as a service that is com-
pensated at a much higher rate? And I don’t know many doctors
that don’t pick the description of a medical service that has the
highest compensation rate and charge Medicare that, rather than
the lower. They do it to Medicare. They don’t do it to HMOs be-
cause HMOs don’t allow it. But many times if you take the actual
described service, you will find that what was provided could have
been charged, it could have been described as something else and
charged at a much lower figure. And I think that is one of the
things that is endemic within Medicare reimbursement, and I don’t
know how you get a handle on it. But I think it is substantial and
serious.

Chairman KasicH. I think you have a situation today, where,
Jim, I think that there is a doctor on this committee who said we
always charged the lower rate because we didn’t want to get caught
charging the higher.

But I have a friend at home who now has a practice with a num-
ber of doctors in it, and they have a building, and he is a great
friend of mine. And he said, you know, John, I just struggle to
make sure that we don’t fall to the temptation of coding at a higher
level.

How do you ever get it done? That is our problem today, isn’t it,
trying to legislate ethics sometimes. So I think we can have some
systems in place, but frankly, that is going to be their greatest
challenge in the future; how do we get people to be just decent to
one another.

Mr. MoORAN. That is one of the more compelling reasons for man-
aged care. Because when you do that, when you privatize it, there
is an incentive to hold overall prices down, and particularly on a
per-capita basis.

But thanks for the hearing, Mr. Chairman, and giving us the
time.
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Chairman KaASICH. Mr. Hoekstra.

Mr. HOEKSTRA. I thank the Chairman.

Ms. Gaffney, thank you for, I read parts of your testimony, and
thanks for putting it in perspective, saying you are dedicated and
committed to the mission at HUD, and every time you find a dollar
that could have been wasted or lost in fraud somewhere, you take
that dollar and apply it to the other 20 or 30 percent of the people
that can’t access the services. I think we face much the same issue
in any of the departments we deal with because the mission is very
important.

I have got a couple of students here from my district, and when
we lose a dollar or whatever in Education, it is Megan and Michael
in the back or, in the future, to get the Chairman’s attention, it is
Reese or Emma that are going to lose the benefit of those dollars.

Just a couple of things, and before Jim leaves, in the supple-
mental that is going to come out in a couple of weeks, we are going
to ask for some extra money to really go in and take a look at the
financial systems and the expenditures within the Department of
Education. I believe now we are out of four out of the five or we
are approaching four out of five or five out of the last 6 years
where the audits have been, from my perspective, less than accept-
able. We are only one year where we have a clean audit.

The other thing, and I am sure Mr. Moran will agree with me
on this, Jim, I am hoping that when we get back, I will have some
legislation in place that will allow us to do the matching with the
IRS and the student loans. And hopefully we can develop some-
thing that maybe we can do in a bipartisan way and get to the
floor of the House and actually make it happen because I think we
are all agreed on that.

Mr. MORAN. I would love to cosponsor like that.

Mr. HOEKSTRA. Right. Thank you.

Chairman KAsicH. That would be a great thing; if as a result of
Pete’s work on his subcommittee and the work of this committee,
that we could actually get that legislation done, get it written and
get it to the floor like right away.

Mr. HOEKSTRA. Right.

Chairman KASICH. And I think we could do that. I think we
could get it scheduled, but we need to know precisely what we need
to write. But let’s write it and do it, and let’s try to get it done be-
fore we get to May.

Mr. HOEKSTRA. We will be working on that during the recess
and, hopefully, get something—I think we all know what we want
to get done. We have just got to get it written and make sure we
write it technically in a correct way.

Ms. Lewis, you are going to come back, I think, to our committee
on March 1. We are looking forward to getting the report from you.
Number one, thank you for getting it done on time this year. Last
year, having to wait 6% or 8% months past the due date just
wasn’t acceptable, and I am glad that you are going to meet your
commitment that the report will be done.

I also appreciate you making available the auditors to meet with
us this week to give us a preliminary indication as to what will be
in that report. As I said a few minutes ago, I am disappointed with
where we are, where the Department is, on being able to present
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a clean audit. Obviously, they have made some progress. But the
bottom line is that we are not getting a clean audit, and we are
not getting a clean audit for an agency that has access or utilizes
a lot of our dollars, a lot of the taxpayer dollars.

I want to ask some questions about information technology. I
think in one of the documents that you sent to Mr. Armey, and
maybe even to Mr. Kasich back in December, you had indicated
that from 1995 through 1998 there had been like 115 recommenda-
tions, 88 of which remained open. And I think in testimony in front
of our subcommittee back in December, you indicated that some of
those were multiple or were

Ms. LEwis. Repeat.

Mr. HOEKSTRA. Were items that had been repeated.

Ms. LEwis. Repeated, yes. I believe, Congressman, that was from
the financial statement audits.

Mr. HOEKSTRA. Yes, I think that could be right.

In that process and in that tracking, was there a recommenda-
tion to begin a more accurate tracking of inventory of computer and
electronic equipment, do you know?

