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PREFACE

This is the fourth semiannual report of the Office of Inspector General in
the U.S. Department of Agriculture. The report covers the period from April
1, 1980 through September 30, 1980. We issued 238 audit reports and 949
investigative reports during the reporting period. These audits and
investigations identified approximately $250 million in recoveries, savings,
erroneous payments, management improvements, incorrect loan amounts,
penalties, claims, fines and judgments. The work also resulted in 345
indictments during the 6-month period. Our audit and investigative work in
the Department's 300 programs continues to be focused on those which have the
greatest vulnerability to fraud and abuse, those which have the potential for
wasting the greatest amount of Government money, and those which pose the
greatest risk to employee integrity. It is important to note that this
report does not describe all of the problems and recommended corrective
action brought out by our audits and investigations, but only those which are

significant.

0IG-RESOURCESS

In terms of our internal operations, perhaps the most significant development
during the reporting period has been the assumption of various additional
responsibilities. Both Congress and the Office of Management and Budget have
become more aware of the Inspectors General as the first line of defense in
the efforts to prevent fraud, abuse, and waste in Government programs. We

are increasingly being called upon to provide reports and testimony on the



effectiveness and deficiencies of the Department's programs and internal
s;stems of administration. In addition, the deployment of our audit and
investigative resources are, to a greater extent, being directed by
legislation and regulations. For example, the Senate Committee on
Appropriations, in its recent report on the Supplemental Appropriations and
Recission Bill of 1980, included requests that the Office of Inspector
General report on actions taken by the Department to improve debt collection
and to include in our semiannual report a summary of tﬁe total amounts due
the Department, as well as amounts overdue and amounts written off as
uncollectible during the reporting period; determine compliance with Treasury
Circular 1075 by auditing a sufficient number of recipient accounts to
determine whether they are filing accurate reports of cash on hand; and
submit to Congress an evaluation of the Department's progress in instituting
effective management controls and improving accuracy and completeness of the
data proviqed to the Federal Procurement Data System. In a report of the
Senate Subcommittee on Oversight of Government Management of the Committee on
Governmental Affairs, we were requested to make periodic reports on the
efficacy of the Department's "procurement agenda" in improving competition
for Government procurement dollars; and to conduct for the next two fiscal
years thorough and vigorous audits of year-end contract obligations to
determine not only technical compliance with law and regulations but whether
such expenditures were made as a result of sufficient competition and for
bona-fide needs of the Government. 1In addition to these responsibilities the
Office of Management and Budget has also made various requests of the Offices

of Inspector General. For example, it also requires the Inspector General to
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review, evaluate, and report on the Department's plans for management control
systems of procurement practices, their implementation, and their
effectiveness in insuring ethical practices and integrity in the procurement

process.

The recent regulation which has the most impact on the work of this Office‘is
Attachment P to OMB Circular A-102. This reguiation requires State and local
governments that receive Federal grant assistance funds to arrange for a
single organizationwide financial and compliance audit at least once every 2
years. Since we have direct oversight responsibility for a significant
number of such audits and will be reviewing all other audits of entities
which receive any funds from the Department, the potential effect on our
operations of OMB Circular A-102 cannot be overestimated. We anticipate that
the implementation of that circular will become onelbf our highest audit
priorities in 1981 and 1982. A1l of these requirements address significant
areas of fraud, abuse, and waste. They do, however, have a major effect on
the use of 0IG resources and thé desired flexibility of our audit planning

and priority setting.

ADEQUACY - OF - RESOURCES

Currently our office is 65 persons below authorized ceiling as a result of
the employment freeze. While clearly the objective of the freeze, that ofy
saving money, is one we also share, our ability to conduct audits and

invest igations designed to make the Department's programs more efficient and
less susceptible to fraud and abuse is 1imited by the number of personnel we

have. Qur effectiveness has also been hampered by restrictions on travel.
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We have been asked to cut significantly the total amount of money we spend on
travel at a time when airline costs are going up, per diem rates are

increasing, and the mileage allowance is increasing. Travel is essential to
audit and investigative activity. The programs of the Department are widely
dispersed geographically, and our auditors and investigators cannot audit and

investigate effectively while sitting at their desks.

CHANGES IN AUDITS AND INVESTIGATIONS

During the reporting period we have continued an evolutionary change in the
way our audits and investigations are undertaken. On the audit side we have
deemphasized significantly the amount of “cycle audits" we conduct, that is,
those audits where every 2 to 3 years on a given cycle we would audit an
entity such as a Farmers Home Administration county office or an Agricultural
Stabilization and Conservation Service county office. Instead, we have
diverted more of our resources to special impact audits; that is, we will
audit an entire program nationwide using statistical sampling techniques. We
have recently conducted such audits of the Rural Rental Housing and Business
and Industrial Loan Programs and the Supplemental Food Program for Women,
Infants and Children. We are convinced that these kinds of audits are far
more beneficial to the Congress, the Secretary, and the program managers in
telling them how well the overall programs are operating and pinpointing
specific problems. This has meant that our audit coverage at the small
entity level for some agencies has decreased. We are working with those
agencies to devise new methods to provide this type of coverage. For

example, we have worked closely with the Farmers Home Administration during
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this last reporting period in designing an internal control system for those
‘reviews which we believe should be done but are more appropriate for the

agency to do than the Office of Inspector General.

On the investigative side we have continued to devote our resources to major
cases such as food stamp trafficking or fraud in the loan programs, and
corruption, bribery, or serious misconduct involving employees of the
Department. However, this too has left a void in some less major cases we
had previously handled which now must be handled by the agencies. We are

also working closely with the agencies to try to address this problem.

SINGLE AUDIT CONCEPT

We are continuing our implementation efforts for the single audit approach as
promulgated by OMB Circular A-102, Attachment P. While we are committed to
this new concept and have planned considerable resources for its
jmplementation, we believe it will take several years to test the concept
thoroughly and to operate it effectively. We recently conducted a study to
collect data in eight States and to compile the data in order to find out the
impediments to successful implementation of A-102. The report shows that in
fiscal year 1979, the Fo?d and Nutrition Service granted a total of over $2.5
billion to 5,518 entities in the eight States. Under current program
regulations, 5,359 of these entities were required to be audited on a
biennial basis, but only 3,200 of the entities had actually been audited
during the 1979 and 1980 period. The great preponderance of these audits,



moreover, covered only Department of Agriculture funds, not funds of other
Federal agencies. The report identifies 26 non-Federal audit groups who
performed the audits, and points out that only six met the GAO standards for
auditor independence. In view of the complexities involved, this new single-
audit approach must be carefu]ly developed in order to assure its ultimate
success. In thlS regard we have some concerns with pend1ng “sing]e audit"
legislation We believe, as a first step, it is important to test the
single-audit concept under the current OMB requlation§ and.tp identify and
carefuf]y develop so]utionsvto the many compiexities that are involved as we
move forward in the implementétion of single audit coverage §f Federal grant

funds.

CORRECTIVE ACTION

One of our continuing concerns has been to get corrective action on our audit
and inveétigative reports. If we are only able to detect the problems but
have little success in correcting them, then we are not doing our full job.
We, therefore, have continued to devote considerable resources during the
period to getting corrective action by the agencies. Our audit review
committees have been continued for the Food and Nutrition Service, the
Farmers Home Administration, and the Agricultural Stabilization and
Conservation Service. We have initiated a new audit review committee in the
area of Departmental Administration. These committees, which include the
Inspector General, the Assistant Secretary concerned, and program personnel,

deal with those long-standing problems that have not received sufficient
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attention by the agency. We are also concerned with holding program managers
accountable for corrective action, and are working with the Office of
Personnel in the Department to see that such requirements are made a part of

employee performance standards.

This report addresses significant problems, abuses, and deficiencies in the
Department's programs togefher with recommendations for corrective action.

It is important to note that we have continued to receive excellent
cooperation from Secretary Bergland and Deputy Secretary Williams in dealing
with these problems and wish to thank thg Under and Assistant Secretaries and
program administrators and sfaffrwhd have worked with us so effective]y in’

implement ing many of the corrective actions required.

THOMAS F. McBRIDE
Inspector General
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SECTION I

SIGNIFICANT PROBLEMS, ABUSES OR DEFICIENCIES AND
RECOMMENDATIONS FOR CORRECTIVE ACTION

RURAL DEVELOPMENT PROGRAMS OF THE
FARMERS HOME ADMINISTRATION

In past reports we have expressed our concerns regarding the rapid growth in
the number of programs and the dollar volume of the programs administered by
FmHA, and the stress this growth has placed on the agency's capacity to

manage these programs.

I1lustrative of this growth is the fact that since FmHA began as the
Resettlement Administration in 1935 through the end of fiscal year 1979, the
agency has advanced or obligated, through loans and grants, a total of $73.2
billion. More than $58 billion (80 percent) of the total has been obligated
between 1969 and the end of fiscal year 1979. Thirty-eight billion dollars

(45 percent) of the total has been obligated between fiscal year 1976 and the |
end of fiscal year 1979. FmHA services the accounts of approximately 1.25
million borrowers with a principal indebtedness of over $40 billion. 1In

fiscal year 1979 almost $5 billion was collected by approximately 2,000 field

‘

offices.

This growth has occurred while employment has increased very little. Recent
" trends show the number of full-time FmHA employees has increased from 8,057
at the end of fiscal year 1972 to 8,456 in April 1980. Part-time employment

during the same period has increased from 1,491 to 1,674.



*A31oeded quawabeuew

VHUZ utedys A snoLuas pue sp|Lys aako|dws uo Spuewap mau 3de|d weuboud

13n4 d1318yjufs ay3 pue weuboud ueo| Adusbuaw3 JLWwou0d3 ay3 se yons sweuaboud
Mau pue I(SIWN) wa3sSAS uoLjewaoju] uswabeuel PaLjLun 8yl do[aAap 03 aunjLey
9y} ‘BuLldLA49S-uRO| JO Isuadxa ayy je BuL yew-ueo| uo siseydws ayj $1duuosuad

LeuoLlLppe 3JLy 03 A3L|Lqeul 3y3 yjLM pauLquod ‘sweuboud ur ymoub prdeu ayy

*buLdLAuss ueoy| panoudwi a0y pasu

9y3 buirziseydws s3d1440 pyaL4 ay3 01 3dLjou dALIRUJSLULWPE ue JU3S A JUddad
Sey YHwW4 JO u0jeu3SLULWPY ay3 ‘9 dwexa 404 °buruundoo st uot3e3juaLJioau

B UoNS 3oyl SuOLIeILpUL SWOS UIQ BARY 9UdY} A|JUSIBY °|BLIUISSD

9SLMIYL| SL sapniLije juswabeuew yHw4 jo uog1§1ua;4034 Lejuawepuny

e ‘swa)qoud 9s3yl yiLM |esp d|3y 0] AURSSIIAU BUR SIIUNOSDU 33e1S [euoLiLppe
SLLYM °uoL3INdBsOUd |NYSSIIINS 03 3[ILISQO UR BU3M $3IL30RUd U0 SBUNPalOUd
VHU4 A3 ney jey3 puty 03 ALUO SUBMOUIUOQ AQ SIUBWIILIS BSR4 40 pnedy

paba| e BurAajoAuL ssouejsul snouswnu pajebLisaAulL aAey ay  *seade asayl ul
swa|qodd snoLuas pue burpueys-buo| umoys aaey sjLpne pue suolLeBL3saAulL ang
"buldLAJ4SS ueO| puR 1Lpaud |BLOJSWWOD JO AJL[LQR|LBAR ‘SIUBWAIRIS Letoueuty
‘uoLjedt(dde ueo| 8yl jO M3LABL |Njaded o asuadxa ayj je usaljo ‘speuw

ueo| ay3 bur33isb aziseydws yoLym “sapjtaorud juswabeuew yHu4 uL sat| wapqoud
3yl 4o 3jued 3bue| Ay|enbd uy °s204n0sau YHu4 0 Adenbape 3yl uo £ |e101

puadap jou sa0p ‘udAamoy ‘swedboud ueo| YHu4 Sy} 40 Juswobeuew dAL}IFSLT

*6/6L 4edk |eIsty uL uoriw /°p$ 01 6961
Jedf |®ISL) ul 000°096% WOJ) paseaudur sey aako|dws uad oL|0J340d ueo| ayjy jJo
an|eA abeusaAe 3y} ‘A|3SUdAUO) 6/l JRDA |BISLY UL [2°0 01 96| JedK [BISL}
uL Q°| woJy paseasdap sey Asuow weuaboud ur uor[lw [§ uad sﬁo;13un; BuroLauas

pue buiyew-ueo| 404 3|qe|LRAR SUR3A 4JBIS 4O JIqUNU DY} IRy} SL I|NSBU AYL



Intradepartmental Review

In early 1979, we conducted a review of past audits of FmHA programs and
found that many of them reported the same general problems--for example
inadequate review of loan applications, inadequate servicing of loans and
delinquent accounts, and inadequate review of borrowers to determine if they
should be graduated to commercial sources of credit. Many of the problems
were attributed to the imbalance between the size and complexity of FmHA

programs and the size and skills of its staff.

