United States
Department of Health
and Human Services

Accountability Report:
Fiscal Year 1999




DEPARTMENT OF HEALTH AND HUMAN SERVICES WEB SITES

Office of the Secretary (OS)
Administration for Children and
Families (ACF)
Administration on Aging (AoA)
Agency for Health Care Policy
and Research (AHCPR)
Agency for Toxic Substances
And Disease Registry (ATSDR)
Centers for Disease Control and
Prevention (CDC)
Food and Drug Administration (FDA)
Health Care Financing Administration
(HCFA)
Health Resources and Services
Administration (HRSA)
Indian Health Service (IHS)
National Institutes of Health (NIH)
Program Support Center (PSC)
Substance Abuse and Mental Health
Services Administration (SAMHSA)

www.hhs.gov

www.acf.dhhs.gov
www.aoa.dhhs.gov

www.ahrq.gov
atsdrl.atsdr.cdc.gov:8080

www.cdc.gov
www.fda.gov

www.hcfa.gov
www.hrsa.gov
www.ihs.gov
www.nih.gov

WWW.PSC.Z0V

www.samhsa.gov

All of the information contained herein is extracted from the HHS FY 1999 Accountability
Report. Please see the full report for the financial statements, audit opinion, and more

detailed information.


http://www.hhs.gov
http://www.acf.dhhs.gov
http://www.aoa.dhhs.gov
http://www.ahrq.gov
http://www.atsdr.I.atsdr.cdc.gov:8080
http://www.cdc.gov
http://www.fda.gov
http://www.hcfa.gov
http://www.hrsa.gov
http://www.ihs.gov
http://www.nih.gov
http://www.psc.gov
http://www.samhsa.gov

United States
Department of Health
and Human Services

Accountability Report:
Fiscal Year 1999

February 29, 2000







Department of Health and Human Services
Accountability Report: FY1999

TABLE OF CONTENTS

A CENTURY OF PROGRESS AND A LOOK TO THE FUTURE Vv
MESSAGE FROM THE SECRETARY Viii
MESSAGE FROM THE CHIEF FINANCIAL OFFICER X
PROGRAM HIGHLIGHTS AT-A-GLANCE XIV
SECTION I: OVERVIEW OF DEPARTMENTAL OPERATIONS
Introduction | - 1
Who We Are and What We Do | - 2
How We Are Structured to Accomplish Our Mission | - 4
HHS Operating Divisons | - 6
Highlights of Our Budgetary Outlays | -13
Our Key Asset: Our Employees | -15
What We Are Working Toward | -16
How Well We Performed on Key Programs | - 17
Chalenges We Are Addressing | - 56
Using the Internet to Transact Business | - 57

SECTION I1: OVERVIEW OF FINANCIAL MANAGEMENT:
ISSUES AND ACCOUNTABILITY

Financia Management Responsibility and Organization - 1
Financial Management Performance: Highlights of FY 1999
Accomplishments and Financial Management Status - 3

SECTION I1I: OVERVIEW OF FINANCIAL PERFORMANCE:
ANALY SISAND INTERPRETATION

Financial Statement Reporting " -
Financiad Statement Audit Findings and Management Comments " -
Anaysisof Financia Position (Balance Sheset) " -
Anaysisof Net Costs " -
Analysis of the Statement of Budgetary Resources " -
Analysis of the Statement of Financing " - 1

QOVWOhA~ANEF

iii



Department of Health and Human Services
Accountability Report: FY1999 Table of Contents

SECTION 1V: FINANCIAL STATEMENTS, NOTES, SUPPLEMENTAL
AND OTHER ACCOMPANYING INFORMATION

Principal Financial Statements and Notes v - 1
Required Supplementary Stewardship Information IV - 26
Required Supplementary Information IV - 31
Other Accompanying Information IV - 38

SECTION V: INDEPENDENT AUDITORS REPORT ON
DEPARTMENT’'S FINANCIAL STATEMENTS AND
MANAGEMENT RESPONSE TO THE AUDIT

SECTION VI: REPORTS AND OTHER INFORMATION

Reports:
Prompt Payment VI - 11
Civil Monetary Pendlties VI - 21
Federa Financial Management Improvement Act VI - 31
Federal Managers Financial Integrity Act VI - 41
Management Report on Fina Action VI - 51
Inspector General Semi-Annual Report Summary VI - 6.1

Other Information:
Grants Management VI - 71
Procurement Management VI - 81
HHS OPDIV Net Outlays: 1989-1999 VI - 91
Acronym List A- 1
Legidation B- 1
References cC- 1
Program Index D- 1




Department of Health and Human Services
Accountability Report: FY1999

A Century of Progress and A Look to the Future

IN 1900 BY 1999
World Population 1.6 Billion Over 6 Billion
U.S. Population 76 Million 270 Million +
U.S Life Expectancy 47.3 Years 76.5 Years

TOP ACHIEVEMENTS IN HEALTH AND WELL BEING IN THE 20™ CENTURY

Today, people living in the United States on average live more than 29 years longer than
people of 1900. Most of those years are attributable to advancesin public health. They
reflect what has been and what can be accomplished by the public health and welfare
community with the American public, scientists, technology and national as well as
international cooperation. With thiswidespread cooperation, the well-being of all

Americans improved.

Antibiotics significantly reduced the incidence of
pneumonia, turberculosis, and other
INFECTIOUS DISEASES that were among
the leading causes of death in 1900. In 1997
they were heart disease, cancers and strokes.

Decreased age-adjusted death rates for
HEART DISEASES AND STROKES from
307.4 and 88.5 per 100,000 respectively, in 1950
to 134.6 and 26.5 per 100,000 in 1996. Hedthy
behaviora choices, early diagnosis, and
improvements in treatment have hel ped.

Increased use of sanitation, vaccines, antibiotics
and technologic advances to identify and/or
reduce UNPREDICTABLE DISEASES as
they emerge, re-emerge and evolve.

Reduced cases of SMALLPOX,
DIPTHERIA, MEASLES and WILD-TYPE
POLIO by 100% since the early 1900°'sas a
result of vaccines. Vaccines also decreased
MUMPS, RUBELLA, and H INFLUENZA
TYPE B cases by over 99%.

Decreased nutritional deficiency diseases of
RICKETS, GOITER, SCURVY,

BERI-BERI ano PELLAGRA of the early
1900's so in the last half of the century the focus
shifted to the use of proper nutrition for chronic
disease prevention.

Increased use of sanitation standards, proper
pesticide and herbicide controls, improved
surveillance and diagnostic tools helped to reduce
incidences of illnesses caused by
FOODBORNE PATHOGENS.

Decreased MOTOR VEHICLE DEATHS by
90% from 18 desaths per 100 million miles
traveled in 1925 to 1.7 per 100 million miles
traveled, athough 6 times as many people and 10
times as many miles are traveled by motor
vehiclesin 1997. Safer driving behavior as well
as safer roads and vehicles have contributed to
the decline.

Decreased WORKPLACE DEATHS dueto
unintentional injury from 37 per 100, 000 workers
in 1933 to 4 per 100,000 workers in 1997
athough 3 times as many people are now in the
workforce. These risks have been reduced
through work environments that are safer and a
comprehensive focus on occupationa disease
and injury.
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A Century of Progress and A Look to the Future

Increased environmental interventions,
improvements in nutrition, advances in clinica
medicine, improvements in access to health care
and other improvements decreased the INFANT
MORTALITY rate by more than 90% from
100 per 1,000 live births before age 1 in 1915, to
7.2 per 1,000 live birthsin 1997.

Decreased MATERNAL DEATHS due to the
same improvements by almost 99% from 1900
down to 0.1 reported death per 1,000 live births
(derived from 7.7 maternal deaths per 100,000
live birthsin 1997).

Decreased DENTAL CAVITIES among
children by 40% - 70% in the last haf of the
century due to water fluoridation.

Decreased annual per capita CIGARETTE
CONSUMPTION from 4345 cigarettes in 1963
to 2261 in 1998 through smoking prevention and
cessation initiatives.

Saved thousands of lives through successful
development and use of surgica procedures for
transplanting hearts, kidneys, livers, and other
human organs.

Provided TEMPORARY ASSISTANCE TO
NEEDY FAMILIES as a means of helping
families survive economicaly. Currently work
participation is required in exchange for financia
help. The number of recipients of temporary
assistance to needy families as a percent of the
total U.S. population was 1.7% in 1960, rose to a
peak of 5.5% in 1994, and decreased to 2.5% as
of June1999. Continued progress on welfare
reform and a strong economy has reduced
welfare caseloads to their lowest percentage of
the U.S. population since 1967 and the
nationwide welfare rolls have fallen by 49
percent from 14.2 million in 1994 to 6.9 million in
1999.

HEALTH INSURANCE COVERAGE is
provided for gpproximately 75 million elderly,

disabled and economically disadvantaged
Americans under Medicare and Medicaid.
Health coverage is a so being expanded under
the State Children’ s Health Insurance Program
to uninsured children whose families earn too
much for existing public hedlth insurance but too
little to afford private coverage.

Used national resources to achieve strategic
goasfor INCREASING THE SPAN OF
HEALTHY LIFE, REDUCING HEALTH
DISPARITIES AND ACHIEVING ACCESS
TO PREVENTIVE SERVICES for everyone.
Many of the objectives have been met or are
moving toward the target.

Made progressin providing al Americans
ACCESS TO HEALTH CARE through
increasing school-based health centers, rural
hedlth care programs, health services offered in
pre-school educational programs plus new
initiatives for specid populations such as
adolescents, minorities, the elderly, etc.

A national program initiated in 1965 to provide
COMPREHENSIVE DEVELOPMENTAL
SERVICES FOR AMERICA’S LOW-
INCOME, PRE-SCHOOL CHILDREN
ages three to five and socia services for their
families has been implemented in 1,520
community-based programs. Enrollment has
grown to 835,000 in FY 1999.

AMERICANS WITH DISABILITIES have
obtained accommodations through legidation and
increased awareness so they can lead more
productive lives.

OLDER AMERICANS obtained needed
nutrition and community support services to help
them remain independent as long as they can.
They aso have a strong network and
ombudsmen program to protect their rights.
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A LOOK TO THE FUTURE
“As we enter the new millennium, we hope to build on our successes. We will continue to
move people from welfare to work, expand and improve health care and...work diligently to
unlock the mysteries of cancer, AlDS, and other diseases that threaten mankind.”

Donna E. Shalala, Secretary of Health and Human Services

Projected Significant Changes in American Demographics:

IN 2000 BY 2100
Totad Resident U.S. Population 275 million 571 million
Mean Age: 36.5 424
Number over 65 years of age 34.8 million (12.66%) 131 million (22.9%)
Makeup of Population (rounded):
African-American 13% 15%
American Indian 1% 1%
Asan and Pacific Idander 4% 13%
Higpanic 12% 33%,
White (Non-Hispanic) 72% 40%

Wewill need to continue to serve and improve the hedth and well being of dl Americans, especidly older
and vulnerable Americans. The mgor advances in human genome science and tissue engineering, research
in cancer, AIDS, among others, will revolutionize the ability to survive. To ensure that these advances
benefit everyone, we will have to address the increasing pressures on the hedlth insurance safety net. In
addition, we will need to continue to protect the well being of our children, families, and those who need
economic and living assstance to survive and lead productive lives.

Sources:  Morbidity and Mortality Weekly Reports, and 1999 National Vital Statistics report: Centers for Disease Control and Prevention
Other program information provided by OPDIV's

Monthly Estimates of Population, Historical National Estimates, and Projections of Population: U.S. Census Bureau
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Message From The Secretary

| am pleased to present the U.S. Department of Health and Human
Services (HHS) Fisca Year (FY) 1999 Accountability Report, detailing
our achievements during the fina year of the 20" century.  This report
includes an unqudified, or “clean,” financid statement audit opinion from
the Office of Ingpector Generd. This“clean” opinion reflects very
ggnificant improvements over recent yearsin our financia accountability
and internd controls. Our commitment isto hold government accountable
to the same high financid sandards that are required of publicly held firms
in the private sector. We are living up to that commitment, and we will
continue vigoroudy to address areas that need further attention.

Secretary Shalala

This past year saw awide range of accomplishments:

Providing a safe and hedlthy childhood for our children has aways been a high priority of HHS, and in 1999
we awarded the first adoption bonusesto 35 gtates that had increased the number of children adopted from
fogter care. Theteen birth rate fell again, continuing a seven-year trend; the immunization rate for preschool
children increased to arecord 80 percent; and retail tobacco sdesto minors and illicit drug use among
teenagers declined.

In 1999 we also took a number of stepsto increase Americans access to hedlth care. We worked with
dates to increase the availability of Medicaid, particularly to young adults leaving the foster care system,
made it possible for disabled Americans to keep federaly-funded hedth insurance when they return to
work; obtained initid funding for anew program to improve hedth care access for the uninsured; and made
it eesier for children to get hedlth insurance through their non-custodia parents after a separation or divorce.
We dso completed the approval of al 56 States and Territorid plans under the State Children’s Hedlth
Insurance Program (SCHIP) which will provide hedth insurance for children in low-income families. And
we recovered dmost $500 million as aresult of efforts againgt health care fraud and abuse, with most of
those funds being returned directly to the Medicare Trust Fund.

Our accountability isaso illustrated in our ability to detect and correct materia weaknessesin our
operations. This report includes information, which satisfies the reporting requirements for the Federd
Managers Financid Integrity Act (FMFIA) of 1982. The management control material weaknesses

(as defined by FMFIA) we have identified at the end of FY 1999 are presented in Section VI of this report.
| hereby provide reasonable assurance that taken as awhole:

1. HHSisin compliance with the management control and financia systems requirements of the FMH A,
and

2. Theresources entrusted to the Department are protected from fraud, abuse and mismanagement,
though we have noted and are addressing the materia wesknesses identified in thisreport. We will
continue to focus on reducing the payment error rate in Medicare.

viii
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Aswe enter the next millennium, we hope to build on our past successes. We will continue to move people
from welfare to work, expand and improve hedth care and, with the budget increase we secured for NIH in
FY 2000, we will work diligently to unlock the mysteries of cancer, AIDS and other diseases that thresten

our hedth.

~ AL

DonnaE. Shdda

ix
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Message From The Chief Financial Officer

As Chief Financid Officer (CFO) of the U.S. Department of Health and
Human Services (HHS), | am pleased to present our find Accountability
Report of the twentieth century.  This notable milestone offers an
opportunity to reflect on impacts the Department has made, and
continues to make, on our nation’ s finances and on the hedth and family
issues over which we have jurisdiction  Our achievements are many, not
the least of which includes obtaining our firgt “clean” opinion on the
Departmentwide financia statement audit for FY 1999. CFO John J. Callahan

HHS accounts for over $359.7 billion in net Federad outlays, or 21.1% of the Federa budget. Additionaly,
nearly 60% of dl Federa grant funds flowed through HHS systems on their way to recipients. Those
datistics done highlight the need for HHS to be fully accountable to the taxpayers for the use of their
dollars.

The independent financia statement audit processis one of the most reliable methods of determining the
grength of internd controls and the rdiability of financid information. As such, the Department has been
subject to financid statement audits since FY 1996. Since that time we have worked hard to obtain our
“clean” opinion. However, dueto our systems limitations, we have had to devote significant amounts of
resources at year end to the audit process to perform manua reconciliations and other work that is best
automated and performed on a monthly or more frequent basis. We still need to upgrade and better
integrate our financia systems and internd control mechanisms. Until we do o, the financid statement audit
will continue to be amgor chalenge each year.

In this report, we have expanded our reporting on financia management performance, using the
performance mesasures and targets from our companion document, the FY 1999 Chief Financia Officers
Financial Management Status Report and Five-Y ear Plan, asabasis. Our performance targets dl support
our two broad financial management strategic gods

Decison makers have timely, accurate, and useful program and financid information, and
All resources are used appropriatdy, efficiently, and effectively.

We are pleased that in many areas, our performance met or exceeded our targets. For example, we
exceeded severd of our eectronic commerce targets, exceeded our target for timely resolution of
cross-cutting financial assistance audits associated with our grantees, and far surpassed our targets for
in-house financia management training. These accomplishments are in addition to our efforts to resolve our
prior year audit qualifications so that we could achieve our clean opinion for FY 1999.
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Preparedness for the Y ear 2000 was the mgjor management effort during FY 1999, and through that
process we learned a great dedl that we can gpply to other efforts. One of the most important systems
initiatives we have begun to tackle is the growing threst of cyber-terrorism. Additionaly, we must continue
to integrate and strengthen our program and financid systems.

| am proud of the achievements we have made over the last five yearsthat | have served as CFO. Our
foundation is stronger now, yet we will face chdlengesin workforce planning, continued needs for system
enhancements and reductions in the Medicare payment error rates, and opportunities for strategic partnering
with program managers.

7 \ g T
/%J;’L 9 L ({[ L) f?fflﬁﬁ_

John J. Cdlahan
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Executive Summary

Financial Management Highlights At-a-Glance

FY 1999 Budget:

HHSFY 1999 Net Outlay Budget as Compared to Total
Federal: 21.1% (Compared to 21.2% in FY 1998.)

HHS FY 1999 Net Outlays: $359.6 hillion

(Compared to $350.6 hillionin FY 1998.)