Ms. LEwis. I don’t know, specifically. I can get back to you on
that. I know, I recollect that there will be—I believe the matter has
been addressed previously, either in the internal control report or
the management letter. I believe it will be more specifically ad-
dressed in the fiscal year 1999 audit internal control reports due
on March 1st.

In addition, this problem of a lack of good control over inventory
has been self-reported by the Department in the annual FMFIA re-
ports. What we have looked to do is bring some additional attention
to this at the deputy secretary level to ensure that commitments
made on paper to address these problems actually get followed
through, and we are currently seeing some action.

RESPONSE TO QUESTION BY CONGRESSMAN HOEKSTRA CONCERNING INVENTORY OF
COMPUTER MATERIALS

OFFICE OF INSPECTOR GENERAL,
U.S. DEPARTMENT OF EDUCATION,
Washington, DC, March 6, 2000.

Hon. JOHN KASICH,
Chairman, House Budget Committee, House of Representatives, Washington, DC.

DEAR MR. CHAIRMAN: At the hearing on February 17, 2000, before your commit-
tee, I was asked a question by Congressman Hoekstra on an inventory of the com-
puter materials in 1999. My response was “no.” I would like to clarify my response
for the hearing record. The Department collected data on information technology as-
sets in 1999, including bar codes and physical descriptions of property on-hand.
However, the inventory data was not complete and not fully validated by the Execu-
tive Officers of each of the principal office components of the Department. The De-
partment also failed to review purchase orders to ensure that property that had
been recently purchased was included in the inventory.

I request that this letter be included in the official hearing records of the Commit-
tee. If you have any questions, please feel free to contact me.

Sincerely,
LORRAINE LEWIS,
Inspector General.

Mr. HOEKSTRA. Yes, I am interested in that. When you commu-
nicate with the deputy secretary or the secretary, what are the dif-
ferent levels of communications that you have? I mean, sure there’s
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the informal, but there are written correspondence. What does it
mean when you do a formal report?

Ms. LEwis. A formal audit?

Mr. HOEKSTRA. A formal report. Is that a term that you use, that
there may or may not be a formal report to the deputy secretary?

Ms. LEwiS. I can tell you that what I have seen since I have been
there in June, and going back to look at some of our historical doc-
uments, is we have sent memoranda to the deputy secretary and
Secretary on occasion. We have provided them copies of our audit
report. Sometimes they are

Mr. HOEKSTRA. So there is no such designation as a “formal re-
port” that you are aware of? No. OK. That is all right.

Ms. LEwis. I will have to go back and check and see if I have
missed something.

Mr. HOEKSTRA. Was there an inventory of the computer mate-
rials and those types of things in 1999 that you are aware of?

Ms. LEwis. No.

Mr. HOEKSTRA. There was not?

Ms. LEwis. I am not aware of that. I am aware of the issue of
the need for an inventory was reported on the 1999 FMFIA report.

Mr. HOEKSTRA. Do you know whether they conduct or, on a regu-
lar basis, conduct inventories of their computer and electronic
equipment or not?

Ms. LEwis. This is an area that we, in the OIG, are currently
looking at very closely. I have asked the deputy inspector general
to lead an effort to identify, from the past work we have done, very
specific action items that the Department should be taking right
now and forwarding those pieces of information to the deputy sec-
retary, in addition to assisting the Department in whatever we can
in terms of getting a better handle on its inventory control.

Mr. HOEKSTRA. You are aware that there may be a problem and
there may be missing equipment?

Ms. LEwiS. I believe there is a problem, and it requires serious
attention in the Department.

Mr. HOEKSTRA. Like I said, I think our focus is going to be on
either getting to you or getting to GAO the resources necessary to
get the financial controls in place at the Education Department. I
think, with what we heard in the hearing in December, what we
are going to hear over the next couple of weeks about the financial
controls and the financial reporting, and with some of the other
problems that are being brought to our attention within the De-
partment, I would almost see it as a need for crisis management.

We are investing $35 billion discretionary, $50 to $60 billion
through the loan program in perhaps some of the most important
spending that we have in Washington today, that is in the educat-
ing of our kids. And we can’t continue to have this Department per-
form in the way that it is performing because this is just telling
us where the money is going. And we can’t even do that. And I
think in some cases we are finding that it is vanishing in some
very interesting ways. So right now we can’t even say where the
money is going.

And we really need to be focusing on the next issue, which is,
OK, we figured out where the money is going, now is it actually
making a difference? And when you don’t know where the money
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is going and where you can’t track the money, you can’t tell wheth-
er it is making a difference. Is it four out of the five or five out
of the last 6 years that we haven’t had a clean audit?

Ms. LEwis. Four out of the last five have not been clean. 1997
was clean, and 1999 is expected to be four qualified opinions, plus
one disclaimer on one statement.

Mr. HOEKSTRA. As I said earlier, for the layperson who hears
qualified opinion, for the auditors, they said this is a C minus to
a D minus, and when you are making the adjustments, compared
to the $1.7 trillion in the Department of Defense, that may be pret-
ty good. But if you are comparing it to what is going on in the pri-
vate sector, a C minus to a D minus, the auditors are telling you
the trading of the stock would be suspended, and there would be
an investigation. That is not good enough.

