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Message From the Comptroller General

wo hundred years ago, the Founding

Fathers gathered in Philadelphia to
consider revisions to the Articles of Con-
federation, the basis for the existing gov-
ernment of the United States. At that time,
the nation’s poor financial condition—
trade imbalances, deficient domestic and
international credit, the lack of a national
currency and banking system, and other

“problems—was foremost in their minds.

Today, as we celebrate the bicentennial of
the Constitution, problems with the finan-
cial system are again prominent among the
challenges to government. Our government
continues to struggle with the budget, as it
has since the deficit first broke the $100
billion mark in 1982. The deficit declined
markedly in 1987, reflecting an apparently
temporary acceleration in tax revenues.
But a basic imbalance remains between
the programs and services we expect from
government and the taxes we collect to
pay for them. ‘

In addition to causing the public debt’s
monumental growth, the budget deficit is
also one of the primary causes of our
international trade deficit. These twin
deficits threaten our future standard of
living. The threat will grow the longer
they continue. '

In 1987, GAO issued 767 reports and

| testified before the Congress 161 times.

Much of this work discussed ways to per-
form essential functions at lower cost. We
suggested specific strategies for improving
efficiency and managing resources more
carefully. We also identified budget items
that could be delayed or eliminated with-
out affecting programs, and we highlighted
major program choices that could help
stretch limited resources.

Improved efficiency alone cannot solve
the deficit problem, but every dollar helps.

We made over 900 recommendations and

- identified $59 in financial benefits for each

dollar of GAO’s budget spent, and we con-
tributed to legislative and executive ac-
tions that resulted in $18.2 billion worth of
financial benefits for American taxpayers.
Our responsibilities also included tell-
ing the Congress and the American people
about major threats to the budget: pro-
grams that will cost a great deal more than
is currently budgeted. On a number of oc-
casions, GAO pointed out the widening
gap between Pentagon spending plans and
the budgets available to finance them. We
reported the rapidly deteriorating financial
condition of the Federal Savings and Loan
Insurance Corporation and the Farm
Credit System, disclosing the billions of
dollars of assistance they will require.
Another basic theme of GAO’s work in
1987 was government accountability. This
issue was highlighted by the investigation

. of the Iran-Contra Affair, in which GAO

played a key support role. But other secret
programs where waste and inefficiency
might be shielded from public scrutiny
still exist. GAO is prepared to help ensure
‘that the Congress is informed and can cor-
rect mistakes before they get out of hand,
but without compromising the secrecy of
the programs.

GAOQO's staff are justifiably proud of
their contributions in 1987. The continuing
challenge is to build on this success for
the future.

Ol . okl

Charles A. Bowsher
Comptroller General
of the United States



GAO’s General Coun-
sel and Assistant
Comptrollers General
Jor Human Resources
and for National Se-
curity and Interna-
tional Affairs confer
with Congressman
Jack Brooks, and
members of GAO’ con-
gressional liaison
staff confer with Sen-
ator Warren Rudman.




GAO Confronts the Issues

R ead a newspaper dated between Oc-
tober 1, 1986, and September 30, 1987;

browse through the Congressional Record;

watch a tape of an evening news show, and
you will see that it was a rare day in fiscal
year 1987 that GAO’s work was not fea-
tured. GAO testifies and provides reports
to the Congress on virtually every issue
receiving congressional scrutiny. Its 5,100
staff, housed at headquarters and in re-
gional and foreign offices, provide an un-
paralleled capability to collect information
first-hand. Whether the information exists
in Rome, New York; Rome, Georgia; or
Rome, Italy, GAO's staff are nearby..

In 1987, GAO’s audits, evaluations, and
investigations, over 80 percent of which
were requested by the Congress, fre-
quently led to congressional hearings on
oversight of federal programs, changes in
program appropriations, or new or revised
program legislation. In many instances,
federal agencies took action to correct
problems identified by GAO. As shown in
the chart, the ratio of financial benefits to
GAO dollars spent is high, but it does not
tell the whole story. GAO also helps to

bring about many improvements in govern-

ment that are not readily measurable in_
dollars.

The international trade deficit, the -
Iran-Contra Affair, insider stock trading,
the nation’s financially troubled lending in-
stitutions, gaps in health care protection
against catastrophic illness—these are
only a few of the major issues that domi-
nated congressional attention in fiscal year
1987. The articles in the following section
highlight not only the breadth of issues
that GAO confronts to meet congressional
needs but also the ways in which GAO’s
- work is used in congressmnal decision-
making.

Fiseal Year 1987 Highlights

Fmancml Accomplishments Identlfied - -
Ratio of Financial Benefits to GAO Dollars Spent

Reports Issued

- ,.;,ABefore House Comnuttees -

Before ySenate Comnuttees L

Recommendations‘Made TR
L "lb Improve Program Effectlveness e
. "For Fmancla] Ma.nagement e
. To Reduce Cost/lncrease Revenue B
E "fFor Congressu;nal Ovemght/Leglslatmn :

Decisions for Executlve-Branch Agencles
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“..I believe that
we as a soctety
have finally
come to the
realization that
nternational
trade has a
derect impact
on the success
of our domestic
economy.”

Comptroller General
Charles A Bowsher

The nation’s trade and
budget deficits were
the subjects of a magjor
GAO report in 1987.
The deficit in motor
vehicle trade alone
reached $52 billion.
Here Representative
Bill Frenzel confers
with GAO's Senior As-
sociate Director for In-
ternational Trade,
Energy, and Finance
on causes of the trade

deficit.
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Reducing the International Trade Deficit

A s its trade deficit reached $156.2 bil-
lion in 1986, the United States be-
came the world’s largest debtor nation.
Left unchecked, trade deficits of this mag-
nitude will restrict the government’s free-
dom to foster stable economic growth and
will reduce the standard of living for fu-
ture generations of Americans.

