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UNITED STATES DEPARTMENT OF COMMERCE
The Inspector General
Washington, D.C. 20230

April 30,1999

TheHonorableWilliam M. Daley
Secretary of Commerce
Washington, D.C. 20230

Mr. Secretary:

| am pleased to provide you with the Office of Inspector General’s semiannual report to the Congress
for thefirst half of fiscal year 1999. Section 5 of the Inspector General Act requiresthat you transmit this
report, with any comments you may wish to add, to the appropriate congressional committeeswithin
30 daysof itsreceipt.

| would like to take this opportunity to express my appreciation for the leadership and commitment
you have demonstrated in working with our officeto addressthe major challenges facing the Department.
| am encouraged by the support and cooperation that we have received from secretaria officers. Notwith-
standing the differences of opinion that often surface aswe confront difficult issues, the bureaus have
generally agreed with our recommendations and have either taken or promised to take corrective actions
to address them.

We look forward to continued cooperation between the Department and the OI G in working toward
our common goal of improving the management and operation of Commerce programs. The benefits of
such cooperation are exemplified by the results of thefiscal year 1998 financial statementsaudits. The
improved audit opinionsreceived by some operating units, along with asteady reduction in the number of
material weaknessesidentified, clearly indicate that Commerceisfast approaching your goal of achieving
an unqualified opinion onitsconsolidated statements.

Sincerely,

JohnnieE. Frazier

Acting Inspector Genera

Enclosure
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IG’s Message for the Congress

FOREWORD

During this semiannual period, we continued to emphasize the programs and operations that
represent significant investments of Commerce resources and offer the greatest opportunities for
improvements. To this end, most of our work has focused on what we consider to be the top
management challenges facing the Department and other major Commerce activities. For example,
we completed an evaluation of the dress rehearsal performance of Data Capture System 2000, the
system that is being developed to extract data from an estimated 1 billion pages of forms during the
decennial census. We also evaluated the Department’s efforts to improve the accuracy of its
reporting of Y2K compliance status. In addition, we issued 15 audit reports on the fiscal year 1998
financial statements of Commerce operating units and the Department’s consolidated financial
statements.

We conducted a number of reviews of the Department’s administration of its trade-related
responsibilities. Among these was a program evaluation of the Department’s overall export
promotion efforts, focusing on the effectiveness of ITA, the lead Commerce agency, in managing its
trade programs and operations, and its involvement with other departmental units and federal
agencies in helping expand trade opportunities for U.S. businesses. We also issued reports on our
reviews of specific US&FCS offices that focus on trade promotion, including US&FCS posts in
the European Union, Belgium, Portugal, and South Korea; and the U.S. Export Assistance Center in
Seattle.

In addition, we made considerable progress in completing three major reviews, two of which
were requested by the Congress. First, we are nearing completion of an evaluation of Commerce
export licensing controls for dual-use commodities, part of a multi-agency OIG review requested
by the Senate Governmental Affairs Committee. We have also made significant headway in our
review of discretionary financial assistance programs, which was initiated at the request of the
Chairman of the Senate Commerce, Science, and Transportation Committee. To date, we have
issued reports on 15 programs, 13 during this period, representing 565 awards and $365 million.

In addition, we have nearly completed our Department-wide review of the use of memorandums of
understanding and other special agreements. We have issued eight reports to date, two of which are
discussed in this issue; the two remaining reports are underway.

We plan to continue providing the Department and the Congress with independent, meaningful,
and timely analyses that lead to improvements and positive changes for Commerce.

March 1999 Commerce IG Semiannual Report 1



IG’s Message for the Congress

MAJOR CHALLENGES
FOR THE DEPARTMENT

In this section, we provide our perspective on thetop 10 management
challengesfacing the Department of Commerce. Weidentified these
challenges at the joint request of the House Mgjority Leader and the
Chairman of the House Government Reform and Oversight Committee.
The request was directed to the Ol Gs of the 24 departments and agencies
subject to the Chief Financial Officers Act of 1990.

In February 1999, the Chairman further requested that each of these
OIGs provide the Committee with alisting of its outstanding, or “ open,”
recommendationsrelating to each challenge, aswell asany legidative
recommendationsthat would enableits agency to better addressthese
issues. To provide the Committee with amore complete picture of the
types of recommendations we have made and the Department’s efforts to
implement them, in April 1999 we submitted to the Committeealist of
285 of our recommendationsthat relateto these challenges.

We reported that for 33 percent of the recommendations, the operating
units had a ready implemented corrective actions, and that for an additional
52 percent, the units had agreed to take corrective actions (see chart
below). Collectively, we have agreement on 85 percent of our recommen-
dations. Of the remaining unresolved recommendations (15 percent),
amost all relateto NOAA's ships, aircraft, and advanced weather system.

(/ \
Status of OIG Recommendations
Related to Top 10 Management Challenges
Fully or
Partially
Implemented
(33%) ~
Agreement
— to take
Corrective
Action
(52%)
Bureau
Disagreed
(15%)
\L y
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Our work during this semiannual period focused on 4 of thetop 10
challenges: (1) decennial census, (2) financial statements, (3) discretionary
funding programs, and (4) year 2000 (Y 2K) issues.

Increase the Accuracy and Control
the Cost of the 2000 Decennial Census

The accuracy of decennial dataiscritical becauseitisthe basisfor
apportioning seatsin the House of Representatives and is used by state
legidlaturesfor redistricting purposes. The dataisa so used to distribute
billionsof dollars of federal fundsto state and local governments.

Thedecennia censusisan enormous and complex task—certainly one
of the most difficult that the federal government hasto undertake. The
Department recogni zesthe challenges presented by the 2000 Decennial
Censusand isproviding increased oversight and management support to
thisimportant undertaking. And we are continuing to make the decennial
census one of our top priorities. We have already issued morethan a
dozen reportson various aspects of the bureau’s decennial planning
efforts, and additional reviews are underway. We are also actively
monitoring the bureau’s eff orts to address the recommendati ons from our
variousaudits and inspections.

Inour last issue, we reported on the results of our reviews of the
critical “dressrehearsal” operations. Weidentified anumber of programs
and activitiesthat were operating quite effectively, aswell asanumber of
problemsthat need to be addressed in order to ensure efficient decennial
operations. Overall, we concluded that the bureau still faces some
formidable challengesin preparing for the decennial . For example, the
bureau must (1) complete the design, devel opment, and testing of major
automated systems, (2) finish devel oping an accurate master addressfile,
and (3) refinethe decennial design by incorporating lessons|earned from
thedressrehearsal.

The Census Bureau has been working hard to address our findings and
observationsrelated to the dressrehearsal activities. We commend the
bureau for its quick response to our concerns. In many cases, corrective
action hasaready been implemented.

In thisissue, we discuss the results of our evaluation of the dress
rehearsal performance of Data Capture System (DCS) 2000, whichis
being devel oped for useinthe decennial. DCS 2000 will use el ectronic
imaging to read the information from censusforms and convert it to
electronic format for processing. Our review found that DCS 2000

March 1999 Commerce IG Semiannual Report 3



IG’s Message for the Congress

experienced extensive problems during the dressrehearsal resulting from
inadequate control of requirements and insufficient system testing. How-
ever, we believe that the system will be able to perform as needed during
the decennial if the bureau continuesto improvethe functional capabilities
of DCS 2000 and better manages the devel opment process (see page 30).

The Department faces additional challengesin securing congressional
funding for its planned methodol ogy for conducting the 2000 decennial .
Thebureau planned to integrate statistical methodsinto the decennial
census design to produce a single-number count, rather than two sets of
censustotals, aswas donein 1990. However, in November 1998, the
Administration agreed that the bureau would plan for both asampling and
anon-sampling censuswhile awaiting a Supreme Court ruling on the
legality of using sampling techniquesas part of the decennial census
methodol ogy.

On January 25, 1999, the Court ruled that, according to the Census
Act of 1986, statistical sampling techniques cannot be used for apportion-
ment. However, the bureau still intendsto provide astatistically adjusted
number for non-apportionment purposes, arguing that the adjusted count is
more accurate.

Obtain an Unqualified Opinion on the
Department’s Consolidated Financial Statements

The Chief Financial Officers Act of 1990, the Government
Performance and Results Act of 1993, the Government Management
Reform Act of 1994, and the Federal Financial Management |mprovement
Act of 1996 are designed to improvethe financial management practices of
federal agencies. The statutesrequire audited financial statementsthat
present an entity’ sfinancial position and results of operationsand provide
other information needed for the Congress, agency executives, and the
public to assess management’s performance.

The Department received an unqualified opinion onits Consolidated
Balance Sheet as of September 30, 1998. However, because the
Department had received adisclaimer of opinion onitsFY 1997 financial
statements, we were unable to express an opinion on the Department’s
Consolidating Statements of Net Cost and Changesin Net Position and
Combined Statements of Budgetary Resources and Financing for theyear
ended September 30, 1998 (see page 76).
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In addition, disclaimerson certain financia statementsof NOAA and
Census, along with adisclaimer on the Franchise Fund and theinability to
audit I TA s statements, resulted in adisclaimer on the Department’s other
financial statements. Until NOAA and Census, in particular, receive other
than disclaimers on their remaining statements, the Department will be
precluded from receiving aclean (unqualified) opinion onits consolidated
financia statements.

It isimportant to recognize, however, the progress that has been made
thisyear in addressing many of the problems, weaknesses, and conditions
that have undermined thereliability of somebureaus’ financial manage-
ment systems and precluded unqualified audit opinionson their financial
statements. Thisis probably most apparent in the decrease in the number
of material weaknesses over the past two years. Material weaknesses
represent serious conditionswherethe design or operation of aninternal
control component does not minimize therisk that errors, fraud, or
noncompliancein material amounts may occur and not be readily detected.
Two years ago, we reported 37 material weaknesses.

Until these numberswere significantly reduced, the Department would
have adifficult—if not impossible—task of establishing sound financial
management systems and achieving unqualified audit opinionsonitsfinan-
cial statements. The Secretary, the Deputy Secretary, and Commerce's
Chief Financial Officer (CFO) concluded that traditional approacheswere
insufficient and made someimportant changes.

First and foremost, the Secretary madeit clear to his senior mangers
that he expected them to get personally involved and monitor the progress
intheir bureaus. Second, the Department’s CFO began to hold the
bureaus' CFOsand other financial managersdirectly accountablefor
aggressively confronting thelarge number of material weaknesses and
resolving the reportable conditions. Finaly, inthe past year, there have
been what we view as unprecedented level s of cooperation between the
Department, the bureaus, and the OI G and its contractors.

We believethat these changes, coupled with the renewed management
commitments and increased cooperation, have been the catalyst for
significant progress. And whileit isclear that obtaining an unqualified audit
opiniononthe FY 1999 consolidated financial statementsisamajor
challenge, it isequally clear that the aforementioned changesin approach
and commitment are major reasons why, in less than two years,
Commerce has reduced its number of material weaknessesfrom 37 to 12
(seechart onfollowing page).
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4 A
Material Weaknesses Highlighted in

Financial Statements Audits
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& The same material weakness was identified in the FY 1997 audit of both the WCF and
S&E Fund. Itis considered one material weakness for the Department as a whole.

b |ncludes six material weaknesses identified in the FY 1997 audit of ITA. Since an audit
was not performed in FY 1998, these weaknesses were carried forward.

Maximize Competition in the Department’s
Financial Assistance Programs

In the September 1998 semiannual report (see page 12), we discussed
our ongoing review of the criteria, procedures, and practices used to make
funding decisionsfor the Department’ s discretionary financia assistance
programs. Our review isbeing conducted, in large part, at the request of
the Chairman of the Senate Commerce, Science, and Transportation
Committee, who made similar requests of the Ol Gs of the Department of
Transportation and the National Science Foundation. The Chairman asked
that we examinethe criteriadevel oped, statutorily or administratively, to
guide Commerce officialsin making discretionary awards, aswell asthe
extent to which such criteriawere appropriately applied. He expressed an
interest in ensuring that federal discretionary funding programsare
administered fairly and without consideration of political or other non-
merit-based criteria.

Theuse of competitive selection proceduresiswidely recognized as
the most effective method of ensuring that financial assistance awardsare
made on the basis of merit. Although our review isstill underway, our
observationsindicate that there are opportunitiesto enhance competition
and improvethe Department’sdiscretionary funding practices.
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Discretionary financial assistance programsinvolveasignificant
portion of the Department’s budget and operations. Six Commerce
agencies and the Office of the Secretary administer 72 programsthat
provideatotal of about $1 billion ayear to state and local governments,
educational institutions, nonprofit and for-profit organizations, and
individuals. The chart below showsthe amount of abligationsand the
number of programs by agency for FY 1997, the period we selected for
review.

- N
Commerce Discretionary Funding Programs
FY 1997 Obligations by Agency

Department’s Total=$1.1 billion

NOAA
$364 million/49 programs
ITA
$16 million/
4 programs
~

NTIA
$35 million/
2 programs
- o/s
s $1 million/
1 program
NIST
$320 million/
5 programs

\ EDA

$371 million/
MBDA 8 programs
$11 million/3 programs
\o prog J

Technically, al Commercefinancial assistance programsare
discretionary, rather than entitlement, programs. However, our review is
focusing onthe FY 1997 award criteria, procedures, and practices of
33 programswe have classified as“full discretion.” For the purpose of our
review, we classified asfull discretion programsthose programswhose
authorizing legidlation places no significant limitations on the Department’s
ability to independently determinetherecipientsor funding levelsof the
awards made under the programs. These programs, which account for
over 1,700 awards and $802 million, should be using competitive selection
procedures designed to promote merit-based decisions.

To date, we have completed audits and issued reports on 15 programs,
of which 7 were administered by NOAA, 3 by NIST, 2by MBDA, 2 by
NTIA, and 1 by ITA. These programs represent $365 million in funding
distributed through 565 awards.
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We found that 8 of the 15 programs are administered competitively
utilizing eval uation criteriadesigned to result in merit-based funding
decisions. Wedid, however, identify opportunitiesfor improvement in
specific aspects of the various awards processes. Several of the programs
could enhancetheintegrity of their procedures or bring moredisciplineto
the award process by adopting the following practices:

° Expanding proposal solicitation efforts.

° Including participants from outside the Department as proposal
reviewersto increase the objectivity of the selection process.

° Adeguately documenting justificationsfor deviationsfrom review
panel recommendations.

The other seven programswe reviewed, all NOAA programs, did not
use competitive selection procedures, but instead obligated discretionary
fundsthrough inadequately justified sole source awards.

We are recommending that NOAA ensurethat financial assistance
awards under its programs are made through a competitive merit-based
process, unless otherwise mandated by law or adequately justified. We are
pleased to report that NOAA agreesthat more awards should be granted
competitively for all discretionary funding programsand that arigorous
solicitation process should be used. The agency is continuing to look at its
current processes and intends to provide more specific details as part of
the audit resol ution process. Summaries of the 13 audit reportsissued
during this period are presented in the agency overviews.

We expect toissuefinal reportson the remaining 18 financial
assi stance programs during the next semiannual period. Upon completing
the audits, we plan to issue a capping report summarizing the results of the
individua audits, identifying cross-cutting issues, highlighting “ best
practices,” and providing recommendationsfor improvement.

Address Commerce’s Year 2000
Computer Problem

The OIG hasplayed amgjor rolein highlighting key issuesrelated to
resolving the Y 2K problem. In thisissue, we discuss the results of our
March 1999 inspection of the Department’s effortsto improvethe
accuracy of itsreporting of Y 2K compliance status. Our inspection
examined whether the number of compliant systems reported to OMB
accurately reflected the status of the Department’s Y 2K Program. We
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found that the number reported was misleading, critical systemswere not
properly identified, and evidence waslacking to validate system compli-
ance. Because the Department’s Chief Information Officer had similar
concerns, we were able to work together to improve the Department’s

Y 2K program policiesto address these weaknesses (see page 78).

The Department expected almost al of itsmission critical systemsto
be compliant (461 out of 473, or 97 percent) by the March 31, 1999,
deadline set by OMB. However, additional Y 2K effortswill berequired
beyond that date. For the remainder of this year, the Department’s major
challengeisto continueto reducetherisk of crucial servicesbeing
disrupted by Y 2K failures. Management needsto ensure that risk-
reduction activities—such asindependent validation of computer systems,
end-to-end business processtesting, and contingency planning—receive
high-level attention. The Secretary, the Deputy Secretary, the CFO, and
the Chief Information Officer have clearly stated their commitment to
ensuring that these activitiesare carried out. Our officeis continuing to
monitor the Department’s Y 2K program. For example, weareinthe
process of ng the progress and effectiveness of selected Commerce
bureaus’ risk reduction efforts.

Expand Private Sector Participation in NOAA’s
Marine and Aeronautical Data Gathering

Shortly after the end of the semiannual period, the OIG’s Assistant
Inspector General for Auditing testified before the House Science
Subcommittee on Energy and Environment on the Ol G'swork related to
NOAA’sapproach to acquiring marine and aeronautical dataand related
research support. Histestimony focused on three OI G reportsissued since
1996: (1) an August 1998 audit report on NOAA'slight aircraft fleet, (2) a
September 1997 audit report on the NOAA Corps Transition Plan, and
(3) aMarch 1996 inspection report on NOAA'sthen $1 billion plan to
repair, modernize, and replace its aging fleet of ships. In these reports, we
generally point out that NOAA could achieve greater economy, efficiency,
and effectiveness by increasing private sector participationinitsmarine
and aeronautical datagathering efforts.

Marine Data

While NOAA has made some progressin expanding private sector
participation in acquiring hydrographic data, we remain concerned about its
plansto design, acquire, and operate four new fishery research vessels,
from FY 2000 through FY 2003, without thoroughly ng other viable
aternatives. Aswe have said many timesbefore, we believe that NOAA
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should not focusits efforts on designing, owning, maintaining, or operating
ships. Instead, NOAA should clearly articulateits program needsfor ship
servicesto the private sector, academia, and other government ship opera-
torswith thegoal of identifying modern, more cost-effective platformsfor
itsdata collection needs.

We understand that NOAA has prepared adetail ed dataacquisition
plan for itsfisheries mission and intendsto acquire the new fishery
research vesselsthrough the Naval Sea Systems Command. However, a
NOAA consultant reported that the bureau’s approach is far from the best
available. Hisreport details many preferable aternatives, such asusing
long-term chartersof privately owned vesselsor partnering with
universitiesto operatethe ships. NOAA's challengeisto thoroughly assess
viable alternative approachesinstead of relying onitsownin-houseflest.

Aeronautical Data

Sinceitsestablishment in 1983, NOAA's Aircraft Operations Center,
now located at MacDill Air Force Base near Tampa, has been responsible
for gathering atmospheric, oceanographic, and other datafor such
programs as hurricane and major storm research, nautical and aeronautical
charting, climate and global change, and snow and aerial surveys. As
NOAA’'smagjor flight operations group, the center operates afleet of
14 aircraft, composed of 2 heavy craft, 1 mid-sizejet, 8 light fixed-wing
aircraft, and 3 helicopters.

In December 1996, the President’s Council on Integrity and Efficiency
reviewed the management of thefederal civilian aircraft fleet, including
NOAA's, and found that it cost the government in excess of $1 billion
annually to operateitsaircraft programs. Additional studies of operational
efficiencies, commissioned by GSA, reported opportunitiesto reduce costs
by $92 million annually if most agencies consolidated their operationsand
entered into sharing arrangements.

The OIG conducted an audit to determine whether outsourcingis
more cost-effective than in-house operation in meeting NOAA's aircraft
reguirements. Our audit concluded that the full in-house cost of operating
NOAA'seight light fixed-wing aircraft and two helicopters (thethird
helicopter was out of service at the time of our audit) averaged 42 percent
more than the cost to operate similar aircraft in the private sector. In
FY 1996, NOAA and interagency programs spent an additional
$1.9 million to operateitsin-house aircraft compared to private sector
costs. We recommended that NOAA privatizeitslight aircraft operations.
NOAA'schallengeisto find and thoroughly assessthe best waysto collect
itsaeronautical data.
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Successfully Implement NWS’s Advanced
Weather Interactive Processing System

The Advanced Weather I nteractive Processing System (AWIPS), the
key integrating element of the National Weather Service's(NWS)
moderni zation program and an essential ingredient to achieving operational
improvements and staff reductions, isalso the last major system of the
modernization to beimplemented. AWIPSisintended to providethe
capability to acquire datafrom advanced observing systemsand to give
forecastersthetoolsto rapidly analyzethe data, integrateit with informa-
tion provided by NWS guidance centers, and preparetimely and accurate
warningsand forecastsfor dissemination to the public and the media.

AWIPS continuesto warrant Ol G oversight and departmental man-
agement attention because of itshistory of escalating costsand schedule
delays. The programiscurrently operating under acongressionally
mandated cost cap of $550 million. Under the cap, AWIPS must provide
sufficient capabilitiesto replace the aging field office systems, most notably
the Automation of Field Operationsand Services (AFOS). NOAA plansto
complete AWIPS by June 1999. Operational testing and eval uation of
AWIPS, scheduled to beginin May 1999, needsto clearly demonstrate
that the system has the capabilitiesto allow AFOS to be removed from the
fied.

In our last issue, we hoted that software devel opment was a month
behind schedul e and needed improvementsin testing were not yet
implemented. Accordingto NOAA, dll activitiesare now on scheduleto
meet the June 1999 compl etion date. Wewill continue to monitor
AWIPS'sprogresstoward fully replacing AFOS, including observing a
portion of the operational testing and eval uation.

Successfully Implement a Department-Wide
Financial Management System

We are continuing to monitor Commerce’s effortsto develop an
integrated financial management system. Commerce’sexisting financial
systems are seriously outdated and fragmented; unableto provide
accurate, timely, and reliable financial information; inadequately controlled;
and costly and difficult to maintain. These systems have not proven to be
effectivein preparing and reporting the financial results of the Department
and itsbureaus. Commerce began devel oping a Department-wide financial
systemin 1992.
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Notwithstanding largeinvestments of time, money, and effort,
implementation of the system, known asthe Commerce Administrative
Management System (CAMS), proved more difficult than anticipated. The
difficultiesoccurred, in part, because the CAMS contractor did not meet
established milestones and experienced problemsin satisfying departmental
reguirements. These factors caused the Department to delay and reviseits
implementation strategy several times. I n devel oping this system, the
Department faced major challengesin reversing a pattern of deployment
delays, overcoming skepticism, and controlling costs.

During FY 1998, the Department redefined the composition and
functionality of CAMS, drastically revised the strategy for implementing it,
and reorgani zed its management structure. The Department’srevised
strategy focused onimplementing the redefined CAM S (core CAMYS) at a
pilot bureau (Census), atask that was completed during June 1998. An
independent verification and validation concluded that core CAMS, as
implemented at Census, met departmental requirements and was as good
as or better than core financial management software that has been
implemented at other large government agencies.

In September 1998, the Office of the CFO completed a business case
analysisto compare and eval uate strategiesfor implementing core CAMS.
Theanalysisrecommended amodified approach, implementing core
CAMSat thelarger bureaus, with the smaller bureaus obtaining financial
services using cross-servicing agreements. The Department developed a
new strategy that involved implementing core CAMSat NOAA, followed
by NIST. Also, EDA decided to implement certain aspects of core CAMS
for itsgrant activity. Remaining organi zational entities, however, will obtain
financial systems support through cross-servicing arrangements.

NOAA developed atwo-year plan toimplement core CAMS. A
Department-sponsored i ndependent assessment concluded that NOAA's
plan wastoo costly and could be done with fewer NOAA and contractor
staff. The assessment al so concluded that NOA A needed significant
additional information technol ogy resources and suggested that NOAA
consider obtaining these resourcesfrom Census. |n January 1999, NOAA
established alimit on thefundsavailablefor implementing core CAMS,
thereby causing the planned i mplementation to be extended to three years.