It maybe is not technically correct. I am not an auditor. I call it
another failed audit because the auditors are saying, and the public
in the private world, this stock in this company would be in big
trouble. And that is why I refer to this as it is time to view this
as a crisis because of the dollars that are going into this area and
because of the issue that we are dealing with. Every dollar is im-
portant.

But when we are spending and committing it to our kids, and the
parties are tripping over each other to see who can pour more
money into that department and invest it on our kids and say,
“Look, now, we are spending more than you are.” “No, we have got
more than you do,” and all we are doing is we are pouring it into
a Department that can’t tell us really how much we are spending
or where we are spending it is unacceptable. I am hoping that by
putting the extra money through GAO, by recognizing that it is a
situation for crisis management, maybe we will get the attention
of the Department that they will actually focus on it and get it
done because it has to happen, and it has to happen sooner rather
than later.

Thank you.

Chairman KasicH. Mr. Markey, do you want to go now or do you
want to—the gentleman is recognized.

Mr. MARKEY. Thank you, Mr. Chairman.

Ms. Gaffney, it is not your job to celebrate successes. That is not
what we are doing here today. But upon reading your testimony,
I am puzzled by your taking HUD to task for spending $2 million
on a contractor to get the books balanced, and you lead off your tes-
timony with that expenditure.

HUD has been properly criticized over the years for not being
able to balance its books. That has been a historical problem. Sec-
retary Cuomo appears to have decided, perhaps out of frustration
with the history of HUD, to stop trying to run a large cabinet agen-
cy without knowing where the money went, get a baseline. What
is going on? Why have there been so many problems in the past?

An IG should be praising, Ms. Gaffney, that kind of intolerance
of sloppy bookkeeping, not leading off your testimony with slam-
ming him for it.

Now, I am gravely puzzled by a very disturbing trend within
your own office with regard to making cash recoveries. In the last
5 years, the total cost savings and cash recoveries reported by the
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IG’s office at HUD has fallen from $262 million in 1994 to $78 mil-
lion in 1999. There has been, in other words, a 70 percent decline
in this recovery activity in your office during the time of your ten-
ure. That activity seems to have collapsed on your beat.

Now, often we can blame that kind of collapse on a small office
losing key staff, but in your case, the IG’s budget at HUD has risen
dramatically over the same period from $46 million in 1994 to $81
million in 1999, which is a 76 percent increase in your budget over
the same time period that there has been a 70 percent decline from
a peak in 1994 down to 1999.

In fact, in 1999, those two lines cross for the first time in history.
That is, for the first time, the IG spent more money than it recov-
ered at HUD, the law of diminishing returns having set in.

Put another way, while previous IGs recovered $5 to $6 for every
dollar spent, your semiannual report to Congress shows that this
ratio has fallen from 5-to-1 in 1994 to 3-to-1 in 1995 to 2-to-1 in
1997 to 1.5-to-1 in 1998 to less than 1-to-1 in 1999.

Now, I want to place this chart in the record, if I may, Mr. Chair-
man.

Chairman KasICH. I am impressed with all your investigative re-
search here on the IG.

[The information of Congressman Edward Markey follows:]

HUD INSPECTOR GENERAL

[Dollars in thousands]

Fiscal year Inspector General's budget, appropriated level Inspector General's reported total cost savings and cash recovery !

$26,011 2$177 355
30,028 192,890
38,804 262,964
44,665 229,159
46,160 250,846
46,305 262,359
47,356 121,462
47,850 122,213
52,850 82,832
66,394 91,382
81,910 77,897

1 Derived from Profiles of Performance included in the Inspector General’s Semi-Annual Reports to Congress. Figures include cash recoveries,
savings, cost efficiencies realized, commitments to recover funds, cost efficiencies sustained, and fines levied. Prior to 1994, figures may in-
clude amounts due to HUD program participants.

2Prior to 1989, the IG did not report cost efficiencies realized.

Mr. MARKEY. I think that you have conducted yourself, Mr.
Chairman, in a way that has inspired the rest of us. [Laughter.]

Chairman KasicH. Thank you.

Mr. MARKEY. To the same kind of green eyeshades, bigger, and
looking at this hearing the way you would want us to.

Ms. Gaffney, a cynic might conclude that we can’t afford to keep
you at work with that declining ratio. Now, if things don’t change
fast, your own management of the IG’s office will become a major
problem in and of itself. So how do you account for your record of
now spending more money but recovering less? And what do you
intend on doing on reversing that collapse?

Ms. GAFFNEY. Mr. Markey, before I answer that question, could
I go to your first point, please, about the $2 million?

Mr. MARKEY. Oh, please.
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Ms. GAFFNEY. What we are all hoping for is that we will have
financial systems that will generate financial statements that will
be auditable. Yes, it is wonderful—and if I didn’t say it—that peo-
ple now care about getting unqualified opinions, about putting to-
gether financial statements. That is wonderful. But if you have to
do manual work and hire contractors to put those statements to-
gether instead of getting them from your financial systems, the
problem with that is you can’t be sure that you are going to get
an unqualified opinion the next year.