Federal FY 1999 Outlays
by Agency

Others SSA
16.2% 24.6%

Treasury
22.7% DOD
HHs 15:3%

21.1%

Departmentwide Financial Statement Audit:
FY 1999 Audit Opinion: Unqualified (“Clean”)
(FY 1998 Opinion was Qudiified)

FY 1999 Quadlifications. 0

(Comparedto 2in FY 1998)

Auditor’s Report on Internal Controls:
FY 1999 Material Weaknesses: 3
(Comparedto 3in FY 1998)

FY 1999 Reportable Conditions. 4
(Comparedto 5in FY 1998)

Report on Compliance with Laws and Regulations:

FFMIA Instances of Non-Compliances:

- Accounting systems not adequate to prepare
reliable and timely financial statements;

- Lack of an Integrated Financial System at the
M edicare Contractor and change process for
recognizing Medicare Secondary Payer (M SP)
receivables; and

- EDP Systems Control weaknessesat HCFA's
Central Office, Medicare contractors, and the
Payroll System.

FMFIA:

FY 1999 Y ear End Pending Weaknesses: 6
(Compared with 6 for FY 1998)

Material Weaknesses Corrected in FY 1999: 0
(Compared with 1in FY 1998)

Prompt Payment:

FY 1999 Rate: 96.4%
(Compared to 91% in FY 1998)

HHS PERCENTAGE OF ON TIME PAYMENTS

91.0%

90.6%
89.7%
90%
89.0%
) I
86%

FY 95 FY 96 FY 97 FY98

Debt Collection:
Collected $14.2 billion in FY 1999.
(Compared to over $13 billionin FY 1998.)

Electronic Funds Transfer Rates:

Pavment FY FY FY
Type 1997 | 1998 | 1999

Grants 100% | 100% | 100%

Sday | 9% | 9% | 9%

Vendor 4% | 7% | 8%

96.4%

FY 99
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HHS FY 1999 Assets

Governr;mntal Non-entity *
2.5% 0.0%
\ Intra-
governmental
97.4%

Most HHS assetsare Medicare's
claimson the U.S. Treasury, and are
categorized as | ntragovernmental.

* Note: Non-entity assets were far less
than .1% of total assets.

FY 1999 Net Cost of Operations

by OPDIV
T; All Others
0 4%
ACF
10%

“_HCFA

82%

HCFA, ACF, and NIH account
for thelargest percentages of HHS'
FY 1999 Total Net Cost of Operations.

Child Support Enforcement Collections:

EY 1997 FY 1998 EY 1999

$13.38 hillion $14.3 billion $15.5 billion
Note: Data changes as more information becomes

available. Thisisthe datareported as of January 2000.

Status of Budgetary Resources
at End of FY 1999

Unobligated-
Available Unobligated-
1% Unavailable
2%
Obligations
Incurred
97%

Most of the budgetary resources
availableto HHS during FY 1999
wer e categorized asincurred
obligations at year end.

$180.0

Estimated End-Of-Year Trust Fund Balances

$160.0

$140.0

$120.0

$100.0

—e— HI FUND

$80.0

—— SMI FUND

$60.0

$40.0 §
$20.0

$-

inbillions

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: HCFA/OACT)

Medicare Fee-for-Service Estimated Error Rates:

FY
FY FY FY 1999
Estimate Type 1996 1997 1998 Draft
Mid-point $23.2 $20.3 $12.6 $13.5
dollar hillion { billion hillion hillion
Mid-point
Percentage 14% 11% 7.1% 7.97%
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Program Highlights At-a-Glance

Highlights of the Most Recent Reported Performance:

Medicare

* Improved access to care for elderly and disabled
beneficiaries who do not have public or private
supplemental insurance by working with statesto
set targets to increase beneficiary enrollment in
Medicare.

* Continued to develop an appropriate
performance measurement and reporting
methodol ogy to assess beneficiary satisfaction
with fee-for-service arrangements.

* Sustained health care choices so 76% of Medicare
beneficiaries have at least one managed care option;
the target was 80% but marketplace conditions
affected achievement.

Medicare Enrollment

(in millions)

40
30 +
EAged
20 +
[l Disabled
10 +
o 4
1975 1985 1999
Source:HCFA/OACT/OIS
1999 Hospital Insurance (HI)
Medicare Part A Benefit Payments
Managed Hospice
Care 2%
16%
Home Health
Agency

%

Silled Inpatient

Nursing Hospita

0,
Facility 66%
0]
Source:HCFA/OFM

1999 S upplemental Medical Insurance (SMI)
Medicare Part B Benefit Payments

Managed Care
22%

Physician
43%

Other
15%

Home Health

1% Durable Medical

Equipment
5%

Hospital
10%

4% Source:HCFA/OFM

Medicaid

* Provided linked Medicare and Medicaid datafilesfor
dually eligible beneficiariesto states so the service
delivery system will be better integrated and more
flexible in meeting the needs of dually eligible
beneficiaries.

1999 Medicaid Enrollees

Adults Aged
20% 12%
Blind/
Disabled
20%
Children
48%
Source:HCFA/OACT

Temporary Assistance To Needy Families

* Forty-six states reported that low-income families

increased their self-sufficiency when 1.3 million
welfare recipients moved into new employment.

xiv
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Biomedical Research

+ Significant advances resulted in improved
understanding of our genetic make-up, new insights
into the relationshi ps among growth and
development, aging. and cancer at the cellular and
molecular levels of proteinsinvolved in the body’s
immune response to bacteria, and evidence that adult
neural stem cells can be used to repair brain damage.

Federal FY 1999 Research Outlays

Other

NSF 16.1%

2.9%
NA Defense

SA 50.7%
12.7%

NIH
17.6%

Source: President’s Budget for Fiscal

Year 2001, Historical Table 9.8

Head Start

* 835,000 children of low-income families received
comprehensive services for their growth and
development.

* 87% of Head Start children received needed medical
treatment, just short of the 88% target.

Infectious Diseases

* Dueto research and prevention, AIDS dropped out
of the leading causes of death.

+ The nation’s overall immunization rate for preschool
children vaccination levelsincreased to arecord 80%
based on the most recent data.

Number of AIDS Cases
Reported

During 12 Month Period
Through June 1999 47,083
Through June 1998 54,140
Through June 1997 64,597
Cumulative Total as 711,344
of June 1999
CDC HIV/AIDS Surveillance Report,
Table 2, Vol.11, No.1 1999

Substance Abuse Prevention

* Illicit drug use was slightly less than that reported for
1997.

Use of Any Illicit Drug In a Year

1998 1999
8" Graders | 21.0% |20.5%
10™ Graders | 35.0% | 35.9%
12" Graders | 41.4% | 42.1%

University of Michigan 1999
Monitoring the Future Survey

Tobacco

* Substantial declines occurred in the average retailer
salesrates of tobacco products to minors, according
to reported data.

Percentage of Teenagers
(In Grades 9-12) Who Smoke

FY 1997 36.4%
FY 1995 34.8%
FY 1993 30.5%
FY 1991 27.5%

Source: CDC Y outh Risk Behavior Survey

Health Disparities

* Health carefor 8.7 million uninsured and underserved
people was provided at Health Centers, according to
the most recent data.

* Research on heart failure care for minoritieswas
conducted and led to more effective treatment.

* New health care facilities were constructed to provide
American Indians needed health care.
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Overview of Departmental Operations

INTRODUCTION

This is the fourth Accountability Report for the U.S. Department of
Hedlth and Human Services (HHS), and thethird asan officid member
of the U.S. Chief Financial Officer Council pilot program being
conducted under the auspices of the Government Management Reform
Act (GMRA) of 1994.

Thisreport coversthe period of October 1, 1998 through September
30, 1999, Fiscd Year (FY) 1999, and containsahigh level overview
of

what we do,
what we did with the federd funds entrusted to us, and
how well we managed them.

It is our report to our “stockholders,” the American public, and as
such we are accounting for the return on the taxpayer’ s investment.

To substantiate what we say the report a so containsthe Department’s
FY 1999 audited financia statements that discuss our financial
condition as well as the auditors opinion that is an independent,
objective assessment of how accurately we have represented our
financid condition. Also this comprehensive report contains many
other streamlined reports required under various statutes that make
us accountable for our financial, management, and program
performance. It contains new information that better explains how
we managed federa funds and the actua costs of our programs.

By synthesizing dl of thisinformation into this Sngle report, we hope
to provide amore complete, accurate and useful understanding of the
Depatment. Some of our components aso are issuing their own
Accountability Reports, these will give the reader more detailed
program and finance informetion.

Our mission isto enhance
the health and well-being

by providing for effective
health and human services

and by fostering strong,
sustained advancesin the

public health, and social

of Americans

sciences
underlying medicine,

Services.




Department of Health and Human Services

Accountability Report: FY 1999

WHO WE ARE AND WHAT WE DO

Children arethefoéusof
many HHS programs.

The Nation's Health Care Dollar 1998

The Department of Health and Human Services (HHS) isthe
United States government’ s principal agency whose mission is
to enhance the health and well being of Americans. HHS
accomplishes its mission by providing leedership in the
adminigtration of programs to improve the heglth and well being of
Americans and to maintain the United States as aworld leader in
biomedica and public hedth sciences.

The Department manages more than 300 programs covering awide
Spectrum of activities that impact dl Americans, whether through
direct services, the benefits of advancesin science, or information
that hel ps them to live better and to make hedlthy choices. These
programs include:

Conducting and sponsoring medical and socid science
research,

Preventing outbresk of infectious disease including immunization
sarvices and diminating environmenta hedlth hazards,

Asauring food and drug sefety,

Providing hedlth insurance for elderly and disabled Americans,
hedlth insurance for low-income people, and hedlth insurance
for children,

Providing financid assstance and employment support/services
for low-income families,

Facilitating child support enforcement,

Improving maternd and infant hedlth,

Ensuring pre-school education and services,

Preventing child abuse and domestic violence,

Preventing and treating substance abuse and treatment and
Providing sarvices for older Americans, including home-
delivered meds.

In addition to the services they deliver, the HHS programs provide
for equitable treatment of beneficiaries nationwide, and they
fecilitate the collection of national hedlth and other data for research
and publication.

Many of the gods, objectives, and activities of programs
administered by HHS are shared within HHS and they aso
complement those of other federd agencies, and many state and
local governments, as well as private organizations. Often the
people being served are the same or smilar. Because of this shared
purpose, HHS works closdly with its partners to accomplish its
programs.
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* HHSisthelargest grant-making agency inthefedera
government, providing over 59,000 grantsto states, among
others, in theamount of morethan $158 billion per year (per
thelatest FY 1998 information). Thisisnearly 60% of al
Federd grantsawarded annualy.

* Morethan $8 out of every $10 appropriated to aleading
medica research organization of HHS funds more than 50,000
investigatorsthat are affiliated with some 2,000 university,
hospita and other research facilities.

* A nationwidenetwork of 700 community and migrant hedth 1997 1998
centersplus programsfor the homelessand residents of public ][’;Vtiféy Rate | 13.3% 12.7%
housing, served 8.7 million uninsured, underserved Americans United
asof 1998. States

«  Another nationwide network includesthe states, 655 Area ey ot | 250 milion | 3a5million
Agencieson Aging, 225 Indian Triba organizations, and 2 Number of | 14.1 million | 13.5 million
organizations serving Native Hawaiians. Itisresponsiblefor gz‘i)lrdren
assessing the needs of older persons, coordinating existing under age 18
resourceswith the more than 27,000 service providersand Source: U.S. Census Bureau
developing new resourcesto meet local prioritiesfor servicesto
theelderly.

« Nearly 40,000 providersof health care are certified to provide "io00 | 1098 | 1006 | 1067 | 1068
Medicare servicesand 21,500 employees of 56 Medicare il 60 | oo | 1043 | 1002 | M
contractors have primary responsibility for processing et
M aj| Ca'e Cl a ms ?p?;]n Il;surance 391 15.4 15.6 16.1 16.3

« Some 1,327,000 community volunteersnow helpto provide J-? ;owgg?j% 2 | 6w | oo | | WA

NA = Not Available

comprehensive devel opment servicesfor low-income,
preschool children agesthreetofive.

The Department collaborates and coordinates on common i ssues
and problemswith other federal agencies, for example:

» Coordination onthe Medicare and Medicaid programswith
Socid Security Adminigtration (SSA),

»  Coordinationwith the Departmentsof Agricultureand
Education for hedlth insurance enrollment outreach and the
Department of Justice on healthinsuranceintegrity issues,

»  Coordination on drug control with the Office of National Drug
Control Policy and Departments of Education, Justice,
Treasury, Housing and Urban Development, and
Transportation,

» Collaboration between HHS and L abor to implement Welfare
toWork, and

»  Cooperation onthe Head Start program with Education.
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HOW WE ARE STRUCTURED TO ACCOMPLISH OUR MISSION

Two key concepts arecritical to
understanding of the HHSfinancial
story. Expenses are one of the
ingredients of the financial
statementsthat arein Section 1V.
Expenses (or Costs) are computed
using accrual accounting
techniques which recognize costs
when incurred and revenues when
earned and include the effect of
accounts receivable and accounts
payable on determining annual
income. Outlays refer tothe
issuance of checks, disbursements
of cash, or electronic transfer of
funds made to liquidate an expense
regardless of the fiscal year the
service was provided or the
expense wasincurred. Budget
outlays are important because they
are used to identify budget
surpluses or deficits. Both
conceptsareimportant in
understanding the financial
condition of HHS.

The Net Budget Outlays that
appear for each OPDIV are derived
from the U.S. Treasury Year-End
Report and September monthly
Treasury statement.

The Consolidated Net Cost figures
that appear for each OPDIV are
derived from the HHS Consolidated
Statement of Net Cost.

Because of the complexity and importance of the many issuesinvolved
in our mission, and consistent with the intention of congressional
legidation, 13 HHS Operating Divisions (OPDIVs) administer the
Department’ sprograms. The Agency for Toxic Substanceand Disease
Registry isreported with the Center for Disease Control. Therefore
thisreport refersto 12 OPDIV's. Leadershipis provided by the Office
of the Secretary (OS), whichisaso consdered one of the 13 OPDIVs
and five saff divisonsheaded by Assstant Secretaries, including the
Assistant Secretary for Management and Budget (ASMB) whois
responsblefor thisreport. HHSisa so activein ten regionsthroughout
the United States, to coordinate the crosscutting and complementary
efforts that are needed to accomplish our mission. Offices of the
Inspector Generd (O1G), Generd Counsdl, Civil Rights, Departmental
AppeasBoard (DAB), and Intergovernmental Affairs (IGA) also
support thismission acrossthe Department. The FY 1999 net budget
outlay for providing thisleadership was $377 million. TheFY 1999
net cost of the OS activitieswas $490 million.

A chart of the current organi zationd structure of HHSfollows. There
was no significant organizational change in HHS in FY 1999. In
December 1999 the name of Agency for Health Care Policy and
Research waslegidatively changed to Agency for Hedlthcare Research
and Quality sothischangewill bereflected in next year’ sreport. HHS
Headquarters is located at 200 Independence Avenue, S\W.,
Washington, D.C., 20201.

SECRETARY: DonnaE. Shdda
HHSFY 1999 NET BUDGET OUTLAY S: $359.7 Billion
HHSFY 1999 CONSOLIDATED NET COSTS: $358.4Billion
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HHS OPERATING DIVISIONS

The HHS OPDIVs are presented in the descending order of their
budget outlays (rounded) for FY 1999.

Health Care Financing Administration (HCFA)

HCFA isthelargest purchaser of health careintheworld. HCFA
adminigters the Medicare and Medicaid programs, which provide
hedlth care coverage to about one in every four Americans. In FY
1998 a mgjor new health insurance program for children was
implemented cooperatively by HCFA and the statesto provide hedlth
insurance, preventive hedth care, and other important hedth services
to children in need.

Outlaysfor Medicareand Medicad, including state funding, represent
33.7 cents of every dollar spent on hedlth care in the United States.
Medicare provideshedthinsurancefor 39.5 million dderly and dissbled
Americans. Medicaid, ajoint federal-state program, provides hedlth
coverage for 41.9 million low-income persons (48% of enrolless are
children). In FY 1999 the Federal matching rates for various State
and local benefits costs averaged 57% and administration costs
averaged 56%. Medicaid aso pays for nurang home coverage for
low-income elderly, covering dmost haf of total nationa spending for
nursing home care. HCFA operatesfrom Batimore, MD, Washington,
DC, and ten regiona offices. HCFA was established in 1977,
incorporating the pre-existing Medicare and Medicaid programs.

ADMINISTRATOR: NANCY-ANN MIN DePARLE
FY 1999 NET BUDGET OUTLAY': $299 hillion
FY 1999 CONSOLIDATED NET COST: $294 hillion

Administration for Children and Families (ACF)

ACF is responsible for almost 50 programs that promote the
economic and social well being of families, children, individuals,
and communities. Withitspartners, ACF administersthe new state-
federd wefare reform program, Temporay Assstance to Needy
Families (TANF) providing assstance to an average of 6.88 million
persons monthly as of June, 1999. ACF administersthe nationa child
support enforcement system collecting some $14.4 billion in 1998 in
payments from non-custodid parents referred for collection follow-
up. Itasoadminisersthe Head Start program serving around 835,000
pre-school children.

ACF providesfundsto assst low-incomefamiliesin paying for childcare
and supports state programs to provide for foster care and adoption
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assigtance. It dso fundsprogramsto prevent child abuse and domestic
violence. ACFisorganized into 8 program officesand five st&ff offices
that operatein Washington, DC and ten regiond offices. Fiveregions
aso act as hub gtes for activities that affect severd regions. ACF
was established in 1991, bringing together several pre-existing
programs.