In February 1999, the Department’s CFO inquired asto whether the
Department of the I nterior, using American Management System’s Federal
Financial System, could provide the samefinancial management servicesat
amore competitive cost and with lower management risk. The Department
and NOAA expect to decide whether to implement core CAM S or obtain
financial management servicesfrom Interior in May 1999.
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Manage PTO’s Space Requirements
and Lease Costs

The Patent and Trademark Office’s space consolidation project
presentsaspecia challengefor the agency asit contends with the need to
reinvent its business processes to make them more efficient and effective.
PTO’sproject is expected to be one of the largest real estate ventures that
thefederal government will undertakein the next decade.

On behalf of PTO, the General Services Administration (GSA) will
award acontract to a private devel oper to construct anew facility or
renovate an existing facility and leaseit back to PTO for at least 20 years
with the option to buy. The solicitation callsfor the construction of the
building shell, to include basic el ectrical and mechanical systems, which
will be“built out” upon completion of theinterior design. The project has
been delayed several months because one of the offerors has challenged
certain requirementsin federal court. GSA and PTO are contesting the
offeror’s claims and hope to award the |ease devel opment contract in the
summer of 1999, with occupancy to begin as early as November 2001.

Given the size and importance of the planned PTO consolidation
project, we conducted areview to determine whether (1) the project was
justified and (2) PTO was effectively managing thecritical acquisition
phase of the project (see March 1998 issue, page 54). Thereview
concluded that the project wasjustified and should continue. We also
found that PTO was managing many aspects of the |ease/devel opment
procurement well.

However, we expressed several concerns about PTO’s management
and planning for thismajor procurement. For example, PTO had failed to
finalize its space requirements or reach agreement with one of itsmajor
unions concerning working conditions rel ated to space requirementsina
timely manner. In addition, we expressed concern about the lack of a
contractual cost ceiling on the build-out. Also, in determining its space
requirements, PTO had failed to factor in potential savingsand efficiencies
gained from systems reengineering and automation.

PTO hasresponded favorably to all but two of our recommendations
and hasincorporated them into its planning and management of this
project. PTO did not agree with establishing acontractual ceiling for the
build-out. However, thisis no longer an issue asthe October 9, 1998,
Solicitation for Offer placed acap of $29 million on the above standard
build-out. The other recommendation that PTO did not agree with related
to potential savingsand efficienciesgained from systems engineering and
automation.
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In September 1998, the Acting I nspector General testified beforethe
Subcommittee on Transportation and I nfrastructure of the Senate
Committee on Environment and Public Works on our review of the space
consolidation project. The Acting | G noted that although some of our
recommendations have not yet been fully addressed by PTO, we remain
satisfied that this project should continue. However, we believe that
continuing management attention and OI G oversight will be needed to
ensurethat the project is completed in atimely, cost-effective manner and
within the cost limits prescribed by the Congress.

Evaluate NTIS’s Mission and Financial Viability

The Technology Administration and the Department need to develop a
solution to the National Technical Information Service'slongstanding
financial problems. NTIS supportsitself through feescharged for its
products and services. In our September 1998 audit of NTIS s business
operations, we reported that between FY s 1995 and 1998, the agency
incurred acumulative loss of $4.8 million. We concluded that if thistrend
continued as expected, NTISwould have exhausted itsretained earnings
by the end of FY 1999 (see September 1998 issue, page 68).

NTIS has attempted to curb itslosses by raising prices, cutting costs,
and devel oping new products and services. However, arecent consultant
study commissioned by TA, at our recommendation, concluded that even
with significant effortsto improveits profitability, NTIS can no longer
generate sufficient revenueto remain self-supporting. Weare also
concerned that in order to replacelost sales, NTISis seeking business
opportunitieson the perimeter of its statutory mission, whereit risks
competing against private businesses.

To addressNTIS' simmediate fiscal problem, TA hasrequested a
$2 million appropriation for FY 2000. At best, thisisatemporary fix.
NTIS sfinancial problemsarejust asymptom of amuch larger problem—
asteady declinein demand for its products and services caused by
fundamental changesin the marketplace. Sales of publicationsfromits
clearinghouse declined from almost 2.3 million unitsin FY 1993 to
1.3 millionin FY 1998. Moreover, federal agenciesareincreasingly
bypassing NTISasadistribution channel, instead offering their
publicationsdirectly to the public over the Internet.

NTIS sdisappointing operating resultsrai se questions not only about
itsability to be self-sustaining, but also about the need for asingle
clearinghouse for technical publications. TA and the Department need to
determine whether the functions performed by NTIS are still needed and,
if so, whether they should be left at NTIS or transferred to another
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agency. The National Archivesand Records Service and the Library of
Congress both have archiving functions.

To addressall relevant concernsregarding the short- and long-term
operations of NTIS, the Department and TA have formed aworking group
made up of senior managers from both departmental and bureau officesto
consider optionsfor taking corrective actions.

Continue to Improve the Department’s Strategic
Planning and Performance Measurementin
Accordance with GPRA

Like other federal agencies, the Commerce Department faces many
inherent challengesin determining how to best plan and measureits
performancein accordance with the Government Performance and Results
Act of 1993 (GPRA). Commerce submitted itsfirst annual performance
planin support of itsfive-year strategic planto OMB and the Congressin
February 1998. The FY 1999 plan, organized according to three strategic
themes, wascriticized for providing anincomplete picture of intended
performance across the Department and not adequately discussing the
Department’s strategy for ensuring that the datato be used in measuring
performance would be accurate, complete, and reliable. GAO and the OIG
also reviewed the plan and had similar concerns.

The Department submitted its second annual performance plan, for
FY 2000, to OMB and the Congressin February 1999. The plan
represents asignificant improvement over the 1999 plan and addresses
many of the earlier concernsraised. The 2000 plan, for example, ismore
useful to decision-makersasit presentsintended performance by
departmental bureaus as opposed to the broader strategic themes used
initially. Theimproved plan also contains substantially fewer processand
output-oriented, and more outcome-oriented measures, asintended by
GPRA.. In addition, the plan includes an improved discussion of how the
Department intendsto validate and verify the accuracy, completeness, and
reliability of the datato be used in assessing performance. Moreover, the
Department is preparing an addendum to its 1999 plan that will identify a
revised listing of performance measures consistent with thoseinthe
FY 2000 plan.

Although, by all accounts, significant progress has been made, the
Department must continueto strengthen its strategic planning and
performance measurement efforts. For example, the Department must
continueto refineits performance measuresto ensure that they emphasize
achievement of program results and provide assurance that the datato be
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used to measure performance will be accurate, complete, and reliable. By
March 31, 2000, the Department will need to detail its FY 1999 actual
results versus planned performance with the submission of itsinitial
Annual Program Performance Report.

We haveregularly provided advice and consultation to the Department
onimplementing GPRA. During the FY 1997 and FY 1998 audit cycles,
for example, we reviewed the overviewsto thefinancia statementsfor the
Department and individual bureaus, providing commentsto management.
Theoverviews providethe linkage between GPRA and thefinancial
statements. Asaresult of these reviews, we emphasi zed the need to
improve performance measurement and reporting, and provided
suggestionsfor improvement. The Department’sFY 2000 performance
plan incorporated many of our suggestions. In responseto our concerns
about itsFY 1997 and 1998 consolidated financial statements, the
Department revised its overview and statement of net cost to improve the
linkage between strategic planning and financial reporting.

Wewill continueto look at the Department’ s effortsto implement
GPRA, provide advisory commentsregarding GPRA documents, and,
whereresources permit, perform targeted reviews.

OTHER ISSUES OF CONCERN

Thefollowing sections highlight other important i ssues of concern for
the Department and discuss our ongoing work related to theseissues.

Export Controls for Dual-Use Commodities

The United States control s the export of certain goods and technol-
ogiesfor national security and foreign policy purposes (including
nonproliferation). Within Commerce, BXA issueslicensesauthorizing the
export of certain dual-use commodities—goods and technol ogiesthat have
both civilian and military uses. Dual-use controls are a subject of
continuing controversy, generating awide range of opinions on how well
the government’ sexport control policiesand practicesbalancethe need to
protect national security and foreign policy interestswith thedesire not to
unduly hamper U.S. trade opportunities and competitiveness. Striking this
bal ance can pose asignificant challengefor the partiesinvol ved.

Last fal the Senate Committee on Governmental Affairsasked us,

along with the Ol Gs of the Departments of Defense, Energy, State, and
the Treasury and the Central Intelligence Agency, to conduct aninter-
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agency review of the export licensing processfor dual-use commodities
and munitions. Aspart of thisreview, wefollowed up on findings and
recommendationsfrom asimilar interagency review completed five years
ago (see September 1993 issue, page 15). We a'so focused on the
effectiveness of the Department’s current policies, procedures, and
practicesinitslicensing of dual-use goods and technologies.

Our reports on the export licensing process are expected to be
completed in June 1999. Each OIG will issue areport onitsagency’srole
inthelicensing process. Therewill also beacross-cutting report that will
consolidate the findings and recommendations of the six OIGs” work on
governmentwide management of the export licensing processes.

Interagency and Other Special Agreements

The Department relies heavily on interagency and other special agree-
mentsto performitsmission. For example, in FY 1997, Commerce had
more than 4,700 agreements, involving over $1 billionin fundsreceived
for reimbursable activities or obligated to acquire goods or servicesfrom
other parties. These agreements can be between Commerce units or
between a Commerce unit and another federal agency, astate or local
government agency, auniversity or other educational institution, anot-for-
profit organization, or aprivate party. While agreementsinvolve asignifi-
cant amount of federal resources, they are not subject to the same controls
astraditional procurement contracts, grants, or cooperative agreements.

The OIG conducted a Department-wide review of agreementsand
identified several cross-cutting issuesduring our eight completed and two
ongoing reviews of Commerce units' agreements. We also drew upon
work performed under other OI G reviews of agreements conducted during
recent years. In addition to identifying common problemsthat Commerce
bureaus have experienced in preparing and admi nistering agreements, we
highlight several “best practices’ for bureaus and line officesto consider
adopting. Most agreements reviewed appeared to serveimportant and
appropriate functions, given Commerce'svaried missions. However, we
noted thefollowing problems:

° Some bureaus haveimproperly entered into informal arrangements
without the benefit of awritten agreement.

° Therequired legal reviewswere often not requested or performed.
° Agreements have been used when traditional procurement

contractswould have been more appropriate.
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° Agreements have been used when financia assistance awards
(e.g., grants) would have been preferable.

° Bureaus generally do not adequately track and control agreements.

° Bureaus need to improve their systems and procedures to better
ensurefull cost recovery under reimbursabl e agreements.

OIG Oversight of New FOIA Search
Ordered by District Court

In December 1998, the U.S. District Court for the District of
Columbiaordered the Department to conduct a new search for documents
responsiveto various Freedom of Information Act requestsat issuein a
pending lawsuit filed against Commerce by aprivate organization. Pursu-
ant to the court’s order, the OI G is conducting aquality control review of
the Department’ s search, including areview of employee declarations
describing search efforts and spot checks of offices searched. At the
conclusion of the process, we will provide awritten report to the court on
theresults of our review.

RESOLUTION AND FOLLOW-UP

TheInspector General Act Amendments of 1988 require thisreport to
present those auditsissued before the beginning of the reporting period
(October 1, 1998) for which no management decision had been made by
the end of the period (March 31, 1999). The following table presentsthe

overall status.
Type of Audit Report Unresolved
Performance 2
Financial Assistance 2
Financial Statements 0
Preaward Contract 0
Postaward Contract 0
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Thetwo unresolved NOAA performance auditsrelate to the National
Marine Fisheries Service'slaboratory structure and NOAA'slight aircraft
operations. Thefirst report has remained unresolved for more than one
year, and the second for over six months. Negotiations are ongoing
between the Ol G and NOAA concerning alternative approachesto
resolution (see page 60).

Oneof thefinancial assistancereportsisaNOAA audit that has been
unresolved for over threeyears. NOAA and the OI G are discussing
whether the reci pient’sindependent public accountants should be
requested to perform additional cost verification. The other unresolved
financial assistance audit relatestoan NTIA grant award. The OIGis
reviewing the audit resol ution proposal recently received from the bureau
(see pages 60 and 63).

Department Administrative Order 213-5, “ Audit Resolution and
Follow-up,” provides proceduresfor management to request a
maodification to an approved audit action plan, or for afinancial assistance
recipient to appeal an audit resol ution determination. Thefollowingtable
summarizes modification and appeal activity during the reporting period.

Report Category Modifications Appeals
Actions pending (October 1, 1998) 0 8
Submissions 3 3
Decisions 3 3
Actions pending (March 31, 1999) 0 8

Theeight appeal s pending final decision by the Department include
three EDA and five NIST financial assistance audits.

March 1999 Commerce IG Semiannual Report
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Audit of FY 1998 Financial Statements

In accordance with the Chief Financial OfficersAct of 1990, as
amended by the Government Management Reform Act of 1994, the OIG
contracted with an independent public accounting (IPA) firm for an audit
of BXA'sfinancial statements. We defined the audit scope, selected the
contractor, and oversaw the performance and delivery of the audit.

ThelPA firmissued an unqualified opinion on BXA'sfinancial
statements. Thiswas an especially noteworthy achievement in light of the
significant changes mandated by OMB Bulletin No. 97-01, which required
the preparation of four new financial statementsstartingin FY 1998. The
audit resultsindicatethat BXA'sinternal control over financial reporting
facilitatesthe preparation of reliable accounting and financial information.
Although thefirm’sreport identified no material weaknesses, afirst for
BXA, it did identify two reportable conditionsin BXA'sinternal control
structure: (1) accounts payabl e fiscal year-end cut-off procedures are not
complete and (2) accounts receivabl e balances are unsupported.

Thereport also identified oneinstance of material non-compliance
with laws and regul ationsrel ated to the Federa Financial Management
Improvement Act of 1996 (FFMIA), which requires auditorsto report on
whether an entity’ sfinancial management systems substantially comply
with federal financial management system requirements, applicablefederal
accounting standards, and the U.S. Government Standard General L edger.
Under areimbursable agreement, BX A receivesfinancia and accounting
support from NOAA, which usesfinancial management systemsthat do
not substantially comply with federal financial management system
requirements. Thiswill continueto be anissue until NOAA'saccounting
systemisreplaced or BXA abtainsfinance and accounting support from
another organization that hasacompliant system.

Wereviewed adraft of the overview to BXA'sfinancial statements.
Theoverview providesthelinkage between thefinancial statementsand
GPRA, which requires government entitiesto collect and report informa-
tion on their performancein meeting their goal s and objectives. Wefound
that BXA had incorporated many of our prior year suggestionsfor
improving the clarity and conciseness of the overview. We provided BXA
management with amemo contai ning our observations and recommenda-
tions on the draft. Management was responsive and also indicated that it
plansto make additional revisionsto strengthen the overviewsfor FY 1999
and beyond. We encourage BX A to strengthen next year’s discussion of
actual resultsand to continue effortsto improve performance measure-
ment and reporting. (Financial Satements Audits Division: FSC-10864-
9-0001)
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The Bureau of Export
Administration is primarily
responsible for the administration
and enforcement of the nation’s
system for controlling exports of
sensitive dual-use goods and
technologies. Under the Export
Administration Act and regulations,
BXA’'s major functions include
formulating and implementing
export control policy; processing
export license applications;
conducting various policy,
technical, and economic analyses;
promulgating regulations;
conducting industry outreach; and
enforcing the act and regulations.
Export Administration
implements U.S. export control and
nonproliferation laws and policies
through export licensing,
commodity classifications, and
advisory opinions; technical,
economic, foreign availability, and
policy analyses; promulgation of
regulations; and industry outreach.
It also conducts various defense
industry base activities.

Export Enforcement participates
in reviews of export license
applications and conducts criminal
and administrative investigations of
the export control portions of the
Export Administration Act and
regulations. It also administers and
enforces the antiboycott provisions
of the act and regulations.
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Legislative and Funding Uncertainties Delay
Implementation of Chemical Weapons Treaty

The OIG conducted asurvey of BXA'sexport control operations
related to dual-use chemical s (those that have both military and
commercia uses) asafollow-up to an earlier review that concentrated on
the bureau’sexport controls over biological agents (see September 1995
issue, page 23). The purpose of our survey wasto conduct aninitial
analysis of BXA programsand policiesrelated to dual-use chemicalsand
determine whether an audit should be conducted of the bureau’s
operationsinthisarea.

Our survey focused primarily on BXA'sexport control processand
effortsto implement the Chemical Weapons Convention, a1994 treaty
signed by 169 countries as of October 1998, which isintended to eliminate
the production, spread, and use of such weapons. We examined the
bureau’ s procedures and its data on licenses approved and rejected during
1996-98; itsresource planning and industry counseling in anticipation of
legidation toimplement thetreaty; and itsenforcement activitiesrelated to
dual-usechemical exports.

At thetime of our survey, BXA lacked the authority to implement the
Chemical Weapons Convention without implementing legid ation, which
was pending. Therefore, it could not begin its mandated work under the
treaty. We al so found that the bureau’ s responsibilities and workload would
beincreased significantly by thetreaty and that itsresourcelevel was
insufficient to carry out itsdraft enforcement plan. Although the Congress
has stated itsintention to review BXA’'sresource level oncethelegidation
is passed, we believe that the bureau should develop acontingency planin
caseitsfull funding request isnot granted. Such action would increase
BXA'sability to comply with thetreaty’s main provisionsunder a
restricted funding scenario.

We presented the results of our survey in an October 1998
memorandum to the Under Secretary. In view of the uncertainty
surrounding the Chemical Weapons Convention legislation and BXA
funding and staffing levels, we deferred our audit until thelegislation has
been passed and activitiesto implement the treaty have progressed.

On October 19, 1998, after our memorandum was issued, the
Congress passed theimplementationlegidationin H.R. 4328, “Making
Omnibus Consolidated and Emergency Appropriationsfor Fiscal Year
1999 (page 886).” BXA now hasthe authority to implement the treaty.
(Science and Technology Audits Division)

Commerce IG Semiannual Report March 1999



Economic Development
Administration

Bda)

Audit of FY 1998 Financial Statements

A contractor | PA firmissued an unqualified opinionon EDA’s
FY 1998 financial statements. Thisrepresents amarked improvement for
EDA, which had received aqualified opinion onitsbalance sheet and a
disclaimer of opinion on its statement of operationsand changesin net
position for FY 1997. The audit resultsindicate that EDA has now
established aninternal control structurethat facilitatesthe preparation of
reliable accounting and financial information.

However, the | PA firm did identify four reportable conditionsin EDA's
internal control over financial reporting, one of which constitutesamaterial
weakness. Specifically, EDA (1) doesnot collect datafrom granteesto
estimateits accrued grant expense, (2) lacks adequate controlsover its
financial accounting, reconciliation, and reporting process, (3) continuesto
have annual leave discrepancies, and (4) has control weaknessesinits
financial management systems. Although EDA has made progressin
financial management, the bureau must continue effortsto resolve these
reportable conditions, particularly itsmethodol ogy for determining accrued
grant expense.

Thefirm asoidentified two instances of material non-compliancewith
lawsand regulations: (1) thefinancial management system used for EDA’s
grant accounting does not comply with the U.S. Government Standard
General Ledger at thetransaction level, and (2) the financial management
system used for sal aries and expenses does not comply with certain system
requirementsof FFMIA.

Inreviewing adraft of the overview to EDA'sfinancial statements, we
found that EDA had incorporated many of our prior year suggestionsfor
improving the clarity and conciseness of the overview. We provided EDA
management with amemo contai ning our observations and recommenda-
tions on the draft. Management was responsive and also indicated that it
plansto make additional revisionsto strengthen the overviewsfor FY 1999
and beyond. We encourage EDA to strengthen next year’s discussion of
actual resultsand to continue effortsto improve performance measure-
ment and reporting. (Financial Satements Audits Division: FSD-10997-
9-0001)
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The Economic Development
Administration was established
under the Public Works and
Economic Development Act of
1965, as amended, including the
comprehensive amendments by
the Economic Development
Administration Reform Act of 1998,
to generate new jobs, help protect
existing jobs, and stimulate
commercial and industrial growth
in economically distressed areas
of the United States. EDA does
this by providing grants to public
and private nonprofit organizations
in communities with problems that
are stifling economic growth;
planning grants to states, cities,
districts, and Indian reservations;
special economic adjustment
assistance to states and local
governments with recent, severe
problems or long-term economic
deterioration; technical assistance
to communities to build
organizational capacity and solve
specific economic development
problems; and research and
evaluation grants to increase
knowledge about effective
economic development tools.

23


http://www.oig.doc.gov/reports/1999-3/1999-3-10997-01.pdf
http://www.oig.doc.gov/reports/1999-3/1999-3-10997-01.pdf

Economic Development Administration

Economic
Development
Administration

Finance and
Administration

Program
Operations

Cong. Liaison,
Program

Research and
Evaluation

24

Defense Adjustment Assistance
Program Found to Be Well Focused

During the 10-year period ended in 1997, the Department of Defense
eliminated an estimated 550,000 military and 230,000 civilianjobs. In
addition, reductionsin defense acquisition programs and military
construction caused privateindustry job lossesof at least 1 million. In
1990 the Congress passed Public Law 101-510, the National Defense
Authorization Act, to assist communitiesthat were substantially and
seriously affected by defense cutbacks by lessening their dependence on
defense spending, thereby providing for their transition to non-defense-
dependent businesses, employment, and revenue.

From 1991 through 1997, EDA awarded 300 defense adjustment
assistance grantsunder Title IX of the Public Works and Economic
Development Act of 1965, providing program fundsin excess of
$500 million, some of which came from transfers of fundsfrom the
Defense Department.

The OIG conducted an audit to determine whether the projects
awarded by EDA with defense adjustment assi stance funds complied with
the purpose of Public Law 101-510 and met Title | X program objectives.
We reviewed the project filesfor 196 (about 65 percent) of the awards,
representing $435 million (about 87 percent) of the funding.

We concluded that nearly all the grants met EDA Title | X and Defense
Department objectivesto mitigate economic lossesand createjobs,
thereby fulfilling the requirements of Public Law 101-510. Moreover,
EDA’s program waswell focused on the economic losses caused by
cutbacks, and the approved projectswere generally consistent with the
transition to non-defense economies.

We did, however, identify four grants (about 2 percent of the total
reviewed) that did not demonstrate defense-rel ated economic dislocations
or did not significantly relateto creating jobsthat werelost asaresult of
defense cutbacks. Because these projectswere minor exceptionsto EDA’'s
strong performance under the program, we made no recommendations.
(Denver Regional Office of Audits: DEN-9806-9-0001)
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Recipient Violated Grant Terms and Conditions

To aleviate the economic disruptions caused by defense program
reductions at a private sector engineering laboratory, in 1994 EDA
awarded a$6 million defense adjustment assi stance grant to acounty, city,
and nonprofit corporation in |daho. The corporation supports, devel ops,
and promotes entrepreneurial talent and start-up businesses, and
encouragesthe participation of financial, business, educational, and
governmental organizations.

The grant was divided into three components: (1) $4.55 millionto
construct a 35,000-sguare-foot technology incubator building to house
high-technology start-up companies, (2) $1 million to capitalize abusiness
revolving loan fund (RLF) targeting new and emerging high-technol ogy
business devel opment and businesses started by dislocated workers, and
(3) $450,000 for technical assistance to manage the incubator and the RLF
and assist high-technology start-up companies. The county wasresponsible
for constructing thetechnol ogy building; the city assisted in the con-
struction and provided some matching funds; and the corporation was
responsible for managing the building and implementing the RLF and the
technical assistance component.

The OIG conducted an audit of the grantees’ activitiesin completing
the defense adjustment assi stance project. We did not identify any cost or
performanceissuesrelated to the county’s and the city’s construction of
theincubator. However, weidentified several areas of concern related to
the corporation’s management of the RLF and itstechnical assistance
program. Specifically, the corporation deviated from grant objectives by
|easing space to some compani es and providing loansto some borrowers
not targeted by the grant; violated grant requirements by obtaining more
than $25,000 in federal reimbursement than allowed; deposited $61,000 of
program incomefrom leasing building spaceinto itsgeneral operating fund;
and did not contribute or could not document nearly $50,000 in required
matching funds.