This past year, the United States en-
gaged in a national policy debate over
caunses of and solutions to the trade deficit.
This debate focused on developing per-
haps the most far-reaching trade legisla- .
tion ever considered by the Congress. At
issue was whether this bill should aim
more at strengthening the international
competitiveness of American industry or
at protecting it from foreign competition.
At stake was not only the health of the
U.S. economy but also the international
trading system that the United States had
worked so hard to develop during the past
40 years. . :

GAO was at the forefront of this de-
bate, warning against unwarranted protec-
tionism and arguing that the primary cause
of the U.S. trade deficit is the federal bud-
get deficit. In a major report, GAO ex-
plained that the budget deficits of the
1980s caused the United States to consume
more than it produced and to import the
difference. Heavy government borrowing
increased interest rates, which attracted
foreign investment. Foreign investors in-
creased their demand for dollars, drove up
the value of the dollar, and, in the process,
made U.S. goods more expensive in the
world marketplace. Foreign competitors
became entrenched, and, despite recent
declines in the value of the dollar, the
trade deficit has remained large.

Despite the evidence that unfair for-
eign trade barriers did not cause the sharp
rise in the trade deficit, the deficits did

create pressure to protect U.S. industry
and workers. While unfair foreign trade
practices present serious problems, GAO
reported that protectionist policies, such
as import surcharges, would likely back-
fire. Other countries would copy the sur-
charge or close their markets to U.S.
exports, the most competitive U.S. indus-
tries would suffer, and everyone’s costs
would increase. -
However, recognizing that U.S. long-
term interests do require a vigorous effort
to oppose unfair foreign trade practices,
GAO has identified strategies to strengthen
government efforts to combat such prac-
tices. For example, GAO suggested ways to
improve government efforts to stop im-
ports of counterfeit goods, enforce U.S.
rights under international trade agree-
ments, and combat foreign subsidies for
agricultural exports. Both House and Sen-
ate versions of omnibus trade legislation
include many of these suggestions.

Twin Deficits




“Today, there is
10 rational
system,
whereby the
Executive
Branch and
the Congress
reach...
agreement on
national
malitary
strategy, the
forces...and the
Sunding that
should be
provided...
[given] the...
economy and
competing
claims on
national
resources.”

Final Report to the
President, President’s Blue
Ribbon Commission on
Defense Management

National defense takes
the biggest single
share of the federal
budget and of GAO’s
auditing resources.
Here staff from GAO’s
Boston regional office
participate in evaluat-
ing Navy programs.




Tackling the Issue of Defense Affordability

hile the United States will spend
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1980s, the budget deficit is ending the
years of substantial defense budget
growth. As the Congress struggles with the
deficit, its Members are debating not only
how much defense is needed but also how
much is affordable. To complete moderni-
zation, the Army says it needs $100 billion
more than currently programmed. The
Navy and Air Force also need billions
more, and estimates for the full cost of the .
Strategic Defense Initiative (SDI) run into
the hundreds of billions. Facing a $200 bil-
lion budget deficit, the Congress has hard
decisions to make among competing pri-
orities. For information on how limited re-
sources can be allocated effectively, the
Congress often turns to GAO.

For example, on the basis of projected
budget growth, the Army began to mod-
ernize by buying more M-1 tanks, Bradley
fighting vehicles, attack helicopters, and
other weapons while at the same time de-
veloping new and expensive systems, such
as the LHX helicopter. GAO reported that
modifying and upgrading existing helicop-

- ters offers an alternative to proceeding
with the problem-plagued LHX.

When the Navy decided to expand to
600 ships, it expected continuing budget-
ary growth. The Navy will soon have 600
ships, but GAO reported in 1987 that the
Navy will not have the mix of ships re-
quired for its announced maritime strategy.
Without budgetary growth, planned pro-
curements of three ship types—aircraft
carriers, combatants, and submarines—
could consume 80 percent of shipbuilding
budgets, leaving few funds for mine sweep-
ers or amphibious or support ships. GAO’s
report alerted the Congress to the tough
decisions ahead as the Navy's future costs
_ outstrip available resources.

Air Force priorities place tactical air
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troops, behind strategic, readiness, and air-
lift programs. Tactical wings compete for
funds with programs like the MX, AMRAAM,
and the B-1 bomber. Forty wings, each
with 100 aircraft, had been planned, but
GAO reported that high costs and funding
constraints have already cut that goal.
Problems with new programs, such as the
B-1—which GAO reported will cost $6 bil-
lion more than anticipated and still will
not accomplish its full mission—raise the
issue of cutting back on troubled programs.
In 1988, GAO will continue to help the
Congress allocate limited resources by
providing information on questions such
as: Is the Army’s new forward-area air de-
fense system affordable? Should the Air
Force and the Navy continue separately
developing stealth fighters? Do we need
the full arsenal of strategic weapons cur-
rently in development—the MX, Trident,
and Midgetman missiles and the B-1 and
stealth bombers with their cruise missiles?

The Rapid Defense Buildup of the 1980s Is Over




“The GAO
report...
analyzing U.S.
and Israeli cost
estimaies for
the Lavsi...
raisefs] serious
Jinancial
questions
given projected
annrual costs,
Israel’s cap...
on annual
expenditures,
the limited
avalability of
U.S. assistance,
and other...
defense
projects the
Israelis seek

tOﬂL »

Representative
Lee H. Hamilton

Israel’s tough decision
to cancel the Lavi was
supported by analyses
conducted by that

country’s State Comp-
troller as well as GAO.
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The Lavi: A Case Study in Defense Affordability

F acing the difficult issue of defense
affordability, in August 1987, Israel
canceled the Lavi, a fighter aircraft being
developed by Israel predominately with
U.S. funding. Controversy had surrounded
the Lavi and, as early as 1983, GAO had
reported on the program’s uncertain costs
and had questioned the implications of
using U.S. funding to develop a foreign
weapons system.

Despite concerns, the Lavi program
continued. With thousands of jobs and Is-
rael’s aircraft industry dependent on it, the
Lavi became a symbol of Israeli pride. By
April 1987, U.S. funds had paid for about
90 percent ($1.3 billion) of the Lavi's devel-
opment costs. Israel expected the United
States to continue as the major funding
source for the Lavi, but U.S. budgetary
problems precluded increases in the as-
sistance program, making potential cost
increases an Israeli responsibility.