This review led to the creation of an intradepartmental group (the Deputy
Secretary, Assistant Secretary for Rural Development, Inspector General, and
FmHA Administrator) which was charged by the Secretary with the
responsibility of developing recommendations to improve FmHA's management
controls and lessen the susceptibility of the Rural Rental Housing, Business
and Industrial Development, and Emergency Loan programs to fraud, abuse, and
waste. The group developed over 60 recommendations which FmHA has
implemented or is in the process of implementing. In addition FmHA requested

audit and investigative assistance in those program areas.

Internal Review Capacity

At the request of FmHA, the Office of Inspector General analyzed the need for
FmHA to establish an internal review capacity. The analysis was predicated
on the fact that FmHA has evolved from a small lender of last resort for
family farmers to one of the largest financial institutions in the world. 1In

the past decade FmHA's loan volume has increased from $800 million to over
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to ensure that corrective actions for problems identified in auditﬁ;
investigations, and reviews are, in fact, implemented. This latter function
should help resolve the primary concern of 0IG that effective corrective

action is taken.

Specifically, we have recommended the establishment of an internal review
staff of between 50 and 75 persons within FmHA which would be responsible for

the following functions:

o perform post-closing credit analysis of large dollar loans and review
the independent public accountant reports required by various FmHA

programs;

o perform trend analysis on FmHA programs and operations and monitor
the activities of the Finance Office--that is, make confirmations of

borrower accounts; and

o perform additional internal reviews of areas most susceptible to
problems, and follow up on actions taken to correct deficiencies

disclosed in prior QIG audits and internal reviews.

FmHA has recently developed a plan for creating an internal review staff, but

has not yet assigned personnel to this function.

Special - Impact - Audits

Although we continue to-devote a significant portion of our resources to
programs administered by FmHA, we have also concentrated on improving the

effectiveness of our audit effort by placing greater emphasis on special



impact audits designed to focus on problems in an entire program, as opposed
to problems in the particular office administering the program as was done
under the cycle audit concept. We have found that the special impact audit

results in more comprehensive correction of endemic problems.

The following audits, conducted during this reporting period are examples of

our special impact audits.

BUSINESS AND INDUSTRIAL LOAN PROGRAM

The Business and Industrial Loan Program was authorized by the Rural
Development Act of 1972. The purpose of the program is to stimulate the
rural industrial economy by providing loan funds to acquire, construct,
reorganize, or expand rural businesses providing new employment
opportunities. It is primarily a guaranteed loan program. That is, FmHA can
guarantee up to 90 percent of a loan which is usually made by a commercial
bank. Business and industrial logns made through the program through fiscal

year 1980 totaled approximately $4.4 biltion.

During this reporting period we completed a review of 40 business and
industrial loans. This review resulted from concerns voiced about the
business and industrial loan guarantee decisionmaking process by persons
within FmHA, the Office of Inspector General, and the Secretariat, and from
outside the Department. We were concerned not only with the issue of whether
or not external pressures were leading to the approval of business and
industrial loan guarantees for reasons unrelated to the financial and

economic feasibility and impact, but also with the appearance that external
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personal contacts between FmHA officials and outside interested parties
concerning the loan applications. Routine congressional or other inquiries

on the status of loan applications were disregarded.

Six of the 40 loans in our sample were approved outside the normal
application review and evaluation process at both the State and national
office levels. While the regulations provide that the State director has
ultimate responsibility for final loan approval, in practice that system is
not always followed. In three cases, State officials either did not
recommend approval of the loan or were not given an opportunity to review and
evaluate fully the application before the loan application was reviewed by
the National Office. A national office loan review officer was assigned to
evaluate the six applications, but the applications were either not fully
evaluated by the officer or were not subsequently recommended for approval by
the national office loan review committee. Two of the loan applications were
approved but never reviewed by the loan committee as required by FmHA
procedures. The remaining four applications were discouraged by the
committee but were subsequently approved. According to interviews and record
examinations, the assigned loan review officers had recommended or were going
to recommend against guaranteeing loans to these applicants because of their
poor financial condition, the high risk involved, or the lack of credit

worthiness.

Of the 40 loans reviewed, 26 were discouraged at least once by the national
office prior to being'approved. There were nine cases where the loan 4

guarantee applications were discouraged two to four times preceding final



approval. From our reviews of the loan dockets and our interviews, it
appeared that considerable support from members of Congress or the
Secretariat was giveh for final approval of 14 of the 26 loan applications

previously discouraged.

In many of the cases where there was outside support for loan approval, the
documentat ion of the processing and the factors on which approval of the

applications was based were inadequate.

In addition, the loan review summaries prepared by the assigned loan review
officers for presentation to the loan review committee were not retained when
applications were discouraged or rejected. Only the letters to the State
offices discouraging the projects were in the loan files. However, when the
applications were resubmitted and ultimately approved, the loan review
summaries prepared at that time were retained. Therefore, the loan review
committee in its deliberations did not have the benefit of the prior review

and reasoning for discouraging the loan guarantee -application.

Recommendat ions

We made the following recommendations to the Secretary to improve business

and industrial loan decisionmaking. These recommendations were based on our
belief that we must insure the integrity of the Business and Industrial Loan
Program and that we should take steps necessary to assure that all loans are

made on ‘their merit and in accordance with statutory requirements.

1. A1l "outside" contacts, that is, from other than FmHA employees or

the applicant and his/her respresentative, should be documented. A
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written record of such communications, calls or inquiries setting
forth the nature of the inquiry and the response should be
transmitted to a designated official of FmHA who will make sure such

records of contacts are placed in the loan docket.

The Administrator of FmHA should have full delegation of
responsibility for business and industrial loan approvals and
disapprovals. While such a delegation presently exists, our review

showed noncompliance with this regulation in a number of instances.

The Administrator of FmHA may delegate approval authority to
subordinate levels within FmHA with clear guidelines specifying the
dollar size or specific nature of the business and industrial loans

subject to such delegation.

Each business and industrial reviewing level within FmHA (State or
national office) should fully document their recommendations for
approval or disapproval and the specific factors on which such

recommendations are based.

A1l loans of $1 million and over should be reviewed by a national

loan review committee.

The loan committee should make a documented committee recommendation
of approval or disapproval setting forth the specific reasons and

analyses in support of that recommendation.
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7. There should be an appeal procéss to the FmHA administrator for those
loans finally disapproved at the State level. For those for which
the national office has approval/denial authority, there should be no

appeal.

8. The Administrator of FmHA should immediately implement internal
review systems to deal with the following aspects to assure that the
business and industrial loan applications are thoroughly reviewed in

depth and in detail:

a. Economic feasibility of the venture, including review and
verification of current financial data, sales and profit
projections, employment projections, adequacy of borrower
equity, management capability, and any specific feasibility

studies submitted in connection with the applications.

b. Negotiation of an appropriate level of guarantee commensurate

with the degree of risk and FmHA financial exposure.
c. Adequacy of loan security, particularly personal guarantees.

The agency is implementing those recommendations, with one modification. The
Under Secretary for Rural Development will retain final review authority for

loans over $2.5 million which have been approved by the FmHA administrator.

We are continuing our audits of the overall administration of the Business
and Industrial Loan Program and are currently performing a review of a
statistically selected sample of 30 business and industrial loan guarantees

in 20 States.
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RURAL - HOUSING - EONSTRUCTION - AND- REPAIR - L OANS: - INTEREST - CREPIT  AGREEMENTS

The Housing Act of 1968 gave FmHA authority to subsidize interest on loans
approved for low-income borrowers. Under this authority FmHA can charge a
low-income borrower as 1little as 1 percent interest on the loan, with FmHA
paying the difference between the subsidized interest rate and the true

interest cost to FmHA, currently 11 percent.

Since 1968, FmHA has granted apprdximately $1.7 billion in interest credit
assistance. The interest credit program has grown from $1 million in 1969 to
$442 million in 1979. The average effective interest rate paid on loans by

borrowers who receive interest credit is approximately 2.8 percent.

The interest credit agreements are for a 2-year period and are reviewed
biennially to determine the need for .continued interest credit assistance.
The FmHA county supervisor has the authority to increase the benefits if
there is a reduction in income prior to the normal review date. However,
there is no requirement to reduce benefits unless the borrower is found
ineligible for the program; nor are there requirements for the borrower to
report changes in income nor for the county supervisor to monitor changes in

income.

We conducted an audit of the interest credit program in 1976 and found that
34 percent of the 150 interest credit agreements sampled were incorrect at

the time they were approved by the county supervisor.

The amount of interest credit was incorrect in an additional 39 percent of

the sample agreements because of changes in borrower income or other
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circumstances occurring after the loan was made. The prior audit projected
$50.3 million in excessive interest credits being granted to borrowers during
the term of the 181,262 agreements that were in effect at the time of the

audit.

Our current audit, based on a statistical sample of 200 loans selected from
310,778 loans in effect as of October 1, 1979, was to determine what changes
had occurred in the program since our previous audit and to determine the
effect of such changes. We found that: (1) FmHA had not adopted many of our
recommendations, and (2) the magnitude of the problems had increased
significantly. We found thefe had been a 72-percent increase in the number
of interest credit agreements and a 157-percent increase in the value of
these agreements since 1976. The error rate in interest credit computations
resulting in overissuance of benefits increased from 64.7 percent of the
agreements sampled in the prior audit to 76.5 percent in the current audit;
while the error rate resulting in an underissuance of benefits increased from

8.6 percent to 10.5 percent.

The dollar impact of these errors increased from $50.3 million in 1976 to
about $190.7 million in 1979. Generally, the same types of problems
disclosed in our previous audit were found in the current audit. For

example:

0 Because FmHA procedures do not require borrowers to report changes in
their income or other circumstances to the county office, we found 19
percent of the 200 borrowers sampled would have been ineligible for

interest credit because of increases in income. An additional 48
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percent, while still eligible for interest credit, had income
increases which would have resulted in an increase in the interest

charged them on the loan.

The audit also identified certain inequities in the granting of interest
credit to rural housing borrowers. An analysis of the loan data for the
period October 1, 1978, to December 31, 1979, showed that lower income
interest credit borrowers on a nationwide average were purchasing higher
priced homes than are higher income borrowers who were not eligible for
interest credit. The analysis also showed that some rural housing applicants
not eligible for interest credit probably could not afford to purchase a home
because they would‘pay a higher percentage of their income for housing than

do the interest credit borrowers.

Recommendat ions

(1) Interest credit agreements should be reviewed on an annual basis and
upon termination or renewal and, if appropriate, retroactive
adjustments made for improper interest credit benefits. Appropriate
changes should be made when a change in borrower circumstances
offsets the interest credit by more than $15.00 per month. In
addition FmHA should provide for penalties to borrowers' accounts to
cover the expense of performing retroactive adjustments if the

borrowers do not report changes.
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(2) The forms used to obtain and verify an applicant's family income
should be revised to include scheduled increases in salary, expected
overtime, and.any other data necessary to evaluate and compute
adjusted family income. County office personnel should be required
to document adequately their computations of adjusted family income

and interest credit.

(3) The period for reverifying income if the verification of employment
is more than 90 days prior to the date of loan approval, the date of
loan closing, or the date the interest credit agreement is approved
should be maintained. FmHA is proposing to extend that period to 120
days. We believe that FmHA will have greater assurance that borrower

income data is correct if the 90-day period is maintained.

(4) The interest credit agreement should be revised to alert borrowers to
the fact that when they sign the agreement, they are certifying to

the accuracy and completeness of the financial and household data.

(5) The national office should emphasize to county office'personne1 the
need for accurately identifying and verifying all househoid income
for persons applying for interest credit. They should be instructed
to include income from temporary employment and overtime. In
addition, county office personnel should be requested to interview

borrowers applying for renewal of interest credit agreements to
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determine if income or family status has changed since execution of

the interest credit agreement.

