U.S. DEPARTMENT OF COMMERCE "™
Office of Inspector General s, 5

PUBLIC
RELEASE

DEPARTMENT OF COMMERCE

Most Departmental Discretionary
Funding Programs Are Competitive and
Merit-Based, but OpportunitiesExist to

Further Improvethe Awards Processes

Audit Report No. ATL-10835-0-0001/September 2000

Office of Audits, Atlanta Regional Office



U.S Department of Commerce Audit Report ATL-10835-0-0001

Office of Inspector General September 2000
TABLE OF CONTENTS
Pege
EXECUTIVE SUMMARY .. e e i
INTRODUCTION ..o e e e 1
PURPOSE AND SCOPE OF AUDIT .. ..o e 2

FEDERAL LAWS, REGULATIONS, AND PROCEDURES
THAT GUIDE DISCRETIONARY FUNDING DECISIONS
ENCOURAGE COMPETITION ... e e 4

FINDINGSAND RECOMMENDATIONS . . . ... 7

l. MOST COMMERCE DISCRETIONARY PROGRAMS ARE
ADMINISTERED ON COMPETITIVE AND MERIT BASES, BUT
OPPORTUNITIES EXIST TO IMPROVE THEIR AWARD PROCESSES. . . . .. .. 7

A. All but Three Programs Met Minimum Public Notice Requirements,
but Many Could Benefit by Augmenting Solicitation Methods .. .............. 8

B. Most Programs Utilized Written Competitive Review Procedures
and Merit-Based Evauation Criteria, but Could Benefit from Increasing
the Independence of Review Pand's and Better Documenting Evauations . . . . .. 10

C. Sdecting Officids Generdly Follow Review Pand Recommendetions, but for Some
of the Decisons that Deviate from Pand Recommendations, there Should be Better
DOCUMENMALION -« - - -« v v e e e e e e e e e e e e e e e e e e e 13

1. SOME PROGRAMS THAT SHOULD BE COMPETITIVE ARE NOT,
AND NONCOMPETITIVE AWARDS GENERALLY NEED TO BEBETTER
JUSTIFIED . . oot e e e e 16

1. OPPORTUNITIES EXIST FOR THE DEPARTMENT TO IMPROVE

COMPETITIVEAWARDPROCESSES . ... 18
V. RECOMMENDATIONS . ... e 20
V. FUNDSTOBEPUT TOBETTERUSE.......... .. .. it 21
VI.  DEPARTMENT'SRESPONSE ......... ... i 21

VII. OIGCOMMENTS ... i e 21



U.S Department of Commerce Audit Report ATL-10835-0-0001
Office of Inspector General September 2000

APPENDIXES

VI

VII

VIII

Department of Commerce Operating Units Administering
Financid Assstance Programs

Full Discretion Programs

Limited Discretion Programs

OIG Audit Reports on Discretionary Funding Programs

Related Reports Issued by the OIG and Others

Summary Schedule of Findings by Program

Schedule of Federd Assistance Award Data System Discrepancies

Department’ s Response to Draft Report



U.S Department of Commerce Audit Report ATL-10835-0-0001
Office of Inspector General September 2000

EXECUTIVE SUMMARY

Seven operaing units of the Department of Commerce administer 72 discretionary financia assstance
programs' providing more than $1 billion a year, or about a quarter of the Department’ s budget, to
date and local governments, nonprofit and for-profit organizations, and individuals. The following
graph shows the number of discretionary funding programs and fisca year 1997 obligations by

operating unit.

Commer ce Discretionary Funding Programs
and Their FY 1997 Obligations
by Operating Unit

72 Programs = $1.1 Billion

$16 milion

Aprograms TA
NTIA :35 milllon
$323 million oE prog
§ programs $1 million
NIST 1 program

$11mililon MBDA EDA

We conducted a comprehensive audit of the Department’ s discretionary funding programs &t the
request of the Chairman of the Senate Committee on Commerce, Science, and Transportation. The
purpose of the audit was to identify the laws, regulations, policies and procedures established to guide
agency officidsin making discretionary spending decisions, to evauate the adequacy of departmenta
and operating unit policies and procedures applicable to the administration of Commerce's financia
assstance programs, and to determine the extent to which the policies and procedures were followed.

Using authorizing legidation for each of the 72 Commerce financid assstance programs, we classified
each program as being either a“full discretion” program or a*limited discretion” program, based on the
extent to which the legidation limited the agency’ s authority to independently determine the recipients
and dollar amounts of the awards. We classified 34 programs as limited discretion and the other 38 as

! Asused in this report, discretionary financia assistance programs are those for which the
funding agency has the legidative authority to independently determine the recipients and funding levels
of financid assstance awards, without reference to legidated formulas or entitlement criteria.
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full discretion programs. Since five of the full discretion programs had no obligations in recent years
and were inactive, we conducted individud audits of the remaining 33 full discretion programs and
reported on each.

This report summarizes the results of the individud audits, identifies crosscutting issues, highlights * best
practices,” identifies weaknesses in departmenta policies, procedures, and practices, and offers
recommendations for improving them.

One of the primary purposes of the Federad Grant and Cooperative Agreement Act (31 U.S.C. 86301
et seg).) isto encourage competition in the award of federa financid assistance to the maximum extent
practicable. Competition is generdly recognized as the most effective means of ensuring that financid
assistance awards are made on the basis of merit.  Asaresult, we primarily evaluated each of the 33
individua programs on its adherence to the following three criticd dements identified by OMB as
essentid to ensure effective competition.

I Widespread solicitation of eigible gpplicants and disclosure of essentid application and program
information in written solicitations;

I ndependent gpplication reviews that consstently gpply written program evauation criteria; and

Written judtification for award decisons that deviate from recommendations made by application
reviewers.

AUDIT RESULTS

We found that the Department’ s discretionary funding policies and procedures were, for the most part,
adequate to promote merit-based funding decisons. At the same time, we identified opportunitiesto
improve the processes. Specifically, our audit found that:

I Mog (21 out of 33) Department of Commerce financid assistance programs that have full
legidative discretion to independently determine their recipients and funding levels are
competitively administered. Asaresult, there is reasonable assurance that awards made under
those 21 programs were merit-based.

In 1985 the Department developed and issued Department Administrative Order 203-26,
Department of Commer ce Grants Administration, to guide agencies in making discretionary
spending decisons. Although DAO 203-26 embraces competition as the most effective means of
ensuring that financial assstance awards are merit-based, the DAO lacks dlarity and specificity in
the guidance it providesin certain instances. As aresult, opportunities exist to improve the policies
and procedures currently in use.
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I Themgority of the 33 individud financiad assstance programs were adequately adhering to the
Department’ s policies and procedures for discretionary spending decisions, athough we identified
opportunities for each program to further refine and improve certain aspects of its award process.

Twelve programs of the 33 were not adequately adhering to the Department’ s discretionary
funding policies and procedures that require programs be administered on a competitive basisto
the maximum extent practicable. Asaresult, there is no reasonable assurance that awards made
under those twelve programs were merit-based.

MOST COMMERCE DISCRETIONARY PROGRAMSARE ADMINISTERED
ON COMPETITIVE AND MERIT BASES, BUT OPPORTUNITIESEXIST TO FURTHER
IMPROVE THEIR AWARDS PROCESSES

As shown in the following table, among the 33 full discretion programs, 21, or nearly two-thirds, were
administered competitively utilizing evaluation criteria designed to result in merit-based funding
decisons. The 21 competitive programs accounted for $740 million, or about 92 percent of the total
obligations made for financia assstance programsin FY 1997. The other 12 programs, accounting for
$63 million, or only about 8 percent of the obligations, did not use competitive selection procedures,
but instead obligated discretionary funds through inadequatdly or ingppropriately justified sole source
awards.

Obligations
Commerce Number of Number of ) —
Full Discretion Programs Programs Awards | (in $millions) | Percentage
Competitive and merit-based 21 1,500 740 92%
Not competitive 2 12 238 63 8
TOTAL 33 1,738 803 100

Although most of the financid assstance programs were administered comptitively, we found
opportunities for al of the agencies to refine and improve aspects of their awards processes.
Departmentd policies and oversight and technical assstance activities could be improved by
ingtitutionalizing some of the best practices successfully used by various Commerce agencies and other
federd agenciesin soliciting, reviewing, and sdecting proposals. The following sections on the
solicitation, review, and sdection eements of the competitive process discuss the criteria established to
guide agency officids in making discretionary spending decisons, the extent to which the criteriawere
appropriately applied, and opportunities to improve the processes. (See page 8.)

2 NIST’ s Measurement and Engineering Research and Standards program made 172 awards in fiscal year 1997 of which

125,

totaling $17.6 million, were made noncompetitively, and 46, totaling $2.8 million, were made competitively. The
number and dollar amount of the competitive awards made under this program are included in the competitive program
counts.
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I Widespread solicitation of eligible applicants and disclosure of essential application and
program information in written solicitations.

All but three of the 21 competitive programs were meeting the Department’ s minimum requirements of
placing anctice in the Federal Register soliciting goplications for funding and clearly sating the criteria
to be used in evauating applications. At the same time we believe that some programs could broaden
their solicitation of digible gpplicants by supplementing their Federal Register notices with other forms
of advertising as some other Commerce programs are dready doing. Examples of best practices being
used successfully by various programs include soliciting through Internet announcements, mailing lists,
annua conferences, and trade association newdetters. Fifteen programs used solicitation methods
beyond smply publishing notices in the Federal Register. Specifically, 14 programs used the Internet,
8 used other publications such as the Commer ce Business Daily, and 8 used mailing ligts. Eighteen of
the 21 programs clearly stated the application evaluation criteriain their solicitation notices, which
effectively disclosed essentia application and program information. (See pages 8 through 10.)

I Independent application reviews that consistently apply written program evaluation
criteria.

On avery postive note, eighteen of the 21 programs that we characterized as competitive utilized
written competitive procedures and merit-based criteriain evauating applications for funding. Aswe
completed our work we identified opportunities for most programs to further enhance the integrity of
the review process by increasing the independence of their review panels and better documenting the
results of application reviews. Independent application reviews that consstently apply written program
evauation criteria help to ensure effective competition. To ensure a minimum degree of independence,
we believe areview pand should have at least one member who is outside the chain of command of the
sdecting officid. Only seven of the 21 programs met this threshold, and only 5 of the 7 used review
pands largely or wholly made up of reviewers outside the program office, including 3 that used
reviewers outsde the federad government. Idedly, having al members outside the chain of command is
generaly seen asthe best practice. In addition, only 12 of the 21 programs adequately documented
their gpplication evauations. (See pages 10 through 13.)

I Written justification for award decisions that deviate from recommendations made by
application reviewers.

Among the 21 competitive programs, we found only 8 programs where sdlecting officials deviated from
the review pandls recommendations. In five of those programs, reasons for deviating from the panel
recommendations were not adequately documented. (See pages 13 and 14.)

SOME PROGRAMSTHAT SHOULD BE COMPETITIVE ARE NOT,
AND NONCOMPETITIVE AWARDSNEED TO BE BETTER JUSTIFIED

Twelve of the 33 full discretion programs did not use competitive procedures in making award
decisions, but instead obligated program funds through inadequately or ingppropriately judtified sole
source awards. Although Departmental and other federa guidelines recognize that individua proposals

-iv-
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and projects may be judtified for “noncompetitive’ funding on an exception basis, an entire program
should not be administered on a noncompetitive basis, asthe 12 were, unless authorized by law.
Absent such legidative direction, there should be an appropriate bass and an adequate written
judtification for individua noncompstitive awvards. For example, sole source awards should be justified
through documented market search efforts to vaidate the determination that thereis only one source for
the anticipated award. (See pages 15 through 17.)