We recommended that EDA requirethe corporation to restrict leases
and RLF loansto workers dislocated from the laboratory or companies
that focus on transferring technol ogy from the laboratory; disallow
questioned costs of about $20,000 and recover $25,000 in excess grant
disbursements; require the corporation to classify $61,000in rental
revenues as program income; and document or provide the $50,000in
matching funds.
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The corporation generally agreed that it had |eased space and provided
loans to borrowers who were not targeted by the grant program, and that
excess|oan funds had been retained. However, it did not agree with our
findings and recommendations regarding its use of programincomeas
general revenue anditsfailureto provideall required matching funds.
(Seattle Regional Office of Audits: STL-10482-9-0001)

Flood Act Grantee Did Not Disclose
Application for Other Federal Funds

The Emergency Supplemental Appropriationsfor Relief fromthe
Major Widespread Flooding in the Midwest Act of 1993 (Public Law 103-
75) provided EDA with $200 million to award disaster assistance grantsto
assist in the economic recovery of communities, industries, and firms
harmed by the 1993 floods. In September 1994, EDA awarded an
Emergency Flood Act grant to acity in Kansas under Title| of the Public
Works and Economic Development Act of 1965, as amended. The
purpose of the grant was to construct a new water treatment plant to
replace capacity lost at the existing plant asaresult of theflooding. The
total approved cost of the project was $28.5 million, consisting of
$7.5millionfrom EDA and a$21 million matching sharefrom the city.

At the time the award was made, EDA was unaware that the city had
also applied to the Federal Emergency Management Agency (FEMA) for
fundsto repair or replace its water treatment plant. It was understood by
EDA that its grant would pay for the entire cost of constructing the facility.

In February 1998, FEMA awarded $10.1 million to the city to finance
a$17.7 million project, consisting of about $4.7 million to demolish the
existing plant and $13 million to construct anew one. FEMA estimated the
cost of the entire water system project to be about $45 million.

An OIG audit determined that the city had violated theterms and
conditions of the EDA award by not disclosing inits grant application that
it had earlier applied for FEMA funding to repair or replace the water
treatment plant. We found that the overlapping scopes of the EDA and
FEMA projects could lead to duplicative claimsand reimbursements. In
addition, the city improperly claimed reimbursement for nearly $125,000
in costsincurred prior to the grant period for work that was planned before
thefloods, resulting in over $32,000 in excess disbursementsfrom EDA.

We recommended that EDA requirethe city to explainitsnon-

disclosure of the FEMA grant application, determineif any administrative
actionisrequired asaresult of thisnon-disclosure, and requirethe city to
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prepare arevised project budget clearly delineating the scopes of the EDA
and FEMA projects. We al so recommended that EDA seek recovery of
over $32,000 in excess disbursements. (Denver Regional Office of Audits:
DEN-9652-9-0001)

Florida Grantee Made Improper Drawdowns
and Financed Ineligible Loan Activities

In June 1993, EDA awarded a$2 million Long-Term Economic
Deterioration implementation grant to aFloridacity to capitalizea
revolving loan fund to help the city’s economic recovery after Hurricane
Andrew’sseveredevastationin August 1992. In July 1998, EDA
deobligated $268,000 of the award funds, reducing the grant amount to
about $1.7 million. The grant, which required no matching share, was
funded under Title X of the Public Works and Economic Development
Act of 1965, as amended.

The grant required the city to use the RLF to create and retain jobs,
develop innovativefinancing for higher credit risk businesses, and attract
new businesses. As of February 1998, the RLF had a capital balance of
over $2 million, consisting of outstanding |oans of about $1.3 million and a
cash reserve of $700,000.

The OIG conducted an audit of the award to determinethe RLF's
financial statusand the city’scompliance with federal rulesand regulations
and EDA grant terms and conditions. We found that the city had
improperly retained $490,000 in premature grant drawdownsfor almost
one year, and that two borrowers had used $214,000 in |oan proceeds to
financeineligibleloan activities. Also, becausethe city did not follow all
applicable grant administration requirements, it incurred $90,000in
guestionable grant administration costs, submitted inaccurate financial
reports, and failed to provide required RLF plan certifications or to record
nearly $8,000 in RLF income. We believe afrequent turnover of RLF
administrators contributed significantly to these problems.

We recommended that EDA require the city to (1) remit to EDA
$26,000 in accrued interest on the premature drawdowns, (2) reimburse
the RLF $90,000 for the questioned administrative costs and $214,000 for
the outstanding balances of theineligibleloans, and (3) ensurethe
accuracy of itsfinancial and performance reports and the adequacy of its
accounting records, submit all RLF plan certificationsand modificationsas
required, and inform EDA of any significant changesin administrative
personnel. (Atlanta Regional Office of Audits: ATL-10730-9-0001)
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Grantee Disregarded Procurement
Standards in Contract Award

In September 1996, a Texas nonprofit organization received a
techni cal assistance grant under EDA’s Defense Conversion Assistance
program to enableit to assist companieslocated in Arkansas, Louisiana,
New Mexico, Oklahoma, and Texasto move from dependence on
defense-related activitiesto reliance on commercia markets. Thetotal
approved project cost was $450,000, consisting of a 75-percent federal
share and a 25-percent local match. Based on claimed project costs of
more than $500,000, EDA disbursed the full federal share of $337,500 to
the grantee. Most of the project work was performed through a contract
with afor-profit consulting firm.

The OIG conducted an audit to determine whether the costs claimed
by the grantee were allowabl e, reasonabl e, and all ocable and whether the
parties complied with the grant termsand conditions. Followingisa
summary of our audit results:

° We found that the grantee disregarded procurement standardsin
awarding a$244,250 contract to the consulting firm. Specifically,
the grantee’s procurement files did not show that it had obtained
competitive bidsfor the contract or justified the sole-source
award. We recommended that EDA require any future awardsto
the granteeto contain special conditionsto ensurethat applicable
procurement requirementsarefollowed.

° Of the $513,646 in total costs claimed by the grantee, we
questioned $258,838, primarily related to contractor costsfor
salaries ($149,710) and in-kind contributions ($72,500). We
recommended that EDA disallow the questioned costs and seek
recovery of $146,394 in excessfederal disbursements.

The grantee maintai ned that the questioned salary costswere
supported by reconstructed time distribution records submitted in response
to our draft report, but we found the records to be insufficient to support
the costs claimed. The grantee al so asserted that the procurement require-
mentswere not applicable because the consulting firm was a subreci pient
rather than a contractor. This assertion, however, is contradicted by the
terms of the agreement between the two parties, which clearly identified
the firm asacontractor. In addition, the consulting firm, asafor-profit
company, cannot legally be arecipient of EDA Title X funds. (Denver
Regional Office of Audits: DEN-10586-9-0001)
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Legislation Requires Funds Disbursement
Despite City’s Violations of Grant Terms

In September 1994, EDA awarded a$912,000 Title I X disaster
assistance grant to acity in Kansasto help mitigate the effects of the
Midwest floods of 1993. The grant funds were to be used to make street
and water system improvements and to support a new technology center
being built at alocal university. The grant required the city to providea
$2.7 million matching share from the state transportati on department and
general obligation bonds, bringing thetotal estimated project cost to about
$3.6 million.

An OIG audit disclosed that the city had violated several terms of the
grant award. However, in October 1998, after we had completed our audit
fieldwork, the Congress enacted Public Law 105-277, which provided that
upon compl etion of this project, EDA wasto disburse the full $912,000 to
the city, notwithstanding any other provision of law. Inview of this
legislation, we reported the grant violationsto EDA, but did not make any
recommendationsfor corrective action. The project has been completed,
and EDA has disbursed the fundsto the city. (Denver Regional Office of
Audits: DEN-10587-9-0001)

In Brief

Conviction. In March 1999, aformer economic development repre-
sentative was convicted of one count of bribery based on ajoint OIG/FBI/
IRSinvestigation, which revealed that he had accepted $3,000in Novem-
ber 1995 from two individual s representing an applicant for EDA grant
funds. Sentencing is scheduled for May 1999 in U.S. District Court for the
Western District of Texas. (Denver Field Office of Investigations)
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Economics and
Statistics Administration

The Economics and Statistics
Administration analyzes
economic developments, develops
policy options, and produces a
major share of U.S. government
economic and demographic
statistics. The Chief Economist
monitors and analyzes economic
developments and directs studies
that have a bearing on the
formulation of economic policy.
ESA has two principal agencies:
Bureau of the Census. Census is
the country’s preeminent statistical
collection and dissemination
agency. It publishes a wide variety
of statistical data about people and
the economy of the nation,
conducting approximately

200 annual surveys, in addition to
the decennial census of the U.S.
population and the decennial
census of industry.

Bureau of Economic Analysis.
BEA's goal is to provide a clear
picture of the U.S. economy by
preparing, developing, and
interpreting the national income
and product accounts
(summarized by the gross
domestic product) as well as
aggregate measures of
international, regional, and state
economic activity.
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Data Capture System Requirements and Testing
Problems Experienced During Dress Rehearsal

In the spring of 2000, the Census Bureau will begin collecting and
processing datafrom approximately 120 million householdsas part of its
decennial censusoperations. These operationswill require the capture of
datafrom an estimated 1 billion pages of censusformswithin afour-
month period. To accomplish data capture, the bureau will use a state-of -
the-art system, Data Capture System 2000.

In contrast to previous decennial censuses, DCS2000isbeing
developed by a contractor, rather than by the bureau. The DCS 2000
contract isdivided into two overlapping phases: Phase | wasthe design and
development of apre-production version of the system for usein the 1998
Dress Rehearsal. Phase |1 isthe development of the full-scale production
version, which will be used for the 2000 Decennial Census.

An OIG review of Phase| of DCS 2000 operations disclosed that the
system experienced serious problemsin processing dressrehearsal forms
asaresult of inadequate control of requirementsand insufficient testing.
Specifically, growth and changein system requirements caused the data
capture contractor to abandon itswell-defined system engineering
procedures. I nstead, concurrent devel opment, testing, and deployment
activitieswere performed on ashort cyclethat did not allow enough time
to consistently apply sound system engineering practices, including
software and system testing.

In addition, funding shortfallsand the disruption to the system
engineering approach caused by requirementsinstability madeit necessary
to reduce the size and scope of the bureau’ s test program, which was
designed to identify and correct problems and validate that the system was
functioning properly beforethe dressrehearsal. Asaresult of theless
rigorous and comprehensive testing, many problemswere not identified
until during the dressrehearsal.

Despitethese difficulties, the system met all of its processing
deadlines, duelargely to the noteworthy efforts of the bureau and the
contractor in addressing the unexpected problems. However, the size,
complexity, and performance requirements of the decennial census mean
that similar problemsin 2000 would introduce ahigh risk of not being able
to complete data capture operations on time and could produce data of
guestionable accuracy. We believe, neverthel ess, that with strict
reguirements management, comprehensivetesting, and sufficient funding,
the problems experienced with DCS 2000 during the dressrehearsal can be
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solved, and the system will be capable of performing as needed during the

decennia census. Economics and
Statistics
We recommended that the bureau strengthen the requirements Administration

management processfor DCS 2000, and establish scheduleswith sufficient |
time and provide adequate funding to perform complete and improved
testing of the system, including operational testing. The bureau agreed with of the
our findings and istaking stepsto implement our recommendations. For Census
example, the bureau has recently convened asteering group composed of
decennial operational managersto implement arequirements control
process. (Office of Systems Evaluation: OSE-10846)

Bureau of

Bureau
Economic
Analysis

Audit of Census’s
FY 1998 Financial Statements

AnIPA firmissued an unqualified opinion on Census'sFY 1998
bal ance sheet, but adisclaimer of opinion onitsremaining financial
statements because the bureau did not adequately perform reconciliations
or produce accuratefinancia statements on atimely basiswith sufficient
guality assurance procedures. This situation was caused by the bureau’s
lack of adequate financial management systems, reports, and oversight,
which prevented it from preparing timely and accurate statements.

Census sinability to producetimely and accurate financial statements
hampered the Department’ s ability to meet thelegidlatively mandated
March 1, 1999, deadlinefor producing itsaudited consolidated financial
statements. High-level bureau managers must continue to make financial
management improvement atop priority, and must intensify their effortsto
improvethe bureau’sinternal control over financia reporting and promptly
implement corrective actionsfor the preparation of the 1999 financial
statements so that the Department can meet the March 1, 2000, deadline.

ThelPA firm’sreport identified two material weaknesses:

° Lack of adequate financial management systems, reports, and
oversight to preparetimely and accurate financial statements.

° Lack of adequate support for accounts payable and undelivered
ordersbalances.

Asaresult of the second material weakness, thefirmidentified
$3.3millionininvalid obligations. Census agreed that the obligationswere
not valid and made adjustmentsto itsfinancial records. This sum repre-
sents funds available to be put to better use.
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In addition to the material weaknesses, there were four other
reportable conditions, related to (1) differences between fixed asset
subsidiary recordsand periodic inventory results, (2) policiesand
proceduresfor determining the actual cost of itemsheldininventory for
sale, (3) the application of the Working Capital Fund surcharge, and
(4) genera controlsrelatedto CAMS.

Thefirm asoidentified oneinstance of material non-compliancewith
laws and regulations: Census'sfinancial management systemsdid not
comply with certain requirements of FFMIA.

Our officereviewed adraft of the overview to Census'sfinancia
statements and informally provided management with our suggestionsfor
improvement. Whilethefinal overview incorporated some of our suggest-
ionsfrom the previousyear’sreview, itisgenerally not responsiveto this
year’scomments. The overview lacks historical datafor trend analysisand
target datafor FY 1998, and contains only alimited discussion of the
challengesthe bureau faces and management effortsto addressthem.
(Financial Satements Audits Division: FSD-10865-9-0001)

Census Needs Policies for Preparing,
Reviewing, and Tracking Its Agreements

Interagency and other special agreements are mechanismsfor federa
agenciesto definetermsfor performing work for others, acquiring work
from others, or coordinating complementary programs (without the
transfer of funds). The Bureau of the Census uses such agreements—
consisting of reimbursabl e agreements, obligation agreements, or
agreements not involving the transfer of funds—to pursue several aspects
of itsmissionto collect and providetimely, relevant, and quality dataabout
the people and the economy of the United States. In FY 1997, Census had
586 reimbursabl e agreements, 81 obligation agreements, and 40 agree-
ments not involving the transfer of fundsthat were active.

The OIG evaluated the policies, procedures, and practicesbeing
followed by the bureau in its preparation, review, and management of
obligation agreements and agreements not involving the transfer of funds.
(Wedid not review the bureau’ sindividual reimbursable agreements
becausethey were partially included in an OIG audit of the FY 1997
financial statements.) Thiswasonein aseriesof reviewsinthe OIG's
Department-wide examination of agreements (see page 17).
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Overal, wefound that the bureau used agreementsto support its
mission by obtaining and exchanging data, conducting joint statistical
projects, and acquiring information technol ogy. However, we al so
identified the need for significant improvementsin the agreements
themselves, the review process, the policiesthat govern agreements, and
thetracking of agreements.

Specifically, our review disclosed that:

° Agreementswerenot alwaysproperly prepar ed. Thebureau
did not consistently cite an applicablelegal authority, prepare
written justifications, includetotal project costs and budget
summaries, or definetermination datesor review periods.

° Oversight processfor reviewing agreementswasinadequate.
Only 2 of the 26 sampled agreementsfrom FY 1997 received
Office of General Counsel review. In addition, the bureau did not
have any policy or procedure that stipulated when legal review
was requiired before an agreement could be signed.

° Thebureau lacked a central databasetoinventory and track
agreements. Although the bureau has separatefinancial systems
for tracking reimbursabl e and obligation agreements, thereis
neither arepository nor acentral listing of all agreements.

We recommended that Census devel op acomprehensive set of
guidelinesfor preparing and reviewing all types of bureau agreementsthat
isconsistent with departmental guidance. In addition, relevant information
for preparing and processing agreements should be distributed internally
through the bureau’sintranet and at appropriate bureau management and
admini strative meetings. We al so recommended that the bureau provide
training to program and administrative staff responsible for preparing,
processing, and reviewing agreements, and establish acentralized system
to adequately inventory, track, and control agreements.

The bureau acknowledged that improvementsin the agreement

processes are hecessary and agreed with all of our recommendations.
(Office of Inspections and Program Evaluations. 1PE-10523)
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Census Denver Office Needs to Improve
Internal Controls over Bankcard Purchases

In conjunction with an OIG planto periodically review Commerce
units' use of bankcards, we conducted an audit of FY 1997 bankcard
transactionsat the Census Bureau’s Denver Regional Officeto determine
whether purchaseswere madein compliance with applicablefederal and
departmental requirements. The objectives of the bankcard program,
established government-widein 1989, areto reduce administrative
procurement costs, improve cash management by expediting and
simplifying small purchases, and strengthen internal controlsto eliminate
thevulnerabilitiesto fraud and abuse of other small purchase methods.

Weidentified anumber of deficienciesintheregional office'sinterna
controlsover bankcards: (1) the contracting office head did not perform
the required annual review of bankcard activity, (2) six of the seven office
bankcards were not stored in a secure location, (3) two unauthorized
employeeswere permitted to use a bankcard at least four times, (4) one
prohibited service was purchased monthly with abankcard, (5) purchases
wereroutinely made without preapproval, (6) accountswere not properly
closed when cardholders|eft the office, (7) several recordsfor a
cardholder who had left the office were not retained, and (8) mandatory
training was not provided to two cardholders. Asaresult, the office was at
risk for unauthorized and improper procurements.

We recommended that the bureau ensure that the Denver office
follows effectiveinternal control practicesand conduct afollow-up review
of the office’s bankcard activity within 18 months of our report and
provide uswith the results of that review. Bureau officials agreed with our
recommendations, stating that the contracting office head will completethe
annual review within 12 monthsto ensurethat theinternal control
deficienciesweidentified are corrected. In addition, cardholdersand
approving officialswill beinstructed regarding theimportance of these
matters. (Denver Regional Office of Audits: DEN-11030-9-0001)

Audit of ESA and BEA’s
FY 1998 Financial Statements

AnIPA firmissued an unqualified opinion on ESA and BEA's
FY 1998 financial statements. The firm did not identify any material
weaknesses, but did citetwo reportable conditionsin the agencies internal
control over financial reporting.
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One condition involved the controls surrounding the Department’s
Office of Computer Services mainframe system, on which the Financial
Accounting and Reporting System (FARS) application isprocessed. The
firm considerstheseissuesto be areportable condition to ESA and BEA
because FARS processesthefinancial information used in preparing the
financia statements. However, the reportable condition is not under the
control of ESA and BEA management.

The second reportabl e condition rel atesto annual |eave discrepancies
that continueto exist between the Department’ stime and attendance
system and the National Finance Center’spayroll system and thefact that
reconciliations between the systems are not being performed regularly.
Although the number and value of the discrepancies are not material to the
financial statements, the lack of adequate reconciliation could result inthe
reporting of inaccurate payroll expensesin the statements.

Thefirm asoidentified oneinstance of material non-compliancewith
lawsand regulationsrelated to FFMIA. Specifically, FARS does not main-
tain sufficient commonality of dataelementsand transactions processing to
ensuretimely, accurate, and effectivefinancial reporting, asrequired by
federal guidance.

Inreviewing adraft of the overview to ESA and BEA'sfinancia
statements, we found that the agencies had incorporated many of our prior
year suggestionsfor improving the clarity and conciseness of the overview,
which resulted in animproved discussion of their activitiesand results.
However, ESA and BEA need to provide additional discussion of
performance goals, such asacomparison of actual resultsto benchmarks
and adiscussion of variances. ESA and BEA management were also
responsive to the observations and recommendations we made on the
draft. We encourage the agenciesto strengthen next year’s discussion of
actual resultsand to continue effortsto improve performance measure-
ment and reporting. (Financial Satements Audits Division: FSD-10863-
9-0001)
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International
Trade Administration

The International Trade
Administration is responsible for
most nonagricultural U.S. trade
issues and works with the Office of
the U.S. Trade Representative in
coordinating U.S. trade policy. ITA
has four principal units:

Market Access and Compliance.
MAC develops and implements
international economic policies of
a bilateral, multilateral, or regional
nature. Its main objectives are to
obtain market access for American
firms and workers and to achieve
full compliance by foreign nations
with trade agreements signed with
the United States.

Trade Development. TD advises
on international trade and
investment policies pertaining to
U.S. industrial sectors, carries out
programs to strengthen domestic
export competitiveness, and
promotes U.S. industry’s
increased participation in
international markets.

Import Administration. IA
defends American industry against
injurious and unfair trade practices
by administering the antidumping
and countervailing duty laws of the
United States, and enforcing other
trade laws and agreements
negotiated to address such trade
practices.

U.S. & Foreign Commercial
Service. US&FCS promotes the
exports of U.S. companies and
helps small and medium-sized
businesses market their goods and
services abroad. It has 98 domes-
tic offices and 138 overseas posts
in 75 countries.
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FY 1998 Financial Statements Reviewed
Under Agreed-Upon Procedures

During the prior four fiscal years, the OIG contracted with an IPA firm
to perform afull-scope audit of ITA'sfinancial statements. These audits
resulted in disclaimers of opinion dueto material weaknessesin ITA's
internal control over financial reporting. Because I TA management
indicated that substantive corrective actions had not been fully imple-
mented for FY 1998, the OI G altered the scope of work from conducting
afull-scope audit to performing certain agreed-upon procedures. The
purpose of these procedures, which we defined, wasto perform limited
testing of corrective actions made to date and to support the FY 1998
Department of Commerce consolidated financial statementsaudit. This
approach was also designed to afford I TA an opportunity to focusits
effortstoward the FY 1999 financia statementsaudit.

Initsreport, the IPA firm noted that I TA had completed the planning
and early implementation stages of two major initiativesthat should
dramatically improvethe bureau’ sfinancial management:

° ITA hasacontract with an IPA firm to devel op standardized
financial policiesand proceduresfor overseas postsin support of
CFO Act requirements. Such policiesand procedures should
correct two of the six material weaknessesidentified inthefirm’s
FY 1997 report on | TA'sfinancial statements (see March 1998
issue, page 31).

° ITA isinthe process of outsourcing itsaccounting operationsand
financial system support servicesto the Department of the
Interior. Since Interior’s Federal Financial System meetsall
relevant federal requirements, this outsourcing should help correct
thefour remaining material weaknesses.

In addition, the firm reported that because these corrective actions
were not fully implemented during FY 1998, many of the deficiencies
noted in FY 1997 remain. Although a Chief Financia Officer and aDeputy
were appointed, I TA wasstill unableto produce auditable financial
statements, and material internal control weaknesses continued to exist. In
addition, except for transferring sufficient cash to fund the voluntary
foreign service national separation pay accrual, I TA continuedto be
noncompliant with certainlaws and regulations.

Commerce IG Semiannual Report March 1999



International Trade Administration

We commend I TA for its effortsto correct its material weaknesses and

encourage continued implementation of these corrective actions. However, International
constant oversight isstill needed. The mid-year conversionto Interior’s Trade
Federal Financial Systemisespecially critical asthe conversion process Administration
will be complex and difficult. (Financial Satements Audits Division: Varket
FSC-10866-9-0001) Import Access and
Administration )
Compliance

Better Management and Coordination
Needed to Improve Export Promotion Trade

Development

U.S. and Foreign
Commercial
Service

il

The OIG conducted areview of the Department’s export promotion
efforts, focusing on the effectiveness of ITA, asthelead Commerce
agency, in managing itsexport promotion programsand operations, and its
involvement with other departmental units and other federal agenciesto
expand trade opportunitiesfor U.S. businesses.

We found that ITA has accomplished agreat deal in the area of export
promotion. Among the steps | TA istaking are (1) establishing a
government-wide strategy for export promotion services, (2) providing
U.S. firmswith agreater awareness of export opportunities, and
(3) offering improved services and support at its domestic and overseas
offices. However, our review disclosed several issuesregarding I TA's
internal structure and the guidance and direction provided by its senior
managersthat warrant management attention:

° Periodic voidsin leader ship and general direction. Too often
in the past, the Under Secretary position has been vacant and the
Deputy Under Secretary hasfilled in, in effect performing two
jobs.

° Fragmented approach to providing export promotion
services. ITA'sorganizational structure hasencouraged a
fragmented, often duplicative approach to providing support to
U.S. firms. Senior officialshaveindicated that they recognizethe
need to make changesin thisarea.