ASST. SECRETARY FOR CHILDREN AND FAMILIES:
OLIVIA A. GOLDEN, Ph.D.

FY 1999 NET BUDGET OUTLAY: $33.6 hillion

FY 1999 CONSOLIDATED NET COST: $35.6 hillion

National Institutes of Health (NIH)

NIH is the world’'s premier medical research organization
supporting some 35,000 resear ch projects nationwide in diseases
such as cancer, Alzheimer’s, diabetes, arthritis, heart ailments,
and AIDS. The NIH congsts of 25 Indtitutes and Centers (1Cs) that
improve the hedth of al Americans by advancing medica knowledge
and sustaining the nation’s medica research capacity in disease
diagnogis, trestment, and prevention. Morethan $8 out of every $10
appropriated to NIH flows out to the scientific community at large.
NIH’s research activities extend from basc research that explores
thefundamenta workingsof biologica systems, to Sudiesthat examine
disease and treatments in clinica settings, to prevention, and to
popul ation-based analyses of hedth status and needs.

To accomplish its mission and these research activities NIH provides
scientific leadership and establishes research priorities, funds the best
research in the scientific community at large, conducts leading-edge
researchin NIH laboratories, effectively disseminates scientific results
and information, facilitates the development of hedth-reated products,
ensures a continuing supply of well-trained |aboratory and clinica
investigators, sustainsthe nation’ sresearch facilities, and collaborates
with other federd agencies. NIH islocated in and near Bethesda,
MD. NIH wasestablishedin 1887, asthe Hygienic L aboratory, Staten
Idand, NY.

DIRECTOR: HAROLD E. VARMUS, M.D. (until January 1, 2000)
FY 1999 NET BUDGET OUTLAY': $13.8 hillion
FY 1999 CONSOLIDATED NET COST: $14.4 hillion

Health Resources and Services Administration (HRSA)

HR3A isthe nation’ s health safety net provider; HRSA improves
the nation’ s health by assuring equitabl e accessto comprehensive,
quality health care for all. HRSA and their sate, local, and other
partners, work to eliminate barriers to care and eiminate hedth
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digparitiesfor the estimated 44 million Americanswho are underserved,
vulnerable, and specia need populations. They dso assurethat qudity
health care professonds and services are available.

HRSA works to decrease infant mortdity and improve materna and
child hedth. It provides services to people with AIDS through the
Ryan White CARE Act programs and oversees the organ
trangplantation and bone marrow donor systems. HRSA aso works
to build the hedth care workforce and maintains the National Hedlth
Service Corps. HRSA uses astructure of four bureaus, centers, and
gpecia policy and support offices to accomplish its mission. Its
headquarters are in Rockville, Md. HRSA was established in 1982,
bringing together saverd pre-exigting programs.

ADMINISTRATOR: CLAUDE EARL FOX, M.D., M.P.H.
FY 1999 NET BUDGET OUTLAY: $3.86 hillion
FY 1999 CONSOLIDATED NET COST: $4.1 hillion

Centers for Disease Control and Prevention (CDC) and the
Agency for Toxic Substances and Disease Registry (ATSDR)
CDC isthe“ Nation's Prevention Agency” ; it isthe lead federal
agency responsible for promoting health and quality of life by
preventing and controlling disease, injury, and disability. CDC
helpsto savelives and hedth costs by working with partnersthroughout
the nation and the world to monitor hedlth, detect and investigate hedlth
problems, conduct research to enhance prevention, develop and
advocate sound health policies, implement prevention dtrategies,
promote hedlthy behaviors, foster safe and hedthy environments, and
provide public hedth leadership and training.

CDC iswell known for its response to disease outbreaks and hedth
crises worldwide. CDC's personnd are stationed in its national
headquartersin Atlanta, in 18 locations throughout the United States
and territories, and in more than 37 foreign countries and in 47 sate
health departments, and numerous local hedth agencies. CDC aso
provides immunization services and nationa hedth datisics. CDC
was established in 1946, as the Communicable Disease Center.

DIRECTOR: JEFFREY P. KOPLAN, M.D, M.PH.

FY 1999 NET BUDGET OUTLAY: $2.4 billion

FY 1999 CONSOLIDATED NET COST: $2.6 hillion (including
ATSDR)

ATSDR helps to prevent exposure and adverse human health
effects and diminished quality of life associated with exposure to
hazardous substances. ATSDR is a unique component of HHS
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becauseit isfunded and therefore accountable for thosefundsthrough
the EPA Superfund account. However, ATSDR reports to the
Director of CDC because of its complementary functions. Because
of this the CDC financid statements include ATSDR. ATSDR
conducts public health assessments, hedlth studies, surveillance
activities, and hedlth education training in communities around waste
gtesonthe U.SEnvironmenta Protection Agency’ sNationd Priorities
Lis. ATSDR ds0 has developed toxicologicd profiles of hazardous
chemicdsfound at thesesites. ATSDR' sheadquartersarein Atlanta,
GA. ATSDR was established in 1980.

ASST. ADMINISTRATOR: HENRY FALK, M.D.

FY 1999 NET BUDGET OUTLAY:: $72.9 million (reported through
EPA)

FY 1999 CONSOLIDATED NET COST: $ 75.5 million

Substance Abuse and Mental Health Services Administration
(SAMHSA)

SAMHSA works to improve the quality and availability of
substance abuse prevention, addiction treatment, and mental
health services. There are conservatively estimated to be over 51
million adults and 8 million children that experience some form of
menta disorder. An estimated 13.6 million Americans are current
users of illicit drugs in 1998. SAMHSA provides funding through
block grants to states for direct substance abuse and menta hedlth
sarvices, including treetment for over 340,000 Americanswith serious
Substance abuse problems. 1t hel psimprove substance abusetrestment
throughits Knowledge Devel opment and Applicationsgrant program.

SAMHSA aso monitors the prevaence and incidence of substance
abuse and mentd illness. SAMHSA carries out its work through 3
centers and 6 offices that coordinate effort on certain specid issues.
SAMHSA headquarters are in Rockville, Md. SAMSHA was
establishedin1992. (A predecessor agency, the Alcohol, Drug Abuse
and Mental Hedlth Adminigtration, was established in 1974.)

ADMINISTRATOR: NELBA R. CHAVEZ, PH.D
FY 1999 NET BUDGET OUTLAY: $2.2 hillion
FY 1999 CONSOLIDATED NET COST: $2.3 hillion

Indian Health Service (IHS)

ThelHSisthe principal Federal health care provider and health
advocate for Indian people, who experience the lowest life
expectancies in the country for both men and women. In
partnership with American Indians and Alaska Natives from more
than 557 federdly recognized Tribes, IHS's misson is to raise the
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physicd, menta, socid, and spiritud hedth of American Indians and
Alaska Natives to the highest level. IHS and the Indian Tribes serve
1.5 million American Indians and Alaska Natives through direct
delivery of locd hedth services.

ThelHSfunds49 hospitals, 209 hedlth centers, 6 school hedlth centers,
and 279 hedth gtations, which are administered by Indian Tribes or
IHS itsdf. There are dso 34 health programs operated by urban
Indian Hedlth Organizationsthat provide various servicesto American
Indiansand AlaskaNativesliving in urban areas of the country. When
unavailable from IHS or the Indian Tribes, medicd sarvices are dso
purchased from other providersto ensure that needed careisreceived.
IHS headquarters are in Rockville, MD, and its twelve area offices
are further divided into service units for reservations or a population
concentration. |HSwasestablished in 1924 (mission transferred from
the Department of Interior in 1955.)

DIRECTOR: MICHAEL H. TRUJLLO, M.D., M.P.H., M.S.
FY 1999 NET BUDGET OUTLAY: $2.2 hillion
FY 1999 CONSOLIDATED NET COST: $2.2 hillion

Food and Drug Administration (FDA)

FDA isone of our nation’s oldest consumer protection agencies.
It assuresthe safety of foodsand cosmetics, and the safety and efficacy
of human and anima drugs, biologica products (vaccines and blood
products), and medical devices- productsthat represent 25 centsout
of every dollar in U.S. consumer spending. To carry out thismandate,
FDA monitors the manufacture, import, trangport, sorage, and sale
of $1 trillion worth of products each year. The average cost of this
effort to the taxpayer is about $3 per person.

FDA’s primary drategy is to ensure that safety is built into a product
before a product goes on the market and that products are honestly
and informatively labeled. Sound scientific analysis, regulatory
gandards, and communication help to ensure that industry doesthis.
The standards are aso enforced in postmarket surveillance. FDA
operations are headquartered in Rockville, MD and are organized
into six centers and five regions throughout the United States to
accomplishits purpose. FDA was established in 1906.

COMMISSIONER: JANE E. HENNEY, M.D.
FY 1999 NET BUDGET OUTLAY:: $950 million
FY 1999 CONSOLIDATED NET COST: $1.0 billion
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Administration on Aging (AoA)

AoAisthefederal focal point devoted exclusively to representing
the needs and concerns of older people and their familiesand the
policy and program devel opment, planning, and service delivery
to those persons in need. Through a nationwide service ddivery
infragtructure, AoA funds are leveraged to ddliver comprehensvein-
home and community sarvices, including approximately 240 million
mesdls for older individuas each year. AOA funds aso make legd
sarvices, counsding and ombudsmen programs available to ederly
Americans. AoA accomplishes this mission in collaboration with its
partners— state and area agencies on aging, Triba organizations, and
the providers of services that comprise the aging network. AoOA
headquarters arein Washington, DC. AoA was established in 1965.

ASSISTANT SECRETARY FOR AGING:
JEANETTE C. TAKAMURA, Ph.D.

FY 1999 NET BUDGET OUTLAY : $3879 million

FY 1999 CONSOLIDATED NET COST: $923 million

Program Support Center (PSC)

PSC is a self-supporting operating division of the Department that
provides adminigtration servicesfor HHS and other federd agencies.
The PSC is organized to provide competitive services on a service-
for-fee basis in three key areas. financia management, human
resources, and adminigrative operations. PSC providesthese services
to at least 13 other executive branch departments, 18 independent
federal agencies, and the Generad Accounting Office. Activities and
sarvices of PSC are supported through the HHS Service and Supply
revolving fund. Though PSC's services are fee-based and sdf-
sugtaining, the Statement of Net Cost shows the largest codt is for
Retirement Pay and Medicd Benefits for Commissioned Officers.
PSCislocated in Rockville, MD. PSC wasestablishedin 1995 asa
busi ness enterprise from various adminigtrative support unitsof HHS.

DIRECTOR: LYNNDA M. REGAN
FY 1999 NET BUDGET OUTLAY': $280 million - Remburssble.
FY 1999 CONSOLIDATED NET COST: $717 million

Agency for Health Care Policy and Research (AHCPR)

AHCPR acts as the catalyst for improving the quality,
effectiveness, accessibility, and cost of health care as a result of
its research and sharing of information. AHCPR conducts and
supports the research needed to guide decisionmaking and
improvementsin both clinica care and the organization and financing
of hedth care. AHCPR adso promotes the incorporation of its and
other research-based information into effective choicesand trestment
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in hedlth care by devel oping toolsfor public and private decis onmakers
and by broadly disseminating the results of the research.

Recent legidation in December 1999 changed the name of Agency
for Hedlth Care Policy and Research to the Agency for Hedthcare
Researchand Qudity (AHRQ). AHCPR/AHRQ operatessix centers
aswell asitsgpecid palicy andinformation offices. AHCPR islocated
in Rockville, MD. AHCPR/AHRQ was established in 1989.

DIRECTOR: JOHN M. EISENBERG, M.D.
FY 1999 NET BUDGET OUTLAY': $79 million
FY 1999 CONSOLIDATED NET COST: $174 million

We are the Peopl€e’ s Department.
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HIGHLIGHTS OF OUR BUDGETARY OUTLAYS

In FY 1999, HHS had net outlays of $359.7 hillion, representing
21.1% of dl Federd net outlays. This represents an increase from
$350.6 hillion (21.2% of Federd net outlays) in FY 1998. Only the
SSA (which became independent from HHS in 1995) and the
Department of the Treasury exceeded HHS spending in FY 1999.

The portion of the Federal budget alocated to HHS has grown
ggnificantly over the last three decades. The nature of the HHS
entittement programs is the reason for the growth in spending. We
cannat limit the number of enrolleesin our programs, every individud
who meetsthe programs’ criteriamust be enrolled. Nine out of every
ten HHS dollars are now spent on entitlements.

When the Medicare and M edicaid entitlement programswere enacted
in 1966, HHS net outlays accounted for only 4% of Federd net outlays.
As the ranks of the enrollees and beneficiaries of these entitlement
programs has swelled dong with the increasing costs of hedth care
trestment, theimpact on the Federal budget has been quite sgnificant.
Thenet outlaysfor Medicare d one now account for 11% of the Federa
budget.

Federal FY 1999 Outlays

by Agency
Others SSA
16.21% 24.63%
Treasury
22.73% DOD
HHS 15.33%
21.10%

Source: Final Monthly Treasury
Statement of Receipts and Outlays of
the United States Government.
(Treasury includes interest on Federal
debt.)

HHS and Total Federal Net Outlays FYs 1966-1999
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Source: Historical Tables, Budget of the United States Government Fiscal Year 2000,

Executive Office of the President
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Highlights of Our Budgetary Outlays

HHS FY 1999 Net Outlays by Budget Function and OPDIV

(In Thousands)
Education,
Training, Administration HHS FY 1999
Employment, Income of Net Outlays
OPDIV and Social Health Medicare Security Justice by OPDIV
Services TOTAL %
Health Care Financing Administration $ 108,572,992 $ 190,440,645 $ 299,013,637 83.13%
Administration for Children & Families $ 12,657,584 $20,896,446 $ 69,618 33,623,648 9.35%
National Institutes of Health 13,802,146 13,802,146 3.84%
Health Resources and Services Administration 3,859,672 3,859,672 1.07%
Centers for Disease Control & Prevention 2,380,432 47,758 2,428,190 0.68%
Substance Abuse and Mental Health Svs. Adm. 2,213,905 2,213,905 0.62%
Indian Health Service 2,193,221 2,193,221 0.61%
Food and Drug Administration 950,140 950,140 0.26%
Administration on Aging 879,268 879,268 0.24%
Office of the Secretary 376,730 376,730 0.10%
Program Support Center * 280,125 280,125 0.08%
Agency for Healthcare Research and Quality 29375 29 375 00204,

HHS SUBTOTAL $

13536852 & 134708738 $ 100440645 $20R96 446 $

117376 $ 350 700 057 100 00%

* Though PSC's services are fee-based and self-sustaining, net outlays shown include $201,689 thousand for Retirement Pay and Medical Benefits
for Commissioned Officers with the remainder attributable to the HHS Service and Supply Fund and miscellaneous trust funds.

Source: Treasury Year End Report. Proprietory receipts from the public and intrabudgetary transactions have been allocated to each HHS OPDIV based

on detailed in the Sep

ber monthly Treasury statement.

Note: TheFY 1999 financial

statements’ supplemental schedules
present dataunder six budget functions,
rather thanjustthe5shownhere. This
isbecauseATSDR'’ sexpendituresunder
theNatural Resourcesbudget function
areincludedinHHSfinancial statements,
but excluded from HHS outlay figures;
they areincluded in EPA’ soutlay
figures.

HHS FY 1999 Net
Outlays by OPDIV

NIH HRSA
0 1.1%
3.8% Others
2.6%
ACF
9.4%
HCFA
83.1%

HHS FY 1999 Net Outlays by
Budget Function

Income

Admin of Security Health
Justice Programs
0.0% 37.5%
Ed, Train,
Medicare Emp &
52.9% Socsves

3.8%

HHS dollars are dlocated to the OPDIV's across budget functions.
The accompanying matrix chart of “HHS FY 1999 Net Outlays by
Budget Function and OPDIV” details this distribution and facilitates
theidentification of concentrations of outlays. Thelargest snglebudget
function is Medicare (which has a category dl its own), with $190.4
billionin spending. The second largest functiond category, a $134.7
billion, is Hedth where mogt of the funds are spent by HCFA (for
Medicaid) and by NIH (for research). ACF has the bulk of
respongbility for budget function dollars categorized as Education,
Training, Employment and Social Services, and aso for Income
Security through the Temporary Assistance for Needy Families and
Child Support Enforcement programs.

Measured by program spending, HCFA is by far the largest of the
HHS OPDIVs, followed by ACF, then NIH, HRSA, CDC,
SAMHSA, and other OPDIVs. The reldtive portion of total HHS
net outlays by OPDIV isillugtrated in the accompanying pie chart.

Outlays by budget function are largely concentrated in the Medicare
and Hedlth (which includes Medicaid) budget functions.

Readerswill notein Section 1V that the Statement of Net Cost, which
was anew principd financia statement for FY 1998, dlocates costs
by OPDIV and by budget function. Costs reported will be
concentrated in a Similar fashion as the budget figures, noted above,
for net outlays reported in this section of the Accountability Report.

I-14
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OUR KEY ASSET: OUR EMPLOYEES

HHS, like any organization, cannot accomplish its misson without its
employees. They provide the necessary direct services, coordinate
with partners, award grants and contracts, and develop policy. The
following chart shows the employment levd digtribution within HHS,
TheFull Time Equivalent (FTE) measure gives a better picture of total
gaffing than a count of the number of people & HHS, since some
work full-time and some work part-time.