OPPORTUNITIES EXIST FOR THE DEPARTMENT TO
IMPROVE COMPETITIVE AWARD PROCESSES

In developing and issuing its policies and procedures, the Department has formally embraced federa
law and guidelines that encourage competition in the award of financid assstance to the maximum
extent practicable. However, opportunities exist to improve upon them. For example, departmental
policies and oversght activities could be improved by indtitutiondizing best practices. There are dso
opportunities to improve Department-level technical assistance procedures and practices to further
enhance competition within Commerce financid assstance programs.

The Department has been diligently working to develop and issue a comprehensive grants and
cooperative agreements manual, and the new and expanded award procedures being incorporated in
the manua would resolve mogt of the issues raised in our individua program audits and incorporate
many of the best practices we have identified. The Department’ s draft manua also contains provisons
for periodic reviews of program award processes. A 1997 departmental task force, which was
charged with reviewing and recommending improvements to the Department’ s grants administration
policy and procedures, recommended, among other things, improvementsin the guidance on
maintaining adminigirative records and a Department-wide training plan for financid assistance and
program personnel. Departmenta regulations require that each organizationa or program unit provide
OEAM with quarterly reports on al transactions involving the obligation and deobligation of federd
financia asssancefunds. Thisinformation is then entered into the Department’ s Federd Assistance
Award Data System. Our individua program audits reveded discrepancies totaling $15.5 million
between the fisca year 1997 FAADS reported dollarsin obligations and those recorded by the
individua operating units.

RECOMMENDATIONS

We have previoudy issued individua audit reports on each program, with gppropriate
recommendations to facilitate these program managers efforts to improve their specific programs. We
are now recommending that the Department, for its part, take a series of actions aimed at helping its
operating units improve their financial assstance award processes by

(1) darifying minima departmental expectations for competition and (2) providing additiond training, as
necessary and when requested. More specificdly, we recommend that the Department’ s Chief
Financid Officer and Assistant Secretary for Adminigiration ensure that the Office of Adminigtration:
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1. Improve the effectiveness of program solicitations by encouraging agencies to supplement Federal
Register notices with Internet announcements, and when gppropriate use other forms of
advertisng that have demondrated their value as a“best practice’ in enhancing the solicitation
process.

2. Enhancetheintegrity of goplication review processes by (a) defining the minimum criteriafor
independent review panels, (b) offering suggestions, ideas, and best practices for better facilitating
the use of outsde reviewers, and () establishing requirements for documenting the results of
proposal evauations.

3. Improve documentation of selecting officia justifications of award decisonstha deviate from
review pand recommendations by establishing gppropriate documentation requirements.

4. Improvetheintegrity of operating unit award processes by (a) more clearly defining acceptable
bases for noncompetitive awards and (b) establishing requirements and guidelines and best
practices for properly justifying and documenting noncompetitive awards. For example, require
the use of market surveysto vaidate sole source award justifications.

5. Improve departmenta oversght of discretionary spending decisons by (a) reinitiating periodic
reviews of program award processes and (b) providing training to program and grants officers on
the Department’ s policies and procedures.

6. Improvetheintegrity of operating unit awards processes by establishing record retention policies
and procedures for each element of the awards process.

7. Improve the accuracy of reports on transactions involving the obligation and deobligation of
federd financia assstance funds by reconciling OEAM’ s grant database with operating unit
databases, at least annually.

8. Inditutionalize recommended improvements by incorporating them into the “ Department of
Commerce Grants and Cooperative Agreements Manua” that is currently being devel oped.

FUNDSTO BE PUT TO BETTER USE

As discussed previoudy, one of the primary purposes of the Federd Grant and Cooperative
Agreement Act isto encourage competition in the award of federd financia assstance to the maximum
extent practicable. An unquantifiable portion of the more than $1 hillion ayear in discretionary financia
assistance obligated by the Department will be used more efficiently if competitive processes are
improved within the various programs by implementation of the foregoing recommendations and the
recommendations contained in the individua program audits.



U.S Department of Commerce Audit Report ATL-10835-0-0001
Office of Inspector General September 2000

DEPARTMENT’'SRESPONSE AND OIG COMMENTS

In response to the draft report, the Department agreed that opportunities exist to further improve the
grants and cooperative agreement processes and, as aresult, generaly agreed with al of the report’s
recommendations. The response stated that the Department has taken action addressing
recommendation #7 to improve the accuracy of reports on transactions involving the obligation and
deobligation of federa financid assstance funds, and that the other seven recommendationswill be
addressed upon issuance of the Department’ s Grants and Cooperative Agreement Manud, which is
near completion.

We are pleased by the operating units constructive responses to our findings and recommendations
contained in the individua audit reports on each program. We are dso pleased by the Department’s
generd concurrence with this summarizing report’ s recommendations, in particular with an agreement to
indtitutionalize recommended improvements by incorporating them into the grants manual.

-Vii-
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INTRODUCTION

Seven operating units of the Department of Commerce administer 72 discretionary? financid assstance
programs providing about $1 billion ayear to state and loca governments, nonprofit and for-profit
organizations, and individuals. These operating units are the Nationa Oceanic and Atmospheric
Adminigration (49 programs), Economic Development Adminigtration (8 programs), Nationd Indtitute
of Standards and Technology (5 programs), International Trade Administration (4 programs), Minority
Business Development Agency (3 programs), Nationa Telecommunications and Informeation
Adminigtration (2 programs), and Office of the Secretary (1 program). Appendix | provides a brief
description of each operating unit’'s misson and financia assistance programs.

In fiscal year 1997, the seven operating units made more than 2,900 awards. The average annud
funding level of an award was almost $380,000; however, the award amounts ranged from

$463 for aNOAA fisheries disaster grant to $11.4 million for aNIST Advanced Technology Program
cooperdive agreement. The following graph shows the amount obligated by each operating unit for
discretionary awards.

Commer ce Discretionary Funding Programs
and Ther FY 1997 Obligations
by Operating Unit

72 Programs = $1.1 Billion
NOAA

$16 milon

4 prograims ITA

$363 milllon
49 programs

NTIA $35 million

2 progra
$323 million os ms
3 programs $1 million
NIST 1 program

$11 million MBDA
3 programs

3The term discretionary in this context means that the funding agency has the legidative authority
to independently determine the recipients and funding levels of financid assstance awards.
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PURPOSE AND SCOPE OF AUDIT

This audit was conducted as part of a comprehensive review of the Department of Commerce' s
discretionary funding programs initiated at the request of the Chairman of the Senate Committee on
Commerce, Science, and Transportation. The Chairman requested that the Inspectors Genera of the
Departments of Commerce and Transportation and the National Science Foundation review the
discretionary funding programs of their respective agencies to assess the manner in which discretionary
funding decisons are made. Specifically, the Chairman requested that each I1G review and report on
the criteria developed, ether statutorily or adminigtretively, to guide agency officids in making
discretionary spending decisions, and the extent to which the criteria are gppropriately applied.

We conducted our Department-wide review in two phases. a survey phase and an individua program
audit phase. During the survey phase, we identified and examined the body of laws, regulations, and
other guidance gpplicable to the adminigration of federd financid assstance programs, including
departmental and operating unit policies and procedures. These laws, regulations, and guidance are
discussed on pages 4 and 5. We aso reviewed pertinent parts of an October 1998 draft of the
“Department of Commerce Grants and Cooperative Agreements Manud.” According to officids
responsible for overseeing the Department’ s financid assistance programs, the Department of Hedlth
and Human Services (HHS) Grants Administration Manual is recognized as one of the best and
most comprehensive manuals of its type used in the federd government and, therefore, we aso
reviewed and relied on it for guidance. We examined the authorizing legidation provided by
Department of Commerce officids for each Commerce financid assstance program and classified each
program as either a“full discretion” or a“limited discretion” program, based on the extent to which the
legidation limits the agency’ s authority to independently determine the recipients and funding levels of
awards made under the program.

As shown below, we classified 34 programs as limited discretion programs and the remaining 38
programs as full discretion programs. Five of the full discretion programs had no obligations in recent
years and were essentidly inactive, so we conducted individua audits of each of the remaining 33 full
discretion programs. Ligts of the programs classified as either full discretion or limited discretion and
their fiscal year 1997 obligations and number of awards by Commerce operating unit are provided as
Appendixes|l and I11.

NUMBER OF PROGRAMSBY OPERATING UNIT

OPERATING LIMITED FULL
UNIT DISCRETION DISCRETION TOTAL
NOAA 31 18 49
EDA 2 6 8
NIST 0 5 5
ITA 1 3 4
MBDA 0 3 3
NTIA 0 2 2
o/s 0 1 1
TOTAL 34 38 72




U.S Department of Commerce Audit Report ATL-10835-0-0001
Office of Inspector General September 2000

FY 1997 AWARDSAND OBLIGATIONSBY OPERATING UNIT

LIMITED DISCRETION FULL DISCRETION TOTAL
AWARDS AWARDS AWARDS
OPERATING | NUMBER AMOUNT NUMBER | AMOUNT | NUMBER AMOUNT
UNIT
NOAA 816 | $274,401,688 448 | $89,388,977 1,264 $
363,790,665
EDA 396 29,091,000 662 | 339,837,534 1,058 368,928,534
NIST 0 0 376 | 323,367,723 376 323,367,723
ITA 13 12,763,853 46 3,004,892 59 15,768,745
MBDA 0 0 51 11,139,314 51 11,139,314
NTIA 0 0 152 35,056,556 152 35,056,556
oIs 0 0 3 1,052,307 3 1,052,307
TOTALS 1,225 | $316,256,541 1,738 | $802,747,303 2,963 | $1,119,103,84
4

During the second phase of our review, we conducted individud audits of the solicitation, review, and
selection processes of each of the 33 active financid assistance programs that we classfied as full
discretion programs. We assessed the adequacy of each program’ s established award procedures and
criteriafor evauating applications. For programs with procedures deemed to be adequate, we
ascertained whether the procedures were followed in making awards in fiscal year 1997. For
programs with procedures considered to be inadequate or lacking, we evaluated the processes actudly
used to make fiscal year 1997 award decisions. Findly, weissued an individua report on each
program, with gppropriate recommendations. A list of the reportsis provided in Appendix V.

This report summarizes the results of the individua audits, identifies crosscutting issues, highlights * best
practices,” identifies weaknesses in departmental policies and practices, and offers appropriate
recommendations for improvement.

We reviewed the management and internal control systems gpplicable to the Office of Adminigtration,
which has the overdl responghility for administering the Department’ s financid assistance activities.
Except as disclosed herein, we found that the systems were basicaly rdligble. However, we
determined that we could not rely on the computer-processed data maintained by the Office of
Adminigration’s Federa Assistance Award Data System (FAADS). Therefore, we had to rely on
esch awarding operating unit's financial assstance records to determine the amount of obligations and
number of awards for fiscal year 1997. We dso researched and reviewed the various related audit and
other reportslisted in Appendix V.

We conducted the audit in accordance with generaly accepted government auditing standards, and
under the authority of the Ingpector Generd Act of 1978, as amended, and Department Organi zation
Order 10-13, dated May 22, 1980, as amended.