FmHA officials were in agreement with some of the audit findings; however,
they stated they did not have the staff to rgview interest credit agreements
upon termination or renewal nor to make retroactive adjustments for excessive
interest credit. While we agree the recommended reviews would be an
administrative burden, such corrective action is both desirable and cost
beneficial when more than $190 million in ineligible subsidy payments is
involved. The agency is establishing a task force to review the program to

determine the cost effectiveness of implementing the recommendations.

If the recommendations contained in the prior audit had been acted upon by
FmHA, a substantial portion of the projected $190.7 million in excess

interest credit would have been saved.

ECONOMIC- EMERGENCY - LOAN - PROGRAM

The purpose of the Economic Emergency Loan Program, enacted in 1978, is to
make financial assistance available to eligible farmers and ranchers to
enable them to maintain a viable agricultural operation during times of
economic stress. Loans can be made only to applicants who receive 50 percent
or more of their gross income from agricultural production or expend more
than 50 percent of their time operating the farm or ranch. Originally the

loans could be used for (1) refinancing outstanding indebtedness on farm or
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Extended-Loan- Amort ization: Periods

Economic emergency loans were made to refinance borrowers' operating
debts over periods as long as 40 years without determining the borrowers'
ability to repay the loans over shorter periods of time. FmHA procedures
provide that loans for operating debts shall be repaid in 7 years. A
20-year repayment period can be approved, however, if certain provisions
are met. Some FmHA county office personnel were of the opinion that if
real estate was used as loan security, the repayment period could be
scheduled for periods up to 40 years. As a result, 42 of the 276 loans
reviewed were made to finance operating debts (totaling $3.9 million) for

periods of up to 40 years.

The effect of this practice is to increase substantially the interest
cost to the borrower and to hinder the graduation of these loans to
private sources of credit, because commercial lenders usually limit the
repayment schedule for operating debts to much shorter periodsAéven when

the debt is secured by real estate.

Insured:Loans: VYersus-Other-Sources: of :Credit

Although FmHA established a policy of making insured loans only when loan
guarantees were not available through local agricultural lenders, as of.
December 1979 only 4 percent of the $3 billion in outstanding economic
emergency loans represented guaranteed loans. While FmHA personnel
attributed this to the higher interest rates charged by commercial
lenders, a projection based on a statistically selected sample of 30 of

377 economic emergency loans. in 11 county offices in Indiana showed
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that as many as 146 of the 377 loans were probably made without adequate
FmHA determination of whether borrowers could obtain credit from
commercial lenders either through commercial loans or FmHA loan

guarantees.

Ineligible- Borrowers- and-Unauthorized: Loan- Purposes

Of the 276 loans included in the review, 31 loans totaling $3 million
were made to borrowers who were ineligible, or the loans were made for
purposes not authorized by the program. Many of the improper loans
occurred because FmHA personnel approved substitution of economic
emergency loans for farm ownership and operating loans when applicants
did not meet the economic emergency loan eligibility requirements, or the

loans were for purposes not authorized by the program.

Our survey disclosed that 12 loans totaling $1.9 million were made to
borrowers who were ineligible because they did not meet the FmHA criteria
of deriving more than 50 percent of gross income from agricultural
production or contributing over 50 percent of their time to operate the
farm. Nineteen of the loans reviewed were made for unauthorized purpose,
such as the expansion of farming operations; purchasing, repairing or

constructing personal dwellings; and financing real estate debt.

In addition to conducting the audit, we reviewed the data base of the St.
Louis Finance Office and determined that over 4,000 borrowers with loans

totaling $199 million reported receiving 1es§ than 50 percent of their
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income from agricultural production. Field verification of this

information revealed that 7 of 27 borrowers in two counties were not

primarily and directly engaged in agricultural production as is required

by the statute.

Recommendat ions

1.

The procedures for approval of loans for refinancing operating
indebtedness should be revised to place more emphasis on the
applicant's repayment ability, as a condition for loan approval,
rather than relying solely on the assets used as security for the
loan; and to further define what other debts can be included in real

estate loans.

In order to carry out the stated policy of making guaranteed loans in
preference to insured loans, the FmHA or Congress should consider
establishing interest rates keyed to the mortgage market and
establishing separate fund limitations for insured and guaranteed
loans. Subsequent to the audit, the Economic Emergency Loan Program
was extended by Congress. In extending the program, several
amendments were made, one of which requires that before approving an
insured loan of more than $300,000, FmHA determine that the applicant
is unable to secure a loan commitment from a commercial lender that
could be guaranteed by FmHA. This requirement should improve the

balance between insured and guaranteed loans.

- 20 -



3. The FmHA national office should rewrite and clarify the intent of
operating instructions pertaining to the applicant's eligibility,
authorized loan purposes, and repayment terms. In addition, the

national office should monitor more closely critical problem areas.

The 1980 amendments alﬁo included a requirement that the FmHA conduct a
comprehensive study of the operation and effectiveness of the Economic
Emergency Loan Program and the need for extension of the program beyond
September 30, 1981. Other provisions of the study include: (1) the effect
of the loans on the overall financial condition of the borrowers and their
ability to maintain viable agricultural operations, (2) the effect of the
credit elsewhere test, (3) the loan delinquency rate and the percentage of
borrowers subsequently graduated, (4) the use of loan guarantees compared
with insured loans, (5) the purposes for which the loans are obtained
compared to the purposes specified in the act, (6) the methods of servicing
loans and encouraging repayment, and (7) program alternatives, including
merging the program with the farm ownership and operating loan programs or

the combination of all programs into a single program.

The agency is revising the Economic Emergency Loan Program instructions to
incorporate the provisions of the amendments and to provide the clarification
necessary to assure loans are made only to eligible applicants and that such

loans are used for authorized purposes.
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UNIFIED- MANAGEMENT - INFORMATION - SYSTEM

In November 1979, we pointed out that FmHA had experienced serious problems
and cost escalation in its efforts to develop the Unified Management

Information System. Since that time the following events have occurred.

o In January 1980, a departmental task force was formed, under the
direction of the Assistant Secretary for Administration, to evaluate
the status of the Unified Management Information System, to determine

what portions of the project could be salvaged.

o In July 1980, the House Subcommittee on Legislation and National
Security of the Committee on Government Operations held hearings to
examine the cause of the failure of the project and to determine what
corrective actions are needed to ensure that FmHA will develop a

modern and efficient management information system.

o In September 1980, the subcommittee issued a report entitled

Management-Failures-in Developing-the-Farmers-Home-Administration’s

Unif ijed-Management - Information-System. The report contains several

recommendat ions, including: (1) the Secretary should direct that all
UMIS development efforts be halted; (2) the Assistant Secretary of
Administration should develop a project plan to design and develop a
new Management Information System; and (3) the Assistant Secretary
for Administration shoqu assume overall management control for the

development of FmHA's management information system.

It is essential that FmHA have a viable management information system and we

will continue to monitor its development.
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DOMESTIC- FOOD- ASSISTANCE - PROGRAMS

The domestic food assistance programs of this Department such as the Food -
Stamp Program; National School Lunch Program; and the Supplemental Food
Program for Women, Infants, and Children receive more OIG resources than any
other program area. They involve large amounts of Federal expenditures,
complex delivery systems and are vulnerable to fraud, waste and abuse.
Before discussing our most recent work in this area, it is appropriate to
note the major efforts of the Department program officials and of the
Congress during the last 2 years to develop a more ef%ective strategy for
dealing with chronic deficiencies. The first step is the establishment of
enforceable performance standards for the States and local entities that
administer the program. Next, adequate compliance monitoring systems must be
developed. Finally, incentives and sanctions must be applied as
appropriate. Considerable strides have been made to accomplish these
objectives 1in the Food Stamp Program and current legislative and
administrative initiatives in the Child Nutrition Programs show great
promise. As a result, there is an opportunity to make significant

improvements in program management during the next few years.

The most recent of these efforts the Assessment, Improvement, and Monitoring
System, which covers the school feeding programs, becomes effective January

1, 1981. It establishes five performance standards which are related to the
determination of Federal payments. We think this is a positive step toward

requiring'States to deal with a number of chronic problems. We plan to

review the system after it is implemented to evaluate its effectiveness.
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While we believe there is an opportunity to make significant improvements in
program management during the next few years we should also note that in our
review of the Food Stamp, Child Nutrition and WIC Programs we have
consistently found that there is insufficient technical assistance provided
to State and local administering agencies, inadequate monitoring of program
operations, and ineffective correction of the deficiencies that are
uncovered. As a consequence, our recommendations are usually that the
program agency either initiate some practice or increase its activities in an
area found wanting. Effective program administration requires adequate staff
resources. The present personnel hiring limitations faced by the Food and
Nutrition Service may well preclude building up the agency's capacity to
provide technical assistance and conduct monitoring in the areas of financial
management and computer systems. We have consistently noted State and local
agency weaknesses in these two functions, most recently in the WIC Program.
As we have stated 1n4a11 our previous reports, we are also concerned that the
agency's staff capability continues to be diluted by States abandoning the
Summer Feeding and Child Care Food Programs forcing direct Federal

administration.

FOOD- STAMP - PROGRAM

There have been a number of recent legislative and administrative initiatives
aimed at deterring error and punishing fraud and abuse in the Food Stamp

Program. As noted in the House Agriculture Committee report on the Food
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Stamp Act Amendments of 1980, "* * * the most significant portions of the
bill, not merely from the point of view of bulk (22 separate amendments
covering nearly three-fourths of the lines) but primarily from the
perspective of long-term impact upon the shape of the Food Stamp Program, are
the 15 basically bipartisan measures that deal with reducing error, fraud,
and abuse. * * * Taken as a whole, they clearly constitute part of a
continuing massive effort to save program money for the use of those who need
it most by denying it to the unentitled." The Food Stamp Act of 1977 and the
Food Stamp Act Amendments of 1979, also show a clear congressional concern
with providing the necessary authorities to improve the program. We would

1ike to comment on some of these provisions.

Federal-Funding-of - Investigative-and-Prosecutive Activities

The Food Stamp Act of 1977 provides for 75 percent Federal funding of
investigative and prosecutive activities. The basic rate of Federal matching
for most other State administrative costs is 50 percent. The Food and
Nutrition Service issued an interim rule to implement this provision on
August 10, 1979, with funding retroactive to October 1, 1978. To be eligible
for the increased funding, the State welfare agency must include a
description of the investigative unit and its relationship with prosecutors
in its budget submission. If an agency outside the State welfare agency,
such as a prosecutor's office, is to be funded, it must have an agreement

with the State welfare agency and be added to the agency's budget.
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State utilization of this funding. OIG has conducted training sessions for
investigators and prosecutors in many States. OIG and FNS have made
presentations on the Food Stamp Program at training conferences of
organizations involved in combatting fraﬁd such as the National Welfére Fraud

Association.

Administrative Fraud-Hearings

The Food Stamp Act of 1977 provided for State administrative fraud hearings
as an alternative to criminal prosecutions. Initially, the only penalty that
could be imposed as a result of such hearings was suspension from the program
for three months for the individual who had committed fraud but not for the
entire household. Subsequent legislation has made restitution of the
Government's losses resulting from such fraud a condition for reentry to the
program. The restitution can be made as a lump sum payment or a monthly
offset against benefits. States are also permitted to retain half of any
recoveries. These last two provisions also apply to State criminal

prosecutions.

In our review of the Food Stamp Program in individual States we found minimal
use of administrative fraud hearings. The reasons given for the failure to
use this tool more effectively are the same as the reasons given in many
States for not undertaking criminal prosecution of food stamp fraud. While
fraud is undeniably a major problem in some geographical areas when
considered in the aggregate, most States feel that the effort and cost that

must go into pursuing an administrative fraud hearing for any individual is
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excessive given.the penalty that can be imposed in relation to the amount of
the fraudulent overissuance, and the fact that fraudulently obtained food

stamp benefits are a loss to the Federal rather than the State treasury.