WORK FORCE PLANNING

Initssmplest termsworkforce planning isgetting “the right number of
peoplewith theright skills, experiences, and competenciesin theright
jobsa therighttime” Thisdefinition coversacomprehensve process
that provides managerswith aframework for making saffing decisons
based on an organization’ smission, Srategic plan, budgetary resources,
and a set of desired workforce competencies.

Many modds for workforce planning have been developed, but al
rely on comparing the present workforce to that needed in the future;
determining the gaps and surpluses between the present and future in
termsof knowledges, skills, abilities, and competencies; then developing
srategic plans for workforce trangtion.

In 1999 the Office of the Assstant Secretary for Management and
Budget (ASMB) published Building Successful Organizations:
Workforce Planning in HHS, a workforce planning guide for the
Department. An ASMB team is now working with OPDIV budget
and human resources gtaff to help them refine workforce planning
data to support fiscal year 2002 budget requests and then to
indtitutionalize the workforce planning process.

HHSFY 1999 FTE

OPDIV

FY 1999
Actual

FY 1999
Percentage

FDA

8,910

15.1|

HRSA 2.014 3.4
IHS 14.586 24.9
cDe 7.491 12.7
NIH 15.329 26.0
SAMHSA 632 1.0
AHCPR 253 4
HCFA 4,219 7.2
ACFE 1509 2.6
AoA 120 2
0IG 1,273 2.2
OCR 210 4
DM 1313 2.2
PSC 1,071 19|

* Total includes 187 statutorily exempt FTE.
Those employees designated statutorily
exempt are exempt due to Congressional
statutes. An example statuteis Public Law
100-140, the “Federal Physicians
Comparability Allowance Amendments” of
1987. Other statutes may be authorized to
achieve government’s recruitment and
retention efforts in areas requiring highly
specialized occupations.
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WHAT WE ARE WORKING TOWARD

Hedlthy and productive individuds, families, and communities arethe
very foundation of the nation’s security and prosperity. Through our
leadership in medica sciences and public hedth, and as guardian of
critical components of the nation’s hedth and safety net programs,
HHS has aresponsbility and the opportunity to work to improve the
hedlth and well-being of our nation. The HHS drategic plan reflects
this commitment in the following Sx drategic gods. Strategies and
objectives have a so been devel oped for each of these goalsto ensure
that steady, broad-based improvements result from our efforts. We
are a'so measuring our progress toward these goals, theseresults are
reflected inthe HHS GPRA annua performance report summary and
key performance results are dso discussed in this Accountability
Report.

GOAL 1. Reducethemajor threatsto the health and productivity of
all Americans.

GOAL 2. Improvethe economic and social well-being of individuals,
families, and communitiesin the United States.

GOAL 3. Improve accessto health services and ensure the integrity
of the nation’s health entitlement and safety net programs.

GOAL 4. Improvethe quality of health care and human services.
GOAL 5. Improve public health systems.

GOAL 6. Strengthen the nation’s health sciences research enterprise
and enhance its productivity.

HHS Strategic Goals
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HOW WELL WE PERFORMED ON KEY PROGRAMS

PERFORMANCE INFORMATION FOR KEY HHS
PROGRAMS

In this section we discuss the performance information for key
programsandinitiativesof HHSincluding some program performance
gods and measures.

Financia management performance information and measures are
discussed in the section titled Overview of Financiad Management.
Other useful performance information is contained in the Reportsand
Other Information section of thisreport. The performanceinformeation
that followsis congsent with the Government Performance and Results
Act of 1993 (GPRA) requirementsand it supportsand isaigned with
the HHS dtrategic goals and selected strategic objectives under each
god. Thisinformation is aso congstent with those GPRA programs
discussed in the OPDIV-leve financid statements as we begin to
associate a program’s performance with its costs.  Performance
information from other reliable sourceswas used aswell. The source
of theinformation isether cited or included in theligting of references

in Appendix C.

Data on the results of our performance in various programs may be
available on alimited basis and lag in time for severd reasons. The
data may be gathered infrequently due to cyclica reporting or may
not be required because of legidativeintent; thereliance on third parties
to provide the data, including grantee reports, the cost of gathering
the information; and the nature of the data, such as research reaults.
The availability of performance data is also discussed under the
Challenges section of this report and the vaidation/verification of the
data is discussed more fully in the individud OPDIV performance
plans and reports. Therefore, some of the performance information
in this FY 1999 report is for prior years because that is the most
current information thet isavallable or becausethat information became
known during FY 1999. Trends of our performance can eventudly
be determined by a comparison of annud trends in Accountability
Reports from year to year.

For more comprehensive GPRA
results, see the HHS FY 1999
GPRA Performance Report
Summary and individual OPDIV
GPRA Reports that will appear
under http://www.hhs.gov/progorg/
asmb/budget/plans.html

A key purpose of GPRA is to
improve the confidence of the
American people in the capability
of the federal government by
systematically holding Federal
agencies accountable for
achieving program results.

= Inareas where we
have met or exceeded

the FY 1999 target we
have noted that with a
bullseye.
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GOAL 1: REDUCE THE MAJOR THREATS TO THE HEALTH AND
PRODUCTIVITY OF ALL AMERICANS.

Good health lies at the heart of the nation’s well being. A hedthy work force is more productive; a
hedlthy student bodly is ready to learn; and hedthy people are able to build a better society. HHS investments
in reducing or eiminating behaviord threats to life and good hedth can pay off heavily in improved hedth and

productivity of the American people.

* We took steps to reduce tobacco use especially among
For every $1 spent on tobacco, youth.

drug, alcohol and sexuality
education, $14 are saved in
avoided health care costs.

Every day, 3000 teenagers start smoking, and 1 out of 3 will die of
smoking-related diseases.

Between 1991 and 1997 tobacco use among youth increased from
27.5 percent to 36.4 percent. In response to this disturbing trend
HHS established an initiative to reduce tobacco use among minors.

CDC' sHeart Disease and Health Promotion program seeksto prevent
tobacco use.  SAMHSA collects youth smoking rates as part of its
Nationa Household Survey on Drug Abuse (NHDSA) and adminigters
the Synar Amendment to support programsfor complianceto reduce
the sale of tobacco to minors and measures changesin youth smoking.
FDA efforts emphasize its regulatory role and am to increase the
number of compliance checks performed at retail shops to enforce

Percentage of Teenagers the requirement that minors do not purchase tobacco products.
(In Grades 9-12) Who Smoke
FY 1997 36.4% The Department will measure the impact of its activitiesfor FY 1999
FY 1995 34.8% through CDC' sand the Office of Public Hedlth Services god to stop
FY 1993 30.5% the incresse in youth smoking. The FY 1999 target for this god is
FY 1991 27.5% based on the FY 1997 levels of the biennia Youth Risk Behavior
Source: CDC Youth Risk Behavior Survey Survey. Inthefuturethe Department will usethe SAM HSA Nati or_H
Household Survey on Drug Abuse to measure the impact of its

activities.

In FY 1999 CDC began funding dl 50 states and the Digtrict of
Columbia to develop and maintain tobacco control programs — an
increase of 18 states above last year. Basdline performance datais
being developed. CDC aso developed and released a set of “best
practices’ to help dtates assess their options for tobacco control
programs and locd funding priorities.

Also, under the Synar regulation states are to reduce the availability
rate of tobacco salesto minorsto 20 percent or lessby theend of FY




Department of Health and Human Services

How Well We Performed on Key Programs

Accountability Report: FY 1999

2002. SAMHSA assgs in this effort through technical assstance
and sampling studiesin the states funded through the Substance Abuse
Block Grant — a portion of which must be applied to prevention
efforts.

The yearly targets were established with the initia implementation of
the Synar regulation, based on the percelved amount of effort required
in the state to reduce the sales to minors. For example, States with
initial rates above 60 percent were given 2 yearsto reduce their rates
to 40 percent and an additiona 3 years to achieve 20 percent. The
achievements above expectations resulted in the aggressive god of
36 states for FY 2001.

In October 1999 SAMHSA announced that average retailer sdes
rates of tobacco products to minors dropped significantly from 40
percent in 1997 to 24 percentin 1998. Thissubstantia declinereflects
the growth of effective Sate tobacco enforcement programs established
asaresult of legidation and regulaions.

FDA dso contributes to this effort by entering into contracts with
statesto perform compliance checksin order to reduce the number of
retailers who sell tobacco products to minors. The increase in
compliance checksreflectstheincreasein participating atesfrom 10
in1997 to dl 50in FY 1999.

+* We helped to improve the diet and the level of physical
activity of Americans.

Lack of a good diet, or nutrition, aong with physica activity
contributes to at least four of the 10 leading causes of death and
disability. The costs associated with diet-and activity-related hedth
conditions, including direct hedlth care and lost productivity are
estimated at $71 billion a year, according to a U.S. Department of
Agriculture paper. Older Americans are particularly vulnerable to
poor nutrition.

To combet this problem in FY 1999 $504 million was provided to
dates, area agencies, and tribes which are part of the Adminisiration
on Aging' snationwide Aging Network for medsservedin congregate
(group or community) settings, and home-delivered meals and
other community-based services. The Aging Network comprises
57 State Units on Aging, 655 Area Agencies on Aging, 225 Indian
Triba organizations, and 2 organizations sarving Native Hawaiians.

Goal: (SAMSHA) Assure services
availability for Synar Amendment
implementation activities.

1. FY 1999 Target: 8 states have a
violation rate of tobacco salesto
minors at or below 20%

FY 1999 Actual: Exceeded the
target; 21 states have arate at or
below 20%.

FY 1997 Baseline: 4 states, FY
1998 12 states

2.FY 1999 Target: SAMHSA
provides technical assistanceto
help all states implement the
regulations.

FY 1999 Actual: Met the target.

FY 1997 Baseline: 12 states@

For every $1 of federal congregate
funds, $1.70 additional funding is
leveraged; for every $1 of federal
home-delivered funds, $3.35
additional funding is leveraged.
The average cost of a meal,
including the value of donated
labor and supplies, was $5.17 for a
group meal and $5.31 for a home-

delivered meal.

Compliance Checks Conducted

FY 1999 106,186
FY 1998 40,234
FY1997 6,464
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Goal: Provide Home-Delivered
Medls

FY 1999 Target: Maintain level of
service provision at 119 million
home-delivered meals.

FY 1999 Actual: Actual
performance datawill be available
in September 2001.

Trend: FY 1996: 119 million medls,
FY 1997: 123 million medls

Goal: Provide Congregate Meals
FY 1999 Target: Maintain level of
service provision at 123.4 million
congregate meals.

FY 1999 Actual: Actual
performance datawill be availablein
September 2001.

Trend: FY 1995: 123.4 million medls,
FY 1996: 118.6 million medls, and FY
1997: 113 million medls.

Rates for reported primarv
and secondary svphilis

1998 2.6 ner 100.000
1990 20.3 per 100,000

CDC 1998 Sexually Transmitted
Disease Surveillance Report

The Network leverages funds received from AoA to provide meds
and other community-based services. These meds provided 40
percent to 50 percent of aclient’ sdaily intake from one med per day
according to the 1996 program evaluation.

The congregate medl trend is decreasing whilethe trend toward home-
ddivered medsisincreasng. Thisis congstent with the pattern of
dates transferring funding from the congregate medls to the home-
ddivered meals programs. The FY 1999 targets were set based on
the 1995 data available at that time. A0A has adjusted its GPRA
targetsfor future yearsasaresult and will usethe FY 1997 actuasas
the basdine for both measuresin the future.

% We actively promoted the reduction of unsafe sexual
behaviors.

About 12 million new casesof sexually transmitted diseases (STDs),
3 million of them among teenagers, occur annudly. The annud direct
and indirect costs of sdlected mgjor STDs are gpproximately $10
billion ($17 billionif sexudly transmitted HIV infections areincluded).

Unsafe sexud behavior can result in sexudly transmitted diseasesand
contributes to some of the most rapidly spreading diseases in the
country. TheU. S. leads indudtridized countries in rates of sexudly
transmitted diseases (STDs). In addition, unsafe sexua behavior
among teens can result in unintended pregnancies and potentidly life-
damaging consequences of adolescent sexud experimentation. HHS
hasaddressed thespread of STDsby prevention activities, survellance,
and research.

Syphilisdigproportionately affectsasmal percentage of the population,
paticularly African-Americansliving in poverty. Syphilis diminaion
efforts that focus on populations in areas where syphilis perssts will
help close one of the most glaring racid gapsin hedth satus. CDC
will measurethe effectiveness of itseffort to diminate syphilisin project
aress usng an indicator of racid disparity. Beginning in FY 1999
CDC has st targetsto reduceracid disparity in syphilisby 15 percent
each year over the FY 1998 basdline of 34.2 percent.
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To help prevent and control the spread of the deadly AIDS virus, in
FY 1999 CDC continued to fund loca prevention activities, helped
HIV prevention programs to improve their services by applying
effective behaviord interventions, and supported researchersto help
identify successful approaches that community HIV programs can
use. HIV survellance guiddines were adso developed in FY 1998.
CDC efforts help state and loca education agencies implement HIV
prevention programsin schools nationwide to reduce risky behaviors
among the 50 million young people who attend schoal.

In October CDC reported that AIDS fell from the top 15 causes of
degth in the United States declining an estimated 21 percent from
1997 to 1998, arate of 4.6 deaths per 100, 000 — the lowest rate
snce 1987. HIV mortaity has declined more than 70 percent since
1995.

CDC is ds0 providing assstance to state and loca hedth agencies
and community-basad organi zationsto implement effective survelllance
of theincidenceof HIV and AIDS. HIV reporting dataareincreasingly
necessary to monitor the effect of the epidemic.

CDC published Guiddines for Nationd Human Immunodeficiency
Virus Case Surveillance, including Monitoring for Human
Immunodeficiency Virus Infection and Acquired Immunodeficiency
Syndromein the MMWR Recommendations and Reports (December
10, 1999/Val 48/No. RR-13).

/7 \/ /7
0’0 0.0 0’0

In October 1999 HHS announced that theteen birth ratefdl for the
seventh straight year and reached its lowest level since 1987. We
aso released a new guide to help loca communities and non-profit
organizations establish successful teen pregnancy prevention programs.

In addition to the prevention efforts of CDC, grants such as the
Maternd and Child Health Block Grant plusthe Abstinence Education
program, and the Adolescent Family Life demondration activitiesin
FY 1999 promoted and tested promising interventions to reduce
teenage pregnancies.

HHS awarded $100 million in new bonuses to four states and the
Digrict of Columbia for achieving the nation’s largest decreases in
out-of-wedlock births between 1994 and 1997.

Goal: (CDC) Improve the ahility of
the Nation’sHIV/AIDS
surveillance system to identify
incidence and prevalence of HIV
infection. (CDC)

FY 1999 Target: Update current
HIV surveillance guidelines for
security and confidentiality to
include minimum performance
standards for state, local and HIV/
AIDS surveillance systems.

FY 1999 Actual: 100% of the
states adopted the confidentiality
standards.

Number of AIDS Cases Reported

During 12 Month Period

Through June 1999 47,083
Through June 1998 54,140
Through June 1997 64,597
Cumulative Total as 711,344
of June 1999

CDC HIV/AIDS Surveillance Report,
Table 2, Vol.11, No.1 1999
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Use of Any Illicit Drug In a Year

1998 1999
8™ Graders | 21.0% [20.5%
10™ Graders | 35.0% | 35.9%
12" Graders | 41.4% |42.1%

University of Michigan 1999
Monitoring the Future Survey

“For the past two years we have
been cautiously optimistic asa
series of encouraging reports
seemed to indicate a leveling off
and even a possible declinein
drug use among teens after years
of dramatic increases. Whileit
looks like we have turned the
corner...we must not rest.”

Donna Shalala, Secretary of HHS

August, 1999

Goal (SAMHSA): Assure availability
of services.

FY 1999 Target: 80% of states
spend prevention fundsin each of
the six strategy areas.

FY 1999 Actual: Exceeded the
target; 90% of states spent
prevention fundsin each of the six

categories. @

< We worked to curb alcohol use and reduce the use of
illicit drugs.

Anedimated 13.6 million Americanswere current usersof illicit drugs
in 1998, meaning that they used aniillicit drug &t least once during the
30daysprior totheinterview for the 1998 Nationa Household Survey
on Drug Abuse. SAMHSA issued the results of the survey in 1999.
Although this number is dightly less than the 13.9 million estimate for
1997 the difference is not datigticaly sgnificant. By comparison, the
number of current illicit drug userswas at itshighest in 1979 when the
estimate was 25.0 million.

The 1999 Monitoring the Future study of overall drug use among 8",
10, and 12" graders d so found that use generdly remained unchanged
gnce the 1998 survey. The NIH Nationd Institute on Drug Abuse
funds the Sudy.

The use of illicit drugs remains a unacceptable levels. HHS and its
partners actively deal with these problems through prevention,
intervention, and trestment. In addition to the States, one of HHS's
partners is the Office of Nationa Drug Control Policy (ONDCP)
which coordinates overall federd efforts through strategic gods and
objectives. Thefirst ONDCP dirategic god isto educate and enable
America syouthtorgect illegd drugsaswel asa cohol and tobacco.

To work with statesin substance abuse prevention and treatment for
youths and others, SAMHSA awarded $1.56 billion in block grants
in FY 1999. SAMHSA dtrives to improve how states spend their
substance abuse prevention dollars by encouraging them to promote
Six prevention strategies: information dissemination, education,
dterndive activities, problem identification and referral, community
mobilization, and environmentd activities.