-3
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FEDERAL LAWS, REGULATIONS, AND PROCEDURES
THAT GUIDE DISCRETIONARY FUNDING DECISIONS
ENCOURAGE COMPETITION

Competition is generdly recognized as the most effective method of ensuring that financid assstance
awards are made on the basis of merit. One of the primary purposes of the Federd Grant and
Cooperative Agreement Act (31 U.S.C. 86301 et seq.) isto encourage competition in the award of
federd financid assstance to the maximum extent practicable in order to fairly and objectively identify
and fund, based on merit, the best possible projects proposed by applicants, and thereby more
effectively achieve program objectives.

The Office of Management and Budget (OMB) has issued guiddines on administering competition-
based financid assistance programs for use by federa agencies. An interagency study group, convened
in 1979 by OMB to examine competition in financid assstance programs, determined that financia
assistance award processes should include three elementsin order to ensure effective competition.
These dements, which we strongly endorse, were discussed in OMB’ s June 1980 report, Managing
Federal Assistancein the 1980's. They are:

I Widespread solicitation of digible gpplicants and disclosure of essentid application and program
information in written solicitations;

Independent application reviews that congstently gpply written program evauation criteria; and

Written judtification for award decisons that deviate from recommendations made by application
reviewers.

OMB and the Generd Accounting Office (GAO) have aso issued the following circulars and standards
that set forth the policies and procedures to be followed in administering federa financia assistance
programs.

I OMB Circular A-89, Federal Domestic Program Information, implements the Federd
Program Information Act (P.L. 95-220), which requires agencies to systematically and
periodicaly collect and distribute current information to the public on federal domestic assstance
programs, which is accomplished through the semiannua publication of the Catalog of Federal
Domestic Assistance (CFDA).

OMB Circular A-102, Grants and Cooper ative Agreements with State and Local
Governments, requires agencies to provide the public with advance notice in the Federal
Register, or by other appropriate means, of their intended funding priorities for discretionary
ass stance programs unless such priorities are established by federd statute. Under Circular A-
102, when time permits, an agency must provide the public with an opportunity to comment on
funding priorities. In addition, the circular requires dl grant awards greeter than $25,000 to be
reviewed for congstency with agency prioritiesby apolicy leve officid.

-4-
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OMB Circular A-110, Uniform Administrative Requirements for Grants and Agreements with
Institutions of Higher Education, Hospitals, and Other non-Profit Organizations, requires
agencies to provide the public with advance notice of their intended funding priorities for discretionary
assistance programs unless such priorities are established by federd statute.

I OMB Circular A-123, Management Accountability and Control, implements the Federa
Managers Financid Integrity Act (P.L. 97-255), which requires agencies to establish written
procedures for dl programs and administrative activities, including financid assstance programs,
that provide reasonable assurance that activities are effectively and efficiently managed to achieve
agency gods.

GAO's Standards for Internal Controlsin the Federal Government, promulgated from the
Federd Managers Financid Integrity Act, requires that agencies clearly document program
management decisons, such as when sdecting officid’ s award decisions deviate from review pand
recommendations for awards, and that the documentation be readily available for examination.

Commerce has relied on these guiddines, circulars, and standards in developing and issuing policies and
procedures for its discretionary funding programs. Department Adminisirative Order (DAO) 203-26,
Department of Commerce Grants Administration, requires that (1) Commerce financial assstance
awards be made on the basis of competitive reviews unless a specia waiver is obtained, (2)
competitive review processes meet minimum standards outlined in the DAO, and (3) dl Commerce
operating units publish, & least annudly, anotice in the Federal Register soliciting award gpplications.
In addition, noncompetitive awards, if any, should be adequately judtified in writing as part of an interna
control system defined in OMB Circular A-123 and required by DAO 203-26, Section 4.02.1.

The following chart depicts the basic process and controls for the solicitation, review, and selection of
competitive financial assstance awards, as set forth in DAO 203-26.
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FINDINGSAND RECOMMENDATIONS

I. MOST COMMERCE DISCRETIONARY PROGRAMSARE ADMINISTERED
ON COMPETITIVE AND MERIT BASES, BUT OPPORTUNITIESEXIST TO
IMPROVE FURTHER THEIR AWARD PROCESSES

Of the 33 Department of Commerce financid ass stance programs that have full legidative discretion to
independently determine the recipients and funding levels of their awards, 21, or nearly two-thirds, are
administered as competition-based programs, as encouraged by federal law and regulations and
mandated by Department of Commerce policies and procedures. Nonetheless, opportunities exist for
the Department to improve its financia assstance awards processesin order to further enhance and
ensure competition to the maximum extent practicable.

Of the more than 1,700 awards made in fiscal year 1997, amost 1,500, or about 86 percent, were
meade by the 21 competition-based programs. Of atota of $803 million in obligations under the “full
discretion” programs, the competitive programs accounted for $740 million, or about 92 percent of the
tota amount obligated.

Obligations
Commerce Number of Number of ' —
Full Discretion Programs Programs Awards (in $millions) | Percentage
Competitive 21 1,500 740 92%
Not competitive * 12 238 63 8
TOTAL 33 1,738 803 100

Detalled discussions of specific findings and recommendations on each program are included in the
individua audit reports, alist of which is provided as Appendix 1V. Based on these audits, we dso
identified opportunities for improving departmental policies, oversight, and technica assstanceto
further enhance competition in Commerce financial assistance programs.

Departmenta policies and oversght activities could be improved by ingtitutionalizing some of the best
practices successfully used by various Commerce operating units and other federal agencies. Examples
of best practices can be found for al three of the mgor phases of the award process: solicitation,
review, and selection.

4 NIST’s Measurement and Engineering Research and Standards program made 172 awards in fiscal year 1997, of which
125, totaling $17.6 million, were made noncompetitively, and 46, totaling $2.8 million, were made competitively. The information
on the competitive awards made under this program is included in the competitive program counts.
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A. All but Three Programs Met Minimum Public Notice Requirements,
but Many Could Benefit by Augmenting Solicitation M ethods

The 1980 OMB study identified widespread solicitation of igible gpplicants and disclosure of essentia
application and program information in written solicitations as one of the three critical éements of
effective competition in the award of discretionary financid assstance. Our audit found that within the
Department of Commerce, 18 of the 21 competitively administered programs met the minimum
departmenta requirements that a notice soliciting gpplications for funding clearly stating the criteriaand
the process to be used to review and sdlect gpplications for funding be placed in the Federal Register.
However, many of these programs could improve the effectiveness of their solicitations by
supplementing their Federal Register notices with other forms of advertisng. Examples of best
practices being used successfully by various programs include soliciting gpplications through Internet
announcements, mailing lists, presentations at conferences, and trade association newdetters. Fifteen
programs used solicitation methods beyond smply publishing notices in the Federal Register. The
number using the various methods are shown in the following table.

Application Solicitation M ethods Number of

for 21 Competitive Programs Programs |Percentage
Adeguate Federal Register Notice 18 86
Catalog of Federal Domestic Assistance 19 90
Internet 14 67
Other publications 8 38
Mailing ligts 8 38

OMB Circulars A-102 and A-110, aswell as Commerce policy, require agenciesto provide the public
with advance notice in the Federal Register of their intended funding priorities for discretionary
financid assstance programs unless such priorities are established by statute. DAO 203-26 specificaly
requires that a notice be published in the Federal Register, at least annudly, for each Commerce
financid assgtance program, announcing the availability of funds, soliciting gpplications for awards, and
specifying the criteria and the process to be used to review and select applications for funding. Only
one program, NIST’ s State Technology Extension Program, failed to have the required notice
published in the Federal Regigter for

FY 1997; however, this omission has since been corrected.

As previoudy noted, OMB Circular A-89 requires agencies to systematicaly and periodicaly collect
and digtribute current information to the public on federa domestic assstance programs. Thisis
accomplished through the semiannud publication of the Catalog of Federal Domestic Assistance.
The two Commerce programs that were not published in the Catalog during FY 1997 were ITA’s
American Business Center Program and NOAA'’s Small Business Innovation Research Program. Both
operating units have since complied with the publication requirement for these programs.
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Programs may improve the effectiveness of their application solicitation efforts by supplementing their
Federal Register notices with other forms of advertising. In fact, the DAO encourages the use of other
announcement media to increase responses. The 15 programs listed below al employed additiona
avenues of natification to solicit proposas.

AGENCY/
CFDA No. PROGRAM TITLE BEST PRACTICES
ITA

11112 Export Promotion-Market Development Cooperator  Internet announcement and mailing list
Program

11114 Special American Business Internship Training
Program

11115 American Business Center

EDA

11.300 Public Works and Infrastructure Devel opment Annual regional conferences, Internet

11.303 EDA-Technical Assistance announcements, and trade associations

11.304 EDA-Public Works Impact newsl etters

11.305 EDA-State and Local Economic Development
Planning

11.307 Specia Economic Development and Adjustment
Assistance

11312 Research and Evaluation Program

NOAA

11.427 Fisheries Devel opment and Utilization Research Commerce Business Daily, mailing list,
and Development Grants and Cooperative and Internet announcement
Agreements

11431 Marine Fisheries Initiative

11433 Climate and Atmospheric Research

NTIA

11550 Public Telecommunication Facilities - Planning and Internet announcement and mailing list
Construction

11.552 Telecommunications & Information Infrastructure
Assistance Program

NIST

11.617 Advanced Technology Program Commerce Business Daily, Internet

announcement, and mailing list

We bdlieve that dl Commerce programs could benefit from exploring the types of dternate solicitation
methods listed above. For example, our review of two MBDA programs that provide consulting
sarvices to minority-owned businesses through consulting firms revedled that the agency’ s 1997
Federal Register solicitations resulted in only one to three gpplications from each geographic areafor
which it wanted to provide services. Based on the low response rate, we suggested that the programs
solicitation processes should be expanded beyond Federal Register noticesin order to more
effectively reach consulting firmsin the geographic areas where the services are to be delivered. We
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concluded, and MBDA agreed, that the agency could benefit from targeting a specific service areawith
advertisng in loca media, such as newspapers and business periodicas. A summary, by program, of
our findings regarding solicitation practices among the 21 competitive programs is presented as
Appendix VI.

The guidance on soliciting proposals contained in the October 1998 draft of the Department’ s grants
and cooperdtive agreement manua is more detailed than the guidance contained in DAO 203-26.
While the DAO encourages the use of other announcement media to increase responses, the draft
manud includes specific examples, such as announcing the availability of financid assgancein the
Commerce Business Daily or other publications, conducting mailings to interested parties, holding
preaward conferences, providing technica assistance to aid potentia gpplicantsin understanding
program priorities and grant rules, and publishing comprehensive application kits. We believe that
incorporating more specific guidance into the new manua would sgnificantly benefit departmental
discretionary awards processes.

When dear requirements and eva uation criteria are published in solicitation notices, gpplicants will have
a better idea of what results are being sought by the program and will be able to prepare proposas that
are more responsive to program needs. Eighteen of the 21 programs that published noticesin the
Federal Register for FY 1997 provided clear statements of the criteriato be used in evaluating
gpplications. However, we found that NOAA' s Fisheries Development and Utilization Research and
Development Grants and Cooperative Agreements Program, and NIST’s Manufacturing Extension
Partnership Program did not clearly state their gpplication review criteriain their solicitation notices.
Both NOAA and NIST have since corrected the problem.