° Inadequateintegration of US& FCS sdomestic and over seas
per sonnel. Although US& FCS'sdecision to better integrateits
staff was sound, initial effortstoimplement the decision were not
well planned and did not adequately consider employees’ con-
cerns. The agency’s recently revised approach addresses many of
those concerns, but may not go far enough.
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° Limited useof US& FCS's* Teamsl nitiative.” Thisinitiative,
which involvesteams of trade specialistslocated throughout the
United Stateswho work to promote exportsfor a particular
industry or aspecific geographic region, hasthe potential to be an
important tool inimproving | TA's effectivenessand coordination
worldwide. But teams could be more effectiveif they routinely
leveraged staff resourcesfrom other I TA unitsto address specific
trade-related issues. Theinitiative would also benefit from having
itsmanager located at Commerce headquarters.

° I neffectiveinfor mation technology strategiesfor both in-
house operationsand servicedelivery. US& FCS does not
(1) have apermanent officewith |eadership responsibilitiesin
information technology, (2) have an adeguate system devel opment
methodol ogy, or (3) adequately plan or budget for itsinformation
technology modernization. Efforts underway to upgradethe
agency’s office automation infrastructure, improve client tracking,
and develop astandard system platform for sharing information
appear promising, but morework isneeded.

We also found problemsrelated to | TA'sinteraction within the
Department on export promotion activities. Although I TA appearsto be
working well with BXA and the National Marine Fisheries Service
(NMFS), the bureau needsto better coordinate with (1) EDA to prioritize
and maximizethe use of itsgrant fundsfor export promotion efforts,

(2) MBDA to provide more effective export promotion servicestoits
clientsthroughout the nation, and (3) NTIA to promoteinternational
market access and trade opportunitiesfor U.S. telecommunications
companies. In addition, NIST should continueto work closely with I TA in
furthering Commerce's effortsto hel p devel oping nations shapetheir
industry standards.

In an earlier report on export promotion (see March 1993 issue, page
28), we expressed concerns about i nadequate governmentwide interagency
coordination. Sincethen, I TA hasimproved interagency coordination
through the Trade Promotion Coordinating Committee (TPCC), which
includes senior-level representativesfrom 20 federal agencies, and has
established a TPCC Secretariat to provide a point of contact for federal or
private sector parties. We found, however, that there was often inadequate
cooperation among the various TPCC agencies operating at overseas
posts, which can result in missed trade opportunities, inefficient operations,
and overlap and duplication.

Commerce IG Semiannual Report March 1999



International Trade Administration

Among our recommendationswerethat I TA (1) refineand implement
itsreorganization plan and, asappropriate, reviseits policiesto redefinethe
rolesand responsibilities of the agency and its componentsin relation to
exporters' needs, (2) designate a permanent office that hasthe necessary
capabilities and authority to address bureauwideinformation technology
issues, (3) seek to strengthen the role of the TPCC as atool to encourage
greater government cooperation and coordination on tradeissues,

(4) periodically evaluatetheintegrationinitiativeto ensurethat itis
delivering the desired results, and (5) ensure that the Teams I nitiative
includes, where appropriate, industry and country specialistsfrom other
ITA units. We also made recommendations to both ITA and senior
officialsat those Commerce agencies—EDA, MBDA, and NTIA—with
which better coordination isneeded.

ITA generaly agreed with our recommendations. (Office of
I nspections and Program Evaluations. |PE-9904)

Acting IG Testifies on Commerce
Export Promotion Initiatives

On March 25, 1999, the Acting I nspector General appeared before the
House Government Reform and Oversight Subcommittee on Criminal
Justice, Drug Policy, and Human Resourcesto discuss the results of the
OIG'srecent work related to the Department’ s—and particularly I TA's—
effortsto promote U.S. exports. He observed that ITA has accomplished
much in the area of export promotion in recent years. Current and
potential U.S. exporters, aswell asrelated associations, areincreasingly
acknowledging ITA'ssuccessin making U.S. firmsbetter aware of export
opportunities, offering awide range of servicesand support at itsdomestic
and overseas offices, and pursuing an effective government-wide strategy
for export promotion services.

TheActing |G highlighted arecent OI G report that both assessed the
Department’s export promotion efforts and described some of the
challengesfacing Commerce managers asthey continuetoimprovetheir
export promotion activities (see page 37). In conducting thisreview, the
OIG attempted to address two primary questions: (1) What isthe
Department doing to meet the objectives of the Omnibus Trade and
Competitiveness Act of 19987 (2) Are U.S. exporters, and potential
exporters, being well served by the Department?

Thetestimony focused on the efforts of the U.S. and Foreign

Commercial Service—the Department’slargest, and most visible export
promotion unit—describing in particular theresults of OIG reviews of
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US& FCS' s overseas posts (see below). The Acting | G a so presented
observationsrelating to the export promotion efforts of other I TA unitsand
other Commerce agencies, and discussed the OlG’sviews on how certain
trade promotion activities are, or should be, coordinated among the many
federal agencieswith responsibilitiesinthisarea.

OIG Continues Its Reviews
of US&FCS’s Overseas Posts

During this semiannual period, the Ol G continued its series of reviews
of selected Commerce overseas posts (see September 1998 issue, page
35), which are under the direction of ITA'sU.S. and Foreign Commercial
Service. Thereviews evaluate apost’s operational effectivenessand
determinewhether it isefficiently accomplishingitsmission: toassist U.S.
companies, especially small and medium-sized ones, with export
assistance. Inreporting the results of each review, we generally divide our
findingsinto some combination of thefollowing areas. general management
and organizational issues, program activitiesand performance measure-
ment, and internal control environment. In thefollowing sections, we
summarize theresults of thefive audit reportsissued during this
semiannual period.

US&FCS European Union

The European Union (EU) comprises 15 countries, referred to as
member states, having atotal population of about 370 million people,
roughly 1% timesthat of the United States. The United States maintains
diplomatic relationswith EU through the U.S. Mission to the EU, whose
staff includes representatives from the Departments of Agriculture,
Commerce, Justice, State, and the Treasury; the Office of the U.S. Trade
Representative; the U.S. Information Agency; the Customs Service; and
the Agency for International Devel opment. Commerce’ soperationsare
managed by US& FCS and also include programs of NIST and NOAA.

° General management and or ganizational issues. Although
US& FCS'sEU operationisan atypical post, with activities
directed primarily at supporting the U.S. mission’spolicy and
regulatory-reporting initiatives, we believethat it needsto more
fully integrateits operationswith the agency’s core mission of
providing export marketing assistanceto U.S. firms. To dothis,
the post must devel op astrategic commercial plan andidentify
primary and secondary target marketsfor its output.
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° Program activitiesand perfor mance measur ement. US& FCS
EU has supported mission effortsin advancing mutual recognition
agreementsto improve accessfor U.S. and EU firmsto each
other’s markets, and both the NIST standards program and the
NOAA fisheries program were providing valuable servicesto the
U.S. business community and other US& FCS postsin Europe.

However, the devel opment of core US& FCS products and
services needed attention, and NIST’sand NOAA’s programs
should be better integrated into Showcase Europe, the Depart-
ment’s strategy to approach Europe on aregional basisand to help
U.S. firmsalready exporting in one market to moveinto others.
Moreover, the post needed to establish an outreach program,
develop marketing material's, and expl ore untapped service
markets, especially for small and medium-sized enterprises.

° Internal control environment. US& FCS EU’sadministrative
structure wasinadequate, and appropriateinternal controls had not
been established, primarily because of changesin management and
turnover in personnel. Asaresult, the post was not actively
monitoring itsfinances; significant discrepanciesin accounting data
existed between State and I TA financia reports, aswell asprior
year unobligated authorizations and unliquidated obligations; and
physical asset management had deficiencies.

US& FCS generally agreed with the recommendations we made and
described measures already taken to implement them. Theseinclude
developingaFY 1999 strategic action plan to coordinate the post's
marketing effortswith other US& FCS European posts and Showcase
Europe and taking stepsto strengthen the post’sinternal control system.
(Business and Trade Audits Division: BTD-10588-9-0001)

US&FCS Belgium

Oneof theleading trading nationsin theworld, Belgium offersa
central location for reaching the major European markets, afirst-rate
infrastructure, askilled multilingual workforce, and an open economy.
Belgiumisamajor market for American products, importing an estimated
$12.5hillionin 1996. U.S. direct investment in Belgiumwas $17.8 billion
at the end of 1995, and more than 1,200 American companies have
operationsthere. The post isalso responsible for commercial affairsat the
U.S. embassy in Luxembourg.

Belgium
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Our audit of US& FCS operations disclosed thefollowing:

Organizational issues. Under the office structurein place at the
time of our review, the deputy senior commercial officer directly
supervised only two of the six foreign service national sresponsible
for industry sector coverage. Giving the deputy moreresponsibil-
itieswould enablethe commercial staff to benefit morereadily
from his substantive expertise and would likely improvefinal work
products.

Program activities. To complement its Europe-wide commercial
strategy, US& FCS has considered adopting aregional approach to
thethree countries making up the Benel ux region—Belgium, the
Netherlands, and Luxembourg. However, US& FCS had not taken
decisive action on such an approach at the time of our review. A
single-management approach to Benelux, managed by US& FCS
Belgium, could provide more coordinated servicesfor U.S. com-
pani es seeking to do businessin theregion.

We also found that two-thirds of the post’s“ success stories’—a
performance measure of export actionsin which the Department
played arole—weretheresult of four US& FCS-coordinated or
supported trade events held each year. We believe that with the
sizeand experience of itscommercia staff, US& FCSBelgium
should implement an action plan to increase the number of success
stories generated through other than event-rel ated productsand
services. US& FCS should also better coordinate and streamlineits
two distinct operationsin Belgium—the Belgium post and EU.

Internal control environment. US& FCS has established
generally good internal control systemsto meet theintent of the
Federal Managers' Financia Integrity Act. Systemswerein place
to document and record transactions and events and to safeguard
assets, and the post had proper physical asset management pro-
cedures over inventory. However, we did find some weaknessesin
accounting controlsthat needed to be addressed. Specifically,
account balances recorded by the State Department and I TA
differed significantly, and thetotal unfunded severanceliability for
the post was over $1 million at the end of FY 1997.

We made severa recommendationsto US& FCS to address the iden-

tified deficiencies. The agency generally agreed with our recommendations
and described measuresit has taken to implement them. (Business and
Trade Audits Division: BTD-10595-9-0001)
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US&FCS Portugal

In 1997 direct U.S. exportsto Portugal amounted to about $1 billion.
However, asonly the 34th largest market for direct U.S. exports of goods
and services, Portugal isnot ranked highly by U.S. businesses as anew
market to explore. US& FCS Portugal consists of two offices—in Lisbon
and Porto.

° Program activitiesand general management. Because U.S.
exporters consider Portugal to be peripheral to other European
markets, US& FCS Portugal has focused on servicing Portuguese
companiesinterested inimporting or distributing U.S. products.
The post’s primary goalsfor FY 1997-98 were to increase success
storiesresulting from assi stance to importers and to coordinate
regional promotion of Portugal through Showcase Europe.

However, while the Porto office was generating alarge number of
success stories, the quantity and sector coverage represented by
these stories, aswell asthelack of astrongworking relationship
with thelocal branch of the American Chamber of Commerce,
indicated that the office’ sactivity might be too narrowly focused.
Moreover, the Agent/Distributor Service—acustomized overseas
search for qualified agents, distributors, and representativesfor
U.S. firms—needed improvement in management and timeliness.

° Internal control environment. US& FCS Portugal played an
activerolein administering the International Cooperative
Administrative Support Services, the administrative cost system
for U.S. overseas operations, and maintained an adequate internal
control environment. The minor internal control weaknesseswe
found involved asset management control over vehiclesand
inventory, controls over cash collections, and the amount of the
severancecost liability.

Again, to correct theidentified deficiencies, we made a series of
recommendations, which US& FCS generally agreed with. It also described
measurestaken toimplement them, including improving the relationship
with the Porto branch of the American Chamber of Commerce, increasing
the number of visitsto Lisbon by the Porto foreign service national,
processing all Agent/Distributor Service requestswithin US& FCStime
frames, and maintaining an up-to-date inventory of office and residential
property. (Business and Trade Audits Division: BTD-10594-9-0001)
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US&FCS South Korea

Until itsrecent economic troubles, the Republic of South Korea's
economic growth over thelast 30 years had been spectacular. South Korea
has grown from one of the poorest to among the largest economiesin the
world, and one of the largest U.S. export markets. However, the South
Korean market isdifficult for U.S. companiesto penetrate for several
reasons, among them the amount of pirated and counterfeit goodsin the
marketpl ace, the sometimesinconsistent enforcement of lawsand
regulations, the dominance of domestic conglomerates, cumbersome
customs clearance procedures and regulations, and non-tariff trade
barriers. US& FCS South K oreaoperatesin two facilitiesin Seoul: an
officein the embassy and abusiness center in an adjacent building.

We concluded that in general, US& FCS's management team was
effective and moral e was high among the staff. The post was operating an
ambitious outreach program and delivering high-quality productsand
servicesto U.S. exporters. Clientsand export organi zationswho work with
the post had positive comments about its operations, and it generated a
large number of successstories.

° General management and or ganizational issues. Despiteits
overall strong performance, the post needed to address certain
weaknessesto sustain its effectiveness. For example, continuity of
operationsisat risk due to the scheduled departure of most
commercia officersduring the summer of 1999, the high turnover
of FSN staff in recent years, and the lack of emphasis on staff
training. In addition, management of the U.S.-AsiaEnvironmental
Partnership program (ajoint US& FCS-Agency for International
Development programto promote U.S. environmental exportsin
Asia) hasbeen inadequate.

° Program activitiesand per for mance measurement.
Notwithstanding its many successes, the post’s management and
staff expressed concern that too much time and resources may
have been spent onitstrade policy functions, at the expense of its
trade promotion responsibilities. Moreover, US& FCS South Korea
needed to improveits coordination with other ITA elements; the
trade promation effort was too focused on large companies; and
the post performed no formal planning or cost analysisin
preparation for the opening of the business center, which lost
nearly $44,000in FY 1997.
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° Internal contraol environment. Although we found the post’s
internal control environment to be generally strong, wedid find
some admini strative weaknesses, including the need to reconcile
account balanceson atimely basis, examine prior year
unliquidated obligationsand unobligated authorizations, properly
identify and account for inventory, and address certain information
technology issues.

US& FCSgenerally agreed with our recommendationsand identified
corrective actions being taken to implement them. For exampl e, the post
hasinitiated aschedul e of staggered departures of commercial officers,
increased itstraining for officers and foreign service nationals, increased its
oversight of the U.S.-AsiaEnvironmental Partnership program, and
prepared acost and marketing strategy for the business center. (Business
and Trade Audits Division: BTD-10221-9-0001)

American Institute in Taiwan J

Over four decades, Taiwan, an important component of the big
emerging market that al so includes Chinaand Hong Kong, hastransformed
itself from an underdevel oped, agricultural island to an economic power
that isboth aleading producer of high-technol ogy goods and aheavy
importer of goodsfor domestic consumption and industrial needs. To
maintain tieswith Taiwan after recognizing the People's Republic of China
asthe solelegal government of China, the United States established the
American Ingtitutein Taiwan (AIT). AIT isanonprofit, private
corporation that functions much like an embassy, undertaking awiderange
of activitiesrepresenting U.S. interests, including commercia services.

AIT hasan officein the capital of Taipei, abranch officein the
Taiwanese city of Kaohsiung, and aheadquarters officein Arlington,
Virginia. The AIT Commercia Section receivesmost of itsfunding
through AIT (which receives funds through the Department of State) and a
portion through amemorandum of understanding with the Department of
Commerce. The section operates similarly to US& FCS postsin terms of
the ddlivery of products and servicesto U.S. exporters.

We found that the Commercial Section maintainsstrong, productive
relationswithitsclients and other AIT sections, and has produced ahigh
volume of quality research productsand timely servicesfor itsclients.
However, our review al so identified thefollowing issueswarranting
management attention:
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° General management and organizational issues. The
rel ationshi ps between the Department, the Commercial Section,
and Al T/Washington need improvement. Most nhotably, the
memorandum of understanding isunclear and ineffective, and
needsto berenegotiated. In addition, the commercial officers’ lack
of experience and adequate Chineselanguage skillsthreatensthe
operation’s effectiveness, while management weaknessesin trade
promotion leadership and the U.S.-AsiaEnvironmental Partner-
ship program need to be addressed.

° Program activitiesand per for mance measurement. The
Commercial Section was devoting significant time and resourcesto
trade policy matters at the expense of itstrade promotion program,
asmanifestedinthelow level of attention being paid toitstrade
center, the most public and visible component of itsoperations. In
addition, while the section generated ahigh dollar figure of success
stories, the number of such storieswas small and reflected too
many large company, advocacy-related projects and too few
programsthat assist small and medium-sized companies. The
section was also providing inadequate support to BXA'slicensing
and export programs.

° Internal control environment. The Commercial Section’s
internal controlsand financial management practiceswere
inadequate, ineffective, and insufficiently emphasized by
management. Specifically, (1) sourcefinancial documentation was
not maintained efficiently, (2) key dutieswere not separated and
supervisory review of internal controlswasineffective, (3) proper
imprest fund procedureswere lacking, (4) proper procedureson
the reporting and use of funds generated by trade events were not
being followed, and (5) obligationsand disbursementswere not
being systematically analyzed.

US& FCS agreed with nearly all of our recommendations and identified
actions being taken to implement them, most notably amending the memo-
randum of understanding with AIT to makeit more specific. (Business
and Trade Audits Division: BTD-10220-9-0001)
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Seattle USEAC Provides Quality Service,
but Some Improvements Are Needed

US& FCS operates anetwork of 19 U.S. Export Assistance Centers
(USEACs) connecting 100 smaller centersin a“hub and spoke”
arrangement. The primary objective of the USEACsisto enhance and
expand federal export marketing and trade finance servicesthrough greater
cooperation and coordination between federal, state, and local partners.
USEACsare“one-stop shops’ that offer U.S. businesses asingle point of
contact for federal export promotion and finance programs operated by
US& FCS, the Small Business Administration, and the Export-1mport
Bank.

The OIG conducted an inspection of the Seattle USEAC to assessthe
quality of itsservicesand its effectivenessin delivering those servicesto
business clients. Our review focused on program operationsaswell as
some of thefinancial and administrative practicesbeing followed at the
USEAC. Wefound that the Seattle USEAC isdoing agood job of
providing export assi stance to Washington state businesses. The USEAC s
staffed with capabl e, dedicated, and knowledgeabl e trade specialistswho
have devel oped strong partner rel ationshipswith state and local trade
organizations. In addition, it workswell with overseasposts, and its
financial affairs appear to bein order.

However, we al so found several issuesthat warrant attention:
(1) USEAC management wasin transition, asthe former director had
resigned and the acting director was nearing the end of histerm;
(2) dthough clientsgenerally gave positive feedback onthe USEAC's
services, their mixed feedback on the products of the US& FCS overseas
posts made the USEAC reluctant to market some post products; (3) efforts
to market the USEAC's services were not as effective as they could be;
and (4) someinternal controls need improvement.

We recommended that US& FCSfill the Seattle USEAC director
position as soon as possi bl e; reassess the eff ectiveness of the current
guality control procedures at headquarters; devel op abetter systemto
ensurethe quality and timeliness of products and services provided by
overseas poststo the USEACsand their clients; and improve Seattle
USEAC marketing effortsthrough advertising, external promotion and
seminars, and an Internet web page tailored to the needs of businessesin
the state. We al so made recommendations to address the internal control
deficiencies. US& FCSlargely agreed with our recommendationsandis
working to implement them. (Office of Inspections and Program
Evaluations: |PE-11007)
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Award Process for ABC Program Designed
to Promote Merit-Based Funding Decisions

The OIG conducted an audit of the FY's 1997 and 1998 award criteria,
procedures, and practicesfor soliciting, reviewing, and selecting financial
assistance applicationsunder US& FCS's American Business Center (ABC)
Program. The audit was conducted as part of a Department-wide review
of Commerce'sdiscretionary financial assistance programsinitiated at the
reguest of the Chairman of the Senate Committee on Commerce, Science,
and Transportation (see page 6).

Discretionary funding assistance programs are those programsfor
which federal agencieshavethe authority to independently determinethe
recipientsand funding level s of the awards. These programsinvolvea
significant portion of the Commerce Department’s budget and operations,
representing approximately $1 billion annualy.

Through the ABC Program, US& FCS assists U.S. firmsin over-
coming many of the obstaclesto entry into the markets of Russiaand the
Newly Independent States, including the lack of commercial, economic,
and legal information; affordabl e office space; and adequate transportation
and telecommunicationsfacilities. In FY s1997 and 1998, the program
awarded or renewed 14 cooperative agreementstotaling morethan
$2.4million.

We found that US& FCS s criteria, procedures, and practicesfor the
solicitation, review, and selection of ABC awards and renewals complied
with statutory, departmental, and agency requirements and were designed
to promote merit-based funding decisions. Specifically, US& FCS
(1) devel oped and used merit-based award criteriato eval uate applications
for financial assistance, (2) complied with requirementsand proceduresfor
soliciting, reviewing, and sel ecting applicationsfor new ABC awards, and
(3) followed established proceduresfor renewing prior awards.

We did, however, find one deficiency: The program wasnot listed in
the Catalog of Federal Domestic Assistance for FY 1998, although
US& FCS had requested itsinclusion. The Catalog containsvital
information on financial and nonfinancial assistance programs administered
by federal agencies. We recommended that US& FCSwork with GSA to
ensurethat the ABC Program is promptly included in the Catal og.
US& FCS agreed to take action to correct this problem, and the program
was added to the Catalog as of the December 1998 update. (Business and
Trade Audits Division: BTD-10957-9-0001)
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In Brief

Suspension. A senior US& FCS officer received a 10-day suspension for
misuse of official timeand property and conduct unbecoming afederal
employee after an Ol G investigation established that the officer had used
government tel ephones, facsimile machines, delivery services, and vehicles
to conduct personal business. We also found that the officer frequently
directed subordinate employeesto perform his personal businessduring
work hours, and was rude and abusive in his dealings with office staff.
(Washington Field Office of Investigations)
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Minority Business
Development Agency

The Minority Business
Development Agency was
created to help minority-owned
and operated businesses achieve
effective and equal participation in
the American free enterprise
system, and overcome the social
and economic disadvantages that
have limited their participation in
the past. MBDA provides
management and technical
assistance to minority firms upon
request, primarily through a
network of business development
centers. It also promotes and
coordinates the efforts of other
federal agencies in assisting or
providing market opportunities for
minority businesses.
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Audit of FY 1998 Financial Statements

AnIPA firmissued an unqualified opinion on MBDA's FY 1998
financial statements. However, thefirm’sreport identified four reportable
conditionsin MBDA'sinternal control over financial reporting, which
involved weaknessesin thefollowing areas: (1) controlssurrounding its
financial management systems, (2) the presentation of its performancein
the overview, (3) the deobligation processfor inactive grants and
agreements, and (4) annual leaverecording.

Thefirst reportable condition is not under the control of MBDA
management. It relatesinstead to deficiencies surrounding internal controls
inthe Department’s Office of Computer Services mainframe system, on
which MBDA'sfinancial dataisprocessed, and compliance problems of
EDA'’sfinancial management system, which performscertain accounting
functionsinvolving MBDA'sgrant funds.

ThelPA firm a so identified two instances of material non-compliance
with lawsand regulations. First, the financial management system of EDA,
discussed above, does not comply with the U.S. Government Standard
General Ledger at thetransaction level. Second, NIST’sFinancial
Accounting and Reporting System, which performs somefinancia
transaction processing and reporting for MBDA, does not maintain
appropriate commonality of dataelements and transaction processing to
ensuretimely, accurate, and effectivefinancial reporting.