Drug abuse prevention programs are effective in changing individua
characterigicsthat predict later substance abuse. SAMHSA’ songoing
prevention intervention studies on predictor variables support the
ONDCP grategic god and will generate new empiricad knowledge
about effective approaches for changing the developmenta path of
children at risk for substance abuse. Although the outcomes of the
interventionsarenot availableyet, preliminary findingsshow sgnificant
improvement in the children in the intervention group. The gods of
the interventions are to decrease the use of acohol and tobacco by
10 percent and of marijuanaby 5 percent by the end of the program.

To promote the adoption of best practices in reducing acohol and
drug abuse the SAMHSA Nationd Clearinghouse for Alcohol and

|-22
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Drug Information (NCADI) distributes public information on
prevention, intervention, and trestment. NCADI has experienced NCA I i ey groic
tremendous growth in the number of requests that it receives for number is 1-500-729-6686.
information. 1n 1999 SAMHSA dramatically exceeded itstarget of a
five-percent increase from its 1997 basdine. NCADI had a 129
percent increase, an average of 40,285 requests for information per

month.
Goal (SAMHSA): Bridge the gap
between knowledge and practice.
FY 1999 Target: 5% increasein
number of NCADI information
reguests per month over FY 1997
] baseline.
a - Y FY 1999 Actual: 129% increase over
- . baseline.
E Trend: FY 1997 Baseline: 17,600
gl = : requests per month; FY 1998: 25,289;
. . . FY 1999: 40,285.
Prevention, intervention and
treatment reduce drug abuse. @
Effectiveness of Treatment: In its 1996 Nationd Treatment Cornell University researchers in
Improvement Evaluation Study (NTIES), SAMHSA found a a study of 6,000 students in NY

State found that the odds of
drinking, smoking, and using
marijuana were 40% lower among

clear linkage between the provision of substance abuse
treatment services and improved life outcomes for both

children and adults. Thefollowing are examples of NTIES students who participated in a
f|nd|ngs on treatment effectiveness: school-based substance abuse
78 % reduction in the percentage of individuals engaging profraniinigrades it aniong
in both the sale of illicit drugs and violent crimes LI I G LS W LT

19 % increase in the rate of employment;

42 % decrease in the percentage of individuas who were
homeless

53 % decrease in dcohol and other drug-related medica
vidts,

28 % decrease in inpatient menta hedth vidts, and

34-56 % decrease in “high risk” sexud behaviors
associated with the transmission of HIV.
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GOAL 2: IMPROVE THE ECONOMIC AND SOCIAL WELL-BEING OF
INDIVIDUALS, FAMILIES, AND COMMUNITIES IN THE
UNITED STATES.

Each person, regardless of age, sex, physical ability, or racial/ethnic background, should have the
opportunity to lead an economically and socially productive life. With its partners, HHS supports
drategies that create opportunities for individuds, families, and communities to be economicaly and socidly

productive.

TANF WORK
PARTICIPATION

RATES FOR FY 1998
AlL Family Rates | Two Parent Family Rates

35.4% 42.3%

Source: ACF Data & Statistics

** We worked to increase the economic independence of
families on welfare.

Under the Temporary Assistance to Needy Families (TANF)
program, whose net cost was $15.475 billion in FY 1999, states
have extengve flexibility in designing programs that promote work,
responghbility, and sdf-aufficiency. Almogt every saterequirespersond
responsibility contracts and 32 states expect clientsto work within six
months. In August 1999, data was released that showed al 50 states
and the Didtrict of Columbia met the overall work participation rates
for dl familiesin 1998 — thefirg full year of the new wdfare reform
law. Wédfare casdoads are at their lowest level since 1967 and the
welfare rolls have fadlen by nearly haf snce 1994. Nationwide the
rolls have fdlen by 49 percent and from 14.2 million to 6.9 million.

Twenty-seven statesreceived high performance bonusestotaling $200
million for excdllent performancein moving wefarerecipientsintojobs.
The performance bonus program was authorized by law. The states
placed 1.3 million wdfare recipients into new jobsin 1998. Eighty
percent of working recipients remained employed for an average of
three months. In addition, their earnings rose from $2,100 in the first
quarter of employment to $2,650 in the third. A recent Genera
Accounting Officereport found that between 63 percent and 87 percent
of adults have worked since leaving the wdfare rolls. These results
are Smilar to state studies funded by HHS.

States also reported a new record percentage of parents on welfare
that are working. Datareleased in 1999 showsthat 35 percent of al
adult welfare recipients were working, looking for employment or
enrolled in work preparation activities in 1998. The percentage of
employed recipients reached an dl-time high at 23 percent compared
to lessthan 7 percent in 1992 and 13 percent in 1997. Smilarly, the
proportion of recipients who were working, including employment,
work experience, and community service reached 27 percent which
isnearly afourfold increase over the 7 percent recorded in 1992.
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ACF sgod under the Nationa Performance Review's (NPR) “High
Impact Agency” initigtive was to increase sdlf-sufficiency for low-
income families by moving one million wefare recipients into new
employment by 2000. In FY 1999 ACF reported that the goal was
achieved earlier than anticipated with 46 states reporting 1.3 million
job entriesfor FY 1998.

CHANGE IN WELFARE CASELOADS SINCE
ENACTMENT OF NEW WELFARE LAW

Total TANF Families and Recibients
(in thousands)

Aug-96 June-99 Percent
Change
Families 4.415 2.536 -43%
1,879,000 fewer families
Recipient 12,241 6,889 -44%
s

5,352,000 fewer recipients

Source: ACF Data & Statistics

2 e 2

* * *

As part of the same NPR initiative and consstent with ACF s child
welfare activities and the Adminigtration’s adoption god for 2001,
ACF adopted a god of increasing the number of children who are
adopted from the public foster care system to 51,000 by FY 2001.
Adoptions haveincreased from 28,000 in FY 1996 to 36,000 in FY
1998. In 1999 ACF awarded $20 million in thefirst adoption bonuses
to 35 dates that had increased the number of children adopted from
foster care.

Child Care and Development fund grantees have many efforts
underway to address affordability and access to child care for low-
income families. ACF work continues in partnership with dates to
increase and identify the number of children served by thegrants. On

TANF helpstoincrease
the self-efficiency for
low-income families.

1-25
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Goal: (ACF) Increase parental
responsibility.

FY 1999 Target: Collect $16.3
billion in child support collections.
FY 1999 Actual: $15.5 billion
(preliminary)

Trend: FY 1996: $11.9 billion
collected, FY 1997: $13.38 hillion
collected. FY 1998: $14.3 hillion
collected.

Head Start helpsto give children a
good foundation for learning.

October 19, 1999 the Secretary of HHS released areport indicating
that nationdly, in an average month of 1998, 1.5 million low and
moderate-income children digiblefor thisgrant assstance from dates
received help through the program.

K/

* We helped to increase the financial and emotional
resources available to children from their noncustodial
parents.

The Child Support Enforcement Program (CSE) obtains support
for children by locating parents, establishing paternity, and establishing
and enforcing support orders. The national employment database,
known as the Nationa Directory of New Hires, more than doubled
itssuccessinitsfirg year by matching selected state cases and found
over 2.8 million ddinquent parents.

Peternities establishment roseto 1.5 millionin 1998, amore than three-
fold increase from 516,000 in 1992. The Passport Denia program
collected more than $2.25 million in lump sum child support payments
and is currently denying 30-40 passports to delinquent parents per
day.

o,

¢ We supported the improvement of the healthy
development and learning readiness of preschool
children.

Head Start is the nation’s premier early childhood development
program for low-income children and families. Head Start hasgrown
from 714,000 in 1993 to 835,000 children in FY 1999 who were
enrolled in programs to enhance children’s growth and devel opment;
grengthen families, and provide children’s educationd services.

Head Start has begun to assess how program efforts influence the
development of emergent literacy, numeracy, and cognitive skills; gross
and finemotor kills, and socid skills of participating children through
its Family and Child Experiences Survey(FACES). Basdine data
collected from 1997-1999 indicate that children experienced
improvement in al of these dimensions. For example, the data shows
that Head Start helps children improve their vocabulary skills during
both their Head Start year and kindergarten years at afaster rate than
the averagerate of improvement for children of dl incomelevels. ACF
isestablishing performance goa sto assess|earning devel opment using
the measurement scales employed for the FACES.
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Head Start aso emphasizes the importance of the early identification
of hedth problems. Every childisinvolved in acomprehensive hedth
program, which includes immunizations, medical, dental, and mental
hedlth, and nutritional services. ACF wantsto assurethat Head Start
children are ableto receive medicd treetment when they areidentified
as needing medica services.

In FY 1999, ACF was just short of its god of 88 percent, with 87
percent of Head Start children receiving care after being identified as
needing services. It isimportant to bear in mind that Head Start has
apredictable turnover rate, that is, children leave the program during
its course for various reasons and so while areferra may have been
made programs may not havefollow up information for those children.
Nevertheless, Head Start has chosen to increase targets of performance
in future years.

Children are our Nation’sfuture.

The American Customer
Satisfaction Index is a national
economic indicator of customer
satisfaction with the quality of
goods and services available to
household consumers in the United
States. In December 1999 the
partners that produce the ACSI
released the result of customer
evaluations of various federal
agency services and products. The
parents of Head Start students
rated the program 87 out of 100
points; the highest rating received

for the federal programs evaluated.
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GOAL3: IMPROVE ACCESS TO HEALTH SERVICES AND ENSURE THE
INTEGRITY OF THE NATION’S HEALTH ENTITLEMENT AND
SAFETY NET PROGRAMS.

Without insurance, access to health services is severely compromised. With its partners HHS broadens
access to services and maximizes the number of low-income or special-needs populations served. HHS also
prevents waste, fraud, and abuse of its entitlement and safety net programs, particularly Medicare and Medicaid
because of their size and their impact on the total health care system.

** We are helping to bring about an increase in the percentage

Goal (HCFA): Decrease the of the Nation’s children who have health insurance

number of uninsured children by

working with states to implement coverage.

SCHIP and increase enrollment of

eligible children in Medicaid. Nearly 11 million children in the United States—one in seven—are
FY 1999 Target: Establish target uninsured because their families cannot afford private insurance and

and baselines.
FY 1999 Actual: Met. ol
Trend: FY 1997: 22.7 million in probiems.

therefore are at significantly increased risk for preventable health

Medicaid; none in SCHIP
@ In 1999 HHS continued to work diligently with its partners to develop
and implement plans to extend health care coverage to millions of
uninsured children. On September 8, 1999, HHS announced that the
State Children’s Health Insurance Program (SCHIP), which was
passed in the Balanced Budget Act of 1997 and amendments, had
been approved in all 56 states and territories in the country. Under
the program, Congress and the Administration agreed to set aside
$24 billion over five years to help expand health insurance to children
whose families earn too much to qualify for traditional Medicaid, yet
not enough to afford private health insurance. States are improving
their processes to achieve these enrollment levels.

HCFA met its target of developing a FY 2000 objective for decreasing
the number of uninsured children by enrolling eligible children in
Medicaid and SCHIP. The target is to enroll 1 million more children
each year than the prior year.

InFY 1999, SCHIP enabled the states to serve many more women
and children because community Health Centers are responding
aggressively to the opportunities offered through SCHIP. HRSA and

Healthy children mean ) . : . .
a healthy future and lower its Health Center grantees recognize that ongoing and intensified
health cost. outreach and educational efforts will be necessary to assure that all

the children who are eligible under SCHIP are enrolled.




Department of Health and Human Services
Accountability Report: FY 1999

How Well We Performed on Key Programs

¢ Weincreased the availability of primary health care
services.

There is mounting evidence that access to a usual and regular source
of care can reduce and even eliminate health status disparities among
subsets of the population. The high quality primary health care
received in HRSA’s Health Centers has been shown to reduce
hospitalizations and emergency room use, reduce annual Medicaid
costs, and helps prevent more expensive chronic disease and disability
for these populations.

Community Health Centers and the National Health Service
Corps (NHSC) combined provides primary health care services to
approximately 11.5 million low income, underserved patients. This
represents one-fourth of approximately 44 million persons (according
to 1998 data) in more than 4,000 communities across the nation who
lack access to a primary care provider. For health centers, the patients
include 3.52 million uninsured persons, of whom more than 1.2 million
are children. This is a 59 percent increase since 1990. To help meet
patient needs, 60 percent of the NHSC 2,526 physicians, nurses,
dentists, and other primary care providers work in underserved
communities throughout the country, in addition to the 40 percent
who work in health centers. In FY 1999 they served 4 million of the
total patients served.

InFY 1999, 52 new and expanded community health center were
funded. The awards increased access to primary and preventive
health care for approximately 200,000 underserved people.

To assure a health professions workforce that meets the health care
needs of the American people, HRSA’s Health Professions
Programs operate more than 40 grant and student assistance activities
focused on improving the diversity and distribution of the nation’s
health care practitioners. Thirty-three percent of family practice
residents and 40 percent of nurse trainees, nurse practitioners, and
midwives from HRSA-funded programs practice in medically
underserved communities. In FY 1999 HRSA created a federal-
state NHSC loan repayment partnership with 35 states to obtain the
services of health professionals by repaying their educational loans
using matching funds.

Goal: (HRSA) Increase utilization of
health care for underserved
populations.

FY 1999 Target: Increase to 8.9
million the number of uninsured and
underserved persons served by
health centers, with emphasis on
areas with high proportions of
uninsured children to help
implement the SCHIP program
Trend: FY 1997: 8.3 million, FY 1998:
8.7 million.

Goal: (HRSA) Assure access to
preventive and primary care for
minority individuals.

FY 1999 Target: 65% of population
served are minority individuals
Trend: FY 1997: 65% of population
served at Health Centers, FY 1998:
64% of population served at health
centers.

Goal: (HRSA) Assure access to
preventive and primary care for
uninsured individuals.

FY 1999 Target: 42%

Trend: FY 1997:39% of
population served at health
centers, FY 1998: 41% of
population served.

Data for all three goals will be available
in May 2000. Percents for the last two
goals will include NHSC patients.

On June 4, 1999, the Health
Resources and Services
Administration announced that two
students enrolled in Howard
University’s Nursing Careers for
the Homeless Program are the
first to complete their bachelor of
science in nursing degree
programs. This program was
launched in 1993 and since then
96 students were enrolled and are
either enrolled in college-level
nursing programs or employed in
entry-level nursing positions.

Source: HRSA News Brief
issued June 4, 1999.
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Goal (SAMHSA): Assure services
availability/meet targeted needs.
FY 1999 Target: Increase referrals
from non-mental health agencies
for mental health services by 10%.
FY 1999 Actual: Increased
referrals to 80.1%.

Trend: FY 1997: 75%, FY 1998:
79.7%.

Although the target was not
achieved, the results are moving in
the direction of the target.

FY 1999 Target: Increase percent
of client children attending school
75% of the time by 10%. .

FY 1999 Actual: Exceeded the
target. 88.9% attending at 12
months.

Trend: FY 1997 Baseline: 70%, FY

1998:78.8%(12%increase)@

Every year, more than 51 million
adult Americans experience
diagnosable mental disorders. Of
them, more than 6.5 million are
disabled by severe mental illness,
including as many as 4 million
children and adolescents.

Community mental health services block grants improve
community-based systems of care in order to increase the level of
functioning and quality of life for adults with serious mental illnesses
and for children with serious disturbances. SAMHSA awarded $288.8
million in community mental health grants in FY 1999. An estimated
151,000 clients were served in systems receiving funds in FY 1999.
Performance indicators are still being discussed with the states. A
significant problem is the development and use of comparable
definitions for the proposed measure. However, for children and their
families who receive services at grantee sites under a comprehensive
community mental health program, results are demonstrated by
measures such as interagency collaboration and client outcomes.

In response to the severe and ongoing crisis regarding HIV/AIDS,
HRSA’s goal is to provide access to state-of-the-art HIV clinical
care for those who have HIV/AIDS and approximately 250,000 HIV-
positive people who know their status but are not under care. HRSA
awarded $710 million in formula grants to 50 states, the District of
Columbia and U.S. territories to improve access to HIV/AIDS
primary care, support services, and medications for people living with
HIV/ AIDS and their families. This amount includes $461 million
earmarked for state AIDS Drug Assistance Programs, ensuring
that more than 100,000 low-income individuals living with HIV/AIDS
receive life-saving and life-sustaining drug therapies.

Goals for the six Ryan White Care Act programs focus on increasing
access to health care services and anti-retroviral therapy and reducing
perinatal transmission. The programs have also established goals to
serve women and minorities in proportions that exceed their
representation in overall AIDS prevalence by a minimum of five
percent. Despite the reduction seen in overall AIDS morbidity, the
proportion of AIDS cases among women and minorities continues to
increase. The benefits provided by new combination drugs have not
uniformly reduced the incidence of AIDS. The performance noted
below reflects significantly increased efforts across all of the programs
to target communities of color.
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Access to primary medical, dental, mental health, substance
abuse, rehabilitative, and home health care: HIV Emergency
Relief Grants: Providing the core response in metropolitan areas
hardest hit by the AIDS epidemic. Title I grantees reported 2.79
million visits in FY 1998, moving towards the FY 1999 target of
2.88 million visits. Alsoin FY 1998 the program exceeded its
FY 1999 targets to serve 30 percent women and 64 percent
minorities, serving 30.7 and 67.7 percent respectively.