B. Most Programs Utilized Written Competitive Review Procedures
and Merit-Based Evaluation Criteria, but Could Benefit from Increasing
the Independence of Review Panels and Better Documenting Evaluations

The 1980 OMB study aso found that independent application reviews that consistently apply written
program evauation criteria provide a critica element of effective competition in the award of
discretionary financia assstance. As shown in the table on the following page, our audit found that
within the Department of Commerce, 18 of the 21 competitive programs utilized written competitive
review procedures and merit-based criteria to evauate proposals;, however, most programs could
enhance the integrity of the review process by increasing the independence of review panels and better
documenting the results of proposa evauations. We believe that to ensure a minimum degree of
independence, areview panel should have at least one member who is outside the chain of command of
the sdlecting officid. Asshown in the following table, only 7 of the 21 programs met this threshold.
Similarly, only 12 of the 21 programs were found to have adequately documented proposa reviews.
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Application Review Process Number of

for 21 Competitive Programs Programs |Percentage
Program has written procedures for competitively reviewing and 20 95
evauding applications

Review panels used published merit-based eva uation criteria 18 86
Review pand scored and ranked applications 15 71
Review panels adequately documented application evauations 12 57
Review pand's met minimum independence standard 7 33

Current departmenta policy outlined in DAO 203-26 is somewhat ambiguous on the minimum
requirements for reviewing proposas. For example, the DAO requires that applications recelve an
independent, objective review, but it does not define the terms “independent” and “objective.” The

only clear requirement isthat apand of at least three persons conduct the evauations.

The DAO requires that agency competitive review processes meet the following minimum requirements:

Applications are trested fairly;

Each application receives an independent, objective review by one or more review panels
quaified to eva uate the gpplications submitted under the program;

Each review panel includes &t least three persons; and

After the review pand has evauated the applications, the organization unit prepares arank
ordering of the gpplications based soldly on the evaluations by the review pandl.

Notwithgtanding the DAO'’s lack of specificity, examples of best practices in reviewing gpplications
were found among dl of the 21 competitive programs. The following three programs, for example,
demongtrated particularly good review practices.
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Table5
AGENCY/
CFDA No. PROGRAM TITLE BEST PRACTICES
ITA
11115 American Business Center Program Increased the independence of the review process by

inviting reviewers from outside US& FCS and the
Department to participate on review panels.

NOAA
11433 Marine FisheriesInitiative Used threelevels of review: (1) federal and nonfederal
(MARFIN) scientific peer reviewers; (2) federa and nonfederal
scientific panel; and (3) nonfederal panel.
NTIA
11552 Telecommunications & Information Used multiple panels of outside reviewerswith

Infrastructure Assistance Program demonstrated programmeatic and technological expertise
who applied published evaluation criteriato score and

rank applications.

Only 5 of the 21 programs used review panels largely or wholly made up of reviewers outside the
program office, including 3 that used reviewers outsde the federd government. We bdieve that having
al members outside the chain of command is the best practice.

Most of the competitive programs could enhance the integrity of their review processes and increase
the independence of review panels by implementing practices similar to those cited above and better
documenting the results of proposal evauations. We found EDA’s regiond office reviews to be of
particular concern in this regard.

While the criteria developed by EDA to review agpplications generaly complied with statutory,
departmental, and agency requirements and was designed to result in a merit-based review of
proposas, EDA’s review and selection procedures and practices did not fully comply with
departmenta requirements. Specificaly, for the period of our review, EDA did not adequately
document its review and selection processes in project review committee minutes or retain proposas
that were rgjected for funding for the required three-year period. In addition, the project review
committees in the Six regions did not rank proposalss, as required by departmenta policy, and lacked
requisite independence, Snce they each conssted entirely of EDA regiond office staff and the regiona
director, who was aso the sdlecting officid.

During our audit, we looked at the best practices used by other government agencies aswell as
Commerce operating units that better promote “independence’ and the appearance thereof on review
pands. The HHS grants adminigtration manua, which Departmentd officids see as among the better
and most comprehensive of itstype, requires that each competing application be objectively reviewed
by at least three qudified independent reviewers. The HHS manud aso sets forth the criteria that must
be met by individuadsin order to be consdered independent. Specificdly, the reviewers may not
include anyone who, on behdf of the federa government, performed or islikely to perform any of the
following duties for any of the gpplications or projects in the competition:
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o Stimulaing the submisson of the gpplication;

* Providing substantive technica assistance to the gpplicant;

* Reviewing or making recommendations concerning the gpplication in any capacity except asan
independent reviewer;

* Approving or disapproving the application;
» Saving asthe federd project officer, or performing grants management functions for the project; or

» Having line authority over a person who isindigible for the review based on any of the above
restrictions.

The Department, too, has previoudy recognized the importance of and vaue of independence being
practiced on review pands, for example, preliminary draft guidance on reviewing and evauating
proposals contained in the October 1998 draft of the Department’ s grants and cooperative agreements
manua incorporates many of the best practices that we have identified in various Commerce programs
and inthe HHS modd. Specificdly, the draft manual states:

“An independent reviewer is an objective, unbiased individua with the requisite expertise,
knowledge, and experience in atechnica fidld who is gppointed to serve on areview panel to
evauate or asess the technical merits of an application for financia assstance. An independent
reviewer, as used in this definition, is one who has not played any role in soliciting, providing
technical assistance or advice to gpplicants, and will not be involved in the administration of
awards made as aresult of the applications under review by the review pand on which the
individua serves. An independent reviewer should not be in the chain-of-command of the
program’s selecting officid. In addition, an independent reviewer must not have a conflict of
interest with any gpplication under review by the review pand on which he or she serves”

A summary, by program, of our findings regarding gpplication review practices among the 21
competitive programsiis presented in Appendix VI.

C. Selecting Officials Generally Follow Review Panel Recommendations, but for Some of
the Decisonsthat Deviate from Pand Recommendations, There Should be Better
Documentation

The 1980 OMB study concluded that written jutifications for award decisons that deviate from
recommendations made by application reviewers are a critical element of effective competition in the
award of discretionary financia assstance. It haslong been recognized that review panels play an
important role in the award screening process and that their recommendations represent one of the
most effective “ check and baances’ in the process. In 13 of the 21 competitive Commerce programs,
sdecting officias followed review pand recommendations. However, in the 7 programs where
sdlecting officids award decisions deviated from review pane recommendations, only 2 adequately
documented their reasons for deviating.
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Selection Process Number of
for 21 Competitive Programs Programs |Percentage
Sdecting officids followed review pand recommendations 13 62
Sdecting officids adequately documented their reasons for 3 14
deviating from review panel recommendeations
Best Practices 16 76

The DAO requires agencies to determine the order in which the applications will be selected for
funding. After the review panel has evauated the applications, program officids must prepare arank
ordering of the gpplications based solely on the evaluations of the pand. The sdecting officid must
base his or her order of selection on the review panel’ s rank order of the gpplications, unless deviations
are gppropriate to meet agency priorities or other program requirements that have been published in the
Federal Register.

Examples of best practices were found among the 21 competitive programs. The following seven
programs, for example, illustrate good sdlection practices:

Agency/
CFDA No. Program Title Best Practices

ITA

11112 Export Promotion-Market Development Decisions for funding consistently followed
Cooperator the review panel’ s recommendations.

11114 Special American Business Internship Training Decisionsfor funding consistently followed
Program the review panel’ s recommendations.

11115 American Business Center Program Decisions for funding consistently followed
the review panel’ s recommendations.

NIST

11.603 National Standard Reference Data System The highest scoring proposals were
consistently selected.

11611 Manufacturing Extension Partnership Decisions for funding consistently followed
the review panels recommendations.

11612 Advanced Technology Program Decisionsthat deviated from panel
recommendations were adequately justified.

NOAA

11.476 Small Business Innovation Research Program Decisionsthat deviated from panel
recommendations were adeguately j
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Guidance on reviewing and evauating proposas contained in the October 1998 draft of the
Department’ s grants and cooperative agreements manua incorporates many of the best practices that
we identified during our audits of individua Commerce financid assistance programs. According to the
draft manua, the sdlecting officia must use review pand rank ordering and other sdlection criteria
published in the solicitation in making the sdlections. The sdlecting officid must aso prepare a
recommendation package that conssts of the following documentation:

* Reevant pages of authorizing legidation and appropriations act;

» Federal Register notice and any other notices that solicited gpplications;

* Description of the competitive review process,

» Ligtof review criteria

* Lig of sdection factors;

* Any review ingructions and other review documents provided to the reviewers,
* Lig of reviewers,

o Lig of dl gpplications/proposas received:;

» Lig of al applications/proposas rejected and the reason(s) for regjection;

» Lig by rank order of the results of the review of applications by the reviewers; and
» Ligt of gpplications sdlected and the reason for selection if out of rank order.

A summary, by program, of our findings regarding selection practices among the 21 compstitive
programsis presented as Appendix VI.
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II. SOME PROGRAMSTHAT SHOULD BE COMPETITIVE ARE NOT,
AND NONCOMPETITIVE AWARDSNEED TO BE BETTER JUSTIFIED

Twelve of the 33 full discretion programs included in our audits were not being administered as
competition-based programs, but instead obligated al discretionary fundsin fisca year 1997 through
inadequatdly or inappropriately justified sole source awards. Ten of these programs are administered
by NOAA; oneis administered by the Office of the Secretary, and one is administered by NIST. The
following isalist of the noncompetitive programs and the number and the dollar amount of awards
made under those programs in fiscal year 1997 obligations.

Teble8
NONCOMPETITIVE PROGRAMS
Agency/ CFDA No.
No. Program Obligations of Awards
NOAA
11.426 Financial Assistance for Ocean Resources Conservation $417,380 4
& Assessment Program
11430 Undersea Research 10,892,536 13
11.440 Research in Remote Sensing of the Earth and 3,274,608 6
Environment
11454 Unallied Management Projects 1,217,050 8
11455 Cooperative Science and Education Program 3,736,104 35
11.462 Hydrologic Research 532,973 8
11.463 Habitat Conservation 6,546,958 7
11.467 M eteorol ogic and Hydrol ogic M odernization 4,934,376 7
Development
11472 Unallied Science Program 4,114,623 13
11473 Coastal Services Center (CSC) 2,023,651 8
NIST
11.609 M easurement and Engineering Research & Standards 24,080,899 126
o/s
11.702 Postsecondary Internship 1,052,307 _3
TOTAL $62.823.465 238
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Current departmenta policy on noncompetitive awards lacks sufficient clarity and specificity to ensure
uniform interpretation and application. DAO 203-26, Section 4.02.i, “Unsolicited Proposals,” contains
the Department’ s only policy on noncompetitive awards. It smply States.

“No unsolicited proposa may be funded outside the competitive processiif that

proposd is one which falls within the program god of a competitive program. If outsde
the parameters of a competitive program, an unsolicited proposa must enhance the
financid assstance objectives of the gponsoring organization unit. The decison to fund
an unsolicited proposad must be fully judtified and included in the officid grant file”

The DAO defines unsolicited proposas as applications for financia assstance that are not received asa
result of adirect solicitation in the Federal Register, Commerce Business Daily, or other publication.
The principa problem isthat the Department’s policy does not clearly define the conditions under
which an unsolicited proposal may be justified for a noncompetitive award.