Until more States have actually conducted administrétivevfraud hearings it
will not be possible to determine the cost in personnel and funds necessary
to operate them. Since an important goal of these hearings is to deter
others from committing fraud, not just the imposition of punishment in a
specific case, 0IG and FNS are pressing several States to take action on at
least some cases. In recent legislation which clarified the States' option
of attacking fraud through criminal prosecution or administrative fraud
hearings, the Congress made it clear that it expects the States to make a
good faith effort to pursue recipient fraud through one means or another. In
our reviews of individual State Food Stamp Programs we will continue to

monitor what the States are doing to punish recipient fraud.
Wholesalers

The original reason fof wholesaler participation in the Food Stamp Program
was to make it easier for retailers in isolated or rural areas to redeem
their food stamps. This was during a period when increased retailer
participation was critical for program expansion. In our last report we
noted that the participation of whq]esa]ers in the Food Stamp Program is now
an area of particular concern. Wholesalers can easily enter large quantities
of illegally obtained food stamps into redemption channels by altering the
redemption certificates of their legitimate retailer customers. For

example:
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o Sixteen individuals and one corporation in New York City participated
in a scheme to traffic food stamps which involved wholesalers,
retailers, bank tellers, and check cashers. The corporation, an
authorized retailer/wholesaler, purchased food stamps at a discount
from retailers who purchased stolen authorization cards and exchanged
them for food stamps with the help of a bank teller and check
cashers. The manager of a branch bank was paid by the corporation's
owners to approve phony checks used to cover their massive food stamp
trafficking and excessive redemptions. Over a period of 2 years at
least $2.5 million in illegally obtained food stamps were redeemed as

part of the overall scheme.

0 An authorized wholesaler sold bakery products to retail stores using
route deliverymen, and received food stamps and redemption
certificates in payment. During a 2-month period in 1977
approximately $23,259 in illegally obtained food stamps were redeemed
through the wholesaler's account. These illegally obtained food
stamps were covered by altering the numbers on the redemption

certificates received from retail stores.

We believe that continued participation by most wholesalers is unnecessary at
the present time. Some States with isolated locations such as Montana have
no authorized wholesalers at all. 1In the past two years, FNS has withdrawn
authorizations for nearly half the wholesalers that have been participating

in the program. However, a substantial number of the remaining wholesalers
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are located in the Northeastern States--an area where many of the kinds of
illegal activities cited above have been uncovered. At the time of our last
semiannual report, we noted that the agency had drafted a regulation which
would eliminate most remaining wholesalers. That regulation is scheduled for

jssuance early in November.

Food Stamp- Issuance-System

In our last report we expressed concern about the problem of lost or stolen
food stamp authorization cards in certain parts of the country. In the
Authorization to Participate (ATP) card issuance system, a State or local
food stamp office mails an authorization card to a recipient who then takes
it to an issuance agent, usually a bank, post office or check casher, and
exchanges it for food stamps. This system is vulnerable to mail theft and to
recipients falsely claiming that their card was stolen or lost in the mail,

receiving a replacement and redeeming both cards for food stamps.

There are two approaches to correcting this prob]em. The first 1limits access
to authorization cards making them more difficult to steal or falsely report
stolen. This would include mailing cards by certified mail or requiring a
recipient to come to a specified distribution point to pick up their cards.
Recent efforts in New York City and in Pennsylvania to improve ATP delivery

systems are set forth later in this report.

In May, legislation was enacted which facilitates a second approach to the
problem of high rates of lost or stolen authorization cards -- limiting the

ability of anyone other than the recipient or the recipient's authorized
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representative to redeem the card by tightening the identification
requirement. Specifically, the Secretary of Agriculture is authorized to
require the use of photographic identification cards in those areas where it
is necessary to protect the program's integrity. Regulations to implement
this provision are now being drafted. We are optimistic that. photo ID's will
add a strohg safeguard to the authorization card issuance system. The
critical element is, of course, that they must actually be used in the
transaction of authorization cards. To accomplish this, it will be necessary
to impose some liability on the States if there are program losses because
the photo ID's are not used. This in turn may require modification of the
State agencies' contracts with issuance agents to impose liability on the
issuers if they permit the transaction of authorization cards by anyone other
than the recipient or the authorized representative of the recipient. This
is similar to the way public assistance checks are often handled where a bank

is liable for cashing a stolen check with a forged endorsement.

NEW- YORK-CITY-FOOD- STAMP - PROGRAM

Multiple-Redemptions

In our last two reports we cited the New York City situation where about
25,000 replacement Authorization to Participate cards are issued each month
because recipients reported that their cards were lost or stolen. About 60
percent of the original authorization cards were redeemed along with the
replacement cards repfesenting a $7.2 million loss to the program for the

first 6 months of 1980. While mail theft is a serious problem in New York
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City, the main cause of the problem appears to be recipient fraud. Using
manual procedures, local officials were able to establish over 10,000 cases
where, in their judgment, the same individual signed both the original
authorization card which was redeemed and the affidavit stating that the card

had never been received.

The city's fraud unit has been using 30 to 40 employees to sort through the
25,000 cases of reported lost or stolen authorization cards each month.
Manual processing was necessary because the city's Office of Data Processing
had not developed a computer program to identify the households for which
both an original and replacement authorization card were issued and
redeemed. During our audit, we developed such a program and provided the
results to the city over the‘9 month period October 1979 through June 1980.
This will enable the city to establish priorities for referring cases to
postal authorities if the recipient appears to be the victim of mail theft
and to criminal prosecution or administrative fraud hearings in other cases.
Even with the computer assistance, a substantial problem is left to deal
with. For example, there are over 15,000 households for which an original
and a replacement card were redeemed for at least two of the nine months from
October 1979 through June 1980. There are about 250 households where this
occurred every month during the period. While the sheer volume will make it
difficult to take action on every single household, at least some action
should be taken quickly on the more flagrant cases of fraud and high mail

loss situations. To date no administrative fraud hearings or State
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prosecutions have been held. However, the city expects to begin holding some
fraud hearings during November 1980. We were able to get cooperation from
the 0ffice of the U.S. Attorney for the Southern District of New York in
initiating prosecutions. Several food stamp recipients were 1nd1cted for

falsely claiming that their authorization cards were lost or stolen.

Several changes have already been implemented to deal with the multiple
redemption problem. In August 1980, the city began requiring recipients to
pick up replacement authorizations directly from five designated locations
throughout the city. This has eliminated a part of the problem. In
addition, in October 1980 the city began implementation of a rapid access
reconciliation system. Rapid access will require the issuance of a
replacement authorization only upon verification that the participant has not
already transacted the original authorization. This can be done because this
system gives the city access to redeemed authorization cards within 5 days
after redemption. This, combined with an 8-day expiration date for the
authorization card will allow the city to delay issuing a replacement card
until the original has expired or been located if it was redeemed. If the
original was redeemed, a replacement can be issued to the household after a
prompt investigation has been made to determine whether mail theft or
recipient fraud was involved. The 8-day validity period for authorization
cards will be in place on December 1, 1980. Two additional steps are planned
which should cause a further reduction in the program losses. First, all

households reporting the loss of their authorization cards 2 months in
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succession will be required to pick their card up directly at the issuance
office. Computer ana]yses will be continued so that any households that
still frequently report a lost or stolen authorization card, for example,
every other month, can be added to the list. The second step will be the
jnitiation of criminal or administrative fraud proceedings against thosé
recipients who have falsely claimed that their original card was lost or

stolen.

buplicate - Issuances

We found that there were insufficient safeguards in the New York City program
to prevent issuance of more than one authorization card to a recipient. As a
result, we estimate that at least $2 million in unauthorized duplicate food
stamp benefits were issued between October 1979 and June 1980. At the time
of our review, the city was already aware of some of the problems and had
either corrected them or was taking action to do so. The most common

duplicate issuances occurred for two reasons.

First, there was no computer check to prevent caseworkers from unknowingly
opening up more than one case for the same hOusehold. This usually occurred
because a household transferred its case to an office other than the one in
which it was initially certified. The new office would open up a case but
the old office would not close its case. There were also instances where an
eligibility worker mistakenly prepared a computer input document to open up a
case for a recipient who already had an active food stamp case in the

office.
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Second, although there were safeguards against issuing authorization cards to
the same household through more than one of the three issuance systems, they
were not always effective. New York city uses three systems to issue food
stamp authorizations. As a generalization, one system takes care of issuing
monthly authorization cards to recipients in an active recurring status. The
second system takes care of issuing the first card for recipients who have
just come into the program. The third deals with expedited issuance of cards
to destitute recipients and replacement cards to those who have reported that
their original card was lost or stolen. The city has recently improved the
data communication capability among its issuance systems which should

substantially reduce this part of the problem.

Mailing-Authorization-Cards to Recipients-No-Longer -Eligible

During the period of our review, New York City closed an average of 24,000
cases each month. One to two weeks before the end of the month, the data
base is frozen and authorization cards are prepared for mailing the foj]owing
month, Thus cases that are closed after the freeze date receive an
additional authorization card to which the household is not entitled. In the
case of public assistance grants, the data base is frozen later in the month
and checks for households whose cases have been closed after that date are
pulled manually from the prepared mailings. If a similar system were used
for food stamps we estimate that 3,000 to 5,000 authorization cards could be

retrieved with a savings of $200,000 to $350,000 per month to the program.
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Further Review

The New York City program is quite large, representing almost 6 percent of
the value of food stamps issued nationally. For that reason we are concerned
about the serious nature of the problem uncovered so far. While we are
satisfied that the city is making serious efforts to correct many of these
deficiencies we plan to continue to monitor the effectiveness of their

changes as we continue to review other aspects of program administration.

PUERTO RICO FOOD STAMP PROGRAM

In our last semiannual report we discussed a number of problems in the
administration of the Food Stamp Program in Puerto Rico. We noted that when
we used all available information to reconcile cash collections and coupon
issuances, shortages of $12.1 million in cash and $3.7 million in coupons
were indicated. These shortages were incurred during the period from July
1974 through December 1978. The Food and Nutrition Service has billed the
Commonwealth of Puerto Rico for the full amount of the shortage. The actual
amount to be collected will not be determined until some time in the future
while the Commonwealth continues to search for documentation or reconstruct
past transactions to account for the shortages. To date about $2.4 million
of the cash shortage has been explained, but practically none of the coupon

shortage.

The Commonwealth has developed a corrective action plan to deal with the
other problems that we pointed out. That plan is now being reviewed by the
Food and Nutrition Service. Work has already begun on the correction of some

deficiencies.
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Last May, Public Law 96-249, which requires a special financial audit review
by 0IG of any “State" where participation in the Food Stamp Program exceeds
60 percent of.the population, was enacted. In effect, this provision applies
to Puerto Rico only since no other State is close to a 60-percent
participation level. We maintain audit and investijative staffs in Puerto
Rico and have monitored the program almost continuously since it began. We
will continue to review program operations on a frequent basis even if the
60-percent threshhold is not reached because of the size of the program in

Puerto Rico and the history of problems in administration.

PENNSYLVANIA FOOD STAMP PROGRAM

In our last semiannual report, we noted that in October 1979, Philadelphia
County had 2,800 cases where both the original and replacement authorization

cards were redeemed resulting in program losses of $210,000.

In September, Pennsylvania began a demonstration project in three districts
in Philadelphia and one in Pittsburgh that should eliminate the problem in
those districts. The project involves a direct delivery system in which
certain recipieﬁts are not mailed their authorization cards. Instead they go
to a specific issuance agent to pick up and negotiate their authorization
cards. This eliminates the possibility of mail theft or of recipients
fraudulently claiming the nonreceipt of their authorization card and

receiving a replacement.

The project is planned to last 6 months during which its effectiveness will
be evaluated. After the first month of operation, preliminary results appear

favorable.
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to the household but the file had no affidavit that the original
authorization card was lost or stolen. There was also little effort to
retrieve copies of the redeemed original authorization cards to compare the
signature with that on the affidavit as a first step in determining if the
case should be settled by a collection action, referred for an administrative

fraud hearing or investigation, or referred to the Postal Service.

We found there was little effective State supervision over the claims
establishment and collection activities of local county offices. In several
offices, including Wayne County, we found confusion about claims procedures,
jnsufficient collection action and incomplete or inadequate recordkeeping

related to claims.

Since our audit was completed, the Food and Nutrition Service has conducted
reviews of the Michigan situation. They informed us that the State agency
has strengthened procedures for followup on duplicate redemption of autho-
rization cards, established signature checks for redeemed replacements, and
increased emphasis on fraud referrals and the establishment of recipient

claims.

