United States Government Accountability Office

G AO Before the Subcommittee on Federal Financial
Management, Government Information,
Federal Services, and International Security,
Committee on Homeland Security and
Governmental Affairs, U.S. Senate

o et e IMPROPER PAYMENTS

Status of Agencies’ Efforts
to Address Improper
Payment and Recovery
Auditing Requirements

Statement of McCoy Williams, Managing Director
Financial Management and Assurance

GAO

Accountability * Integrity * Reliability

GAO-08-438T



i
g GAO
Accountability- Integrity- Reliability

Highlights

Highlights of GAO-08-438T, a testimony
before the Subcommittee on Federal
Financial Management, Government
Information, Federal Services, and
International Security, Committee on
Homeland Security and Governmental
Affairs, U.S. Senate

Why GAO Did This Study

The federal government is
accountable for how its agencies
and grantees spend hundreds of
billions of taxpayer dollars and is
responsible for safeguarding those
funds against improper payments
and recouping those funds when
improper payments occur. The
Congress enacted the Improper
Payments Information Act of 2002
(IPTA) and section 831 of the
National Defense Authorization Act
for Fiscal Year 2002, commonly
known as the Recovery Auditing
Act, to address these issues.

GAO was asked to testify on
agencies’ efforts to eliminate and
recover improper payments.
Specifically, GAO focused on (1)
progress made in agencies’
implementation and reporting
under IPIA for fiscal year 2007, (2)
major challenges that continue to
hinder full reporting of improper
payment information, and (3)
agencies’ efforts to report on
recovery auditing and recoup
contract overpayments. This
testimony is based in part on a
recently issued report (GAO-08-
377R) in addition to a further
review and analysis of improper
payment and recovery auditing
information reported in agencies’
fiscal year 2007 performance and
accountability reports (PAR) or
annual reports. The Office of
Management and Budget (OMB)
provided technical comments
which GAO incorporated as
appropriate.

To view the full product, including the scope
and methodology, click on GAO-08-438T.
For more information, contact McCoy
Williams at (202) 512-2600 or

williamsm1 @gao.gov.

IMPROPER PAYMENTS

Status of Agencies' Efforts to Address Improper
Payment and Recovery Auditing Requirements

What GAO Found

While agencies have made progress, GAO identified ongoing challenges in key

areas related to IPIA and recovery auditing implementation and reporting.

e Progress made in agencies’ implementation and reporting under
IPIA. Agencies reported improper payment estimates of about $55 billion
in their fiscal year 2007 PARs or annual reports, an increase from the
almost $41 billion reported in fiscal year 2006. The reported increase was
primarily attributable to a component of the Medicaid program reporting
improper payments for the first time totaling about $13 billion, which GAO
viewed as a positive step to improve transparency over the full magnitude
of improper payments. The $55 billion estimate consists of 21 agencies
reporting for 78 programs, including 19 agency programs or activities
reporting for the first time in fiscal year 2007. Further, select agency
programs that first reported an error rate in fiscal year 2004 reported an
overall decrease in their error rate estimates when compared to fiscal year
2007. OMB noted that further reductions in error rates are expected as
agencies take steps to address payment errors resulting from insufficient
or no documentation.

e Challenges with IPIA implementation. Not all agencies reported
conducting risk assessments of all of their programs and activities as
required under IPIA. Further, agencies have not estimated for 14 risk-
susceptible programs with outlays totaling about $170 billion.
Additionally, in some instances, agencies did not measure improper
payments for a 12-month period as generally required by OMB’s
implementing guidance, nor did the estimates reflect improper payments
for the entire program. Four agency auditors reported noncompliance
issues with IPIA regarding risk assessments, sampling methodologies,
corrective actions, recovery of improper payments, and inadequate
documentation. Agencies also reported that statutory or regulatory
barriers may limit corrective actions to reduce improper payments. Lastly,
agencies continue to face challenges in the implementation or design of
internal controls to identify and prevent improper payments. Specifically,
over half of agencies’ Offices of Inspectors General identified
management or performance challenges that could increase the risk of
improper payments.

e Agencies’ efforts to report recovery auditing information continue.
In total, 21 agencies reported identifying about $121 million in improper
payments in fiscal year 2007 for recovery and actually recovering about
$87 million, a decrease of about $217 million when compared to the
reported amount identified for recovery in the prior year. Most of the
decrease can be attributed to the Department of Defense’s decision to
stop reporting voluntary refunds. GAO noted that few agencies reported
on corrective action plans to address the root causes of contract payment
errors. Also, two agencies reported that conducting recovery audits was
not cost beneficial. All but two agencies reported they contracted out
recovery audit services, conducted in-house recovery audits, or both. The
other two were silent on this on matter.
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Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to be here today to discuss the
governmentwide problem of improper payments in federal programs and
activities and executive branch agencies’ efforts to address key
requirements of the Improper Payments Information Act of 2002 (IPIA)!
and section 831 of the National Defense Authorization Act for Fiscal Year
2002, commonly known as the Recovery Auditing Act.” Since fiscal year
2000, we have issued a number of reports and testimonies aimed at raising
the level of attention given to improper payments. Most recently, at the
Subcommittee’s request, we provided a report’ on summary data and
preliminary analysis of the improper payment estimates reported by
federal executive branch agencies in their fiscal year 2007 performance
and accountability reports (PAR) or annual reports. Our work over the
past several years has demonstrated that improper payments are a long-
standing, widespread, and significant problem in the federal government.
IPIA has increased visibility over improper payments* by requiring
executive branch agency heads, using guidance from the Office of
Management and Budget (OMB),” to identify programs and activities
susceptible to significant improper payments,® estimate amounts
improperly paid, and report on the amounts of improper payments and
their actions to reduce them. Similarly, the Recovery Auditing Act
provides an impetus for applicable agencies to systematically identify and
recover contract overpayments. This act requires, among others things,
that all executive branch agencies entering into contracts with a total

'Pub. L. No. 107-300, 116 Stat. 2350 (Nov. 26, 2002).

*National Defense Authorization Act for Fiscal Year 2002, Pub. L. No. 107-107, div. A, title
VIII, § 831, 115 Stat. 1012, 1186 (Dec. 28, 2001) (codified at 31 U.S.C. §§ 3561-3567).

3GAO, Improper Payments: Federal Executive Branch Agencies’ Fiscal Year 2007
Improper Payment Estimate Reporting, GAO-08-377R (Washington, D.C.: Jan. 23, 2008).

‘IPIA defines improper payments as any payment that should not have been made or that
was made in an incorrect amount (including overpayments and underpayments) under
statutory, contractual, administrative, or other legally applicable requirements. It includes
any payment to an ineligible recipient, any payment for an ineligible service, any duplicate
payment, payments for services not received, and any payment that does not account for
credit for applicable discounts.

5OMB, Circular No. A-123, Appendix C, Requirements for Effective Measurement and
Remediation of Improper Payments (Aug. 10, 2006).

*OMB’s guidance defines significant improper payments as those in any particular program
that exceed both 2.5 percent of program payments and $10 million annually.
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value exceeding $500 million in a fiscal year have cost-effective programs
for identifying errors in paying contractors and for recovering amounts
erroneously paid. As the steward of taxpayer dollars, the federal
government is accountable for how its agencies and grantees annually
spend hundreds of billions of taxpayer dollars and is responsible for
safeguarding those funds against improper payments as well as having
mechanisms in place to recoup those funds when improper payments
occur.

OMB has played a key role in the oversight of the governmentwide
improper payments problem. In 2005, OMB established Eliminating
Improper Payments as a new program-specific initiative under the
President’s Management Agenda (PMA). This separate PMA program
initiative is intended to help to ensure that agency managers are held
accountable for meeting the goals of IPIA and are, therefore, dedicating
the necessary attention and resources to meeting IPIA requirements. OMB
continues its commitment to address governmentwide improper payments
by working with agencies to establish corrective action plans and address
their root causes. OMB also annually reports on agencies’ efforts to
address IPIA and Recovery Auditing Act requirements.

Today, my testimony will focus on three key areas:

e progress made in agencies’ implementation and reporting under IPIA
for fiscal year 2007,

« several major challenges that continue to hinder full reporting of
improper payment information, and

e agencies’ reporting of recovery auditing efforts to recoup contract
overpayments.