However, the Department’ s grants and cooperative agreements manual currently being drafted defines
the conditions under which noncompetitive awards may be made. It states that if an application
warrants review on a noncompetitive basis, an appropriate program officid must provide to the grants
officer for gpprova awritten judtification for the noncompetitive award that fals within one of six listed
categories. For example, the draft manua would permit a noncompetitive award to be justified under
ether of the two following categories.

Only One Source | dentified. In some cases, only one respons ble applicant may be identified
to perform the work of the proposed award. Thisincludes an applicant identified as a result of
the initiative of an organization where the gpplication does not fdl within the scope of a
published competitive notice.

Unusual and Compelling Urgency. Thework to be conducted is of such an unusua and
compelling urgency that the public interest would be serioudy injured unless the program office
isalowed to limit or suspend competition for the proposed ward.

Although a proposal may be justified for noncompetitive funding on an exception bas's, entire programs
should not be administered on a noncompetitive basis unless mandated by law, as were the 34
programs we classfied as limited discretion programs. Authorizing legidation for those programs ether
specificdly identified the recipients or significantly limited the pool of applicants; therefore, competition
was not necessary or gppropriate. In response to the individual program audits in which we questioned
noncompetitive awards, agency officials agreed that more awards should be competitively awarded.
For example, NOAA'’ s response stated:
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“We will pursue al options available as appropriate to increase the use of competition
in grants and cooperative agreements to the greatest extent possble. NOAA has
dready begun its review of noncompetitive awards to identify those that can possibly be
made using open competition. It isanticipated that afull review of al awardswill occur
in FY2000. If adetermination is made that a competitive award is appropriate, open
competition will be used.”

We are encouraged by the bureaus constructive responses to our individua program audit findings and
recommendations, aswell as by their prompt efforts to make improvements.

1. OPPORTUNITIESEXIST FOR THE DEPARTMENT
TO IMPROVE COMPETITIVE AWARD PROCESSES

In developing and issuing its policies and procedures, the Department has formally embraced federa
law and guidelines that encourage competition in the award of financid assstance to the maximum
extent practicable. At the same time, opportunities exist to improve upon them. The current
Commerce DAO on grants adminigtration lacks darity and specificity in the guidance it providesin
certain instances. We have, however, identified examples of many best practices, which could be
incorporated into the Department’ s new grants manua that would make generdly good processes
better. There are also opportunities to improve Department-level oversight and technica assstance
procedures and practices to further enhance competition within Commerce financid assistance
programs.

Responghility for developing and implementing department-wide financial ass stance adminidrative and
operationa policies rests with the Office of Executive Assstance Management (OEAM) within the
Office of Budgeting and Assstance Management under the Department’ s Chief Financid Officer and
Assgtant Secretary for Adminigtration. Certain sections of DAO 203-26 task OEAM with specific
respongbility for overseeing departmenta financid assstance awards processes and practices, and for
providing technica assistance to Commerce operating unitsin their financid assstance award programs.
OEAM’ s functions include developing and issuing a grants management procedures manud, evauating
operating units grants administration policies and procedures, and maintaining the Department’s
contributions to the Federal Assistance Award Data System, which tracks agency financial assistance
obligetions.

Grants Manual

DAO 203-26, Section 4.03, authorizes OEAM to develop, issue, and maintain amanual covering
grants management procedures, subject to review and comment by the Office of Ingpector Generdl.
According to OEAM officids, they recognize the need for a Commerce Grants Manua and have been
trying to develop and issue a manual for savera years, but because the various agencies assstance
programs are SO numerous and diversg, it has been extremely difficult to obtain consensus on the
procedures to beincluded. In fact, they indicated that the procedures for administering competitive
awards processes have been some of the more controversia sections of the draft manud.
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OEAM’s most recent attempt to develop and issue a manua grew out of the work of the Financia
Assistance Procedures Review Task Force. OEAM officials have been diligently working to develop
and issue the manua since the task force report was issued in September 1997, and the OIG has been
providing input on the manud’ s development since that time, based in part on the findings of our
individud audits of the Department’ s financial award processes. As previoudy discussed, the new or
expanded awards procedures being included in the draft grants and cooperative agreements manual
would resolve many of the issuesraised in the individua program audits and incorporate many of the
best practices identified through these audits.

OEAM Reviews of Award Processes

As part of the Department’ s oversight role, DAO 203-26, Section 4.10, requires that OEAM conduct
periodic evauations of theinterna grants adminigtration policies and procedures used by the various
agency programs. According to OEAM officids, the reviews were temporarily suspended in 1997
when the Financia Assistance Procedures Review Task Force was organized, and have not been
reingtated because the new manua has not yet been issued. The Department’ s draft manuad aso
contains provisions for periodic reviews of program awards processes.

Federal Assistance Award Data System

DAO 203-26, Section 4.07, requires that each organizationd or program unit provide OEAM with
quarterly reports on dl transactions involving the obligation and deobligation of federa financid
assgtance funds. Thisinformation isthen entered into the Department’ s Federd Assistance Award
Data System. The 1982 Consolidated Federal Funds Report Act mandates that this data be collected
and disseminated to the Congress, the states, and the public.

Our individua program audits reveded discrepancies between the fisca year 1997 FAADS reported
dollars in obligations and numbers of awards and those recorded by the individua operating units.
Specificdly, FAADS reported atota of $1,103,560,953 in obligations, while the operating units
reported $1,119,103,844, a difference of $15,542,891; FAADS reported atotal of 2,784 awards,
while the operating units reported 2,963, or a difference of 179. These discrepanciesinvolved 47 of
the Department’s 72 financial assistance programs. Appendix V11 shows the discrepanciesin
obligations and number of awards by operating units and program. We verified and accepted the
operating units reported obligations and awards as the correct information.

The FAADS discrepancies were mostly undercounts, but ranged from an overcount of more than $24
million for NOAA’s Fisheries Obligation Guarantee program to an undercount of more than $19 million
for NIST’s Manufacturing Extension Partnership program. Consdering the importance of the FAADS
information, OEAM needs to insure that FAADS contains accurate and complete information on
operating units obligations and awards.
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V.

RECOMMENDATIONS

Weissued individua audit reports on each program, with appropriate recommendations. We are now
recommending that the Department help its operating units improve their financid ass stance avard
processes by (1) darifying minima departmental expectations for competition and (2) providing
additiona training, as necessary and when requested. More specificdly, we recommend that the
Department’s Chief Financid Officer and Assgtant Secretary for Adminigtration ensure that the Office
of Adminigration:

1.

Improve the effectiveness of program solicitations by encouraging agencies to supplement Federal
Register notices with Internet announcements, and use other forms of advertisng that have
demondirated their value as a*“best practice’ in enhancing the solicitation process, when

appropriate.

Enhance the integrity of gpplication review processes by (a) defining the minimum criteriafor
independent review panels, (b) offering suggestions, ideas, and best practices for better facilitating
the use of outsde reviewers, and (c) establishing requirements for documenting the results of
proposa evauations.

Improve documentation of sdecting officid judtifications of award decisions that deviate from
review pane recommendations by establishing gppropriate documentation requirements.

Improve the integrity of operating unit award processes by (a) more clearly defining acceptable
bases for noncompetitive awards and (b) establishing requirements and guidelines and best
practices for properly judtifying and documenting noncompetitive awards. For example, require the
use of market surveys to vaidate sole source award judtifications.

Improve departmenta oversight of discretionary spending decisons by () reinitiating periodic
reviews of program award processes and (b) providing training to program and grants officers on
the Department’ s policies and procedures.

Improve the integrity of operating unit awards processes by establishing record retention policies
and procedures for each element of the awards process.

Improve the accuracy of reports on transactions involving the obligation and deobligation of federd
financial assstance funds by reconciling OEAM’s grant database with operating unit databases, at
leagt annudly.

Ingtitutionalize recommended improvements by incorporating them into the “ Department of
Commerce Grants and Cooperative Agreements Manua” that is currently being developed.
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V. FUNDSTO BE PUT TO BETTER USE

As previoudy discussed, one of the primary purposes of the Federd Grant and Cooperative
Agreement Act is to encourage competition in the award of federd financia assstance to the maximum
extent practicable. An unquantifiable portion of the more than $1 hillion ayear in discretionary financia
assistance obligated by the Department will be used more efficiently if competitive processes are
improved within the various programs by implementation of the foregoing recommendations and those
contained in theindividua program audits.

VI. DEPARTMENT’'SRESPONSE

In response to the draft report, the Department agreed that opportunities exist to further improve the
grants and cooperative agreement processes and, as a result, generaly agreed with al of the report’s
recommendations. The Department’ s response also commended those program officers and grants
officers who have dready taken corrective action on severd of the findings contained in the report. The
response further noted that the draft grants manua is expected to alow review pandsto include
individuas from within the cognizant program office, but will encourage the use of at least one member
who is outsde the chain of command of the sdlecting officid whenever possble. Findly, the reponse
stated that the Department has taken action addressing recommendation #7 to improve the accuracy of
reports on transactions involving the obligation and deobligation of federd financia assstance funds,
and that the other seven recommendations will be addressed upon issuance of the Department’ s Grants
and Cooperative Agreement Manua, which is near completion.

VIl. OIG COMMENTS

As previoudy discussed, we are pleased by the operating units constructive responses to

our findings and recommendationsin the individua audit reports on each program. We are

aso pleasad by the Department’ s genera concurrence with this summarizing report’s
recommendations, in particular with an agreement to ingtitutionalize recommended improvements by
incorporating them into the grants manual and in ensuring the accuracy of reports on transactions
involving the obligation and deobligation of federad financid assstance funds. Consdering the
sgnificance of the improvements to be made and mutua agreements reached as part of this
comprehensive review of 33 programs, we are not objecting to the Department’ s decision to merely
encourage, rather than require, that at least one review pand member come from outside the chain of
command of the sdlecting officid.
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DEPARTMENT OF COMMERCE OPERATING UNITS
ADMINISTERING FINANCIAL ASSISTANCE PROGRAMS

The Department provides federa financial assstance in the areas of grants and cooperative agreements
through the following operating units

The Economic Development Adminigtration (EDA) was established under the
| E El I Public Works and Economic Development Act of 1965 (42 U.S.C. 3121 et

s20.), as amended, to generate new jobs, help retain existing jobs, and

dimulate industrid and commercid growth in economically-distressed aress of
the Nation experiencing high unemployment, low income, or sudden and severe economic distress. In
fulfilling its mission, EDA is guided by the basic principle that distressed communities must be
empowered to develop and implement their own economic development and revitdization drategies.
Based on these locdly and regiondly developed priorities, EDA works in partnership with state and
local governments, regiond economic development didtricts, public and private nonprofit organizetions,
and Indian tribes. EDA helps distressed communities address problems associated with long-term
economic digtress, as well as sudden and severe economic didocations including recovering from the
economic impacts of naturd disagters, and closure of military ingdlations and other Federd facilities.
EDA provides grants and/or cooperative agreements under the following Programs. Public Works,
Panning, Universty Centers, Economic Adjustment (including Revolving Loan Funds), Defense
Economic Adjustment, Post- Disaster Economic Recovery, Loca Technica Assstance, Trade
Adjustment Assistance, and Nationd Technica Assstance and Research.