CURRENT -POLICY ON-RECIPIENT-CLAIMS

The failure to establish and collect recipient claims is one of the most
frequently noted deficiencies in State and local Food Stamp Program
administration. It is often viewed as a paper shuffling exercise that is not
worth the effort and consequently given a low priority. This is particularly

the case with nonfraud claims where current policy takes into consideration
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that the undeserved benefit to the recipient was often the fault of the State
agency and that any dimunition of current benefits to repay the Government
could put a real strain on the resources of a poor household. The demand
letter that is sent to nonfraud househo]ﬁs seeking repayment of exceﬁsive
benefits asks the recipient to make a cash payment or agree to repay in
installments and states in part, "The amount of food stamps you are eligible
to receive will not be affected if you can't pay or if you fall behind in
your installment payments."” States occasionally cite this language as
virtually inviting the recipient not to pay the claim. Anecdotal comments
from State officials and our own reviews tend to indicate that very few
recoveries result from claims activities in most States and in some cases the

costs of handling claims exceed the recoveries.

The Food and Nutrition Service will shortly propose regulations designed to
increase claims collections. The regulations would delete the language cited
above from the demand letter, and_you]d allow recipients to repay claims with
food stamps as well as with cash. In an effort to make claims collection
more cost effective, the regulations also would raise the dollar threshold
above which States are required to pursue claims from $35 to $100. We will
monitor the impact of these changes to determine whether there is any

significant increase in collection activity by the States.
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COUNTERFEITING- OF - FOOD- STAMPS

There have beeb relatively few cases of food stamp counterfeiting uncovered
during the history of the program. When the Food Stamp Program first began,
coupon books were serially numbered but the coupons were not. As a result,
there were some early instances of counterfeiting. To combat the problem,
food stamps were serialized and quality and security standards were imposed.
The Federal Reserve Banks examine a sample of the coupons as they come
through the redemption system to check for counterfeiting. In recent years
there have been very few counterfeits discovered. This is probably due in
part to the fact that large amounts of counterfeit stamps could not be
-converted to cash véry easily. The cooperation of a number of retailers and
wholesalers would be required or a network of street dealers established to

sell small amounts to individuals at discount.

Recently, two serious food stamp counterfeiting operations were discovered.
First, in August, the U.S. Secret Service arrested three persons in New York
and New Jersey who had printed approximately $300,000 in counterfeit food
stamps. In Sebtember, two persons were arrested in Chicago in an operation
involving 0IG and the Secret Service, and over $1 million in counterfeit
stamps were seized. The coupons were of good quality and could have passed a
cursory review. The Federal Reserve Banks have been advised of the problem
and have increased their monitoring of redeemed stamps. To minimize the
problem, it is necessary to combine close scrutiny by the Federal Reserve

Banks with high quality coupon paper and printing techniques.
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pinpoint various areas in which the Food and Nutrition Service can provide
greater guidance to its regional offices and can provide better instructions
and monitoring to the State and local agencies involved with the program. In-
particular these areas include automated data processing (ADP) systems,
financial management, contracts, procedures, and monitoring of food vendors

and participants.
Our general findings were the following:

o States' systems for monitoring food vendors, usually retail grocers,
were in need of improvement. As a way to test the integrity of the
system, our staff conducted purchases at some participating grocery
stores for which there was evidence of potential abuse of the voucher
system. While our samples were not representative of all vendors in
each State, they were representative of those vendors which the
States had the capability to identify as potential abusers. The
results revealed that vendors had (1) redeemed the food vouchers for
foods not actually purchased, (2) overcharged the program for foods
sold, (3) sold ineligible foods, (4) sold larger quantities of foods
than were prescribed and claimed reimbursement for all the food sold,
(5) accepted and redeemed vouchers which were no longer good because
the recipient had not used them in the month following issuance, and

(6) redeemed expired food vouchers that retailers had obtained
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without providing any food. In four of the 10 States we reviewed,
there was no documentation that compliance visits to grocers had been

made.

Our review identified several deficiencies in the ADP systems which
FNS has financed in the 10 audited States, including: inability to
identify potential vendor abuse; ineffective procedures to identify
potential duplicate redemptions by participants; no system
documentation and/or unusable user's manuals; lack of security
procedures to protect software and data files; inadequate data input,
edit checks, and output; and inability to fully reconcile redeemed
financial instruments with manually issued vouchers., Costs for
automatic data processing systems are not specifically identified
within State administrative expenses as reported to the Food and
Nutrition Service. Eight of these systems were not properly reviewed
and approved by the Food and Nutrition Service regional offices.
Sole-source procurement was often used in purchasing machinery and

automatic data processing services.

In our review, we looked at States' systems for identifying program
participants who potentially received dual benefits under the
program. We found that seven State agencies did not have effective
and efficient procedures to determine whether a participant has
received benefits from more than one program clinic. Analysis of the
actual extent of dual benefits was not within the scope of our

audit.
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0 In the three States which had home delivery as opposed to retail
store purchases; procedures did not provide for sufficient
accountability of the food vouchers used to obtain eligible
foods or for assurances that the food was received by program

recipients.

o Some State and local agencies have negotiated contracts for ADP,
banking, or retail services that did not contain such standard
contract requirements as retention of records for at least 3 years,
provision for access to the records by Federal Government personnel,
remedies in instances where contract terms are breached or violated,

or an expiration date.
We made the following recommendations to the Food and Nutrition Service:

0 Make a more consistent and coordinated effort to assure that
headquarters units, regional offices, and State agencies carry out

their responsibilities efficiently and effectively.

0 Provide guidance and assistance to State Agencies on how to conduct
effective food vendor and participant monitoring and assure that

procedures are implemented that will identify and resolve abuse.

o Implement fully and require compliance with current instructions,
guidelines, and regulations for ADP systems. Further, provide the
technical assistance and supervision necessary to assure that costs
are allowed only for ADP systems which are in compliance with Federal

regulations.
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0 Require State agencies to reconcile the number of food vouchers
issued with the number redeemed to assure accurate financial status

reports and to assist in identifying fraudulent transactions.

0 Require State agencies to utilize food voucher redemption listings to

detect dual or excessive participation.

0 Require contractors providing bulk food, equipment, and supplies to

adhere to Federal regulations and sound contract procedures.

The Food and Nutrition Service has agreed with our recommendation and has

already begun corrective action.

Our 10 State audit followed an earlier audit of the WIC food delivery system
in California. As we reported 1 year ago, we found deficiencies in
California's program, with a high proportion of vouchers redeemed at the
maximum price. Since release of our audit, California and FNS have worked to
improve the program. The State implemented a computerized edit check system
to monitor negotiated vouchers, added staff to oversee vendor and bank
operations and has investigated vendors and suspended some from the program.
The FNS regional office has increased its assistance and monitoring. The
agency has informed us that a significant reduction in vouchers cashed at

maximum value has resulted.
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DEPARTMENTAL ADMINISTRATION

During the past year, we have increased our audit coverage of the
administrative systems and operations of the Department. We completed audits
in the areas of claims collection policies and procedures. Of particular
interest in the procurement field were our audits of consultant services and

of property management, with emphasis on furniture purchases and year-end

buying.

CONSULTANT SERVICES

In May 1980, we initiated an audit survey of the overall procurement/contract
administration throughout the Department. We undertook a comprehensive
review of the procurement procedures and practices being followed in several

large agencies, with initial emphasis on consultant contracts.

In July 1980, the Office of Management and Budget issued a directive
requiring executive departments and agencies to develop a management control
system for procurement practices to assure ethical practices and integrity in
the procurement process. The control system was to emphasize those

procurements involving consulting services.

We worked closely with the Office of the Assistant Secretary for
Administration in developing a plan, which was approved by OMB, for the
control of consulting services and the improvement of procurement practices
within the Department. We are currently monitoring implementation of the
management control system and continue to work closely with the Assistant
Secretary for Administration to identify needed revisions to help assure an
effective system.
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Our review of consulting services focused on procurement in six departmental
agencies in the Washington metropolitan area. Its objectives were to
determine whether (1) the services were needed, (2) reasonable and
competitive prices were obtained, (3) tﬁe services were properly appfoved and
monitored, (4) the end result was useful, and (5) the procurements of the

services were free of any conflicts of interest.

Included in the scope of our review were all procurements of what appeared to
be consultant/management-type services. We stratified and analyzed data from
the Federal Procurement Reporting System, which contains procurements of over '
$10,000 by (1) those "product service codes" which we felt contained
consult1ng/management-type services; (2) type of procurement, emphasizing
negotiated, noncompetitive (sole source) awards; and (3) awards near the end
of the fiscal year. MWe also obtained a listing of former employees (GS-13 or
above) to see whether they had been awarded such contracts. In addition, we
reviewed financial disclosure statements of top Departmental and agency
officials, in those agencies covered in the review, for potential conflicts
of interest. Finally, since procurements of $10,000 and under are not
captured by the reporting system, we manually reviewed purchase orders to

identify consulting/management services.

From this review, we identified 163 contracts and 428 purchase orders with a

total value of over $25 million, involving consultant/management services by

the six agencies. Looking for potential problem procurements, we selectively
chose 31 contracts and 73 purchase orders for review. In addition we

reviewed four personnel actions involving consultants.
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We found the following types of problems, with 93 of the 104 procurement and

4 personnel actions selectively reviewed:

o Of 79 sole-source procurements reviewed, none of the justifications
on file adequately explained why a sole-source action was needed and
there was no evidence that attempts had been made to procure the

services competitively.

0 There were 28 procurements with former employees generally awarded
sole source, with no evidence that attempts were made to obtain the
services competitively. In most cases, the services were contracted
for shortly after the employees retired and, in some instances, were
for duties similar to those they performed prior to retirement. The
lack of adequate planning to provide for continuity of service by
in-house personnel contributed to this condition. Had these former
employees been brought back as rehired annuitants, savings could have

been realized.

o In 27vinstancés there was no evidence that a study or other
evaluation was made to determine the agency's ability to provide the

needed contract services with in-house staff.

o We found irregularities with 18 procurements which were made near the
close of fiscal year 1979. In some instances, the procurements had
not been planned or provided for in the budget. Three contracts were
awarded near the end of the fiscal year, but the work did not begin

until several months after the 1980 fiscal year began.
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o We identified 34 other instances, including four personnel
appointments, which involved improper or questionable procurement
practices, such as services performed which were outside the scope of
the contract, services provided prior to the official procurement
action, repeated use of the same contractor, the cost of the service
split among two or more purchases through purchase orders to avoid
the use of contracts, improper use of personnel appointments and
purchase orders to obtain services, consultants used to perform
functions of a policy/decisionmaking nature, and failure to determine

properly the basis for price negotiation.

We attributed these problems to a mutual failure of program management to
consult and involve procurement personnel in planning and conducting the
project and of procurement personnel to administer the contract effectively
through oversight by the contracting officer's representative. While
responsibility for corrective action in this area rests primarily on -
procurement management, it cannot be effective without the active support of

program management.

We have recommended that the Department establish a sole-source review
board(s) to review all noncompetitive awards or at least expand the duties of
the existing contract review boards to include an evaluation of the
sole-source justification. We also recommended that the Department set forth
more precisely the criteria for determining whether or not a procurement may

be made noncompetitively, the justification documentation that is required,
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and the review approval requirements that are necessary. Further, we
recommended that the Department inform all administrators of the general
findings and recommendations contained in our report, emphasizing to program
officials that justifications showing that in-house capabilities are not
available must be reasonable, proper, fully supported, and adequately
documented; and that procurements, especially those made during the last
quarter, must have documented justifiable need and be awarded in accordance
with prescribed procurement regulations. The matters have been discussed
with the Assistant Secretary for Administration and an appropriate
alternative has been worked out. We are continuing our audit efforts in the
procurement area, and subsequent reviews will emphasize year-end spending

practices.

PROPERTY MANAGEMENT

In our March 1980 Semiannual Report, we reported on our audit covering the
acquisition, management, and disposition of furniture, equipment, and
supplies at the Department's Washington, D.C. building complex. Two major

actions were taken to correct some of the problems described in the audit.

o The Office of Operations and Finance initiated "Operation Clean
Sweep" in September 1979 to rid all hallways and offices in the
Washington, D.C. building complex of excess furniture and equipment

and transfer it to the Departmental pool.

o On December 18, 1979, the Assistant Secretary for Administration
ordered a freeze on all furniture procurements within the Department

except for emergencies.
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We have followed up to determine whether agencies were complying with these
directives. We found some noncompliance. Based on these findings, the
Office of Operations and Finance took two additional actions during April

1980:

0o On April 7, 1980, the Office of Operations and Finance notified the
General Services Administration and the Federal Prison Industries to

cancel all unfilled orders from the Department.

o On April 11, 1980, the Office of Operations and Finance issued a
notice establishing a total moratorium on the procurement or rental
of all furniture in seven Federal supply classes. The notice further
directed agencies to cancel immediately all current but unfilled

orders for items in these seven classes regardless of source.

