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October 31, 1999

The Honorable William M. Daley
Secretary of Commerce
Washington, DC 20230

Mr. Secretary:

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

30 days of itsreceipt.

Thisisthefirst ssmiannual report that | will be submitting to you and the Congresssince | wasswornin
asInspector General in July. | appreciate the support you provided during my tenureasActing 1G, and |
look forward to continuing to work with you to improve departmental operations. | believethat the efforts
described in thisreport demonstrate the val ue of the cooperative, productive relationships that we have
tried to foster between OI G officialsand your Executive Management Team.

Thefirst section of the enclosed report discusses what we have identified as the major challengesfacing
the Department. For each challenge, we highlight the progress made in the past six months, aswell as
further actionsthat we believe need to be taken. Asyou might expect, we have focused considerabletime
and effort on monitoring the Department’ s effortsto address three of the most visible and immediate
challenges—improving the accuracy and controlling the cost of the 2000 Decennial Census, addressing the
Y 2K problem, and improving financial management. Much progress has been made in these areas, but
continued oversight isessential.

Thisreport also describes the progress made to address other major challenges, most notably the chal-
lenges of expanding private sector participationin NOAA’smarine and aeronautical datagathering,
implementing the Advanced Westher I nteractive Processing System, and resolving issuesrelating to
NTIS smissionandfinancia viability.

Sincerely,
JohnnieE. Frazier

Enclosure
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IG’s Message for the Congress

FOREWORD

We continueto devote alarge portion of our resourcesto exploring what we haveidentified asthe
major challengesfacing the Department. A primary focus during the past six months has been on three of
these challenges—the 2000 Decennial Census, the'Y 2K problem, and financial management. In addition, we
examined abroad array of important Commerce programs, including the Department’ seffortsto control the
export of sensitive technol ogiesand munitions.

We conducted four reviews of key aspects of the decennial during this semiannual period. One
examined the operation during the Census Dress Rehearsal of the quality check survey, which will beused
to independently measure the quality of the direct count of the population. Another looked at multiple
response resol ution, a process designed to help ensure that no one is counted more than once. A third
considered whether the Census Bureau had doneal it could to ensure the effectiveness of its public
awareness campaign. And afourth assessed the bureau’ s plansfor archiving decennial dataand disposing of
questionnairesto ensure that sensitive information will be protected. The bureau has taken prompt action to
address the concerns and recommendations discussed in our reports.

Inaddition, as part of an ongoing review of efforts by the Department and its bureausto ensure that
their critical computer systemsare’Y 2K compliant, we completed our examination of the' Y 2K compliance
activities of two Commerce operating units—the Patent and Trademark Officeand NOAA’sNational
Environmental Satellite, Data, and Information Service. Overall, both agencies’ systemswereready to
handl e the changeto the year 2000, but we made recommendations concerning retesting and contingency
planning designed to further decrease therisk of servicedisruptions. Wewill a so bereporting in the near
futureontheY 2K status of several other important Commerce agencies, including the Census Bureau and
the National Weather Service.

Although our audits of the Department’ sSFY 1999 financial statementswill not be completed until next
March, we have worked with departmental and bureau managers on an ongoing basisto improve financial
management and reporting. For example, we have participated in several forumson financial management
issues and have met regularly with departmental financial managersto discussissues of mutual concern.

Several maor OIG reviews completed during this period looked at export-rel ated programs managed by
BXA and ITA. For example, at the request of the Chairman of the Senate Committee on Governmental
Affairs, we and five other Ol Gs conducted an interagency review of the export licensing processfor dual-
use commoditiesand munitions, and testified on the review results. In keeping with the intent of the require-
ments of the Omnibus Trade Act of 1988, we also continued to examine U.S. and Foreign Commercial
Service overseas operations, reporting on our reviews of the postsin Brazil, China, and South Africa. In
addition, the Inspector General testified on the progress being madein implementing the U.S. Export
Assistance Centers as “one-stop shops’ providing awiderange of federal assistanceto U.S. exporters.

We plan to continue our work on these critical Commerceissuesin order to provide departmental and
congressional decision-makerswith the sound, objective information and recommendations they need to
take decisive action to meet the major challenges facing the Department.
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IG’'s Message for the Congress

MAJOR CHALLENGES
FOR THE DEPARTMENT

The Department of Commerce, with its many
important and diverse programsand missions, is
faced with its share of problems, concerns, and
difficult issuesthat we view as key management
challenges. Thissection highlightswhat we consider
to be the major challenges facing the Department.

We haveidentified theseissues as major
challenges because of their importanceto the
Department’ smission or the nation’ swell-being,
their complexity, their sizable expenditures, or their
need for management improvements. By addressing
these challenges, the Department and the Congress
canimprove program management, eliminate serious
operational problems, decrease vulnerability to fraud
and waste, and achieve significant cost savings.

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

The decennial censusisan enormous and
complex task—certainly one of the most difficult
that the federal government hasto undertake. The
accuracy of the dataproduced by the decennial is
critical becauseit isthe basisfor apportioning seats
inthe House of Representatives and is used by state
legidaturesfor redistricting purposes. Thedatais
also used to distribute billions of dollars of federal
fundsto state and local governments. The Depart-
ment recognizesthe challenges presented by the
2000 Decennia Censusandisclearly providing
increased oversight and management support to this
important undertaking.

Given the complexity and importance of the
2000 decennial, we continue to make oversight of
decennial planning one of our top priorities. Wehave
already issued nearly 20 audit and inspection reports

on various aspects of the Census Bureau’ s decennial
preparation efforts, and additional reviewsare
underway. We have made numerous recommenda-
tionsaimed at hel ping to improve the accuracy of
the 2000 census and control its cost. Likewise, we
have conducted audits and i nspections of other
Census Bureau activities and operations (such as
financial management systems, interagency
agreements, and Y 2K compliance efforts) that may
indirectly affect the bureau’ sability to conduct the
decennid efficiently and effectively. In all instances,
we are actively monitoring the bureau’ seffortsto
addressthe recommendations madein our reports.

Inthelastissue of our semiannual report, we
reported on anumber of problemswith bureau
processes and operations, some of which, if not
corrected, could have seriousimplicationsfor the
decennia. For example, our review of the 1998
dressrehearsal operation of apre-production version
of DCS 2000, the data capture system being devel-
oped for the decennial census, disclosed that the
system experienced serious problemsin processing
dressrehearsal formsasaresult of inadequate
control of system requirements and insufficient
testing (see March 1999 issue, page 30).

Also, our review of the bureau’ suse of inter-
agency and other special agreementsidentified the
need for significant improvementsin the agreements
themselves, aswell asinthe policiesand procedures
for preparing, reviewing, and tracking them (see
March 1999 issue, page 32). In addition, our review
of aCensusBureau regional office’ suse of
bankcardscalled for strengthening internal controls
over bankcard purchases (see March 1999 issue,
page 34). We are pleased to report that in all three
instances, the bureau has been working hard to
address our concerns, and that many corrective
actions have already been taken.
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In several reviews completed during thissemi-
annual period, we expressed anumber of additional
concernsthat need to be addressed in preparing for
the 2000 decennial. Specifically:

o Our review of the 1998 dress rehearsal test
of the quality check survey identified the
need for improvements prior to the
decennid (see page 24).

° Our review of the bureau’ s planned
approach for ensuring that multiple
responsesto the decennial received fromthe
same housing units are resolved correctly
and on schedul eidentified the need for
modificationsto ensure accurate, timely
processing (see page 26).

° Our review of the bureau’ splansfor
archiving decennial dataand disposing of
guestionnairesidentified the need for the
bureau to select the method it proposesto
useto archivethe decennial dataand to
finalizeits proceduresfor disposing of the
guestionnaires (see page 30).

Of equal note, our work revealed that anumber
of activitiescritical to the decennia areworking
well. Foremost, in our recent audit of the bureau’s
public awareness campaign, we found that the paid
advertising campaign has been planned and, inits
early stages, implemented in amanner that is
meeting its program objectives. In addition, the
partnership program—the other component of the
public awareness campai gn—has been effectivein
establishing relationships with state and local
governments and other organizations essential to
conducting an accurate census. Together, thesetwo
approaches are being aggressively pursued to
increase the mail response rate and reduce the
undercount (see page 28).

The Department continuesto face challengesas
it grappleswith thelogistical, technical, and other
issuesinvolved in conducting the 2000 decennial.

Commerce OIG Semiannual Report
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For example, the bureau originally planned to
integrate statistical methodsinto the decennia
census design to produce asingle-number count,
rather than two sets of totals, as was done in 1990.
However, in November 1998, the administration
agreed that the bureau would plan for both a
sampling and anon-sampling censuswhile awaiting
aSupreme Court ruling on thelegality of using
sampling techniques as part of the decennial census
methodology. On January 25, 1999, the Court ruled
that, according to the Census Act of 1986, statistical
sampling techniques cannot be used for apportion-
ment. But the bureau still intendsto providea
statistically adjusted number for non-apportionment
purposes, believing that the adjusted count ismore
accurate.

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

The Chief Financial Officers Act of 1990, the
Government Performance and Results Act of 1993,
the Government Management Reform Act of 1994,
and the Federal Financial Management | mprovement
Act of 1996 were designed to improvethefinancial
management practices of federal agencies. The
statutes require annual financial statements audits
that present an entity’ sfinancial position and results
of operationsand provide other information needed
for the Congress, agency executives, and the public
to assess management’ s performance.

The Department received an unqualified opinion
onits Consolidated Balance Sheet as of September
30, 1998. However, because the Department had
received adisclaimer of opiniononitsFY 1997
financial statements, we were unableto expressan
opinion onits Consolidating Statements of Net Cost
and Changesin Net Position and Combined
Statements of Budgetary Resources and Financing
for the year ended September 30, 1998 (see March
1999 issue, page 76). In addition, individual
disclaimersonthese FY 1998 financial statements of
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IG’'s Message for the Congress

NOAA, the Bureau of the Census, and the Franchise
Fund, along with thefact that ITA’SFY 1998
statements could not be audited, resulted inthe
disclaimer on the Department’ s other FY 1998
consolidated financia statements.

Although the Department and several bureaus
received improved audit opinionsontheir FY 1998
financial statements, it will not be easy for the
Department to obtain an unqualified opinionon al
of itsFY 1999 financial statements. Further
improvementsare necessary.

NOAA and the Census Bureau, for example,
face some special challenges and must be proactive
inidentifying and resolving the potentia impedi-
ments to the preparation and audit of their FY 1999
financial statements. In addition, the FY 1999 audit
of ITA’sfinancia statementswill condtitute, in
essence, afirst-year audit. It istypically difficult for
federal organizationsto receivean opiniononall
financia statementsinthefirst year. Until these
bureaus receive other than disclaimerson their
remaining statements, it isunlikely that the Depart-
ment will receive an unqualified opinion on all of its
consolidated financial statements.

Itisimportant to highlight, however, the
progressthat has been made in addressing many of
the problems, weaknesses, and conditionsthat have
undermined thereliability of somebureaus’ financial
management systemsand precluded unqudified
opinionson their financial statements. Thisis
probably most apparent in the decreasein the
number of “material weaknesses’ over the past two
years—from 37 in FY 1996 to only 12 in FY 1998.

Material weaknesses represent serious
conditionswherethe design or operation of an
internal control component does not minimizethe
risk that errors, fraud, or noncompliancein material
amounts may occur and not be readily detected. The
substantial progress made in reducing the number of
material weaknessesreflectsthe Department’s
commitment to establishing sound financial manage-

ment systems, improving financial management, and
achieving an unqualified opiniononall of its
financia statements.

Obtaining an unqualified audit opinion on all of
the Department’ sFY 1999 consolidated financial
statementsisstill amajor challenge. But, as progress
isbeing made, itisalso becoming increasingly clear
that the extensive cooperation among the Depart-
ment, the bureaus, the OIG, and the OIG’ s contrac-
torsisgoing along way toward further reducing the
number of material weaknesses and bringing the
Department closer to achieving an unqualified
opinion.

Our audits of the Department’ sFY 1999
financial statementswill be completed during the
next semiannual period. Nevertheless, we have
worked with departmental and bureau managers
during this period to improve financial management
and reporting. For example, we have participated in
such ongoing forums asthe GPRA Task Forceand
the Accountability Report Committee. We have also
met regularly with the Department’ s CFO Officeto
discussissuesthat affect the consolidated financial
statements and to provide coordinated commentsto
OMB on audit and financial reporting regulations.

Address Commerce’s Year 2000
Computer Problem

Asthe century drawsto aclose, we continue to
play animportant rolein monitoring and highlighting
key issuesrelated to addressing the Y 2K problemin
Commerce computer systemsand in recommending
actionsto mitigate therisk of Y 2K failures. Inour
last issue (see March 1999 issue, page 78), we
discussed the results of our inspection of the
Department’ seffortsto improve the accuracy of its
reporting of itssystems’ Y 2K compliance status. In
thisissue, we discuss the findings of some of our
specific evaluations of the efforts made by individual
bureausto ensurethat their critical automated
systemsare, in fact, Y 2K compliant.
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Our review of the National Environmental
Satellite, Data, and Information Service' sprocess
for renovating selected critical systems concluded
that thelikelihood of Y 2K failureislow because
these systems are not susceptible to many Y 2K
problems and because NESDI S exercised stringent
quality control over system renovationsand
conducted thorough “ end-to-end” tests (see page
48). Our review of selected critical systemsat the
Patent and Trademark Office found that they have
been made Y 2K compliant and were adequately
tested (see page 60).

For both agencies, weidentified the need to
ensure that system inventories are complete and that
any new systemsidentified by theinventoriesare
madeY 2K compliant. Both agencies also need
policiesto require that software changesto critical
systems be limited or frozen after they are made
Y 2K compliant and that systems be retested if they
are changed.

NESDI S agreed with all of our recommenda-
tions. PTO agreed with all but one of our recom-
mendations—that it conduct an end-to-end test of
severd of itscritical systems.

Wealso reviewed NESDI'S s business continuity
and contingency plan (BCCP). NESDI S agreed with
our recommendation that it augment its standard
proceduresfor handling problemswithitssatellite
operations and data processing with contingencies
for Y 2K -specific failures. We are compl eting our
review of PTO’sBCCP and will report on our
findingsin the near future.

We are encouraged by our observationsand
other evidence showing that the Secretary, Deputy
Secretary, Chief Financial Officer, and Chief
Information Officer remain committed to carrying
out activities needed to ensure that systemsare Y 2K
compliant. The Department reported that all of its
473 mission-critical systemswere compliant as of
September 30, 1999.

Commerce OIG Semiannual Report
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Theremaining challengeisfor Commerce
managersto ensure that the needed attentionis
directed to (1) testing and improving BCCPs,

(2) ensuring that all systems have been identified
and that any that were missed are confirmed to be
compliant, and (3) maintaining compliance by
freezing or minimizing further changesand retesting
systemsthat are changed.

We are continuing to monitor the Department’ s
Y 2K program and are currently completing our
evaluations of the readiness of the National Weather
Service and the Census Bureau. We will apprisethe
Department and the bureaus of any concerns and
recommendationswe may have asquickly as
possible. In our next issue, we plan to report on the
bureaus’ transition of their systemsto the year 2000.

Successfully Implement NWS’s
Advanced Weather Interactive
Processing System

The Advanced Weather Interactive Processing
System (AWIPS), the key integrating element of the
National Weather Service' smodernization program
and an essential ingredient to achieving intended
operational improvements and staff reductions, is
also thelast major system of the modernization to
beimplemented. AWIPSisintended to provide the
capability to acquire datafrom advanced observing
systemsand to give forecasterstoolsto rapidly
analyzethe data, integrate it with theinformation
provided by weather service guidance centers, and
preparetimely and accurate warnings and forecasts
for dissemination to the public and the media.

The AWIPS development program is operating
under a congressionally mandated cost cap of
$550 million asaresult of itshistory of escalating
costs and schedule delays. Under the cap, AWIPS
must be devel oped to provide sufficient capabilities
to replace the aging field office systems, most
notably the Automation of Field Operationsand
Services (AFOS). Inour last issue, we reported that
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IG’'s Message for the Congress

NOAA planned to complete AWIPS by June 1999.
We a so noted that the operational test and evalu-
ation, which NOAA planned to conduct in May and
June 1999, needed to clearly demonstrate that
AWIPS hasthe capabilitiesto replace AFOS.

The operational test and evaluation of AWIPS,
which was conducted as planned, showed that while
much of the softwareis capable of replacing AFOS,
some additional improvements are needed before the
system can officially be used asthe primary system
for preparation and distribution of NWSdata
products (i.e., before AWIPS can be commissioned)
and before AFOSisno longer the official system for
this purpose (i.e., before AFOS can be decommis-
sioned). NOAA hasimplemented correctionsto
commissioning-related problemsidentified during the
operational test and evaluation and isin the process
of correcting other problemsfound after testing that
would prevent commissioning.

Deployment of AWIPS hardware was com-
pleted on schedulein June 1999. NOAA projects
that the total base program cost at completion,
including correctionsfor software and hardware
problems, will fall within the cap. Weare
encouraged by NOAA'’ srecent efforts, and we are
continuing to monitor AWIPS s progresstoward
fully replacing AFOS and becoming commissioned.

Successfully Implement a
Department-Wide Financial
Management System

The Department’s FY 1999 report to the
President on management and internal accounting
controlsisagain expected to state that Commerceis
not in compliance with the requirement that each
federal agency haveasingle, integrated financial
management system capable of providing timely,
complete, and reliablefinancial information. To
addressthismaterial internal control weakness,
Commerce began devel oping a Department-wide
financial systemin 1992.

Notwithstanding largeinvestments of time,
money, and effort, implementation of the system,
known asthe Commerce Administrative Manage-
ment System (CAMYS), proved more difficult than
anticipated. Thedifficultiesoccurred, in part,
becausethe original CAMS contractor did not meet
established milestones and experienced problemsin
satisfying departmental requirements. Thesefactors
caused the Department to reviseitsimplementation
strategy and schedule several times.

During FY 1998, the Department redefined the
composition and functionality of CAMSand
drastically revised itsimplementation strategy for the
system. The Department also reorganized its
management structure for the CAM S systems
development program. Therevised strategy called
for pilot implementation and testing of the redefined
CAMS (core CAMY) at the Census Bureau before
deploying the system at other bureaus.

The pilot implementation of core CAMSat
Censuswas completed in June 1998. An
independent verification and validation study of the
system, asimplemented at Census, concluded that it
met departmental requirements and was as good as
or better than other corefinancial management
systemsthat have been fully implemented at other
large federa government agencies.

In September 1998, the Office of the Chief
Financia Officer and Assistant Secretary for
Administration, using the results of theindependent
study, completed a business case analysisof CAMS.
Theanalysis compared aternative strategiesfor
implementing core CAM S and recommended a
modified approach, which involved implementing
core CAM S at thelarger bureaus and having the
smaller bureaus obtain financial servicesthrough
cross-servicing agreements. The Department agreed
with the recommendation and decided that core
CAMSwould beimplemented next at NOAA and
then at NIST.

Commerce OIG Semiannual Report
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NOAA initially devel oped atwo-year planto
implement core CAMS. However, in January 1999,
NOAA established alimit on thefunds availablefor
implementation of core CAMS, effectively extending
theimplementation scheduleto three years.

In discussing Commerce' s FY 2000 budget
request, Office of Management and Budget officials
suggested that the Department consider acquiring
accounting servicesfor NOAA from the Department
of theInterior. Accordingly, in February 1999, the
Department’ s Chief Financial Officer asked Interior
if it could provide the samefinancial management
services, using American Management System’s
Federal Financial System, at amore competitive cost
and with lower management risk than could be
provided by CAMS.

In April 1999, NOAA completed an analysisthat
compared the cost, schedule, risks, and require-
ments of implementing CAM Sto obtaining the
accounting servicesfrom Interior. Theanalysis
concluded that implementing CAM Swould beless
costly and risky and would better meet NOAA’s
requirements. In May 1999, the Acting Chief
Financia Officer and Assistant Secretary for
Administration agreed with NOAA and informed the
Secretary of her decision to proceed with implemen-
tation of core CAMSat NOAA.

FY 1999 marked asignificant milestonefor the
Department initsimplementation of CAMS. The
Census Bureau continued full production of core
CAMS, deployed accessto regional and decennial
census sites, and implemented additional modules
for travel, budget, and inventory functions. Also, the
Economic Development Administration began
implementing core CAM Sin support of itsfinancial
assistance programs. NOAA continued its
implementation of CAMS, with the conversion of
accounts payabletransactionsaswell asavery
limited amount of small purchase acquisitions. In
addition, the Department undertook aninitiativeto
develop acorporate database to integrate financial
datafromall reporting entities.