Mm g The Internationd Trade Adminidration is responsible for most non-agricultura

tor «é% U.S. trade issues and works with the Office of the U.S. Trade Representative
i . incoordinating U.S. trade policy. 1TA operates through four principa units:

i
% é International Economic Policy, Trade Development, Import Administration,
g% ﬁf and U.S. and Foreign Commercia Service. ITA provides grants and

%’k:,i PHADE i cooperative agreements through severa programs to promote trade,

investment, and commercia relations, and maintains comprehensive

commercid and economic data on particular countries and regions of the
world. ITA grant and cooperative agreement programs are also intended to strengthen domestic
export competitiveness, and promote U.S. industry’ s increased participation in international markets.



APPENDIX |
Page 2 of 3

UMITEM FTATES MFEAARTMFRT [F [ MMERCF

>

.."umﬂanmmmmw The Minority Business Development Agency helps minority owned and

operated businesses to achieve effective and equa participation in the
American free enterprise system and helps overcome the socia and economic disadvantages that have
limited their participation in the past. MBDA provides grants and cooperdtive agreementsto assst
community based organizations in providing management and technica assstance to minority firms
through a network of business development centers and other ass stance mechanisms.

The Nationd Indtitute of Standards and Technology is one of three mgjor

organizations under the Technology Administration which serves the needs of
N I : ; I technology-based industry, advocates Federd actions and policiesto speed
the transfer of technology from the laboratory to the marketplace, and
removes barriers to commerciaizing new technologies by industry. NIST
provides grants and cooperative agreementsto aid U.S. industry through research and services,
contribute to public hedlth and safety, and support U.S. scientific and engineering research
communities.

o BM GG,

The Nationa Oceanic and Atmospheric Adminigtration studies climate and
globa change; ensures protection of coastal oceans and management of marine
resources, provides westher services; and manages worldwide environmenta
data NOAA provides financid assstance through the following organizations:

Nationa Westher Service - reports the weather of the United States and its possessions and
provides weether forecasts and warnings to the genera public;

Nationa Ocean Service - issues nautica charts; does geodetic surveys, and conducts research
and develops policies on ocean mining and energy;

Nationd Marine Fisheries Service - conducts a program of management research and services
related to the protection and rationa use of living resources,

Nationd Environmenta Satellite, Data, and Information Service - observes the environment by
operating a nationd satdlite system; and

Office of Oceanic and Atmospheric Research - conducts research related to the oceans and
inland waters, the lower and upper atmosphere, pace environment, and the Earth.
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The Nationd Tdecommunications and Information Adminidration isthe
principa executive branch advisor to the President on domestic and
internationd communications and information policies. 1t ensures effective and efficient Federd use of
the electromagnetic spectrum, develops (with other Federa agencies) policies for international
communications and standards-setting organizations, serves as the federa telecommunications research
and engineering center, and adminigters grants under the Public Telecommunications Facilities Program
and the Teecommunications and Information Infrastructure Assi stance Program.
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DEPARTMENT OF COMMERCE
FULL DISCRETION PROGRAMS
FY 1997
CFDA NO.
NUMBER OF
BY AGENCY PROGRAM OBLIGATIONS AWARDS
EDA
11.300 Public Works and Infrastructure Devel opment $160,157,503 190
11.303 EDA-Technical Assistance 11,133,000 145
11.304 EDA-Public Works Impact 4,644,400 8
11.305 EDA-State and Local Economic Development Planning 3,486,000 a7
11.307 Special Economic Development and Adjustment 159,813,631 267
Assistance
11.312 Research and Evaluation 603,000 5
ITA
11112 Export Promotion-Market Development Cooperator 1,851,714 6
11114 Special American Business Internship Training Program 503,180 33
11.115 American Business Center Program 649,998 7
MBDA
11.800 Minority Business Development Centers (MBDCs) 9,049,851 41
11.801 Native American Program (NAP) 2,089,463 10
11.802 Minority Business Resource Development 0 0
NIST
11.603 National Standard Reference Data System (NSRDS) 57,896 1
11.609 M easurement and Engineering Research & Standards 26,897,979 172
11611 Manufacturing Extension Partnership 79,453,764 55
11612 Advanced Technology Program (ATP) 216,758,084 146

11613 State Technology Extension Program 200,000 2



CFDA
NUMBER
BY AGENCY

NOAA

11.426

11.427

11430
11431
11433

11.440

11.442
11.446
11454
11.455
11.459
11.460
11.462
11.463

11.467

11472
11473

11.476

NTIA

11550

11.552

o/s
11.702

TOTAL

PROGRAM

Financial Assistance for Ocean Resources Conservation

& Assessment Program

Fisheries Development and Utilization Research and
Development Grants and Cooperative Agreements

Undersea Research
Climate and Atmospheric Research
Marine Fisheries Initiative (MARFIN)

Research in Remote Sensing of the Earth and
Environment

Research in Oceanographic Data Base Management
Antarctic Marine Living Resources

Unallied Management Projects

Cooperative Science and Education Program
Climate and Air Quality Research

Specia Oceanic and Atmospheric Projects
Hydrologic Research

Habitat Conservation

M eteorol ogic and Hydrol ogic M odernization
Development

Unallied Science Program
Coastal Services Center (CSC)

Small Business Innovation Research Program

Public Telecommunication Facilities - Planning and
Construction (PTFP)

Telecommunications & Information Infrastructure
Assistance Program (TIHAP)

Post Secretary Internship

APPENDIX [1

OBLIGATIONS

$417,380

8,334,950

10,892,536
35,100,000
915,768

3,274,608

0

0
1,217,050
3,736,104
0

0
532,973
6,546,958

4,934,376

4,114,623
2,023,651

7,348,000

14,157,734

20,898,822

1,052,307
$802,747,303

Page 2 of 2

NO.
OF
AWARDS

75

13
169

1

o O

OO&%

(00]

97

1738




CFDA
NUMBER
BY
AGENCY

EDA

11.302

11.313

ITA

11113

NOAA

11.400

11.405

11.407

11.408

11.409

11415

11417

APPENDIX I11
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DEPARTMENT OF COMMERCE
LIMITED DISCRETION PROGRAMS
FY 1997
NO. OF
PROGRAM OBLIGATION AWARDS LEGISLATIVE RESTRICTIONS
EDA-Support for $20,591,000 334 Restricted to specified recipients, about 300

Planning

Trade Adjustment 8,500,000
Assistance

ITA-Specia Projects 12,763,853
Geodetic Surveysand 1,843,141
Services

Anadromous Fish 204,117
Conservation Act

Program

Interjurisdictional 3,341,539
Fisheries Act

Fishermen’'s 239,804
Contingency Fund

(TitlelV)

Fishing Vessel and 0
Gear Damage

Compensation Fund

(Section 10)

Fisheries Obligation 0
Guarantee Program

Sea Grant Support 61,813,843

13

18

Economic Development Districts, receiving
non-competitive continuation awards.

Restricted to companies or individuals
damaged by imports, assistance centers
funded with continuation awards.

Restricted to recipientsidentified by
Congressin appropriations law.

Restricted to recipientsidentified by
Congressin the appropriations law.

Exempted from competition and authorized
for sole-source awards by 1992 NOAA
Authorization Act.

Exempted from competition and authorized
for sole-source awards by 1992 NOAA
Authorization Act and restricted to state
agencies, in 23 states, authorized to regulate
commercial fisheries and no state may receive
less than ¥z of 1 percent or more than 6
percent of the funds appropriated.

Restricted to U.S. commercia fishermen for
damage/loss of fishing gear and economic
loss.

Restricted to U.S. commercial fishermen for
damage, loss, or destruction of their fishing
vessel by foreign vessels.

L oan guarantees not competed against each
other but based on qualifying need.

Restricted to 29 eligible major universities
centers.



CFDA
NUMBER
BY
AGENCY

NOAA

11419

11420

11.428

11.429

11432

11434

11435

11.436

11.437

11.438

PROGRAM OBLIGATION

Coastal Zone
Management
Administration Awards

$46,464,916

Coastal Zone
Management Estuarine
Research Reserve

7,224,537

Intergovernmental 1,466,645
Climate Program

(Regional Centers)

Marine Sanctuary
Program

338,608

Environmental Research
Laboratories
Cooperative Institutes

45,114,414

Cooperative Fishery
Statistics

1,482,394

Southeast Area
Monitoring and
Assessment Program
(SEAMAP)

910,889

Columbia River Fisheries
Development Program

15,684,091

Pacific Fisheries Data
Program

5,068,102

Pecific Salmon Treaty
Program

5,088,632

NO. OF
AWARDS

67

11

14
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LEGISLATIVE RESTRICTIONS

Restricted to 35 coastal statesand U.S.
territories and each must receive no less
than one percent of the amount
appropriated each fiscal year, 80 to 90
percent is allocated by formula.

Restricted to 35 coastal statesand U.S.
territories managing 22 designated
estuarine reserves.

Restricted to six regional climate centers
for non-competitive continuation awards.

Restricted to 13 designated marine
sanctuaries.

Restricted to 11 major state universities
located near OAR’ sresearch laboratories.

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to state-
mandated fishery conservation agencies.

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to state-
mandated fishery conservation agencies
located in 10 southern states.

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to three
Pacific Northwest states.

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to four
Pacific coastal states.

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to four
states under the Pacific Salmon Treaty Act.



CFDA
NUMBER
BY
AGENCY

NOAA

11439

11441

11.443

11.444

11.445

11.449

11.450

11.452

11.457

11.458

PROGRAM

Marine Mammal Data
Program

Regiona Fishery
Management Councils

Short-Term Climate
Fluctuations

Aquaculture Program

Stock Enhancement of
Marine Fish in the State
of Hawaii

Independent Education
and Science Projects &
Programs

Integrated Flood
Observing & Warning
System (IFLOWS)

Unallied Industry
Projects

Chesapeake Bay Studies

Alaska Salmon
Enhancement

OBLIGATION

$2,387,164

10,450,600

200,000

1,234,000

950,000

112,899

295,269

41,263,585

1,815,143

NO. OF
AWARDS

253

19
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LEGISLATIVE RESTRICTIONS

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to six
state agenciesinvolved in marine mammals
listed in the Marine Mammal Protection
and Endangered Species Act.

Restricted to eight mandated councils.

Restricted to one recipient qualified to
conduct climate-related studies.

Restricted to continuation grants in Hawaii
and Alaska by the October 26, 1989,
Congressional Record.

Restricted to one project and one sole-
source recipient in Hawaii and Washington
states.

Restricted to a non-competitive award to
two nonprofit organizationsin Colorado.

Restricted to seven states under a
memorandum of agreement.

Threeindustry disaster non-competitive,
first-come-first served, assistance
programs; SE fishing gear damage, NE
vessel buyback, and certain hurricane and
other storm damage assistance.

Restricted to Chesapeake Bay states,
Maryland, Virginia, and District of
Columbia, implementing the 1987
Chesapeake Bay Agreement.

Exempted from competition and authorized
for sole-source awards by NOAA 1992
Authorization Act and restricted to the
State of Alaska agency responsible for
conserving Pacific salmon resources.



CFDA
NUMBER
BY
AGENCY

NOAA

11.468

11.469

11470

11474

TOTAL

PROGRAM

Cooperative Institute for
Applied Meteorological
Studies (CIAMS) and
Cooperative Institute for
Tropical Meteorology
(CITM)

Congressionally
Identified Construction
Projects

Office of Administration
Specia Programs

Atlantic Coastal
Fisheries Cooperative
Management Act

OBLIGATION

$352,718

12,699,813

400,000

3,724,825

$316,256,541

NO. OF
AWARDS

N

1,225
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Page 4 of 4

LEGISLATIVE RESTRICTIONS

Restricted to non-competitive awards to
Texas A&M and Florida State Universities.