The United States believed that Israel
had seriously underestimated the Lavis
costs and that, if Israel continued with the
Lavi, it would have to delay or forgo other
important defense requirements. The De-
partments of Defense and State strongly
urged Israel to cancel the program. Israel
disagreed with the U.S. cost estimate, con-
tending that its own estimate was more
accurate.

Early in 1987, GAO responded to a re-
quest of the Subcommittee on Europe and
the Middle East, House Foreign Affairs
Commiittee, to examine the U.S. and Israeli
cost estimates. GAO concluded that, re-
gardless of which estimate was used, pro-
jected annual outlays to produce the Lavi
would exceed allocated funds and con-
sume an increasingly larger share of Is-
rael’s defense resources. At 6-percent
inflation, GAQO estimated that the an-
nual cash requirement would be more

than $1 billion in 1990 and could exceed
$1.4 billion by the year 2000, as compared
with the $1.8 billion currently authorized
annually for all U.S. military assistance
to Israel.

In July 1987, Israel’s State Comptroller
issued a report criticizing the decision-
making process leading to the program’s
continuation. He concluded that the “ef-
fects of the decision to develop and pro-
duce the ‘Lavi’ on other defense
establishment programs were not exam-
ined, from the point of view of the total
needs of the system as against multi-year
budgets available to it.”

In August 1987, the Israeli Cabinet nar-
rowly decided to stop further development
and production of the Lavi. After carefully
considering Israel’s limited ability to ad-
dress its other military requirements and
the strains funding the Lavi would put on
Israel’s overall economy, Israel made the
trade-off.

Comptroller General
Bowsher confers with
the Deputy State
Comptroller of Israel.

1



‘T commend
GAO for being
the first to put
mto
perspective the
budget
implications of
correcting
serious safety
and
environmental
problems at
DOEF defense
Sacilities.”

Representative Mike Synar

GAO’s evaluations and
testimony about nu-
clear defense safety is-
sues were part of an
effort to obtain inde-
pendent oversight of
DOE activities and
help ensure that future
defense needs are met.
Here the Assistant
Comptroller General
Jor Resources, Commu-
nity, and Economic
Development testifies.
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Dealing With the Nation’s Aging Nuclear Defense Complex

F or more than 40 years, the federal
government has produced nuclear
material—such as plutonium and tritium—
for defense purposes, primarily weapons
and naval fuel. Today, the military’s nuclear
program consumes about 60 percent of the
Department of Energy’s (DOE) budget.
Many of the 50 major facilities that pro-
duce and process nuclear material are now
obsolete. Over the years, their operation
has posed risks to the environment and to
the health and safety of workers and the
public. This situation presents difficult is-
sues for the Congress, which must weigh
the enormous cost of correcting the prob-
lems—estimated in the tens of billions of
dollars—against competing budget priori-
ties in a deficit-conscious era. The Con-
gress must also ensure that nuclear facili-
ties are operated and maintained safely
without constraining their ability to pro-
duce essential nuclear weapons material.

Through 20 reports and frequent testi-
mony, GAO has informed the Congress
about the nuclear defense complex. In
March 1987, GAO testified on the wide
range of safety, environmental, and health
problems it has identified in recent years.
These problems include inadequate reac-
tor safety systems to prevent or mitigate
the consequences of a nuclear accident,
poor management of hazardous and radio-
active wastes, extensive soil and water
contamination, and worker exposure to
radiation.

The problems, coupled with the age of
the facilities, raise serious concerns about
DOE'’ future ability to meet national de-
fense needs. At GAO’s recommendation,
DOE agreed in 1987 to develop a strategy
to define the problems it faces and to pre-
sent an action plan with time frames and
cost estimates for correcting them. This
road map for DOE’s nuclear defense com-

plex will improve the Congress’ ability to
set priorities for the limited resources
available.

As part of the strategy for the future,
GAO testified in June 1987 that outside
independent oversight is needed to ensure
that DOE facilities operate safely. GAO
then laid out key elements the Congress
should consider in deliberating among the
various bills introduced in 1987 to provide
that oversight.

Even with DOE's strategic plan to help
determine priorities for limited resources
and an independent oversight organization
to monitor the safety of DOE’s nuclear
facilities, the Congress may not be confi-
dent that production, safety, and environ-
mental goals can be met concurrently. In
1988, GAO will continue to help the Con-
gress examine DOE’s nuclear defense com-
plex, potentially one of the more
dangerous industrial operations in the
world but also one that is essential for
national defense.

DOE’s Nuclear Defense Establishment—
Over 50 Facilities at 16 Sites
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“The confusion,
deception, and
privatization
which marked
the Iran-
Comntra Affair
were the
inevitable
products of
an attempt
to avoid
accountability.”

T MMM A

Report of the Congressional
Committees Investigating
the Iran-Contra Affair

GAO assisted the Sen-
ate and House select
committees investigat-
ing the Iran-Contra
Affair. Here GAO staff
pose with Senator
Daniel K. Inouye; for-
mer presidential se-
curity adviser John
Poindexter testifies.
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Balancing Secrecy and Accountability

When the Iran-Contra Affair gripped
the nation’s attention in 1987, con-

troversy centered on whether government
powers were being exercised without
accountability to the Congress or the pub-
lic. Ensuing investigations brought into
sharp focus the long-standing dilemma
confronting U.S. leaders: how to safeguard
the nation’s secrets within the constitu-
tional system of checks and balances.

The Congress has recognized the need
for secrecy in certain government ac-
tivities, such as highly classified weapons
development programs, sensitive dealings
with foreign governments, and covert intel-
ligence operations designed to advance
U.S. interests. Over the years, the Congress
has developed mechanisms to provide con-
trol and oversight of secret government
operations. These mechanisms include se-
lect and special oversight and investigatory
committees and laws mandating congres-
sional notification of secret activities. The
Iran-Contra revelations shattered confi-
dence in these mechanisms’ effectiveness.
Addihg to concern was the increase in
highly secret military programs not subject
to normal scrutiny. During 1987, questions
about waste and inefficiency in programs
shielded from public view multiplied.