This testimony is based on our review of available fiscal year 2007
improper payment information reported by 35 federal executive branch
agencies that OMB and the Department of the Treasury (Treasury)
determined to be significant to the U.S. government’s consolidated
financial statements. We also added 4 additional executive branch
agencies included in the consolidated financial statements, increasing our
universe of review to 39 executive branch agencies (agencies). (See app. I
for a list of the 39 agencies.)
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Progress Made to
Estimate and Reduce
Improper Payments

We reviewed improper payment information reported for 35" of the 39
agencies’ fiscal year 2007 PARs or annual reports. We also reviewed OMB
guidance on implementation of IPIA and the Recovery Auditing Act. In
addition, we reviewed agency Office of Inspector General (OIG) reports on
management challenges to identify internal control weaknesses and
program integrity issues for agency programs reporting improper payment
estimates for fiscal year 2007. We did not independently validate the data
that agencies reported in their PARs or annual reports. However, we are
providing agency-reported data as descriptive information that will inform
interested parties about the magnitude of reported governmentwide
improper payments and amounts recouped through recovery audits and
other improper payment-related information. We believe the data to be
sufficiently reliable for this purpose. We provided information on the
major findings discussed in this statement to OMB. OMB provided
technical comments that we incorporated as appropriate.

We conducted this performance audit from December 2007 to January
2008 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

Agencies reported improper payment estimates of almost $55 billion in
their fiscal year 2007 PARs or annual reports, an increase from the fiscal
year 2006 estimate of about $41 billion.® The reported increase was
primarily attributable to a component of the Medicaid program reporting
improper payment estimates for the first time totaling about $13 billion for
fiscal year 2007, which we view as a positive step to improve transparency
over the full magnitude of improper payments. The $55 billion estimate
consists of 78 programs in 21 agencies (see app. II for further details) and
represents about 2 percent of total fiscal year 2007 federal executive
branch agencies’ government outlays of almost $2.8 trillion. In addition,

"Four of the agencies had not issued their annual reports as of the end of our fieldwork.

*In their fiscal year 2007 PARs or annual reports, certain federal agencies updated their
fiscal year 2006 improper payment estimates to reflect changes since issuance of their
fiscal year 2006 PARs or annual reports. These updates decreased the governmentwide
improper payment estimate for fiscal year 2006 from $42 billion to $41 billion.
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the $55 billion largely consists of improper payments made in eight
programs, as shown in figure 1. Collectively, the eight programs account
for about $48 billion or approximately 88 percent of the total estimate.

Figure 1: Fiscal Year 2007 Improper Payment Estimates by Program (Dollars in
Billions)

Medicaid

$1.4

National School Lunch Program
$1.8

Food Stamp Program

$2.5

Old Age Survivors’ Insurance
Unemployment Insurance

Supplemental Security Income

Other

Medicare fee-for-service
Earned Income Tax Credit

Source: GAO analysis of agencies’ fiscal year 2007 PARs or annual reports.

Also, of the total improper payment estimate of $55 billion, we identified
19 programs and activities’ that estimated improper payments for the first
time in their fiscal year 2007 PARs, totaling about $16 billion. Of these 19
programs, we identified 6—including Medicaid—that had been required to
report selected improper payment information for several years prior to

%0f the 19 programs, 5 reported an improper payment estimate of zero for fiscal year 2007.

Page 4 GAO-08-438T



the passage of IPIA." In total, these 6 programs represented $14.8 billion,
or 94 percent, of the approximately $16 billion in newly reported
programs. We view these agencies’ efforts as a positive step toward
measuring improper payments and continuing progress in meeting the
goals of IPIA.

Likewise, agencies continued to report that they had made progress to
reduce improper payments in their programs and activities. Since initial
IPIA implementation, we noted that 39 agency programs reported
improper payment estimated error rates" for each of the 4 fiscal years—
2004 through 2007. Of the 39, 23 programs, or about 59 percent had
reduced error rates when comparing each program’s fiscal year 2007 error
rate to the initial or baseline error rate reported for fiscal year 2004. In a
separate analysis, we found that the number of programs with error rate
reductions totaled 34 when comparing fiscal year 2007 error rates to the
prior year rates. For example, the error rate of the U.S. Department of
Agriculture’s (USDA) Marketing Assistance Loan program decreased from
20.3 percent in fiscal year 2006 to 7.5 percent in fiscal year 2007, a
reduction of 12.8 percent. As we testified before this Subcommittee,"
USDA'’s high error rate for the Marketing Assistance Loan program
reported in its fiscal year 2006 PAR resulted from improvements in how it
measured its improper payments. However, in its fiscal year 2007 PAR,
USDA reported that a large percentage of fiscal year 2006 improper
payments were caused by noncompliance with administrative procedures
and that corrective actions had been taken to reduce the instance of
improper payments. Reported examples of corrective actions taken
included implementing policies related to processing payments,
conducting more frequent external audits of program effectiveness, and
making the delivery of services consistent across county offices.

Prior to the governmentwide IPIA reporting requirements beginning with fiscal year 2004,
former section 57 of OMB Circular No. A-11 required certain agencies to submit similar
information, including estimated improper payment target rates, target rates for future
reductions in these payments, the types and causes of these payments, and variances from
the targets and goals established. In addition, these agencies were to provide a description
and assessment of the current methods for measuring the rate of improper payments and
the quality of data resulting from these methods.

"Reported error rates reflect the rate of error as a percentage of total program outlays. The
error rates are based on estimates and not actual findings of error.

IZGAO, Improper Payments: Agencies’ Efforts to Address Improper Payment and
Recovery Auditing Requirements Continue, GAO-07-635T (Washington, D.C.: Mar. 29,
2007).
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Challenges Continue
with IPIA
Implementation

OMB noted that further reductions in agency program estimated error
rates are expected as agencies take steps to address payment errors
attributed to insufficient or lack of documentation. OMB’s implementing
guidance requires agencies to discuss in their PAR the portion of payment
errors attributable to insufficient or lack of documentation, if applicable.
We identified 25 programs from 10 agencies that attributed a portion of
their payment errors to insufficient or no documentation. However, only 8
of these programs—all reported by USDA—cited what portion of the error
rate resulted from insufficient or no documentation. The other agencies
only reported that these types of errors contributed to the cause for the
improper payments in the remaining 17 programs. For example, the
Department of State (State) reported that there was insufficient
documentation to support eligibility for the grantee of an award, but did
not cite a rate for this type of error. Similarly, the Federal Communications
Commission (FCC) reported that lack of documentation was a significant
concern of the auditors’ review of program payments, but did not report
the affected portion of the error rate.

Because agencies for 17 of the 25 agency programs that attributed some of
their payment errors to insufficient or no documentation did not report the
portion of payment errors attributable to these problems, we could not
readily determine the extent to which such errors contributed to the total
improper payment estimate of $55 billion. Yet, we found that 25 of the 78
programs reporting improper payment estimates, or 32 percent, identified
insufficient or no documentation errors as a cause of their improper
payments. OMB anticipates that errors attributable to insufficient or no
documentation will decrease significantly once agencies correct the root
cause. From our review, we noted that 22 of the 25 agency programs
reported corrective action plans to address errors due to insufficient or no
documentation. Examples of these efforts included development of
policies on documentation retention, updating processing procedures, and
training for providers on the importance of supporting documentation.

While agencies have shown progress, major challenges remain in meeting
the goals of IPIA and ultimately improving the integrity of payments.
Specifically, some agencies have not yet reported estimates for all risk-
susceptible programs, the total improper payment estimate does not yet
reflect the full scope of improper payments across executive branch
agencies, noncompliance issues continue to exist, reported statutory or
regulatory barriers limit agencies’ ability to reduce improper payments,
and agencies continue to face challenges in the implementation or design
of internal controls to identify and prevent improper payments.
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Risk Assessments

IPIA requires agencies to annually review all of their programs and
activities to identify those that may be susceptible to significant improper
payments. Yet, in our review, we found that not all agencies reported
conducting risk assessments. We also noted that four agencies” reported
that they did not conduct a risk assessment of all of their programs and
activities because OMB guidance allows agency programs deemed not
risk-susceptible to conduct a risk assessment generally every 3 years. As
we have previously reported," this is inconsistent with the express terms
of IPIA, which require that agencies annually review all of their programs
and activities. However, OMB guidance does state that if a program
experiences a significant change in legislation, a significant increase in
funding level, or both, agencies are required to reassess the program’s risk
susceptibility during the next annual cycle, even if it is less than 3 years
from the last assessment. In its fiscal year 2007 PAR, the Department of
the Interior (Interior) reported that it did not perform a risk assessment
because the results of previous risk assessments demonstrated that
Interior was at low risk for making improper payments. As a result, the
agency reported that the next risk assessment would be completed in
fiscal year 2009. HHS reported that it had last completed risk assessments
in fiscal year 2006 in which HHS did not identify any new high-risk
programs in its fiscal year 2006 risk assessment work. HHS reported that
OMB’s implementing guidance requires risk assessments once every 3
years and as a result, HHS did not perform risk assessments during fiscal
year 2007."