Restricted to recipientsidentified by
Congress in the appropriations law.

Restricted to historically black colleges.

Restricted to 15 Atlantic coastal states.
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OIG AUDIT REPORTS ON DISCRETIONARY FUNDING PROGRAMS

CFDA
Number by
Agency

EDA
11.300,
11.303,
11.304,
11.305,
11.307
11312

ITA
11112

11114

11115

MBDA

11.800

11.801

NIST

11.603

11.609

11611

Report Title

EDA’sFinancial Assistance Programs’ Award
Processes Needs More Competitive Review and
Selection Procedures

EDA Research and Evaluation Program Funding
Decisions Should Be Documented

Market Development Cooperator Program Awards
Process Promotes Merit-Based Decisions, But
Practices Need More Discipline

Special American Business Internship Training
Program Award Process Corrected to Ensure
Independent Review Panels

US& FCS American Business Center Program
Funding Decisions Were Merit-Based

Discretionary Funding Decision Process: Minority
Business Development Center Program

Discretionary Funding Decision Process: Native
American Business Development Center Program

National Standard Reference Data System Program
Award Process Promotes Merit-Based Decisions

M easurement and Engineering Research and
Standards Program Should Expand Use of
Competitive Award Procedures

Manufacturing Extension Partnership Program
Awards Process Promotes Merit-Based Decisions

Report
Number

DEN-11580-0-XXXX

BTD-11548-9-0001

ATL-10999-0-0001

ATL-10998-9-0001

BTD-10957-9-0001

BTD-10956-8-0001

BTD-10955-8-0001

DEN-10962-9-0001

DEN-10958-0-X XXX

DEN-10959-9-0001

Report | ssuance
Date

Draft I ssued
May 2000

September 1999

December 1999

September 1999

March 1999

September 1998

September 1998

March 1999

Draft Issued
April 2000

March 1999



CFDA
Number by
Agency
11612
11613

NOAA

11.426

11.427

11430

11431

11433

11.440

11454

11.455

11.462

11.463

Report Title

Advanced Technology Program Award Process
Promotes Merit-Based Decisions

State Technology Extension Program Award
Process Designed to Promote Merit-Based
Decisions, But Process Needs More Discipline

NOS's Ocean Resources Conservation &
Assessment Program Awards Were Not
Competitively Selected

NMFS's Fisheries Development and Utilization
Research and Devel opment Grants and Cooperative
Agreements Program Awards Were Merit-Based,
But National Program Was Unjustified

OAR’s Undersea Research Program Awards Were
Not Competitively Selected

Opportunities Exist to Improve the Competitive
Review Practices of OAR’s Climate and
Atmospheric Research Program

NMFS's Marine Fisheries Initiative Program
Promotes Merit-Based Decisions, But Process
Needs More Discipline

NESDIS' s Research in Remote Sensing of the Earth
and Environment Program Awards Were Not
Competitively Selected

NMFS's Unallied Management Projects Program
Awards Were Not Competitively Selected

NMFS's Cooperative Science and Education
Program Awards Were Not Competitively Selected

NWS's Hydrol ogic Research Program Awards
Were Not Competitively Selected

NMFS s Habitat Conservation Program Awards
Were Not Competitively Selected

Report
Number

DEN-10960-9-0001

DEN-10961-9-0001

ATL-11084-9-0001

STL-10950-9-0001

ATL-11654-0-0001

STL-10949-0-0001

ATL-11655-9-0001

ATL-10944-9-0001

STL-10952-9-0001

STL-10951-9-0001

ATL-11140-9-0001

STL-10953-9-0001
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Report | ssuance
Date

March 1999

September 1999

March 1999

September 1999

March 2000

March 2000

September 1999

March 1999

March 1999
March 1999
March 1999

March 1999



CFDA
Number by
Agency

11.467

11472

11473

11.476

NTIA

11550

11552

o/s

11.702

Report Title

NWS's Meteorologic and Hydrologic
Modernization Development Program Awards Were
Not Competitively Selected

NMFS' s Unallied Science Program Awards Were
Not Competitively Selected

NOS' s Coastal Services Center Awards Were Not
Competitively Selected

Small Business Innovation Research Program
Award Procedures Need Improvement and
Contracts Are Not the Appropriate Funding
Instrument

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

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

Current DOC Postsecondary Internship Program
Award Process Promotes Merit-Based Decisions

Report
Number

ATL-11405-9-0001

STL-10947-9-0001

ATL-11000-0-0001

DEN-11001-0-0001

ATL-10945-9-0001

ATL-10946-9-0001

BTD-11822-9-0001
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Report | ssuance
Date

September 1999

March 1999

March 2000

August 2000

March 1999

March 1999

September 1999
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RELATED REPORTSISSUED BY THE OIG AND OTHERS

American Indtitute of Physics Role of Peer Review in Assessing the Vaue of Basic Research
Bulletin No. 106. College Park, Maryland: 1996.

The Committee on Science, Engineering, and Public Policy. Evaluating Federal Research

Programs. Research and the Government Performance and Results Act. Washington, D.C.:
1999.

Nationd Science Foundation, Office of Ingpector General. Nationa Science Foundation
Discretionary Funding Decisons. Letter Report. Washington, D.C.: 1998.

U.S. Department of Commerce, Office of Inspector Generd. Nationa Ingtitute of Standards
and Technology, Management and Funding Problems Confront the MEP Program. Report
DEN-5434. Washington, D.C.: 1994.

U.S. Department of Commerce, Office of Inspector Generd. Nationa Ingtitute of Standards
and Technology, Advanced Technology Program Can Benefit From Financial and Management
Improvements. Report ENT-8984. Washington, D.C.: 1997.

U.S. Department of Commerce, Office of Inspector Generd. Nationa Ingtitute of Standards
and Technology, ATP Has Improved Procedures for Selecting, Monitoring, and Evaluating
Projects. Report TTD-8089. Washington, D.C.: 1996.

U.S. Department of Commerce, Office of Inspector Generd. Nationa Ingtitute of Standards
and Technology, The Advanced Technology Program Must Improve Documentation of
Sdection Decisons. Report TTD-7074. Washington, D.C.: 1995.

U.S. Department of Commerce, Office of Inspector Generd. National Oceanic and
Atmospheric Adminigtration, Coastal Zone Management and National EStuarine Research
Reserves System Programs Require Management Attention to Increase Effectiveness. Report
|PE-9044. Washington, D.C.: 1997.

U.S. Department of Commerce, Office of Inspector General. Nationa Technica Information
Sarvice s Traditiona Missons Are Well Run, But Management Attention Is Needed For Its
Expansonary Activities. Report |PE-8497. Washington, D.C.: 1997.

U.S. Department of Transportation, Office of Inspector Generdl. Awarding Discretionary
Fundsin the U.S. Department of Trangportation. MA-1998-155. Washington, D.C.: 1998.

U.S. Generd Accounting Office. Budget Issues. Earmarking in the Federd Government.
GAO/AFMD-90-8FS. Washington, D.C.: 1990.
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U.S. Generd Accounting Office. Discretionary Grants: Opportunities to Improve Federal
Discretionary Award Practices. GAO/HRD-86-108. Washington, D.C.: 1986.

U.S. Genera Accounting Office. Federa Research: Evaluation of Smal Business Innovation
Research Can Be Strengthened. GAO/RCED-99-114. Washington, D.C.: 1999.

U.S. Generd Accounting Office. Federal Research: Observation on the Small Business
Innovation Research Program. Report to Congressiond Committees. Washington, D.C.: 1998.

U.S. Genera Accounting Office. Federal Research: Peer Review Practices at Federal Science
Agencies Vary. GAO/RCED-99-99. Washington, D.C.: 1999.

U.S. Genera Accounting Office. Peer Review: Reforms Needed to Ensure Fairnessin Federa
Agency Grant Sdection GAO/PEMD-94-1. Washington, D.C.:1994.

U.S. Generd Accounting Office. Principles of Federal Appropriations Law. GAO/OGC-91-5.
Washington, D.C.: 1991.

U. S. Generd Accounting Office. Trangportation Infrastructure: Review of Project Sdlection
Process for Five FHWA Discretionary Programs. GAO/RCED-98-14. Washington, D.C.:
1997.
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REVIEW OF DISCRETIONARY AWARDS PROCESSES
SUMMARY SCHEDULE OF FINDINGS
AMONG 21 COMPETITIVE PROGRAMS

ITA EDA NOAA NTIA NIST MBDA | #
SOLICITATION PROCESS
EINDING 9 PROGRAM CFDA # |11)111|11 (3030|3030 |30(31(42|43 |43 )47 |55(55|60|61|61(61 (80|80
o 2145|0345 |7|2|7(1|3]6(f0]|2]|3|1|(2|3]|]0]1
Program information published in Catalog | U [ U ujufu|juju|ufuUu|U|U U|U|U[U|UJU([U]|U]|19
of Federal Domestic Assistance.
Adequate solicitation notice published in ujuju|UjJu|uluU]|U|U UljUJU(|(U]|U|U U UjU|18
Federal Register.
Solicitation notice published on the Uulfufufjfuju|Ju|U(|U|U U|fuU U|fuU U 14
Internet
Solicitation notice published in other ujuljufu|juju|u U 8
publications
Solicitation notice distributed from mailing | U | U UujuU|U U|u U 8
list.
Solicitation notice included clear Uulfufufjfuju|Ju|U(|U|U UlfujJu|jU]|JU|U U UlU| 18
evaluation criteriain Federal Register.
Program information not published in Y Y 2
Catalog of Federal Domestic Assistance.
Solicitation notice distribution should be Y|Y| 2
expanded or targeted.
Solicitation notice did not include Y Y Y 3
evaluation criteriain Federal Register or
the criteria was too general or vague.
Solicitation notice not publish required Y 1
Federal Register.

LEGEND:

U indicates no problem or matter requiring improvement or “best practice.”

Y indicates problem or matter requiring improvement.




APPENDIX VI

Page 2of 3
REVIEW OF DISCRETIONARY AWARDS PROCESSES
SUMMARY SCHEDULE OF FINDINGS
AMONG 21 COMPETITIVE PROGRAMS

ITA EDA NOAA NTIA NIST MBDA | #
REVIEW PROCESS
FINDING 9 PROGRAM CFDA # | 11| 11|115|30|30]30(30(30(31|42|43|43(47]|55|55|60|61|61|613(800(801
i 2| 4 0|3|4|5|7|2|7|1|3|6]0(2]3]1]2
Program has written procedures for UulujuUu|lU|JlUJU|lU]|U vuljufujJuUjJufujJuUujujUlU|JU|lU]|20
competitively reviewing and evaluating
applications.
Reviewers used merit-based criteria Uululu|jUujJuUuju|U|U U uluUujuflu|u ulu|luUu|luU|18
published in Federal Register in evaluating
applications.
Reviewers adequately documented U| U U ujujulu UlujlU|lU|U|12
application evaluation.
Reviewers were independent experts. U Uu|u U Uu|u U 7
Reviewers were outside the federal U U Uu|u U 5
government
Program does not have written procedures Y 1
for reviewing and evaluating applications.
Reviewers were not independent experts. Y| Y Y[Yal Y| Y|Y Y Y Y|Y Y| Y| Y]|14
Reviewers did not adequately document Y Y|Y]LY|Y|Y]Y Y Y 9
application evaluation.
Reviewers did not use merit-based criteria Y 1
in evaluating applications.