Both the OIG and the | PA firm conducting the audit reviewed a draft
version of theoverview to MBDA’sfinancial statements. Thefirm’'s
review identified seriousweaknesses, including performance measures not
in accordance with the Department’sannual performance plan, inconsis-
tencies between the overview and the bureau’ s strategic plan, the lack of a
clear mission statement, and an incomplete discussion of the Y 2K situa-
tion. These findings were consistent with our review of the overview. Asa
result, thefirm cited the overview asareportable condition.

We sent MBDA management amemorandum containing our
observations regarding the weaknesses with the overview, and our
recommendationsfor strengthening this component of the financial
statements. M anagement was responsive to our recommendations.
(Financial Satements Audits Division: FSD-10867-9-0001)
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Audit of FY 1998 Financial Statements

AnIPA firmissued an unqualified opinionon NOAA'sFY 1998
consolidated balance sheet but adisclaimer of opinion onthe remaining
financial statements because of the effects of the previousyear’s qualified
opinion. Theungualified opinionisespecially noteworthy and recognizes
the many corrective actions the bureau has taken to eliminate most of its
material weaknesses and reportabl e conditions. From the 1997 to the 1998
audit, NOAA reduced the number of material weaknessesfrom 6to 2 and
the number of other reportable conditionsfrom 11 to 5.

Thetwo FY 1998 materia weaknessesinvolved deficienciesin
accounting for construction work in progressand in monitoring grant
recipients. Thefive other reportabl e conditions rel ated to the need to:

(2) improvethe preparation, analysis, and monitoring of financial
information; (2) improve proceduresfor year-end accounts payable
accruals; (3) improve controlsover budgeting monitoring; (4) implement
proceduresto comply with the Statement of Federal Financial Accounting
Standards No. 2; and (5) follow policies and proceduresrelated to
interagency agreements.

Thefirm asoidentified two instances of material non-compliancewith
lawsand regulations: (1) NOAA did not fully fund its capital leasesand
(2) the bureau’sfinancial management system does not substantially
comply with FFMIA inthat it does not support the preparation of timely,
accuratefinancial statements and does not adequately support the budget
execution process.

Thefirm a so performed agreed-upon proceduresrelated to NOAA's
FY 1997 and 1998 Superfund transactionsto determine whether related
costsbilled to the Environmental Protection Agency under interagency
agreementswere properly accounted for in accordance with the Compre-
hensive Environmental Response, Compensation, and Liability Act of
1980 and the Superfund Amendments and Reauthorization Act of 1986.
Thefirm noted no exceptions.

Werecognize NOAA’'scommitment to preparing high-quality, reliable,
and meaningful financial statements. It has made progressin many areas,
but still needsto addressthe remaining material weaknesses and reportable
conditions, which continueto inhibit accurate and timely financial
reporting. Certain reportable conditions can be corrected by allocating
additional personnel resources, providing moretraining, and changing
policiesand procedures. However, the remaining conditions can only be
addressed with the replacement of NOAA's current financial system.
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The National Oceanic and
Atmospheric Administration
studies climate and global change;
ensures protection of coastal
oceans and management of
marine resources; provides
weather services; and manages
worldwide environmental data. It
does this through the following
organizations:

National Weather Service. NWS
reports the weather of the United
States and provides weather
forecasts and warnings to the
general public.

National Ocean Service. NOS
issues nautical and aeronautical
charts; performs geodetic surveys;
conducts research; and develops
policies on ocean mining and
energy.

National Marine Fisheries
Service. NMFS conducts a
program of management,
research, and services related to
the protection and rational use of
living marine resources.

National Environmental Satellite,
Data, and Information Service.
NESDIS observes the environment
by operating a national satellite
system.

Office of Oceanic and
Atmospheric Research. OAR
conducts research related to the
oceans and inland waters, the
lower and upper atmosphere,
space environment, and the Earth.
Office of NOAA Corps
Operations. The Corps is the
nation’s seventh uniformed
service. Its ships, aircraft, and
personnel support NOAA's
activities throughout the world.
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NOAA isevauating thefeasibility of acquiring financial servicesthrougha
cross-servicing agreement with the Department of the Interior. If cross-
servicingisnot feasible and cost effective, NOAA will proceed with the
implementation of the Commerce Administrative Management System.

Wereviewed adraft of the overview to NOAA'sfinancial statements
and sent NOAA management amemo containing our observationsand
suggestionsto strengthen their presentation of performance results. We
encourage NOAA to strengthen next year’ s discussion of resultsand to
continueits effortsto improve performance measurement and reporting.
(Financial Satements Audits Division: FSD-10869-9-0001)

Proposed NPOESS Demonstration Satellite
Reduces Risk, but Excludes Critical Sensor

A 1994 Presidential Decision Directive called for the Departments of
Commerce and Defense, along with the National Aeronauticsand Space
Administration, to jointly devel op the National Polar-orbiting Operational
Environmenta Satellite System (NPOESS). The systemwill combinethe
Defense Meteorol ogical Satellite Program and the Commerce/NA SA-
supported Polar-orbiting Operational Environmental Satellite Program to
createthe nation’sfirst polar-orbiting system that will meet both civilian
and defense environmental data needs.

NPOESS is expected to save taxpayers $1.3 billion over 10 years by
reducing the number of U.S.-owned operational satellitesfrom four to two,
increasing the useful life span of each satellite from 42 to 84 months, and
combining the support functions. Program implementation isthe responsi-
bility of an Integrated Program Office under the direction of aCommerce
system program director.

The NPOESS acquisition strategy developedin 1996 includesthe
early devel opment of fivecritical sensors, which presentssignificant
technological challenges. However, the methodol ogy for demonstrating the
sensorswas revised in 1998 as aresult of increased cost estimates,
Integrated Program Office budget cuts, and other concerns.

The Commerce and NASA OIGs conducted ajoint inspection of the
risksand costs associated with critical sensor technology that isbeing
transferred to NPOESS from NASA and other sources. The inspection
identified arisk reduction i ssue concerning aproposed joint Integrated
Program Office/NASA NPOESS Preparatory Project mission devel oped
under the 1998 revised methodol ogy. We found that preliminary planning
assumptionsfor the proposed project do not include evaluating the
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feasibility of demonstrating the Ozone Mapper Profiler Suite, one of the
Integrated Program Office'scritical sensors. Excluding the sensor from
flight demonstration will significantly increasetherisk of adisruptionin
vital ozonedata continuity.

We recommended that the Integrated Program Office (1) request
NASA toincludethe sensor asapossible payload inits Preparatory
Project feasibility study, (2) defer the decision to include or excludethe
sensor for flight demonstration until mission costsarefully analyzed and a
cost sharing arrangement is negotiated with NASA, and (3) assessthe
operational risk of not demonstrating the sensor.

Thelntegrated Program Office generally concurred with thefindings
and recommendationsin the report and indicated that actions have been
taken or are planned to address our concerns. The office expressed some
concern about the report’s suggestion that the NPOESS program should be
responsiblefor ensuring continuity of global 0zone mapping data, whichis
currently aNASA responsibility. We would note, however, that the Clean
Air Act of 1990 gives Commerceand NASA equal responsibility for
monitoring and reporting on the condition of the earth’s ozone. (Office of
Systems Evaluation: OSE-11103)

Discretionary Program Awards
Were Not Competitively Selected

Aspart of its Department-wide review of Commerce’sdiscretionary
financial assistance programs (see page 6), the Ol G conducted
performance audits of the seven NOAA discretionary funding programs
listed bel ow to assessthe FY 1997 criteria, procedures, and practicesfor
soliciting, reviewing, and selecting applicationsfor financial assistance.

° Cooperative Science and Education Program (National Marine
Fisheries Service).

° Habitat Conservation Program (National Marine Fisheries
Service).

° Unallied Management Projects Program (National Marine
Fisheries Service).

° Unallied Science Program (Nationa Marine Fisheries Service).

° Hydrologic Research Program (Nationa Weather Service).
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° Ocean Resources Conservation and Assessment Program
(Nationa Ocean Service).

° Research in Remote Sensing of the Earth and Environment
Program (National Environmental Satellite, Data, and Information
Service).

Upon examining NOAA’sand itscomponents' criteria, procedures,
and practicesfor the solicitation, review, and selection of awards, we
found that all seven programsfailed to fully comply with departmental and
NOAA requirements. The programswere not administered as competition-
based financial assistance programs, asencouraged by federal law and
regul ations and mandated by Commerce policiesand procedures. In
addition, the sole-source justificationsfor new non-competitive awards
madein FY 1997 wereinadequate. Specifically, wefound that the NOAA
componentsresponsiblefor the programs:

° Did not comply with the Department’sand NOAA'srequirements
that anotice be placed in the Federal Register, at least annually,
announcing the availability of funding and specifying thecriteria
and the processto be used in reviewing and selecting applications

for funding.

° Did not develop and publish merit-based eval uation criteriaagainst
which program applicationsfor financial assistance could be
reviewed.

° Did not comply with the requirementsthat (1) al financial

assi stance awards be made on the basis of acompetitive review
process, unless a specia waiver isabtained, and (2) the competi-
tive review process meet minimum standards established by the
Department.

Asaresult of these deficiencies, NOAA and its components cannot
provide reasonabl e assurance that awards made under these programsare
merit-based and represent the most effective means of achieving program
objectives. Not following competitive procedures createsagreater potential
for the components to make questionabl e or even inappropriate non-
competitive program awardsin instances where other sourcesare
available.

We aso found that NOAA's Grants Management Division did not

provide adequate oversight of the components' administration of theaward
selection process.
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We recommended that the NOAA officialsresponsiblefor the seven
discretionary funding programsensurethat all financial assistance awards
are made through acompetitive, merit-based process, unless otherwise
mandated by law or adequately justified, and that the award process
complieswith Department policies and procedures and includesthe
following four elements:

1. Widespread solicitation of eligible applicationsand disclosure of
essential application and programinformation inwritten
solicitations.

2. Independent application reviewsthat consistently apply written
program evaluation criteria.

3. Written justificationsfor award decisionsthat deviatefrom
recommendations made by application reviewers.

4, Adeqguate written justificationsfor noncompetitive awardsthat
document appropriate market search effortsto validate the
determination that thereisonly one sourcefor the anticipated
award. The market search should include, at aminimum, a
preaward noticein the Federal Register stating that the agency
expectsto make anoncompetitive award and inviting other
qualified partiestoinquire.

We a so recommended that NOAA's Office of Financeand
Administration, which includesthe Grants Management Division, require
that grants officer reviews of proposed noncompetitive awardsinclude
procedures designed to objectively determine compliance with depart-
mental and NOAA competitive requirements. NOAA agreed that more
awards should be granted competitively for al discretionary funding
programs and that arigorous solicitation process should be used. (Atlanta
Regional Office of Audits: ATL-10944-9-0001, ATL-11084-9-0001, and
ATL-11140-9-0001 and Seattle Regional Office of Audits: STL-10947-9-
0001, STL-10951-9-0001, STL-10952-9-0001, and STL-10953-9-0001)

Insufficient Planning for Supercomputer
Acquisition Risked Funding Availability

NOAA iscurrently using aClass V11 supercomputer at its National
Centersfor Environmental Prediction to generate datathat assiststhe
National Weather Servicein forecasting weather and meetingitsmission
goalsof callecting, analyzing, and disseminating datarelated to the Earth’'s
oceans and atmosphere. In May 1997, NOAA proposed to acquire aClass
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VI systemto replaceits current supercomputer. Accordingto NOAA, this
upgradeiscritical to achieving many of itsenvironmental modeling and
forecasting goalsfor the next four years.

NOAA had originally planned to award the contract for the Class V11
supercomputer by April 15, 1998, with installation of the system at the
Goddard Space Flight Center in Greenbelt, Maryland, in July 1998, seven
months before the February 1999 |ease expiration of the Class VI system,
whichislocated in Suitland, Maryland. However, the award date was
delayed dueto concerns raised by the House A ppropriations Subcom-
mittee on Commerce, Justice, State, the Judiciary and Related Agencies
regarding the proposed | ocation of the new supercomputer, the adequacy
of NOAA'sjustification for early delivery, and thefinancial terms
pertaining to early delivery outlined in the solicitation. Also questioned was
the basis for the funding of |ease servicesto be provided from the award
date through September 30, 1998.

Although NOAA'sanalysis of potential sitesfor the new system
indicated that Goddard was the most cost-effective alternative, the O1G
determined that the analysiswas deficient and that the current sitein
Suitland was adequate with some modifications (see September 1998
issue, page 48). NOAA agreed toinstall the Class V111 systemin Suitland,
and a contract was awarded on October 9, 1998, for installation before
February 1999.

At the request of the Subcommittee, we conducted areview of the
new system'’s acquisition funding and advanced | ease payments. We made
two major observations that we brought to the attention of NOAA
management:

° Because the program office did not sufficiently plan for the
acquisition of the supercomputer, it did not provide adequate
assurancethat funding would be available. The program office
did not generate a procurement request, provide an accurate
program budget, or develop aschedulefor obtaining the necessary
funds. Lack of funding could cause delaysin the supercomputer’s
delivery, which could in turn lead to delayed programmatic
benefits.

° Salicitation provisionsfor advanced lease paymentsfor the
new system wereunclear. The National Centersfor Environ-
mental Predictionincluded notesin the solicitation stating that
pricing should be broken out by fiscal year and giving thefunding
limitations by year. Theintent of these noteswasto provide lease
payment for the equipment in advance of the period of
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performance. The solicitation’s provisionsfor these advanced
paymentswere unclear and could have affected how offerors
priced their proposals, leading to inaccurate or uncomparable
proposals.

We recommended that NOAA ensurethat for al National Centers
acquisitions, (1) thereisadequate acquisition planning so that funding and
budgeting issuesareidentified, (2) an approved procurement request is
forwarded to the contracting officer before contract award indicating that
fundswill be available at the time of award, and (3) any decisionto
provide advanced paymentsis adequately justified and that criteriacited in
the Federal Acquisition Regulation are adhered to and reflected in the
solicitation and contract. NWS and the National Centers agreed with our
recommendations. (Office of Systems Evaluation: OSE-10969)

NWS Agreements Need Better
Management and Oversight

NOAA’s National Weather Service consists of 20 program officesthat
support the agency’s mission of protecting human livesand property from
severe storms by issuing weather and flood warnings, public forecasts, and
advisoriesfor the United States, itsterritories, adjacent waters, and ocean
areas. To accomplish their mission, NWS program offices often undertake
specia projects, reimbursable activities, and programmatic effortswith
other governmental and non-governmental entitiesthrough interagency and
other special agreements. In FY 1997, NWS had 454 agreementsin effect.

Aspart of an OIG Department-wide review, we conducted an evalua-
tion of the effectiveness and efficiency of NWS's process for entering into
agreementswith departmental officesand outside parties (see page 17).
Based on our review of asample of NWS's agreements, we found that
they supported its mission, were appropriate funding mechanisms, and did
not constitute asubstantial proportion of its budget resources. However,
we also found several aspects of the agreements processes that warrant
management attention:

° Processes, palicies, and guidancefor preparing agreements
need improvement. Agreements sometimes had deficiencies,
including uncited programmatic or funding authorities, inadequate
sole-sourcejustifications, missing or unauthorized signatures, and
no statement of specific duration. In addition, guidelines, policies,
and procedureswerelimited in their usefulnessfor preparing
agreements, were not up-to-date, and were not centrally located
for easy reference.
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° Processfor reviewing agr eementsalso needsimpr ovement.
Agreementswere not consistently reviewed during preparation,
written justificationswere not required, no formal criteriaexisted
for the review of agreements by the Department’s Office of
General Counsel, and policieson the need for periodic review to
determine whether an agreement should be renewed, amended, or
canceled were not consistent or adequate.

° Financial management of agreementsneeds attention. Some
agreements experienced financial problems, including unrecovered
costs on Economy Act agreements, inequitabl e apportionment of
costsfor joint projects, and improper billing.

° A databasetoinventory and track agreementsisneeded.
NWS had no comprehensive database or tracking system for its
agreements. Existing listswereincomplete and not easily sorted by
relevant type of information, such aslegal authority or type of
agreement.

We recommended that NOAA requirethat NWS, when entering into
interagency agreements akinto traditional procurement contracts, adhere
tofederal requirementsfor procurements by preparing proper justifications
and advertising sole-source contracts over $25,000. In addition, acompre-
hensive set of guidelinesfor preparing agreementsthat isconsistent with
departmental guidance should be devel oped. Oncethese new guidelines
have been established, appropriate NWS staff should be trained on how to
properly prepare and process agreements.

Among our other recommendationswere that NOAA disseminate
information for preparing and processing agreementsthrough NWS's
intranet and at appropriate NWS management and admini strative meetings
and that it establish a centralized system to inventory, track, and control
NWS's agreementsthat iscompatible with the proposed Department-wide
agreementsdatabase. NOAA agreed with all of the report’srecommen-
dations. (Office of Inspections and Program Evaluations: |PE-10417)

West Virginia Awardee Overstated
Termination Settlement Costs

In March and May 1998, the OI G issued audit reportsto NOAA and
EDA, respectively, describing inadequaciesfound in aWest Virginia
foundation’s accounting and financial management system, which, along
with unforseen delays, prevented usfrom negotiating anindirect cost rate
(see March 1998 issue, page 47, and September 1998 issue, page 21). In
September 1998, we issued areport on our audit of the foundation’s actual
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indirect costsfor FY 1997 (see September 1998 issue, page 58). Mean-
while, in July 1997, NOAA officialsand the foundation agreed to terminate
their cooperative agreement. The foundation claimed atotal of $2.5million
for the award period and termination costs associated with this agreement.

Our audit of the foundation’sclaims, including itstermination
settlement costs, disclosed $442,000 inimproperly claimed costs. We
questioned $387,000 as aresult of the foundation’s overstatement of
termination settlement costs, including $292,000 associ ated with the loss of
projected grant revenues. In addition, we questioned $55,000 of unallow-
able project costs claimed for the approximately 17-month period of the
award prior to termination.

We recommended that NOAA disallow the $442,000 in questioned
costs, disburse $325,000 to the foundation asitsfinal award payment, and
deobligate the remaining $39,000 in award funds. In response to our draft
report, the foundation disagreed with the disallowance of the $292,000
claimed asunrecovered indirect costs. In addition, it disagreed with our
calculationsof indirect costs and requested an additional $36,000in legal
expensesto beincluded as direct project costs. However, the foundation
did not provide any new evidence or documentation sufficient to cause us
to change our findings and recommendations. (Atlanta Regional Office of
Audits: ATL-10634-9-0001)

In Brief

Conviction. In March 1999, a Floridafisherman and hiswife pleaded
guilty to aone-count indictment charging them with conspiracy to defraud
the government through thefiling of false claimsunder the Gulf of Mexico
Fisheries Disaster Program. Sentencing isscheduled for Junein U.S.
Disgtrict Court for the Northern District of Florida. (Denver Field Office of
Investigations)

Suspension. A senior NOAA official wasgiven a30-day suspension for
misuse of agovernment vehiclewhen an Ol G investigation revealed that
he had used cars assigned to his office to commute between home and
work on numerous occasions over aperiod of approximately three years.
(Washington Field Office of Investigations)

Audit Reports Unresolved for Over Six Months

Asof March 31, 1999, two performance audit reports and one
financial assistance audit report had recommendations unresolved in excess
of six months.
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Light Aircraft Operations

Thefirst performance audit report, Light Aircraft Fleet Should be
Privatized, STD-9952-8-0001 (see September 1998 issue, page 44),
recommended that NOAA cease operating itseight light fixed-wing aircraft
and three helicopters and rel ease them, along with related spare parts. We
also recommended that NOAA discontinue all interagency reimbursable
work related toitsfixed-wing light aircraft and helicopters.

NOAA did not concur with our findings and recommendations. NOAA
believesthat discontinuing use of the aircraft would compromiseitsability
to continue uninterrupted data collection effortsrequired to protect lives
and property, increase the risk of accidents, and increase the cost of
aircraft support. In addition, NOAA believesthat interagency agreements
have proven to be cost-effective for meeting some of itsdata collection
needs. Nevertheless, NOAA has submitted an audit action plan, whichwe
arereviewing.

NMFS Laboratory Structure

The second performance audit report, NMFS Laboratory Structure
Should Be Sreamlined, STL-8982-8-0001 (see March 1998 issue, page
39), recommended closing six laboratory facilitiesand transferring their
programs and personnel to other NMFSlaboratories. In another instance,
we recommended that alaboratory and most of its programs be transferred
to the State of Maryland. We a so recommended that the proposed Santa
Cruz, California, facility be expanded to accommodate programs and
personnel from another Californialaboratory. In addition, we differed with
NMFS s plansto transfer some programs from a Seattle laboratory to the
proposed Auke Capefacility in Alaska.

NOAA disagreed with our findingsand recommendations. In April
1998, the OI G requested NOAA to submit arevised audit action plan, and
subsequent meetingswere held between OIG and NOAA officials. NOAA
submitted arevised planin November 1998, but did not changeitsinitial
position. Negotiations are ongoing between Ol G and NOAA concerning
alternative approachesto resolution.

University of Hawaii

Thisfinancial assistance audit report, ATL-9999-5-0753 (see
September 1995 issue, page 99), was an OMB Circular A-133 audit that
questioned $1.1 million of claimed costs. In September 1998, NOAA
provided the Ol G with aanother draft revision to the audit resolution
proposal, whichisunder review.
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Audit of FY 1998 Financial Statements

AnIPA firmissued anunqualified opinionon NTIA'sFY 1998
financial statements. Thisisanoteworthy achievement, considering that
four new financial statementswere mandated by OMB Bulletin 97-01.
Thefirm'sreport did not identify any material weaknesses but did cite one
reportable condition in the bureau’sinternal control over financial
reporting: EDA’sfinancial management system, whichisused to account
for NTIA'sgrant activity, does not comply with the U.S. Government
Standard General Ledger at the transaction level. Although thisissueis
considered to beareportable conditionto NTIA, corrective actionsrelated
to EDA’s system are not within the purview of NTIA management.

Thefirm aso identified oneissue of non-compliancewith lawsand
regulations, whichrelated to FFMIA. Thisissue a soinvolvesthe above-
mentioned deficiency in EDA’sgrant accounting system.

Inreviewing adraft version of NTIA'soverview toitsfinancial
statements, we noted that NTIA incorporated many of our prior year
suggestionsto strengthen thisintegral component of the statements.
Bureau management was al so responsiveto our suggestionsfor improving
the overview for the FY 1998 statements. We encourage NTIA to make
continued improvementsin performance measurement and reporting.
(Financial Statements Audits Division: FSC-10870-9-0001)

Grant Process Designed to Promote Merit-Based
Funding Decisions, but Needs More Discipline

The OIG conducted audits of the FY 1997 award criteria, procedures,
and practicesfor soliciting, reviewing, and selecting financial assistance
applications under the Public Telecommuni cations Facilities Program
(PTFP) and the Telecommuni cations and Information Infrastructure
Assistance Program (TIHHAP), as part of its Department-wide review of
discretionary financial assistance programs (see page 6).

PTFP providesfinancial assistancein planning, acquiring, installing,
and modernizing public telecommunicationsfacilities. The program targets
public or noncommercia education broadcast stations, noncommercial
telecommuni cations entities; systemsof public telecommunications entities;
private nonprofit organizations established primarily for educational or
cultural purposesor that plan for the provision of public telecommuni-
cations services; state, local, and Indian tribal governments; and other
governmental agenciesand subdivisions. In FY 1997, the program
awarded 97 grantstotaling $14.1 million.
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The mission of the National
Telecommunications and
Information Administration is to
(a) serve through the Secretary of
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the federal telecommunications
research and engineering center,
and (e) administer grants under
the Telecommunications and
Information Infrastructure
Assistance Program and the
Public Telecommunications
Facilities Program.
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TIHAP providesfinancial assistanceto nonprofit organizations, colleges
and universities, and state, local, and Indian tribal governmentsto promote
the widespread use of tel ecommuni cations and information technol ogiesin
the public and non-public sectors. By providing targeted matching
demonstration and planning grants, the program helps devel op nationwide,
interactive multimediainformation infrastructuresthat are accessibleto
citizensin both rural and urban areas. In FY 1997, the program awarded
55 grantstotaling almost $20.9 million.