We also identified three additional agencies'® that reported they were not
required to conduct a risk assessment for specific programs that OMB had
previously designated as risk-susceptible prior to IPIA implementation.
These agencies determined that those programs had continued to
demonstrate over a 2-year period a low-risk level for susceptibility to

The four agencies are the General Services Administration, Department of Health and
Human Services, Department of the Interior, and National Science Foundation.

“GAO, Improper Payments: Weaknesses in USAID’s and NASA’s Implementation of the
Improper Payments Information Act and Recovery Auditing, GAO-08-77 (Washington,
D.C.: Nov. 9, 2007).

OMB officials stated that HHS has identified about 93 percent of its total outlays as high-
risk.

"The three agencies are the Environmental Protection Agency, Department of Housing and
Urban Development, and Department of Veterans Affairs.
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improper payments and thus, OMB had granted them relief from improper
payments reporting. According to their PARs, the next risk assessments
for the Environmental Protection Agency’s (EPA) Clean Water and
Drinking Water State Revolving Funds and Department of Veterans Affairs
(VA) Insurance programs will be conducted in fiscal years 2010 and 2009,
respectively. The Department of Housing and Urban Development (HUD)
reported that it will conduct an annual risk assessment of its Community
Development and Block Grant (CDBG) program; however, because it
reported over 2 consecutive years'” error rates of less than $10 million for
this program, OMB granted it relief from annual improper payment
reporting and it did not report an estimate in its fiscal year 2007 PAR.

OMB reported that, in aggregate, agencies have assessed risk and
measured nearly 86 percent of all high-risk outlays and that agencies were
focusing their resources on programs with the highest risk levels of
improper payments. While we agree that, as a practical matter, a
comprehensive risk assessment may not be warranted for programs with
minimal outlays or potentially low-risk programs and activities, an
appropriately designed risk assessment should be performed annually as it
is required of agencies to comply with IPIA. As we previously reported,
OMB guidance provides that agencies annually perform risk assessments
of their programs and activities, but offers limited information on how to
conduct an appropriately designed risk assessment, thus allowing agencies
broad flexibility for determining a methodology to meet IPIA
requirements. As such, the level and extent to which agencies conduct
their risk assessments can vary. This is evident in our recent work on
selected agencies’ IPIA implementation, in which we raised significant
concerns regarding their risk assessment activities, as highlighted in the
following examples:

o In September 2007, we reported" that for fiscal year 2006, the
Department of Homeland Security (DHS) did not perform a risk

"In its fiscal year 2006 PAR, HUD reported an error rate for the first time for its CDBG
program for fiscal years 2003, 2004, and 2005.

BGAO, Improper Payments: Agencies’ Fiscal Year 2005 Reporting under the I'mproper
Payments Information Act Remains Incomplete, GAO-07-92 (Washington, D.C.: Nov. 14,
2006) and GAO-08-77.

IQGAO, Department of Homeland Security: Challenges in Implementing the Improper

Payments Information Act and Recovering Improper Payments, GAO-07-913
(Washington, D.C.: Sept. 19, 2007).
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assessment on approximately $13 billion of its more than $29 billion in
disbursements subject to IPIA. Also, DHS only tested programs with
disbursements greater than $100 million and did not perform a
qualitative risk assessment of all program operations, such as an
assessment of internal controls, oversight and monitoring activities,
and results from external audits.

e In November 2007, we reported™ that for fiscal years 2004 through
2006, neither the United States Agency for International Development
(USAID) nor the National Aeronautics and Space Administration
(NASA) had developed a systematic process to (1) identify risks that
exist in their payment activities or (2) evaluate the results of their
payment stream reviews, such as weighting and scoring the
effectiveness of existing internal control over payments made and
results from external audits. Furthermore, both USAID and NASA
maintained insufficient or no risk assessment documentation to
support their conclusions that no programs or activities were
susceptible to significant improper payments.

e In December 2007, we reported” that the Department of Defense’s
(DOD) travel payment data used to assess the program’s risk of
significant improper payments only included payments processed by
the Defense Travel System (DTS)—approximately 10 percent of the
$8.5 billion of the department’s travel obligations reported for fiscal
year 2006. Further, the travel data excluded the largest user of DTS, the
Army, which would likely have increased DOD’s travel improper
payment estimate of $8 million by over $4 million.” In its fiscal year
2007 PAR, DOD reported that the agency is implementing a sampling
and review process for Army travel payments processed through its
Integrated Automated Travel System in fiscal year 2008 to meet
improper payment reporting requirements.

Although we have identified significant deficiencies in the risk assessment
methodology used to address IPIA requirements at the four agencies

PGAO-08-77.

2'GAO, DOD Travel Improper Payments: Fiscal Year 2006 Reporting Was Incomplete and
Planned Improvement Efforts Face Challenges, GAO-08-16 (Washington, D.C.: Dec. 14,
2007).

*In its fiscal year 2007 PAR, DOD restated its fiscal year 2006 estimate for travel pay from

$8 million to $29.4 million. DOD reported that the restatement was made to primarily
include travel payments made outside of DTS.
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mentioned above, not all agencies have been subjected to an independent
review. Therefore, the extent to which the results of the agencies’ risk
assessments can be relied on may not be fully known. We have previously
recommended that OMB expand its implementing guidance to describe in
greater detail factors that agencies should consider when conducting their
annual risk assessments, such as program complexity, operational
changes, findings from investigative reports, and financial statement and
performance audit reports. OMB agreed with this recommendation and
stated that it has taken steps to address implementing it. Specifically, OMB
stated that it had included factors to be considered in agency risk
assessments in its revised implementation guidance for IPIA.

Improper Payment

Estimates

Our review found that not all agencies have developed improper payment
estimates for all of the programs and activities they identified as
susceptible to significant improper payments. As shown in table 1, the
fiscal year 2007 total improper payment estimate of $55 billion did not
include any amounts for 14 programs, with fiscal year 2007 outlays totaling
about $170 billion.

_____________________________________________________________________________________________________________________|
Table 1: Risk-Susceptible Programs That Did Not Report Improper Payment Estimates for Fiscal Year 2007

Fiscal year 2007 Target date for reporting

outlays (dollars in improper payment

Agency—program billions) estimate

1 Department of Health and Human Services—Child Care and Development $49 2008
Fund®

2 Department of Health and Human Services—Medicare Advantage 75.1 Did not report target date

3  Department of Health and Human Services—Medicare Prescription Drug 49.3  Did not report target date
Benefit

4  Department of Health and Human Services—State Children’s Health 6.3 2008
Insurance Program®

5 Department of Health and Human Services—Temporary Assistance for 17.3 2008
Needy Families®

6 Department of Homeland Security—Federal Emergency Management 0.5 2008
Agency—Assistance to Firefighters Grants

7  Department of Homeland Security—Federal Emergency Management 0.8 2008
Agency—Homeland Security Grant Program

8 Department of Homeland Security—Federal Emergency Management 0.12 2008
Agency—Infrastructure Protection Program

9 Department of Homeland Security—Federal Emergency Management 1.5 2008
Agency—National Flood Insurance Program

10 Department of Homeland Security—Federal Emergency Management 5.1 2008

Agency—Public Assistance Programs
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Fiscal year 2007 Target date for reporting

outlays (dollars in improper payment

Agency—program billions) estimate

11 Department of Homeland Security—Immigration and Customs 1.2 2008
Enforcement—Detention and Removal Operations

12 Department of Homeland Security—Immigration and Customs 1.1 2008
Enforcement—Investigations

13 Department of Homeland Security—Transportation Security 2.9 2008
Administration—Aviation Security—Payroll

14 Department of Homeland Security—United States Coast Guard—Military 3.5 2008
Payroll
Total $169.6

Source: GAO’s analysis of agencies’ fiscal year 2007 PARs or annual reports.

*OMB required program to submit improper payment information prior to governmentwide IPIA
reporting requirements. See footnote 10 of this testimony for a detailed description.

A majority of these programs represent newly identified risk-susceptible
programs reported by DHS. The identification of these programs as risk-
susceptible is a positive step toward addressing IPIA requirements. We
also found, however, that three Department of Health and Human Services
(HHS) programs had not reported improper payment estimates for fiscal
year 2007, even though OMB had required these and other programs to
report selected improper payment information for several years before
passage of IPIA.” After the enactment of IPIA, OMB’s implementing
guidance required that these programs continue to report improper
payment information under IPIA.

Since IPIA implementation, HHS has reported on its various improper
payment pilot activities to show that efforts were underway to fully
address IPIA reporting requirements. For fiscal year 2007, HHS reported
that pilot reviews were conducted in various states for the Temporary
Assistance for Needy Families and Child Care and Development Fund
programs and that estimated improper payment rates for these programs
would be reported in fiscal year 2008. Further, HHS reported that it also
expects to report a comprehensive improper payment estimate rate for the
State Children’s Health Insurance Program that will encompass its fee-for-
service, managed care, and eligibility components. We recognize that
measuring improper payments for these state-administered* programs and

»See footnote 10.