HIV Care Grants to States: In FY 1998 Title II programs
reported 1.45 million visits, a 26.2 percent increase over FY 1997
and exceeding the FY 1999 target by approximately 230,000
visits. The program also exceeded its FY 1999 targets for serving
minorities and women in FY 1998: 29.4 percent program
beneficiaries in FY 1998 were women and 64.1 percent minorities,
compared to the FY 1999 targets of 27 percent women and 59
percent minorities served.

Access to Primary Care: In FY 1998 the Title III Early
Intervention program exceeded its FY 1999 target of 90,433
clients receiving primary care services. A total of 105,398 persons
received primary care services in FY 1998, a 9.3 percent increase
compared to FY 1997. In addition, the program provided services
to 72,242 minorities in FY 1998, an increase of 14 percent (8,819
minority clients) over FY 1997. The program has exceeded its
1999 target to serve 60,000 minorities for the past two years.

Access to Anti-retroviral Therapy: InFY 1999, an average of
64,500 persons received anti-retroviral therapies each month
through the AIDS Drug Assistance Program (ADAP). While an
average of 9,500 additional clients were served per month in FY
1999 compared to FY 1998, because of data collection system
revisions, the program did not meet its FY 1999 target to serve
an average of 78,088 persons per month. The FY 1999 target
was set prior to the full implementation of the data collection system
for this measure in FY 1999.

Proportion of Women and Minorities served by Emergency Relief Grantees and
State Grantees Compared to the Proportion of the U.S. Population with AIDS

Pronortion of Pronortion of Provortion of AIDS
AIDS patients AIDS patients patients served by
Proportion of served by HRSA- who are HRSA-funded
AIDS patients funded programs minorities programs who are
Year who are women | who are women minorities
1996 15.3% 30.3% 53.8% 64.2%
1998 15.8% 30.0% 55.4% 68.0%

HRSA. Note: Source data contain duplicated client/beneficiary counts.
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Prenatal health care is important to
both mother and child.

Of special concern also are health care services for mothers and
children of low-income or isolated populations, who otherwise would
have limited access to care. In 1999 the safety net for women and
children was significantly expanded.

The Maternal and Child Health Services (MCH) provided $576.2
million in funds to 59 States and jurisdictions in FY 1999 under a
matching formula that takes into consideration the percent of the nation’s
low-income children residing in each. Since MCH is a block grant,
the states have discretion in how they spent funds to meet the goals of
the program. HRSA will use the aggregated state core measures that
states report on, to assess the overall performance in FY 2001. In FY
1999 the program established baselines for the measures and set targets
for FY 2001. Selected MCH goals include:

e Decrease the infant mortality rate from the FY 1997 rate of 7.1/
1000 to 6.9/1000 in FY 2001, and decrease the ratio of the black
infant mortality rate to the white infant mortality rate from 2.4 to 1
inFY 1996 to 2.1 to 1 in FY 2001.

e Increase the percent of infants born to women receiving care
beginning in the first trimester from 82.5 percent in FY 1997 to
90 percentin FY 2001.

e Increase the percent of children with special health care needs in
the State with a medical/health home (as defined and recommended
by the American Academy of Pediatrics) from 69 percent in FY
1997 to 80 percent in FY 2001.

e Inthe Healthy Start Initiative, decrease the percentage of low
birth weight babies born to Healthy Start clients from 12.09 percent
inFY 1998 to 11.75 percent in FY 2001.

Healthy Start was launched in 1991 to reduce infant mortality in
areas with extremely high infant mortality and low birth weight babies.
In FY's 1998 and 1999 HRSA focused on replicating the Healthy
Start successes. Fifty-five new communities are replicating infant
mortality reduction strategies from other communities.

Infant (All Races)
White

Black

Hispanic

INFANT MORTALITY RATES IN THE UNITED STATES

FOR INFANTS UNDER 1 YEAR OLD)

(DEATHS PER 1,000 LIVE BIRTHS

1960 1970 1980 1990 1997 *

26.0 20.0 12.6 9.2 7.2%*
229 17.6 10.9 7.6 6.0
44.3 33.3 22.2 18.0 14.2

- - - 7.8 6.0

(HHS)
* Preliminary Data

Source: Tables HC 1.1.A & 1.1.B— 1999 Trends in the Well-Being of America’s Children & Youth

** In 1997, the infant mortality rate for American Indians/Alaskan Natives was 8.7 and for
Asian/Pacific Islanders was 5.0.
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The National Immunization Program focuses on several major
programmatic areas to achieve its goals, including childhood
immunization, adult immunization, and global polio eradication. State
and local health agencies play a primary role by using federal grant
funds for a wide variety of immunization activities including surveillance.
As aresult, information shows that immunization coverage levels for
adults in the United States have increased for influenza and
pneumococcal disease. Progress is still needed among African-
Americans and Hispanics.

CDC and HCFA share complementary goals to increase the number
of annual influenza and lifetime pneumoccoccal vaccinations among
selected populations aged 65 and over. For example, CDC and
HCFA shared the FY 1999 goals to increase the annual influenza
vaccination rate to near 60 percent. Although final data for this
measure is not yet available, CDC data indicates that the rate of
vaccination for influenza among persons aged 65 and older increased
from 33 percent in FY 1989 to 63 percent in FY 1997.

CDC’s REACH grants provide funding for adult immunization activities
aimed at eliminating the health disparities. HCFA also stepped up its
efforts to increase the number of minorities receiving flu and pneumonia
vaccinations this year by mailing nearly 8 million postcards in four
languages to remind Medicare beneficiaries to get immunized.

Also, on September 23, 1999, CDC announced that the nation’s
overall immunization rate for preschool children increased to a record
80 percent in 1998 attaining the highest rate ever recorded. Because
childhood vaccination levels in the United States are at an all-time
high, disease and death from diphtheria, pertussis, tetanus, measles,
mumps, rubella and H.influenza B are at or near record lows. There
was only one reported case of diphtheria, 100 reported cases of
measles, and no reported cases of wild poliovirus for 1998.

Data show that cases of vaccine-preventable childhood diseases have
been reduced by 97 percent from peak levels before the vaccines
were available. To ensure that preschool age children continue to be
vaccinated against preventable diseases, CDC and HCFA have
developed complementary goals to increase the percentage of 2-
year old children to receive all recommended childhood vaccinations.
CDC’s efforts focus on maintaining a 90 percent coverage rate among
children 19-35 months for each recommended vaccine. While FY
1999 data will not be available until 2000, data from FY 1997 indicate
that CDC met that goal for all but two vaccines. HCFA will continue
to develop its goal to increase the percentage of Medicaid enrolled
two-year-old children who are fully immunized. The first group of 16
states began developing their methods of measurement and its

Vaccination rate among
persons 65 or older

FY 1995 FY 1997

Influenza 58% 65%
P. Pneumonia 34% 43%

CDC National Health Interview
Survey: FY 1997 data is preliminary.

Goal: Increase pneumococcal
pneumonia and influenza
vaccination among persons of 65
years or more.

1999 Targets: Vaccination Rates
for Influenza 60%. Pneumococcal
pneumonia 54%.

1999 Actuals: Data is not
available yet.

For every $1 spent on diphtheria/
tetanus/acellular pertussis
vaccination, $27 is saved.

Immunization should
begin at an early age.
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Medicare Enrollment
(in millions)
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Source:HCFA/OACT/OIS

Goal: (HCFA) Improve access to care
for elderly and disabled Medicare
beneficiaries who do not have public
or private supplemental insurance.
FY 1999 Target: Work with states to
establish an enrollment target for
beneficiaries for FY 2000.

FY 1999 Actual: Met. @

Medicare and Medicaid provide
health services to many Americans.

baselines in FY 1999. They will complete setting their baselines by
the end of FY 2000.

All of the national 1996 immunization coverage goals of vaccinating
90 percent of the nation’s children by aged two with the most critical
doses of routinely recommended vaccines have been achieved and
maintained except for Hepatitis B. Coverage for Hepatitis B in 1998
is only three percentage points short of the goal.

¢ We protected and improved beneficiary health and
satisfaction with Medicare and Medicaid.

Medicare and Medicaid together provide health insurance coverage
for approximately 75 million elderly, disabled, and economically
disadvantaged Americans.

Medicare covers both hospital insurance and insurance for physician
and outpatient care, laboratory tests, home health care, durable medical
equipment, designated therapy services, and other services not covered
by hospital insurance. A new program under Medicare,
Medicare+Choice, was created in 1997 to increase health care options
for beneficiaries through a greater variety of managed care and fee-
for-service plans. Over the last thirty years, Medicare has significantly
contributed to life expectancy, to the quality of life, and to protection
from poverty for the aged and disabled. In FY 1999, Medicare costs
were $184.5 billion.

HCFA and states established a FY 2000 target of a 4 percent
increase in enrollments. An additional 211,000 beneficiaries would
be enrolled in a dual eligible program (i.e., for both Medicare and
Medicaid).

HCFA was among the 30 federal agencies that participated in the
independent American Customer Satisfaction Index ratings of customer
satisfaction. Recent Medicare beneficiaries were queried for their
satisfaction with their HCFA contacts and they gave a rating of
71 percent satisfaction, which exceeds the aggregated federal

government rating of 68.6 percent.

In FY 1999 HCFA also continued to develop an appropriate
performance measurement methodology for fee-for-service
arrangements and a goal for managed care plans.
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In addition, HCFA set a goal and target for sustaining high quality
health care options for beneficiaries. Achievement of this goal is
dependent upon the marketplace and on receiving applications for
managed care operations in rural areas and areas where there are no
managed care organizations.

However, in FY 1999 the number of new applications or service

areas did not materialize, and 45 managed care organizations
terminated their contracts and 54 reduced their service area.

Managed Care Enroliment

(in millions)
8
6
4
0 - ‘ ‘ ‘ ‘
FY95 FY9% FY97 FY98 FY99

Source:HCFA/CHPP

The prevalence of physical restraints is an accepted indicator of quality
of care and is considered a proxy for measuring quality of life for
nursing home residents. The use of physical restraints can cause
incontinence, pressure sores, loss of mobility and other problems.
Many providers and consumers still mistakenly believe that restraints
are necessary to prevent residents from injuring themselves.

Hospital Insurance, also known as HI or Medicare Part A, is usually
provided automatically to people aged 65 and over who have worked long
enough to qualify for Social Security benefits and to most disabled
people entitled to Social Security, End Stage Renal Disease or Railroad
Retirement benefits.

Supplementary Medical Insurance, also known as SMI or Medicare
Part B, is available to nearly all people aged 65 and over, End Stage
Renal Disease beneficiaries and disabled people entitled to Part A.

Goal (HCFA): Sustain health plan
choices where Medicare
beneficiaries have at least one
managed care option/choice.

FY 1999 Target: 80% of Medicare
beneficiaries have at least one
managed care option/choice.

FY 1999 Actual: 76% have at least

one managed care option/choice.

Goal: (HCFA) Decrease the
prevalence of restraints in long-
term care facilities.

FY 1999 Target: Decrease use of
restraints to 14%.

FY 1999 Actual: Exceeded the
target; 11.7%

1999 SMI Medicare Benefit Payments

Managed Care
22%

Physician
43%

Other
15%

Home Health Durable Medical
1% Lab
o

Hospital Equipment

10% 4% 5%  Source:HCFA/OFM

1999 HI Medicare Benefit Payments
Managed Hospice
Care 2%
16%

Home Health
Agency
7%

Inpatient
Hospital
66%

Skilled
Nursing
Facility
9%
Source:HCFA/OFM
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1999 Medicaid Enrollees

Adults Aged
20% 12%
Blind/
Disabled
20%
Children
48%
Source:HCFA/OACT

Goal: Provide to states linked
Medicare and Medicaid data files
for dually eligible beneficiaries.
FY 1999 Target: To provide data
to 27 states.

FY 1999 Actual: Met the target;
data is available to 27 states.

Medicaid is the primary source of health care for medically vulnerable
Americans such as poor families, the disabled, and persons with
developmental disabilities requiring long term care. Medicaid is
administered in partnership with the States. HCFA issues the matching
payment grants to states and territories for medical assistance and
administrative costs. Medicaid provides health coverage for
41.9 million low-income persons. Medicaid has improved birth
outcomes, childhood immunization rates, and access to preventive
services, resulting in overall improvements in the health of America’s
children. Medicaid costs in FY 1999 were $109.0 billion.

Medicaid Vendor Payments
Other services Inpatient
13% Hospital
Outpatient/ 20% Physicians
Clinic 6%
8%
Prescription
ICF/MR Drugs
8% o
° Nursing Home Health10/0
Facilities 10%

25%
Source: HCFA/OIS

There were approximately 6 million individuals dually eligible for
Medicare and Medicaid. HCFA hopes to foster a service delivery
system that is better integrated and more flexible in meeting the needs
of dually eligible beneficiaries.

Twenty percent of Medicaid’s vendor payments
are made to inpatient hospitals.
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¢ We enhanced the fiscal integrity of HCFA programs and
ensured the best value health care for beneficiaries.

HCFA made great strides in 1999 to further define and implement its
overall strategy for reducing payment errors in the Medicare and
Medicaid programs. HCFA developed a comprehensive program
integrity plan based on the key payment safeguard principles for fraud
prevention, detection, enforcement, and coordination.

In 1999 HCFA also required more than 250 Medicare managed
care risk-based plan (paid on a per-capita rate computed by actuaries)
and cost-based plan (paid based on a cost report and audit)
contractors to report on measures of performance on managed
care programs. These measures included effectiveness of care, use
of services, access to care, and other relevant areas that will provide
a better understanding of the performance of the Medicare managed
care plans.

Under the Health Care Fraud and Abuse Control Program,
HCFA, the HHS Inspector General, the Federal Bureau of
Investigation, and the Department of Justice, as well as other agencies,
including the Administration on Aging, are working together to detect
and prevent fraud and abuse.

HHS and the Department of Justice have reported more than $1.6
billion in fines and restitution returned to the Medicare Trust Fund
during fiscal years 1997, 1998 and 1999. During these years HHS
also excluded more than 8,600 individuals and entities from doing
business with Medicare, Medicaid, and other Federal and State health
care programs for engaging in fraud or other professional misconduct.

HHS/OIG works with HCFA to develop and implement
recommendations to correct systemic vulnerabilities detected during
evaluations and audits. These corrective actions often result in health
care “funds not expended” (that is, funds put to better use as a result
of implemented recommendations for program improvement). During
FY 1999 the funds not expended on improper or unnecessary care
amounted to approximately $11.8 billion, an increase of $1 billion
above FY 1998. Much of this amount reflects savings achieved as a
result of legislative amendments brought about by the Balanced Budget
Actof 1996 (BBA).

HHS increased
convictions in health
care cases from 127
convictions in FY 1996
to 303 convictions
in FY 1999.
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Fraud Hot Line
Call Toll Free:1-800-HHS-TIPS
(1-800-447-8477)
e-mail: HTips@os.dhhs.gov

During FY 1998 and FY 1999, AoA’s efforts resulted in training
16,000 retired professionals and other volunteers in the Medicare
and Medicaid programs. These volunteers, in turn, educated over
325,000 beneficiaries to identify and protect themselves against
fraudulent, wasteful, and abusive health care practices. Where there
were questionable charges for medical services, volunteers referred
the cases (5,000 in FY 1999) back to health care providers,
appropriate Medicare carriers, and ultimately to the HHS Inspector
General.

InFY 1998, HHS announced that for the first time Medicare would
hire special consultants who specialize in audits, medical reviews, and
internal controls for health programs as an additional effort for the
Administration’s fight against waste, fraud and abuse. HCFA awarded
contracts in FY 1999 to thirteen Program Safeguard Contractors who
will work with the Medicare Integrity Program to end criminal
activities by fraudulent health care providers, ensure that Medicare
pays only for medically necessary services, and identify honest errors
that lead to improper payments.

While we have long known there are billing abuses in the Medicare
program, the FY 1996 financial statement audit process gave us our
first statistically valid estimated error rate in our Medicare fee-for-
service program. Generally, the HHS Inspector General has found
that the vast majority of claims are paid correctly based on information
submitted on the claim. However, when supporting medical
documentation was requested from providers and the services were
reviewed the IG found errors in the claims. These errors range from
inadvertent mistakes and missing documentation to outright fraud and
abuse. The portion attributable to fraud cannot be quantified.
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The estimated error rate is quantified in terms of ranges of both dollars
and as a percent of program payments. Midpoint estimates are derived
from the range figures.

Medicare Fee-for-Service Estimated Error Rates
FY 1996 FY 1997 FY 1998 FY 1999

Draft

Midpoint

Dollar $23.2 billion $20.3 billion $12.6 billion $13.5 billion

Estimate

Midpoint

Percentage 14% 11% 7.1% 7.97%

Estimate

As this Accountability Report goes to print, the final results on the
FY 1999 error rate are not available. However, draft results indicate
that the rate of improvement in the estimated error rate plateaued in
FY 1999, as is indicated in the accompanying chart.

** We strove to improve the health status of American
Indians and Alaska Natives.

In direct partnership with the Tribes, and in recognition of their
expanding role in developing and managing the health needs of
American Indians and Alaska Natives, (Al/AN), IHS is working
to provide access to basic health services. This includes the assurance
of adequate facilities and equipment for the provision of health services
and adequate support services to the Tribal health delivery system.

The IHS, with the Tribes, developed and implemented a policy to
ensure tribal consultation and participation in important IHS processes.
The policy was in effect at the start of FY 1999. The stakeholders
have elected to revisit specific consultation processes and IHS will
conduct a baseline satisfaction survey after the policy is updated.
IHS also continued to work with Indian Tribes exercising their

IHS provides access to health care
for American Indians and
Alaskan Natives.
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Goal: (IHS) Reduce prevalence of
diabetes among AI/AN population.
FY 1999 Target: Establish Area

AI/AN population.