GAO has long reviewed highly classi-
fied and sensitive government programs
and provided the Congress with indepen-
dent information and analysis. In recent
years, GAO has examined a range of highly
secret military technology efforts, intel-
ligence activities, and sensitive programs
involving other nations. For example, GAO
reported on stealth technology progréms,
tacticalrintelligence activities, and security
assistance programs in the Philippines and
Central America.

Last year, GAO provided extensive as-
sistance to the Senate and House select

committees investigating the Iran-Contra
Affair. GAO issued a report that docu-
mented the arms sales to Iran and con-
cluded that the Department of Defense
had not charged enough for the weapons.
Additionally, 12 GAO staff members were
detailed to assist special investigating
committees, and the extended public hear-
ings reflected the importance of commit-
tee and GAQO staff findings. Also, in
another report examining Contra as-
sistance, GAO found that controls over hu-
manitarian aid were lax.

Following the Iran-Contra hearings,
legislative proposals for increased controls
were developed. Bills introduced in the
Senate and House would provide GAO
greater access to the Central Intelligence
Agency. As the Congress seeks the appro-
priate balance between secrecy and
accountability, debate will center on these
proposals.




“..insider
trading...
makes all of us
potential
victims of a
greedy few who
would subvert
a system thai
provides the
financial fuel
Jor America’s
economic
growth.”

John J. Phelan, Jr,
Chairman and Chief
FExecutive Qfficer, New York
Stock Exchange

GAO was involved in
evaluating how the
SEC and stock ex-
changes could better
monitor stock market
activity to detect in-
sider trading. Here
GAQ staff from the
New York regional of-
fice meet in the Stock
Watch Alert Room of
the American Stock
Exchange.
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Monitoring Insider Trading

In fiscal year 1987, a shaken Wall Street
saw one of the largest insider trading
scandals in its history. Senior officials at
respected securities trading firms and
other market professionals were ensnared
in a web of conspiracies, payoffs, and so-
phisticated market manipulation. These
events heightened public concern about
the honesty of those involved in the se-
curities markets. The Congress questioned
whether the markets had grown so fast
and become so complex in recent years
that regulators, whose own resources had
not grown, could no longer effectively
oversee their operations. Building on six
recent reports on securities regulation,
GAO began in 1987 to evaluate methods of
detecting and investigating insider trading.

In testimony before the Subcommittee
on Oversight and Investigations, House
Committee on Energy and Commerce,
GAQO reported that monitoring trading ef-
fectively is an enormous task when, for
example, more than 75,000 trades involv-
ing 150 million shares of stock are made
daily on the New York Stock Exchange
alone. The Securities and Exchange Com-
mission (SEC), which oversees the indus-
try, and securities self-regulatory
organizations that are charged with moni-
toring day-to-day activity try to ferret out
questionable trades and develop evidence
of possible violations of securities laws.
GAO testified that the SEC and self-
regulatory organizations have invested mil-
lions to develop sophisticated computer
surveillance systems to detect suspicious
trading activity.

Although GAO called for improve-
ments in these computer systems, it also
indicated that even the most sophisticated
computer surveillance system will not nec-
essarily produce the evidence required to
link questionable trades with individuals

who use insider information. While the
systems can provide the initial leads, the
major cases have relied on informants and
anonymous tips to develop the complex
trail and the evidence needed to prosecute
offenders. Furthermore, the increase in
merger and takeover activity provides op-
portunities for a wide circle of individu-
als—not just typical corporate insiders but
others, such as attorneys, analysts,
printers, librarians, and clerical staff—to
reap enormous illegal gains.

GAO is studying ways to help deal
more effectively with insider trading. It
has evaluated initiatives taken by self-
regulatory organizations and the SEC to
improve their operations and is assessing
the overall process from a management
and accountability standpoint. GAO is also -
studying special difficulties created for
regulators when traders use international
securities markets to conduct business.

Market Activity Has Increased Tremendously,
While SEC Staff-years Have Been Stable




“Banks,
particularly
agricultural
and energy

impate R g o gt

rate unseen | . | Emhfm

since the . 1R D B RR B
Great ' I ERR |

Depression.”

L. William Seidman,
Chair, FDIC

GAO reported the un-
precedented magni-
tude of losses in the
Federal Savings and
Loan insurance fund.
Here Senator William
Proxmire and GAOs
Director of Accounting
and Financial Man-
agement confer on re-
alistic solutions for
troubled financial in-
stitutions.
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Rescuing the Nation’s Lending Institutions

uring 1987, the financial position of

the nation’s lending institutions con-
tinued to deteriorate. Nearly 500 of 3,200
savings and loans were insolvent at mid-
year, and GAQO’s annual audit found the
Federal Savings and Loan Insurance Cor-
poration (FSLIC), which insures thrift in-

stitution deposits up to $100,000, insolvent.

The Farm Credit System, which dominates
farm real estate lending markets with $60
billion in loans, has lost about $5 billion
since 1985. Approximately 2,200 of the na-
tion’s 14,000 commercial banks were un--
profitable as of mid-1987, and 200 of them
were expected to fail. Finally, the Federal

" Deposit Insurance Corporation (FDIC),
which historically has insured commercial
bank deposits, had a record low ratio of
reserves to deposits.

Because these institutions are vital to
the economy, the American people have a
large stake in their financial viability. Fi-
nancial exposure from these problems far
exceeds the size of past federal rescues.
For example, the federal government au-
thorized $250 million in aid to Lockheed,
$1.5 billion to Chrysler, and $1.65 billion to
New York City. These amounts pale when
compared with estimated federal finaneial
exposure of $3 to $10 billion for the Farm
Credit System and up to a staggering $30
billion for the thrift industry.