*The term state-administered refers to federal programs that are managed on a day-to-day
basis at the state level to carry out program objectives.
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designing and implementing actions to reduce or eliminate them are not
simple tasks, particularly for grant programs that rely on administration
efforts at the state level. Consequently, as we previously reported in April
2006,” communication, coordination, and cooperation among federal
agencies and the states will be critical factors in estimating national
improper payment rates and meeting IPIA reporting requirements for
state-administered programs.

Further, we found a few instances where estimates were not based on a
12-month reporting period. For example, HHS’s Medicaid program is the
largest of the programs constituting the total improper payment estimate,
with an estimate of about $13 billion for fiscal year 2007. Reporting for the
first time, the Medicaid program estimate is based on 6 months of fee-for-
service claims processed by the states rather than a complete fiscal year.
Generally, OMB guidance requires that a 12-month period be used to
generate improper payment estimates as it more fully characterizes the
extent of improper payments within a program for any given year. In its
PAR, HHS reported that it is completing its review of the remaining 6
months and will report an annual Medicaid fee-for-service error rate,
based on a full fiscal year 2006 fee-for-service claims, in its fiscal year 2008
PAR.*

We also found instances where agencies’ estimates encompassed only one
component of a particular program. For example, USDA identified two
types of errors related to its Supplemental Nutrition Program for Women,
Infants, and Children—vendor payment errors and certification errors.
However, as part of its IPIA reporting, USDA only reported on improper
payments resulting from vendor payment errors. For certification errors,
USDA reported that it plans to use results from the 2008 decennial income
verification study to provide a nationally representative estimate and will
report the error rate in fiscal year 2009.

The extent to which other agencies used a period of review less than 12
months or estimated for only a component of their program is unknown,
as most of the agencies reporting estimates did not provide this level of

25GAO, Improper Payments: Federal and State Coordination Needed to Report National
Improper Payment Estimates on Federal Programs, GAO-06-347 (Washington, D.C.:
Apr. 14, 2006).

*0OMB officials added that HHS also plans to report an estimate on its fiscal year 2007 fee-
for-service claims data.
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information in their PARs. As agencies continue to enhance their
measurement process and report on additional program components, it is
likely the total improper payment estimate will increase.

Lastly, we noted that while agencies reported improper payment estimates
for their various programs and activities, only five agencies—consisting of
nine programs—reported to some degree the amount of actual improper
payments they expect to recover and how they will go about recovering
them as part of their IPIA reporting. OMB guidance states that for program
improper payment estimates exceeding $10 million, agencies must address
this IPIA reporting requirement in their PARs. We would also point out
that this separate reporting requirement is distinct and different from the
recovery auditing reporting requirements OMB has outlined in its guidance
for agencies to address in their PAR reporting. We discuss the Recovery
Auditing Act and OMB reporting requirements later in this statement.

We found that of the 78 programs with improper payments estimates, 47
reported improper payment estimates exceeding $10 million. Of this
universe, only 9 agency programs reported on recovery of improper
payments under IPIA. Of the 9, 6 programs reported on both aspects of the
requirement—expected or actual recovery amount and how they will
recover them. The remaining 3 programs reported a recovery amount but
did not discuss how they recovered the amount, or their future plans for
recovering the funds. For example, DHS reported that for its Individuals
and Households program it had collected $18 million of Hurricane Katrina
payments identified as improper during its payment sample testing, but did
not report on its recovery method. In contrast, the Railroad Retirement
Board (RRB) reported it had recovered $104.5 million for fiscal years 2003
to 2006 in Retirement and Survivors Benefits program receivables. RRB
reported that its collection program is in full compliance with the Debt
Collection Improvement Act of 1996 and recoveries are made through a
variety of mechanisms. These include the offset of future benefits,
reclamation from the financial institution of benefits erroneously paid
after the death of a beneficiary, and direct payments from debtors. RRB
also reported that fraudulent payments are referred to the OIG for
prosecution through the Department of Justice (Justice). As agencies
continue to enhance their IPIA reporting, full and reasonable disclosures
regarding actual improper payments and actions to recover those
payments will provide needed transparency of this issue and address the
American public’s increasing demands for accountability over taxpayer
funds.
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Noncompliance Issues
with IPTIA

For fiscal year 2007, a limited number of agency auditors reported on
compliance issues with IPIA as part of their financial statement audit,
although such reporting is not specifically required by IPIA. Specifically,
auditors for 5 of the 39 agencies™ included in our scope reported assessing
the agencies’ compliance with IPIA. Of the 5, agency auditors for all except
USAID reported noncompliance issues related to the key requirements of
the act, including risk assessments, sampling methodologies,
implementing corrective actions, recovering improper payments, and
inadequate documentation. Fiscal year 2007 reflected the fourth year that
auditors for HHS and DHS reported noncompliance issues with IPIA,
including not estimating for all risk-susceptible programs and deficiencies
related to sampling and testing of transactions. Agency auditors at the
Department of Transportation (Transportation) and DOD reported
noncompliance with IPIA for a second year. For fiscal year 2007,
Transportation auditors reported that they had not received sufficient
documentation by the time of PAR issuance to determine if the
department’s sampling plan was statistically valid. The auditors for DOD
reported for fiscal year 2007, that the department was still in the process
of developing procedures to identify improper payments and that its
efforts to manage recovery audit contracts had been largely unsuccessful.

As we previously testified before this Subcommittee,” separate
assessments conducted by agency auditors provided a valuable
independent validation of agencies’ efforts to implement the act.
Independent assessments would also enhance an agency’s ability to
identify sound performance measures, monitor progress against those
measures, and help establish performance and results expectations.
Without this type of validation or other types of reviews performed by
GAO and agency OIGs, it is difficult to determine the magnitude of
deficiencies that may exist in agencies’ IPIA implementation efforts.

Statutory or Regulatory
Barriers

As previously mentioned, for fiscal year 2007, 21 agencies reported
improper payment estimates for 78 programs totaling $55 billion for fiscal
year 2007. Of the 21 agencies, 16 reported improper payment estimates
that exceeded $10 million for one or more programs, and therefore, under
OMB guidance, were required to report on various elements as part of
their plan to reduce improper payments, including any statutory or

*The five agencies are USAID and the Departments of Defense, Homeland Security, Health
and Human Services, and Transportation.

»GAO-07-635T.
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regulatory barrier that may limit the agencies’ corrective actions in
reducing improper payments. Of the 16 agencies required to report on any
statutory or regulatory barriers,” 14 agencies reported on whether they
had such barriers which may limit corrective actions in reducing improper
payments. The remaining 2 agencies® did not address whether any
statutory or regulatory barriers existed. We further noted that of the 14
agencies that addressed statutory or regulatory barriers, 9 identified such
barriers that may limit corrective actions to reduce improper payments.
The remaining 5 agencies™ reported that they either had no existing
statutory or regulatory barriers or were unaware of any at this time.

Agencies cited various barriers that restricted their ability to better
manage their programs against improper payments. For example, the
Office of Personnel Management’s (OPM) Retirement Program (Civil
Service Retirement System and Federal Employees Retirement System)
reported in its fiscal year 2007 PAR that it faces regulatory barriers that
restrict its ability to recover improper payments. For instance, once OPM
learns of the death of an annuitant, it requests that Treasury reclaim all
posthumously issued payments from the deceased’s bank account. When
there is insufficient money in the account, OPM would like to seek
collection from the individual who last withdrew money from the account.
According to OPM, based on current law”™ and Treasury’s regulations,
financial institutions are barred from providing OPM with the information
necessary to recover these improper payments. The law and regulations
have specifically exempted the Social Security Administration (SSA), RRB,
and VA from this prohibition, but not OPM. Further, OPM reported that
this situation has a substantial impact on its ability to prevent and recover
improper payments. OPM has determined that the current law will need to

*The regulatory barriers reported represent governmentwide regulations that the agency
has no authority to modify.

“The two agencies are the Department of Energy and the Department of Housing and
Urban Development.

*IThe five agencies are the Department of Defense, Federal Communication Commission,
Department of Homeland Security, Railroad Retirement Board, and Department of
Transportation.

*Generally, the Right to Financial Privacy Act of 1978, Pub. L. No. 95-630, title XI, 92 Stat.
3641, 3697-3710 (Nov. 10, 1978) (codified, as amended, at 12 U.S.C. § 3401-3422), requires
financial institutions to obtain permission from their customers to disclose financial
information. According to OPM, this requirement in effect bars OPM from obtaining
posthumous payments information, preventing recovery of improper payments.