FY 1999 Actual: Rates are available
for IHS Area and sex for 4 age
groups from 0—19 to 65 and over.

age-specific prevalence rates for the

Goal: (IHS) Improve access to
health care by construction of
approved new health care facilities.
FY 1999 Target: Conduct
construction of facilities scheduled
for FY 1999

FY 1999 Actual: Met the target.
The completion phase of
construction was reached for the
Hopi (Polacca), Arizona Health
Center. Construction was started
on Ft. Defiance, Arizona Hospital
and the Parker, Arizona Health

Center. @

Goal: (IHS) Provide sanitation
facilities.

FY 1999 Target: Provide sanitation
facilities to 14,130 homes.

FY 1999 Actual: 16,571 homes
received sanitation facilities.

Trend: FY 1998: 14,373 homes.

&

self-determination rights through Tribal contracts, Tribal compacts, or
continuation of services from the IHS health delivery system.

In FY 1999 under the Hospitals and Clinics Program, THS and
the Tribes provided essential services for inpatient care, routine and
emergency ambulatory care; and support services. The program

includes initiatives targeting special health conditions that affect
AI/ANs.

In FY 1999 more than $30 million was obligated for 286 grants
awarded to IHS facilities, Indian Tribes/Tribal organizations and urban
Indian organizations to address the prevention and treatment of
diabetes. Diabetes continues to grow in epidemic proportions in Native
American communities. In some Al communities, up to half of the
adults have diabetes. Diabetes is 4-8 times more common among
American Indians compared to the general U.S. population. Through
these grants, diabetes prevention and treatment programs will reach
more than 100,000 American Indians/Alaska Natives suffering from
diabetes as well as another 30,000 to 50,000 who are at risk.

Once a facility has been completed, IHS has experienced an average
increase of approximately 60% more patient visits than in the old facility.
To maintain the level of service in the IHS health care delivery system
over $182 million was expended for health care facilities. A priority
system determines which and when facilities are constructed.

K/ O/ O/
0.0 0.0 0.0

Many Indian homes lack either a safe water supply or adequate
sewage disposal system, or both. There is a demonstrated link
between adequate sanitation facilities and reduced infant mortality,
gastroenteritis, and other environmentally related diseases. IHS has
undertaken a major effort to provide those facilities. These
improvements will also help to reduce the related demands on the
IHS health delivery system.

/7 /7
0‘0 0 0‘0

Under the Older Americans Act, the Administration on Aging provided
funding to 225 Indian Tribal organizations representing more than 300
tribes and 2 organizations representing Native Hawaiians. Over
750,000 units of in-home services were provided to Native American
older adults in FY 1999 for personal care, homemaker services health
aide services, case management, and family support. A total of
600,000 rides to congregate (community) meal sites, doctor
appointments, and grocery shopping were also provided. Without
the transportation provided, Native Americans residing in isolated areas
would not be able to conduct many activities essential to meet their
everyday needs.
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GOAL 4: IMPROVE THE QUALITY OF HEALTH CARE AND HUMAN SERVICES.

The quality of health and human services needs to improve continually to address constantly
changing problems. HHS accomplishesthis god by awide range of qudity improvement activities
designed to provide better ways of addressing the changing problems that confront the hedlth care and
human service delivery system, such as changes in family structures, demographics, and financing of health

sarvices.

*» We promoted the appropriate use of effective health
services.

Sgnificant improvements in hedth, aswell as reductionsin costs
associated with unnecessary remedia care, could be achieved by
improving the extent to which physicians and other practitioners
deliver the most gppropriate treetments. Without a sgnificant
investment in research initiatives, there will not be enough new
knowledge produced to improve the health care system.

To determine the funding priorities for research resources AHCPR,
in FY 1999, succeeded in developing a research agenda for the
future through consultations with its cusomers. The research
agenda addresses the three AHCPR strategic research goas to
improve:

the structure and process of hedlth care,

the qudity of that care, and

accessto care.

Consgtent with these goa's AHCPR awarded new research grants
in the following critical areas to assess the outcomes and cost
effectiveness of:
- access and outcomes of HIV carein America,
medica outcomesin the pricing of hospital procedures,
measuring the quality of care for diabetes, managed care and
quality for children with chronic conditions, and
improving heart failure care in minority communities.

/
0‘0 * 0

In FY 1999 AHCPR continued to evaluate the outcomes of the
investments that the agency funds. Over 3,100 articles gppeared in
the print media that cited the Agency and its programs; the com-
bined circulation of the periodicals was over 253 million. Findings
from at least 10 AHCPR research activities were published in
major peer reviewed professond publications. Thirteen of
AHCPR research activities were implemented in the hedth care
sysem.

Goal (AHCPR): Initiate FY 1999
research initiatives.
1999 Target: Fund aminimum of 21
projectsin:

- Consumer use of information

- Value-based purchasing

- Measure national care quality

- Vulnerable populations

- Translate research into practice

1999 Actual: 54 projects @

Some Results of Recent
AHCPR Research

Beta Blockers: Only 21% of
heart attack patients receive
beta blockers, which are more
effective than cacium-channel
blockers that are used 3 times
as often.

Medical Errors: Adverse
drug events are preventable if
appropriate systems such as
computerized monitoring
programs arein placein
hospitals.

Schizophrenia: Produced the
evidence needed for the
development of trestment
recommendations for patients
that have been used by the
Nationd Alliance for the
Mentaly 11l in a consumer
booklet for families and
patients.
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We are concerned about
improving the quality of
health care.

Also the “Outcomes of Outcomes Research at AHCPR” report
wasissued in FY 1999. This evaluation study assessed the impact
of AHCPR sponsored products in advancing methods to measure
and improve hedth care. See http://Mww.ahrg.gov/dinic/
outcosum.htm.

To see more findings of AHCPR research go to: Research Findings
under www.ahrg.gov

In FY 1999 AHCPR also launched the National Guideline
Clearinghouse http://mww.quiddine.gov, an internet-based source of
informationondinica carethat will help hedth professonastoimprove
the quaity of care they provide to ther patients. There were more
than 640,000 web ste vidtsin itsfirst 10 months toward the end of
1999. NGC had an average of 16,000-18,000 visits per month. In
addition, AHCPR’s publications clearinghouse continued to
disseminateinformation and received 1999 cusomer satifaction retings
of 97.2 percent for providing requested assistance.

#* We increased consumers’ understanding of their health
care options.

In 1998 HHS launched a nationwide effort to help patients rate their
hedlth plansand to help consumerschoose among plans. Theeffortis
built on a new survey tool, the Consumer Assessment of Health
Plans (CAHPS), that provides a consumers-eye view of the care
and sarvice they receive from hedlth plans. The survey asks how
easly beneficiaries can access pecidists and urgent care and seeks
information on the generd leve of consumer satisfaction.

In FY 1999 AHCPR used its evaluation results of the CAHPS to
improve the usefulness of this consumer-oriented tool. According to
preliminary findings, quality affects consumer choice of hedth care
plans. Consumers do have a favorable reaction to CAHPS reports
and they do use CAHPS data when choosing a plan.

Consumers can dso gain an understanding of their hedlth care options
and obtain help inmaking reliable persond hedth choicesby searching
severd locations on the HHS web sites. In FY 1999 HHS has
continued and expanded its presence on the I nternet.
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HEALTHFINDER, at http://mww.hedthfinder.gov, the gateway that
links to more than 1,250 Web stes, was expanded to include: Hot
Topics (top 20 topics and some perennid favorites), Smart Choices
(welness and prevention) and Just For Y ou (age-specific links).

MEDLINE, a http:/Amww.nlm.nih.gov, contains the world's most
extensve collection of published medicd information. It isuseful for
those seeking information about health conditions, research, and
trestment. InFY 1999 NIH’sNationd Library of Medicinerevamped
Medline for use by the public.

MEDICARE, a http://www.medicare.gov, offers avariety of useful
information and details new choices available to beneficiaries under
the Balanced Budget Act.

R/ K/
% L X4 0

To help consumers make informed decisions about the medications
they use and give their families, FDA issued a new regulation in FY
1999 to provide new, easy-to-understand labeling on
non-prescription drugs. By dearly showing a drug’s ingredients,
dose, and warnings, the new labeling will makeit easier for consumers
to understand information about adrug’ sbenefitsand risksaswell as
its proper use.

< We improved consumer protection.

In June 1999 HCFA announced new patient protectionsin standards
to protect the hedlth and welfare of hospitalized patientsin compliance
with the Adminigration’s Consumer Bill of Rights The patient’s
rights regulations strengthen existing protectionsfor patient hedth and
safety and will assure that high qudity careis provided to dl patients
in hospitals participating in Medicare and Medicaid. The six basic
patient rights specified in the regulations include the right to
confidentidity of patient recordsand communications, and thefreedom
from the ingppropriate use of restraints and seclusion.

HRSA’s Nationa Practitioner Data Bank (NPDB) tracks adverse
professond actionsagaing physiciansand dentistsaswell asmedical
mal practi ce settlements and judgments againg al licensed hedth care
professionas and can be queried by licensing, privileging, and
credentiaing authorities prior to granting licensure or extending dinica
privileges. InFY 1999 NPDB received 399,943 queriesand matched
responses containing malpractice payment, adverse action, or

FDA asked principal food shoppers
and food preparers in American
households about the usefulness
and clarity of food labeling and the
usefulness of consumer alerts. In
the ASCI ratings, FDA scored a
rating of 66% satisfaction. As a
result, FDA is going to increase
public awareness of its actions to
ensure food safety.

Goal (HRSA): Assure
effectiveness of health care.

FY 1999 Target: Provide
responses to 3,200,000 inquiries.
FY 1999 Actual: Exceeded the
target; provided responses to

3,235,631 inquiries. @
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About 1.6 million elderly and

approximately 16,800 nursing
homes across the United States.

disabled Americans receive care in

Goal (AoA): Protect vulnerable
older Americans.

FY 1999 Target: Maintain 71.48%
national resolution/partial
resolution rate of complaints by
Ombudsmen.

FY 1999 Actual: Datawill be
available in September 2001.
Trend: FY 1995 Basdine: 71.48%

exclusion report information, and 2,835,318 responsesthat confirmed
that the named practitioner had no mapractice payments, adverse
actions, or exclusons. Based on previous user surveys conducted by
the OI G, an estimated 10,800 licensure, credentiaing, or membership
decisons were affected by these match responses during FY 1999.

O/ R/ O/
0’0 0‘0 0’0

HCFA dso drengthened federad oversight of state enforcement of
hedlth and safety requirementsat nursing homes. InMarch 1999, a
find regulation was issued that dlows HCFA and dtates to impose
civil monetary pendties for each serious violation. States aso must
investigate any complaint that aleges harm to aresdent.

To ensure the Protection of Vulnerable Older Americans, long-
term Care Ombudsman programsin every state and 586 locdl areas
helped to resolve nursing and board-and-care home resident’s
problems, provide information to resdents, potentid residents, and
their loved ones; and advocate on behaf of these health care
consumers. In FY 1998 ombudsmen nationwide handled
gpproximately 250,000 complaintsmade by over 121,000 individuas
and provided information to another 210,000 people. To support
ombudsmen inther demanding work, the AoA hasfunded the Nationd
Long-Term Care Ombudsman Resource Center. The Center is
operated by the Nationa Citizen's Codition for Nursng Home Reform
in conjunction with the National Association of State Unitson Aging.
The Center provides on-cal technical assistance and intensve annua
training to ombudsmen to enhancetheeffectivenessof ther interventions
in complex Stuations.

InFY 1998, 82 percent of the cases closed by Ombudsman programs
involved nursing homes. The five most frequent nursing home
complaints concerned:
- Reguests for assistance needed,

Shortage of g&ff,

Persona hygiene neglected,

Menu, food service, and

Accidents, improper handling.

During FY 1999 training was provided for state ombudsmen to help
them better ass st resdentsand their families. A primary areaof focus
was information and methods for handling the involuntary discharge
of resdents from nursing homes.

O/ K/ O/
0’0 0’0 0’0
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In FY 1999, AoA increased funding for the Eldercare Locator, a
toll-free national telephone directory assistance service designed to
link callers to Older Americans Act information and assistance
programs around the country. As aresult of the additiona funding,
the Locator served an average of 7,196 people per month in FY
1999, amost a 10 percent increase over the 6,578 served in FY
1998. Asaresult of the Locator, assessment, referrd, and gppointment
services were provided to over 600 more Americans per month and
7,400 more per year.

o o
*

*
)
*

To help ensure the protection of consumer rights to access to HHS
programs, the HHS Office for Civil Rights (OCR) established gods
for compliance with non-discrimination legislation, to assess
whether there had been anincrease in compliancein priority areasas
aresult of OCR actions. Each completed corrective action or no
violaion finding reported by OCR representsaprovider in compliance
with the law, ether because the provider made changes in policies
and practicesor because OCR determined that therewas no violation.

Thelevessdected for the FY 1999 Targetsreflect OCR' scommitment
to focusiits effort in high priority aress.

Call Eldercare Locator at
1-800-677-1116.

Goal (OCR): HHS grantees and
providersfound to bein
compliancewith Title VI in limited
English proficient reviews/
investigations.

FY 1999 Target: 125 corrective
actions and no violations.

FY 1999 Actual: Exceeded the
target; 146 corrective actions and
no violation findings.

FY 1998 Baseline: 98 corrective

actions and no violations.

Goal (OCR): State and L ocal
TANF agencies and service
providersfound to bein
compliance with Title VI, Section
504 and American with
Disabilities Act.

FY 1999 Target: 16 corrective
actions and no violation findings.
FY 1999 Actual: 23 corrective
actions and no violation findings.
FY 1998 Baseline: 8 corrective
actions and no violations
findings.
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GOAL 5: IMPROVE PUBLIC HEALTH SYSTEMS.

The infrastructure of public health systems needs to be preserved and improved to conduct the
interventions that save lives and ameliorate suffering. HHS contributes to an effective public hedlth
system by supporting improvementsin training saff, encouraging the sharing of reportable disease information
electronicdly, and ensuring that food and drug safety systems exist and work.

Goal: (AHCPR) Release and
disseminate M EPS data and
information productsin timely
manner for use by researchers,
policy makers, purchasers, and
planners.

1. FY 1999 Target: Core MEPS
public usefiles available
through Web site and CD-ROM
within 9-12 months after data
collection completed.

FY 1999 Actual/Baseline year:
Significant progress towards
releasing public use fileswithin
ayear after data collected.

2. FY 1999 Target: Customer
Satisfaction from use of MEPS
tapes and products rated at
85%.

FY 1999 Actual/Baseline year:
Web data: 92% customer

satisfaction. Publication
93-96%. CD data: 86%

** We improved the public health system’s capacity to monitor
the health status and identify threats to the health of the
Nation’s population.

The Medical Expenditure Panel Surveys (MEPS), had $29.3
million budgeted for FY 1999. MEPS is a household-based survey
that collects detailed information regarding hedth care servicesfroma
nationally representative sample of Americans. It tracks the hedth
care sarvices use and payment from anationdly representative sample
of the civilian non-inditutionalized population. It tracks the hedth
care sarvices used by American families and individuas, the expense
(including out-of-pocket expense) associated with those services, and
the cost, scope and breadth of private health insurance coverage held
by and availabletothe U. S. population. Thissoleand uniquelevel of
detailed information permits estimates of the impact of changes in
financing, coverage and reimbursement policy, aswell as estimates of
who benefits and who bears the cost of a change in policy.

In FY 1999 the timeliness of MEPS data products and customer
sati sfaction with those products was thefocus of M EPS performance.
There were four specific products due for release in FY 1999; of
those products, one was ddlivered in March 1999 and the rest were
delivered at intervals through December 1999.

Theweb dstefor MEPSIs: http://mww.meps.ahrg.qov

SHARE OF HEALTH CARE EXPENDITURES CIVILIAN,
NON-INSTITUTIONALIZED POPULATION:
PROJECTED FOR 1999 - $844 BILLION

Share of
Health Care Share of
Expenditures Health Care
by Elderly, Expenditures
65+, 297 by Non-
B|II|00n Elderly, <65,
35% 547 Billion

65%

@ Share of Health Care Expenditures by Elderly, 65+, 297 Billion
B Share of Health Care Expenditures by Non-Elderly, <65, 547 Billion
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Trends in Personal Health Care Expenditures 1996-2005

EHosptial Inp. Facility
1500

B Physician Office
OOutpatient Hospital

~ 1000 - P *

5 @ Hospital Inp. Physician

[}

-

500 EPrescribed Medicines
M Dental Services
0 - BEHome Health Care
Per Capita Expenditure - 1996 Price Oother
Inflated to 2005
Health Care Purchasing Expenditures, by
Type of Group Purchaser, 1995 State and
Local
( Government
Federal 35%
Government
N
Private
Employers
30%
B Private Employers O Federal Government

[ State and Local Government

Threatsto the nation’ s hedth can arise from mdiciousintent and from
environmenta toxins as well as from diseases and injuries that are
discussed throughout this report. The public health system hasto be
prepared to monitor and respond to bioterrorism and environmental
risks aswell as other health risks.

To protect againgt bioterrorism threats HHS efforts are directed
espeudly infour arees.
improving the nation’s public hedth survelllance network,
strengthening the capacities for medical response,
creating and maintaining a stockpile of pharmaceuticasfor useif
needed, and
expanding research into the di sease agents that might be rel eased.