Problems with the nation’s lending in-
stitutions developed over time. For several
years, regulators allowed the institutions
to hide their losses, hoping time would
reverse their misfortunes. Thrift institu-
tions delayed recognizing certain losses;
created the appearance of adequate cap-
ital; and, in some cases, simply remained
open with insufficient capital. Commercial
banks were allowed to defer potential
losses on agriculture, energy, real estate,
and third-world loans. In 1986, the Farm

Credit System was allowed to defer losses
for up to 20 years. GAO strongly objected
to these accounting practices through re-
ports and testimony, warning that such de-
vices do not work, perpetuate bad
management, and mask the financial con-
dition of troubled institutions.

GAO continued to advise the Congress
of the need for prompt recapitalization of
FSLIC. In 1987, the Congress passed a bill
letting the insolvent FSLIC sell $10.8 bil-
lion in bonds, an amount that may prove to
be far less than what is needed.

GAO also assessed the Farm Credit
System, identifying management problems
related to the system’s financial difficulties
and offering the Congress a plan for its
rescue. Legislation designed to save the
system incorporated parts of GAO’s plan,
including the creation of an independent
oversight board and an insurance fund.
Through reports and testimony, GAO will
continue to help focus congressional de-
liberations on realistic solutions for trou-
bled financial institutions.

FSLIC’s Problems Mirror Those of the Industry




“It’s a heck of
a situation,
isn’t it? We're
producing for
a government
program, not
the market. 1
can hardly
wait until

Jinding out
the costs.”

Texas cotton producer

Corrective legislation
was enacted in 1987
Jollowing GAO’s find-
ing that farm re-
organizations
designed to avoid pay-
ment limits added al-
most 9,000 new
“persons” to federal
Jarm payment rolls
over a 2-year period.
GAO also reported
that commodity certifi-
cates would eventually
cost more than cash
payments to farmers.
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Controlling Federal Farm Payments

>

arge crop surpluses, falling prices,

and dwindling exports resulted in the

Congress’ enacting the Food Security Act

in 1985. The intent of this legislation was

to lower crop prices even more to make

U.S. crops competitive in the world market

and thereby increase exports and decrease

surpluses. To stabilize American farmers’
incomes, as many were already in financial
distress, the act also iricreased federal
farm payments. Federal expenditures
soared to a record $26 billion in 1986—up
from $4 billion in 1977—and continued to

increase in 1987.

The act authorized payments to farm-
ers in the form of certificates exchange-
able for commodities held in the federal
inventory, such as corn, wheat, cotton, or
rice. By the end of January 1987, about
$5 billion in certificates had been issued.
GAO analyzed the cost of issuing com-
modity certificates compared with making
- cash payments and found that, given the

way in which the program was imple-
mented, certificates eventually cost more.

_ The first $3 billion in certificates ex-
changed will cost up to $3.6 billion, or 20
percent more than cash payments would
have cost. At congressional request, GAQ
is looking further into the budgetary treat-’
ment of the certificate.

The 1985 act also substantially in- )
creased cash payments to individual farm-
ers who only a few years ago were
receiving little or no federal payments.
These payments are tied to production
rather than need. Because payments are
limited by law to $50,000 per person an-
nually, many farmers have legally re-
organized their existing operations to add
more “persons,” who each qualify for up to
$50,000. For example, GAO identified a
case in which 6 family members who re-
ceived a total of about $300,000 in support

payments in 1985 reorganized their opera-
tion by forming 15 corporations. In 1986,
the operation qualified as 21 persons (the 6
original family members and the 15 new
corporations) and received $1,050,000.

GAO? analysis showed that between
1984 and 1986 reorganizations designed to
avoid the payment limit added almost
9,000 new “persons” to farm payment rolls.
If this trend continues, by the end of 1989
almost 31,000 new “persons” could be re-
ceiving federal payments. On the basis of
GAOQ’s work, legislation was enacted to in-
hibit reorganizations designed solely to
avoid the payment limit. This legislation
could save more than $300 million in the
next 3 fiscal years. Given the vast sums
that are likely to be spent to help the farm
sector through its current financial crisis,
this legislation will help ensure that funds
are used effectively to achieve the goals
set by the Congress.

Farm Payments: Turning $300,000 Into Over $1 Million

50,000
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“Medical
bankruptcy
Jrom
catastrophic
tllness s a
haunting
possibility for
many
American
Jamilies.”

Stuart Eizenstat, former
Domestic Policy Adviser

GAO’s analysis
showed that almost
two-thirds of the unin-
sured women and
women on Medicaid
studied received insyf-
Jicient prenatal care.
Here a GAO evaluator
observes sophisticated
imaging equipment at
the National Institutes
of Health.
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Closing the Gaps in Access to Health Care

Health care expenditures account for
about $1 of $9 spent in the national
economy and will soon exceed the half-
trillion-dollar mark. Paying for health care
is a problem for millions of Americans.
Gaps in public and private health insur-
ance progrars leave about 56 million
Americans under age 65 uninsured or un-
derinsured, including the poor who do not
qualify for Medicaid, many unemployed or
self-employed persons, and employees of
businesses that do not provide health ben-
efits. In addition, many elderly persons in-
cur catastrophic medical expenses for
long-term care not covered by Medicare.

Rising health costs and quality-of-care
issues continued to concern the Congress
this year as in other recent years. In 1987,
however, national attention focused also
on expanding access to care. In reports
and testimony before the Congress, GAO
evaluated the trade-offs between access
and cost both in existing programs and in
new options.

Gaps in Medicare and private health
insurance programs can often mean
quickly depleted savings for sufferers of cat-
astrophic and long-term illnesses. In 1987,
the Congress debated how much protec-
tion to provide, at what cost, and to whom.
GAO’s analysis of beneficiaries' out-of-
pocket expenses for acute care helped the
Congress address how to expand Medicare
benefits for catastrophic circumstances in
a constrained budgetary environment.

GAQ also reported that the elderly
face serious financial risk for long-term
care costs. During their lifetime, one in
four of them will enter a nursing home,
where annual costs of care exceed $20,000.
Although the private sector has begun to
experiment with filling the insurance gap
for long-term care, GAO testified to the
Congress that consumers have little pro-

tection against substandard insurance pol-
icies and sales abuse.