Throughout this period, we continued to monitor the overall area of property
management, especially the performance of USDA agencies under the purchasing
moratorium. On September 23, 1980, we released a followup report which

contained the following findings:

o In spite of ongoing instructions from the Assistant Secretary for
Administration and the Office of Operations and Finance, 14 agencies
ordered more than $250,000 in prohibited furniture and equipment
items on "FEDSTRIPS" alone during the period January through April
1980. One field location ordered and received $50,000 in prohibited
items on purchase orders issued since the imposition of the

moratorium.
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Although USDA agencies did cancel a total of $1.7 million in unfilled
furniture orders, the General Services Administration has continued
to deliéér, and agencies have accepted delivery of furniture and
related items covered by the moratorim. The General Services
Administration received a total of $277,469 iﬁ payments during May
($223,370) and July ($54,099) for FEDSTRIP shipments of prohibited

items to USDA agencies.

Three agencies ordered about $606,000 in systems furniture even
though adequate cost-benefit justifications were not prepared, and
the equipment to be replaced did not appear to need replacement. As

the result of our reviews, these orders were cancelled.

The control and distribution of excess furniture at the Department's
Washington, D.C. building complex still need improvement. In spite
of instructions to the contrary, agencies have persisted in storing

excess and unused items in building hallways.

Justification for one agency's purchase of $829,414 in laboratory
equipment'was questionable. The agency purchased the equipment prior
to obtaining firm commitments from the General Services
Administration for needed laboratory space; did not consider
utilizing available excess items in lieu of purchasing new equipment;
and submitted the purchase orders and obligated funds only 3 days

prior to the end of the fiscal year. Although agency officials are
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currently attempting to obtain needed space for a laboratory, over
$200,000 of this equipment has remained in rented storage ($300 per

month) since its delivery on December 8, 1978.

In order to ensure that furniture deliveries are stopped, and that USDA

agencies comply with the moratorium, we have:

o Coordinated our efforts with the Office of Operations and Finance,
which is working with the General Services Administration to stop

furniture deliveries to USDA agencies.

0o Recommended that the Office of Operations and Finance notify the
Assistant Secretaries of all moratorium violations so that agency
administrators may be directed to take appropriate administrative
action against the responsible parties. We have further recommended
that the Office of Operations and Finance monitor this process and

advise us of all actions taken.

In view of the persistent nature of the problem, we are continuing audit

coverage in the property management areas by:

o Periodically reviewing National Finance Center computer-generated
reports of open FEDSTRIP orders to ensure that currently unfilled

orders are, in fact, cancelled and that no new orders for prohibited

items are placed.

o0 Monitoring known furniture vendor accounts of the Department to
determine whether any purchases and/or shipments of furniture

prohibited under the moratorium have occurred or are pending.
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We have also completed our survey of the property management information
“system currently being implemented by the Department, and we will be

providing additional audit coverage in this area.

ESTABLISHMENT AND COLLECTION OF CLAIMS

For some time we have been concerned with getting corrective action on audit
findings which recommend the establishment and collection of a claim. The
Secretary, in August 1979, issued a memorandum which set forth the procedures
to be followed and the time within which the resolution of audit exceptions
was to be achieved. In order to test the effect of this memorandum and
determine the degree of compliance with its requirements, we undertook an
audit of the Department's Food and Nutrition Service's policies and

procedures in this area.

We evaluated the Food and Nutrition Service's system to establish and collect
claims for program losses (that is, overpayments, and the like) reported by
audits and investigations. We measured the system against the requirements
promulgated by the Department, OMB, and the Federal Claims Collection Act of
1966. 1In general, these requirements are that a claim determination be made
within 6 months for any losses cited in OIG reports, and that prompt action

be taken to collect or otherwise resolve established claims.

At the time of our review, the Food and Nutrition Service's records listed
357 0IG reports (of which 87 were released prior to 1977) containing
potential claims totaling about $60 million for which a claim determination
had not been made, or if made, the amount determined due had not been

collected or properly resolved. Our review of 66 of these cases found that:
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-- In 21 cases, collection action was delayed because the amount of the

claim was not decided from 1 to 5 years after our report was issued.

-- In 35 cases where claims were established, collection action was not

pursued as required by the GAO Claims Collection Standards.

We attributed the problem in claims collection in the Food and Nutrition

Service to:
-- the absence of agencywide claims handling procedures.

-- the lack of a central unit to monitor the resolution of potential

claims and collection actions.

-- the need for legal opinions on authorities that can be used to pursue

claims.

-~ the compromise of some claims without the required legal

concurrence.

-- inadequate accounting for claims due and collected from sub-state

entities.

FNS has agreed to implement our recommendation and we are currently working
with the agency to expedite its resolution process of 0IG reports on which a
claim determination has not been reached. Analysis will be done to determine
what additional procedures are needed to improve the claims resolution

process.
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INTERNATIONAL AND COMMODITY OPERATIONS

The Commodity Credit Corporation has as its major activities the support of
agricultural commodities through loans, purchases, and payments; and the
procurement of surplus agricultural commodities for sale or donation to other
domestic government agencies, foreign governments, and domestic, foreign, and

international relief or rehabilitation programs.

The CCC acquires commodities through purchase or by taking possession of
those pledged as collateral for price support loans. Loans to producers are
"nonrecourse" in that producers are not obliged to repﬁy their loans.
Instead, a producer may forfeit the collateral on the loan to the CCC.
Producers generally forfeit the collateral on their loans when market prices

for the commodities are below the amount of the loan.

The CCC disposes of its inventories in various ways. Some commodities are
sold for domestic use, others are exported. Both domestic and export.sales
can be for restricted or unrestricted use. In addition, commodities are

donated to Federal, State, and private agencies for use in child nutrition

and other food assistance programs.

The Commodity Credit Corporation is managed by a board of directors subject
to the general supervision and direction of the Secretary, who is an
ex-officio director and chairperson of the board. The CCC utilizes the
personnel and facilities of several USDA agencies, the principal one being
the Agricultural Stabilization and Conservation Service (ASCS). The Kansas
City Commodity Office (KCCO) of ASCS has management responsibilities for the

acquisition, handling, storage, and disposition of CCC commodities.
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The following is a summary of the more significant audit work conducted

during the reporting period:

MONITORING OF GRAIN SUSPENSION

In January 1980, when the Preﬁident announced the suspension of future grain
deliveries to the Soviet Union, we immediately established an audit task
force to monitor and test compliance with the suspension. The task force
worked continuously and closely with the CCC in implementing the various
phases of the suspension. Our continuing effort has included an active role
in preparing the CCC-Exporter Agreement, reviewing the assumed exporter

contracts, selling the contract rights, and reviewing offsetting purchases.

Under the grain suspension, the Commodity Credit Corporation purchased
contracts valued at $2.5 billion from grain exporters. Since early February
we have been issuing periodic memoranda to the Commodity Credit Corporation
and other Departmental officials on our findings. In almost all cases,
corrective action has been taken or is underway. Some of the areas covered

in these memoranda include:

o Relatively minor errors in contract pricing, which resulted in
overstating some CCC Tiabilities by about $170,000 and understating
others by about $70,000. The errors were immediately corrected by
ccc.

o Discrepancies between the amount of grain which the exporters had
sold to affiliates for shipment to the Soviet Union and the actual
amount contracted for by the Soviet Union buying Agency. This was
found to result from quantities of grain to be shipped to the Soviet
Union being sold by the U.S. exporter in long tons rather than in
metric tons as specified in the Soviet contracts. The CCC reduced
the tonnage it assumed by 7,760 metric tons, thereby decreasing its
net liability by about $200,000.
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July 1, 1978, and June 30, 1979, for insuring CCC-owned grain and rice. Had
the CCC fully implemented a policy of self-insurance during this period,
1dsses on damaged inventories would have totaled only $71,932. Given that a.
policy of self insurance would have been more cost beneficial, we recommended
that the CCC Board fully implement such a po]jcy. Although ASCS initially
concurred with our recommendation, that position was subsequently reversed.
The decision not to implement self-insurance was approved by two CCC Board
members but was never presented for full board consideration. The CCC has
about 400 million bushels of grain currently in storage; and, we estimate
that insurance rates will cost the CCC $4 - 5 million in’the 1980-81 storage

year.

Since the USDA General Counsel ruled that the CCC charter grants broad
authorities to manage its business and that the Comptroller General opinions
on self-insurance that apply to other Government agencies do not apply to the
CCC, we have requested an opinion from the Comptroller General on the
propriety of the CCC payments for hazard insurance on commodities stored in
commercial warehouses. The CCC has agreed to use the ruling as a guide in

arriving at a final decision.

PARTICIPATION OF COOPERATIVE MARKETING ASSOCIATIONS IN THE

PRICE SUPPORT PROGRAM

During this reporting period, we also audited three cooperative marketing
associations which participated in the Department's price support programs.

The audit was conducted to determine whether the cooperatives were (1)
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The other contractor, a refiner, retained 1iability for the peanut oil's
domestic use because a restricted use clause endorsement was not included in
the written sales contracts. This decision, in effect, broke the chain of
accountability in tracing the domestic use of the peanut oil sold in'bulk
quantities. Approximately 9.3 million pounds of refined restricted use
peanut 0i1 were subsequently resold as non-restricted use peanut 0il which
could have been resold for export. ASCS could assess liquidated damages of
about $1.4 million for violations of the restricted use provision. The
refiner also violated the terms of the CCC announcement with respect to time
limitations for disposition. If liquidated damages for violations of the
restricted use provisions were not already due on some of the same oil, the
refiner would be subject to liquidated damages of about $244,360 for
violations of the time restrictions. The Department is currently reviewing
additional documentation provided by these two contractors to determine the

amount of the liquidated damages, if any.
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improvement in the accuracy of quality grading can be achieved under the
present grading system. In contrast, the overall yield grading error (11.6)
w&s considerably larger than the overall grading panel error (7.0). This
indicates that efforts to reduce the errors in yield grading might be

productive.

In 7 of the 11 main stations, the percentage error in quality grading was
significantly in favor of the plant. On a national basis, 4.7 percent of the
error was in favor of the plant, while 2.6 percent was in favor of the

public.

The study recommended that the Meat Quality Division of the Food Safety and
Quality Service should: (1) continue to support USDA's efforts to develop
tools (marbling photographs and instruments) to assist graders in evaluating
certain grade factors, (2) concentrate their efforts on reducing yield
grading errors on a national basis (This may involve a re-evaluation of the
factors in the present yield grade standards with the possibility that
certain factors; such as, carcass weight and percentage of kidney, pelvic and
heart fat, might no longer be used for yield grading.), (3) conduct or
support studies conducted under controlled conditions to evaluate the effect
of environmental conditions (grading speed, light intensity, time after
ribbing, etc.) on grading error, and (4) utilize the data collected to
formulate minimum job performance standards for GS-7 and GS-9 graders. The
agency, in response to the study, agreed with the results and recommendations

and concluded that it shows a generally high quality of grading service in
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the United States. The agency also stated that it will continue to develop
objective tools to assist graders. Such tools should be ready by June 1981.

It will also initiate a training program designed to reduce yield grade

errors.

INVESTIGATIVE ACTIVITIES RELATED TO THE FOOD SAFETY AND QUALITY SERVICE

During fiscal year 1980, we continued to devote substantial investigative
resources to the inspection and grading activities of the Food Safety and
Quality Service. This has resulted in twenty indictments. Violations
included bribery of Federal inspectors, adulteration of products and the use
of counterfeit grading devices. The investigations involving the counterfeit
devices, as well as investigations into problems associated with certificates
used in the importation/exportation of meat products, disclosed the need for
better administrative controls to make these items less susceptible to
counterfeiting or other abuse. Of particular concern is the problem of
insufficient controls in the issuance and security of the genuine items and
the ease with which they can be obtained from local manufacturers. A joint
FSQS/0IG study is being initiated to determine the extent of this problem and
to formulate appropriate technical, legislative and administrative

recommendations.
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SECTION II

SUMMARY OF INVESTIGATIVE AND AUDIT ACTIVITIES

INVESTIGATIONS

Between April 1 and September 30, 1980, we completed 949 investigations
including 712 which involved possible criminal violations. We referred 324

cases to the Department of Justice.