So the focus long term needs to be getting your financial systems
in shape. Those financial systems are still not in shape at HUD,
and that is what my point is, that that is what we need to work
on. That needs——

Mr. MARKEY. Do you have a problem in getting a baseline num-
ber and spending——

Ms. GAFFNEY. Yes.

Mr. MARKEY [continuing]. And spending a relatively small per-
centage of the budget in order to start all over? You have a prob-
lem

Ms. GAFFNEY. Mr. Markey, let me explain to you the current sit-
uation at HUD. This year HUD implemented a new core account-
ing system. It has been unable to maintain connectivity across the
board with the feeder systems in HUD.

HUD didn’t used to have one standard general ledger. This was
a wonderful chance, a wonderful effort to develop one standard
general ledger in HUD.

It has been difficult. The feeder systems aren’t compatible with
the new standard general ledger. So what has happened now is
that they can’t even post transaction changes in the standard gen-
eral ledger to get financial statements. They are being posted in an
entirely different system.

Am I making myself clear?

Mr. MARKEY. No, you are not. You are not. Not in terms of—you
know, let me tell you this, OK? One of the things that this Budget
Committee has on an ongoing basis is the difficulty of getting hon-
est numbers. This committee has the highest percentage of—the
highest prevarication coefficient in testimony before this committee
than any other committee in terms of the numbers. So I personally
believe that if a Cabinet Secretary says let’s go back and examine
all these premises from the past, let’s get a zero-based budgeting
here and start all over again, yes, there is going to be some dis-
combobulation at the get-go. But in setting up that new system,
setting up that tougher accountability, obviously you are trying to
jar loose a lot of the bureaucratic inertia which has been in place
over the years.

You know, we can disagree on this, OK? But I just think your
focusing on a $2 million expenditure at the lead-off of your testi-
mony is—you know, there is a bit of—I don’t know. There is a bit
of snideness in the testimony, but

Ms. GAFFNEY. I didn’t intend that.

Mr. MARKEY. I know that, but it comes through. And I just—my
time is going to run out.

Chairman KasicH. No, it isn’t going to run out. Ed, would you
yield for a second? I think what the gentle lady is trying to say is
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that—and she is talking in a language of an accountant. What she
is trying to say is she would like the people at HUD to be able to
add their own books and make the numbers add up.

Ms. GAFFNEY. Right.

Chairman KASICH. That is what she is saying. She is saying she
doesn’t understand why we have got to hire somebody out here to
decide what is going on in their own business. That is what she
was saying about the $2 million.

Mr. MARKEY. No, I appreciate that.

Chairman KasicH. And I would think you would want them to
be able to reconcile their numbers.

Mr. MARKEY. I would want them to. I guess my point is that the
agency was trying to accomplish a good purpose. The purpose
was

Ms. GAFFNEY. I agree with

Mr. MARKEY [continuing]. To make the agency more accountable,
to begin a process by which somebody is coming in from the outside
and bringing all these internal parties that are inside the bureauc-
racy at HUD, bringing them together and trying to make some ra-
tional sense out of after a generation of bitter criticism of HUD
being an inefficiently managed agency. I am saying that in doing
that, that is something to be praised.

Ms. GAFFNEY. And there were days

Chairman KAsicH. She did say earlier——

Ms. GAFFNEY. There were years when Cabinet agencies didn’t
care whether they were able to produce financial statements.

Chairman KASICH. It is just curious to me that we have only
picked on one IG since we have come in this room today.

Mr. MARKEY. How much time do I have? [Laughter.]

Chairman KASICH. But, wait, let me just tell you—but we have
only picked on one, Ed. It is curious to me. It is fair to ask them
the tough questions, also, but we have only picked on one.

The other thing that I wanted to say to you is

Mr. MARKEY. She may have an explanation. Why don’t you give
her—she hasn’t even had a chance yet, John, to give her expla-
nation.

Chairman KasicH. Ed, I am not trying——

Ms. GAFFNEY. I would like to do that.

Mr. MARKEY. She may have a legitimate explanation. You are de-
fending someone before she has explained——

Chairman KASICH. I am not defending her. I just don’t want you
to badger the witness. That is all.

Mr. MARKEY. I appreciate that.

Chairman KasiCH. The only thing I am saying about what she
said earlier—I wanted to explain to you—is she said with the items
that Secretary Cuomo has put in place, she would hate for some-
body to come in and dismantle them just because it happens to be,
you know, a Cabinet Secretary who happens to be a Democrat. She
was pleading for consistency in the next HUD Secretary.

Look, I don’t want to get in the middle. I just don’t like to see
anybody get—I mean, you are doing fine. And Secretary Cuomo has
just called me, and we are working together on a major item that
I am very happy about. The gentleman has got his time.
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M(;' MARKEY. OK. Could you answer the second part of the ques-
tion?