NIST intendsto completeitsimplementation
plan for core CAMSin FY 2000. After an
independent verification and validation study of the
plan, NIST will beginimplementing the systemin
FY 2001.

Until the Department isin compliance with the
federal requirement for asingle, integrated financial
system, wewill view the Department’ seffortsto
develop such asystem asamajor challenge
warranting the attention of senior officialsand
oversight by our office. Weare continuing to
monitor and review selected aspects of the
Department’ s progressinimplementing core CAMS
inall of itsoperating units. For example, weare
completing an audit of computer security at the
CAMS Support Center to determine whether the
center iscomplying with the requirements of the
Computer Security Act of 1987.

Evaluate NTIS’s Mission
and Financial Viability

Inour last issue (See March 1999 issue, page
14), we discussed the need for the Department and
the Technology Administration to devel op asolution
to the National Technical Information Service's
longstanding financial problems. NTISsupports
itself through fees charged for its products and
services. In our September 1998 audit of NTIS's
business operations, we reported that between
FY s 1995 and 1998, the agency incurred a
cumulativeloss of $4.8 million. We concluded that if
thistrend continued as expected, NTISwould
exhaust itsretained earnings by the end of FY 1999
(see September 1998 issue, page 68).

NTISreported total revenues of $33.3 million
for FY 1999, areduction of $3.4 million from
FY 1998. However, the agency was ableto avert a
loss, and actually report a surplus of $652,000 at the
end of theyear, by implementing several cost
reduction measures. These measuresincluded
transferring some of its staff to other Commerce
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agencies, consolidating office space, eiminating
performance awards, and restricting travel.

Nonetheless, aNovember 1998 consulting study
commissioned by TA, at our recommendation,
concluded that even with significant effortsto
reduce costs and improve profitability, NTIS can no
longer generate sufficient revenueto remain self-
supporting. We are al so concerned that in order to
compensatefor lost revenue, NTIS must seek
busi ness opportunities on the perimeter of its
statutory mission, whereit risks competing against
private businesses.

NTIS sdisappointing operating resultsraised
guestionsnot only about its ability to be self-
sustaining, but also about the continuing need for a
singlefederal clearinghousefor technical publications
with the current structureand mission. NTIS's
financial problemsarejust asymptom of amuch
larger problem—a steady declinein salesof its
products and services caused by fundamental
changesin the marketplace. Moreover, federal
agenciesareincreasingly bypassing NTISasa
distribution channel, instead offering their
publicationsdirectly to the public over the Internet.

To addressthe primary issues and concerns
related to the short- and long-term operations of
NTIS, aworking group made up of senior managers
from the Department and TA wasformed to
consider optionsfor taking corrective actions. Based
on the group’ sefforts, the Department has drafted
legidation that, if passed by the Congressand signed
by the President, would close NTIS by the end of
FY 2000; transfer its collection of scientific,
technical, and engineering publicationsto the Library
of Congress; and ensure permanent public accessto
such publications. Wewill continueto monitor the
Department’sand TA’ s effortsto address this
important Commerce challenge.

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

Since 1992, we have monitored and reported on
NOAA’ s approach to acquiring marine and aero-
nautical datato support its programs. In anumber of
reports, we pointed out that NOAA could achieve
greater economy, efficiency, and effectiveness by
increasing private sector participationinitsmarine
and aeronautical datagathering efforts.

Marine Data

While NOAA has made progressin expanding
private sector participation in acquiring hydrographic
data, we remain concerned about itsemphasison
designing, owning, and operating four new fishery
research vesselsto meet some of itsfisheriesdata
collection needs, from FY 2000 through FY 2003,
without thoroughly assessing and aggressively
pursuing other alternatives. Aswe have said many
timesbefore, we believe NOAA should not focusits
effortson designing, owning, maintaining, or
operating ships (see, for example, our March 1996
issue, page43). Instead, NOAA should clearly
articulateits program needsfor ship servicestothe
private sector, academia, and other government ship
operators, with the goal of identifying modern, more
cost-effective platformsfor its data collection needs.

NOAA hasprepared adetailed dataacquisition
planfor itsfisheriesmission, which outlinesits
approach for acquiring thefour fishery research
vessals. Funding for onevessel has been approved
by the Congress; however, NOAA'’s plan does not
addressthevery real possibility that the bureau will
not receivefollow-on funding for theremaining
vesselsin FY s2001-2003. Nor doesit indicate how
the data needed by the variousfisheries programs
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would be collected if the additional vesselsare not
acquired. The absence of such acontingency plan
puts NOAA' sfisheries programsat seriousrisk.
NOAA'’schalengeisto thoroughly assessviable
alternative approachesinstead of relying so heavily
onitsin-housefleet.

Aeronautical Data

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

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

We conducted an audit of NOAA'’slight aircraft
fleet to determine whether outsourcing ismore cost-
effectivethan in-house operation in meeting the
bureau’ saircraft requirements (see September 1998
issue, page44). Our audit concluded that thefull in-
house cost of operating NOAA'’ slight fixed-wing
aircraft and helicopters averaged 42 percent more
than the cost to operate similar aircraft in the private
sector. In FY 1996, NOAA and interagency pro-
grams spent an additional $1.9 million to operatethe
bureau’ sin-house aircraft as compared to private
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sector costs. We recommended that NOAA privatize
itslight aircraft operations.

NOAA disagreeswith our position and believes
that cost datait has collected indicatesthat itslight
aircraft are cost competitive and that no fundswould
be saved by using other sourcesto meet its data
collection needs. NOAA hassinceengaged a
consultant to conduct an analysisregarding thelight
aircraft. Reportedly, the consultant’ sanalysiswill in-
cludeareview of NOAA light aircraft costsand the
coststo contract for similar private-sector aircraft.
NOAA'’schalengeistoidentify and thoroughly
assess the best ways to collect its aeronautical data.

Manage PTO’s Space
Requirements and Lease Costs

The Patent and Trademark Office' s space con-
solidation project continuesto beamajor challenge
for the agency asit contends with the need to
reinvent its business processes to make them more
efficient and effective. PTO’ sproject is expected to
be one of thelargest real estate venturesthat the
federal government will undertakein the next
decade. Thisfact, coupled with theintenseinterest
by the many diverse parties concerned with various
aspects of the project’ s planning and development,
makes getting it completed aspecial challenge.

On behalf of PTO, GSA will award acontract
to aprivate devel oper to construct anew facility or
renovate an existing one and lease it back to PTO
for at least 20 yearswith the option to buy. The
solicitation callsfor the construction of the building
shell, toincludebasic electrical and mechanical
systems, with theinterior to be“built out” later. The
project has been delayed amost afull year because
it has been challenged in two separate federal court
actions. GSA and PTO are contesting these
challenges and hopeto award the |ease devel opment
contract by December 1999, with occupancy of the
new building to begin in the summer of 2003.
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Given the size and importance of the planned completedin atimely, cost-effective manner within
PTO consolidation project, weconducted areview  thecost limits prescribed by the Congress.
of the project in 1998 to determine whether (1) the

project Waﬂ ustified and (2():aIPTO was ef fecrt]ivel{ Maximize Competition in the

managing the project’ scritical acquisition phase (see ‘e £ :

March 1998 issue, page 54). The review concluded Dep ..artment s Financial

that the project wasjustified and should continue. ~~ ASSistance Programs

Wealso found that PTO was managing many

aspects of the|ease/devel opment procurement well. Inour last issue (see March 1999 issue, page 6),
we discussed our ongoing review of thecriteria,

However, we expressed several concernsabout  Procedures, and practices used to make funding

PTO’ smanagement and planning for thismajor decisionsunder the Department’ sdiscretionary
procurement. For example, PTO had failed to financial assistance programs. Our review isbeing
finalizeits space requirements or reach agreement conducted at the request of the Chairman of the
with one of itsmajor unions concerning working Senate Commerce, Science, and Transportation

conditionsrelated to spacerequirementsinatimely ~ Committee, who made similar requests of the Ol Gs
manner. |n addition, we expressed concern about the  Of the Department of Transportation and the
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lack of acontractual cost ceiling on the build-out. National Science Foundation. The Chairman asked
Also, in determining its space requirements, PTO that we examine the criteriadevel oped, statutorily or
had failedtofactorin potenn al savi ngs and admi nistratively, to gUI de Commerceofficialsin
efficiencies ga| ned from wsterns reeng| neeri ng and maki ng discreti onary awards, aswell asthe extent to
automation. which such criteriawere appropriately applied.

PTO hasresponded favorably to all but two of Discretionary financial assistance programs
our recommendations and hasincorporated plansfor ~ involveasignificant portion of the Department’s
addressing them intoits planning and management ~ budget and operations. Six Commerce agenciesand
of thisproject. Initially, PTO did not agreewith the Office of the Secretary administer 72 programs
establishing acontractual ceiling for the build-out. that provide atotal of about $1 billion ayear to state
However, thisisno longer anissue, asthe Octo- and local governments, educational institutions,
ber 9, 1998, solicitation for offer placed acap of other organizations, and individuals.
$29 million on the above standard build-out cost.
PTO also disagreed with our recommendation that Our review isfocusing onthe FY 1997 award
related to potential savings and efficiencies gained criteria, procedures, and practices of 33 programs
from systems engineering and automation. we have classified as“full discretion” programs. For

the purpose of our review, full discretion programs

Last year thethen Acti ng | nspector Genera arethose programswhose authorizi ng Iegislation
testified before the Subcommittee on Transportation ~ Placesno significant limitations on the Department’s
and Infrastructure of the Senate Committeeon ability to independently determinethe recipientsor
Environment and Public Works on our review of the ~ funding levelsof the awards made under the
project. He noted that although some of our programs. These programs accounted for more than

recommendations had not yet been fully addressed 1,700 awards and $802 millionin FY 1997 fundi ng.
by PTO, we were satisfied that this project should

continue. Westill hold thisview and believe that We have compl eted audits and issued reports on
continuing management attention and OIG oversight 22 Of the 33 Commerce programs to date. These
will be needed to ensure that the project is programsrepresented 703 awards and $382 million
@ Commerce OIG Semiannual Report
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in 1997 funding. Of these programs, 10 are adminis-
tered by NOAA, 4 by NIST, 2 by MBDA, 2 by
NTIA, 2by ITA, 1 by EDA, and 1 by the Office of
the Secretary. We found that 13 of the 22 programs
were administered in accordance with the Depart-
ment’ sguiddinesfor soliciting, reviewing, and se-
lecting financial assistance applicationsfor funding.

Wedid, however, identify opportunitiesfor
improvement in specific aspects of the various
awards processes. Several of the programs could
enhancetheintegrity of their proceduresor bring
more disciplineto the award process by adopting the
following practices:

° Expanding proposal solicitation efforts.

o Including outside participants as proposal
reviewersto increase the objectivity of the
selection process.

° Adequately documenting justificationsfor
deviationsfrom review panel
recommendations.

The other nine programswe reviewed, eight
NOAA programs and one Office of the Secretary
program, made awards on asole source basis
without using competitive selection procedures.

We have recommended that NOAA and the
Office of the Secretary ensurethat financial
assi stance awards are made through acompetitive
process, unless otherwise mandated by law or
adequately justified. We are pleased to report that
NOAA agreesthat more awards should be granted
competitively for al discretionary funding programs
and that arigorous solicitation process should be
used. The bureau is continuing to ook at its current
processes and has provided an audit resolution
proposal, which we are assessing. Weare also
pleased to report that the Office of the Secretary
converted its program to onethat iscompetitivein
FY 1998. Summaries of the seven reportsissued
during thisperiod arein the agency overviews.
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Weexpect to issuefina reportson theremaining
11 financial assistance programs during the next
semiannual reporting period. Upon completing the
audits, we plan to i ssue a capping report summariz-
ing theresultsof theindividua audits, identifying
cross-cutting issues, and providing recommendations
to the Department for improvement. Based on the
work to date, we are encouraged by the Depart-
ment’ sand bureaus' positive responsesand
immediate actions on our recommendations.

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

Despite themany inherent challengesin
determining how to best plan and measureits
performancein accordance with the Government
Performance and Results Act of 1993, the Depart-
ment has made progressin meeting this challenge
during FY 1999. The Department submitted its
second annual performance plan, for FY 2000, to
OMB and the Congressin February 1999.

The Congress, the General Accounting Office,
and we agreed that, while the FY 2000 plan was
significantly better than the FY 1999 plan, therewas
room for additional improvement. Of particular
concern was the need for the Department to ensure
that the datato be used in measuring performanceis
accurate, complete, and reliable. While the 2000
plan discussed the methods the Department will use
inthe verification of performance data, the extent to
which the performance information can berelied on
remainsunclesar.

We haveregularly provided advice and assist-
ance to the Department on implementing GPRA. We
have made several presentations on the need to
improvethe credibility of reported performance
data, and have also focused attention on thelinkage
between the reporting of financial and performance
information.
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During the audit of the Department’s FY 1998
financial statements, we found that the process used
by the Department to devel op its statement of net
cost and overview could be strengthened by
improving communication and coordination between
the officesfor strategic planning and financia
reporting. The overview, which identifiesthe
Department’ smost significant performance
measures, and the statement of net cost, which
identifiesthe coststo achieve theresults, link
financia and performance reporting.

Weworked with the strategic planning office
and financial reporting officein their effortsto
identify the Department’ s most important measures
and to implement aformat for the statement of net
cost that effectively reflectsthe Department’s

activities. Based upon commentsreceived from the
bureaus, modifications were made to the proposed
statement and measures planned to be reported.
Thiseffort was essential because the Department
plansto submit itsfirst accountability report for

FY 1999.

FY 2000 will be achallenging year asthe
Department revisesits strategic plan, preparesits
initial program performancereport, and submitsits
third annual performance plan. Wewill continueto
look at the Department’ seffortsto implement
GPRA, provide advisory commentsregarding
GPRA documents, and, where resources permit,
perform targeted reviews. Moreover, wewill ensure
that there is consistency between the Department’ s
financial and performance reporting.
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OTHER ISSUES OF CONCERN

Interagency and Other Special Agreements

The Department of Commercerelies heavily on interagency and other special agreementsin carrying
out itsmission. For example, in FY 1997, Commerce had more than 4,700 agreements, involving approxi-
mately $1.1 billionin funds received for reimbursable activities or obligated to acquire goods or services
from other parties. These agreements can be between Commerce entities or between one Commerce unit
and another federal agency, astate or local government agency, an educational institution, anot-for-profit
organization, or aprivate party. Although agreementsinvolve asignificant amount of federal resources, they
are not subject to the same controls and oversight as contracts, grants, or cooperative agreements.

During thissemiannual period, weissued thelast 2 reports, in aseriesof 10, covering our reviews of
Commerce units’ agreements. Theselast two reports cover the Patent and Trademark Office and the
National Technical Information Service (seepages61 and 64).

We are pleased to note that during this semiannual period, several of the most important recommen-
dations made in one of thefirst reportsin this series, the one covering the Office of the Secretary (see
September 1998 issue, page 72), are being acted upon by the Department. Specifically, we recommended
that the Department prepare formal policiesand procedures covering agreements and devel op adatabase to
track agreements. The Department is now devel oping Commerce-wide agreements guidance, in the form of
ahandbook, which isbeing reviewed by the various bureaus, and is seeking to identify in-house resources
for the development of the database. It is hoped that once the Department’ s handbook and database are
fully implemented, many of the problemswe identified with agreementswill be fixed.

Following are some of our observations from the 10 reportsissued to date:
° Most agreements reviewed appeared to serveimportant and appropriate functions. Also, we are

pleased to note that the Department and someindividual bureaus areimproving their processesfor
preparing and monitoring agreements.

° Some bureaus have improperly entered into informal arrangementswithout the benefit of awritten
agreement.
° Agreements have sometimes been used when atraditional procurement contract would have been

more appropriate.

° Agreements have sometimes been used when financial assi stance awardswould have been
preferable.

o Bureaus generally do not adequately track and control agreements.

° Some bureaus need to improve their systems and proceduresto better ensurefull cost recovery

under reimbursabl e agreements.
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In the near future, we will issue acapping report that will identify several cross-cutting issuesfound
during our Department-wide review of agreements. In thisreport, we will aso draw upon work related to
agreementsthat was done as part of earlier OIG reviews. In addition to identifying common problemsthat
the various Commerce bureaus have experienced in preparing and administering agreements, we will
highlight severa * best practices’ for bureausand line officesto consider adopting.

Export Controls for Dual-Use Commodities

The United States controlsthe export of certain goods and technol ogiesfor national security and
foreign policy (including nonproliferation) purposes. Given theimportance of export licensing and
enforcement of export controlsto national security, we have devoted considerabl e attention to the
challengesfacing the Bureau of Export Administration inissuing licenses authorizing the export of certain
dual-use commodities. Dual-use commodities are goods and technol ogies that have both civilian and
military uses. Controlsover the export of dual-use commodities are asubject of continuing controversy,
generating awide range of opinions on how well the government’ sexport control policiesand practices
balance the need to protect U.S. national security and foreign policy interestswith the desire not to unduly
hamper U.S. trade opportunities and competitiveness. Striking this balance poses asignificant challenge
for the partiesinvolved, including BXA.

Inaddition, BXA must administer these export controlsin aworld with increasingly porous borders.
In prior years, weidentified someweaknessesin BXA’ s controls over exports of biological agents (see
September 1995 issue, page 23) and its effectivenessin conducting end-use checks and maintaining a
watchlist to screen license applicants (see September 1997 issue, page 18). During this past year, we
conducted abroad review of BXA’sleadership rolein theinteragency export licensing process.

In August 1999, the Senate Committee on Governmental Affairsasked us, along with the Ol Gs of the
Departments of Defense, Energy, State, the Treasury, and the Central Intelligence Agency, to conduct an
interagency review of the export licensing processfor dual-use commodities and munitions. As part of this
review, the Ol Gsfollowed up on findings and recommendationsfrom asimilar interagency review com-
pleted five years ago (see September 1993 issue, page 15). Thereview also examined the effectiveness of
the Department of Commerce’ scurrent policies, procedures, and practicesinitslicensing of dual-use
goods and technologies.

In June 1999, each OI G issued areport on itsagency’ srolein thelicensing process (see page 17).
The OlGsalso issued across-cutting report that consolidated the findings and recommendations of all six
reports. On June 23, 1999, the Commerce Acting Inspector General, along with the Inspectors General of
the other five agencies, testified before the Senate Committee on Governmental Affairson thefindings
and recommendationsfrom thereview.

Wewill continueto monitor BXA’seffortsto improve export controls. As part of thiseffort, wewill
comply with the National Defense Authorization Act for Fiscal Y ear 2000, which mandatesthat we, along
with the Ol Gs of the other five agencies, conduct annual assessmentsfor the next eight yearson the
adequacy of current export controlsand counterintel ligence measuresto protect against the acquisition of
U.S. technology and technical information by countriesand entities of concern.
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RESOLUTION AND FOLLOW-UP

The Inspector General Act Amendments of 1988 require thisreport to present those auditsissued
before the beginning of thereporting period (April 1, 1999) for which no management decision had been
made by the end of the period (September 30, 1999). Thefollowing table presentsthe overall status.

Type of Audit Report Unresolved
Performance 9
Financial Assistance 1

Seven of the nine unresolved performance audits are audits of the awards processes of discretionary
grant programs administered by NOAA. Weare currently reviewing NOAA'’ saction plan for these audits.
The other two audits, both unresolved for more than ayear, deal with the NMFSlaboratory structureand
NOAA'’slight aircraft operations. We are continuing to work with NOAA to explore alternative approaches
to resolving these audits. (See page 54.)

The unresolved financial assistance audit involvesan EDA grant award. Wedid not agreewith EDA’s
responseto thefinal report and are awaiting arevised audit resol ution proposal. (See page 23.)

Department Administrative Order 213-5, “ Audit Resolution and Follow-up,” provides proceduresfor
management to request amodification to an approved audit action plan, or for afinancial assistance
recipient to appeal an audit resolution determination. Thefollowing table summarizes modification and
appea activity during the reporting period.

Report Category Modifications Appeals
Actions pending (April 1, 1999) 0 8
Submissions 0 12
Decisions 0 4
Actions pending (September 30, 1999) 0 16

The 16 appeals pending final decision by the Department include 1 NOAA, 1 NTIA, 2EDA, and
12 NIST financial assistance audits. The EDA appeals are more than ayear old.