During this six-month period, there were 345 indictments and 292 convictions
based on our investigations. Since the period of time to get court action on
indictments varies widely, the 292 convictions are not necessarily related
directly to the 345 indictments. Our overall conviction rate is about 90
percent. Fines, recoveries, and collections resulting from our
investigations during this same period totaled about $2 million and claims
were established for approximately $1 million. The following is a breakdown

by agency of indictments and convictions for the period:

APRIL-SEPTEMBER TOTAL FOR
1980 FY 1980
Indict- Convic- Indict- Convic-
Agency ments tions ments tions

Agricultural Marketing Service 1 2 3 4
Agricultural Stabilization and

Conservation Service 42 32 83 68
Farmers Home Administration 47 25 78 39
Forest Service 0 0 1 2
Rural Electrification

Administration 0 0 0 1
Soil Conservation Service 0 0 2 2
Food and Nutrition Service 231 209 443 344
Animal and Plant Health

Inspection Service 14 11 14 11
Food Safety and Quality Service 3 9 20 15
Federal Grain Inspection Service 0 0 1 2
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APRIL-SEPTEMBER TOTAL FOR

1980 FY 1980
Indict- Convic- Indict- Convic-

Agency ments tions ments tions

Office of the General Sales Manager 0 0 0 1
Multiple Agencies (two or more

USDA Agencies) 3 3 3 3

Commodity Futures Trading

Commission 0 0 0 7

Science and Education Administration 3 0 3 0

Miscellaneous (e.g.; mailroom thefts) 1 1 1 1

Totals W W B W

Examples of investigations follow:

FARMERS HOME ADMINISTRATION

o An investigation into multiple fraud schemes involving a realtor, a
former Farmers Home Administration county supervisor, and attorneys
and contractors, resulted in indictments and convictions. The fraud
schemes involved a conspiracy to defraud the United States Government
through a series of land transactions involving houses financed
through the FmHA. The two principals were subsequently tried and
convicted. The realtor was convicted of one count of conspiracy and
four counts of defrauding the Government. He was sentenced to 5
years imprisonment on each count, the sentences to run concurrently.
(United States v. Karl S. Bowers, District of Soufh Carolina.) The
former county supervisor was also convicted of one count of
conspiracy and sentenced to 5 years in prison. (United States v.

Henry F. Glover, Jr., District of South Carolina.)
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The vice president and manager of a sound and communications firm was
indicted for furnishing false documents and information to the
Farmers Home Administration in connection with an application for a
$1.5 million dollar business and industrial loan which was guaranteed
by FmHA. He was tried, convicted and sentenced to serve 2 years
imprisonment. (United States v. Thomas Boyd Kellum, Sr., Eastern

District of Arkansas).

A Farmers Home Administration county office clerk was convicted for
attempting to defraud the FmHA by converting monies paid by FmHA
borrowers on their FmHA debts, to her own use. She was placed on
supervised probation for a period of 5 years and ordered to make
restitution to FmHA. (United States v. Rutha Lee Jones, Western

District of Louisiana.)

A contractor offered a bribe of $1,000 to a Farmers Home
Administration county supervisor for each house the contractor would
be permitted to build under FmHA contract.- The contractor was
convicted and sentenced to 2 years imprisonment. (United States v.

William Lee Holt, Jr., Northern District of Georgia.)

A farmer offered a bribe of $5,000 to a Farmers Home Administration
county supervisor if the county supervisor would approve a loan of
between $125,000 and $150,000. The farmer was convicted of offering

a bribe. The farmer was sentenced to 2 years probation and to
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counts resulting in claims for reimbursement for approximately 17,000
meals that were not served. In addition, checks totalling more than
$1,800 were issued from the program's account for purposes other than
costs incurred in the program. Trial is pending. (United States v.

Louis H. Bell, Northern District of Mississippi.)

Two brothers who operated a child day care center in Pigeon Forge,
Tennessee, were indicted on six counts for violations related to the
Child Care Food Program. In support of their operational expenses,
the brothers furnished false invoices for a 6-month period and, when
asked, they maintained that all supporting documents had been
destroyed by fire. To facilitate the scheme, they purchased blank
invoice forms and had rubber stamps of three fictitious vendors
prepared. The brothers also altered the dates on invoices from
existing vendors. During this 6-month period, in excess of $18,000
in false invoices were identified, which resulted in overclaims for
program expenses in excess of $29,000. Trial is pending. (United
States v. David G. and Bobby J. Culp, Eastern District of

Tennessee. )

The owner of a tool and air-conditioning supp]y company was indicted
for making systematic payoffs to a supervisor in the maintenance
division of the Fort Worth Independent School District. The
supervisor, who also was indicted, was paid over of $4,000 during a

19-month period for requesting and obtaining purchases of equipment
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from the firm. The equipment was used in the maintenance and food
service division of the district and involved, in part, the
expenditure of National School Lunch Program funds. In another
unrelated instance, a maintenance division plumber of the school
district was indicted for perjury for claiming that kickbacks from an
equipment company were legitimate payments to him for off-duty
services as a painter when, in fact, the payments were made as a
result of equipment purchased from the firm for use in school
cafeterias. Trial is pending. (State of Texas v. Harry V. Gates and
J. W. Swackhamer; and State of Texas v. Jerry Tate, Tarrant County

Criminal District Court Number Four, Fort Worth.)

A Summer Food Service Program sponsor in Canton, Mississippi, was
indicted by a Federal grand jury for submitting a false and
fraudulent affidavit and invoices totalling more than $9,000 for food
supplies. He was convicted and sentenced to 1 year. (Uniteq States

v. James Westly Wiggins, Southern District of Mississippi.)

A department supervisor of a Wayne County Department of Social
Services District Office and seven others were arrested for
conspiring to obtain food stamps through false statements. The
supervisor and another employee set up at least 37 food stamp files
for nonexistent persons. The "Authorization to Participate" cards
were sent to a drop address owned by co-conspirators. Five hundred
forty-two cards with a bonus value of over $143,000 were redeemed.

In addition, 39 emergency cards were stolen and 26 of these were
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redeemed. We worked with the Office of Inspector General, Michigan
Department of Social Services, on this investigation. Trials are
pending. (People of the State of Michigan v. Magnolia Bates, et al,

Detroit Recorder's Court.)

A retailer authorized to accept food stamps in Lajas, Puerto Rico,
was arrested and indicted for purchasing over $13,000 in food stamps
for cash from an OIG undercover agent. Trial is pending. (United

States v. Domingo F. Martinez, District of Puerto Rico.)

A Washington State mailroom employee and two confederates pled guilty
to conspiracy to steal and traffic food stamps. The employee used
his knowledge of the State's mail system to intercept food stamps
returned as undeliverable. His confederates sold the food stamps
obtained for cash. The defendant estimated he stole between $30,000
and $50,000 in food stamps in a 6-month period. He was sentenced to
5 years in jail. As a result of this investigation by OIG and the
Postal Inspection Service, the State agency changed its return mail
system to provide better controls against unauthorized access.
(United States v. Mark E. Nicolich, et al, Western District of

Washington.)

The mayor of a Tennessee town pled guilty to failing to properly
register the sale of a weapon and to purchasing food stamps for
cash. The mayor was also the owner of a retail store authorized to

participate in the Food Stamp Program and a licensed firearms dealer.
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0IG undercover agent. He claimed that the food stamps had been
obtained by his brother-in-law, who had recently died. His
brother-in-law had owned a retail outlet which had been disqualified
from participation in the Food Stqmp Program. Sentencing is
pending. (United States v. Percy Jones, Northern District of

Indiana.)

A investigation of food stamp trafficking in eastern Oklahoma
resulted in 18 indictments in Tulsa and 17 indictments in Muskogee.
Employees of 7 authorized retailers, 2 unauthorized retailers, and 21
individuals unconnected to retail stores purchased over $65,000 in
food stamps for $23,000 in cash and a stereo set. Almost $18,000 in
food stamps was recovered during arrests. (United States v. Leonard
Jackson, et al, Eastern District of Oklahoma; United States v. Paul

Joseph, et al, Northern District of Oklahoma.)

FOOD SAFETY AND QUALITY SERVICE

o

A wholesale meat broker in Detroit, Michigan, was indicted on four
counts of violating the Federal Meat Inspection Act. The violations
involved a scheme in which the broker would alter weight data
previously stamped on cartons of beef by a computerized weighing
machine. The broker purchased cuts of beef from a meat packing firm
which packaged and weighed the meat prior to shipment to the broker.

Prior to reselling the meat to retailers, the broker would alter the
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weights in some instances by as much as eight pounds. Trial is
pending. (United States v. J. A. Tremonti, Inc., Eastern District of

Michigan.)

ANIMAL AND PLANT HEALTH INSPECTION SERVICE

o An investigation into the U. S. Screwworm Eradication Program
facility at Moore Air Base, Mission, Texas, led to the indictment of
six Animal and Plant Health Inspection Service employees at the
facility and one non-Government employee. The defendants were
charged with various offenses including conspiracy énd the stealing
of Government property such as tires, tools, auto accessories, a Tawn
mower, office furniture, an automotive transmission, and a four-
cylinder engine. Six individuals have pled guilty to one misdemeanor
count, and sentences ranged from 1 year to 3 years. (United States

v. Cowan, et al, Southern District of Texas, Brownsville.)

o An investigation was jointly conducted by special agents of the
Office of Management Integrity, United States Customs Service,
Houston, Texas; the Drug Enforcement Administration; and the Office
of Inspector General, USDA. As a result of the investigation, a
Plant Protection and Quarantine inspector of the Animal and Plant
Health Inspection Service and her husband were arrested for bribery.
The inspector allowed drugs to pass undetected from Mexico through
her inspection point, Laredo International Bridge, Texas, for a price

of $500 to $1,500. The inspector and her husband were indicted on
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five felony counts--three for bribery; one for conspiracy to commit
bribery and one for conspiracy to import a controlled substance. The
individuals pled guilty to one count of bribery and aiding and
abetting and were sentenced to six years imprisonment. (United

States v. Gorder, Southern District of Texas, Laredo Division.)

AGRICULTURAL STABILIZATION AND CONSERVATION SERVICE

0]

As a result of an investigation conducted jointly with the Federal
Bureau of Investigation, the principals of a large grain warehouse in
Indiana were charged in a 12-count conspiracy indictment. Charges
included defrauding a bank by securing loans with worthless warehouse
receipts, making false statements to the Government about the status
of grain at the warehouse, selling grain mortgaged to the Commodity
Credit Corporation, and "bugging" a room at the warehouse office
building. Trial is pending. (United States v. Arthur Don Waddell
and William H. Waddell, Southern District of Indiana.)

The owner of a grain warehouse in Nebraska was indicted for eight
counts of making false statements to the Government about the status
of grain at his warehouse, selling grain mortgaged to the Commodity
Credit Corporation, and withholding records from warehouse

examiners. He pled guilty to five misdemeanor counts and was placed
on probation for 2 years. He is also required to make restitution of
$74,500. (United States v. Richard J. Hanson, District of

Nebraska.)
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AUDITS

During the period April 1 to September 30, 1980, the Office of Inspector
General issued 238 audit reports. One hundred and forty-one of these reports

‘had monetary values associated with them as follows:

Questioned Costs $124,338,000
Savings and Management
Improvements 91,228,000
Improper Loan Payments
and Guarantees 30,920,000
$246,486,000*

* This includes a monetary finding of over $163 million in an
audit of the interest credit agreements of the Rural Housing
Construction and Repair Loan Program.
During the same period, we closed 268 reports, 152 of which contained
monetary findings. At the time of issuance, the monetary value associated
with these reports amounted to $2,743,000 for questioned costs; $1,927,000

for savings and managemeht improvements and $2,415,000 for improper loan

payments and guarantees.

Adjustments during the audit resolution process changed these amounts,
resulting in the following monetary values at time the reports were closed:
questioned costs (Disallowances) $1,924,000, savings and management
improvements $3,356,000, and improper loan payments and guarantees

$1,312,000.
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Claims which were established on the basis of the above disallowances were
disposed of as follows: collected $1,066,000, in process of collection of
$295,000, and collection waived under authority of existing legislation or

the provisions of the Federal Claims Collection Act of $563,000.

On September 30, 1980, we had a total of 642 open audits. One hundred
ninty-four of them had been issued within the last months, 194 were from 6 to

12 months old, 175 from 1 to 2 years, and 79 were over 2 years old.

The monetary values associated with these reports at the time of their
issuance amounted to over $517 million. Even though all these reports are
still open, many of their findings have been resolved, reducing the monetary

value of the unresolved portions of these reports to $412 million.

A representative selection of our audits is highlighted below. In many cases

corrective action has already been taken or is in progress.