Ms. GAFFNEY. Yes, Mr. Markey. I have our recovery numbers
going back to 1992 through 1999. They do not resemble yours, so
I don’t know what your chart is, but let me read them across.

Mr. MARKEY. I am using the numbers that are derived from the
profiles of performance included in the inspector general’s semi-
annual reports

Ms. GAFFNEY. So am [.

Mr. MARKEY [continuing]. To Congress from your office.

Ms. GAFFNEY. So am L.

Mr. MARKEY. OK.

Ms. GAFFNEY. In 1992, the total recoveries were $49 million. In
1999, they were $48 million. In the middle years, they went as high
as 73, 59.

Two things you need to know—three things. First of all, in 1992
and 1993, there were major——

Mr. MARKEY. Excuse me. I am sorry.

Ms. GAFFNEY. In 1992 and 1993, there were major reporting er-
rors. I wasn’t in the HUD OIG at that point, but there was $40
million that was included in the recovery numbers in 1992 that
shouldn’t have been, $14 million in 1993.

Nonetheless, your point is well made. Our budget has increased
over this period, and what I am saying to you is that the recoveries
have remained pretty static. And you are right to ask for an expla-
nation. There is one big explanation: that is, when I went to the
HUD OIG, I said I don’t care about numbers. What I care about
is quality work and having a positive impact on HUD.

The reason I said that, Mr. Markey, is all of the IGs during the
late 1980s and the early 1990s were engaged in what I considered
a pretty counterproductive effort. They had accepted dollar recover-
ies as the one measure of performance for IGs, and it is what I
tried to say to you before. People aren’t dumb. If I say to you give
me numbers, you will give me numbers, OK, and you will fab-
ricate—well, that is too strong a word. However, I really think that
our focus should not be on generating that kind of numbers but on
solid, substantive work.

Mr. MARKEY. Good. Thank you. And that is a fair answer. That
is a very fair answer. Thank you.

Ms. GAFFNEY. Thank you.

Mr. MARKEY. OK. Thank you, Mr. Chairman.

Chairman KasicH. Thank you, Mr. Markey.

The gentleman from New Hampshire.

Mr. SuNuNU. Thank you, Mr. Chairman.

As always, somehow fate conspires to place me after Mr. Markey,
and as always, I have drawn yet another kernel of knowledge from
his wisdom: prevarication coefficient. I will remember that phrase,
that fabulous metric by which we should measure the performance
of all of our committees. Thank you, Mr. Markey, and thank you,
Mr. Chairman——

Mr. MARKEY. Will you yield just briefly? Can I tell you where we
got it from? When I was running for State representative the first
time

Mr. SUNUNU. I thought you just made it up on the spot.
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Mr. MARKEY. No, no. When I was running for State representa-
tive for the first time in 1972 and all I had were my two brothers,
so the three of us were ringing doorbells. And after about a month,
we decided that we had won because everyone was telling us that
they were with us at the doors that we were ringing.

So then finally one night we decided to build in a prevarication
coefficient: How many people were actually telling us the truth or
just being nice to the young men ringing the doorbells so that they
wouldn’t go away disappointed? So we decided it was about a one-
third prevarication coefficient at the doors. So we had to actually
increase our work rather than reduce it.

Mr. SuNUNU. Well, maybe the 33 percent will be our threshold
for this committee from now on.

Let me offer a comment in response to the point that Mr. Markey
made, and I think that the inspector general’s response was cer-
tainly appropriate and giving credit for spending the $2 million to
have good books. But my experience is that there is a fundamental
reason for being concerned about that, and that is because if you
don’t have the financial systems in place that give you that un-
qualified opinion, you may spend the §2 million to know where you
are, but the financial systems will have no ability to provide for im-
provement. So that you may know where you are, but you don’t
have good enough financial systems to bring down or to avoid the
$1 billion in fraudulent Section 8 payments that are described in
the material that we were provided with. You don’t have financial
systems in place that are going to do anything about increases in
FHA default rates or in poor performance in collecting bad debt.

If you want to improve in those areas, you are going to need the
kind of financial systems in place that can give you the unqualified
audit without spending the $2 million.

So while I would agree with the point the gentleman made that
it is certainly an achievement to have the audit in place, unless the
systems are better we are not going to be able to make any mate-
rial improvement.

I would like to ask Inspector General Gaffney to comment on a
few other points that I had a chance to raise with the Comptroller
General.

First, you said in a report you did in March of 1999, or I guess
it was testimony before the Banking Committee, that you weren’t
able to reach any conclusions about the 2020 reforms. My question
is: Since then, over the last year, have you been able to gather evi-
dence or seen anything that would allow you to make a more spe-
giﬁc qélaliﬁcation of what has or hasn’t been successful in those re-
orms?

Ms. GAFFNEY. First of all, the position that HUD is in, you know,
is that it downsized very severely, and then it scrambled to come
up with ways to compensate for the downsizing. At this point, I
think you could say that the single-family property disposition situ-
ation is certainly not in good shape. The 2020 response to
downsizing the single-family staff was management and marketing
contractors. Then we had the InTown debacle.