For uninsured persons under age 65,
GAO is examining options such as em-
ployer-mandated health insurance cover-
age and the feasibility of state risk pools.
Even Medicaid coverage is no guarantee of
receiving adequate services. For example,
GAO’s recent analysis of access to prenatal
care shows that almost two-thirds of the
Medicaid and uninsured women studied
received insufficient care.

GAO believes that efforts to improve
access for the tens of millions of poor and
needy people would require an infusion of
new dollars from government, employers,
and the workers themselves. Possible solu-
tions, however, may run counter to efforts
to control government spending, keep in-
flation low, and foster a competitive econ-
omy. GAO will continue to advise
legislators about options that balance the
competing needs for obtaining access to
quality health care and curbing
federal costs.

Since More Than One-half of Uninsured Adults Are
Employed, Employer-Mandated Insurance Coverage May
Be an Option
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“TI worked 30
years under
this plan, and
now I get 27
percent of my
promised
PENSION.
There’s no
fairness here.”

Richard Ceccons,
retired steel company
executive

The Pension Benefit
Guaranty Corporation
runs an insurance pro-
gram covering the pen-
sion plans of over 30
million workers. GAO
reported on the danger
of program insolvency
by the year 2002 and
suggested ways to
strengthen the
progrant.
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Protecting Retirement Benefits in a Cost-Cutting Climate

I i‘ ueled by an expanding post-war econ-
omy, the U.S. private pension system

grew rapidly after World War II with little
government involvement. When the Stu-
debaker Company failed in 1962 and work-
ers and retirees lost their pensions, public
attention focused on protection for private
retirement benefits. The Employee Retire-
ment Income Security Act of 1974 (ERISA)
was an attempt to secure the private pen-
sion promise for American workers.

Today, the federal government plays
a vital role in protecting retirement ben-
efits by regulating a private pension sys-
tem with over $1.5 trillion in assets. The
Pension Benefit Guaranty Corporation
(PBGC), established by ERISA, runs an in-
surance program covering more than 30
million workers in over 110,000 single-em-
ployer pension plans. Corporations with
ongoing plans pay annual premiums to
help guarantee that participants in termi-
nated plans receive some benefits.

In 1987, GAO reported to the Subcom-
mittee on Oversight, House Committee on
Ways and Means, that PBGC’s insurance
program is in serious financial trouble and
could be insolvent by 2002. Recent bank-
ruptcies in a steel industry troubled by
international competition contributed to
an extraordinary deficit in the insur-
ance fund. Companies such as LTV and
Wheeling-Pittsburgh terminated plans
without enough assets to pay promised
benefits. Annual premiums for each plan
participant tripled—from $2.60 to $8.50—
in 1986, and GAO reported that the pro-
gram deficit could be as much as $4 bil-
lion. The actual amount depends on the
outcome of litigation involving PBGC’s un-
precedented return of $2 billion in un-
funded pension liabilities to LTV.

Because of PBGC'’s financial problems,
the Congress recently passed legislation

that strengthens the insurance program
and protects insured pension benefits. In
reports and testimony, GAO provided the
framework for policy debate by suggesting
that minimum funding standards for plans
be strengthened, employers be required to
make earlier contributions, and the pre-
mium rate be raised. GAO’s analysis identi-
fied those who would be hurt most by
variable or flat-rate premium increases and
those who would bear the brunt of tighter
minimum funding standards.

While such legislative changes clearly
will enhance benefit security, the eco-
nomic impacts on employers, plan partici-
pants, and the federal government are
unclear. For example, raising employers’
minimum confribution might encourage
them to hold down pension costs by re-
ducing or eliminating future pension bene-
fit increases. As legislation is considered,
GAO continues to provide the Congress
with evaluations of potential effects.

The Pension Insurance Program Deficit
Is Increasing Dramatically
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“Worker
dislocations
will continue
to be an
inevitable
result of rapid
technological
and economic
change. We
must be able
o move 1
quickly...to
give workers...
training and
services....”

William E. Brock,
Secretary of Labor

GAO’s work focused
the debate on the ade-
quacy of assistance to
workers who lost jobs
Jrom plant shutdowns
and permanent
layoffs.
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Helping People Get Jobs by Making Programs Effective

ven in an expanding economy, mil-

lions of Americans face unemploy-
ment. Although more people were working
in 1987 than ever before, high unemploy-
ment persists among certain groups: mi-
norities; women heading families; and
youth, especially high-school dropouts.
Furthermore, about 2 million workers a
year are displaced from their jobs by plant
shutdowns and permanent layoffs. -

In 1987, the Congress extensively de-
bated the adequacy of assistance to work-
ers losing jobs from plant shutdowns and
permanent layoffs. These are typically ex-
perienced workers, most often from fac-
tory jobs, unemployed largely because of
foreign competition and technological
change. GAO reported fo the Congress that
federal programs reach only a small pro-
portion of such workers and that few em-
ployers provide advance notice of
shutdowns adequate to establish effective
reemployment assistance. Draft legislation
expanding federal programs for dislocated
workers and mandating advance notice re-
quirements draws on GAO’s work.

Many of the unemployed lack the skills
needed to compete successfully in the la-
bor market. The centerpiece of federal-
training programs, the Job Training Part-
nership Act, annually serves about 1 mil-
lion people. A major congressional issue
currently under GAO study is whether ser-
vices are targeted to the most needy,
rather than to high-schdol graduates and
others who are more likely to find jobs on
their own. The Congress is considering re-
lated legislation.

Pending legislation also would shift the
focus of the principal federal welfare pro-
gram, Aid to Families With Dependent
Children, froim income maintenance to ob-
taining employment. The program cur-
rently provides benefits to over 3.7 million

families, mainly unemployed mothers with
dependent children. In 1987, the Congress
reviewed GAOQ reports that identified is-
sues to consider in assessing welfare re-
form proposals; noted that welfare
participants in work prograis made at
least modest employment and earnings
gains; and suggested that while the par-
ticipation of women with young children
would initially cost more, it would have
the greatest impact on reducing long-term
welfare dependency. |

The Congress has been concerned,
too, about the unemployment of school
dropouts and subsequent costs to society.
In 1986, 50 percent of dropouts ages 16 to
24 were not working. The Congress drew
on GAOQ testimony and reports in drafting
legislation for demonstration programs to
reduce dropout rates.