Commerce OIG Semiannual Report @
September 1999



Department of Commerce
Organization Chart

Office of the

Secretary
| | | |
Bureau of Economic International Patent and
Export Development Trade Trademark
Administration Administration Administration Office

Economics and

Statistics

Administration

Bureau of

the Census

Bureau of
Economic

Technology
Administration

National Institute
of Standards

National
Technical

and Technology

Information Service

Analysis

A q . - National
Minority Business National Oceanic s
Development and Atmospheric Teleoommumom_tons
Agenc Administration LT
Y Administration

National
Ocean
Service

National
Marine Fisheries
Service

NOAA
Corps
Operations

National
Weather
Service

Oceanic
and Atmospheric
Research

NESDIS

Commerce OIG Semiannual Report
September 1999



Bureau of
Export Administration

Export Licensing Process Needs Refinement

On June 23, 1999, the Commerce Acting I nspector General—along
with the Inspectors General of the Departments of Defense, Energy, State,
the Treasury, and the Central Intelligence Agency—testified beforethe
Senate Committee on Governmental Affairson aninteragency review of
the export licensing processfor dual-use commodities and munitions. Dual-
use commoditiesare goods and technol ogi es determined to have both
civilian and military uses. Thereview was donein responseto the
Committee Chairman’ srequest that the six 1Gslook at thelicensing
process and update asimilar interagency OI G review conducted in 1993
(see September 1993 issue, page 15).

BXA administersthe U.S. government’ sexport licensing and
enforcement system for dual-use commaoditiesfor national security, foreign
policy, and nonproliferation reasons under the authority of several laws,
including the Export Administration Act of 1979, asamended. Although
that statute expired in September 1990, export regul ations promul gated
under the act remain in effect by executive order.

Our review found thelicensing of U.S. dual-use exportsto be an
improved multi-agency review processthat attemptsto bring divergent
policy views and information to bear on license decision-making. Wealso
concluded that the interagency referral and escal ation processesfor export
license applications areworking reasonably well. Therearefour levels of
escalation for dual-use cases: the Operating Committee at the senior civil
servicelevel, the Advisory Committee on Export Policy at the assistant
secretary level, the Export Administration Review Board at the Cabinet
level, and the President.

We noted significant improvement in several aspectsof BXA’sreview
of license applications and issuance of licenses since 1993. However, we
also found anumber of problemsthat warrant the attention of BXA, the
Department, the Administration, and the Congress. Our observationswere
asfollows:

® Current export control legislative authority and regulations
need attention. New |egidlative authority isneeded to replace the
expired Export Administration Act and accurately reflect current
export control policies. Inaddition, export control policiesand
regulations covering the release of technology to foreign
nationals—referred to as* deemed exports’—are ambiguous and
need to berevised.
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The Bureau of Export
Administration is primarily
responsible for the administration
and enforcement of the nation’s
system for controlling exports of
sensitive dual-use goods and
technologies. Under the Export
Administration Act and regulations,
BXA'’s major functions include
formulating and implementing
export control policy; processing
export license applications;
conducting various policy,
technical, and economic analyses;
promulgating regulations;
conducting industry outreach; and
enforcing the act and regulations.
Export Administration
implements U.S. export control and
nonproliferation laws and policies
through export licensing,
commodity classifications, and
advisory opinions; technical,
economic, foreign availability, and
policy analyses; promulgation of
regulations; and industry outreach.
It also conducts various defense
industry base activities.

Export Enforcement participates
in reviews of export license
applications and conducts criminal
and administrative investigations of
the export control portions of the
Export Administration Act and
regulations. It also administers and
enforces the antiboycott provisions
of the act and regulations.
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Export
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Export
Enforcement

More transparency is needed in the commodity classification
process. Although BXA hasinstituted afront-end review
mechanism to pre-screen exporters' requests for commodity
classifications, BXA'’ s processing of these requestsis often not
timely, resulting in delaysfor exporters. In addition, BXA needsto
work with both Defense and State to devel op specific criteriaand
proceduresfor referring munitions-related commodity classifica-
tionsto those agencies.

The documentation on initial analyses of export applications
should be enhanced. It wasdifficult to determinewhether some
license applications were being thoroughly analyzed by BXA
licensing officersin theinitial review period because therewas
little documentation asto how the officersreached their
conclusions. Better policiesand procedures, aswell as additional
training, could enhance officers’ documentation of their analyses
of applications.

The export license application review process has improved.
The 1993 multi-OI G review pointed out that there was not

compl ete accord between Commerce and most of the other
federal agenciesregarding license applicationreferrals. Sincethat
time, BXA has madeimprovementsin the processfor referring
export license applicationsto other agencies. In FY 1998, BXA
referred 85 percent of export license applicationsto other agencies
for review, up from 53 percent in fiscal year 1993.

/;;

D\
Percentage of Export License Applications
Referred to Other Agencies

100%
90% -
80% -
70% -
60% -
50% -
40% -
30% -
20%
10% -

0%

1993 1994 1995 1996

Fiscal Years

1997 1998

J

Commerce OIG Semiannual Report
September 1999



Bureau of Export Administration

o Weaknesses in the review process need to be addressed. While
theoverall referral processiseffective, action isneeded to ensure
that (1) licensesare not amended without interagency review,

(2) adequatereview timeis provided to the Central Intelligence
Agency for itsend user checks, (3) amechanismisestablished to
better track and assessthe cumul ative effect of dual-use exportsto
aspecific country or region, and (4) all partiesto pending license
applications are screened against amajor law enforcement
database maintained by the Treasury Department.

o Dispute resolution process gives referral agencies a
meaningful opportunity to escalate license applications. From
fiscal years 1991 to 1998, the number of cases escalated to the
Operating Committeeincreased by 353 percent, while the number
escalated to the Advisory Committee on Export Policy decreased
by 62 percent. In addition, only one case has been escalated to the
Export Administration Review Board since 1991. The fact that
there have been significantly more cases escal ated to the Operating
Committee, and many fewer escalated to higher levels, indicates
that thisprocessisworking well.

o BXA has sought interagency guidance during review of
exporter appeals, but a more formal process is needed. Once
an export license application has been denied, the exporter hasthe
right to appeal to BXA, whosedecisionisconsidered final.
Although BXA informally conferswith thereferral agencieson
appeals, we believethat aformal process should be developedto
includethese agenciesin the appeal s process.

o BXA needs to improve its monitoring of license conditions
with reporting requirements. The ability to place conditionsona
licenseisan important part of the license resolution process, as
well asan additional meansto monitor certain shipments. The
1993 interagency OIG review reported that BXA was not
adequately monitoring license conditions. Wefound that this
problem still exists.

o End use checks are a valuable tool, but some improvements
are needed. End use checks, an important part of thelicense
evaluation process, are used to verify the legitimacy of export
transactions controlled by BXA and help prevent and detect illegal
technology transfer. Many of these checks are conducted by
Commerce' sU.S. and Foreign Commercia Service (US& FCS)
officersstationed at overseas diplomatic posts; other checksare
conducted by BXA special agents during overseas“ safeguard”
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visitsto foreign companies. Weidentified concernswith

US& FCS sand BXA'’ send use checks, including checks not done
within established time frames, the use of non-American personnel
to conduct some checks, thefailureto perform on-sitevisits, and
insufficient coordination with other embassy officesand host
governments.

o BXA needs a new automated export licensing system. BXA’s
Export Control Automated Support System, developed in 1984,
provideslicense processing and historical licenseinformation to
BXA andthereferral agencies. While BXA’sexport licensing
process has become more effectivein recent years, its automated
systemislagging far behind. We strongly agree with BXA that it
needs anew system to process export license applications
efficiently and effectively.

BXA generally agreed with most of our observations and recom-
mendations. However, the bureau stated that some of the recommended
changesto its current practices do not have obvious benefits or may be
difficult toimplement. In addition, BXA stated that virtually none of our
recommendationsinclude any assessment of the budgetary impact. With
the exception of our recommendation that BXA devel op anew automated
licensing system, we are not convinced that implementing our recom-
mendationswould require substantial budget increases. We a so contend
that all of our recommendations havethe clear benefit of improving the
efficiency and effectiveness of the export licensing process. (Office of
Inspections and Program Evaluations: IPE-11488)
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Research and Evaluation Program Funding
Decisions Should Be Documented

Aspart of its Department-wide review of Commerce’ sdiscretionary
financial assistance programs, the Ol G conducted an audit of the FY 1997
criteria, procedures, and practicesfor soliciting, reviewing, and selecting
preliminary and full proposalsfor financial assistance under EDA’s
Research and Evaluation Program. Discretionary financial assistance
programsare those programsfor which federal agencies have the authority
to independently determine the recipientsand funding levels of awards.

Through the Research and Evaluation Program, EDA provides
financial assistance to individual s and organizationsfor the conduct of
economic development research to help (1) determine the causes of
unemployment, underemployment, underdevel opment, and chronic
depression in the nation, and (2) formul ate and implement national, state,
and local programsto raiseincomelevelsand otherwise produce solutions
to the problemsresulting from those conditions. During FY 1997, the
program awarded five grants, totaling $603,000.

Based on our review, wefound that there wasinsufficient
documentation of EDA’ saward procedures and practicesto determine
whether they supported merit-based decisions and complied with federal
and departmental guidance. Specifically, wefound that:

° EDA developed criteriaconsi stent with program obj ectivesto
evaluate proposals and applications for awards, but failed to
document its application of thesecriteria.

° EDA published asolicitation notice in the Federal Register
announcing the availability of funding and soliciting program
proposals and applicationsfor awards and al so publicized the
program on itsweb site; however, the notice did not provide
potential applicantswith aclear description of the proceduresto be
used in reviewing and selecting applicationsfor funding.

° EDA did not adequately document its procedures and practicesfor
reviewing and selecting proposals and applicationsfor awards.

Werecommended that EDA ensure that procedures and practicesfor
the solicitation, review, and selection of proposalsand applicationsfor
Research and Eval uation Program awards support merit-based decisions
by making surethat solicitation noticesincludeall basic program informa-
tion and that EDA’ s procedures and practicesfor the review and selection
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The Economic Development
Administration was established
under the Public Works and
Economic Development Act of
1965, as amended, including the
comprehensive amendments by
the Economic Development
Administration Reform Act of 1998,
to generate new jobs, help protect
existing jobs, and stimulate
commercial and industrial growth
in economically distressed areas
of the United States. EDA does
this by providing grants to public
and private nonprofit organizations
in communities with problems that
are stifling economic growth;
planning grants to states, cities,
districts, and Indian reservations;
special economic adjustment
assistance to states and local
governments with recent, severe
problems or long-term economic
deterioration; technical assistance
to communities to build
organizational capacity and solve
specific economic development
problems; and research and
evaluation grants to increase
knowledge about effective
economic development tools.
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of proposalsand applications are properly documented. EDA agreed with
our findings and recommendations. (Business and Trade Audits Division:
BTD-11548-9-0001)

Midwestern Flood Grantee Had
Inadequate Financial Management System

In August 1997, EDA awarded two grantsto anonprofit organization
inaMidwestern city to alleviate the effects of an April 1997 flood that
crippled thecity. Theflood forced nearly 90 percent of the city’ sresidents
to evacuate the areafor several days and damaged numerous homesand
businesses. Total disaster |ossesto the city were estimated at $1.8 billion.
The organization, aregional resource for economic development initiatives
that operates under the city’ sjob devel opment authority, usesfederal grant
fundsto award loans and grants, and make equity investmentsin regional
businessventures.

One EDA grant of about $2.2 million was awarded to establish a
revolving loan fund (RLF) to provideloansto the city’ ssmall businesses.
The second grant of nearly $6.9 million was awarded to construct a
building to house businesses damaged by theflood.

An OIG interim financial audit of costs claimed under the two awards
found that the organization’ saccounting and financial management system
did not comply with federal regulations, EDA requirements, or award
termsand conditions. The deficienciesincluded theincorrect cal cul ation of
RLF income, an inadequate financial management system, failureto
submit aprogram income reutilization plan, inadequate project inspection
procedures, and unapproved project change orders.

Werecommended that EDA direct the organization to correct the RLF
income cal culation, improveitsfinancial management record-keeping,
prepare aprogram income reutilization plan for EDA’ sapproval, reinspect
thebuilding, and obtain EDA approval for al unapproved change orders.
The organization and EDA took actions that complied with our recom-
mendations. (Denver Regional Office of Audits: DEN-11625-9-0001)

Lease Agreement Reached Under
Flood Grant Project Appears Deficient

Aspart of an earlier review of EDA’sMidwest Flood Program (see
September 1998 issue, page 19), we conducted examinations of individual
grant recipients, including aMissouri city and its co-recipient, afor-profit
firm. EDA awarded agrant to construct acity-owned facility to replacea
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manufacturing plant that had been destroyed during the Midwest floods of
1993. Total funding for the project included approximately $2 million from
EDA and about $1 million from the grantees. Upon compl etion, thefacility
was|eased to afor-profit company.

During our review, wefound several deficienciesinthe lease
agreement between the city and the for-profit company, including (1) lease
rates that appeared to be much lower than fair market rental ratesfor the
facility, (2) leasetermsthat allowed the transfer of the facility to thefor-
profit company after the term of the 20-year EDA mortgage for lessthan
adequate consideration, and (3) lack of support for the 20-year life of the
facility, which was used to set the length of the mortgage.

Because of the generousterms of the lease, we were concerned that
the transaction appeared to be a“ pass-through” of EDA Title|X fundsto
afor-profit company, in violation of the Public Worksand Economic
Development Act. Whilethe overall purpose of the project was met, we
believed that EDA needed to ensure that the | ease transaction meets
agency reguirements. We expressed our concernsto EDA inaMay 7,
1999, memorandum. We are currently discussing with EDA officiasthe
actions needed to correct the noted deficiencies. (Denver Regional Office
of Audits)

Investigation in Brief

Sentencing. In the March 1999 issue (page 29), we reported on the
bribery conviction of aformer economic devel opment representative. The
conviction resulted from ajoint Ol G/FBI/IRSinvestigation, which found
that the official had accepted $3,000 from two individual srepresenting an
applicant for EDA grant funds. In May 1999, he was sentenced in U.S.
District Court for the Western District of Texasto 36 months' probation,
fined $20,000, and ordered to perform 150 hours of community service.
(Denver Field Office of Investigations)

Audit Reports Unresolved for Over Six Months

Asof September 30, 1999, one financial assistance audit report, DEN-
10586-9-0001 (see March 1999 issue, page 28), had recommendations
unresolved for more than six months. The report found that anonprofit
granteein Texas had disregarded procurement standardsin awarding a
$244,250 contract to aconsulting firm. The report al so questioned
$258,838 in salary costs and in-kind contributions because of inadequate
supporting documentation. EDA did not agree with our findings, and we
are awaiting the submission of aresponsive audit resol ution proposal .
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The Economics and Statistics
Administration analyzes
economic developments, develops
policy options, and produces a
major share of U.S. government
economic and demographic
statistics. The Chief Economist
monitors and analyzes economic
developments and directs studies
that have a bearing on the
formulation of economic policy.
ESA has two principal agencies:
Bureau of the Census. Census is
the country’s preeminent statistical
collection and dissemination
agency. It publishes a wide variety
of statistical data about people and
the economy of the nation,
conducting approximately

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

Bureau of Economic Analysis.
BEA'’s goal is to provide a clear
picture of the U.S. economy by
preparing, developing, and
interpreting the national income
and product accounts
(summarized by the gross
domestic product), as well as
aggregate measures of
international, regional, and state
economic activity.

Dress Rehearsal Quality Check Survey
Indicates Improvements Needed for Decennial

On April 1, 2000, the Census Bureau will begin conducting the decen-
nial censusof the nation’ s population for the purpose of congressional
apportionment. Censusdataisalso used for state and federal redistricting
and allocating federal funds.

Although the bureau attemptsto count every resident during the
census, some undercount of the population has occurredin all decennials.
For 2000, the bureau plansto use aquality check survey in an attempt to
more accurately estimate the population. Under this methodol ogy, the
direct enumeration and the subsequent quality check sample survey will be
conducted independently. Although the Supreme Court determined that the
CensusAct barsthe use of statistical sampling for apportionment purposes,
the Court also wrote that the act requiresthe use of sampling, “if feasible,”
for all other purposes. The bureau intendsto provide statistically corrected
numbersfor non-apportionment purposes, based on its judgment that the
corrected count will be more accurate.

During the census, the bureau will begin the five major operational
phases of the quality check survey (seefacing page): (1) developing an
independent listing for each housing unit in the sample, (2) conducting
person interviews Using laptop computersto gather and transmit census
datafor each unit, (3) conducting person matching to compare the results
obtained during person interviewswith the results obtained in the census,
(4) attempting to resolve discrepancies from the person matching phase
during person_follow-up, and (5) performing thepopulation estimation
once sample data has been compared to census data.

In 1998 the OI G conducted an audit to test quality check survey
operationsduring the decennial dressrehearsal, whose purpose wasto
assess various operations and proceduresto be used in the decennial. The
dressrehearsal was conducted at three sites: (1) an 11-county areainclud-
ing the city of Columbia, South Caroling; (2) the city of Sacramento,
Cdlifornia; and (3) the Menominee American Indian Reservationin
Wisconsin. Our audit focused on person interview and person follow-up
proceduresin Columbiaand Sacramento. Wefound several areasinwhich
the bureau needsto make improvementsin preparing for the decennial :

o The person foll ow-up phase encountered significant delays
because the bureau was unable to provide the data necessary for
field operationsto begin. Asaresult, intrying to keep the quality
check survey on schedule, bureau interviewerstook shortcutsthat
we believe could degrade the accuracy of decennial results.
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o The bureau did not have proceduresfor person follow-up to deter
enumerators from falsifying interviews or to detect those that may Economics and
have occurred becauseit believed that such aprocesswould be Statistics
too complex to develop. However, this phase of the survey is Administration

particularly susceptible to falsified interviews because both direct |
enumeration dataand quality check survey dataare preprinted on

the questionnaire. Therefore, we believe that the benefits of B e Bureau of
having such aprocess outweigh the challenges of developing it. Census Analysis

° Although the use of Iaptop computers during the person interview
phase generally worked asintended, interviewersidentified several
problemsrelated to the el ectronic transmission of personinterview
casesfrom their |aptopsto the headquarters computer server.

s N
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These problems were caused in part by software errorsin the case
check-in program on the server and by miscommunications
between headquartersofficials, regiona officials, and field staff.

° Although the bureau intended to test the effectiveness of using
laptopsto provideinterviewer performance information to field
supervisors, technical problems hindered the bureau’ sability to
fully test the performance reporting system during the person
interview and person follow-up phases. For example, software
problems del ayed the deployment of one report onto the laptops,
whilethe design of another report did not meet user needs.

Among our recommendationswere that the bureau (1) identify and
resolvefor the 2000 decennial the underlying causes of delayed person
follow-up operations, and ensure that data collection proceduresare
followed by interviewersin thefield, (2) develop aquality assurance plan
for person follow-up that is designed to deter and detect enumerator-
falsified datain the 2000 decennial, (3) correct and operationally test the
case check-in program and clearly communicate proceduresfor
retransmitting cases, and (4) operationally test the performance reporting
system before the 2000 decennial to ensure that correct and timely
information isavailableto field managers.

The bureau concurred with our recommendations. According to
bureau officials, plansfor the quality check survey now include prioritizing
theworkload so that the regional officeswill receivelarge or difficult cases
early in the person follow-up operation to allow more time to work on
them. Bureau officialsalso state that a person follow-up quality assurance
program has been developed to detect fal sification and ensure that
questionnaires have been completed properly and that informationis
legibleand usable. (Economics and Statistics Audits Division: ESD-
11449-9-0001)

Multiple Response Resolution Improvements
Needed for Accurate, Timely Census Processing

To makeit easier for people to be counted in the 2000 Decennial
Census, the Census Bureau will alow households the option to respond in
severa ways. In addition to collecting datathrough itstraditional methods
of mailed questionnaires and in-person interviews, the bureau will allow
the public to respond by using formsavailablein public places, by
telephone, or over the Internet.

Whilemultipleresponse methodsincrease the chancesthat peoplewill
be counted, they also increase thelikelihood of receiving more than one
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response from agiven housing unit, with some responsesincluding the
same people. The bureau has devised proceduresto count individual s at
each address and has automated this process, called multiple response
resolution (MRR). When multipleresponsesarereceived, MRR is
supposed to include people at an address who resided there on Census
Day, April 1, 2000, and omit people who did not or who were already
counted from another response for that housing unit.

The OIG conducted an evaluation to determine whether MRR islikely
to resolve multiple responses correctly—and in the all otted time—during
the decennial. We observed the bureau’ s preparationsfor ussing MRR
during the 1998 Dress Rehearsal and reviewed resultsfrom its processing
of dressrehearsal response data.