Right now the inventory is higher than it was when we started
those contracts. More importantly, it is aging significantly, and you
know the impact that that has on neighborhoods.
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I believe HUD has a problem with contract administration. Even-
tually, I sincerely hope it will get its act together and this will
work.

Mr. SUNUNU. Is poor contract administration the single biggest
reason for the deterioration in the FHA portfolio, the HUD-owned
properties?

Ms. GAFFNEY. At this point, I don’t have enough information
about all the management and marketing contracts, but InTown
was the major influence in that buildup of the inventory.

Now, HUD terminated that contract in September, but by that
time InTown had disposed of almost no property at all.

Mr. SUNUNU. Has anything——

Ms. GAFFNEY. And that wasn’t a contract administration prob-
lem. They knew, HUD knew what was going on. But the award of
that contract was problematic.

That contract covered 40 percent of our REO properties, and OIG
auditors could find no evidence that HUD looked at InTown’s fi-
nancial capability.

Mr. SUNUNU. It seems to me to be quite counterintuitive that
this portfolio would deteriorate—would expand and grow at a time
when economic prosperity around the country would seem to create
the most favorable possible climate for disposition.

Ms. GAFFNEY. Right.

Mr. SunuNU. What other causes could there be for such deterio-
ration?

Ms. GAFFNEY. The major cause, in the last 10 months, the last
year, has been InTown Management, which simply did not perform
at all. Prior to that, the inventory had been increasing, and our
auditors attributed it to the severe cuts in single-family staffing.
And their finding was, when——

Mr. SUNUNU. What was the reduction in staffing?

Ms. GAFFNEY. It was cut in half, from about 2,000 to 1,000. And
what the auditors further found was that in HUD, if it is a choice
between doing something that generates more business or taking
care of business on hand, it is the new business that takes priority.

So, for instance, if you have a choice between using scarce staff
to do more insurance or to take care of this inventory of REO, you
choose to generate more insurance.

Mr. SUNUNU. What are they doing now? InTown went bankrupt
in September, correct?

Ms. GAFFNEY. They redistributed the InTown

Mr. SuNUNU. Has any progress been made in the last 6 months?

Ms. GAFFNEY. I think in the last 2 or 3 months or perhaps 4 or
5, the inventory hit a high of about 52,000. It is down to 47,000.
So that is good news. The bad news is that every single month over
the last year the percentage of properties over 6 months old and
over 12 months old has increased, and that is through January 30.

Mr. SUNUNU. Well, it would seem to me that has little or nothing
to do with InTown, then, or with the bankruptcy, that there is obvi-
ously far more fundamental problems than just the contract man-
agement.

Ms. GAFFNEY. Well, it would seem to me that the contractors are
finding it in their interest to under the cream of the crop, that is,
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houses newly coming into the inventory, rather than deal with the
old stuff that has been sitting around for a long time.

Mr. SunuNU. What other reforms have been suggested or initi-
ated in the past 3 or 4 months?

Ms. GAFFNEY. In the past 3 or 4 months, HUD has done an in-
come match. That is the income verification issue.

Mr. SUNUNU. What does “just currently” mean?

Ms. GAFFNEY. In September, I think they did the first ever broad
income match. And just yesterday they started sending out 280,000
letters to residents notifying them that it appears that you have
underreported your income by significant amounts.

Mr. SuNUNU. Notwithstanding the timeliness of that initiative,
has anything been undertaken before to try to deal with the prob-
lem of underreporting income?

Ms. GAFFNEY. Over the years, they have done a variety of pilots.
Every year we do a sample for the purpose of the financial state-
ments.

Mr. SUNUNU. Is there a systemwide methodology used for income
verification?

Ms. GAFFNEY. They are proposing a systemwide methodology
for——

Mr. SUNUNU. But there is not one now——

Ms. GAFFNEY [continuing]. The first time. Well, we are starting
down that road for the first time.

Mr. SuNUNU. How is income verification done currently, then? Is
it just inquiry, through the application process? They ask “what is
your income,” and you write it down on the form.

Ms. GAFFNEY. Right, and—yes.

Mr. SUNUNU. But there is no

Ms. GAFFNEY. Systematic way——

Mr. SUNUNU [continuing]. Formal system or——

Ms. GAFFNEY. Right.

Mr. SUNUNU [continuing]. Where there is a verification process
through an employer?

Ms. GAFFNEY. There has not been, no.

Mr. SUNUNU. At the local level, is there ever an effort to verify
income through an employer?

Ms. GAFFNEY. They are supposed to be doing that at the initial
screening.

Mr. SUNUNU. But there is no process, no HUD-driven process, to
verify income?

Ms. GAFFNEY. No, has not been. There is now.

Mr. SUNUNU. Until yesterday.

Ms. GAFFNEY. Right. Well, very recently.

Mr. SUNUNU. Or was the initiative that began just yesterday,
was that directed toward customers or was that directed through
the bureaucracy? In other words, is that an attempt to set in place
a verification system or simply to double-check with customers?