In 1988, GAO will continue providing
the Congress information to help improve
the nation’s employment and training
programs.

Two-thirds of Establishments Give Workers No More Than
2 Weeks’ Notice of Plant Shutdowns or Permanent Layoffs




GAO fosters improved
government operations
around the world. At
the close of 1987, the
International Fellow-
ship Program had 116
“graduates” trained in
modern audit tech-
niques and procedures.




Special Focus

Some of GAO’s current activities do not foll natu-
rally into one of its audit dnd evaluation areas.
This section features four such efforts: two that were
one-time activities and two that are ongoing. It also
notes the passing of a friend whom many in the
Congress remember and will miss.

International Auditor
Fellowship Program

In 1987: GAO welcomed auditors from 11
countries to the ninth annual International
Auditor Fellowship Program. Designed to
support the growth of national audit orga-
nizations in developing countries, the 4-
month program uses volunteer GAO staff
to teach auditing courses, provides on-the-
job training, and trains Fellows to transfer
what they learn to others in their home
countries. GAO staff also support the pro-
gram outside the workplace. Volunteering
to serve as sponsors, they help Fellows
adjust to America by involving them in
family and social events.

Since 1979, 116 Fellows representing 52
countries have completed the program. In
1987, participants came from Cyprus,
India, Indonesia, Korea, Malawi, Nepal,
Sierra Leone, Sri Lanka, Tonga, Zambia,
and Zimbabwe.

The accomplishments of former Fel-
lows demonstrate the program’s success.
Some now head units that review or de-
velop audit policies, while others have es-
tablished formal training functions in their
- offices. One is now an Auditor General,
and another is a Deputy Auditor General.
The growing worldwide network of former
Fellows illustrates GAO’s commitment to
fostering professional standards through-
out the international auditing community.
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Special Focus

In 1987, GAO helped
resolve major rail-
road issues through
work supporting the
Comptroller General’s
chairmanship of the
Railroad Accounting
Principles Board and
membership on the
Railway Association
Board.

30

Railroad Accounting Principles

The Railroad Accounting Principles Board
culminated more than 2 years of congres-
sionally mandated work in 1987 by issuing
principles addressing railroad cost ac-
counting. Chaired by the Comptroller Gen-
eral, the Board provided the Interstate
Commerce Commission with an account-
ing framework to use in resolving issues
such as setting fees for one railroad to use
the facilities of another, abandoning lines,
and setting freight rates. In developing the
principles, the Board’s staff, housed in
GAO, did extensive research and held pub-
lic hearings to gather information on the
concerns of railroads and shippers.

The Sale of Conrail

The 1987 sale of the government’s 85-per-
cent interest in Conrail fulfilled the goals
of 1980 and 1981 legislation that removed
constraints on Conrail's profitability. The
legislation also named the Comptroller
General to the U.S. Railway Association
Board, a government corporation that
funded Conrail, evaluated its operations,
and advised the Congress about its future.
The main issue was how to sell Con-
rail and to whom. The Department of
Transportation favored selling to a single
buyer whose financial strength would en-
sure Conrail’s future in the private sector.
Others, particularly in the Congress,
favored a public stock offering. The Asso-
ciation, supported by GAO staff, worked
closely with congressional committees to
analyze proposals. The Congress passed
legislation providing for the public stock of-
fering. On March 26, 1987, the public sale of
Conrail netted the government $1.58 billion.



GAO’s Oral History Interviews:
A Look Back

“What is past is prologue.” This inscription
on the National Archives Building ex-
presses the concept behind GAO’s history
program, which records important events
in the life of GAOQ. Oral history is an impor-
tant part of the program, and key officials
who made decisions and directed GAOs
efforts are now being interviewed to re-
cord their observations and impressions.
This year, interviews with former
Comptroller General Elmer B. Staats were
videotaped. These tapes provide insights
into the “how and why” of policies
adopted and decisions made during his
tenure. According to Mr. Staats, the main
change during his 15-year term was in the
scope of GAO’s work, “not just the pro-
gram evaluation and effectiveness re-
views...[but] the emphasis on
management...on trying to use GAO’ in-
fluence to build up the strength of internal
audit and inspection, the role we played in
trying to develop improvements at the

Frank H. Weitzel

In July 1987, GAO mourned the passing of
Frank H. Weitzel, who served the Office
for 45 years with competence and dedica-
tion. Rising from messenger to Assistant
Comptroller General, Mr. Weitzel served
under every Comptroller General from
GAO's creation in 1921 to his 1969 retire-

" ment. Mr. Weitzel was devoted to GAO’s
work, and his life exemplified what it
means to be a public servant. At Mr.
Weitzel's retirement, the Speaker of the
House noted: “He has strived constantly to
improve the workings of our democracy,

Special Focus

state and local level, and...in the govern-
ment accounting area.”

Other interviews have been conducted
with Ted Westfall, GAO’s Director of Audits
in 1952; John Thornton, Director of Field
Operations, 1956 to 1976; and former Con-
gressman Chet Holifield, who chaired the
1965 committee hearings on GAO’s con-
tract audit activities. Through these inter-
views, GAO preserves its past to guide the
present and plan the future.

to make government ever more efficient
and honest and able to cope with the
greatest problems of contemporary life.”

Elmer B. Staats,
Comptroller General,
1966-1981. “The
strength of GAO is
always in its peo-

ple. GAO has now
emerged...as the most
attractive place for
young people to come
into government.”

Frank H, Weitzel,
November 9, 1907-
July 20, 1987
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GAO at Work
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AO’s evaluators, accountants, engineers, computer
scientists, statisticians, public adminisirators,
economists, and clerical staff, among others, are its
strength. This section highlights a few of the many
activities that help maintain staff effectiveness
and job quality.