We examined NTIA'scriteria, procedures, and practicesfor soliciting,
reviewing, and selecting awards under both programs and found that they
generally complied with statutory, departmental, and agency requirements
and appeared designed to promote merit-based funding decisions. We
foundthat NTIA (1) devel oped and published merit-based technical and
public policy criteriathat were consi stent with the programs’ objectives
and (2) complied with the Department and agency requirement to place a
noticeinthe Federal Register, at least annually, announcing the availability
of funds, soliciting award applications, and specifying the criteriaand
processto be used in reviewing and selecting applications.

We also found that NTIA followed established requirementsfor the
competitive review of applicationsfor TIIAP, but not totally for PTFP.
Specifically, NTIA program staff participatedin review panelsfor PTFP
awardsand routinely adjusted theindependent reviewers' scoresor
composite eval uation scoreswithout consulting with thereviewers. The
staff'sunilateral adjustment of eval uation scores hasthe potential to
underminethe independence and objectivity of thereview process.

Moreover, although departmental and NTIA requirementsfor selecting
applicationswerefollowed for both programs, documentation waslacking
to explain thereasonsfor deviationsfrom the program directors' lists of
applications recommended for funding. For the year reviewed, wefound
that the Assistant Secretary for Communicationsand Information, asthe
selecting official, added nine applicationsto and del eted seven from the
THAP recommended funding list, and added three applicationsto the
PTFP list.

A memorandum concerning the additional PTFP applications noted
that the sel ecting official’s decision was madeto achieve greater
geographical distribution, but did not provide specific reasonswhy certain
applicants were selected over others. In addition, there were no written
justificationsfor any of the seven deleted T11 AP applications, although the
official did providejustificationsfor the nine added applications.
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We recommended that NTIA ensure that the bases for making awards
that deviate from the program director’s recommendations are adequately
documented. Additionally, we recommended that PTFP staff ensure that
independent reviewers' scores are not adjusted by program staff during the
review process. NTIA agreed with our findings and recommendations and
has modified itsfinancial assistance award processto implement our
recommendations. (Atlanta Regional Office of Audits: ATL-10945-9-0001
and ATL-10946-9-0001)

Audit Reports Unresolved for Over Six Months
Telecommunications Network Grant

A financial assistance audit report, ATL-10378-8-0001 (see September
1998 issue, page 63), found that anonprofit grantee' sfinancial manage-
ment system did not comply with federal standards becauseit did not
provide adequate assurance that only reasonable, allowable, and allocable
costswere claimed. We questioned $298,000 in costs, due mainly to alack
of documentation, and recommended that the Department recover about
$106,000 in excessive grant disbursements. We recently received the audit
resolution proposal and arereviewingit.
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Patent and
Trademark Office

The Patent and Trademark Office
administers the nation’s patent and
trademark laws. Patents are
granted, and trademarks
registered, under a system
intended to provide incentives to
invent, to invest in research, to
commercialize new technology,
and to draw attention to inventions
that would otherwise go unnoticed.
PTO also collects, assembles,
publishes, and disseminates
technological information disclosed
in patents.
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Audit of FY 1998 Financial Statements

For the sixth straight year, the Ol G issued an unqualified opinion on
PTO'sfinancial statements. We commend PTO for its successful
implementation of both OMB Bulletin No. 97-01 and its new cost
accounting system. Our audit identified only one reportable condition,
which related to the general controlsassociated with its Revenue
Accounting and M anagement system (see below).

We recognize PTO’s hard work and commitment to sound financial
management and high-quality, meaningful financial reporting. Asaresult of
the bureau’ s actionstaken during FY 1998 to improveinternal controls,
thereareno longer reportabl e conditionsrel ating to controls over property,
analysisand monitoring of financial information, or timely deposits of cash
receipts.

In performing tests of compliance with applicablelawsand regulations
that have amaterial effect on PTO’sfinancia statements, we found no
instances of noncompliance. (Financial Statements Audits Division: FSD-
10898-9-0001)

Revenue Accounting and Management System
Needs Stronger General Controls

PTO’s data center provides data processing support for the Revenue
Accounting and M anagement system, which isused to processand
account for fees collected. Thesefeestotaled about $890 millionin
FY 1998. As part of its FY 1998 audits of PTO’s and the Department’s
consolidated financial statements, the Ol G conducted areview of the
general controlsassociated with the system. Effective controlsprovide
assurancethat the data used to prepare thefinancial statementsisreliable.

We assessed the general controlsrelated to theintegrity, confiden-
tiality, and availability of information associated with the Revenue
Accounting and Management system. Our review focused on the adequacy
and effectiveness of general controlsinthefollowing areas:. (1) entity-wide
security program planning and management; (2) access contrals; (3) appli-
cation software devel opment and change controls; (4) system software
controls; (5) segregation of duties; and (6) service continuity controls.

Although our review disclosed certain weaknessesin all of these areas,
wedid not identify any instances of unauthorized accessto thefinancial
data. Nevertheless, the weaknesses, if not corrected, could hamper PTO’s
ability to accurately record and report revenues on itsfinancial statements.
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And any adverse effect on PTO's statements could also affect the
Department’s consolidated statements.

We made anumber of recommendationsto addresstheidentified
deficiencies. PTO agreed with our recommendations and has already
initiated corrective actionsin several areas. (Financial Statements Audits
Division: FSD-10898-9-0002)

Minor Internal Control Deficiencies
Found in Bankcard Program

In conjunction with an OI G planto periodically review Commerce
units’ use of bankcards, we conducted an audit of FY 1997 PTO bankcard
transactionsto determine whether purchaseswere madein compliance
with applicablefederal and departmental requirements. During FY 1997,
PTO made more than 4,600 bankcard transactions, totaling nearly
$3.9million.

Our review disclosed minor internal control deficienciesin PTO’s
bankcard program that we believe can be prevented by strengthening
oversight by cognizant agency officials. Specifically, cardholderswere not
always (1) maintaining statement records asrequired, (2) storing cardsina
securelocation, and (3) maintaining training documentation on site. How-
ever, PTO was properly following other program requirements, such as
conducting an annual review of bankcard use and engaging in competitive
bidding when required. Moreover, wefound few instances of split
purchasesto avoid cardholder limits.

Among our recommendationswere that PTO ensure that cardholders
maintai n statements and invoi ce documentation, physically secure cards at
all times, and keep training documentation on site. PTO agreed with our
findings and recommendations. (Business and Trade Audits Division:
BTD-10901-9-0001)

In Brief

Suspension. A patent examiner was suspended for 14 days after an OIG
investigation determined that he had expended official fundsfor an
unauthorized purpose and created the appearance of alossof impartiality
when he ordered atrandlation of aforeign document to assist an applicant
with aninternational patent application while her U.S. patent application
was pending at PTO. The examiner also repaid the government $223 for
the cost of the unauthorized trandation. (Washington Field Office of
Investigations)
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U.S. DEPARTMENT OF COMMERCE

TECHNOLOGY ADMINISTRATION

Technology
Administration

The Technology Administration
serves the needs of technology-
based industry, advocates federal
actions and policies to speed the
transfer of technology from the
laboratory to the marketplace, and
removes barriers for commer-
cializing new technologies by
industry. It includes three major
organizations:

Office of Technology Policy. OTP
works to raise national awareness
of the competitive challenge,
promotes industry/government/
university partnerships, fosters
quick commercialization of federal
research results, promotes
dedication to quality, increases
industry’s access to and partici-
pation in foreign research and
development, and encourages the
adoption of global standards.
National Institute of Standards
and Technology. NIST promotes
U.S. economic growth by working
with industry to develop and apply
technology, measurements, and
standards. NIST manages four
programs: the Advanced Technol-
ogy Program, the Manufacturing
Extension Partnership Program, a
laboratory-based measurement
and standards program, and the
National Quality Program.
National Technical Information
Service. NTIS is a self-supporting
agency that promotes the nation’s
economic growth and job creation
by providing access to voluminous
information that stimulates
innovation and discovery. NTIS
accomplishes this mission through
two major programs: information
collection and dissemination to the
public, and information and
production services to federal
agencies.
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Audit of TA’s FY 1998 Financial Statements

Asit hadinthe past threefiscal years, TA received an unqualified
opiniononitsFY 1998 financial statements. The I PA firm conducting the
audit did not identify any material weaknesses, reportabl e conditions, or
instances of noncompliancewith laws or regul ations.

Wereviewed adraft version of TA'soverview toitsfinancia state-
ments. The bureau has incorporated many of our prior year suggestionsto
strengthen thisintegral component of the statements, and was also
responsiveto our suggestionsfor improving the overview for the FY 1998
statements. We encourage TA to strengthen next year’s discussion of
actual resultsand to continue effortsto improve performance measure-
ment and reporting. (Financial Satements Audits Division: FSC-10872-
9-0001)

Acting IG Testifies on Audit and
Inspection Work at TA Agencies

On February 11, 1999, the Acting Inspector General testified before
the House Science Subcommittee on Technology to discussthe OIG’s
recent audit and inspection work on the Technology Administration’s
programs and operations. He appeared ayear earlier before the same
Subcommittee to discuss TA's FY 1999 budget request (see March 1998
issue, page 63).

Hisrecent testimony focused on OIG work in six areas of TA's
operations:

° NI ST’ sFacilitiesI mprovementsProgram, which includes
renovation and construction of facilitiesat its Gaithersburg,
Maryland, and Boulder, Colorado, locations. The OIG has
concluded that most of NIST’ sfacilitiesplanswerejustified and
necessary and that they had improved markedly in recent years.
Neverthel ess, given the magnitude of these expenditures, itis
essential that NIST, OIG, and Department officials continueto
scrutinize the plansto ensurethat all construction, renovation, and
maintenance plansarefully justified.

° NI ST’sfinancial assistance programs, which we examined
through several approaches, most notably as part of a
Department-wide review of Commerce discretionary funding
programs (see page 6). We had reviewed three NIST programs at
that time and found that they were using appropriate merit-based
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criteriaand competitive proceduresin selecting applicationsfor
funding (see page 68). In addition, in the past year, we completed
29 financial-related audits of first-time recipients of financial
assistance awards under the ATP and M EP programs (see page
71). We a so have begun two performance audits of various

aspects of NIST’sadministration of ATP.

° NIST’sand NTIS ssystemscompliancewith federal Y 2K
requirements. NIST recently reported to the Department that
107 of its 109 mission-critical systemswereY 2K compliant and Technology
that the other 2 systems were scheduled for conversion by the Policy
March 31, 1999, deadline. NTIS, on the other hand, recently
raised its number of noncompliant systemsto 10. The
Department’s Chief I nformation Officer expressed concern about
NTIS sability to repair its systems by the deadline and has taken

stepsto closely monitor the agency’s progress. The OIG plansto
do the same.

Technology
Administration

° TA'simplementation of Gover nment Performanceand
Results Act reguirementsin planning and measuring performance.
Based on our review of the TA agencies' overviewsto their
FY 1998 financia statements, we concluded that the Office of
Technology Policy should continueto refineits performance
measurement and reporting, that NIST continuesto make
improvementsin addressing the formidable challenge of measuring
theresults of itsinvestmentsin science and technol ogy by using
diverse sources of performance data, and that NTIS should
continue to explore methods other than the number of products
for measuring and reporting on its performance.

° NTIS smission and itsfinancial stability, which raise concerns
about whether the organization will have sufficient fundsto cover
its operationsin FY 1999 and beyond. We recommended that TA
commission an outsidereview of NTIS soperationsfor usein
devel oping abusiness plan to address short- and long-term
financial and business problems, and seeking relief from any of its
legidlative mandates, as appropriate (see page 14).

° TheFY 1998 financial statement auditsof TA, NIST, and

NTIS, al of which were expected to receive unqualified opinions,
with no material weaknesses (see pages 66, 68, and 73).
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Audit of NIST's FY 1998 Financial Statements

ThelPA firmissued an unqualified opinion on NIST'sFY 1998
financial statements, representing the sixth straight year of clean opinions.
Thefirm did not identify any material weaknesses, reportable conditions,
or instances of noncompliancewith lawsor regulations.

Inreviewing adraft version of NIST’soverview toitsfinancia
statements, we noted that the bureau had incorporated many of our prior
year suggestionsto strengthen thisintegral component of the statements.
We believethat NIST has made significant progressin its presentation of
performanceresults. NIST management was al so responsive to our
suggestionsfor improving the overview for the FY 1998 and future
statements. (Financial Statements Audits Division: FSC-10868-9-0001)

NIST Discretionary Award Process
Promotes Merit-Based Funding Decisions

The OIG conducted audits of the FY 1997 award criteria, procedures,
and practicesfor soliciting, reviewing, and selecting financial assistance
applicationsunder NIST’s Advanced Technology Program (ATP), Manu-
facturing Extension Partnership (MEP) program, and National Standard
Reference Data System (NSRDS) program as part of its Department-wide
review of Commerce’ sdiscretionary financial assistance programs (see

page6).
Advanced Technology Program

ATPisacost-sharing program designed to help U.S. industry pursue
high-risk technol ogieswith significant broad-based commercial and
economic benefitsfor the nation. The program enables award recipientsto
pursue research and devel opment projectsthat, because they are high-risk,
are unlikely to be devel oped without federal government financial support.

In FY 1997, NIST awarded 64 ATP cooperative agreements from
seven 1997 competitions and 8 additional cooperative agreementsfrom a
1996 competition that were not funded in 1996 due to budget constraints.
NIST also processed 74 renewal s of prior year cooperative agreements. In
total, NIST funded more than $216 millionin FY 1997 ATP awards and
renewals.

Our review found that the criteria, procedures, and practices used by

NIST to solicit, review, and select ATP applications met the Department’s
minimum requirements and were generally adequate to support merit-
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based funding decisions. Specifically, wefound that NIST (1) used merit-
based technical and public palicy criteria, (2) established adequate
proceduresfor reviewing ATP applications, and (3) followed established
proceduresin soliciting, reviewing, ranking, and sel ecting applicationsfor
funding.

At the sametime, weidentified opportunitiesfor improving the
program’s award procedures and practices. We found that NIST had a
minor deficiency in documenting thereview of ATP applications. Although
established procedureswere generally sufficient to provide an independent
and qualified competitive review of each applicant, the program staff failed
to mention 12 proposal s submitted for four ATP competitionsinthe
Source Evaluation Board minutes. Thisissuewas brought to the program
staff’ s attention, and they have revised their proceduresto prevent this
from happening again.

In addition, NIST did not report the correct Catalog of Federal
Domestic Assistance category code number for three new ATP awards
and six award renewal s. We recommended that NIST ensure that al future
ATP cooperative agreement award and renewal actions are reported under
the correct Catalog number. NIST agreed with our recommendation.

Aspart of our review, we al so followed-up on NIST’s handling of
recommendationsincluded in three prior OIG audit reports (see September
1995 issue, page 71; March 1996 issue, page 60; and September 1997
issue, page 48) and aGA O report concerning NI ST’ s administration of the
ATP award selection process. We found that NIST had adequately
addressed the specific audit findings, including itsfailureto (1) document
the basesfor selecting successful proposals, (2) document the rationale by
which Source Evaluation Boards overturned recommendations of proposal
reviewers, (3) adequately track award contingencies, and (4) sufficiently
involve grant office personnel inthe review process. (Denver Regional
Office of Audits: DEN-10960-9-0001)

Manufacturing Extension Partnership Program

The MEP program providesfinancial assistanceto anationwide
network of 75 not-for-profit centersto provide business assistance to small
and medium-sized manufacturers. The MEP-funded centers, located in all
50 states and Puerto Rico, are linked together through NIST, making it
possiblefor even the smallest manufacturers to have access to more than
2,000 manufacturing and business specidists.
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InFY 1997, MEP processed 55 cooperative agreement actions, all
renewals, totaling nearly $79.5 million. Since NIST did not conduct a
competition for new awardsin FY 1997, we focused our review on
FY 1996 competitive criteria, procedures, and practices, including follow-
up on NIST’ sactionsin implementing previous audit report recommenda-
tions, and NIST’s procedures for granting the renewal awardsin FY 1997.

We found that NIST (1) had taken appropriate steps to improveits
M EP center sel ection process, aswe recommended earlier (see September
1994 issue, page 56), (2) used merit-based criteriafor funding decisions,
and (3) followed established proceduresin reviewing, selecting, and
renewing awards.

However, NIST failed inits 1996 solicitation notice to meet the
minimum departmental requirementsfor identifying theintended funding
instrument and discussing the proposal review criteriaand process. NIST
did mitigate thisfailure by mailing supplemental information packagesto
278 interested parties.

Inaddition, all proposal reviewerswere members of the MEP program
staff, asituation that could rai se questions about the independence and
objectivity of the process. We al so noted an additional minor deficiency as
NIST recorded several 1997 MEP award renewals under an incorrect
Catalog of Federal Domestic Assistance code number. As aresult, the
Department received inaccurate datafor tracking awards.

We recommended that NIST ensure that future MEP solicitation
notices meet the Department’ s minimum requirements, invite participants
from outside NIST and the Department to serve as proposal reviewersto
enhance the objectivity of the selection process, and report award renewals
under the correct Catalog number.

NIST agreed with our findings and recommendations and will ensure
that any future MEP center solicitations comply with the minimum
requirementsand will involve outside proposal reviewers. In addition,
NIST will report the proper Catalog category number on all future MEP
award actions. (Denver Regional Office of Audits: DEN-10959-9-0001)

National Standard Reference Data System Program

Under the NSRDS program, NIST offers grants and cooperative
agreementsto academic ingtitutions, nonfederal agencies, and independent
andindustrial laboratories. Theaim of the programisto providecritically
evaluated numerical datato the scientific and technical community ina
convenient, accessibleform.
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In FY 1997, NSRDS processed only one award action—a $57,896
renewal of acooperative agreement initially awarded on acompetitive
basisin 1994. Since NIST did not conduct acompetition for new awards
in FY 1997, wefocused our audit on the FY 1994 competition procedures
and practices. Thiswasthe most recent NSRDS competition, and NIST
does not anticipate conducting any competitionsin the foreseeabl e future.

We found that although NIST devel oped appropriate merit-based
criteriafor evaluating NSRDS applications and followed adequate
procedures and practicesfor selecting awardees, there were four minor
deficienciesinthe solicitation and review processes. Specifically, NIST
(2) failed to comply with departmental guidance by inappropriately
identifying two typesof funding instrumentsinits 1994 solicitation notice,
(2) did not publish annual program noticesin the Federal Register, (3) did
not maintain written records of the findings of one of three proposal
evaluators, and (4) weakened the objectivity of the review process by only
using in-house reviewers. We made recommendationsto correct these
minor deficiencies.

Although there are no current plansto solicit applicationsfor NSRDS
funding, NIST agreed to implement our recommendationsin the event of
future award competitions. (Denver Regional Office of Audits: DEN-
10962-9-0001)

Accounting System Surveys and Audits
of NIST Financial Assistant Recipients

Asnoted in earlier issues of thisreport, the OIG has been performing a
series of accounting system surveysof first-timerecipientsof financial
assistance awards under NIST’s Advanced Technology and Manufacturing
Extension Partnership programs (see, for example, September 1998 issue,
page 70). During this semiannual period, key aspects of our work on NIST
financial assistance programsinvolved conducting surveysand audits of
recipients under ATP. No audits or surveys were performed of MEP
program recipients.

During the period, we reported on eight NI ST-requested audits
performed pursuant to amemorandum of understanding. We conducted
auditsof fivejoint venture partners and three singlerecipients. Initseffort
toimprovethefinancial management of itsmultibillion-dollar ATP
program, NIST requested that we perform seven accounting system
surveys and interim cost audits, and onefinal cost audit of a specific
cooperative agreement. The cooperative agreementswe reviewed averaged
about $2 million each. Accounting system surveysand interim cost audits
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areintended to prevent future problems of noncompliance with theterms
and conditionsof NIST cooperative agreements. Thefinal cost audit
provided information to enable NI ST to close out the agreement ina
timely fashion.

Thesurveysand theinterim cost audits disclosed only minor costs
guestioned and adequate compliancewith NI ST financial requirementsin
all but one case, in which we recommended terminating an agreement for
noncompliance. Thefinal cost audit disclosed significant questioned costs.
(Denver Regional Office of Audits: DEN-10737-9-0001, DEN-10763-9-
0001, DEN-10791-9-0001, DEN-10909-9-0001, DEN-10921-9-0001,
DEN-10934-9-0001, DEN-10980-9-0001, and DEN-11121-9-0001)

NIST Properly Handled Superfund
Interagency Agreement with EPA

Under interagency agreementswith the Environmental Protection
Agency (EPA), NIST conductstechnical research to devel op methodsto
counteract the effects of toxic waste spills. Funds appropriated for these
agreements are made availabl e through the Hazardous Substance Response
Trust Fund, known asthe Superfund, which is used to identify the nation’s
hazardous waste sites, assign prioritiesto therisksthey create, and work to
eliminatethoserisks. During FY 1998, one NIST operating unit—the
Technology L aboratory—received Superfund monies under an interagency
agreement. Thetotal of $862,000 received was obligated during the year.

The Superfund Amendments and Reauthorization Act of 1986
requiresthe OI G to audit all Commerce payments, obligations, reimburse-
ments, and other uses of the Superfund annually to ensurethat it is being
properly administered. During thissemiannual period, we conducted an
audit to determinewhether NI ST had properly managed thefinancial
aspects of the Superfund agreement entered into with EPA during
FY 1998.

We determined that NI ST had accurately accumulated, documented,
and charged the Superfund for reimbursabl e costs under the agreement;
funds had been received in advance for al work performed; the agency
wasin compliancewith therelevant financial provisionsof thelegidation
that created the Superfund and the terms and conditions of the agreement;
and controls over Superfund activitieswere adequate. Asaresult, we
made no recommendations. (Business and Trade Audits Division: BTD-
11485-9-0001)
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Audit of NTIS’s FY 1998 Financial Statements

AnIPA firmissued an unqualified opinionon NTIS'sFY 1998
financial statements. Thefirm did not identify any material weaknessesin
theagency’sinternal control over financial reporting. However, thefirm
did cite onereportable condition and oneinstance of material
noncompliance under FFMIA. These problemsbothinvolved NTIS's
failureto usethe proper U.S. Government Standard General Ledger
accountsto summarize the results of its budgetary transactions. Asa
result, the bureau’ sfinancial management systems do not comply with the
requirementsof FFMIA.

NTIS sunfavorablefinancia position at the end of FY 1998 and prior
year trendsin costs and revenues caused the | PA firm to increase its audit
scope to include proceduresto determine whether the bureau had a*“ going
concern” issuefor FY 1999. After reviewing NTIS sfinancial position and
its FY 1999 annual plan, the firm concluded that the bureau did not have a
going concernissuefor 1999. However, we believe that management
should closely monitor NTIS sfinancial position. If the bureau continues
to post losses at the current rate, it will not have sufficient fundsto sustain
itself. NTIS hasrequested aFY 2000 appropriation of about $2 million.

Inreviewing adraft version of NTIS soverview toitsfinancia
statements, we noted that the bureau had incorporated many of our prior
year suggestionsto strengthen thisintegral component of the statements.
NTIS management was al so responsive to our suggestionsfor improving
the overview for the FY 1998 and future statements. (Financial
Satements Audits Division: FSC-10871-9-0001)
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Financial Statements Audits

The OlGisresponsiblefor performing the annual audit of the
Department of Commerce's consolidated financial statements under the
provisions of the CFO Act, asamended by the Government Management
Reform Act of 1994. During this semiannual period, the Department
prepareditsthird set of consolidated financial statements. Weissued an
unqualified opinion on the consolidated Bal ance Sheet and adisclaimer of
opinion on the consolidating Statements of Net Cost and Changesin Net
Position, and the combined Statements of Budgetary Resources and
Financing (see page 76).

In addition to reporting on the Department’s consolidated financial
statements, weissued individual audit reportson the Department’s
14 reporting entities. Eleven entities (BXA, EDA, ESA/BEA, MBDA,
NIST, NTIA, NTIS, PTO, TA, the Department’s Working Capital Fund,
and its Salaries and Expense Fund) received unqualified opinions on their
financial statements. Two other entities, Censusand NOAA, received
unqualified opinions on their balance sheetswith adisclaimer of opinionon
their remaining statements. The Department’s Franchise Fund received a
disclaimer of opinion on all financial statements. Wedid not audit ITA's
financial statements due to the continued existence of material weaknesses.
Instead, certain procedures were performed to support our audit work on
the Department’s consolidated financial statements.