Thebureau’ s“report card” onthe dressrehearsal asserted nearly
perfect accuracy ratesfor MRR. However, the report card cal cul ated
MRR errorsinterms of thetotal enumeration, rather than the househol ds
that submitted multiple responses. For example, although the report card
for MRR in Sacramento showed an error rate of only 0.3 percent based on
total enumeration, the error rate based on acal culation of MRR’ s success
in resolving multiple responseswas 9 percent—30 timesas high. In
reporting on future performance, the bureau should identify MRR’s
accuracy in resolving multiple responses, aswell astheimpact of MRR
errorson thetotal enumeration.

Weidentified severa conditionsthat diminished the accuracy of MRR
resultsin the dressrehearsal. Problemswith the questionnaire design, the
way the public completed the questionnaire, and automated data capturein
some cases caused inaccurate datato be sent for MRR processing. More-
over, the MRR software sometimes produced questionableresults. MRR
analystsarereviewing the dressrehearsal and evaluation datato determine
what modifications are needed to the procedures and associated software
for resolving multiple responses.

In addition, we concluded that the bureau cannot ensure that the
processisimplemented correctly becauseit did not use asufficiently
structured approach in devel oping the MRR software. A more structured
approach, using software engineering standards, would help ensure correct
implementation of MRR. Software testing al so needsto be expanded to
address more diverse response dataand ensurethat MRR can reliably
handle awide array of potentia input conditions. Finally, the bureau needs
to make acoordinated effort to perform beginning-to-end testing of
guestionnaire data processing to ensure that the output from each stepis
accurate and can beinput into the next step without error.
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We aso found that, based on dressrehearsal results, MRR processing
for the decennial censuswould require more than the 30-day period that
the bureau has estimated to ensure the timely availability of datafor
follow-on processing operations. The bureau needsto obtain additional
computing resources and modify the M RR software to reduce excessive
processingtime.

To addresstheseissues, important decisions concerning MRR
requirements and design must be made and significant development and
testing work accomplished. The bureau has acknowledged many of the
issues addressed by our report and isanalyzing the dressrehearsal data
and working onimprovementsto MRR. In addition, it has made substan-
tial improvementsto the data capture system since the dressrehearsal.
However, the bureau has not fully defined the activities needed to refine
MRR and compl ete its devel opment. We made several recommendations
to assist the bureau in defining these activities and devel oping and
implementing aplan for their completion.

The bureau stated that it concurred with, or had already acted upon,
most of our recommendations. After the report wasissued, the bureau
reported having taken several actionsto simplify the processto reduce
processing time. (Office of Systems Evaluation: OSE-10711)

Decennial Public Awareness Campaign
Is Meeting Program Objectives

Despite the importance of having accurate decennial census data, and
the public’ sobligation to answer and return census forms, the Census
Bureau has been confronted with asteady declinein the mail response
rate. The portion of households that complete and mail back the census
form was 75 percent in 1980 and 65 percent in 1990. It is expected to
declineto 61 percent in 2000.

When households do not respond to the decennial, costsincrease
dramatically because the bureau must hire enumeratorsto contact each
non-responding household to obtain the data. In 1990 the average cost of
enumerating ahousehold that mailed back aquestionnaire was $2. But the
cost quickly escalated to $12 when an enumerator had to contact the
household, and approached $36 for househol ds that required additional
follow-up contacts.

Despite the bureau’ sfollow-up efforts, many householdsremain
uncounted. In 1990 the estimated net undercount (the number of people
undercounted minusthe number overcounted) was about 4 million people.
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Furthermore, the undercount was not equally distributed acrossall dem-
ographic groups, afactor called thedifferential undercount. For example,
in 1990 the net undercount for the nation as awholewas 1.6 percent.
However, the net undercount was 4.4 percent among African Americans,
5.0 percent among Hispanics, 2.3 percent among Pacific Islanders, and
12.2 percent among American Indians.

To boost mail response ratesfor Census 2000, especially among
historically undercounted groups, the bureau will undertake specia public
awareness effortsto reach every person. These effortsprincipally
comprisetwo major activities:

o Conducting an advertising campaign aimed at increasing the mail
responserate, including that of historically undercounted popu-
lations. For thefirst time, the campaign will incorporate paid
television, radio, and print ads.

o Leveraging local knowledge and contacts by building partnerships
with state, local, and tribal governments, community-based
organi zations, the media, and private-sector organizations.

The OI G conducted an audit of both activitiesinvolved inthe bureau’s
public awareness campaign and, because the two activities have similar
goals—increasing the mail response rate and reducing the undercount—
also evaluated the coordination between them.

In October 1997, the bureau awarded a contract to an advertising firm
to create and produce an extensive advertising campaign to inform and
motivate the public to complete and return the censusform. We believe
that the devel opment of the Census 2000 advertising messageis supported
by asound methodol ogy and that the contractor’ s actions effectively
addressed the required objectives. The contractor hired subcontractors
familiar with the groupsthat had been historically undercounted;
performed research and extensive testing; and created a message aimed at
getting peopleto respond by explaining how they benefit fromthe
decennial. Moreover, the advertising firm presented the creative concepts
to and actively sought feedback from many groups, including the bureau,
the Department, the Census Advisory Committee, and the Congress.

We also found that the partnership program wasimplementing a
comprehensive, effective nationwide program directed at increasing the
mail response rate and thereby reducing the undercount. To accomplishits
goals, the program has coordinated extensively with its government,
business, and community-based partners. As of mid-July, the bureau had
secured nearly 22,000 partnerships. These partnersare closely affiliated
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with the hard-to-count populations and should be instrumental in getting
these groups to respond.

The bureau has a so implemented several initiativesto addressalack
of coordination between the advertising campaign and the partnership
program identified during the 1998 Dress Rehearsal. Based on our review,
it appearsthat theseinitiativeswill providefor sufficient coordination
among the regions, the partnership program, and the Publicity Office.

Whether the advertising campaign and partnership program will
motivate househol dsto participate by filling out and returning the
questionnairewill only be known after the decennial iscompleted. To
answer thisquestion, the bureau isimplementing plansto conduct post-
census evaluations of both activities. Given the unprecedented effort to
increase mail response and reduce the differential undercount, we agree
that it isimperative that the bureau evaluate these activitiesto decide
whether they should be continued for 2010.

Because our review revealed no significant problems, our report
contained no recommendations. (Economics and Statistics Audits
Division: ESD-11755-9-0001)

Methods of Archiving Decennial Data and
Disposing of Questionnaires Need Finalizing

During the 2000 Decennia Census, completed questionnairesreceived
from householdswill be sent to data capture centers across the country for
processing. To capturethe datain atimely and efficient manner, the
Census Bureau has awarded two contracts—thefirst for the development
of a state-of-the-art system, Data Capture System 2000 (DCS 2000) (see
March 1999 issue, page 30), and the second, a services contract to provide
for thefacilities, personnel, management, and equi pment and suppliesto
perform data capture operations using DCS 2000. The bureau isrespon-
siblefor ensuring that the dataiis secured and not improperly disclosed.

At therequest of the House Government Reform and Oversight
Committee, the Ol G conducted an inspection to address concernsrelating
to the ownership of the completed questionnaires and the adequacy of the
questionnaire disposal and inspection provisions.

I'n examining the services contract and related Census documents, we
found that ownership of the compl eted questionnaires appropriately
remainswith the bureau, and that the provisionsfor government inspec-
tionsto ensure proper disposal of the questionnaires are adequate. We also
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found, however, that the bureau has not yet finalized its plansand
proceduresfor questionnaire retention and disposal and cannot do so until
amethod has been identified for archiving the datathat is acceptable to the
National Archivesand Records Administration. An agreement on archiving
isneeded before Archiveswill authorize destruction of the questionnaires
and approve adestruction schedule.

Werecommended that the bureau:

o Develop an archiving proposal for 2000 decennia dataand begin
discussing the proposal with Archiveswithin 30 days.

° After reaching agreement with Archiveson aquestionnaire
destruction schedul e, incorporate relevant portions of the plan and
procedures concerning the retention and disposal of completed
questionnairesinto the services contract.

° Immediately formalizeits plan and proceduresfor the retention,
use, and disposal of dressrehearsal questionnaires and incorporate
the contractor’ sresponsibilitiesinto the DCS 2000 contract.

The bureau agreed to implement our recommendations. (Office of
Systems Evaluation: OSE-10758)

Allegations Made by Census Employee
Against Supervisor Were Not Substantiated

Inresponseto acongressional inquiry regarding allegationsmadeby a
temporary Census Bureau field office empl oyee against a supervisor, the
OI G conducted areview to determine the validity of theclaims. The
employee alleged that during the block canvassing operation, conducted to
verify mailing addressesin preparation for the 2000 Decennial Census,

(1) data submitted was fal se and inaccurate because data pages were
removed, unsupported changes were made, and datawas submitted under
the accuser’ s name without the required quality assurance procedures
being compl eted; (2) employeeswere denied reimbursement for overtime
worked and mileage driven; and (3) employeesweretreated with
disrespect by being publicly humiliated by the supervisor.

Wereached thefollowing conclusions about the three all egations:

o Regarding the all egation of inaccurate data, we examined the
bureau’ s data quality assurance procedures, which alow datato be
corrected and revised at several stages during the block canvassing
operation, and concluded that the procedures had been followed.
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Because the bureau hasthe experience, knowledge, and program
responsi bilitiesto provide accurate data, wereferred the specific

allegation about inaccurate datato the bureau, asking it to advise
usof theresultsof itsinquiry.

o The allegation that employeeswere denied reimbursement for
overtime and mileage was not substantiated. Overtime was neither
requested by the employees nor authorized by local census office
officialsfor the block canvassing operation, and employeeswere
reimbursed for all mileage claimed.

o Dueto thelack of objective documentary evidence and the
inconsi stent accounts of personsinvolved, we could neither
confirm nor disprove the allegation that employeesweretreated in
adisrespectful manner. (Seattle Regional Office of Audits)

Preliminary Work Identifies Concerns
with Decennial Leasing Operations

During our ongoing review of the bureau’ seffortsto | ease office space
for the 2000 Decennial, severa issues cameto our attention that warranted
immediate management attention. Rather than wait until theissuance of a
formal report, weinformed the bureau of our preliminary observationsin
an interim memorandum so that it could achieve cost savings and other
benefitsduring later phases of the decennial leasing operation.

Among theissuesweidentified were (1) concerns about the proposed
Census Bureau-General Services Administration memorandum of
understanding for the second phase of leasing, (2) potentially significant
cost savings on |eased space build-out, (3) the oversupply of materialsand
office suppliesfor block canvassing at certain locations, and (4) persistent
problemswith somelocal census officetelephone systems.

A fifthissue of concern wasthat many leasesfrom theinitial phase of
local office openings were awarded without adequate competition. This
lack of competition resulted from the fact that the delineated geographic
areaswithinwhich offices could belocated were too narrowly drawn,
which limited the number of lessorswho could bid ontheleases. Asa
result, theleases for many siteswere more expensive than anticipated, and
the bureau lost timein re-competing some | eases. However, we have noted
aconcerted effort by the bureau to broaden its delineated areasin the latter
phases of the lease acquisitions, astrategy that hasresulted in greater
competition. The bureau also said it would address the other issueswe
brought to itsattention. Our final report will discussthe bureau’ sactions
on these matters. (Office of Inspections and Program Evaluations)

Commerce OIG Semiannual Report
September 1999



International
Trade Administration

s
L

TRADE

Us
0o

I

gy

Inspector General Testifies on Progress
of U.S. Export Assistance Center Network

On September 9, 1999, the Inspector General testified before the
House Small Business Subcommittee on Tax, Finance, and Exportsonthe
OIG'swork related to U.S. Export Assistance Centers (USEACs).

US& FCS operatesa*” hub and spoke” network consisting of 19 USEACs
connecting 86 smaller Export Assistance Centers. The USEACs, the hubs
of the network, are “one-stop shops’” where US& FCS, along with the
Small Business Administration (SBA) and the Export-Import Bank (Ex-Im
Bank), bring together federal, state, and local government and private
sector expertiseto better assist U.S. exporters.

The |G’ sconclusionswere essentially the same asthose reported three
yearsearlier in an Ol G assessment of the development and rollout of the
USEACs (see March 1996 issue, page 33)—namely, that although prob-
lemsremain, the USEA Cs are demonstrating their ability to meet the needs
of U.S. exporters. His conclusions were based on the progress the centers
have made in demonstrating that federal agencies can work together to
provide export assi stance much better than under the previous fragmented
approach. Thel G’ sobservations, discussed in the following sections, were
derived from aseries of Ol G audits, evaluations, inspections, and follow-
up work that included visitsto the centers depicted below:

7 N
USEAC/EAC Sites Visited by the OIG
Since Inception of Program in 1994
@ seattle USEAC
New York City USEAC
Harlem EAC
ChicagoUsEAC () NeWAkEAC
Baltimore USEAC
@ penveruseac Northern Virginia EAC
‘ San Francisco EAC St. Louis USEAC .
Los Angeles EAC
Long Beach USEAC
Newport Beach EAC
Atlanta USEAC ‘
. San Diego EAC
@ pallas UsEAC
Austin EAC ‘
Miami USEAC @)
\. J
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The International Trade
Administration is responsible for
most nonagricultural U.S. trade
issues and works with the Office of
the U.S. Trade Representative in
coordinating U.S. trade policy. ITA
has four principal units:

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

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

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

U.S. & Foreign Commercial
Service. US&FCS promotes the
exports of U.S. companies and
helps small and medium-sized
businesses market their goods

and services abroad. It has 105
domestic offices and 138 overseas
posts in 75 countries.
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Federal partners are increasingly working in a cooperative
fashion. More often than not, the collocation of export promotion
and trade finance partnersin the USEA Csfosters closer working
tiesand strengthensinformation exchanges, resulting inimproved
export marketing and export finance assistance to small and
medium-sized U.S. businesses.

Staffing at some USEACSs remains a concern. While SBA has
at least one representative in every USEAC, Ex-Im Bank has staff
physically located in only four USEACs. Ex-Im Bank officias
emphasize that they have city/state partnersin the vicinity of
many EA Cs serving as authorized agentsfor Ex-1m Bank prod-
ucts and services; however, the ability and commitment of such
partners have been questioned by USEA C staff and other
stakeholders.

USEAC:s need a better system for identifying, measuring, and
reporting programmatic accomplishments. Currently, each of
the three partner agencies assessesits performance only asan
individual part of the USEACs; for example, US& FCStracks
export actions. We encouraged the devel opment of additional
performance criteria, such asjoint counseling sessionsand
mutually beneficial outreach activities, that view the USEAC asa
sngle entity.

The USEAC network is fostering stronger partner
relationships with state and local trade organizations. Some
USEA Cshavealready gone beyond being simply afederal
partnership by also sharing resourceswith state and local export
promotion organizations. These state and local partnerships have
allowed some duplicative programsto be eliminated, while
enhancing the quality and delivery of export assistance servicesto
U.S. businesses.

Coordination between the USEACs and US&FCS’s overseas
posts could be better. Cooperation has been spotty and too often
dependent on the commitment of theindividua staff at Export
Assistance Centersand overseas posts. Specifically, our reviews
have confirmed caseswhere US& FCS posts either were not
timely in providing important products and servicesthat USEAC
clientswerewaiting for or provided products and services of
inferior quality. US& FCSisworking to remedy thissituation
throughinitiatives designed to increaseteamwork amongitstrade
specialistsand help itsdomestic and overseas staff better
understand each other’ sfunctions.
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o Marketing of centers’ products and services should be
improved. According to representatives of some of thefederal,
local, state, and private trade organizations we spokewith,
inadequate marketing is one of the biggest hindrancesto delivering
valuable USEAC servicesto U.S. exporters. Some believe that the
USEACsare not effectively getting out the message of who they
are, wherethey are, what they do, and what products and services
they haveto offer.

The G concluded by expressing his optimism about the future of the
USEACsand their potential to continueto improvetheir effectivenessin
helping to meet the export promotion and trade finance needs of U.S.
exporters.

OIG Continues Its Overseas Work
with Reviews of Three US&FCS Posts

During thissemiannual period, the OIG continued itsreviews of
Commerce overseas posts (see September 1998 issue, page 35, and March
1999 issue, page 40), which are under the direction of ITA’sU.S. and
Foreign Commercial Service. Thereviewsare designed to evaluatethe
posts operational effectivenessand determinewhether they are efficiently
accomplishing their mission of providing U.S. companies, especially small
and medium-sized ones, with export assistance. In thefollowing sections,
we summarizethe reports of the threeinspections of the postsweissued
during thissemiannual period—China, Brazil, and South Africa.

China

The People’ sRepublic of Chinaisthe United States’ fourth largest
trading partner. From 1992 to 1998, U.S. exportsto Chinaincreased by
morethan 90 percent, growing from $7.5 billion to $14.3 billion. However,
because China s exportsto the United States have grown even faster, the
U.S. trade deficit with Chinareached $57 billion in 1998. Although trade
barriersstill exist in the areas of tariffs, market access, standards, and
intellectual property rights, China, with apopulation of 1.3 billion, isa
market with enormous potential for U.S. companies.

Recognizing theimportance of Chinato overall U.S. traderelations,
ITA hasfocused agreat deal of attention on thisemerging market. From
1996 to 1998, US& FCSincreased its operations and administrative budget
for Chinaby over 50 percent—from $2.3 millionto $3.6 million. In
addition to carrying out its core trade promotion duties, US& FCS China
has assi sted many other U.S. government agencies, Members of Congress,
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and state del egationsthat have traveled to Chinato deal with avariety of
trade policy and promotion issues. In addition to hosting a steady stream of
visitors, US& FCS Chinahas counseled many U.S. businesses and
provided awiderange of services, including handling trade disputesand
organizing trade eventsto meet U.S. companies needs.

The OIG’ singpection of US& FCS' soperationsin Chinainvolved
visitsto all five constituent posts: Beijing, Shanghai, Guangzhou, Chengdu,
and Shenyang. Wefound that clients gave US& FCS China sstaff high
marksfor their ability to handle multipletradeissues, their knowledge of
the market, and their willingnessto assist U.S. businesses. However, we
also found problemsthat warrant management’ s attention:

o The quality of some products needs to be improved. U.S.
businessclientswere generally satisfied with the services provided
by US& FCS, especially the export counseling sessions and trade
advocacy efforts. The production and timeliness of market
research products have increased, but the quality and consistency
of reporting among thefive posts should beimproved.

US& FCS sservicesdesigned to help U.S. exportersidentify
business|eads and contacts received mixed reviews. Clientswho
purchased the Gold Key Service, atailored mix of orientation
briefings, market research, and appoi ntmentswith potential
partners, were generally pleased, although some pointed out the
need for better targeting and prescreening of companies. Clients
who purchased the Agent/Distributor Service, acustomized over-
seas search for qualified agents, distributors, and representatives
for U.S. firms, rated this service the lowest dueto cancellations by
the post, poor targeting of potential companies, and long delivery
times. The post wastaking stepsto improvethisservice.

o Export control checks warrant continued monitoring. In
additionto trade promotion activities, US& FCS Chinaalso fulfills
itsexport control responsibilitiesto the extent that the Chinese
authorities permit pre-license checks and post-shipment verifica-
tions. We noted that some scheduled pre-license checks had been
canceled by the authorities. The United Stateswas granted per-
mission to conduct post-shipment verifications after our inspec-
tion, but thisisan areawe continue to monitor as part of our
interagency review of the export licensing process (see page 17).

o Management should address US&FCS China’s needs. Despite
the importance of Chinato U.S. traderelations, ITA had left the
deputy senior commercial officer position vacant for over
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15 months. Asaresult, the senior commercial officer—who was
on hisfirst posting in that capacity—had to juggle many responsi-
bilitiesand del egate othersto inexperienced officers. Without a
deputy, he also had insufficient time to devote to managing
internal operationsand building astrong, integrated country
program. Consequently, the five constituent posts were not work-
ing effectively together, and many financial and administrative
responsibilities had been neglected. Moreover, US& FCS manage-
ment in Washington had neither provided sufficient guidance on
building astrong export promotion program nor developed a
regiona planfor dealing withthe Asianfinancial crisis.