FARMERS HOME ADMINISTRATION PROGRAMS

Low Income Housing Repair Grant Program

This FmHA program provides home improvement grant funds to elderly homeowners
who cannot be assisted through other FmHA loan programs because their incomes
are so limited they could not make the required loan payments. Grant funds,
which may not exceed $7,500, are used for repairs to make the dwelling safe
and sanitary or remove health hazards. The funds may not be used for
cosmetic purposes or to improve the convenience of the dwelling. In fiscal
year 1979, 6,842 grants totaling $19.0 million were made. In fiscal year
1980 FmHA awarded 8,589 grants amounting to $24 million.
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We conducted an audit of the grant program in two counties in New Mexico
because there had been complaints from grant recipients regarding the quality
of the work performed on their homes. We reviewed 21 FmHA grants totaling

$90,000 and 12 related State grants totaling almost $29,000.

The audit disclosed problems of poor and incomplete construction, repairs
which did not accomplish the objective of removing health and safety hazards,

and dwellings which were too deteriorated to justify repairs.
Specific examples of the audit findings are as follows:

o Two applicants received grants to renovate houses in which they did
not live. One lived in a nearby mobile home and the other lived in

another town.

o0 Inspection reports in general were incomplete and in many cases
inaccurate. The reports did not relate to the plans for the work or
to repair work actually performed. In addition, the reports rarely
mentioned specific deficiencies and occasioﬁa]]y showed satisfactory

completion when the work was not completed or was not satisfactory.

o Partial and final payments were made for repair work without adequate
supporting documentation. In many cases contracts for the repair
work were not executed by the borrower or grantee and the contractors
did not provide surety bonds. Also, many partial and final payments

were made prior to the satisfactory completion of the work.
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o Most of the repair work was of poor quality; that is, interior walls
were not finished or painted, roof joists were not properly spaced,
roof repairs were not made or in some cases they were made but the
roof continued to leak, bathroom fixtures were not installed, doors
and windows were not cased or insulated, kitchen cabinets lacked
drawers, in one case there was a 10 x 24-inch hole between the roof
connection of a new addition and the old structure, exterior doors
had been replaced with hollow core doors, holes for plumbing and
electrical wiring had not been sealed, and some work had to be redone

at additional cost while other work had been paid for twice.

In summary, of the 20 grants (totaling $90,000) reviewed, we found 9 cases in
which grant funds of more than $30,000 had been either misused or
ineffectively used because of poor and unsupervised repair work.

AGRICULTURAL STABILIZATION AND CONSERVATION SERVICE
COMMODITY CREDIT CORPORATION

Loans For Farm Storage Drying Equipment

We recently initiated a nationwide review of the Farm Storage and Drying
Equipment Loan Program because of thg increase in loan activity. The value
of new loans made during fiscal year 1979 was nearly $680 million. The
balance of outstanding loans rose from about $800 million as of September 30,

1978 to about $1.3 billion as of September 30, 1979.
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In one audit, we selected a random sample of 187 loans of the 2,181 loans
disbursed in a single State between January 1978 and September 1979.
Detailed record reviews and field inspections were performed for 34
multipurpose structures in our sample. Loans totaling over $323,000 for 21
multipurpose structures (about 62 percent) did not entirely meet program
provisions. For example, structures were not properly maintained so they
could be used for storage purpo§es. Twenty of 34 structures examined did not
have the necessary liners, bulkheads, or applicable grain kits. A borrower
remodeled a structure and used a portion of it for a machine shop and a
portion as a commercial fertilizer store. Eight of the 34 multipurpose
structures were not inspected before loan disbursement, which resulted in
loans being made for four ineligible structures. We recommended corrective

actions for each deficiency noted.

Warehouse Examinations

Traditionally, warehouse examinations are made to determine whether
sufficient inventory is on hand to satisfy storage obligations. Also,
warehouse examiners usually attempt to determine the condition of the grain
and whether there is sufficient insurance coverage on the inventory. We
checked on the adequacy of examinations in 29 grain warehouses in 9 States.
While procedures for these traditional functions were considered
satisfactory, we noted two specific areas that need increased emphasis during

future inspections. Current procedures do not require examiners to review
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records to determine whether rates charged CCC for storage were no more than
those charged other warehouse customers. Also, CCC was not always advised
when overobligated positions were noted during warehouse examinations. In
some cases, CCC was not advised that adverse conditions were repeatedly found
at the same warehouse. Our reports recommended specific corrective actions

for each deficiency noted.

Fiscal Closing Operations - Kansas City Commodity Office

In one of the first audits to be conducted by a local certified public
accounting firm under a contract with us, several weaknesses were reported in
the cash receipts control and fiscal year closing operations. Many of the
problems were similar to those cited in 0IG audit for the years ending
September 30, 1978 and 1977. For example, we found deficiencies with respect
to transportation accruals for both processed and bulk grain commodities,
overall responsibility for closing operations not being assigned to a single
coordinator, unrecorded claims for freight bills which could total as much as
$350,000, lack of a systematic selection process for promptly identifying
largest potential dollar recoveries in the post audit of freight bills,
position inventory quantities not being reconciled with financial quantities,
and checks not being immediately restrictively endorsed and deposited. The

CPA firm included 14 recommendations to correct the noted deficiencies.
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Alabama State ASCS Office - Administrative Operations

Various administrative operations were reviewed during the audit of State and
county office operations. We found that numerous overpayments, duplicate,
and/or inappropriate payments were made for equipment, supplies, and
telephone usage. Our limited review disclosed weaknesses in procedures which
resulted in improper payments of over $2,000. Budgeting and staffing
activities were not coordinated, and counties were directed to deposit their
remaining fiscal year allocation in the county checking account. We
estimated the interest cost to the Federal Government for money exceeding the
sum authorized by instructions, which was deposited in local county checking
accounts, at about $5,000. Procurement requirements for office equipment
were not followed. During fiscal year 1979, the State office advised
counties to cancel existing machine maintenance contracts, and to contract
with one firm selected by the State office. The new contracts were more
expensive, based on services provided, than the previous contracts. Some
counties obtained contracts on some machines that were still under
manufacturer's warranty. Our audit disclosed that in seven of eight
counties, one or more typewriters were purchased\in each county even though
they were not needed. The State office purchased 36 programmable
calculators. The proposed annual savings from the use of these machines
appeared overstated and most did not appear necessary. We estimated
unnecessary purchases of this and other equipment in fiscal year 1978 and
1979 exceeded $100,000. Our report contained 14 recommendations for

corrective actions.
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FOREIGN AGRICULTURAL SERVICE

National Renderers Assocjation

We reviewed the operations of the National Renderers Association (NRA), a
cooperator who entered into agreements with the Foreign Agricultural Service
(FAS), for foreign market development projects on a shared (industry-Federal)
funding basis. The Federal contributions are about $850,000 annually. We
found a need for increased NRA headquarters monitoring, supervision,
delegation of authority, and control of the Association's field operations in
order to improve management and thus to assure better control over the
expenditure of funds. We concluded that administrative and management
problems have had an adverse effect on program operations. We recommended
organizational, administrative, and management actions. The Association and
FAS have responded positively to the disclosures and are undertaking

corrective actions.

OFFICE OF OPERATIONS AND FINANCE

Automatic Data Processing Security

The Department's Office of Operations and Finance (0&F) operates five major
computer centers located throughout the United States. The Department's ADP
security guidelines state that users have a responsibility to access or
attempt to access only data they are authorized to use. Agencies are also
responsible for safeguarding any sensitive data maintained on the computers
and data protected under the Privacy Act by using the various restrictive

devices offered by the centers. The centers are responsible for providing
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the means for the user agencies to protect fully their sensitive data as well
as broviding physical security for the center. The increasing technology and
the proliferation of ADP equipment has resulted in a wider range of computer
applications and a greater commitment of the Department's resources to ADP
operations. This increased dependence and use of ADP has brought about a
corresponding vulnerability to theft, modification, or destruction of ADP
assets, and to disruption of processing. Our audit effort in these areas has

therefore been increased. Our recent audits have disclosed the following.

Washington Computer Center

Our 1978 audit of the Washington Computer Center (WCC), cited in our
March 31, 1979 Semiannual Report, disclosed numerous unauthorized
accesses to computer files. We also reported that user agencies were not

adequately protecting sensitive data and data covered by the Privacy

Act.

We attributed these problems to (1) an insufficient concern and emphasis
by management on computer security, (2) poor computer security procedures
and practices by user agencies, and (3) noncompliance with the
Department's existing security standards and guidelines. Further, there
was no central management organization with the day-to-day responsibility
and authority for monitoring and enforcing USDA computer security

procedures and standards among the agencies.
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We also reported that the center's ADP security procedures and controls
were not adequate to meet the standards required by the Privacy Act, that
unauthorized users were not limited in their attempts to access the
system, and that system access keys were not adequately protected. As in
the WCC audits, we attributed these security weaknesses to agency and
center management not placing a high enough priority on ADP security.

The Office of Operations and Finance has been receptive to our
recommendations for an improved program. A key problem in our opinion is
the need for independent monitoring to insure all levels of ADP users
understand and consistently implement existing regulations. We are
currently working with O&F to search for ways that agency can strengthen

its oversight role.

In our continuing effort to review activities relating to ADP security,
we are starting an audit of USDA's implementation of the requirements of

OMB Circular A-71, Security of Federal Automated Information Systems,

issued in July, 1978.
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SECTION III

MONEY OWED TO THE DEPARTMENT OF AGRICULTURE

In accordance with a request in the report of the Senate Committee on Appro-
priations on the Supplemental Appropriation and Rescission Bill of 1980, the
following are estimates provided by the agencies of the Department of the
amount of money owed, the amount of money overdue, and the amount written-off
as uncollectible in fiscal year 1980.

Agencies (Millions)
Money Owed Overdue Written-0ff
Federal Crop Insurance
Corporation $ 134.0 $ 6.0 $ .2
Science and Education
Administration .4 -0- -0-
Food and Nutrition
Service 9.6 6.7 -0-
Soil Conservation Service 5.2 1.4 -0-
Animal and Plant Health
Inspection Service 5.4 -0- -0-
*National Finance Center 22.0 8.4 -0-
**Agricultural Stabilization and
Conservation Service 13,501.6 94.5 .9
***Rural Electrification
Administration 21,841.0 .4 -0-
Forest Service 57.0 24.3 2.9
***F armers Home Administration 43,487.0 917.0 _14.0
TOTAL DEPARTMENT $79,06§.2 $1,058.7 $18.0

* The National Finance Center keeps the accounts for the Food Safety.anq
Quality Service, Federal Grain Inspection Seryice, Ecqnomics, Stat1st1cs
and Cooperatives Service, Agricultural Marketing Service, and the Office
of Transportation.

** Includes Commodity Credit Corporation

xx* Includes Certificates of Beneficial Ownership sold to Federal Financing
Bank but excludes Certificates of Beneficial Ownership and notes sold to
other than the Government. (The latter figure was.approx1mately $3.8
billion for Farmers Home Administration and $385 million for the Rural
Electrification Administration in 1979.
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SECTION IV

EMPLOYEE COMPLAINTS (HOTLINE")

During fiscal year 1980, the Complaints Analysis and Investigation Staff
(CAIS) established action files on 425 coﬁp]aints received from USDA
employees, the General Accounting Office, and the public. This represents an
increase of 11 percent over the number of complaints received in the previous
12-month period. The majority of the complaints (65 percent) were received

over the 0IG toll-free hotline or through mail directed to the Inspector

General.

Most complaints involved allegations of noncriminal matters such as general
program mismanagement or waste (22 percent); minor misconduct or misuse of
government equipment and supplies (9 percent); pay, promotion or other
personnel irregularities (24 percent); and program abuse or violation (19
percent). After initial review by CAIS, these and other similar complaints
not resolved or closed by the CAIS were forwarded to the appropriate agency
within USDA for their inquiry and administrative resolution, if warranted.
However, 95 complaints (22 percent) required preliminary OIG investigative or
audit attention with 25 of those referred for preliminary inquiry being

scheduled for further field investigation.

It is too early to assess the results of those complaints being actively
investigated by OIG as most of those found to be substantiated are open
investigations. To date, agency actions on those complaints of a non-
criminal nature which were found to have substance have included letters of
caution, program changes, increased supervision, repayments, removal from

program participation, and restoration of back pay.

-
U-8. GOVERMMENT PRINTING OFFICE: 1980-0-1340-931/01G-319 - 98 -