Page 15 GAO-08-438T



be amended to overcome this prohibition and Treasury has drafted
legislative language to address this issue.

The Department of Education (Education) reported that the ability to
perform data matching between Federal Student Aid applications and tax
return data would substantially reduce improper payments in the Pell
Grant program, as the large majority of errors are the result of
misreporting of income and related data fields. However, according to
OMB, Section 6103(c) of the Internal Revenue Code, concerning
confidentiality of tax return information, precludes data matching with
regard to grants by Education. In its January 2007 annual report” on
improper payments, OMB reported that the President’s Fiscal Year 2008
Budget contained a series of reforms that are necessary to achieve greater
program integrity and payment accuracy, including a proposal to facilitate
data matching of Pell grant program data. This report indicates that,
through administrative changes, Education and the Internal Revenue
Service intend to implement a process to verify students’ (and their
parents’) income, tax, and certain household information appearing on
their tax return that they provided as part of their application for federal
student aid.

Management Challenges

Agencies continue to face challenges in the implementation or design of
internal controls to identify and prevent improper payments. Over half of
the agencies’ OIG identified management or performance challenges that
could increase the risk of improper payments, including challenges related
to internal controls. In addition, several OIGs identified instances where
agencies needed to improve their oversight of grantees receiving federal
funds. For example, in its fiscal year 2007 PAR, Education’s OIG reported
that its recent investigations continued to uncover problems, including
inadequate attention to improper payments and failure to identify and take
corrective action to detect and prevent fraudulent activities by grantees.
The Small Business Administration’s (SBA) OIG included a management
challenge related to the agency’s controls over the section 7(a) loan
guaranty purchase process. The OIG reported that the majority of the
loans made under the program are made with little or no review by SBA
prior to loan approval because SBA has delegated most of the credit
decisions to lenders originating these loans. SBA’s review of lender

#Office of Management and Budget, Improving the Accuracy and Integrity of Federal
Payments, (Washington, D.C.: Jan. 31, 2007).
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Agencies’ Efforts to
Report Recovery
Auditing Information
Continue

requests for guaranty purchases on defaulted loans is, therefore, the
agency’s primary tool for assessing lender compliance on individual loans
and protecting SBA from making erroneous purchase payments. However,
OIG audits of early defaulted loans and SBA’s guaranty purchase process
have shown that reviews made by the National Guaranty Purchase Center
have not consistently detected lender failures to administer loans in full
compliance with SBA requirements and prudent lending practices,
resulting in improper payments.

Management challenges were also found in agency programs that did not
estimate improper payments in their fiscal year 2007 PAR. The National
Science Foundation (NSF) OIG found that NSF did not have a
comprehensive, risk-based system to oversee and monitor contract awards
and ensure that the requirements of each contract were being met. In
another example, Treasury’s OIG identified erroneous and improper
payments as a major management challenge and reported that some tax
credits, such as the Education Credit, provide opportunities for abuse in
income tax claims. Related to this issue, Treasury’s independent auditor
reported that weaknesses in controls over the collection of tax revenues
owed to the federal government and over the issuance of tax refunds
resulted in lost revenue to the federal government and potentially billions
of dollars in improper payments, which the auditors classified as a
material weakness.

Section 831 of the National Defense Authorization Act for Fiscal Year 2002
provides an impetus for applicable agencies to systematically identify and
recover contract overpayments. The act requires that agencies that enter
into contracts with a total value in excess of $500 million in a fiscal year
carry out a cost-effective program for identifying and recovering amounts
erroneously paid to contractors. The law authorizes federal agencies to
retain recovered funds to cover in-house administrative costs as well as to
pay contractors, such as collection agencies. Any residual recoveries, net
of these program costs, shall be credited back to the original appropriation
from which the improper payment was made, subject to restrictions as
described in the legislation.

The techniques used in recovery auditing offer the opportunity for
identifying weaknesses in agency internal controls, which can be modified
or upgraded to be more effective in preventing improper payments before
they occur for subsequent contract outlays. However, we would like to
emphasize that effective internal control calls for a sound, ongoing invoice
review and approval process as the first line of defense in preventing
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unallowable contract costs. Given the large volume and complexity of
federal payments and historically low recovery rates for certain programs,
it is much more efficient and effective to pay bills properly in the first
place. Prevention is always preferred to detection and collection. Aside
from minimizing overpayments, preventing improper payments increases
public confidence in the administration of programs and avoids the
difficulties associated with the “pay and chase” aspects of recovering
improper payments. Without strong preventive controls, agencies’ internal
control activities over payments to contractors will not be effective in
reducing the risk of improper payments.

Beginning in fiscal year 2004, OMB required that applicable agencies
publicly report on their recovery auditing™ efforts as part of their PAR
reporting of improper payment information. Agencies are required to
discuss any contract types excluded from review and justification for
doing so. Agencies are also required to report, in table format, various
amounts related to contracts subject to review and actually reviewed,
contract amounts identified for recovery and actually recovered and prior
year amounts. In addition, agencies are to discuss the following: a general
description and evaluation of the steps taken to carry out a recovery
auditing program,” a corrective action plan to address root causes of
payment error, and a general description and evaluation of any
management improvement program.

For fiscal year 2007, agencies reported reviewing about $329 billion in
contract payments to vendors under recovery audit programs. From these
reviews, agencies reported identifying about $121 million in improper
payments for recovery and actually recovering about $87 million, or an

34Recovery auditing is a method that agencies can use to recoup detected improper
payments. Recovery auditing is a detective control to help determine whether contractor
costs were proper. Specifically, it focuses on the identification of erroneous invoices,
discounts offered but not received, improper late penalty payments, incorrect shipping
costs, and multiple payments for single invoices. Recovery auditing can be conducted in-
house or contracted out to recovery audit firms.

#OMB defines a recovery audit program as an agency’s overall plan for the performance of
recovery audits and recovery activities. The head of an agency will determine the manner
and combination of recovery audits and activities that are expected to yield the most cost-
effective recovery audit program. The program should include a management improvement
program. A management improvement program is an agencywide program to address the
flaws in an agency'’s internal controls over contractor payments discovered during the
course of implementing a recovery audit program, or other control activities over
contractor payments.
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estimated overall rate of recovery of approximately 72 percent, as shown
in table 2.

|
Table 2: Agency Reported Improper Payment Amounts Identified and Recovered for Fiscal Years 2006 and 2007

Fiscal year 2006 Fiscal year 2007

Agency-reported
amount identified for

Agency-reported

Agency-reported amount identified for Agency-reported

Department or agency recovery amount recovered recovery amount recovered
1 Agency for International

Development $17,100,000 $17,090,000 $4,010,000 $4,000,000
2 Department of Agriculture 379,000 538,000° 206,000 146,000
3  Department of Commerce 96,000 96,000 0° 0°
4  Department of Defense 195,300,000 137,900,000 24,600,000 19,600,000
5 Department of Education did not report did not report 1,500° did not report’
6  Department of Energy 11,900,000 10,300,000 15,000,000 10,000,000
7 Environmental Protection

Agency 1,102,000 406,500° 241,800 65,300
8 General Services

Administration 46,721,742 45,917,920 11,200,000 9,400,000
9  Department of Health and

Human Services 1,600,000° 40,000° 635,728 19,549
10 Department of Homeland

Security did not report did not report 1,836,000 1,213,000
11 Department of Housing and reported not cost reported not cost reported not cost reported not cost

Urban Development beneficial beneficial beneficial’ beneficial’
12 Department of the Interior 4,407,345 505,743 428,332 421,337
13 Department of Justice 1,851,709 1,734,421 4,241,765 3,777,628
14 Department of Labor reported not cost reported not cost reported not cost reported not cost

beneficial beneficial beneficial’ beneficial’

15 National Aeronautics and

Space Administration 256,255 139,420 did not report" did not report"
16  Social Security » »

Administration 178,000 178,000 1,712,000 1,712,000
17 Department of State 2,397,200 2,276,700 5,353,615 4,900,338
18 Tennessee Valley Authority 6,793,581 1,202,651 6,605,111 2,715,183
19 Department of

Transportation 6,450,993 45,109 6,546,901 1,217,525
20 Department of the Treasury 2,305,424 1,442,708 843,230 821,667
21 Department of Veterans

Affairs 39,155,454 30,378,423 37,740,000 27,000,000

Total $337,994,703 $250,191,595 $121,201,982 $87,009,527

Source: GAO analysis and agencies’ fiscal year 2006 and 2007 PARs.
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°*According to USDA, amount recovered in fiscal year 2006 includes some recoveries identified in
fiscal year 2005.

*The Department of Commerce recovery audit was for its National Oceanic and Atmospheric
Administration bureau only. The recovery auditors did not identify any overpayments during the audit.