° Longstanding problems in financial operations need to be
resolved. US& FCS sfinancial operationswere troublesome due
toinexperienced staff, alack of management emphasison
monitoring and managing funds, and problemsin the Beijing
Embassy’ sbudget and fiscal office and the consulates' cashier
operations. US& FCS Chinacould not rely on thefinancial reports
produced by the budget and fiscal office becausethey did not
accurately depict the post’ sfinancial status; delaysin that office’s
processing of the post’ s vouchers and overstated obligation reports
provided afalse picture of the post’ sfinancial position. Improve-
mentswere also needed at all five postsin monitoring appropriated
funds, overseeing deposit funds, reducing unliquidated obligation
bal ances, and correcting weak internal control systems.

® Administrative and personnel matters require more attention.
Managersin Washington and Beijing have to pay more attention to
the administrative and personnel matters of US& FCS China.
Becausethe post is staffed primarily with less experienced offi-
cers, more mentoring and training are needed, and efforts must be
made to bring more experienced officersto China. Management
must also work on retaining the foreign national staff by providing
them with better training, classifying them at appropriate grades,
and helping them advancein their careers. Greater focus must also
be placed on more effectively tracking property and coordinating
information technology needs. Finally, we urged the post and
US& FCS Washington to explore optionsto relocate the Beijing
post, which has outstripped itsavail able space and resulted in an
inefficient, less-than-professional-looking office environment.

We also devoted sections of our report to each of US& FCS China's
five condtituent posts, discussing their successes and making recommenda-
tionsin areas needing improvement. We highlighted the accomplishments
of the Shanghai Commercial Center, which had an active schedule of trade
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events. However, we urged the post to work more closely with itsfour
collocated state government and trade association partners.

US& FCS agreed with most of our recommendations and identified the
stepsit hastaken to implement some of them. Wewere especially pleased
to seethat the posts and US& FCS headquarters have indicated their
commitment to address many of the program gaps and management and
administrative problems highlighted in our report. (Office of Inspections
and Program Evaluations: IPE-10915)

Brazil

With an estimated population of 162 million and agrossdomestic
product of $300 billion, Brazil representsthe United States' third largest
market in the Western Hemisphere, after Canadaand Mexico. Economic
reform and privatization of state-owned enterprises are opening new
markets and resulting in unprecedented opportunitiesfor U.S. business.
The United Statesisthelargest foreign investor in Brazil, accounting for
almost 34 percent of total foreign direct investment. The US& FCS
commercial post in Brazil isthefifth largest intheworld, interms of
dollarsand staff, with total FY 1998 expenditures of $3.1 million.

We observed the post’ s operations and activities, located in the cities
of S&o Paulo, Brasilia, Belo Horizonte, and Rio de Janeiro. We found that
US& FCSBrazil isan energetic post that is meeting its mission of serving
U.S. exporters. In addition, the S&o Paulo Commercial Center, the most
significant feature of post operations, isbeing used creatively and actively
to support the post’ s programs and the needs of U.S. exporters and
Brazilian importers. Other positive aspects of US& FCSBrazil’ s operations
include animproved program under the commercial officer present during
thetime of our review; frequent, extensive communications between
management and staff, and between S50 Paol o and its constituent posts;
extensive marketing and outreach; and new, innovative programsto
promote U.S. products.

However, we also identified concernsin anumber of financial,
program, and management areas that need to be addressed. Our most
significant observationswere asfollows:

o Scope and use of performance tracking system need to be
reconsidered. While US& FCS Brazil hasdesigned and
implemented an effective work and performance tracking system
for its operations, the system appearsto be inappropriately deter-
mining individual prioritiesand may be undermining teamwork and
cooperation among staff. Post management needsto rethink this
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concept and revise the system to counter these side effects. In
addition, US& FCS headquarters should evaluate the system’s
appropriatenessfor other posts.

o Sao Paulo Commercial Center needs to be refocused and
more effectively managed. Recognizing that each commercial
center must adapt to the unique needs of its market, we never-
thel esshave concerns about whether the appropriate priorities
have been set for the Sdo Paulo Commercial Center and whether
the center may be missing opportunitiesto fully implement the
commercial center program. We believe that the problemsare
caused by the post’ sprioritiesfor its center differing from those
set by US& FCS headquartersfor the overall center program, and
thelack of adequate oversight and support from US& FCS
headquartersto help ensure that the program is successful and
complieswith the requirementsoutlined in the program’ s
authorizing legidation.

o Minority business position needs further refinement and
proven results. The post’ s minority bus ness development
commercial assistant position isnot well integrated with the
Department’ sminority business activities. In addition, the position
hasinadequately defined responsibilitiesthat appear to overlap
with those of other trade specialists at the post. We also question
whether S50 Paul o isthe appropriate location for the position and
whether thereis sufficient market potential and resultsto justify
continuing it.

o Improved coordination between the post and other stake-
holders is needed. Opportunitiesfor good working relationships
between US& FCS Brazil and other federal and I TA components,
aswell aswith some host country organizations, are not being
fully exploited and appear to be highly dependent upon personal
relationships. The post’ srelationshipswith other embassy officias
were generally positive. However, it needsto improveitsrelation-
shipswith the US& FCS domestic offices.

o Market research and product timeliness need to be made
higher priorities. Weidentified two important core US& FCS
productsthat need to be emphasized and improved. First, the post
isnot producing timely responsesto Agent/Distributor Service
reguests, and thereis some question about the overall quality of
theresponses. Second, the post is not consistently producing high-
quality market research reports and is significantly behind schedule
in producing some of these reports.
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South O

Africa

o Financial management, procurement, and internal controls
need significant attention. We observed apervasivelack of
adequate financial management practicesand internal controlsin
the post’ s operations. We noted significant management control
weaknessesin the handling of cash, use of purchase orders,
inventory and management of government personal property,
credit card transactions, the management of alargeinformation
technology contract, and documentation of the use of government
vehicles.

We made anumber of recommendations to address our concerns.
Although US& FCS agreed with the vast majority of our observationsand
recommendations and noted areas where changes and improvements had
been made since our visit, it also identified anumber of areaswhereit
disagreed with our report’ sanalysis. Werequested that US& FCS provide
an action plan addressing any outstanding issues noted in the report.
(Office of Inspections and Program Evaluations: IPE-10916)

South Africa

South Africaisreportedly the most advanced, broadly based, and
productive economy in Africa. Itsgross domestic product (GDP) isnearly
four timesthat of Egypt, its nearest competitor on the continent. Some
experts suggest, however, that the South African economy must strivefor
an annual GDP growth rate of 5 to 10 percent to offset its high unemploy-
ment rate and an annual population growth rate of 2 percent. Effortsto
achievethiseconomic growth will provide opportunitiesfor American
companieswith appropriate products or services.

American companies already have astrong presencein South Africa.
U.S. exportsto the country totaled $3 billionin 1997, and South Africa
wasthe recipient of approximately 47 percent of all American exportsto
Sub-Saharan Africa. Because of South Africa’ simportance asatrading
partner, ITA hasthree officesin the country (Johannesburg, Cape Town,
and Durban) to provide American exporterswith products and services
that will help them establish or expand their presence not only in South
Africa, but in other southern African nationsaswell. The post was
alocated $1.4 millionin FY 1998, an increase of more than 40 percent
from FY 1997.

The OIG’ sinspection of US& FCS South Africafound that clients
were generally satisfied with the trade promotion efforts of the post’ s staff.
In addition, the commercial center was highlighted by many of thepost’s
clientsasan effectiveforum for U.S. companiesand government officials
to launch their new initiatives, agendas, or products. Although the post was
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generally effective at promoting U.S. exportsto South Africa, wefound
several aspectsof the post’ s promotional and administrative operationsthat
require management attention:

° The post’s effectiveness has been limited by programmatic
and organizational problems. Specifically, staff productivity was
hampered by inefficient work assignments given to foreign service
nationalsand personal services contractors, relations between the
post and ITA’s Advocacy Center were not as strong as possibl e,
and client and partner datawere not being routinely entered into
the Client Management System.

o Despite showing promise, the commercial center is not
actively recruiting partners. Although the center waspursuing its
objectives of providing avariety of productsand servicesto
facilitate commercial tiesand trade, it had not fully embraced
ITA’sgoa toinclude partnersin the center. In addition, although
the center had two collocated partners, areimbursable agreement
or memorandum of understanding wasnot in placefor the short-
term partner, and the agreement with the year-long partner was
not adequately monitored. Finally, the officer hired as center
director wasfrequently pulled away from hisresponsibilities at the
center to handlework related to the many high-level visitorsto the
post or other post business.

° Staff turnover resulted in potential leadership void . With the
scheduled turnover of al Johannesburg officerswithin aseven-
month period, the post faced a serious|eadership void at the time
of our inspection. Only at thelast minute were officer positions
filled or incumbents selected. By not better planning to fill
upcoming vacancies, US& FCS headquarters could jeopardize
mission goalsand undermine staff morale.

o Financial operations need improvement. Although the post had
taken stepsto get itsfinancial operationsin order, wefound the
imprest fund to bein dire need of management attention. In
addition, our review of the post’ sfinancial recordsrevealed
substantial unliquidated obligationsin itsoperationsand adminis-
tration account. We also found little correlation between the post’ s
FY 1998 collectionsrecordsand official ITA accounting data.

® Several administrative matters require management attention.
The post handled procurement, time and attendance, and vehicle
control logsin accordance with policiesand procedures. However,
we observed that personnel recordswere not complete or updated,

Commerce OIG Semiannual Report @
September 1999



International Trade Administration

credit cardswere underutilized, and the division of administrative
service responsi bilities between the State Department and

US& FCS South Africawas unclear. We concluded that many of
the post’ sfinancial and administrative problemsstemmed froma
lack of sufficient training for both foreign service nationalsand
American staff.

o Export control checks were handled well, but guidelines were
not always followed. We were generally impressed with the
thoroughness of the end-use checks conducted by the post to
assist BXA infulfilling itsexport control responsibilities. However,
someimprovements were needed to comply with BXA guidelines,
and more coordination with other embassy officeswould enhance
information gathering.

We made several recommendationsto ITA and US& FCSto resolve
our concerns. Agency officialsgenerally agreed with our findingsand
outlined steps US& FCSwastaking or planned to take to address our
recommendations. (Office of Inspections and Program Evaluations:
IPE-11433)

US&FCS Is Addressing Foreign Service
Personnel Management Issues

The Omnibus Trade and Competitiveness Act of 1988 directsthe OIG
to conduct periodic audits of US& FCS operationsthat include an
evaluation of the agency’ s management of itsforeign service personnel
system and the placement of domestic- and foreign-based personnel. To
fulfill the act’ srequirements, the OIG conducted an audit of US& FCS's
management of its personnel system and resource all ocation methodol ogy.
Our review evaluated abroad range of personnel issues, including the
management and oversight of the personnel system, recruitment, assign-
ments, limited appoi ntments, tours of duty, curtailments, and performance
appraisals. We a so looked at the status of US& FCS' s overseas and
domestic resource allocation models.

Wefound that US& FCSisgenerally striving to addressiits personnel
issues. Specifically, US& FCS has established internal task forcesinvolving
diverse groups of employeesto addressissues of concernto foreign
service officers, and has taken action to comply with most prior OIG
recommendations. For example, it revised itsoverseasresourceallocation
model in responseto a1997 OIG inspection report (see September 1997
issue, page 27). Based on therevised model, US& FCS completed areview
of itsoverseas officer staffing pattern and shifted resources accordingly.
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Although US& FCS has addressed avariety of personnel issues,
several areasstill need improvement. Specifically, US& FCS had difficulty
filling vacanciesin hardship postsand adhering to the guidelinerequiring
officersto have adomestic assignment at least every 15 years, continued
towaive or lower language proficiency requirementswhen no candidates
met the existing requirements, had not implemented acomprehensive
automated system for personnel data, had yet to consolidate certain
personnel functionswith ITA aswerecommended earlier, and had not
defined adequate performance measuresfor itsforeign service personnel
system to comply with the Government Performance and Results Act.

Among our recommendations were that US& FCS (1) develop and
implement aformal career candidate recruitment policy, (2) implement
new measuresto meet the 15-year guideline for domestic assignments,

(3) explore, with ITA management, consolidating personnel functionsthat
are common to theforeign and civil service personnel systems, (4) estab-
lish performance goalsand rel ated performance measuresthat specifically
defineforeign service personnel system outcomes, and (5) updatethe
domestic resource allocation model for use asthe objective analytical basis
for alocating domestic resources. I TA generally agreed with our findings
and recommendations. (Business and Trade Audits Division: BTD-10829-
9-0001)

Financial Assistance Program
Promotes Merit-Based Decisions

Aspart of its Department-wide review of Commerce discretionary
financial assistance programs, the Ol G conducted a performance audit of
ITA’s Special American Business Internship Training Program (SABIT).
The objective of our review wasto assessthe criteria, procedures, and
practices used for the solicitation, review, and selection of applicationsfor
financial assistance under SABIT.

SABIT providesfinancial assistanceto for-profit and nonprofit public
and private entitiesfor training business executives and scientistsfrom the
Newly Independent States of the former Soviet Unioninthe American
way of doing business. In FY 1997, the program received 64 applications
for assistance, and issued 28 new awards and 5 renewal stotaling more
than $500,000.

Wefound that the program used merit-based technical and public
policy criteriato evaluate applications, and that its solicitation effortsin
FY 1997 generated awidespread response from eligible applicants. ITA
alsofollowed established requirementsfor selecting applicationsfor
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funding under SABIT. However, one of the four review panels used during
the evaluation process was not independent of program administration.

ITA corrected the problem in 1997 and provided information demon-
strating that all subsequent review panels wereindependent. (4tlanta
Regional Office of Audits: ATL-10998-9-0001)
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Planned Consolidation at Norman,
Oklahoma, Needs Refinement

NOAA |eases approximately 106,000 square feet of spaceonthe
North and South campuses of the University of Oklahoma, in the city of
Norman, at acost of about $1 million per year. NOAA'’ s space on the
North Campus consists of about 72,000 square feet in Building 600, the
Adair Building, and severa temporary buildings, which house the National
Severe StormsLaboratory, the Storm Prediction Center, the weather
forecast office, and part of the NEXRAD Operational Support Facility
(OSF). On the South Campus, NOAA leases about 34,000 square feet in
the OSF South Building, which housesthe remaining OSF staff.

In December 1998, program officialsbriefed NOAA’ ssenior
management on aproposal for consolidating NOAA'’ soperationsin two
new buildings, totaling 145,500 square feet, with annual lease and utility
costs of about $5 million per year. Because the submitted proposal did not
includetherequired functional requirementsanalysis, it has not yet
received final NOAA or departmental approval. NOAA hassince
contracted with an architectural and engineering firmto providethis
detailed information for itsrevised decision package.

NOAA believesthat collocating its Norman components with the
university’smeteorol ogical research groups and its school of meteorology
would provide substantial benefitsfor both organizations. Collocation
would create ajoint NOAA-university weather center and give NOAA
staff accessto the university’ sfacilities and personnel, whose expertise
could contribute significantly to the devel opment of new forecast
technologies.

The OI G conducted an assessment of NOAA' sjustification for the
proposed Norman consolidation. Because the bureau had not completed a
functional requirementsanalysis, we did not perform adetailed audit of its
space needs. Instead, we opted to review NOAA' spreliminary proposal in
order to givethe bureau feedback onits processfor consolidation and to
identify potential areasfor future detailed audit work. After reviewing
NOAA'’ s proposal, we made some observations about how the bureau
could reducethe cost of the proposed consolidation.

o Savings would be realized by continuing to lease the North
Campus buildings. We asked NOAA about the possibility of
using Building 600 and the Adair Building to consolidate all OSF
staff onthe North Campus. NOAA officials agreed that thiscould
be done, but noted that Building 600 would need renovations,
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which university officias estimate would cost between $100,000
and $200,000. We believe that adopting this approach will save
NOAA about $600,000 ayear, or $12 million over 20 years.
Because of the potential savingsfrom using both North Campus
facilities, NOAA should consider constructing only one new
facility to consolidate the National Severe StormsLaboratory, the
Storm Prediction Center, and the weather forecast office with the
university, while continuing to lease Building 600, the Adair
Building, and the NEXRAD facility.

Building 600 is severely overcrowded. Asaresult, some NOAA
staff are being housed in temporary structures, thereisinsufficient
spacefor research and engineering functions, and workstations
arevery small. Nevertheless, thefacility wasin generally good
condition, and university officia sstated that if NOAA decided to
stay, they would work to improvethefacility.

Adair Building has sufficient space. Thebuildingisin overall
good condition and thereis no overcrowding. However, some
areas should be reconfigured for better useif NOAA personnel
continueto occupy the building.

South Building is not crowded, but consolidation of OSF on
the North Campus is desirable. The OSF South Building is not
large enough to consolidate all OSF staff, and consolidating the
staff from the North Campustherewould hinder OSFinits
mission of supporting the NEXRAD radar module, whichis
located on the North Campus. Rel ocating the radar would cost
morethan $2 million. In addition, the OSF director strongly
supportsconsolidating all his staff on the North Campus, because
the current separation hampers operational efficiency.

Collocation on the South Campus would be costly. NOAA’s
proposal to collocate with the university would result in lease costs
of about $38 per squarefoot. Thisrelatively high cost results
largely from the university’ spolicy of building high-quality struc-
turesto last 100 years. Asthe current OSF South Building costs
about $11 per square foot to |ease, the proposed rate would result
in NOAA paying about 3%2times as much per squarefoot. This
substantial cost increase may outweigh the benefits of collocation.

Werecommended that NOAA (1) complete afunctional requirements
analysisto accurately determine the space requirementsfor the Norman
consolidation, (2) evaluatethe alternative of building and leasing only one
building and continuing to |ease Building 600 and the Adair Building onthe
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North Campus, and (3) explore ways of reducing the $38 per square foot
rateto lease anew building to be constructed on the South Campus.

NOAA agreed with all three of our recommendations and said that it
had already taken action to implement thefirst two. In responseto the
third recommendation, NOAA stated that it now plansto capitalizethe
construction of new and renovated spaceinstead of leasing thefacilities.
Asaresult, we believethat NOAA' s planned action should focuson
lowering the cost of the proposed construction. We plan to continue
monitoring NOAA'’ s construction cost estimates and supporting documen-
tation. (Science and Technology Audits Division: STD-10900-9-0001)

Fishermen’s Contingency Fund
Needs to Be Reassessed

TitlelV of the Outer Continental Shelf Lands Act Amendments of
1978 established the Fishermen’ s Contingency Fund to compensate U.S.
fishermen whose vessel s or fishing gear have been lost, damaged, or
destroyed by oil and gas obstructions on the U.S. Outer Continental Shelf.
The compensation covers both economic and property loss. Thefundis
administered by NOAA’sNational Marine Fisheries Service (NMFS) and is
funded by fees assessed against oil and gas companiesoperating mainly in
the Gulf of Mexico. For thefiscal year ended September 30, 1998, the
fund paid 54 claimstotaling $322,000, and had abalance of $1.5 million.

NMFS developsfiling and reporting requirementsfor fishermen,
adjustsclaims, and compensates eligible applicants. To address concerns
about thefund’ sinternal controls, NMFS conducted areview in May 1992
and made recommendations designed to improve the fund’ s controlsand
efficiency. Beforethat review, the fund had a history of fraudulent claims
paid dueto internal control deficiencies.

The OIG conducted an audit to evaluate the effectiveness of NMFS's
internal controlsover the fund and to assessthetrend of paid claims. We
found that past problems had been corrected, internal controlswere
properly in place, and recommendations made by NMFSinits 1992
review were being adhered to.

We al so noted that there has been asignificant declinein the average
total dollar amount of claimspaid over the past 11 years. The average
annual total of paid claimswas $713,000 in FY s1988-91, dropped to
$513,000 in FY s 1992-94, and declined further to $264,000in FY's
1995-98 (seefollowing chart). The fund’ s manager attributed the decline
to severd factors, including NMFS' svigorousreferral of questionable
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casesto the OI G for investigation, which has served as adeterrent to
fraudulent claims; claimants seeking compensation from astate program,;
and the declining number of shrimp vessels because of overfishing and
smaller profits. In response to this decline, NM FS has reduced the number
of staff required to administer the fund. But the sharp declinein the dollar
amount of paid claimsraisestheissue of thelong-term need for the fund.