Ms. GAFFNEY. No, it is intended to be a verification system, and
this is a system that—it matches

Mr. SUNUNU. Who did the letters go to?

Ms. GAFFNEY. Residents in D.C.
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Mr. SuNUNU. Right. So how is sending a resident a letter saying
tell us again what your income is any different than just asking
them verbally upon application and not actually verifying?

Ms. GAFFNEY. What this letter does is it says we have matched
what you told your housing authority your income was against IRS
and Social Security data, and we find that, based on that match,
you underreported your income by $10,000. You must now——

Mr. SUNUNU. OK. So this is a case where—I am sorry. So they
have actually done the verification through the IRS.

Ms. GAFFNEY. Right. Right. You must now march yourself to the
housing authority and give them this information.

Mr. SUNUNU. Is there any proposal to expand that beyond the
D.C. area?

Ms. GAFFNEY. Oh, yes. The mailing of the letters to the residents
was to have begun in March. All of a sudden it has just been
moved up.

Mr. SUNUNU. Moved up.

Ms. GAFFNEY. They have two hundred——

Mr. SuNUNU. Well, you know we are on an accelerated appropria-
tions cycle this year.

Ms. GAFFNEY. Yes. There are 280,000 letters that are going out
nationwide.

Mr. SUNUNU. Thank you very much. Thank you.

Chairman KAsSIiCH. Well, I want to thank all of you for being
here, and what we hope to do is, again, create these task forces and
have members chair them, and I think what you are going to end
up finding is that we are going to call each of you back, along with
the GAO, to focus on some of these things.

The first thing I am going to tell you is we have got to find a
way in which people can do their own books. I just think that ought
to be the one principle. We ought to know where the money is. We
ought to know where it goes. We ought to know what it goes for.
But we just have to break this down somehow, and I think I have
got to figure out a way to institutionalize this in this committee
now.

Our highest year was 1997 where we wrote the budget, basically,
big chunks of it, and now we are into surpluses, and our role is dif-
ferent now, particularly with surpluses, nobody is really too inter-
ested in saving money. But they are interested in reform.

So we are going to figure out a way to do this, and I would like
to be able to accomplish some things this year. Hey, if we just got
it done, that we got the IRS and the Education Department to
work together on a match and actually accomplished it, that would
be significant.

Yes, ma’am?

Ms. LEwis. If I could just add one thing, I would like to note that
for the brand-new FAFSA, the Free Application for Federal Stu-
dent Aid, for the year 2000-01, the Department, with OMB’s ap-
proval, did change that form to note that the Secretary of Edu-
cation has the authority to verify income reported on this applica-
tion with the Internal Revenue Service. So the actual law that was
passed was incorporated into the form, which is up on the Web,
and obviously it is in hard copy. So it does perhaps——

Chairman KasicH. Well, like Andy Griffith——
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Ms. LEWIS [continuing]. Act as a deterrent to someone who may
be thinking——

Chairman KASICH. Right.

Ms. LEwis. The only other thing, if I may add

Chairman KAsSICH. Well, let me just—what you are saying is like
Andy Griffith told the guy, “Put the signs up saying we have
radar.” The guy says, “We don’t have any radar.” He says, “Yeah,
but if you put the sign up, they might think we have the radar.”

I mean, I guess that is what that is. You know, like, well, we
could check. But you are not checking. Let’s not talk—I mean, we
have got——

Ms. LEwis. It is not a verification. It is simply a notice—or the
persons who put the security sign in front of their house and don’t
actually have the contract.

Chairman KASICH. Right.

Ms. LEwis. But it was intended to be put in there to bring this
to persons’ attention. The only thing, if I may add, perhaps out of
scope here, is I am very privileged to testify with my brand-new
colleagues here in the IG community before this committee. I have
known Susan Gaffney as a professional, a career civil servant back
at OMB, as an inspector general. She is a person of integrity, very
committed to her job, and the job she does at HUD. And I recognize
Mr. Markey is not here. He had to leave.

Ms. GAFFNEY. Please stop this.

Ms(.1 LEwis. But it is very important for me to put that on the
record.

Chairman KasSICH. I think she did all right there. [Laughter.]

I will say to you, Ms. Lewis—it is clear why Ed left. No, I am
just kidding.

Listen, I would want to say to you that, my mother used to teach
me lessons about the people that would stick up for you. And it’s
true in our society today there just aren’t enough people sticking
up for enough people. And that is very nice of you. I am just telling
you as another person. For you to say that about Ms. Gaffney is
awfully nice, and that says a lot to me about you.

So I think she is going to do just fine, and I think she gives as
good as she gets, from what I understand, of this ongoing soap
opera. [Laughter.]

But somehow we need to recognize the fact that the people at
HUD are making an effort. Some of these efforts, a lot, are coming
into play, just recently, but they are making an effort there. And
at the same time, we have a long way to go. These systems are
enormous. And we are just going to keep at it, and we are not—
nobody here is intending, to bang on anybody or cast aspersions on
anybody. Just so we are all plugging together and working to-
gether, and I think that is what all of you want. It is certainly
what I want.