°Education reported that the contractor’s review of fiscal year 2006 contract invoices found no more
than $1,500 in potential recoveries.

‘EPA reported recovered amounts for fiscal year 2006 in its fiscal year 2007 PAR.
‘We obtained these amounts from OMB.

'DHS reported that OMB granted it relief from recovery auditing for one of its components, Customs
and Border Protection (CBP); however, the request was granted after DHS performed audit recovery
work during prior years. The total agency-reported amount includes an amount recovered for CBP in
fiscal year 2007.

‘The Departments of Housing and Urban Development and Labor reported that recovery auditing
efforts were not cost beneficial in fiscal years 2005, 2006, and 2007.

"NASA plans to report on its recovery audit results in fiscal year 2008.

'SSA amounts reported are based on SSA’s review of administrative contractor payments.

We found that the number of agencies reporting recovery audit
information remained the same when compared to the prior year.
However, the fiscal year 2007 dollar amounts identified for recovery
significantly decreased by about $217 million from fiscal year 2006. We
noted that a significant decrease in DOD’s fiscal year 2007 reporting of
amounts identified for recovery and amounts recovered from the prior
year contributed to the overall decrease. For example, for fiscal year 2006
DOD reported $195.3 million for contract overpayments identified for
recovery. This amount decreased sharply to $24.6 million for fiscal year
2007. Similarly, DOD reported recovering $137.9 million for fiscal year
2006 compared to just $19.6 million for fiscal year 2007. According to
OMB, the significant decrease in DOD’s reported amounts resulted from
the department’s exclusion of voluntary refunds of contract payments at
the recommendation of a DOD OIG audit® since the voluntary refunds did
not originate from recovery audit efforts.

In addition, we noted that agencies used different types of resources to
carry out their recovery audit programs. Of the 21 agencies reporting
recovery auditing information for fiscal year 2007, 9 reported they
contracted out their recovery audit services, 3 conducted in-house
recovery audits, b reported using both in-house and recovery audit
contractors, and two were silent. The remaining 2 agencies—HUD and

36Depau'tment of Defense, Office of Inspector General, Identification and Reporting of
Improper Payments Through Recovery Auditing, D-2007-110 (Arlington, Va.: July 9, 2007).
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Labor—did not conduct recovery audits as they reported it was not cost
beneficial.

HUD reported in its fiscal year 2007 PAR that current internal controls
over its contract payment and contract close-out processes were adequate
to reduce the risks of overpayments. HUD further reported on continued
initiatives such as strengthening its fund control processes. Therefore,
HUD concluded that a recovery auditing program would not be cost
beneficial and was not warranted. Likewise, Labor reported that its
sampling and testing of nonpayroll costs, consisting of department
expenses including contract payments related to the operation and
administration of programs’ and headquarters’ activities for the current
and prior fiscal years found no improper payments in its contract
payments. Based on these results, Labor decided that a recovery auditing
program was not warranted in fiscal year 2007. However, Labor reported
that it plans to implement a recovery auditing program for contract
payments in fiscal year 2008, and will report its recovery audit actions,
costs, and amounts recovered on an annual basis.

From our review of the PARs, we found that agencies’ reporting of the
various recovery auditing reporting elements” was limited. For example,
agencies generally provided some information on steps to carry out a
recovery audit program. However, less than half, or 8 agencies reported on
their corrective action plans to address root causes of contract payment
errors. For example, the Department of Energy (Energy) reported that it
established a policy that prescribes requirements for identifying
overpayments to contractors and establishes reporting standards to track
the status of recoveries. However, Energy did not report on corrective
actions to address the root causes of contract overpayments.

We also found that three agencies—Department of Commerce
(Commerce), Justice, and SSA—reported on justifications for certain
contracts that were excluded from their recovery audit review. For
example, Commerce reported that travel payments, bankcards/purchase
cards, all procurement vehicles with other federal agencies, and
government bills of lading were excluded from its review, as the costs for

¥Select reporting elements listed in OMB guidance that we reviewed include (1) a general
description of steps to carry out a recovery auditing program, (2) a corrective action plan
to address root causes of payment error, (3) a description and justification of the classes of
contracts excluded from the auditing review by the agency head, and (4) a general
description and evaluation of any management improvement program.
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recovery audit activities would likely exceed the benefits of a recovery
audit. Justice reported that certain payments at foreign offices were
excluded as they were processed by the Department of State. Lastly, SSA
reported that it excluded cost-type contracts that either (1) had not been
completed where payments are interim, provisional, or otherwise subject
to further adjustment by the government in accordance with the terms and
conditions of the contract, or (2) were completed, subjected to final
contract audit, and prior to final payment of the contractor’s final voucher,
all prior interim payments were accounted for and reconciled.

In closing, we recognize that measuring improper payments and designing
and implementing actions to reduce them are not simple tasks or easily
accomplished. Further, while internal control should be maintained as the
front-line of defense against improper payments, recovery auditing holds
promise as a cost-effective means of identifying contractor overpayments.
We are pleased that agencies are identifying and reporting on more risk-
susceptible programs and have reported that overall program error rates
have decreased since IPIA implementation. Yet, we also note that
deficiencies continued to be identified regarding agencies’ efforts to
comply with IPIA based on independent assessments conducted by agency
auditors or from past GAO reviews. As agencies continue to strengthen
their program integrity efforts and recovery audit reviews, fulfilling the
requirements of IPIA and the Recovery Auditing Act will require sustained
attention to implementation and oversight to monitor whether desired
results are being achieved.

Mr. Chairman, this concludes my statement. I would be pleased to respond
to any questions that you or other members of the Subcommittee may
have.

For more information regarding this testimony, please contact McCoy
Williams, Managing Director, Financial Management and Assurance, at
(202) 512-2600 or by e-mail at williamsm1@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on the
last page of this testimony. Individuals making key contributions to this
testimony included Carla Lewis, Assistant Director; Gabrielle Fagan;
Neeraj Goswami; Mary Osorno; Christina Quattrociocchi; Donell Ries; and
Viny Talwar.
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Appendix I: Agencies and Related Programs
Included in Our Review of Fiscal Year 2007
Performance and Accountability Reports and
Annual Reports

Department or agency Program or activity
1 Agency for International Development 1 Cash Transfers
2 Cooperative Agreements, Grants, and Contracts
2 Department of Agriculture 3 Child and Adult Care Food Program
4 Conservation Reserve Program
5 Conservation Security Program
6 Direct and Counter-Cyclical Payments
7 Federal Crop Insurance Corporation Program Fund
8 Food Stamp Program
9 Loan Deficiency Payments
10 Marketing Assistance Loan Program
11 Milk Income Loss Contract Program
12 Miscellaneous Disaster Programs
13 National School Lunch Program
14 Noninsured Assistance Program
15 Rental Assistance Program
16 School Breakfast Program
17 Special Supplemental Nutrition Program for Women, Infants, and
Children
18 Wildland Fire Suppression Management
3 Department of Commerce 19 All programs and activities
4 Department of Defense 20 Civilian Pay
21 Commercial Pay
22 Military Health Benefits
23 Military Pay
24 Military Retirement Fund
25 Travel Pay
5 Department of Education 26 Federal Student Aid—Federal Family Education Loan
27 Federal Student Aid—Pell Grants
28 Title |
6 Department of Energy 29 Payment programs
7 Environmental Protection Agency 30 Clean Water State Revolving Funds
31 Drinking Water State Revolving Funds
Export-Import Bank of the United States 32 All programs and activities
9 Farm Credit Administration 33 All programs and activities
10 Farm Credit System Insurance 34 All programs and activities

Corporation®
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Appendix I: Agencies and Related Programs
Included in Our Review of Fiscal Year 2007
Performance and Accountability Reports and
Annual Reports

Department or agency

Program or activity

11 Federal Communications Commission 35 Universal Service Fund—High Cost Support Program
36 Universal Service Fund—Low Income Program
37 Universal Service Fund—Schools and Libraries
12 Federal Deposit Insurance Corporation® 38 All programs and activities
13 Federal Trade Commission 39 All programs and activities
14 General Services Administration 40 All programs and activities
15 Department of Health and Human 41 Child Care and Development Fund
Services
42 Foster Care
43 Head Start
44 Medicaid
45 Medicare Advantage
46 Medicare Fee-for-service
47 Medicare Prescription Drug Benefit
48 State Children’s Health Insurance Program
49 Temporary Assistance for Needy Families
16 Department of Homeland Security 50 Customs and Border Protection—Custodial—Refund & Drawback
and Continued Dumping & Subsidy Offset Act & Payments to Wool
Manufacturers
51 Federal Emergency Management Agency—Assistance to
Firefighters Grants
52 Federal Emergency Management Agency—Homeland Security
Grant Program
53 Federal Emergency Management Agency—Individuals and
Households Program
54 Federal Emergency Management Agency—Infrastructure
Protection Program
55 Federal Emergency Management Agency—National Flood
Insurance Program
56 Federal Emergency Management Agency—Public Assistance
Programs
57 Federal Emergency Management Agency—Vendor payments
58 Immigration and Customs Enforcement—Detention and Removal
Operations
59 Immigration and Customs Enforcement—Federal Protective Service
60 Immigration and Customs Enforcement—Investigations
61 Transportation Security Administration—Aviation Security—Payroll
62 United States Coast Guard—Contract Payments
63 United States Coast Guard—Military Payroll
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Appendix I: Agencies and Related Programs
Included in Our Review of Fiscal Year 2007
Performance and Accountability Reports and
Annual Reports