We recommended that NM FS reexamine whether thereis sufficient
need for maintaining the fund within the agency. NOAA agreed with our
findings and recommendation and will conduct astudy regarding the
continued need for the program. (Science and Technology Audits
Division: STD-11484-9-0001)

Risks Are Low, but Additional Steps Are Needed
to Ensure Y2K Compliance at NESDIS

Aspart of itsreview of the efforts by the Department and its bureaus
to ensureyear 2000 (Y 2K) compliancefor critical Commerce computer
systems, the OI G conducted an inspection of the National Environmental
Satellite, Data, and Information Service' s(NESDIS) effortsto makeits
automated information systems'Y 2K compliant and to develop contin-
genciesin the event that these systemsfail asaresult of the year 2000 date
change.
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We concluded that the likelihood of NESDI S satellite operationsand
satellite data processing being interrupted dueto Y 2K failureislow
because the agency exercised stringent quality control over system
renovations and conducted thorough end-to-end tests. Also, because
NESDIS s systems use year datainfregquently, they have alow
susceptibility to'Y 2K failures.

However, we expressed concern that NESDI S had not completed its
systeminventory, which raised doubt that all systems had been evaluated
for Y2K compliance. Asaresult, at |east one system that should have
been tested for compliance—the Telemetry Acquisition and Command
Transmission System—was not. NESDI S agreed to completeitsinventory
and evaluate any new systemsfound for Y 2K compliance.

Wealso found that NESDI'S needsto significantly improve and ensure
the accuracy of itsbusiness continuity and contingency plans. Although
NESDI S has standard proceduresfor handling problemswithits satellite
operations and satellite data processing, the agency did not augment them
with contingenciesfor Y 2K-specific failures. The agency did not planto
test Y 2K -specific contingencies and wasinstituting only limited procedures
for reducing risk with computer operationsfor the days surrounding the
century change (referred to asa“ Day One Plan”). NESDI S has agreed to
update its continuity and contingency plans and to prepare aDay One
Plan.

NESDIS hasinformal proceduresfor managing therisk of introducing
changesto operational systems, but it has not established an official policy
for managing changesto systemsthat have been confirmed to be Y 2K
compliant. OMB has directed agenciesto establish apolicy limiting
changesto Y 2K -compliant systems so that compliance can be maintained.
NESDI S has agreed to establish such apolicy. Finally, wefound several
minor deficienciesin the system renovation process.

We made several recommendations to address our concerns. NESDIS
agreed with all of our recommendations and hastaken or plansto take
actionsto addressthem. (Office of Systems Evaluation: OSE-12199)

Reviews of NOAA Discretionary Funding
Programs Show Mixed Results

During thissemiannual period, the Ol G issued reports on its audits of
the criteria, procedures, and practicesfor soliciting, reviewing, and sel ect-
ing applicationsin FY 1997 for awards under three NOAA discretionary
financia assistance programs:
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o M eteorol ogic and Hydrol ogic M odernization Development
Program (National Wesather Service).

o Marine Fisheries|nitiative Program (National Marine Fisheries
Service).

o Fisheries Devel opment and Utilization Research and Devel opment
Grants and Cooperative Agreements Program (National Marine
Fisheries Service).

The auditswere conducted as part of a Department-wide review of
Commerce sdiscretionary financial assistance programs. Asdiscussed
below, thethree programs had varying degrees of successin utilizing
processes designed to result in merit-based selections of applicationsfor
funding.

Meteorologic and Hydrologic Modernization
Development Program

The Meteorologic and Hydrol ogic M odernization Devel opment
Program providesfinancia assistanceto entitiesfor the use and devel op-
ment of meteorological or hydrological forecastsor forecast methodol ogy.
During FY 1997 (our review period), the program awarded two new
cooperative agreements, two new grants, two continuation amendmentsto
existing cooperative agreements, and one grant renewal, for atotal of more
than $4.9 million.

Wefound that NWS did not administer the program as a competition-
based financia assistance program as prescribed by Commerce guidelines.
Instead, reci pients were sel ected on anon-competitive, sole-source basis,
In addition, the written justificationsfor program awards did not cite any
factual basisfor the routine assertionsthat the applicantswere the only
entitiesthat could perform thework.

Werecommended that NWS ensure that program awards are made
through a competitive process, unless otherwise mandated by law or
adequately justified, and that the award process comply with Department
policiesand procedures and include the following four e ements:

(2) widespread solicitation of eligible applications and disclosure of
essential application and program information in written solicitations,

(2) independent application reviewsthat consistently apply written program
evaluation criteria, (3) written justificationsfor award decisionsthat
deviate from recommendations made by application reviewers, and

(4) adequate written justificationsfor noncompetitive awardsthat
document appropriate market search effortsto validate determinationsthat
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thereisonly one sourcefor anticipated sole-source awards. We also
recommended that NOAA’ s Grants Management Division perform reviews
of proposed noncompetitive awardsto determine whether they meet
Department and NOAA requirements.

Inresponseto our report, NOAA agreed that more awards should be
made competitively initsdiscretionary funding programs and that amore
rigorous solicitation process should be used. NOAA said that it is continu-
ingto look at its processes and will provide more detail aspart of itsaudit
action plan for thisreport. (Atlanta Regional Office of Audits: ATL-11405-
9-0001)

Marine Fisheries Initiative Program

TheMarine Fisheries|nitiative Program providesfinancial assistance
for research and devel opment projectsthat provideinformation for thefull
and wise use and enhancement of fishery resourcesin the southeastern
United States. In FY 1997, the program received 73 applicationsfor over
$7.6 millionin financial assistance and awarded 11 grantstotaling more
than $915,000.

Wefound that program officials had devel oped and published
appropriate merit-based criteriafor usein evaluating financial assistance
applicationsfor funding, and that the application solicitation, review, and
selection processfollowed by the program is designed to promote merit-
based funding decisions.

However, wefound that some of the program’ sreview and selection
practices needed improvement. Specifically, werecommended that
program officials keep arecord of the scientific panel’ s vote count, and
mai ntai n adequate documentation of the basesfor award decisionsthat
deviate from theindependent panel’ srecommendations. NOAA concurred
in our findingsand recommendations, and it has agreed to begin imple-
menting them with the program’ s next selection process. (Atlanta Regional
Office of Audits: ATL-11655-9-0001)

Fisheries Development and Utilization Research and
Development Grants and Cooperative Agreements Program

Commonly known asthe S-K Program, this program providesfinan-
cial assistancefor research and devel opment projectsthat addressvarious
aspectsof U.S. fisheries, including harvesting, processing, marketing, and
associated infrastructure. In FY 1997, NMFS made 75 financia assistance
awardstotaling more than $8 million under this program.
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Wefound that the S-K Program had criteriathat were merit-based and
appropriate for selecting applicationsfor funding, and that the application
solicitation process was adequate to obtain a nationwide response. How-
ever, selection decisionsthat deviated from application rankingswere not
adequately justified and documented, and we believe that NMFS could
have relied more extensively on competitive program applicantsto meet its
research needs.

Werecommended that NMFS ensure that reasons for selecting
applicationsranked lower than other applicationsare thoroughly docu-
mented. Additionally, NMFS officias need to place more emphasison
addressing research needsand priorities competitively, and ensure that
program funding priorities are developed and published in detail to provide
the public an opportunity to addressthe agency’ s specific research needs.
NOAA agreed with our recommendations and believesthat implementation
of the recommendationswill enhance the program’ soverall effectiveness.
(Seattle Regional Office of Audits: STL-10950-9-0001)

Improved Internal Controls Needed over
Mountain Support Center Bankcard Program

Aspart of itsperiodic review of Commerce units' use of bankcards,
the OI G conducted an audit of FY 1998 bankcard activitiesat NOAA’s
Mountain Administrative Support Center in Boulder, Colorado. The
purpose of our audit was to determine whether the center was properly
using bankcardsin accordance with applicablefederal and departmental
requirements. Theaudit involved reviewing astratified sample of 67 of the
center's 1,240 transactions for FY 1998.

The objectives of the bankcard program, established government-wide
in 1989, areto reduce administrative procurement costs, improve cash
management by expediting and simplifying small purchases, and strengthen
internal controlsto eliminate the vulnerabilitiesto fraud and abuse of other
small purchase methods. For the most part, these goals have been
achieved at the center.

Although wedid not identify any specific misuse of funds, our audit of
the center’ s bankcard program disclosed anumber of weaknessesin
internal controlsand instances of noncompliancewith federal regulations
and departmental guidance. These weaknesses need to be corrected to
improveinternal controls over the bankcard program. Specific problems
included thefailureto provide cardholderswith required training,
document alternate approving officials, compl ete property transaction
forms, promote competition for purchases over $2,500, pre-approve
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significant purchases, maintain apurchase order log, keep bankcardsin a
securelocation, follow the priority order of mandatory sources of supply,
and reconcile questioned items.

We made recommendationsto center officialsto addressthese internal
control deficiencies. NOAA agreed with our findings and recommenda-
tions. (Denver Regional Office of Audits: DEN-11927-9-0001)

Grantee Failed to Comply with Fishing Industry
Award and Produced Limited Project Results

In February 1995, NOAA awarded agrant of nearly $655,000 to a
Massachusetts firm as part of the agency’ s Fishing Industry Grant
program. This program assists the depressed northeastern fishing industry
by providing financial assistanceto fishermen, processors, and fishermen’s
associations, and to recipientswho assist or train fishermen in research and
management activitiesfor marine and estuarine resources. Thegrant,
intended to fund ademonstration project on raising flounder on land,
required the recipient to build and equip ahatchery on the New England
coast to produce 120,000 young flounder over the 18-month project
duration. The recipient wasto contribute about $447,000 to the project,
bringing thetotal budget to $1,102,000.

Inafinancial and compliance audit, the OIG found that the grantee
had achieved only limited resultsfrom the award because it materially
failed to comply with the terms and conditions of the grant agreement.
Specifically, the grantee built and equipped ahatchery at itsown inland
location rather than at either of the NOAA-approved coastal locations,
provided only half of the required young flounder (which it purchased,
rather than raised), and failed to provide the requisite training and transfer
of technological expertise. In addition, the grantee did not maintain a
financial management system that complied with federal cost accounting
standards.

Asaresult of these deficiencies, we questioned about $190,000in
costsrelated to the hatchery being operated at the unapproved location and
another $490,000 related to financial management deficiencies, for atotal
of about $680,000 in questioned costs. We recommended that NOAA
disallow al project costs claimed, terminate the grant, and recover thefull
$655,000 in grant funds disbursed to the recipient. (A¢lanta Regional
Office of Audits: ATL-10729-9-0001)
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Investigations in Brief

Sentencing. In the March 1999 issue (page 59), we reported the convic-
tion of aFloridafisherman and hiswifefor conspiracy to defraud the
government through thefiling of false claimsunder the Gulf of Mexico
Fisheries Disaster Program. In June 1999, they were each sentenced in
U.S. District Court for the Northern District of Floridato threeyears
probation, and ordered to make restitution of $4,978. (Denver Field
Office of Investigations)

Conviction. On September 24, 1999, aformer NOAA employee was
convicted of one count of theft of government property after an OIG
investigation disclosed that she had obtained more than $7,000 from an
agency imprest fund by submitting 57 fal se vouchersfor payment.
Sentencing is scheduled for December 1999 in U.S. District Court for the
Didtrict of Maryland. (Financial Fraud Division)

Resignation. An NMFS enforcement agent resigned from federal service
to resolve aMerit Systems Protection Board appeal of his proposed termi-
nation, which was based upon his acceptance of $500 from acommercial
fisherman. After initially denying the chargeto OI G investigators, the agent
was confronted with acopy of acanceled check bearing his signature and
acknowledged that he had accepted a“loan” from the fisherman, whose
businesswas subject to regul ation under fisheries|awsadministered by
NMFES. (Silver Spring Field Office of Investigations)

Audit Reports Unresolved for Over Six Months

Asof September 30, 1999, nine performance audit reports had
recommendations unresolved in excess of six months.

Light Aircraft Operations

Thefirst unresolved performance audit report, Light Aircraft Fleet
Should Be Privatized, STD-9952-8-0001 (see September 1998 issue,
page 44), recommended that NOAA cease operating itseight light fixed-
wing aircraft and three helicopters and rel ease them, along with rel ated
spare parts. We a so recommended that NOAA discontinue all interagency
reimbursablework related to NOA A-owned fixed-wing light aircraft and
helicopters. We added that, pending discontinuance of the reimbursable
work, NOAA should complete current interagency agreementsin accor-
dancewithitspolicy of full cost recovery; reviseitshilling practicesto be
consistent with, and achieve, full cost recovery; and seek reimbursement
of the unrecovered full cost balanceson all current reimbursable projects.
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NOAA did not concur with most of our findings and recommenda-
tions. The bureau believesthat discontinuing use of the aircraft would
compromiseitsability to continue uninterrupted data collection efforts
required to protect lives and property, and would increase the risk of
accidents and the cost of aircraft support. In addition, NOAA did not agree
with our recommendation to recover full costs, noting that cost sharing and
waiving of overhead costsisappropriatefor interagency cooperative
agreementsthat are beneficial to NOAA, and that interagency agreements
have proved to be cost-effective in meeting some of itsdatacollection
needs. NOAA officials have entered into aconsulting contract to obtain an
analysisof itsaircraft fleet. Theanalysisisto include areview of light
aircraft costs and the coststo contract for similar private-sector aircraft
services and support. NOAA also believesthat our audit report overstated
the bureau’ saircraft costs by $1.3 million and that itslight aircraft are cost
competitive.

After reviewing NOAA'’ saudit action plan, we concurred with action
taken or planned for 4 of our 10 recommendations. However, we did not
believethat NOAA’sactions, or other information provided inthe plan,
were sufficient to warrant aconcurrence on the other six recommenda-
tions. In particular, we reaffirmed our conclusion that the full in-house cost
to operate NOAA '’ sfleet of 10 light aircraft averaged 42 percent morethan
the cost to contract for similar private-sector aircraft that can provide
equivalent services. Weal so reaffirmed our conclusion that the Aircraft
Operations Center isnot recovering thefull cost of work that it performs
under reimbursable agreements with non-Commerce federal agencies. We
have proposed that after NOAA’ s contracted review of itsaircraftis
completed and the report issued, the bureau submit arevised audit action
plan addressing the unresol ved recommendations.

NMFS Laboratory Structure

The second unresolved performance audit report, NMF'S Laboratory
Structure Should Be Streamlined, STL-8982-8-0001 (see March 1998
issue, page 39), recommended closing several |aboratory facilitiesand
transferring their programs and personnel to other NMFS laboratories. We
also recommended that one laboratory and most of itsprogramsbe
transferred to the state of Maryland, and that the proposed Santa Cruz,
Cdlifornia, facility be expanded to accommodate programs and personnel
from another Californialaboratory. Our analysisindicated that our
recommended changeswould result in increased efficiencies and cost
savings of more than $25 million over afive-year period.

In addition, we differed with NMFS s plansto transfer some programs
from a Seattlelaboratory to the proposed Auke Capefacility in Alaska,
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becausethereisinsufficient space at the proposed facility to accommodate
the programs and the costs associated with such amovewould bein
excess of $20 million.

NOAA disagreed with our findingsand recommendations. In April
1998, we requested NOAA to submit arevised audit action plan, and
subsequent meetingswere held between OIG and NOAA officials. NOAA
submitted arevised plan in November 1998, but did not changeitsinitial
position. Negotiationswith NOAA concerning alternative approachesto
resol ution are continuing.

NOAA'’s Discretionary Funding Programs

Theremaining seven unresol ved performance auditsrelateto discre-
tionary funding programsin NESDIS, NMFS, NWS, and the National
Ocean Service. In each of these audits, we recommended that NOAA
ensurethat financial assistance awards are made on the basis of acompe-
titive review and sel ection process, unless otherwise mandated by |aw or
adequately justified, and that the process complieswith Department
policiesand procedures.

NOAA generally agreed with our recommendations, and has submitted
an audit action plan that we are currently reviewing.
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Internal Controls over
Bankcard Use Are Sound

In conjunction with an OI G plan to periodically review Commerce
units use of bankcards, we conducted an audit of NTIA’sFY 1998
bankcard activitiesto determine whether the bureau was properly using
bankcardsin accordance with applicablefederal and departmental
requirements. Our audit covered over 1,100 transactions, totaling more
than $680,000, made by NTIA headquarters during the year.

Wefound that continued oversight by NTIA management, and by
NIST staff who provide contracting support to the bureau, hasresulted in
sound internal controlsover NTIA bankcard transactions. We a so found
that NIST personnel properly conducted the required annual review of
bankcard usefor 1998.

However, wedid note several minor internal control deficiencies
requiring management action: (1) thelarge number of cardholders, coupled
with the small percentage of purchasing power used, suggested that the
number of cardholders should bereduced for greater efficiency, (2) several
cardholderswere not storing their cardsin asecurelocation asrequired,
and (3) training for cardhol ders needed to be provided and documented.

We made several recommendationsto NTIA regarding these minor
deficiencies. NTIA agreed with all of our findings and recommendations
except the recommendation that it reduce the number of cardholders. The
agency believesthat the current distribution of cardholdersis appropriate
based on the needs of the program offices and has advantages for
management control. We continue to recommend that NTIA examinethe
need to have so many cardholdersto permit more efficient utilization of its
bankcards. (Business and Trade Audits Division: BTD-11549-9-0001)
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Patent and
Trademark Office

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

Patent Inventory, Printing, and
Dissemination Issues Need Attention

PTO’' s Office of Patent Publications (OPP) ensures the production of
individual patent documents and several related productsfor the benefit of
the bureau and its customersin its post-examination process. After patent
applications have been allowed by examiners, they are sent to OPP, which
overseesthe complex process of image-capturing, printing, publishing, and
disseminating them around the world. OPP productsinclude the weekly
Official Gazette, the official journal of issued patentsand PTO notices;
the patent image file used to support the Automated Patent System; and
conversion filesused to make microfilm copiesof patents.

The OIG conducted an audit of OPP operationsto identify the causes
of thelargeinventory of patentsin the post-examination process, review
initiativesto reduce publishing time, review selected aspects of the printing
process, and determine whether OPPis complying with significant laws
and regulations applicabl e to the post-examination process. We concluded
that management attention is needed in two areas.

Actions Needed to Reduce the Large
Inventory of Pending Applications

Although OPP increased the number of patents processed annually by
47 percent from FY 1993 to FY 1998, the inventory of patents awaiting
final processing increased by 51 percent during that period. Wefound that:

o Despiteincreased productivity, alargeinventory of allowed
patents awaiting final processing still exists because thetotal
number of patents allowed by examiners hasincreased each year,
patents have not been processed by OPP until applicants pay issue
fees, and OPP’ s production capacity has been limited.

° OPP seffortsto reduce the inventory have overburdened data
compilation activities. Because of sustained increasesin the size of
the Official Gazette, OPP has not been ableto deliver productsto
the database contractor in timefor compilation.

° Late deliveries of processed patentsto the printing contractor have
delayed printing operations, although recent dataindicates
improvementsinthisarea

o Initiativesto improve the process may decease publishing time,

but still may not meet PTO’sgoals.
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We recommended that PTO establish aplan to resolve these issues,
reducetheinventory, and publish patentswithin four weeksto meet the
goal setforthinitsFY 1999 Corporate Plan. It should do thisby assessing
the effect on cycletime of processing filesfor publication beforereceiving
fees, processing patentsmorerapidly for timely delivery to the database
contractor, assisting the database and printing contractorsin meeting their
obligationsontime, and considering further consolidation of the database
compilation and printing processes.

Patent Dissemination Needs Streamlining, and the
Printing Contract Needs Increased PTO Oversight

Having been designated by the Vice President asa“High Impact
Agency” directed to focus on using information technology and providing
customer service, PTO has established asone of itsgoalsmovingto a
paperless patent publishing processby FY 2003. However, we found that:

° PTO spendsan average of $1.5 million ayear to print hard copies
of the Official Gazette and produces microfilm products, athough
information from the Gazette isavailable at variouslocationsonits
Internet web site.

o By law, the Government Printing Office (GPO) servesasOPP's
contracting agent for the procurement of printing services, but
PTO iscapableof providing such servicesmoreefficiently in-
house. Since FY 1992, OPP has paid an average of $230,000
annually in handling feesto GPO.

o GPO and OPP may have approved the printing contractor’s
claimsof over $218,000 for overtime and other expensesincurred
because of PTO’ slate delivery of processed patentswithout
adequately substantiating the claims or involving the onsite quality
control specialist in key discussionswith GPO and the contractor.