The Department made significant improvementsin financial
management during FY 1998, as evidenced by the Department and four
bureausreceiving improved audit opinionson their financial statements
(seechart onthefollowing page). In addition, therewasasignificant
reduction in the number of material weaknesses and reportable conditions
at both the Department and bureau levels. Despite theimprovementsin
internal control and the receipt of an unqualified opinion on the consoli-
dated Bal ance Sheet, obtaining an unqualified opinion on al statementswill
not be easy. Until NOAA and Census, whose statements are material to
the Department, receive other than disclaimerson their remaining
statements, the Department will be precluded from receiving an unqualified
opiniononitsFY 1999 consolidated statements.

Section 803 of FFMIA requires agenciesto determine whether they
arein substantial compliance with the act. If not, they are required to
prepare aremediation plan outlining the actions needed to bring them into
substantial compliance within three years. Based in part on our audit of the
FY 1997 financial statements, the Department concluded it wasnot in
substantial compliancewith FFMIA. Accordingly, the Department
devel oped an action plan to correct the material weaknesses and reportable
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Entity

FY 1994

FY 1995

FY 1996

FY 1997

FY 1998

Department

Disclaimer

Disclaimer

Balance Sheet
Unqualified; All Other
Statements Disclaimer

Survey

Disclaimer

Disclaimer

Balance Sheet
Unqualified; Income
Statement Disclaimer

Unqualified

Census

Disclaimer

Balance Sheet
Qualified

Balance Sheet
Qualified; Income
Statement Disclaimer

Balance Sheet
Unqualified; Income
Statement Disclaimer

Balance Sheet
Unqualified; All Other
Statements Disclaimer

Disclaimer

Disclaimer

Disclaimer

Balance Sheet
Qualified; Income
Statement Disclaimer

Unqualified

ESA/BEA

Balance Sheet
Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

Franchise Fund

Disclaimer

Disclaimer

ITA

Disclaimer

Disclaimer

Disclaimer

Disclaimer

MBDA

Survey

Balance Sheet
Unqualified

Unqualified

Unqualified

Unqualified

NIST

Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

NOAA

Disclaimer

Disclaimer

Disclaimer

Balance Sheet
Qualified; Income
Statement Disclaimer

Balance Sheet
Unqualified; All Other
Statements Disclaimer

Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

Balance Sheet
Qualified; Income
Statement Disclaimer

Balance Sheet
Unqualified; Income
Statement Disclaimer

Unqualified

PTO

Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

S&E Fund

Disclaimer

Balance Sheet
Qualified; Income
Statement Disclaimer

Unqualified

Unqualified

TA

Balance Sheet
Unqualified

Unqualified

Unqualified

Unqualified

WCF

Balance Sheet
Unqualified

Unqualified

Unqualified

Unqualified

Unqualified

Note: Definitions of the types of opinions appear on page 104.
* Unaudited - certain agreed upon procedures were performed.
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conditions, with the goa of getting an unqualified opinion onitsFY 1999
financial statements. Each quarter, the Department reportsthe current
status of its corrective actionsto OMB.

In our view, the action plan, along with the quarterly status reportsto
OMB, meetsthe definition of aremediation plan. For the quarter ending
March 31, 1999, the Department planned to reviseits report to OMB to
reflect actions needed to correct material weaknesses and reportable
conditionsidentified inthe FY 1998 financial statementsaudits. The OIG,
under Section 804(b) of FFMIA, isrequired to notify the Congresswhen
the Department does not meet intermediate target datesin the remediation
plan. Wedid not identify any instancesthat would necessitate our notifying
the Congress.

During the FY 1997 and FY 1998 audit cycles, we reviewed the
overview to thefinancia statementsfor the Department and individual
bureaus, providing commentsto management. The overviewsserveasa
link between GPRA and the financia statements. We emphasized the need
toimprove performance measurement and reporting, providing suggestions
whereimprovements could be made. We have al so provided advice and
consultation to the Department on the implementation of GPRA and link-
agetothefinancia statements. The Department’s FY 2000 performance
plan reflected many of our suggestions. The Department was responsiveto
our commentsonitsconsolidated financial statements. In particular, the
Department revised its overview and statement of net cost to improve the
linkage between strategic planning and financial reporting. Senior
Commerce officials should continueto improvefinancial management and
make GPRA implementation one of their top priorities.

Audit of the Department’s FY 1998
Consolidated Financial Statements

The OIG issued an unqualified opinion on the Department’s FY 1998
consolidated Balance Sheet and adisclaimer of opinion on the consoli-
dating Statements of Net Cost and Changesin Net Position, and the
combined Statements of Budgetary Resourcesand Financing. The
disclaimer of opinion onthe FY 1997 financial statements precluded us
fromissuing an opinion onthese FY 1998 financial statementsbecausethe
October 1, 1997, opening financial statement balanceswere not audited.

Although significant improvements have been madein financial
management, further improvementsare needed. Our review of internal
control at the Department for FY 1998 disclosed six material weaknesses,
which involved the need for improvementsin (1) financial management,
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(2) financial systems, (3) controlsover property, (4) controlsover
undelivered orders and accounts payable, (5) controls over grants, and

(6) reconciliations. Thereweretwo other reportable conditions, relating to
needed improvementsin the preparation of the overview and controls over
cash receiptsand accountsreceivable.

The unqualified opinion on the Department’s FY 1998 Bal ance Sheet
represented amarked improvement from the disclaimer of opiniononits
FY 1997 financia statements. There was also areduction of departmental
material weaknesses and reportable conditions, and we did not identify any
new material weaknesses or reportable conditionsat the Department level.

In performing tests of compliance with certain provisionsof applicable
laws and regul ations, we noted several material instances of noncompli-
ance. Specifically, the Department was not in substantial compliancewith
the requirements of FFMIA, in part because it does not meet the require-
mentsfor asingle, integrated financial system. The Department reporting
entitiesdid not fully comply with federal accounting standards, and four
financial systemsdid not meet the requirement of complying withtheU.S.
Government Standard General Ledger at thetransactionlevel. In addition,
our tests of compliance with other applicable lawsand regul ations at the
individual entities disclosed material instances of noncomplianceat ITA
(see page 36) and NOAA (see page51).

The Department concurred with our recommendationsfor corrective
action and will prepare an audit action plan to address them. To achieve an
unqualified opinion in future years, the Department must focus on meeting
threechallenges:

° Although two of the Department’smost significant reporting
entities, NOAA and the Census Bureau, received unqualified
opinionson their Balance Sheets, their four remaining financial
statements received disclaimers of opinion. These entities must
identify and resolve any potential impedimentsin the preparation
and audit of these statements.

° ITA'sFY 1999 financial statementswill be audited. Becausethe
FY 1998 statements were not audited, thiswill constitute, in
essence, afirst year audit. Typically, federal organizationsare not
abletoreceivean opinion on all financia statements on afirst-year
audit.

° Existing material weaknesses at the Department and entity levels

need to be corrected. (Financial Statements Audits Division:
FSD-10899-9-0001)
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Department Is Working to Improve Accuracy
of Reporting on Y2K Compliance Status

Like other governmental and private organi zations, Commerce needs
tofix itsyear 2000 computer problem to ensure that its business operations
arenot disrupted asaresult of theimproper functioning of itscritical
systems. If these systems are not Y 2K compliant, services crucial to our
nation’swell-belng—such asweather forecasting, the 2000 Decennial
Census, economic reporting, export license enforcement, and intell ectual
property protection—could bejeopardized.

InMay 1997, OMB began requiring federal agenciesto file quarterly
reportson their progressin making critical systemsY 2K compliant. In
November 1998, Commerce reported that 80 percent (367 of 458) of its
critical systemswere compliant. In February, after our report was
completed, Commerce reported that 86 percent of itscritical systemswere
compliant and that 97 percent were expected to be compliant by the
March 31, 1999, deadline set by OMB.

Aspart of aseriesof OIG reviewsfocusing on the Department’s Y 2K
Conversion Program, we examined whether the number of compliant sys-
temsreported to OMB accurately reflected the status of the Department’s
systems. Weidentified several deficienciesthat diminished the accuracy of
the Department’ sreporting:

° Thereported number of compliant systemswasmisleading.
This number was biased by acombination of factors: in some
cases, bureaus reported systems to be compliant that were not; in
other cases, bureausincluded non-critical systemsthat were easily
made compliant.

° Critical systemswerenot properly identified. The bureaus may
not have adequately performed acriticality assessment and have
had difficulty identifying their critical systems. Five of the
14 systems we assessed were not critical.

° Evidenceislacking to validate compliance. When we asked the
bureaus for test documentation to substantiate that systemswere
compliant, very little documentation was avail ablefor 8 of the
14 systems.

We are concerned that the inaccurate statistics on compliant systems

can givetheimpression that the bureaus are making significant progress
whenthemost difficult Y 2K conversionsmay still remain.
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Commerce has begun addressing itsweaknesses, asidentified by both
the OI G and the Department’s Chief Information Officer, by emphasizing
sound business management practicesinits Y 2K Conversion Program and
establishing aprocessfor vaidating compliance. Thiseffort should
increase confidence that the bureaus’ most critical systemsare selected for
Y 2K conversion, complianceis substantiated, and officiasreceivethe
statusinformation they need to managetheir Y 2K programs.

To reinforce the Department’s actions, we recommended that it ensure
that (1) the bureausprioritizetheir Y 2K effortsby identifying and focusing
resources on the most critical systemswithin core businessfunctionsthat
havethe greatest risk of Y 2K failures, (2) the bureaus comply with the
reguirementsto provide test documentation for compliant systemsand
have operating unit heads attest that systems are compliant, (3) special
efforts are taken to ensure the accuracy and completeness of the Depart-
ment’s quarterly report to OMB, and (4) progress of the most critical,
high-risk systemsis monitored through frequent Department reviews.

The Department agreed with our findingsand said it would implement
two of our four recommendations. Asfor the other two, it suggested
alternative courses of action that we considered responsiveto the
recommendations. (Office of Systems Evaluation: OSE-10924)

Audit of the WCF’s and S&E Fund’s
FY 1998 Financial Statements

AnIPA firmissued an unqualified opinion onthe FY 1998 financial
statements of General Administration’s Working Capital Fund (WCF) and
Salaries and Expenses (S& E) Fund. One management team operates both
funds under the sameinternal control structure and procedures for
compliance. The | PA firm did not identify any material weaknesses, but
did identify two reportable conditionsin WCF and S& E’sinternal control
over financial reporting. They involved the need for improved controls
surrounding the Financial Accounting and Reporting System and property.

Concerning thefirst reportable condition, an FY 1997 OIG review
performed at the Department’s Office of Computer Servicesidentified
several issuesrelating to the general controls surrounding the mainframe
system used to process FARS. The mgjority of these issueswere not
corrected during FY 1998. Therefore, the | PA firm considers theseissues
to be areportable condition to WCF and S& E because FARS processes
thefinancial information used in preparing thetwo agencies’ financia
statements. However, the reportable condition is not under the control of
WCF and S& E management.
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The second condition relates to problemsin the WCF and S& E
property retirement processthat resulted in discrepancies between the
subsidiary property ledger and the capitalized property recordsinthe
FARS accounting system. Because these discrepancies dealt with
property that wasfully depreciated, theimpact on thefinancial
statements was not material. However, corrections should be madeto
bring the ledger and FARS into agreement.

Thefirm alsoidentified oneinstance of material non-compliance
with lawsand regulationsrelated to FFMIA. Specifically, FARS doesnot
mai ntai n sufficient commonality of dataelementsand transactions
processing to ensuretimely, accurate, and effectivefinancial reporting,
asrequired by federal guidance.

Inreviewing adraft of the overviewsto WCF sand S& E'sfinancial
statements, we found that the agencies had incorporated many of our
prior year suggestionsfor improving the clarity and conciseness of the
overview. Management was al so responsive to our comments on the
FY 1998 overviews. WCF and S& E should strengthen discussion of
performance, such as by providing comparisons of actual resultsto
benchmarks and explanations of variances. (Financial Satements
Audits Division: FSC-10873-9-0001)

Audit of the Franchise Fund’s
FY 1998 Financial Statements

AnIPA firmissued adisclaimer of opinion onthe FY 1998 Balance
Sheet of General Administration’s Franchise Fund because of
deficienciesin the Fund's accounting records and internal control over
financial reporting, aswell asthe unknown financial impact of an
ongoing review of certain aspects of its procurement process. The
Fund’sremaining financial statementswere not audited, having been
excluded from the scope of the audit because of the effects of the
previousyear’sdisclaimer of opinion.

Despite the contractor’sdisclaimer of opinion, the Fund’s
management and staff have made progress sincethe previousyear's
audit. The FY 1997 audit identified four material weaknesses and two
other reportable conditions, whereasthe FY 1998 audit had only one
material weakness and three other reportabl e conditions. The material
weaknessinvolved the need for improvement in controls surrounding
accounts payable and year-end estimated expenses. The other reportable
conditions dealt with needed improvementsin controls over thefinancial
accounting and reporting system, accounts receivable and collections,
and therecording and documentation of fixed assets.
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ThelPA firm a so identified oneinstance of material non-compliance
with laws and regulationsin that the Fund’ sfinancial management system
was not in substantial compliance with federal financial systemsrequire-
ments. We al so reviewed and commented on adraft version of the Fund's
overview toitsFY 1998 financia statements. Fund management was
responsiveto our observationsand recommendationsand indicated its
plansto make additional revisionsto strengthen itsfuture overviews.
(Financial Satements Audits Division: FSC-11029-9-0001)

Office of Security Needs to Improve
Planning and Procedures As It Reorganizes

Real and perceived lapsesin security involving aformer political
appointee brought agreat deal of attention to the management of security
at Commerce. To restore any loss of confidence in the Department’s
security program, Secretary Daley called for bothinternal and external
reviews of security operations. These reviews concluded that the
Department’s entire security function should be strengthened.

The Secretary responded by establishing ahigh-level position of
Deputy Assistant Secretary for Security and ordering the consolidation of
nearly all departmental security personnel who wereformerly employed by
various Commerce bureaus and operating units. A phased implementation
of this consolidation beganin August 1998.

At the request of the new Deputy Assistant Secretary for Security, the
OIG conducted areview of the Office of Security’sadministrative
operationsto help identify problemsthat could be solved asthe office
undergoesits reorgani zation. We al so assessed the office' sreadinessto
take on an expanded role in the security of the Department’s bureaus.

We found a dedicated security management team and staff who were
working hard to redefine rel ationshi pswith the bureaus and to improve the
office's effectiveness. For example, the Department reduced its number of
security clearances by 27 percent between August 1997 and February
1998, and has established asystem of periodic, unannounced reviews of
security practicesand regularly scheduled inspections of Commerce offices
that handle classified information.

Despitethisprogress, wefound several operational and administrative
problemsthat could reduce the efficiency and effectiveness of the Office
of Security asit consolidates and takes on new administrative responsi-
bilities. To addressthese problems, we recommended, among other things,
that the office (1) compl eteits consolidation plansfor the Department’s
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field security functions; (2) reviseitsdraft organizational plan so that the
budget and admini strative operations functions report asone entity to
senior officials; (3) draft aninformation technology plan that considersa
full range of practical applicationsto maximizethe use of officeresources,
(4) implement incident tracking softwareto help track, record, and analyze
incidents Department-wide; (5) increasethe pool of special agentsavailable
for protecting the Secretary; and (6) assess all optionsthoroughly before
selecting acentral inventory control system.

In responseto our report, the Office of Security identified stepsthat it
was taking to comply with theintent of most of our recommendations.
(Office of Inspections and Program Evaluations. 1PE-11331)

Classified Document Tracking
System Needs Improvements

During our review of Office of Security functions, weidentified
severa vulnerabilitiesin the Department’ sclassified documentstracking
system that could allow unauthorized individual s accessto the system.
Because of the sensitivity of theseissues, we decided to deal withthemin
aseparate report, in which we discussed the i ssues and made recom-
mendationsfor correcting them. (Office of Inspections and Program
Evaluations: |PE-11630)

In Brief

Settlement. In December 1998, the U.S. Treasury received $2.25 million
from amajor government contractor under the Defense Department’s
Voluntary Disclosure Program, resulting from the company’searlier
disclosurethat its automated inventory system contained adefect that
caused delivery of reworked computer equipment or parts under contracts
awarded by the Departments of the Army, the Navy, the Air Force, and
Commerce. The payment included $92,000 in damages and accrued
interest allocableto several NOAA and Census contracts. In support of the
Justice Department’sinvestigation of the disclosure, the Ol G identified
noncompliant parts delivered on the Commerce contracts and recom-
mended an appropriate discount figure for cal culating the damages.
(Financial Fraud Unit)

Demotion. An Office of Administration employeewas demoted and
removed from hisresponsibilities asacontracting officer’stechnical
representative after an Ol G investigation reveal ed that he had borrowed a
substantial amount of money from a contract employee working on the
contract for which he served astechnical representative. In addition, we
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established that he had lied in asworn statement givenin aprior
investigation in which he denied ever borrowing money from acontract
worker. The employee had been previously disciplined for engaging in
improper financial dealingswith the contractor and for misusing govern-
ment time and equi pment. (Washington Field Office of I nvestigations)

Federal Managers’ Financial Integrity Act

Under the Federal Managers' Financial Integrity Act of 1982 (Public
Law 97-255), executive agency heads are required to report annually to
the President and the Congress on the adequacy of their accounting and
management control systems. The annual report identifiesmaterial
weaknesses and actions being taken to correct them.

Personnel from the OIG and the Department’s Office of the CFO
work together to assist bureausin identifying their material weaknesses.
For 1999 the Secretary reported the four material weaknesses listed below,
all of which werereported in previousyearsand all of which areon our list
of thetop 10 management challengesfacing the Department. Although
progress has been made in each of these areas, they remain areas of
serious concern for the Department.

° M odernization of the National Weather Service (NOAA).

° Development of aplanto explore alternative ways of meeting
marine and aeronautical datagathering needs(NOAA).

° Financia Systems (Department-wide).

° Management of the Design and |mplementation of the 2000
Decennia Census(Census).

Preaward Financial Assistance Screening

We continueto work with the Office of Executive Assistance
Management, NOAA and NIST grant offices, and EDA program officesto
screen all of the Department’ s grants, cooperative agreements, and loan
guarantees before award. Our screening (1) providesinformation on
whether the applicant has unresol ved audit findings and recommendations
on earlier awards, and (2) determines whether aname check or investi-
gation hasrevealed any negative history on individuals or organizations
connected with aproposed award.
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During this period, we screened 671 proposed awards. On 12 of these
awards, we found that the required information for name checks had not
been provided, and/or that there was adverse information in the name
check filethat required usto obtain and review additional information. All
the concerns were satisfactorily resolved and the awards were subse-
guently made. (Office of Audits)

Preaward Screening Results
Results Number Amount
Awards denied/delayed 12 $80,185,673
Special award conditions 0 0
Cost reimbursement basis 0 0
Indirect Cost Reviews

OMB hasestablished apolicy whereby asinglefederal agency is
responsiblefor the review, negotiation, and approval of indirect cost rates
for public and private entitiesreceiving fundsunder variousfederal
programs. Normally, the federal agency providing the most direct funding
to an entity isdesignated asits cognizant agency. OMB has designated
Commerce asthe cognizant agency for 280 economic devel opment
districts, aswell asanumber of state and local government units. From
timetotime, the Department also hasoversight responsibilitiesfor other
recipient organizations. The Department has authorized the OIG to
negotiateindirect cost ratesand review cost alocation planson its behalf.
The OIG reviews and approves the methodol ogy and principlesusedin
pooling indirect costs and establishing an appropriate basefor distributing
those costs to ensure that each federal, state, and local program bearsits
fair share.

During this period, we negotiated 19 indirect cost rate agreementswith
non-profit organi zations and governmental agencies, and reviewed and
approved 28 cost allocation plans. We al so provided technical assistanceto
recipients of Commerce awards regarding the use of rates established by
other federal agenciesand their applicability to our awards. Further, we
haveworked closely with first-timefor-profit recipients of Commerce
awardsto establishindirect cost proposal sthat are acceptablefor OIG
review. (Atlanta Regional Office of Audits)
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Nonfederal Audit Activities

In addition to Ol G-performed audits, the Department’sfinancial
assistance programs are audited by state and local government auditorsand
by independent public accountants. OMB Circular A-133, Audits of Sates,
Local Governments, and Non-Profit Organizations, sets forth the audit
reguirementsfor most of these entities. Entitiesthat are for-profit
organizations and receive ATP fundsfrom NIST are audited in accordance
with Government Auditing Standards and NI ST Program-Specific Audit
Guidelinesfor ATP Cooperative Agreements, issued by the Department.
(Before June 30, 1996, when the requirements for nonfederal audits were
consolidated in the new OMB Circular A-133referenced above, such
audits were subject to the requirements of Circular A-128, Audits of Sate
and Local Governments, and the former Circular A-133, Audits of
Institutions of Higher Education and Other Non-Profit Institutions. Some
of the audits discussed bel ow were conducted in accordance with these
earlier circulars.)

We examined 288 audit reports during this semiannual period to
determine whether the reports contained audit findings on any Department
programs. For 129 of these reports, the Department acts as cognizant
agency and monitorsthe auditee'scompliance with the applicable OMB
circularsor the NIST program-specific reporting requirements. The other
159 reportsare from entitiesfor which other federal agencieshave
oversight responsibility.

ATP

OMB Program-

A-133 Specific
Report Category Audits Audits Total
Pending (October 1, 1998) 30 31 61
Received 296 89 385
Examined 248 40 288
Pending (March 31, 1999) 78 80 158
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The following table shows a breakdown by bureau of the $270 million

in Commercefundsaudited.

Bureau Funds
EDA $78,176,365
ITA 1,229,915
MBDA 1,350,112
NIST 97,105,576°
NOAA 78,220,777
NTIA 7,809,342
Agency not identified 6,996,318
Total $270,888,405

& Includes $57,565,897 in ATP program-specific audits.

Weidentified atotal of $2,507,316 in questioned costs. In most
reports, the Department’s programs were considered nonmajor, resulting in
limited transaction and compliance testing against laws, regulations, and
grant terms and conditions. The 17 reportswith Commercefindingsare
listed in Appendix B-1. (Atlanta Regional Office of Audits)
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INDEX

The Inspector General Act of 1978, as amended (1988), specifies reporting requirements for
semiannual reports. The requirements are listed below and indexed to the applicable pages.

Section Topic Page

4(a)(2) Review of Legislation and Regulations

5()(1) Significant Problems, Abuses, and Deficiencies

5(@)(2) Significant Recommendations for Corrective Action

5()(3) Prior Significant Recommendations Unimplemented

5(a)(4) Matters Referred to Prosecutive Authorities

5(a)(5) and 6(b)(2) Information or Assistance Refused

5(a)(6) Listing of Audit Reports

5(@)(7) Summary of Significant Reports

5(a)(8) Audit Reports—Questioned Costs

5(@)(9) Audit Reports—Funds to Be Put to Better Use

5(a)(10) Prior Audit Reports Unresolved

5(@)(11) Significant Revised Management Decisions

5(@)(12) Significant Management Decisions with Which the OIG Disagreed 90

The OIG is also required by section 804(b) of the Federal Financial Management Improvement Act of 1996
to report on instances and reasons when an agency has not met the dates of its remediation plan. This matter
is discussed on page 74.
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Section 4(a)(2): Review of Legislation
and Regulations

This section requiresthe Inspector General of each agency to review
existing and proposed | egislation and regulationsrel ating to that agency’s
programs and operations, and to make recommendationsin the semiannual
report concerning theimpact of such legidation or regulationson the
economy and efficiency inthe administration of programsand operations
administered or financed by the agency or on the prevention and detection
of fraud and abuse in those programs and operations. Recommendations
on legidativeor regulatory initiatives affecting Commerce programsare
discussed in rel evant sections of thereport.