Department or agency

Program or activity

17 Department of Housing and Urban 64 Community Development Block Grant (Entittlement Grants,
Development States/Small Cities)
65 Federal Housing Administration’s Single Family Acquired Asset
Management System
66 Low Income Public Housing
67 Public Housing Capital Fund
68 Section 8—Project Based
69 Section 8—Tenant Based
18 Department of the Interior 70 All programs and activities
19 Department of Justice 71 All programs and activities
20 Department of Labor 72 Federal Employees’ Compensation Act
73 Unemployment Insurance
74 Workforce Investment Act
21 National Aeronautics and Space 75 All programs and activities
Administration
22 National Archives and Records 76 All programs and activities
Administration
23 National Credit Union Administration® 77 All programs and activities
24 National Science Foundation 78 Research and Education Grants and Cooperative Agreements
25 National Transportation Safety Board 79 All programs and activities
26 Nuclear Regulatory Commission 80 All programs and activities
27 Office of Personnel Management 81 Federal Employees Group Life Insurance
82 Federal Employees Health Benefits Program
83 Retirement Program (Civil Service Retirement System and Federal
Employees Retirement System)
28 Pension Benefit Guaranty Corporation 84 All programs and activities
29 United States Postal Service 85 All programs and activities
30 Railroad Retirement Board 86 Railroad Unemployment Insurance Benefits
87 Retirement and Survivors Benefits
31 Securities and Exchange Commission 88 Disgorgements and Penalties
89 Operational Vendor Payments
32 Small Business Administration 90 504 Certified Development Companies (Debentures)
91 504 Certified Development Companies (Guaranties)
92 7(a) Business Loan Program (Guaranty Purchases)
93 7(a) Business Loan Program (Guaranty Approvals)
94 Disaster Assistance
95 Small Business Investment Companies
33 Smithsonian Institution® 96 All programs and activities
34 Social Security Administration 97 Old Age and Survivors’ Insurance
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Appendix I: Agencies and Related Programs
Included in Our Review of Fiscal Year 2007
Performance and Accountability Reports and
Annual Reports

Department or agency

Program or activity

98 Disability Insurance
929 Supplemental Security Income Program
35 Department of State 100 Business Class Travel and Sensitive Payments
101 International Information Program—U.S. Speaker and Specialist
Program
102 International Narcotic and Law Enforcement Affairs—Narcotics
Program
103 Structures and Equipment
104 Vendor payments
36 Tennessee Valley Authority 105 Payment programs
37 Department of Transportation 106 Airport Improvement Program
107 Federal Transit—Capital Investment Grants
108 Federal Transit—Formula Grants
109 Highway Planning and Construction
38 Department of the Treasury 110 Earned Income Tax Credit
39 Department of Veterans Affairs 111 Compensation
112 Dependency and Indemnity Compensation
113 Education programs
114 Insurance programs
115 Loan Guaranty
116 Non-VA Care Fee
117 Pensions
118 Vocational Rehabilitation

Source: GAO’s analysis of cited agencies’ fiscal year 2007 performance and accountability reports and annual reports.

°*Agency PAR or annual report was not available as of the end of fieldwork.
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Appendix II: Improper Payment Estimates

Reported in Agency Fiscal Year 2006 and 2007

Performance and Accountability Reports or Annual
Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
1 Agency for International 1 Cash Transfers $7.0 0.8 $3.0 0.2
Development
2 Cooperative Agreements, 15.1 0.2 96.0 1.2
Grants, and Contracts
2  Department of Agriculture 3 Child and Adult Care Food 16.0 1.8 12.0 1.7
Program
4 Conservation Reserve 64.0 3.5 9.0 0.5
Program
5 Conservation Security 3.0 0.2 1.0 0.5
Program (previously Farm
Security and Rural
Investment)
6 Direct and Counter- 424.0 5.0 37.0 0.4
Cyclical Payments
7 Federal Crop Insurance 62.0 1.9 63.0 2.7
Corporation Program Fund
8 Food Stamp Program 1,645.0 5.8 1,794.0 6.0
9 Loan Deficiency Payments 443.0 9.3 18.0 0.5
10 Marketing Assistance 1,611.0 20.3 458.0 7.5
Loan Program
11 Milk Income Loss Contract 0.0° 0.0° 8.0 2.2
Program
12  Miscellaneous Disaster 291.0 12.3 25.0 6.8
Programs
13 National School Lunch 0.0° 0.0° 1,402.0 16.3
Program
14 Noninsured Assistance 25.0 22.9 8.0 13.1
Program
15 Rental Assistance 22.0 3.5 26.0 3.1
Program
16  School Breakfast Program 0.0° 0.0° 520.0 24.9
17  Special Supplemental 21.0 0.6 25.0 0.7
Nutrition Program for
Women, Infants, and
Children
18 Wildland Fire Suppression 7.0 2.5 13.0 1.0
Management
3 Department of Commerce® 19  All programs and activities 0.0 0.0 0.0 0.0
4  Department of Defense 20 Civilian Pay 16.7° 0.1 74.6 0.3
Page 27 GAO-08-438T



Appendix II: Improper Payment Estimates

Reported in Agency Fiscal Year 2006 and 2007
Performance and Accountability Reports or

Annual Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
21 Commercial Pay 550.0 0.2 0.0° 0.0°
22  Military Health Benefits 83.5° 1.0° 156.0 2.0
23 Military Pay 65.9 0.1 370.0 0.5
24  Military Retirement Fund 49.4° 0.1 48.7 0.1
25 Travel Pay 29.4° 0.8° 43.6 1.0
5 Department of Education 26  Federal Student Aid— 258.0° 2.2 2.0 0.0°
Federal Family Education
Loan
27 Federal Student Aid—Pell 446.0° 3.5 433.0 3.5
Grants
28 Title | 20.6° 0.2 87.6 0.7
6 Department of Energy 29 Payment programs 18.5° 0.1 19.7 0.1
7  Environmental Protection 30 Clean Water State 3.5 0.2 1.6 0.1
Agency Revolving Funds
31  Drinking Water State 0.0° 0.0° 0.0° 0.0°
Revolving Funds
8 Export-Import Bank of the 32  All programs and activities 0.0 0.0 0.0 0.0
United States'
9 Farm Credit Administration 33 All programs and activities 0.0° 0.0° 0.0' 0.0'
10  Farm Credit System 34  All programs and activities 0.0' 0.0' 0.0" 0.0"
Insurance Corporation
11 Federal Communications 35 Universal Service Fund— 0.0° 0.0° 620.0 16.5
Commission High Cost Support
Program
36 Universal Service Fund— 0.0° 0.0° 75.5 9.5
Low Income Program
37 Universal Service Fund— 0.0° 0.0° 210.0 12.9
Schools and Libraries
12 Federal Deposit Insurance 38  All programs and activities 0.0' 0.0' 0.0" 0.0"
Corporation
13 Federal Trade 39 All programs and activities 0.0 0.0 0.0 0.0
Commission’
14 General Services 40 All programs and activities 0.0 0.0 0.0 0.0
Administration”
15 Department of Healthand 41  Child Care and 0.0 0.0 0.0 0.0
Human Services Development Fund'
42  Foster Care 124.5° 7.7 51.6 3.3
43 Head Start 210.0 3.1 88.0 1.3
44 Medicaid 0.0° 0.0° 12,900.0 18.5
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Appendix II: Improper Payment Estimates
Reported in Agency Fiscal Year 2006 and 2007
Performance and Accountability Reports or
Annual Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
45 Medicare Advantage' 0.0 0.0 0.0 0.0
46 Medicare Fee-for-service 10,800.0 4.4 10,800.0 3.9
47  Medicare Prescription 0.0 0.0 0.0 0.0
Drug Benefit
48 State Children’s Health 0.0 0.0 0.0 0.0
Insurance Program’
49 Temporary Assistance for 0.0 0.0 0.0 0.0
Needy Families'
16 Department of Homeland 50 Customs and Border 18.0° 1.2° 9.0 0.1
Security Protection—Custodial—
Refund & Drawback and
Continued Dumping &
Subsidy Offset Act &
Payments to Wool
Manufacturers
51 Federal Emergency 0.0 0.0 0.0 0.0
Management Agency—
Assistance to Firefighters
Grants'
52 Federal Emergency 0.0 0.0 0.0 0.0
Management Agency—
Homeland Security Grant
Program'
53 Federal Emergency 369.0° 9.5° 88.0 9.5