Werecommended that PTO (1) disseminate all patent-related
products, including the Official Gazette, on the Internet by the end of
FY 2003 and conduct customer surveysto determine which printed
products can be eliminated to reduce costs; (2) consider pursuing awaiver
from the Congress, or the necessary legid ation, to independently handleits
own printing contract; (3) ask GPO to review the basis of the printing
contractor’ sfuture claims of expensesincurred asaresult of |ate patent
deliveries; and (4) involvethe onsite quality assurance specialist morein
overseeing the database and printing contractors.
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PTO agreed with our recommendations and described a number of
measuresit istaking to implement them. For example, PTO expectsthat a
new method of publishing patentswill ultimately reduce the patent
publishing cycletime by 10 weeks. Other measuresthat PTO istaking or
will take to address our recommendationsinclude eliminating delaysin the
delivery of magnetic tapesto the database contractor, meeting weekly with
the contractor to resolve problems, initiating acustomer survey to deter-
mine which products may be eliminated under amoveto paperless patent
dissemination, and strengthening the role of the onsite quality assurance
specidist. (Business and Trade Audits Division: BTD-10996-9-0001)

Additional Steps Needed to
Better Ensure Y2K Compliance

Aspart of itsreview of efforts by the Department and its bureausto
ensureyear 2000 compliancefor critical Commerce computer systems, the
OIG conducted an inspection of PTO’ swork to makeits automated
information systemsY 2K compliant. Wefound that PTO’ srenovation and
replacement activitiesfor selected critical systemsresultedin’Y 2K compli-
ance, and that the systems were adequately tested.

However, PTO plansto significantly modify two of itsmost critical
and vulnerable systems—the Patent A pplication L ocation and Monitoring
system and the Trademark Reporting and Monitoring system—and
upgrade the operating system of the mainframe computer on which these
systemsreside. The modifications and upgrade wereto be completedin
September and October 1999, but PTO has no plansfor comprehensive
retesting to ensure that the systems and computer remain Y 2K compliant.

PTO believesthat testing the units of softwareinvolvedinthese
systemswill be sufficient to identify any Y 2K problemsthat may be
introduced during the modifications and upgrade. But we believethat end-
to-end testing is necessary to verify that the combined unitswill work
together as an application, and that each application will function as
intended as a system or with other systemswith which it interfaces. We
recommended that PTO freeze software changesto critical systemsas of
November 30, 1999; then conduct an end-to-end test of the systems, the
mainframe computer, and critical interfaces; and keep al critical hardware
and software configurationsfrozen until at | east the second week of
January 2000 to ensure that thereareno Y 2K operating difficulties.

We also found that PTO’s Y 2K systems inventory may not be
complete. Based on the minimal responseto an earlier survey of systems
users and the recent identification of animportant system that was not
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previoudly inventoried, thereis some doubt that all smaller PTO systems
developed by users have been inventoried and evaluated for Y 2K
compliance. We recommended that PTO resurvey operational areasto
identify user-developed applicationsthat are used in performing core
business processes.

In responseto our report, PTO agreed with all our recommendations
but one—it continuesto believethat end-to-end testing of the modified
systemsisunnecessary. (Office of Systems Evaluation: OSE-11693)

Problems with Interagency Agreements
Being Addressed by PTO Management

PTO, like many other agencies, usesinteragency agreementsto obtain
goods and servicesthrough other federal agencies. From 1995 through
1997, PTO’ suse of these agreementsincreased significantly to support its
information technology (I'T) requirements. PTO has made extensive use of
interagency agreements, such as multiagency contracts and multiple award
schedul e transactions, that are designed to streamline the acquisition of
goods and services by using contracts established by other agencies. PTO
employstheseinteragency agreementsto have other agenciesusetheir
contractorsto purchase both I'T and non-1T goods and servicesfor PTO.

Aspart of aDepartment-wide review of the use of interagency
agreements by Commerce bureaus, the Ol G evaluated PTO’ spolicies,
procedures, and practicesfor its use of interagency agreements, multi-
agency contracts, multiple agency schedul e contract transactions, and other
special agreementsissued from August 1994 to March 1997. These
agreementstotaled $49.4 millionin PTO obligationsand only $27,000
from other agencies.

Wefound that PTO did not adequately plan and manage many of its
earlier IT interagency transactions. Welater observed that PTO had taken
stepsto implement stricter procedures and better management for its
agreements. PTO a so significantly reduced its use of agreements, and
currently haslisted only $4.7 millionin I T interagency agreements.

Specifically wefound that:

° PTO did not comply with some procurement laws, regulations,
and best practi ces governing multiagency contractsand multiple
award schedul e transactions when using such transactionsto
support its|T development efforts.
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o All of thelT-related interagency agreementsissued before
February 1997 that we reviewed were missing fundamental docu-
mentation needed to ensure adequate control over the agreements.
Moreover, lacking aformalized interagency agreement manage-
ment process, PTO did not adequately control the activitiesof its
largest multiagency contracts providing agency, GSA’s Federd
Systems Integration and Management Center. But since 1997,
PTO hasimproved its management of I T interagency agreements.
Theseimprovementsinclude better documentation and more
proactive management, aswell asareduction in the use of
interagency agreementsin favor of asingle competitively awarded
multiple award task order contract.

o None of the non-1T agreementswe examined were reviewed by
the Department’ s Office of General Counsel for legal sufficiency.
In addition, PTO had not conducted adequate analyses under the
Economy Act to determine whether it wasin the government’s
best interest to enter into agreements. PTO has since implemented
guidelinesthat require General Counsel review of agreements
beforeissuance. PTO isalso preparing Economy Act determina-
tions on those agreements subject to the act.

o The PTO database used to track both IT and non-IT interagency
agreements was inadequate at the time of our review. Since then,
PTO has established acomprehensive database.

o The Department lacked policies and proceduresfor multiagency
and multiple award schedul einteragency transactions. The needed
guidance should specify qualitative standards of documentation
and minimum review thresholds.

We made recommendationsto PTO and the Department to resolve
our concerns, recognizing that since 1997, PTO had taken anumber of
measuresthat greatly improved its use and oversight of interagency and
other special agreements.

In responseto our report, PTO officials generally agreed with our
findings and reiterated the changesthat it hasmadeinits policiesand
procedures since 1997. The Department’ s Office of General Counsel
agreed that better management of agreements and legal review will
improvethe agreements process. And the Department’ s Office of
Executive Assistance Management agreed to lead an effort with the Office
of Acquisition Management to prepare and issue ahandbook detailing
departmental policiesand proceduresfor interagency agreements. (Office
of Inspections and Program Evaluations: IPE-10728)
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U.S. DEPARTMENT OF COMMERCE

Technology
Administration

TECHNOLOGY ADMINISTRATION

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

The OIG conducted an audit of the FY 1995 through 1997 criteria,
procedures, and practicesfor soliciting, reviewing, and selecting
applicationsfor financial assistance under NIST’ s State Technology
Extension Program. The program providesfinancial assistance, through
cooperative agreements, to state governments and non-profit organizations
to help states devel op manufacturing assi stance programs aimed at small
and medium-sized manufacturers, and to help bring those state programs
to aperformancelevel wherethey can providethefull range of manufac-
turing extension servicesrequired by manufacturers. NIST administersthe
program through its Manufacturing Extension Partnership office.

The OIG began an audit of NIST’ scriteria, procedures, and practices
for the programin FY 1997, during which the agency made two awards of
$100,000 each. NIST has not made any program awards since FY 1997
and does not anticipate any future solicitations, asit considersthe nation-
wide network of manufacturing extension program centersto be complete.

NIST had issued an open-ended solicitation for applicationsunder the
programin May 1995. After finding minor deficienciesin the solicitation,
review, and selection processesfor the FY 1997 awards, we expanded the
scope of our review to include all program funding awarded under the
original solicitation. NIST did not award program funding in FY 1995, but
did make six awardstotaling $552,000 in FY 1996.

Our audit disclosed that although NIST devel oped and published
appropriate evaluation criteriafor its FY 1995-97 program competitions, it:

o Did not comply with the Department’ srequirement that anotice
be placed in the Federal Register, at |east annually, announcing
theavailability of funds and specifying the criteriaand processto
be used in selecting award recipients.

o Did not properly screen proposalsfor compliance with published
funding and award period requirements.

o Could enhance theindependence and objectivity of any future
program competitions by using proposal reviewersfrom outside
the program area.

We made several recommendationsto address our concerns. NIST
agreed with our findings and recommendeations. (Business and Trade
Audits Division: BTD-10961-9-0001)
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The Technology Administration
serves the needs of technology-
based industry, advocates federal
actions and policies to speed the
transfer of technology from the
laboratory to the marketplace, and
removes barriers for commer-
cializing new technologies by
industry. It includes three major
organizations:

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




Technology Administration

Technology
Administration

NIST NTIS
Technology
Policy

Management of NTIS Agreements
Requires Additional Improvements

NTIS usesinteragency and other special agreementsto pursueits
mission of being thefederal government’ scentral clearinghousefor
unclassified scientific, technical, engineering, and other business-rel ated
information. Through such agreements, NTIS acquiresinformation from
federal agencies, government contractors, and foreign governmental
sources. NTIS s collection of information exceeds 2.5 million worksand
includes business and management studies, research and devel opment
tools, and foreign and domestic trade statistics.

Aspart of our Department-wide review of the use of such agreements,
we evaluated the policies, practices, and procedures being followed by
NTISin preparing, reviewing, and managing its agreements. Overall, we
found that NT1S properly uses agreements to support its mission.
However, weidentified severa areasin need of improvementinthe
administration of agreements:

° Processes and procedures covering agreements need
improvement. The agency lackswritten policiesand procedures
for drafting agreements and does not ensure that they undergo
sufficient legal review.

o Interagency agreement files need to be consolidated and
organized. NTIS maintainstwo separate sets of filesfor its
interagency agreements, resulting in record-keeping problemsin
both sets and poor management of its projects.

o Agreements database needs to be improved. Itscurrent
agreements database is difficult to use and requires special effort
to produce reports and other information on its agreements.

° Joint venture agreements need improvement. Weidentified
twoissuesrelated to NTIS sjoint venture agreementswith private
parties. First, therequired businessplansfor joint venturesare
inadequate and, in some cases, not prepared at al. Second, joint
ventures are not being awarded through a process that adequately
promotes competition.

Werecommended that NTIS (1) develop comprehensive guidelinesfor
preparing all types of agreements and work with the Department’ s Office
of General Counsel to improvethelegal review of agreements, (2) main-
tain one compl ete set of recordsfor each agreement in one location,
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(3) redesign its database to be more user-friendly, and (4) for joint
ventures, create acomprehensive business plan for each project and
develop amoreformal awards process that ensuresfull competition and
includes shorter agreement termsto further promote competition.

NTISgenerally agreed with the recommendationsand has begun
coordinating with the Office of General Counsel onthelegal review of
agreements. (Office of Inspections and Program Evaluations: IPE-11021)

NIST’s Policy of Allowing Employees to Bring
Firearms onto Its Campus Was llI-Advised

During our ongoing review of NIST’ splansfor aproposed ballistics
testing facility and firearms qualification range on its Gaithersburg campus,
we became aware of arelated issue—aNIST policy that allowed
employeesto bring their recreational weapons onto the campus.

Since at least 1975, NIST has granted some of its employees and
contractors permitsto bring weapons and ammunition onto its
Gaithersburg campusfor their personal, off-duty, and off-campus use.
Weapons approved include various models of hunting rifles, shotguns,
handguns, bows and arrows, martial arts weaponry, and assorted types of
ammunition. Under the policy, the weaponswereto be kept unl oaded,
encased (if handguns), secured in the employees’ vehicles, and not
removed while on the campus. In June 1999, when we conducted our
review, about 20 employees and contractorshad NIST permitsto carry
personal weapons and ammunition onto the campus.

InaJune 2, 1999, memorandum, we recommended that NIST cease
allowing itsemployeesto carry weapons or ammunition onto its
Gaithersburg campus, unlessthe carrying of weaponsisdirectly related to
their official duties, and cancel al permits. Asour memo pointed out, in
addition to concerns about the appropriateness of thispolicy interms of
safety, liability, and potential adverse publicity, thispracticewasin
apparent violation of federal criminal law, 18 U.S.C. § 930, which
generally prohibitsthe possession of firearmsor other dangerous weapons
inafederal facility. Although NIST officials disagreed that the carrying of
weapons on the campus was prohibited by law, they agreed, on the basis
of policy considerations, to stop issuing new permitsand cancel al existing
permits. (Office of Inspections and Program Evaluations)
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Postsecondary Internship Program Award
Process Promotes Merit-Based Decisions

Aspart of its Department-wide review of discretionary financial
assi stance programs, the OIG conducted an audit of FY 1997 and 1998
award criteria, procedures, and practicesfor soliciting, reviewing, and
selecting applicationsfor financial assistance under the Department’ s
Postsecondary Internship Program. The program, administered by the
Office of Executive Budgeting and Assistance Management (OEBAM)),
offers college students the opportunity to obtain paid internships at the
Department. During FY s 1997 and 1998, the program funded six new and
two amended awards, totaling more than $2.4 million.

Our audit disclosed that OEBAM devel oped merit-based evaluation
criteriafor evaluating applicationsfor FY 1998 awards. It also properly
publisned anoticein the Federal Register soliciting applicationsfor
funding and further publicized the program through an announcement on
itsweb site and other means. However, OEBAM:

o Made awardsin FY 1997 using policies and proceduresthat did
not comply with departmental and federal requirementsfor the
competitive selection of financial assi stance recipients.

o Had not properly documented its proceduresfor reviewing and
selecting applicationsfor FY 1998 awardsin aformal policy
statement or manual.

o Had not ensured that the program wasincluded in the Catalog of

Federal Domestic Assistance for FY 1998.

We recommended that the Department document and disseminate
program proceduresfor the review and selection of applicationsina
written policy statement, and consider including individua sfrom outside
the Department onitsreview panelsin order to enhance the independence
of application reviews.

The Department agreed with our recommendations and plansto
develop awritten policy statement detailing the program’ sreview and
selection procedures. In addition, the policy statement will include
proceduresto invite individual s from outside the Department to participate
on program review panels. The Department al so ensured that the program
isnow included inthe Catalog of Federal Domestic Assistance. (Business
and Trade Audits Division: BTD-11822-9-0001)
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Natural Disaster Reduction Initiative Is
on Target, but Needs Better Reporting

In December 1996, the Cabinet-level National Science and
Technology Council’ s Subcommittee on Natural Disaster Reduction
establisheditsnational initiativefor an interagency approach for the
strategi ¢ coordination and advancement of programs, strategies, and
research to reduce the social, environmental, and economic costs of
natural disasters. Along with the Department of Commerce, theinitiative
included the Federal Emergency Management Agency, U.S. Geological
Survey, U.S. Army Corpsof Engineers, National Science Foundation,
Environmental Protection Agency, and National Aeronauticsand Space
Adminigtration.

In February 1998, the Department established itsown initiativeand a
strategic framework for Commerce partnershipsin natural disaster
reduction. The Commerce strategy primarily involvesthe coordinated
effortsof NOAA, NIST, EDA, and BXA, with support from other
bureaus. A NOAA senior scientist serves asthe Department’ s principal
contact for theinitiative and is the chairman of the Council subcommittee.

The OIG completed an audit survey to determine what the bureaus
have donein responding to the Department’ sinitiative, assessthe progress
made, and identify and recommend changesfor improvement. Wefound
that the Commerceinitiative wasin consonance with the overall natural
disaster reduction plan. However, we noted that theinitiative did not
providefor individual bureausto report to the Department on the
accomplishment of established milestones and objectives. Asaresult, the
Department would not have adequate feedback to determineif the
initiative was being properly implemented and achieving the desired results.

Werecommended that the Department establish standard, periodic
progressreportsfor the bureaus. The Department agreed with our recom-
mendation, but expressed itsbelief that the reporting function should be
housedin NOAA, which playsthelead rolein theinitiative. We concurred
with that proposed course of action. (Science and Technology Audits
Division: STD-11600-9-0001)

Verification of Centralized Trial-Balance System
Data Supports Department’s Assertion

In connection with the audit of the Department’ s FY 1998
consolidated financial statements (see March 1999 issue, page 76), the
OI G performed certain proceduresto verify financial datafor the General
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Accounting Office and Department of the Treasury’ s Financial
Management Service. Our verification was conducted to evaluate the
Department of Commerce' sassertion that the summarized federal
agencies centralized trial-balance system data provided by Treasury was
not consistent in al material respects with the Department’sFY 1998
consolidated statements. Our findingswerein agreement with the
Department’ s assertion, identifying differences between the dataand the
consolidated statements. These differences existed because the datawas
dueto Treasury before the Department finalized the consolidated
statements. Thisisadirect result of the Department’ s decision to extend
thetimelinefor submitting financia statementsin order to receivean
unqualified opinion on its consolidated balance sheet. (Financial
Statements Audits Division: FSD-10899-9-0002)

Preaward Financial Assistance Screening

We continue to work with the Office of the Executive Budgeting and
Assistance Management, NOAA and NIST grant offices, and EDA
program officesto screen al of the Department’ s grants, cooperative
agreements, and |oans before award. Our screening Serves two purposes:
It providesinformation on whether the applicant has unresolved audit
findings and recommendations on earlier awards, and it determines
whether aname check or investigation hasrevealed any negative history
onindividualsor organizations connected with aproposed award.

During this period, we screened 1,563 proposed awards. On 33 of the
awards, wefound major deficienciesthat could affect the ability of the
proposed recipientsto maintain proper control over federal funds. On the
basi s of theinformation we provided, the Department delayed the awards
until concernswere satisfactorily resolved, established special award
conditionsto adequately safeguard federal funds, or designated certain
recipientsas“highrisk” and required that disbursement of federal fundsbe
on acost reimbursement basis, rather than allowing the awardeesto draw

upon the fundsat will.
Preaward Screening Results
Results Number Amount

Awards delayed to resolve concerns 18 $21,495,060

Special award conditions established 8 8,883,249

Cost reimbursement basis required 7 3,914,200
@ Commerce OIG Semiannual Report
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Indirect Cost Rates

Under OMB policy, asinglefederal agency—the " cognizant
agency”—isresponsiblefor the review, negotiation, and approval of in-
direct cost ratesfor public and private entitiesreceiving funds under
variousfederal programs. Normally, thefederal agency providing the most
direct funding to an entity isdesignated asits cognizant agency. OMB has
designated Commerce as the cognizant agency for 280 economic devel -
opment districts, aswell asanumber of state and local government units.
From timeto time, the Department also has oversight responsibilitiesfor
other recipient organizations. The Department has authorized the OIG to
negotiate indirect cost rates and review cost allocation planson its behalf.
The OIG reviews and approves the methodol ogy and principlesusedin
pooling indirect costs and establishing an appropriate base for distributing
those coststo ensurethat each federal, state, and local program bearsits
fair share.

During this period, we negotiated six indirect cost rate agreementswith
non-profit organizations and governmental agencies, and reviewed and
approved eight cost alocation plans. We also provided technical assistance
to recipients of Commerce awards regarding the use of rates established by
other federal agenciesand their applicability to our awards. Further, we
haveworked closely with first-timefor-profit recipients of Commerce
awardsto establish indirect cost proposalsthat are acceptablefor OIG
review. (Atlanta Regional Office of Audits)

Nonfederal Audit Activities

In addition to Ol G-performed audits, certain of the Department’ s
financial assistance programs are sometimes audited by state and local
government auditors and by independent public accountants. OMB
Circular No. A-133, Audits of States, Local Governments, and Non-Profit
Organizations, setsforth the requirementsfor most of these audits. For-
profit organizationsthat receive ATP fundsfrom NIST areaudited in
accordance with Government Auditing Standards and NIST Program-
Specific Audit Guidelines for ATP Cooperative Agreements, issued by the
Department. (Before June 30, 1996, such audits were subject to the
requirements of Circular A-128, Audits of State and Local Governments,
and theformer Circular A-133, Audits of Institutions of Higher Education
and Other Non-Profit Institutions. Some of the audits discussed below
were conducted in accordance with these earlier circulars.)

We examined 380 audit reports during this semiannual period to determine
whether they contained audit findings on any Department programs. For
252 of these reports, the Department acts as cognizant agency and moni-
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torsthe auditee’ scompliance with the applicable OMB circulars or the
NIST program-specific reporting requirements. The other 128 reportsare
from entitiesfor which other federal agencieshave oversight responsibility.

ATP
OoMB Program-
A-133 Specific
Report Category Audits Audits Total

Pending (April 1, 1999) 78 80 158
Received 213 79 292
Examined 282 98 380
Pending (September 30, 1999) 9 61 70

Thefollowing table shows abreakdown by bureau of the $466 millionin
Commercefundsaudited.

Bureau Funds
EDA $151,458,269
ITA 3,478,582
MBDA 2,204,453
NIST 192,911,760°
NOAA 97,225,281
NTIA 4,134,320
NTIS 25,364
Agency not identified 14,506,020
Total $465,944,049

& Includes $155,665,077 in ATP program-specific audits.