Section 5(a)(3): Prior Significant
Recommendations Unimplemented

Thissection requires anidentification of each significant
recommendation described in previous semiannual reportsonwhich
corrective action has not been completed. Section 5(b) requiresthat the
Secretary transmit to the Congress statistical tablesfor audit reportsfor
which no final action has been taken, plus a statement that includes an
explanation of the reasonsfinal action has not been taken on each such
audit report, except when the management decision was made withinthe
preceding year.

Toincludealist of all significant unimplemented recommendationsin
thisreport would be duplicative, costly, unwieldy, and of limited valueto
the Congress. Any list would have meaning only if explanations detailed
whether adequate progressis being made to implement each agreed-upon
corrective action. Also, asthissemiannual report isbeing prepared,
management isin the process of updating the Department’s Audit Tracking
System as of March 31, 1999, based on semiannual status reports due
from the bureausin mid-April. An accurate database istherefore not
availableto the OI G for reference here. However, additional information
on the status of any audit recommendations may be obtained through the
OIG'sOffice of Audits.
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Sections 5(a)(5) and 6(b)(2): Information
or Assistance Refused

These sections require asummary of each report to the Secretary
when access, information, or assistance has been unreasonably refused or
not provided. There were no such instances during this semiannual period,
and no reports to the Secretary.

Section 5(a)(10): Prior Audit Reports Unresolved

This section requires asummary of each audit report issued before the
beginning of the reporting period for which no management decision has
been made by the end of the reporting period (including the date and title
of each such report), an explanation of the reasons such management
decision has not been made, and a statement concerning the desired
timetabl e for achieving amanagement decision on each such report.

Asof March 31, 1999, two performance audits and two financial
assistance auditswerein this category, as discussed bel ow.

Performance Audits

Thetwo NOAA unresolved reports addressthe bureau’slight aircraft
operations and NMFS'slaboratory structure. These reports are discussed
on page 60.

Financial Assistance Audits

Thetwo unresolved auditsrelate to financial assistance awards made
by NOAA and NTIA. Audit resolution proposal s have been submitted;
however, the OIG and the two bureaus were not able to resolve the reports
on atimely basis. Additional details are presented on pages 60 and 63.

Section 5(a)(11): Significant Revised
Management Decisions

This section requires adescription and explanation of the reasonsfor
any significant revised management decision made during the reporting
period. Department Administrative Order 213-5, Audit Resol ution and
Follow-up, provides proceduresfor revision of amanagement decision.
For performance audits, the OlG must be consulted and must approve, in
advance, any modification to an audit action plan. For financial assistance
audits, the OIG must concur with any decision that would change the audit
resolution proposal in responseto an appeal by therecipient.
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During the reporting period, three modifications were submitted to the
OIG for review. The modifications did not involveissueswith current
significance, and the OI G concurred with the proposed adjustments.

The decisionsissued on the three appeal s of audit-related debtswere
finalized with thefull participation and concurrence of the OIG.

Section 5(a)(12): Significant Management
Decisions with Which the OIG Disagreed

Thissection reguiresinformation concerning any significant manage-
ment decision with which the Inspector General isin disagreement.

Department Administrative Order 213-5 provides proceduresfor the
elevation of unresolved audit recommendationsto higher level s of
Department and Ol G management, including an Audit Resolution Council .
During this period, no audit issueswere referred to the Council.
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Audit

Statistical Highlights
Questioned costs this period ...........ccccceeeiiniiiiiiiiiieeeen. $3,759,051
Value of audit recommendations made
this period that funds be put to better use ........................ $6,314,806
Value of audit recommendations agreed
to this period by management ............ccccceeeieniiiiiiiiiiinnns $9,077,291

Investigative

Statistical Highlights
N (151 £ SUPPPTTPN: 2
Indictments and iINfOrmMations ............ccccceviiiiee i 3
(O70] 01V, o3 170 ] o ISP 3
Personnel aCtiONS™ ........cooiiiiiiiiie e 8
Administrative actionNS*™ .......cccooiiiiiiiiiice e 5
Fines, restitutions, judgments, and other civil
and administrative reCOVENIES ........uuuviviiiiiiiiiciiee e e ee e, $99,020
Savings and avoidance of unnecessary expenditures ............. $28,759

* Includes removals, suspensions, reprimands, demotions, reassignments, and resignations
or retirements in lieu of adverse action.

** |ncludes actions to recover funds, new procedures, and policy changes that result from
investigations.

Allegations Processed

by OIG Investigators

Accepted for investigation ...........cccceevveieeeiiiieneens 21
Referred to operating Units ..........cccceeevvveeiiiieeenns 28
Evaluated but not accepted for

investigation or referral ...........cccccoeevieiiiiine e, _57
TOLAL .o 106

Numerous other allegations and complaints were forwarded to the
appropriate federal and nonfederal investigative agencies.

OIG HOTLINE
Telephone: (202) 482-2495 or (800) 424-5197
Internet E-Mail:  oighotline@doc.gov
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TABLES

1. Audits with Questioned Costs

2. Audits with Recommendations That Funds Be Put to Better Use

3. Preaward Contract Audits with Recommendations That Funds Be Put to Better Use

4. Postaward Contract Audits with Questioned Costs

APPENDIXES

A. Office of Inspector General Reports

A-1. Performance Audits

A-2. Inspections

A-3. Financial Statements Audits

A-4. Financial Assistance Audits

. Processed Reports

B-1. Processed Financial-Related Audits

DEFINITIONS

The term questioned cost refers to a cost that is questioned by the OIG because of (1) an alleged violation of a
provision of a law, regulation, contract, grant, cooperative agreement, or other agreement or document governing the
expenditure of funds; (2) a finding that, at the time of the audit, such cost is not supported by adequate documentation;

or (3) a finding that an expenditure of funds for the intended purpose is unnecessary or unreasonable.

The term unsupported cost refers to a cost that, at the time of the audit, is not supported by adequate documentation.

Questioned costs include unsupported costs.

The term recommendation that funds be put to better use refers to a recommendation by the OIG that funds could
be used more efficiently if Commerce management took action to implement and complete the recommendation,
including (1) reductions in outlays; (2) deobligation of funds from programs or operations; (3) withdrawal of interest
subsidy costs on loans or loan guarantees, insurance, or bonds; (4) costs not incurred by implementing recommended
improvements related to Commerce, a contractor, or a grantee; (5) avoidance of unnecessary expenditures identified in

preaward reviews of contracts or grant agreements; or (6) any other savings that are specifically identified.

92

The term management decision refers to management’s evaluation of the findings and recommendations included in

the audit report and the issuance of a final decision by management concerning its response.
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Table 1. Audits with Questioned Costs

Questioned |[Unsupported
Report Category Number Costs Costs

A. Reports for which no management decision had been
made by the commencement of the reporting period 25 $8,426,122 $1,180,456

. Reports issued during the reporting period 24 3,759,051 2,413,548

Total reports (A+B) requiring a management decision
during the reporting period 49 12,185,173 3,594,004

. Reports for which a management decision was made
during the reporting period 7,815,608 1,224,292

i. Value of disallowed costs 3,455,987 1,216,862

ii. Value of costs not disallowed 4,601,309 8,718

. Reports for which no management decision had been
made by the end of the reporting period $4,369,565 $2,369,712

Notes and Explanations:
In Category C, line i contains two reports that had disallowed costs identified during the resolution process.

In Category C, lines i and ii do not always equal the total on line C since resolution may result in values greater
than the original recommendations.

Three audit reports included in this table are also included in the reports with recommendations that funds be
put to better use (see Table 2). However, the dollar amounts do not overlap.

No postaward contract audits are included in this table; instead, any such audits are listed in Table 4.
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Table 2: Audits with Recommendations
That Funds Be Put to Better Use

Report Category Number Value

A. Reports for which no management decision had been made by the
commencement of the reporting period $21,509,863

B. Reports issued during the reporting period 6,314,806

Total reports (A+B) requiring a management decision during the
reporting period 27,824,669

. Reports for which a management decision was made during the
reporting period 5,793,665

i. Value of recommendations agreed to by management 5,340,039

ii. Value of recommendations not agreed to by management 471,626

. Reports for which no management decision had been made by the
end of the reporting period $22,031,004

Notes and Explanations:

In Category C, line i contains one report that had funds to be put to better use identified during the resolution
process.

In Category C, lines i and ii do not always equal the total on line C since resolution may result in values greater
than the original recommendations.

Three audit reports included in this table are also included in the reports with questioned costs (see Table 1).
However, the dollar amounts do not overlap.

No preaward contract audits are included in this table; instead, any such audits are listed in Table 3.
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Table 3: Preaward Contract Audits with Recommendations
That Funds Be Put to Better Use

Report Category Number Value

A. Reports for which no management decision had been made by the
commencement of the reporting period $521,265

B. Reports issued during the reporting period

Total reports (A+B) requiring a management decision during the
reporting period 521,265

. Reports for which a management decision was made during the
reporting period 521,265

i. Value of recommendations agreed to by management 281,265

ii. Value of recommendations not agreed to by management 240,000

iii. Value of reports on proposals that were not awarded contract

. Reports for which no management decision had been made by the
end of the reporting period

Notes and Explanations:
Preaward audits of contracts include results of audits performed for the OIG by other agencies.

When there are multiple proposals for the same contract, we report only the proposal with the lowest dollar value
for funds to be put to better use; however, in Category C, lines i-ii, we report the value of the awarded contract.

In Category C, lines i-iii do not always equal the total on line C since resolution may result in values greater
than the original recommendations.
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Table 4: Postaward Contract Audits
with Questioned Costs

Report Category

Number

Questioned
Costs

Unsupported
Costs

A.

Reports for which no management decision had been
made by the commencement of the reporting period

. Reports issued during the reporting period

Total reports (A+B) requiring a management decision
during the reporting period

. Reports for which a management decision was made

during the reporting period

i. Value of disallowed costs

ii. Value of costs not disallowed

. Reports for which no management decision had been

made by the end of the reporting period

96

Notes and Explanations:

As noted in the September 1997 issue (page 58), the OIG transferred certain audit-related activities to the
Department’s contracting officers, allowing them to request audits directly from the cognizant audit offices. As a
result, data on contract audit savings is now maintained by the cognizant audit office rather than by the OIG.
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Appendix A. Office of Inspector General Reports

Type Number Appendix

Performance Audits 22 A-1

Inspections 10 A-2

Financial Statements Audits 16 A-3

Financial Assistance Audits 14 A-4

Total 62

Appendix A-1. Performance Audits

Funds to
Be Put to
Subject Number Better Use

Defense Adjustment Assistance Program Is Well DEN-9806-9-0001
Focused

Internal Controls Over Denver Bankcard Purchases DEN-11030-9-0001
Need Improving

US&FCS Belgium Needs to Make Organizational BTD-10595-9-0001
Modifications to Maximize Export Promotion Efforts

US&FCS European Union Mission Should Develop BTD-10588-9-0001
a Europe-wide Commercial Strategy

US&FCS South Korea Needs to Augment Effective BTD-10221-9-0001
Program with Stronger Internal Controls

US&FCS Portugal Is Effectively Providing Services, BTD-10594-9-0001
But Should Strengthen Program Management

The American Institute in Taiwan Commercial BTD-10220-9-0001
Section Needs to Place Greater Emphasis on Trade
Promotion and Improve Internal Controls

US&FCS American Business Center Program BTD-10957-9-0001
Funding Decisions Were Merit Based, CFDA No.
11.115
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Appendix A-1. Performance Audits — Continued

Subject

Number

Funds to
Be Put to
Better Use

NESDIS’s Research in Remote Sensing of the Earth
and Environment Program Awards Were Not
Competitively Selected, CFDA No. 11.440

ATL-10944-9-0001

NMFS’s Cooperative Science and Education
Program Awards Were Not Competitively Selected,
CFDA No. 11.455

STL-10951-9-0001

NMFS'’s Habitat Conservation Program Awards
Were Not Competitively Selected, CFDA No. 11.463

STL-10953-9-0001

NMFS’s Unallied Management Projects Program
Awards Were Not Competitively Selected, CFDA
No. 11.454

STL-10952-9-0001

NMFS'’s Unallied Science Program Awards Were
Not Competitively Selected, CFDA No. 11.472

STL-10947-9-0001

NOS’s Ocean Resources Conservation and
Assessment Program Awards Were Not
Competitively Selected, CFDA No. 11.426

ATL-11084-9-0001

NWS's Hydrologic Research Program Awards Were
Not Competitively Selected, CFDA No. 11.462

ATL-11140-9-0001

Public Telecommunications Facilities Program
Award Process Promotes Merit-Based Decisions,
But Process Needs More Discipline

ATL-10945-9-0001

Telecommunications and Information Infrastructure
Assistance Program Award Process Promotes Merit-
Based Decisions, But Process Needs More Discipline

ATL-10946-9-0001

PTO

Minor Internal Control Deficiencies Found in
Bankcard Program

BTD-10901-9-0001

98

TA-NIST

NIST Properly Tracked FY 1998 Superfund Charges
to the Environmental Protection Agency

BTD-11485-9-0001

Advanced Technology Program Award Process
Promotes Merit-Based Decisions, CFDA No. 11.612

DEN-10960-9-0001

Manufacturing Extension Partnership Program
Award Process Promotes Merit-Based Decisions,
CFDA No. 11.611

DEN-10959-9-0001

National Standard Reference Data System Program
Award Process Promotes Merit-Based Decisions,
CFDA No. 11.603

DEN-10962-9-0001
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Appendix A-2. Inspections

Subject

Number

Funds to
Be Put to
Better Use

Data Capture System 2000 Requirements and
Testing Issues Caused Dress Rehearsal Problems

OSE-10846

Interagency Agreements Require Improvements

IPE-10523

Seattle USEAC Is Providing Its Clients Excellent
Service, but Some Improvements Are Needed

IPE-11007

Management Improvements Needed to Better
Prepare for the Export Challenges of the 21st
Century

IPE-9904

NWS Requires Better Management and Oversight of
Interagency and Other Special Agreements

IPE-10417

Proposed NPOESS Preparatory Project Reduces
Operational Risk, but Excludes Demonstration of
Critical Ozone Suite

OSE-11103

Supercomputer Acquisition Had Inadequate
Assurance of Funding and Unclear Provisions for
Advanced Payments

OSE-10969

March 1999

Department Is Working to Improve Accuracy of
Reporting Y2K Compliance Status

OSE-10924

Office of Security Needs to Improve Planning and
Procedures As It Reorganizes

IPE-11331

Vulnerabilities in the Department’s Classified
Document Tracking System Need to Be Corrected

IPE-11630
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Appendix A-3. Financial Statements Audits

Subject

Number

Funds to
Be Put to
Better Use

Financial Statements for FY 1998

FSC-10864-9-0001

Financial Statements for FY 1998

FSD-10997-9-0001

ESA's and BEA’s Combined Financial Statements
for FY 1998

FSC-10863-9-0001

Census’s Financial Statements for FY 1998

FSC-10865-9-0001

Financial Statements for FY 1998

FSC-10866-9-0001

Financial Statements for FY 1998

FSC-10867-9-0001

Financial Statements for FY 1998

FSC-10869-9-0001

Financial Statements for FY 1998

FSC-10870-9-0001

General Administration’s Franchise Fund’s FY 1998
Financial Statements

FSC-11029-9-0001

General Administration’s WCF and S&E Fund’s
FY 1998 Financial Statements

FSC-10873-9-0001

Department of Commerce’s Consolidated Financial
Statements as of September 30, 1998

FSD-10899-9-0001

Financial Statements for FY 1998

FSD-10898-9-0001

Revenue Accounting and Management System -
General Controls Review

FSD-10898-9-0002

100

TA's Financial Statements for FY 1998

FSC-10872-9-0001

NIST’s Financial Statements for FY 1998

FSC-10868-9-0001

NTIS’s Financial Statements for FY 1998

FSC-10871-9-0001
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Appendix A-4. Financial Assistance Audits

Auditee

Number

Questioned
Costs

Unsupported
Costs

Funds to
Be Put to
Better Use

Bonneville County
Technology Park, 1D

STL-10482-9-0001

$15,377

$15,377

$131,985

City of Kansas City, KS

DEN-9652-9-0001

32,864

City of Homestead, FL

ATL-10730-9-0001

City of Pittsburg, KS

DEN-10587-9-0001

Texas Engineering
Extension Service

DEN-10586-9-0001

194,129

West Virginia High
Technology Consortium
Foundation

ATL-10634-9-0001

358,199

TA-NIST

Apex Medical, Inc., MA

DEN-10921-9-0001

10/98

Precision Castparts
Corporation, OR

DEN-10737-9-0001

10/98

The East Development
Group, Inc., MA

DEN-11121-9-0001

10/98

IBIS Associates, Inc., MA

DEN-10909-9-0001

11/98

U.S. Surgical Corporation,
CT

DEN-10980-9-0001

12/98

Scientific Measurement
Systems, Inc., TX

DEN-10763-9-0001

01/99

15,132

2,260,802

GenPharm International,
Inc., CA

DEN-10791-9-0001

03/99

504,465

307,236

MultiCell Associates, Inc.,
RI

DEN-10934-9-0001

03/99

45,430

3,212

Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.
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Appendix B. Processed Reports

The Office of Inspector General reviewed and accepted 288 financial-related audit reports
prepared by independent public accountants and local, state, and other federal auditors.
The reports processed with questioned costs, recommendations that funds be put to better
use, and/or nonfinancial recommendations are listed in Appendix B-1.

Agency Audits

Economic Development Administration

International Trade Administration

Minority Business Development Agency

National Institute of Standards and Technology

National Oceanic and Atmospheric Administration

National Telecommunications and Information Administration

Multi-Agency

Agency Not Identified

Total

* Includes 40 ATP program-specific audits.
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Appendix B-1. Processed Financial-Related Audits

Auditee

Number

Questioned
Costs

Unsupported
Costs

Funds to
Be Put to
Better Use

Del Norte Economic
Development Corporation, CA

ATL-9999-9-1009

$145,667

Town of Troy, NC

ATL-9999-9-1029

14,553

California Association for Local
Economic Development

ATL-9999-9-1039

12,059

12,059

City of Chula Vista, CA

ATL-9999-9-1040

11,727

City of Waterville, ME

ATL-9999-9-1070

Kittitas-Yakima Economic
Resource Development District,
WA

ATL-9999-9-1107

City of Savannah, GA

ATL-9999-9-1137

02/99

Gadsden County Board of
Commissioners, FL

ATL-9999-9-1196

02/99

Virginia Biotechnology
Research Park Authority

ATL-9999-9-1237

03/99

891,350

Environmental Export Council,
DC

ATL-9999-9-1045

03/99

2,439

Massachusetts Biotechnology
Research Institute, Inc.

ATL-9999-9-1001

02/99

University of Southern
Mississippi

ATL-9999-9-1161

03/99

State of Wisconsin

ATL-9999-9-1188

03/99

State of Connecticut

ATL-9999-9-1191

02/99

TA-NIST

Kent Seafarms Corporation
(dba Aquatic Systems), CA

ATL-9999-9-0001

10/98

377,585

377,585

InStream Corporation, MA

ATL-9999-9-0004

10/98

467,277

Tropel Corporation, NY

ATL-9999-9-0008

10/98

147,216

147,216

Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.
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Definitions of Types of OIG Reviews
and Financial Statements Audit Terms

Audits

Performance Audits— These audits ook at the
efficiency, effectiveness, and economy of the
Department’sprograms, activities, and information
technology systems. They may check aunit’s
compliancewith lawsand regulations, and evaluate
itssuccessin achieving program objectives.

Financial-Related Audits— These auditsreview
the Department’s contracts, grants, cooperative
agreements, loans, and loan guaranties. They assess
compliancewith laws, regulations, and award terms;
adequacy of accounting systemsand internal con-
trols; allowance of costs; and the degreeto which a
project achieved theintended results.

Financial Statements Audits— The CFO Act, as
amended by Government Management Reform Act,
requiresfederal agenciesto prepare annual financial
statements and to subject them to audit. TheOIG is
responsiblefor conducting these audits and reporting
the resultsto the Secretary.

OIG Reviews

I ngpections

Operational I nspections— These are reviews of
an activity, unit, or office, or acontractor or organi-
zation that receives funds from the Department.
They focus on an organization, not awhole pro-
gram, and are designed to give agency managers
timely information about operations, including
current and foreseeabl e problems.

Program Evaluations— These arein-depth
reviews of specific management issues, policies, or
programs.

Systems Evaluations— These are reviews of sys-
tem devel opment, acquisitions, operations, and
policy inorder toimprove efficiency and effective-
ness. They focus on Department-wide computer
systems and other technol ogies and address all
project phases, including business process
reengineering, system definition, system develop-
ment, deployment, operations, and maintenance.

Overview — Thisrequired component of financial
statementsisto provide aclear, concise description
of the entity’s programs, activities, and results. It
containsthe entity’s performance measuresand
serves as alink between the statements and the
requirementsof GPRA.

Trend Analysis— Thisanalysisof performance
datafrom multiple yearsallows conclusionsto be
drawn about an entity’s progress over timein
improving itsresults. Tofacilitatethisanalysis, the
entity should present datafrom several prior years,
projected datafor the following year, and a
comparison of actual versustargeted performance.

Financial Statements Audit Terms

Unqualified Opinion — Thefinancial statements
present fairly, in all material aspects, theentity’s
financial position and resultsof operations.

Qualified Opinion — Except for the effects of the
matter(s) to which the qualification relates, the
financial statements present fairly, inall material
respects, the entity’sfinancial position and results of
operations.

Adver se Opinion — Thefinancial statementsdo
not present fairly the entity’sfinancial position or
resultsof operations.

Disclaimer of Opinion — The auditor does not
expressan opinion on thefinancial statements.
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Y = PSR T American Business Center
AFOS ..o e ettt Automation of Field Operationsand Services
N 1 SRS American Ingtitutein Taiwan
ISP Advanced Technology Program
AWIPS ...ttt st Advanced Weather Interactive Processing System
2 U Bureau of Economic Analysis
2 S Bureau of Export Administration
CAMS e nne Commerce Administrative Management System
L LSS Chief Financial Officer
152400 S Data Capture System 2000
3 S Economic Devel opment Administration
RSOSSN Environmental Protection Agency
B S et Economicsand Statistics Administration
O European Union
e S RSOSSN Financial Accountingand Reporting System
FEMA ottt renne e Federal Emergency Management Agency
FEMIA ettt eaeas Federal Financial Management Improvement Act
L7 O SRR General Accounting Office
GPRA Lttt b e Government Performance and Results Act
LSRR TPPSPRPRN General ServicesAdministration
L e et te b ehe et e teeRe et e teateaneetenreateenaentenreereeneas independent public accountant
OSSPSR International Trade Administration
Y Minority Business Development Agency
IMIEP ..ottt b et ae e e renrenneens M anufacturing Extension Partnership
NASA et e e ae e naeneas National Aeronauticsand Space Administration
NN 51 RSP SN National Institute of Standards and Technol ogy
NIMES bbbttt b ettt b e bttt b et e e nae s National Marine Fisheries Service
N L Nationa Oceanic and Atmospheric Administration
NPOESS ......coi it Nationa Polar-orbiting Operational Environmental Satellite System
NSRDS ..o et pe e ene e National Standard Reference Data System
NTIA e National Telecommunicationsand Information Administration
NTIS bbbt b et b ettt b et e s National Technical Information Service
LT TSSO National Wesather Service
LSS Office of Inspector Genera
OMB ..ttt et e bt e nae e reeae e tenrenaeeneenrenreans Office of Management and Budget
I Public Telecommuni cations Facilities Program
1 USSR Patent and Trademark Office
R < ettt ae et e Eeeae et e abeere e e e teehe et eteteeReeeentesteeaeetenreareenaentens revolving loanfund
S/ SRS Salariesand Expenses
L S Technology Administration
THAP o Telecommunicationsand Information | nfrastructure A ssistance Program
I (O R Trade Promotion Coordinating Committee
USEFCS ...ttt st st e et b s reere e nne s U.S. and Foreign Commercia Service
L1 P U.S. Export Assistance Center
LT T Working Capital Fund
722 -SSR year 2000
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Office of Inspector General
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