But I want people to know that this isn’t the end of this. I mean,
I hope not. I don’t want to be another politician to say I shall not
and then I do. But I would ideally like to keep this going.

I have to tell you honestly that these efforts can only happen if
I can get my colleagues to be interested. And if we had not been
out of session, more members would have been here. My personal
view is that since everybody can get a piece of this in this Budget
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Committee and carry and make something theirs, that is what
gives us the greatest opportunity to be able to really carry this on
and get some good things done. And then wouldn’t it be a wonder-
ful thing if you could give us things and we could actually do some-
thing. I mean, that would make things really great. And that is
Whéere I hope we are going to go with this. We just have to wait
and see.

I have to tell you that we cannot do these things without GAO
and the IGs. I don’t know how—I would like to have my own staff
to do investigations independent from all of you, but I don’t have
that and I can’t do it. So we need you, and we are going to put our
staff into this as well, and we want to be as constructive as we can.

But I appreciate all of you being here. I appreciate all of your
hard work. I also want to tell you that I also appreciate how it is
sometimes when you are uncomfortable in the process of doing your
work. You have to go in those buildings, and when you show up,
it is kind of like somebody calling into the boss and saying, “Mike
Wallace just showed up from ‘60 Minutes.” Isn’t this exciting?” You
know, and you have to keep going back in there, and it is not an
easy job. You have a tough job. But you have to do it.

When you get to the point where you can’t do it anymore, then
you have got to let somebody else do it.

But thank you all very much, and I look forward to further con-
tact.

Mr. HOEKSTRA. Mr. Chairman.

Chairman KasSIiCH. The gentleman from Michigan.

Mr. HOEKSTRA. I ask unanimous consent that all written state-
ments and any written responses to questions may be included in
the record.

Chairman KASICH. Does anybody object to that? Ms. Gaffney, do
you want to object to that? [Laughter.]

OK.

[The prepared statement of Congressman Paul Ryan follows:]

PREPARED STATEMENT OF HON. PAUL RYAN, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF WISCONSIN

Thank you, Mr. Chairman, and thank you for giving us the opportunity to explore
possible fraud, waste and abuse in the Federal Government. I believe this issue, un-
fortunately, is in danger of being completely overlooked and ignored in the current
era of budget surpluses.

I think that we would all agree here that if any government fraud, waste or abuse
exists, it should be addressed and eliminated regardless of what the current budget
circumstances are. There is a temptation, as seen in the President’s budget pro-
posal, to spend the surplus and automatically increase spending each year without
giving any thought for the need to aggressively examine whether the Federal Gov-
ernment could be made into a more efficient machine. This is very troubling to me.

The constituents in the District I serve provided me with troubling examples of
waste in the Federal Government. I turned to them for their recommendations from
their own personal experience and observations.

Gregory Campbell, the President of Carthage College, brought to my attention a
perfect example of waste in the Federal Government. The Immigration and Natu-
ralization Service (INS) requires colleges and universities to collect a $95 fee from
each foreign student and remit it to the INS. To assist colleges in implementing this
requirement, the INS is developing an internet-based reporting system (The Coordi-
nated Interagency Partnership Regulating International Students or CIPRIS).
CIPRIS, however, is behind schedule. Nonetheless, the INS regulation stipulates
that fee collection is to be retroactive to August 1, 1999. This means that institu-
tions like Carthage College will be required to submit college fees for several years
before the system is operational. Even worse, because the INS is behind schedule
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to meet their own legislative requirement, this regulation poses an unfunded man-
date on these educational institutions.

Another recommendation came from Steven C. Molnar, Lieutenant of Police in
Franksville, Wisconsin. Lt. Molnar told me that Congress should look more closely
at the Community Oriented Policing (COPs) Program to make sure that it is truly
contributing to the reduction in crime. And he’s right. He is concerned that in the
end, COPs may not achieve the original goals and objectives it was set out to do.

Finally, the overwhelming response from my constituents is that taxpayers are
victimized by wasteful government regulations in two ways: (1) they have to spend
a great deal of time and money to comply with wasteful, excessive regulations and
(2) they have to fund these regulations and implementations with their hard-earned
tax dollars. Gary Huss, President of Hudapack Metal Treating in Elkhorn, Wiscon-
sin put it best when he said, “In many cases, a solution is proposed, mandated, and
backed punitively before the problem is defined. Expensive solutions searching for
a problem.”

Mr. Chairman, there is no excuse to put taxpayers in the position of paying for
and being victims of government fraud, waste and abuse. Holding government agen-
cies accountable in the era of budget surpluses is just as important as when the gov-
ernment is operating under a budget deficit. I appreciate the opportunity to work
with you and my colleagues on the committee to make this a priority and look for-
ward to implementing these priorities in the upcoming budget.

Thank you.

Chairman KaAsicH. We will stand adjourned.
[Whereupon, at 2:42 p.m., the committee was adjourned.]
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