& Refersto regional administered program, which awards the preponderance of funds; national program has independent reviewers.

LEGEND:

U indicates no problem or matter requiring improvement or “best practice.”

Y indicates problem or matter requiring improvement.




REVIEW OF DISCRETIONARY AWARDS PROCESSES
SUMMARY SCHEDULE OF FINDINGS
AMONG 21 COMPETITIVE PROGRAMS

ITA

EDA

NOAA

NTIA
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NIST

MBDA

SELECTION PROCESS

FINDING 9

o

PROGRAM CFDA #

30

30

30

30

30

42

43

43

47

55

55

60

61

80

80

Selection official followed review panel
recommendations.

m C

m C

m C

m C

m C

13

Selection official adequately documented
deviations from review panel
recommendations.

Selection officia did not adequately
document deviations from review panel
recommendations.

Program staff changed reviewers’
evaluation scores before submitting them
to selection official.

Program staff ranked and screened
applications before reviewers evaluations.

& Selection official participated in application review panel process.

LEGEND:

U indicates no problem or matter requiring improvement or “best practice.”

Y indicates problem or matter requiring improvement.
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SCHEDULE OF FAADS DISCREPANCIES
PER OEAM PER AGENCY DIFFERENCE
CFDA OBLIGATIONS OBLIGATIONS OBLIGATIONS
NUMBER AND AND AND
BY NUMBER OF AWARDS|NUMBER OF AWARDS NUMBER OF
AGENCY PROGRAM AWARDS
EDA
11.300 Public Works and Infrastructure
Development $ 165,571,603 192 $ 160,157,503 190 5,414,100 2
11.302 EDA-Support for Planning 21,098,097 371 20,591,000 384 507,097 (13)
11.303 EDA-Technical Assistance 10,988,000 143 11,133,000 145 (145,000) 2)
11.304 EDA-Public Works Impact 4,644,400 8 4,644,400 8 0 0
11.305 EDA-State and Local Economic
Development Planning 3,486,000 47 3,486,000 47 0 0
11.307 Special Economic Development
and Adjustment Assistance 161,951,194 268 159,813,631 267 2,137,563 1
11.312 Research and Evaluation 609,500 6 603,000 5 6,500 1
11.313 Trade Adjustment Assistance 10,075,000 12 8,500,000 12 1,575,000 0
ITA
11.112 Export Promotion-Market
Development Cooperator 6,045,274 14 1,851,714 6 4,193,560 8
11.113 ITA-Special Projects 0 0 12,763,853 13| (12,763,853) (13)
11.114 Special American Business
Internship Training Program 451,560 32 503,180 33 (51,620) 1)
11.115 American Business Center
Program 350,000 4 649,998 7 (299,998) 3)
MBDA
11.800 Minority Business Development
Centers (MBDCs) 8,504,911 38 9,049,851 41 (544,940) 3)
11.801 Native American Program (NAP) 1,835,392 9 2,089,463 10 (254,071) 1)
11.802 Minority Business Resource
Development 0 0 0 0 0 0
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NIST
11.603 National Standard Reference Data
System (NSRDS) 57,896 1 57,896 1 0 0
11.609 Measurement and Engineering
Research & Standards 44,270,814 193 26,897,979 172| 17,372,835 21
11.611 Manufacturing Extension
Partnership 59,864,552 43 79,453,764 55( (19,589,212) (12)
11.612 Advanced Technology Program
(ATP) 206,382,169 142 216,758,084  146| (10,375,915) (4)
11.613 State Technology Extension
Program 200,000 2 200,000 2 0 0
NOAA
11.400 Geodetic Surveys and Services 1,351,141 3 1,843,141 4 (492,000) Q)
11.405 Anadromous Fish Conservation
Act Program 1,690,481 16 2,054,117 18 (363,636) 2)
11.407 Interjurisdictional Fisheries Act 2,879,210 42 3,341,539 45 (462,329) 3)
11.408 Fishermen's Contingency Fund
(Title 1V) 0 0 239,804 33 (239,804) (33)
11.409 Fishing Vessel and Gear Damage
Compensation Fund (Section 10)
0 0 0 0
11.415 Fisheries Obligation Guarantee
Program 24,550,000 19 0 0| 24,550,000 19
11.417 Sea Grant Support 60,553,844 119 61,813,843 120| (1,259,999) Q)
11.419 Coastal Zone Management
Administration Awards 47,723,916 35 46,464,916 35 1,259,000 0
11.420  Coastal Zone Management
Estuarine Research Reserve 7,078,537 94 7,224,537 96 (146,000) 2)
11.426 Financial Assistance for Ocean
Resources Conservation &
Assessment Program 417,380 4 417,380 4 0 0
11.427 Fisheries Development and
Utilization Research and
Development Grants and
Cooperative Agreements 8,309,617 75 8,334,950 75 (25,333) 0
11.428 Intergovernmental Climate
Program (Regional Centers) 1,466,645 5 1,466,645 5 0 0
11.429 Marine Sanctuary Program 338,608 3 338,608 3 0 0
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11.430 Undersea Research 10,892,536 13 10,892,536 13 0 0
11.431 Climate and Atmospheric
Research 35,568,424 169 35,100,000 169 468,424 0
11.432 Environmental Research
Laboratories Cooperative
Institutes 42,197,832 63 45,114,414 67| (2,916,582) (4)
11.433 Marine Fisheries Initiative
(MARFIN) 1,663,319 21 915,768 11 747,551 10
11.434 Cooperative Fishery Statistics 1,400,994 11 1,482,394 12 (81,400) Q)
11.435 Southeast Area Monitoring and
Assessment Program (SEAMAP)
734,380 9 910,889 11 (176,509) (2)
11.436 Columbia River Fisheries
Development Program 15,684,091 12 15,684,091 12 0 0
11.437 Pacific Fisheries Data Program 4,372,102 10 5,068,102 14 (696,000) 4)
11.438 Pacific Salmon Treaty Program 1,783,232 3 5,088,632 5] (3,305,400) 2)
11.439 Marine Mammal Data Program 1,087,200 6 2,387,164 9| (1,299,964) 3)
11.440 Research in Remote Sensing of
the Earth and Environment 3,274,608 6 3,274,608 6 0 0
11.441 Regional Fishery Management
Councils 8,844,600 10 10,450,600 12| (1,606,000) 2)
11.442 Research in Oceanographic Data
Base Management 0 0 0 0 0 0
11.443 Short-Term Climate Fluctuations
200,000 3 200,000 3 0 0
11.444 Aquaculture Program 452,000 1 1,234,000 2 (782,000) Q)
11.445 Stock Enhancement of Marine
Fish in the State of Hawaii 0 0 950,000 1 (950,000) Q)
11.446 Antarctic Marine Living Resources
0 0 0 0 0 0
11.449 Independent Education and
Science Projects & Programs 112,899 1 112,899 1 0 0
11.450 Integrated Flood Observing &
Warning System (IFLOWS) 295,269 3 295,269 3 0 0
11.452 Unallied Industry Projects 37,399,887 222 41,263,585  253| (3,863,698) (31)
11.454 Unallied Management Projects 742,050 6 1,217,050 8 (475,000) 2)
11.455 Cooperative Science and
Education Program 2,223,980 23 3,736,104 35| (1,512,124) (12)
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11.457 Chesapeake Bay Studies 1,815,143 19 1,815,143 19 0 0
11.458 Alaska Salmon Enhancement 0 0 380,000 1 (380,000) Q)
11.459 Climate and Air Quality Research
0 0 0 0 0 0
11.460 Special Oceanic and
Atmospheric Projects 0 0 0 0 0 0
11.462 Hydrologic Research 532,973 8 532,973 8 0 0
11.463 Habitat Conservation 6,546,958 7 6,546,958 7 0 0
11.467 Meteorologic and Hydrologic
Modernization Development 4,934,376 7 4,934,376 7 0 0
11.468 Cooperative Institute for Applied
Meteorological Studies (CIAMS)
and Cooperative Institute for
Tropical Meteorology (CITM)
307,718 3 352,718 4 (45,000) (1)
11.469 Congressionally Identified
Construction Projects 12,699,813 3 12,699,813 3 0 0
11.470  Office of Administration Special
Programs 400,000 3 400,000 3 0 0
11.472 Unallied Science Program 4,064,623 12 4,114,623 13 (50,000) Q)
11.473 Coastal Services Center (CSC) 1,895,651 7 2,023,651 8 (128,000) Q)
11.474 Atlantic Coastal Fisheries
Cooperative Management Act 2,254,825 20 3,724,825 22 (1,470,000) (2)
11.476 Small Business Innovation
Research Program 449,112 6 7,348,000 84 (6,898,888) (78)
NTIA
11.550 Public Telecommunication
Facilities - Planning and
Construction (PTFP) 16,412,988 103 14,157,734 97 2,255,254 6
11.552 Telecommunications &
Information Infrastructure
Assistance Program (TIIAP) 19,112,975 52 20,898,822 55 (1,785,847) 3)
o/s
11.702 Post Secondary Internship 458,654 2 1,052,307 3 (593,653) (1)
TOTAL $1,103,560,953 2,784| $1,119,103,844 2,963|($15,542,891) (179)
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MEMORANDUM FOR Edward Blansitt
Deputy Inspector Gener.

FROM: Linda J. Bilmes
Chief Financial Offi
Assistant Secretar® for Administration
SUBJECT: Most Departmental Discretionary Funding Programs
Are Competitive and Merit Based but Opportunities
Exist to Further Improve the Awards Processes,
Draft Audit Report No. ATL-10835-0-XXXX

Thank you for the opportunity to review and comment on the subject draft audit report. We
agree that opportunities exist to further improve the grants and cooperative agreements award
processes. We also take pride in the efforts of those program officers and grants officers who
have already begun taking corrective action on the findings contained in the report.

The attached comments provide our response to the report. Please do not hesitate to contact
John J. Phelan, IIT at 202-482-3707 if you would like to discuss this matter in additional detail.

Attachment
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Comments
Draft Audit Report No, ATL-10835-0-XXXX
Most Department Discretionary F: unding Programs
Are Competitive and Merit-Based but. Opportunities Exist
to Further Improve the Awards Processes

Page v. Recommendations - The second sentence includes the recommendation that the
Department take a series of actions aimed at helping the operating units improve their
financial assistance award processes by providing appropriate leadership and training. This
implies that we are not currently providing leadership and training while we believe that we
are active in both of these areas. We suggest revising this sentence to read as follows:

We are now recommending that the Department, for its part, take a series of actions
aimed at helping its operating units improve their financial assistance award processes
by (1) clarifying minimal departmental expectations for competition and (2) providing
additional training, as necessary and when requested.

Page 10, Section B - In the third sentence, the Office of Inspector General (OIG) opines that
a review panel should have at least one member who is outside the chain of command of the
selecting official. The draft Department of Commerce Grants and Cooperative Agreements
Manual is expected to require selection of reviewers on the basis of their professional
qualifications and expertise, but will allow review panels to include individuals from within
the cognizant program office. The Manual will, however, encourage the use in review
panels of one member who is outside the chain of command of the selecting official
whenever possible,

Page 20, Recommendations - In general, we agree with all the OIG’s recommendations and
have takeh action to implement Recommendation 7. The other recommendations will be
addressed upon issuance of the Department’s Grants and Cooperative Agreements Manual,
which is near completion and will be issued for comment and final clearance as soon as
possible.