Weidentified atotal of $1,851,588 in questioned costs. In most
reports, the Department’ s programs were considered non-major, resulting
inlimited transaction and compliancetesting against laws, regul ations, and
grant terms and conditions. The 25 reportswith Commercefindingsare
listed in Appendix B-1. (Atlanta Regional Office of Audits)
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INDEX

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

Section Topic Page

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

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

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

5(a)(3) Prior Significant Recommendations Unimplemented

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

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

5(a)(6) Listing of Audit Reports

5(a)(7) Summary of Significant Reports

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

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

5(a)(10) Prior Audit Reports Unresolved

5(a)(11) Significant Revised Management Decisions

5(a)(12) Significant Management Decisions with Which the OIG Disagreed 74

The OIG is also required by section 804(b) of the Federal Financial Management Improvement Act of 1996
to report on instances and reasons when an agency has not met the dates of its remediation plan. We wiill
discuss this matter in the March 2000 issue as part of our financial statement audit reporting.

Commerce OIG Semiannual Report m
September 1999



Reporting Requirements

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

This section requires the Inspector General of each agency to review
existing and proposed |egisation and regul ations rel ating to that agency’s
programs and operations. Based on that review, the Inspector General is
required to make recommendations in the semiannual report concerning
the impact of such legidation or regulations on the economy and efficiency
in the administration of programs and operations administered or financed
by the agency or on the prevention and detection of fraud and abusein
those programs and operations. Our comments concerning legidative and
regulatory initiatives affecting Commerce programs are discussed in
appropriate sections of the report.

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

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

Toincludealist of all significant unimplemented recommendationsin
this report would be duplicative, unwieldy, and of limited value to the
Congress. Any list would have meaning only if explanations detailed
whether adequate progress is being made to implement each agreed-upon
corrective action. Also, asthis semiannual report isbeing prepared,
management isin the process of updating the Department’ s Audit Tracking
System as of September 30, 1999, based on semiannual status reports due
from the bureaus in mid-October. An accurate database is therefore not
available to the OIG for reference here. However, additiona information
on the status of any audit recommendations may be obtained through the
OIG' s Office of Audits.
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Sections 5(a)(5) and 6(b)(2): Information
or Assistance Refused

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

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

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

As of September 30, 1999, nine performance audits and one financial
assistance audit were in this category, as discussed below.

Performance Audits

The nine NOAA unresolved reports address the bureau’ s discretionary
funding programs, itslight aircraft operations, and NMFS' slaboratory
structure. These reports are discussed on page 54.

Financial Assistance Audit

The unresolved audit relates to afinancial assistance award made by
EDA. A response to the final audit report has been submitted; however,
the OIG isawaiting the submission of an audit resolution proposal.
Additional details are presented on page 23.

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

This section requires a description and explanation of the reasons for
any significant revised management decision made during the reporting
period. Department Administrative Order 213-5, Audit Resolution and
Follow-up, provides procedures for revision of a management decision.
For performance audits, the OIG must be consulted and must approve, in
advance, any modification to an audit action plan. For financial assistance
audits, the OIG must concur with any decision that would change the audit
resolution proposal in response to an appeal by the recipient.
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The decisionsissued on the four appeals of audit-related debts were
finalized with the full participation and concurrence of the OIG.

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

This section requiresinformation concerning any significant
management decision with which the Inspector General is in disagreement.

Department Administrative Order 213-5 provides procedures for the
elevation of unresolved audit recommendations to higher levels of
Department and OIG management, including an Audit Resolution Council.
During this period, no audit issues were referred to the Council.
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Statistical Highlights
Questioned costs this period ............ccoooeeiiiiiiiiiiiinieeeieeee, $1,851,588
Value of audit recommendations made
this period that funds be put to better use ..............cc........ $654,904
Value of audit recommendations agreed
C this period by management .............cciiiiiiiiniieiiinnnn, $5,345,445
4 Investigative N
Statistical Highlights
N (S TSP 1
Indictments and informations...............ccooeeeiiii i, 1
(0] 21V, Tox 170 ] 1< S 3
Personnel actionS™ .........ccoooiiiiiiii e 1
Fines, restitutions, judgments, and other civil
and administrative rECOVENES ........cocvvuieeeiiiieeeeiiie e eeeeiannn, $25,178
* Includes removals, suspensions, reprimands, demotions, reassignments, and resignations
\ or retirements in lieu of adverse action. )
4 Allegations Processed )
by OIG Investigators
Accepted for investigation ............ccccceeieeiieeiieennenn. 28
Referred to operating Units ...........ccccceeieeiiieeiieennenns 30
Evaluated but not accepted for
investigation or referral ............ccoooiiiieiiiiiieeiee _62
LI 2 1 PSP 120
Note: Numerous other allegations and complaints were forwarded
to the appropriate federal and nonfederal investigative agencies.
OIG HOTLINE
Telephone: (202) 482-2495 or (800) 424-5197
k Internet E-Mail:  oighotline@doc.gov j
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TABLES

1. Audits with Questioned Costs

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

APPENDIXES

A. Office of Inspector General Reports

A-1. Performance Audits

A-2. Inspections

A-3. Financial Statements Audits

A-4. Financial Assistance Audits

. Processed Reports

B-1. Processed Financial-Related Audits

DEFINITIONS

The term questioned cost refers to a cost that is questioned by the OIG because of (1) an alleged violation of a
provision of a law, regulation, contract, grant, cooperative agreement, or other agreement or document governing the
expenditure of funds; (2) a finding that, at the time of the audit, such cost is not supported by adequate documentation;
or (3) a finding that an expenditure of funds for the intended purpose is unnecessary or unreasonable.

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

The term recommendation that funds be put to better use refers to a recommendation by the OIG that funds could
be used more efficiently if Commerce management took action to implement and complete the recommendation,
including (1) reductions in outlays; (2) deobligation of funds from programs or operations; (3) withdrawal of interest
subsidy costs on loans or loan guarantees, insurance, or bonds; (4) costs not incurred by implementing recommended
improvements related to Commerce, a contractor, or a grantee; (5) avoidance of unnecessary expenditures identified in
preaward reviews of contracts or grant agreements; or (6) any other savings that are specifically identified.

The term management decision refers to management'’s evaluation of the findings and recommendations included in
the audit report and the issuance of a final decision by management concerning its response.
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Table 1: Audits with Questioned Costs

Questioned |Unsupported
Report Category Number Costs Costs

A. Reports for which no management decision had been
made by the commencement of the reporting period 21 $4,369,565 $2,369,712

. Reports issued during the reporting period 17 1,851,588 981,865

Total reports (A+B) requiring a management decision
during the reporting period 38 6,221,153 3,351,577

. Reports for which a management decision was made
during the reporting period 4,182,693 2,182,840

i. Value of disallowed costs 1,698,881 798,898

ii. Value of costs not disallowed 2,483,812 1,383,942

. Reports for which no management decision had been
made by the end of the reporting period $2,038,460 $1,168,737

Notes and Explanations:

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

One audit report included in this table is also included in the reports with recommendations that funds be
put to better use (see Table 2). However, the dollar amounts do not overlap.
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Table 2: Audits with Recommendations
That Funds Be Put to Better Use

Report Category Number Value

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

. Reports issued during the reporting period 654,904

Total reports (A+B) requiring a management decision during the
reporting period 22,685,908

. Reports for which a management decision was made during the
reporting period 4,054,004

i. Value of recommendations agreed to by management 3,646,564

ii. Value of recommendations not agreed to by management 409,270

. Reports for which no management decision had been made by the
end of the reporting period $18,631,904

Notes and Explanations:

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

One audit report included in this table is also included in the reports with questioned costs (see Table 1). However,
the dollar amounts do not overlap.
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Appendix A. Office of Inspector General Reports

Type Number Appendix

Performance Audits 16 A-1

Inspections 10 A-2

Financial Statements Audits 1 A-3

Financial Assistance Audits 2 A-4

Total

Appendix A-1. Performance Audits

Funds to
Be Put to
Subject Number Better Use

Research and Evaluation Program Funding BTD-11548-9-0001
Decisions Should Be Documented, CFDA No.
11.312

Dress Rehearsal Quality Check Survey Experience ESD-11449-9-0001
Indicates Improvements Needed for 2000 Decennial

Public Awareness Campaign Is Meeting Program ESD-11755-9-0001
Objectives

U.S. and Foreign Commercial Service Is Addressing | BTD-10829-9-0001
Foreign Service Personnel Management Issues

Special American Business Internship Training ATL-10998-9-0001
Program Award Process Corrected to Ensure
Independent Review Panels, CFDA No. 11.114

Planned Consolidation at Norman, Oklahoma, STD-10900-9-0001
Needs Refinement

NMFS’s Fisheries Development and Utilization STL-10950-9-0001
Research and Development Grants and Cooperative
Agreements Program Awards Were Merit-Based,
CFDA No. 11.427

NWS'’s Meteorologic and Hydrologic Modernization ATL-11405-9-0001
Development Program Awards Were Not
Competitively Selected, CFDA No. 11.467
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Tables and Appendixes

Appendix A-1. Performance Audits — Continued

Funds to
Be Put to
Agency Subject Number Better Use

NOAA NMFS'’s Fishermen’s Contingency Fund Should Be STD-11484-9-0001
(continued) Reexamined

NMFS’s Marine Fisheries Initiative Program ATL-11655-9-0001
Promotes Merit-Based Decisions, but Process
Needs More Discipline, CFDA No. 11.433

Internal Controls Over MASC'’s Bankcard Program DEN-11927-9-0001
Need Improvement

Internal Controls over Bankcard Use Are Sound BTD-11549-9-0001

Audit Survey of the Department of Commerce STD-11600-9-0001
Natural Disaster Reduction Initiative

Current DOC Postsecondary Internship Program BTD-11822-9-0001
Award Process Promotes Merit-Based Decisions,
CFDA No. 11.702

Office of Patent Publications: High Inventory, Late BTD-10996-9-0001
Patent Deliveries, and Patent Printing Issues Must
Be Addressed

TA-NIST State Technology Extension Program Award DEN-10961-9-0001
Process Designed to Promote Merit-Based
Decisions, but Process Needs More Discipline,
CFDA No. 11.613
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Tables and Appendixes

Appendix A-2. Inspections

Funds to
Be Put to
Subject Number Better Use

Improvements Are Needed to Meet the Export IPE-11488
Licensing Requirements of the 21st Century

Improvements Needed in Multiple Response OSE-10711
Resolution to Ensure Accurate, Timely Processing
for the 2000 Decennial Census

Method for Archiving 2000 Decennial Data and OSE-10758
Procedures for Disposing of Questionnaires Should
Be Finalized

US&FCS China Is Meeting the Demands of Its IPE-10915
Clients, but Internal Operations Need Attention

US&FCS Brazil: Improvements Needed in Program IPE-10916
Management and Internal Controls

US&FCS South Africa Is Building An Effective IPE-11433
Program, but Administrative Operations Need
Improvement

NESDIS Y2K Risks Are Low, but Improvements Are OSE-12199
Needed

Year 2000 Renovations and Test Program Are OSE-11693
Effective, but Agency Should Freeze Changes and
Verify Inventory

PTO Has Improved Its Management of Interagency IPE-10728
Agreements

TA-NTIS Management over Interagency and Other Special IPE-11021
Agreements Requires Further Improvement
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Tables and Appendixes

Appendix A-3. Financial Statements Audits

Funds to
Be Put to
Subject Number Better Use

Fiscal Year 1998 Consolidated Financial FSD-10899-9-0002
Statements, Federal Agencies Centralized Trial-
Balance System Data Verification Agreed-Upon
Procedures

Appendix A-4. Financial Assistance Audits

Funds to
Questioned |Unsupported| Be Putto
Agency Auditee Number Date Costs Costs Better Use

EDA Grand Forks Growth DEN-11625-9-0001 | 09/99
Fund, ND

NOAA AquaFuture, Inc., MA ATL-10729-9-0001 | 07/99 $654,904

Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.
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Tables and Appendixes

Appendix B. Processed Reports

The Office of Inspector General reviewed and accepted 380 financial-related audit reports
prepared by independent public accountants and local, state, and other federal auditors.
The reports processed with questioned costs, recommendations that funds be put to better
use, and/or nonfinancial recommendations are listed in Appendix B-1.

Agency Audits

Economic Development Administration

International Trade Administration

Minority Business Development Agency

National Institute of Standards and Technology

National Oceanic and Atmospheric Administration

National Telecommunications and Information Administration

Multi-Agency

Agency Not Identified

Total

* Includes 98 ATP program-specific audits.

Appendix B-1. Processed Financial-Related Audits

Funds to
Questioned | Unsupported | Be Putto

Auditee Number |Date| Costs Costs Better Use

American Samoa Government |ATL-9999-9-0031 | 04/99 $42,000

Idaho Innovation Center, Inc. ATL-9999-9-1261 | 07/99 30,709

Replication and Program ATL-9999-9-1298 | 07/99
Stategies, Inc., PA

City of Gary, IN ATL-9999-9-1386 | 07/99

City of Rockford, IL ATL-9999-9-1212 | 08/99 —

Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.
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Appendix B-1. Processed Financial-Related Audits — Continued

Agency

Auditee

Number

Questioned
Costs

Funds to
Be Putto
Better Use

Unsupported
Costs

EDA
(continued)

Lake City Development
Corporation, SC

ATL-9999-9-1421

$195,093

Idaho Innovation Center, Inc.

ATL-9999-9-1480

Lehigh University, PA

ATL-9999-9-1498

City of Renville, MN

ATL-9999-9-1266

City of Ely, NV

ATL-9999-9-1506

$264,585

City of Pahokee, FL

ATL-9999-9-1517

City of Moss Point, MS

ATL-9999-9-1531

All Indian Pueblo Council, Inc.,
NM

ATL-9999-9-1344

City of Williamsport, PA

ATL-9999-9-1321

American Samoa Government

ATL-9999-9-1031

15,000

American Samoa Government

ATL-9999-9-1032

177,374

American Samoa Government

ATL-9999-9-1278

52,675

Commonwealth of
Massachusetts

ATL-9999-9-1389

37,584

37,584

State of Alaska

ATL-9999-9-1200

4,160

4,160

TA-NIST

Minnesota Technology, Inc.

ATL-9999-9-1222

103,045

2,446

Lucent Technologies, NJ

ATL-9999-9-0110

659,812

645,882

Chevron Research and
Technology Center, CA

ATL-9999-9-0127

19,951

19,951

Wisconsin Center for
Manufacturing and Productivity,
Inc.

ATL-9999-9-1116

Colorlink, Inc., CO

ATL-9999-9-0038

09/99

67,941

Missouri Incutech Foundation

ATL-9999-9-1520

09/99

19,124

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

-

Audits

Performance Audits — These audits look at the
efficiency, effectiveness, and economy of the
Department’ s programs, activities, and information
technology systems. They may check a unit's
compliance with laws and regul ations, and evaluate
its successin achieving program objectives.

Financial-Related Audits — These audits review
the Department’ s contracts, grants, cooperative
agreements, loans, and loan guaranties. They assess
compliance with laws, regulations, and award terms,
adequacy of accounting systems and internal con-
trols; allowance of costs; and the degree to which a
project achieved the intended results.

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

OIG Reviews

Inspections

Operational Inspections — These are reviews of
an activity, unit, or office, or a contractor or
organization that receives funds from the
Department. They focus on an organization, not a
whole program, and are designed to give agency
managerstimely information about operations,
including current and foreseeable problems.

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

Systems Evaluations — These are reviews of
system development, acquisitions, operations, and
policy in order to improve efficiency and
effectiveness. They focus on Department-wide
computer systems and other technol ogies and
addressall project phases, including business
process reengineering, system definition, system
development, deployment, operations, and

mai ntenance.

Overview — Thisrequired component of financial
statementsisto provide a clear, concise description
of the entity’ s programs, activities, and results. It
contains the entity’ s performance measures and
serves as alink between the statements and the
requirements of GPRA.

Trend Analysis — This analysis of performance
datafrom multiple years allows conclusionsto be
drawn about an entity’ s progress over timein
improving itsresults. To facilitate thisanalysis, the
entity should present data from severa prior years,
projected data for the following year, and a
comparison of actual versus targeted performance.

-

Financial Statements Audit Terms

Unqualified Opinion — The financia statements
present fairly, in all material aspects, the entity’s
financial position and results of operations.

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

Adverse Opinion — The financial statements do
not present fairly the entity’ sfinancial position or
results of operations.

Disclaimer of Opinion — The auditor does not
express an opinion on the financial statements.
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Glossary of Abbreviations

AFOS . e Automation of Field Operations and Services
N RPN Advanced Technology Program
AWIPS .. e s Advanced Westher Interactive Processing System
BOCP e e business continuity and contingency plan
B A e Bureau of Export Administration
CAMS e e s Commerce Administrative Management System
L1 USRS PRRPPRI Chief Financial Officer
DICS 2000 .....eeiueeeieeeiee ettt sttt n et n e ne e n e r e nn e nnn e ne s Data Capture System 2000
ED A e Economic Development Administration
B e Economicsand Statistics Administration
EX-TMBENK ... e Export-lmport Bank
L7 O PSPPSR General Accounting Office
LTI TSP PTRSPRROPRI gross domestic product
GPO e Government Printing Office
GPRA e e Government Performance and Results Act
GO et nnee s General Services Administration
PSPPI Inspector General
LT et e e e e e R e e e e e r e e e Re e e nre e e r e nnneenanes information technol ogy
TR International Trade Administration
IMBDA .. e Minority Business Development Agency
IMIRR et multiple response resol ution
NESDIS ... e Nationa Environmental Satellite, Data, and Information Service
N ST e e e National Institute of Standards and Technology
NIMIFS e e Nationa Marine Fisheries Service
NOAA e e e National Oceanic and Atmospheric Administration
NTIA e e National Telecommunicationsand Information Administration
NI T PPN Nationa Technical Information Service
N T PSPPSR National Weather Service
OEBAM ... s Office of Executive Budgeting and Assistance Management
L ] PP Office of Inspector General
OMB e e Office of Management and Budget
O PP e n e n e nean Office of Patent Publications
L TP Operational Support Facility
1 PP Patent and Trademark Office
R e R e e n e e ne e e n e e e ne e nanes revolving loan fund
SA BT e Specia American Business Internship Training
B A e s nneeaa Small Business Administration
L TSP PR RSP PP Technology Administration
USEFCS .. e s U.S. and Foreign Commercia Service
USEAC ittt n e nanes U.S. Export Assistance Center
7 TP P RSP PRI year 2000
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Office of Inspector General

Organization Chart

SR Inspector )
Compliance and c ice °|
\_ Administration Deputy L ounse )
Inspector General
( Office of ) ( . h
i Office of
Inspections and .
Program Evaluations e
\_°9 Y - J
Office of w ( Office of
Audits J k Investigations
[ 1 [ 1
Headquarters Financial Statements| Regional Financial Fraud Investigative Special Activities
Audits Audits Audits Unit Operations Section

Atlanta
Regional

Financial
Statements Audits

Business
and Trade

Audits Preparation Office
Economics Financial Denver
and Statistics and Performance Regional

Audits Analysis Office

Science EDP Seattle
and Technology Audits Regional
Audits Office

Washington
Field
Operations

Silver Spring

Field
Operations

Denver
Field
Operations

-

OIG Points of Contact

Inspector General .........ccoceverenenenennenne. (202) 482-4661 Office of Counsel ..........ccovvviiniiieninenne. (202) 482-5992
Congressional/PCIE Liaison..................... (202) 482-3052 Office of Inspections and Program Eval. ..(202) 482-2754
Office of AUILS ......cccvvvriiiiiiiiiiicce, (202) 482-1934 Office of Investigations ............c.ccccccevruenee. (202) 482-0934
Office of Compliance and Admin............... (202) 482-0231 Office of Systems Evaluation ................... (202) 482-6186

TDD NUMDBET ..o (202) 482-4948

Media INQUIMES .......cceereereeriereinienieens (202) 482-5992

REQUESTS FOR REPORTS:

Telephone ..o (202) 482-0231

Internet E-Mall ........ccoooeviiiniiiicns oigreports@doc.gov

OIG HOTLINE:

Telephone .........ccocveviiieiiiiiiieeee (202) 482-2495 or (800) 424-5197

Internet E-Mall ........ccoooeviieiiiiicnns oighotline@doc.gov

OIG Internet Home Page
http://www.oig.doc.gov
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LS. DEPARTMENT OF COMMERCE
Oftice of Inspector General

Room 700990, HCHB
14th Street & Constitution Avenue, N.W.
Washington, D.C., 20230
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