Management Agency—
Individuals and
Households Program

54  Federal Emergency 0.0 0.0 0.0 0.0
Management Agency—
Infrastructure Protection
Program'

55 Federal Emergency 0.0 0.0 0.0 0.0
Management Agency—
National Flood Insurance
Program'

56 Federal Emergency 0.0 0.0 0.0 0.0
Management Agency—
Public Assistance
Programs'

57 Federal Emergency 159.0° 2.4 42.0 2.4
Management Agency—
Vendor payments
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Appendix II: Improper Payment Estimates

Reported in Agency Fiscal Year 2006 and 2007
Performance and Accountability Reports or

Annual Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
58 Immigration and Customs 0.0 0.0 0.0 0.0
Enforcement—Detention
and Removal Operations'
59  Immigration and Customs 0.0° 0.0° 4.8 0.7
Enforcement—Federal
Protective Service
60 Immigration and Customs 0.0 0.0 0.0 0.0
Enforcement—
Investigations'
61 Transportation Security 0.0 0.0 0.0 0.0
Administration—Aviation
Security—Payroll
62 United States Coast 0.0° 0.0° 0.0° 0.0°
Guard—Contract
Payments
63 United States Coast 0.0 0.0 0.0 0.0
Guard—Military Payroll
17 Department of Housing 64 Community Development 4.4 0.1 0.0 0.0/
and Urban Development Block Grant (Entitlement
Grants, States/Small
Cities)
65 Federal Housing 0.0 0.0 0.0 0.0/
Administration’s Single
Family Acquired Asset
Management System
66 Low Income Public 378.5 1.4 322.9 1.2
Housing
67 Public Housing Capital 0.0 0.0 0.0 0.0
Fund
68 Section 8—Project Based 362.6 1.3 410.8 1.5
69 Section 8—Tenant Based 723.2 2.7 785.4 29
18 Department of the Interio” 70  All programs and activities 0.0 0.0 0.0 0.0
19 Department of Justice” 71 All programs and activities 0.0 0.0 0.0 0.0
20 Department of Labor 72  Federal Employees’ 0.7° 0.0° 2.6 0.1
Compensation Act
73  Unemployment Insurance 3,376.0 10.7 3,248.0 10.3
74  Workforce Investment Act 6.4 0.2 29 0.1
21 National Aeronauticsand 75  All programs and activities 0.0 0.0 0.0 0.0
Space Administration®
22 National Archives and 76  All programs and activities 0.0 0.0 0.0 0.0
Records Administration”
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Appendix II: Improper Payment Estimates

Reported in Agency Fiscal Year 2006 and 2007
Performance and Accountability Reports or

Annual Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
23 National Credit Union 77  All programs and activities 0.0° 0.0° 0.0" 0.0"
Administration
24 National Science 78 Research and Education 0.0 0.0 0.0 0.0
Foundation Grants and Cooperative
Agreements
25 National Transportation 79  All programs and activities 0.0 0.0 0.0 0.0
Safety Board'
26 Nuclear Regulatory 80 All programs and activities 0.0 0.0 0.0 0.0
Commission’
27 Office of Personnel 81 Federal Employees Group 0.8 0.1 0.8 0.0°
Management Life Insurance
82 Federal Employees Health 62.5 0.2 168.7 0.5
Benefits Program
83 Retirement Program (Civil 253.5 0.4 253.5 0.4
Service Retirement
System and Federal
Employees Retirement
System)
28 Pension Benefit Guaranty 84  All programs and activities 0.0 0.0 0.0 0.0
Corporation®
29 United States Postal 85 All programs and activities 0.0 0.0 0.0 0.0
Service'
30 Railroad Retirement Board 86 Railroad Unemployment 2.7 2.6° 29 2.6
Insurance Benefits
87 Retirement and Survivors 128.6° 1.4° 133.3 1.4
Benefits
31 Securities and Exchange 88 Disgorgements and 0.0° 0.0° 0.0¢ 0.0¢
Commission Penalties
89 Operational Vendor 0.0° 0.0° 0.0° 0.0°
Payments
32 Small Business 90 504 Certified Development 0.0°* 0.0°* 0.0¢ 0.0¢
Administration Companies (Debentures)
91 504 Certified Development 0.0°* 0.0°" 0.0¢ 0.0
Companies (Guaranties)
92 7(a) Business Loan 10.2 1.6 2.6 04
Program (Guaranty
Purchases)
93 7(a) Business Loan 0.0° 0.0° 0.0¢ 0.0
Program (Guaranty
Approvals)
94 Disaster Assistance 89.4 0.8 4.5 0.6
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Appendix II: Improper Payment Estimates

Reported in Agency Fiscal Year 2006 and 2007
Performance and Accountability Reports or

Annual Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
95 Small Business 0.0°* 0.0°" 4.0 0.2
Investment Companies
33 Smithsonian Institution 96 All programs and activities 0.0' 0.0 0.0" 0.0"
34 Social Security 97 Old Age and Survivors’ 3,280.0 0.6 2,504.0 04
Administration Insurance
98 Disability Insurance 0.0° 0.0° 0.0° 0.0°
99 Supplemental Security 3,028.0 7.8 4,089.0 10.1
Income Program
35 Department of State 100 Business Class Travel and 0.0° 0.0° 0.6 4.0
Sensitive Payments
101 International Information 6.7 23.8 0.9 4.0
Program—U.S. Speaker
and Specialist Program
102 International Narcotic and 12.4 4.0 0.0° 0.0°
Law Enforcement Affairs—
Narcotics Program
103 Structures and Equipment 0.0 0.0 0.0° 0.0°
104 Vendor payments 0.0 0.0 0.0° 0.0°
36 Tennessee Valley 105 Payment programs 8.7 0.1 6.6 0.1
Authority
37 Department of 106 Airport Improvement 0.0° 0.0° 0.0¢ 0.0
Transportation Program
107 Federal Transit—Capital 0.0° 0.0° 0.6 1.1
Investment Grants
108 Federal Transit—Formula 0.0° 0.0° 4.3 0.3
Grants
109 Highway Planning and 30.2 0.2 55.2 0.2
Construction
38 Department of the 110 Earned Income Tax Credit 10,700.0 25.5 11,350.0 25.5
Treasury
39 Department of Veterans 111 Compensation 324.6 1.0 240.8 0.8
Affairs
112 Dependency and 0.0° 0.0° 0.0° 0.0°
Indemnity Compensation
113 Education programs 67.2 2.2 101.0 3.7
114 Insurance programs 0.0 0.0 0.0 0.0/
115 Loan Guaranty 0.9 0.1 4.7 0.5
116 Non-VA Care Fee 0.0° 0.0° 92.6 5.9
117 Pensions 370.6 10.7 303.9 8.6
Page 32 GAO-08-438T



Appendix II: Improper Payment Estimates
Reported in Agency Fiscal Year 2006 and 2007
Performance and Accountability Reports or
Annual Reports

Fiscal year Fiscal year
2006 total 2007 total
estimate Fiscal year estimate Fiscal year
(dollars in 2006 error rate (dollars in 2007 error
Department or agency Program or activity millions) (percent) millions) rate (percent)
118 Vocational Rehabilitation 6.0 1.0 4.0 0.7
Total $41,112.9 $54,744.8

(195134)

Source: GAO’s analysis of cited agencies’ fiscal year 2006 and fiscal year 2007 performance and accountability reports or annual
reports.

*Agency did not report an annual improper payment estimate or error rate.
°Agency reported that it had no programs or activities susceptible to significant improper payments.

°Fiscal year 2006 estimate or error rate was updated to the revised estimate or error rate reported in
the fiscal year 2007 PAR or annual report.

‘Agency error rate was less than one percent or error rate rounded to zero for purposes of this
testimony.

*Agency combined with the program above.

‘Agency did not address improper payments or IPIA in its PAR or annual report for fiscal year 2006,
fiscal year 2007, or both.

°Fiscal year 2007 was the first year this agency was included in our scope of review.
"Agency PAR or annual report was not available as of the end of fieldwork.

'‘Agency reported that it would estimate improper payments in the future for this program. See table 1
of this testimony.

'Agency reported program no longer susceptible to significant improper payments.

“Agency reported that the annual improper payment amount or error rate was zero.
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