Bringing together its
senior executives to
discuss emerging gov-
ernment issues and
GAOQ initiatives, GAO
held its Fifth Annual
Management Confer-
ence in November
1987. Senator John
Glenn, Chairman of the
Senate Governmental
Affairs Committee and
a featured speaker, ad-
dressed GAOS role as
an independent audit
organization in identi-
fying the important is-
sues facing the federal
government. The con-
ference supported this
theme, focusing on
GAO and overall
federal management
plans.

In 1987, the Boston regional office moved into
new federal office space designed to model the
use of computer-compatible furniture and ad-
vanced telecommunications capabilities. The
Boston office illustrates the goals of GAO' fa-
cilities modernization effort: providing a work
environment that incorporates modern tech-
nology and enhances the effectiveness and qual-
ity of life of GAO employees. As leases expire
and regional offices move, other modernization
efforts will follow.




In 1987, the American University honored
Milton J. Socolar, Special Assistant to the
Comptroller General, with the Roger W, Jones
Award for Executive Leadership. Mr. Socolar
was one of two federal career executives se-
lected for superior leadership, outstanding
organizational achievements, and strong
commitment to developing federal managers
and executives. Mr. Socolar brings 37 years of
public service to his job of second-in-command
of GAO, and he has had a major role in enhanc-
ing GAO% effectiveness.

Dr. Carl Sagan, astronomer, educator, and au-
thor, keynoted GAQ’%s Third Annual Technical
Conference in April 1987 at the University of
Maryland. Nearly 400 senior officials, eval-
uators, and evaluator-related specialists came
together for the 2-day conference to hear na-
tional experts discuss methodological develop-
ments applicable to GAO’ work and to share
innovative technical strategies used in GAO
studies.

Microcomputers are revolutionizing GAOs
operations. Today, GAQ staff use word process-
ing, spreadsheet, and database management
software to draft reports and perform sophis-
ticated analyses. Both text and data are now
electronically transmitted to many users and
locations in seconds. Microcomputers are an in-
tegral part of GAQO' long-range information
management strategy.
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Dr. Marvin Bressler,
head of Princeton Uni-
versity’s Sociology De-
partment, currently
chairs GAO's Research
and Education Ad-
visory Panel. The 20-
to 30-member panel
meets twice a year and
serves as a major link
between GAO and the
academic community.
It acts as a sounding
board for selected
GAO work, both
planned and in prog-
ress, and advises on
staff development and
training. The panels
members also serve as
resource persons on
specific projects.

To manage a 5,100-person staff working on 1,000
jobs and producing 700 to 800 reports a year,
GAO’s top leaders meet regularly. For example,
each week the Comptroller General and his man-
agement team review new jobs and discuss issues

- relating to job scope, timing, resources, coordina-

tion, and methodology. Biweekly meetings are also
held with the heads of GAO divisions to review
reports and to discuss other matters of interest.



An overflow crowd gathered at the District of
Columbia’s Martin Luther King Memorial
Library for GAO's 1987 annual program marking
Black History Month. The keynote speaker, Dr.
Benjamin Hooks, Executive Director of the Na-
tional Association for the Advancement of Col-
ored People, reminded the audience that

. despite strides made during the past 40 years,
the need to press for greater equality between
the races is far from over. Noting that each of
GAO’ program divisions now has women and-
blacks in top leadership roles, Comptroller
General Bowsher stressed that GAO must con-
tinue to work, unit by unit, to meet EEO goals.

Speaking on critical is-
sues affecting GAOs
work, Assistant Comp-
troller General
Anderson provides
Specialized Entry-
Level Training partici-
pants with a better un-
derstanding of GAO%s
work. Designed to in-
troduce new entry-
level staff to GAO and
how it does its work,
the 7-day course covers
topics ranging from au-
dit standards and
workpaper preparation
to ethics and team-
building.

GAO at Work
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Management'’s Responsibility for
Financial Statements

GAO’ financial statements and all related informa-
tion in this section are the responsibility of manage-
ment. The statements have been prepared in
conformity with generally accepted accounting prin-
ciples and Title 2 of GAO’s Policy and Procedures
Manual for Guidance of Federal Agencies.

GAO maintains a system of internal accounting
controls, a program of self-assessment (initiated to
implement the concepts of FMFIA), and an internal
audit program. These three mechanisms are de-
signed to provide reasonable assurance, at appropri-
ate cost, that GAO’s assets are protected and that
transactions are executed and recorded in accor-
dance with established policies and procedures.

The internal audit program involves evaluations of
all GAO operations and, prior to fiscal year 1987,
audits of GAO’s financial statements. GAO engaged
an independent accounting firm during fiscal year
1987 to render an opinion on the financial statements
as of September 30, 1987. Both the internal anditors
and the independent accountants have free and inde-
pendent access to the Comptroller General.

b frsee

Assistant Comptroller General
for Operations

A

Controller

Report of Independent Accountants

Comptroller General
of the United States

We have examined the statement of financial position
of the General Accounting Office, an agency of the
legislative branch of the government of the United
States of America, as of September 30, 1987 and 1986,
and the related statements of operations and financ-
ing sources and of changes in financial position for
the year ended September 30, 1987. Our examina-
tions were made in accordance with generally ac-
cepted auditing standards and the standards for
financial and compliance andits contained in the
Standards for Audits of Government Organiza-
tions, Programs, Activities, and Functions issued
by the General Accounting Office, and accordingly,
included such tests of the accounting records and
such other auditing procedures as we considered
necessary in the circumstances. The accompanying
statements of operations and financing sources and
changes in financial position for the year ended
September 30, 1986, were not examined by us, and
accordingly, we do not express an opinion on them.
As an integral part of our 1987 examination we is-
sued on this date separate reports which describe
the scope of our review and findings related to inter-
nal accounting controls and compliance with laws
and regulations.

In our opinion, the financial statements examined
by us present fairly the financial position of the
General Accounting Office at September 30, 1987
and 1986, and the results of its operations and the
changes in its financial position for the year ended
September 30, 1987, in conformity with generally
accepted accounting principles and Title 2 of the
General Accounting Office’s Policy and Procedures
Marual for Guidance of Federal Agencies, consis-
tently applied.

Washington, D.C.
January 15, 1988
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