The initiative focuses on strengthening the public hedth capacity a
the federd, state, and local leve to respond to aterrorist event.
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Goal (CDC): Increase the number
of toxic substances that can be
measured by CDC's
environmental health laboratory
to 40 new substances by the year
2002.

FY 1999 Target: Develop
methods to measure human
exposure to 8 new toxic
substances.

FY 1999 Actual: Met the target;
methods were developed for 8
new substances.

FY 1997 baseline: M ethods exist
for measuring 200 toxic
substances in humans.

Special care must be taken to prevent
exposure and adverse human effects
from hazardous substances.

In FY 1999 CDC awarded $41 million to 48 states and 3 cities for
upgrading and improving their preparedness and response capabilities,
laboratory services, epidemiology and surveillance systems, and
€lectronic communication. Developing thisinfrastructure increasesthe
ability to detect and respond to biological and chemical agents and
bioterrorist acts in the United States. CDC achieved its FY 1999
target of creeting a national pharmaceuticd “stockpile’ available for
deployment to respond to terrorist use of potential biological or
chemicad agents, including the ability to protect 1-4 million civilians
from anthrax attacks.

CDC has unique capahilitiesin the area of biomonitoring. While the
Environmenta Protection Agency measures environmenta hazardsin
ar, soil, and water, CDC measures human exposuretoenvironmental
hazards.

Environmental health monitoring wasimplemented in FY 1999
a the Bunker Hill Mine and Metdlurgicd ste. It is the firg dte to
meet dl of ATSDR's criteria for a medicd monitoring program. It
was projected that at least two sites would be targeted for medica
monitoring in the FY 1999 reporting period, but Bunker Hill was the
only stethat was determined to be appropriate and feesiblefor medica
monitoring of the population affected.

In FY 1999 the HHS, Office of the Public Hedlth Service and other
OPDIVsworked actively with stakeholders to monitor the progress
on Healthy People 2000 and to develop an agenda for Hedthy
People 2000-2010 for disease prevention and hedlth promotion efforts.

Hedthy Peopleisanationd hedth promotion and disease prevention
initigtive that brings together nationd, State, and local government
agencies; nonprofit, voluntary, and professional organizations,
businesses, communities; and individuas to improve the hedlth of dl
Americans, diminatedisparitiesin hedth, and improveyearsand qudity
of hedthy life. Current “nationa objectives’ have been referred to
throughout thisdocument. They support and exert aninfluence onthe
GPRA drategic objectives and performance plan, but are longer-
term and are focused on nationd rather than agency achievements.
The godsfocus on increasing the gpan of hedlthy life, reducing hedlth
disparities, and achieving access to preventive services for everyone.

In FY 1999 the HHS, Office of the Public Hedlth Service and other
OPDIVsworked actively with stakeholders to monitor the progress
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on Health People 2000 and to devel op an agendafor Healthy People
2000-2010 for disease prevention and hedlth promotion efforts.

Progress reviews were conducted in FY 1999 on the national
objectives for materna and infant hedth, diabetes and other chronic
disabling conditions, family planning, heart disease and Stroke, clinica
preventive services, and physicd activity and fithess. Themost recent
dataavailableon the progress achieved in those areasbeing monitored
by the Healthy People 2000 Program arefound at http:/Avww.cdc.gov/
nchs/hp2000hp.htm

K/

¢ We worked to ensure food and drug safety by increasing
the effectiveness of science-based regulation.

HHS worked to ensure the safety, rdiability, and efficacy of drugs
and medicd products. Americanshavetheworld' s safest food supply
athough food-borne illnesses represent an emerging threet.

Under the Prescription Drug User Fee Act (PDUFA)
manufacturers paid for improved processing procedures and timefor
new drug and biologics (the study of blood and blood products)
goplications. The objective of PDUFA isto expedite the gpplication
review process S0 beneficid drugs will be avalable for use quickly
without compromising safety or sacrificing the qudity that Americans
expect. The FDA had committed to certain performance gods in
response to these additional resources, and has met or exceeded
these goals since FY 1995. This success occurred even with
unexpected, continued growth in the number of marketing gpplications
filed for review.

Asaresult, in 1997 Congress reauthorized PDUFA under the Food
and Drug Modernization Act for another fiveyears (known asPDUFA
[1). In 1998 90 new medicines were approved.

For al open cohorts during FY 1999 (individud application requests
grouped by the fisca year they were submitted), FDA’s Center for
Drug Evauation and Research took 185 actions on new drug
applications, 77 of which were gpprovas. Themedian gpprova time
was 11.9 months, a 1 percent decrease in median approvd time
compared with FY 1998. Fina on-time performance information for
the FY 1999 submission cohort is not yet available but FDA expects
to exceed itstargets.

Goals (FDA): Review and act on
90% of standard new drug
applications within specified
times.

FY 1999 Target: 90% within
specified times

FY 1999 Actual: Final Datawill be
availablein January 2001.

FDA regulates prescription drugs.
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Fiscal Year 1998 Cohort as of 9/30/99

Submission Type

Number of | Percent of
Reviews Reviews
"On Time" | "On Time"

Number of
Submissions
Filed with CDER

Goal (months)

¥ d
FDA isresponsiblefor
blood bank inspections.

Goal: Complete biennial inspections
of registered blood banks, source
plasma operations and biologics
manufacturers.

FY 1999 Target: Conduct 43% of
biennial inspections

FY 1999 Actual: 64% conducted.
Trend: FY 1997 and FY 1998
biennial period: 46% conducted

Goal (CDC): Develop and
strengthen epidemiologic and
laboratory methods for detecting,
controlling, and preventing
infectious diseases.

1999 Target: Detect and
investigate 23 large or unusual
outbreaks of diarrheal and/or
foodborneillness.

1999 Actual: Exceeded the target;
25 outbreaks were investigated.
Trend: FY 1998: 15 outbreaks
were investigated; 40% of
causative organism/toxin detected.

Priority New Drug Application 30 90% in 6 months 30 100%
Standard New Drug Application 83 90% in 12 months 83 100%
DR R

FDA isdso required to conduct ingpectionsto determine compliance
with good manufacturing practices for certain products. In FY 1999
FDA exceeded itstarget, making asignificant improvement abovethe
last biennid period.

FDA has dso exceeded its targets for ensuring that the qudity and
accuracy of mammography facilities that met ingpection standards
FDA conducted 9,488 facility ingpections and issued 5,499 MSQA
3-year facility certificates.

ThePresdent’s Food Safety | nitiativeisintended to build anationd
early warning sysem for hazards in the food supply by enhancing
capacity for surveillance and outbresk investigations at the sate and
federd levels and by linking state hedlth departments and federd
agencies with sophigticated computer and communicetion systems.

The PulseNet System was put to work in the first year of the Food
Safety Initiative to identify common sources of illnesses and speed
outbreak trace back and containment. Statelaboratories, CDC, FDA,
and USDA PulseNet systems determine bacterid subtypes with a
high degree of accuracy and tranamit the information digitaly to a
centra computer at CDC. The CDC computer can match a newly
submitted pathogen fingerprint to thosein adatabank, and can confirm
whether or not digparate outbresks are connected by acommon source.

CDC hel ped investigate 25 outbreaks of foodborneillnessin FY 1999
and was able to identify the causative organism or toxin in 48 percent
of these outbreaks and the causative food in 50 percent.
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According to CDC, although there has been a decline
in the overall incidence of salmonella since 1996, there
are about 300,000 cases of salmonella enteritis
occurring each year because of undercooked eggs. In
July 1999 FDA, HHS and the U.S. Department of
Agriculture’s Food Safety and Inspection service
announced new measures to prevent illness from
contaminated eggs. FDA is proposing safe handling
on labels of shell eggs to warn consumers about the
risks.

FDA hasdso improved food safety in FY 1999 through theHazard

Analysis and Critical Control Point System (HACCP) a
preventive approach to a food safety that applies science-based

controls dl dong the production chain from raw materidsto finished
product. Manufacturers and food preparers identify potentia safety
problems in the production points and take steps to prevent them.

FDA sets the targets for food industries. The domestic seafood

industry far exceeded itstarget in FY 1999. In FY 1999 proposed

rules were published for the fruit and vegetable juice indudtry.

X3
S

*
o
X
o

*

CDC's lab workers detect
infectious diseases.

Goal: 50% of the domestic seafood
industry will be operating
preventive controls for safety as
evidenced by functioning HACCP
systems.

FY 1999 Target: 50% of domestic
seafood industry complies.

Performance information for the
goal isduein March 2000.
Preliminary dataindicates that
the goa was met (56%).
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GOAL 6: STRENGTHEN THE NATION’S HEALTH SCIENCES RESEARCH
ENTERPRISE and ENHANCE ITS PRODUCTIVITY.

I mprovementsin health are grounded in knowledge acquired through research. HHS sets the pace
for the world in medical, epidemiologica (incidence, digtribution, and control of disease), behaviord, and
hedth services research. We sponsor and conduct public and private research through strong, sustained
public support for health sciences.

Today we are at the brink of discoveriesthat have the potentia to revolutionize the prevention, diagnoss, and
treatment of disease as well as the ddlivery of qudity hedth care in America and around the world. Asa
Department, HHS has recogni zed the potential for health research advances and continuesto pursue afocused
and baanced approach to funding research and the infrastructure necessary to take advantage of research
opportunities.

Thisyear NIH established aforma working group of the Advisory Committee of the Director that conducted
an independent assessment of NIH performance under this god.

Federal FY 1999 Research Outlays |« e improved the understanding of normal and abnormal
biological processes and behaviors.

Other
NSF  16.1% Thisyear again brought newsof significant gainsin biomedical ressarch.
2.9% Research findings about normal and abnorma biological functions
NASA Defense constitute an essential knowledge base to support advances in
12.7% 50.7% prevention and trestment science and to determine what efforts are
NIH possible and effective across the population.
17.6%

Source: President’s Budget for Fiscal Human cancer cells were created in the laboratory by dtering
Year 2001, Historical Table 9.8 the expression of a defined set of genes and affecting at least four
cdlular pathways. The ability to introduce specific genetic dterations
to transform norma cdlls paves the way for more precisay defining
the biochemical pathways in the cdl that must be disrupted in the
development of cancer. This information will open new avenues for
exploring therolesof various cdlular pathwaysthat become disrupted
and for determining the sequence of eventsthat must occur as cancer
develops.

NIH accounted for 17.6% of the
entire Federal research budget in
FY 1999.

Studiesin rodents resulted in the first evidence that adult neural stem
cells can be used to repair damage from a broad array of brain
accidents/diseaseswherecell dysfunction is* global” or spread
throughout the brain. Other researchers demondtrated that bone
G et marrow stem cells could giverise to liver cdls and that neurd stem
e AN cdlls become blood-forming cdlls. This new knowledge changesthe
HHS recognizes the importance way we think about the brain and trestment for brain disease and

and benefit of basic research.
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injury and has obvious implications for the development of new
treatment modalitiesfor anumber of devagtaingillnessesandinjuries.

A family of proteins (toll-likereceptors) that areinvolved in the
body’simmune responseto bacteriawas discovered. When these
proteins detect and signal the presence of the bacteria, they trigger a
severe immune reaction that can lead to septic shock. This new
knowledge could facilitate development of new vaccine drategies
and new gpproaches to the treatment of septic shock. Drugs that
could interfere with the activation of toll-like receptors by bacteria
during an acute infection could save thousands of lives.

The working group determined that this target was exceeded after

areview of nearly 300 descriptions of research outcomes published
in FY 1999.

The human genome project seeks to understand the genetic
indructionsthat makeusunique. Critical genomic resources continued
to be developed by achieving a FY 1999 U.S. annua production
rate of human genomic sequence of 173 million base-pairs, aworld-
wide rate of 265 million base-pairs, atotal of 442 million completed
world-wide and completing the sequence of the 97 million base-pairs
of the C. degans genome.

The C. degansis aroundworm and its genetic sequencing marked a
historic accomplishment since it provides biologists with a powerful
tool to experiment with and learn how whole genomesfunction. The
ability to compare the sequence of genes across multiple speciesand
develop modd systemsinsampler organismswill Sgnificantly enhance
the ability of researchersto identify thefunctiona roles of the encoded
proteins and thereby contribute to a better understanding of the
molecular basis for human hedth and disease.

All of the publicly funded U.S. centers sequencing the human gene
are meeting and in many cases, exceeding the standards of quality
assurance for their data. The working group determined that these
targets were exceeded based upon public databases.

*

<* We improved the prevention, diagnosis, and treatment of
disease and disability.

Heart diseaseisthenation’ snumber onekiller anong menand women
of dl racid and ethnic groups. More than 40 percent of dl degthsin

Goal (NIH): Add to the body of
knowledge about normal and
abnormal biological functions and
behavior.

FY 1999 Target: Progressin
advancing scientific understanding
in key fields bearing on our
knowledge of biological functions
and behavior in their normal and
abnormal state.

FY 1999 Actual: Exceeded the

target. @

Goal (NIH): Develop critical genomic
resources, including the DNA
sequences of the human genome,
and the genomes of important model
organisms and disease-causing
microorganisms.

FY 1999 Targets:

1)U.S. annual production rate of
human genomic sequence: 90 million
base-pairs.

2) Worldwide rate: 220 million base-
pairs.

3)Total completed worldwide at the
end of FY 1999: 400 million base-
pairs.

4)Complete the sequence of the
C.elegans genome.

FY 1999 Actual: Exceeded the
targets for 1) - 3) and met the target

for 4). @
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Goal (CDC): Reduce morbidity
and mortality attributable to
behavioral risk factors by building
nationwide programsin chronic
disease prevention and health
promotion and intervening in

sel ected diseases and risk factors.
1999 Target: 85 % of states
participating in the Behavioral
Risk Factor Surveillance System
communicate the findings of their
annual behavioral risk factor data
collected.

1999 Actual: Datais not available
yet.

the United States, 900,000 each year, are directly attributable to heart
disease and stroke. Associated annual costs exceed $286 hillion.

In FY 1999 CDC expanded the first state-based program for
devel oping policiesand conducting research to prevent cardiovascular
disease—the leading cause of death of men and women across dl
racia and ethnic groups—from 8 to 11 sates and strengthened the
capacity of theinitid 8 programsto addressracid and ethnic disparities
in cardiovascular disease.

In September, the National Heart, Lung, and Blood Ingtitute and the
Nationd Ingtitute of Diabetes and Digestive and Kidney Diseases of
NIH issued an dert on theincreasing importance of diabetes mellitus
asamaor risk factor for cardiovascular disease.

/ R/
0‘0 0 0‘0

In addition, NIH’s research program resulted in the following
accompllshments in FY 1999;
Deveopment of a promisng new technique for detecting lung
cancer a an earlier and potentialy more curable stage.
Development of an improved gpproach for preventing mother-
to-child transmission of HIV.
Deveopment of anew test for diagnosing aparticularly devadtating
aggressive cancer that can involve the brain, spinal cord, and the
eye.
Identification of an effective non-surgicd trestment for fidulas, a
serious complication associated with the chronic inflammatory
bowe disease known as Crohn’s disease.
Progresstowardsthe Adminigration’ sgod of developingan AIDS
vaccine by 2007 by increasing the number and dollar value of
awards made for vaccine discovery.
Deved opment and implementation of the Clinica Trials database,
a consolidated source of information related to federaly and
privaidy funded clinicd trids for drugs used for serious or life
threatening diseases and conditions.

Progress toward the various performance gods of new methods,
technologies or gpproaches for diagnosing, preventing, or tresting
disease and the NIH working group also assessed disability. All FY
1999 targets were met, successfully met, or substantially exceeded.
Suggestions were dso provided for improving one of the god aress.

/7 \/ /7
% ** %

¢ We actively supported the research capacity of the country.

Through its Research Training and Career Development
Program, NIH supports a critical aspect of scientific research:
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The development of atalent base capable of producing advances
in science,

To evduateitssuccessin attracting, developing, and retaining adiverse
group of scientists, NIH has established saverd performance goas
to assess the agency’ s successin attracting quaified applicants. For
example, in FY 1999 NIH met its god to maintain an gpplication
flow congstent with successratesdoseto hisorica levelsaof 40 percent
for felowships and 60 percent for research training grants and entry-
level career awards.

NIH increased the pool of clinical researchers who can conduct
patient-oriented research by issuing 85 mentored Patient-Oriented
Research Career Development awards, 83 mid-career Investigator
awardsin Patient-Oriented research, and 35 curriculum devel opment
awards.

NIH aso encouraged interest in scientific research careersby making
information on training and career development opportunities widely
availableto students and post-doctorates (e.g., Independent Scientist
Award, Minority and Disability Research supplements, Mentored
Clinicd Scientist Development Award.

AHCPR aso supported 69 pre- and 86 post-doctoral National
Research Service Award traineesto ensure that investigatorswill exist
to perform the research necessary toimprove quality and cost effective
hedlth care.

NIH supports construction of facilities on the NIH campus, as
well as grants to fund facility improvements a ingtitutions outside of
NIH.

Completed 56.4 percent of Louis Stokes Laboratory Building
athough the FY 1999 target was 65 percent completion. The
NIH assessment reveded that this shortfall could be attributed
to the need to make space adjustments to support current and
projected research requirements. Construction is expected to
be complete in December 2000, rather than the end of FY
2000.

Completed design and over 66 percent of the construction for
the Dade and Betty Bumpers Vaccine Research Center.

Made mgor progressin the design and site work for the Mark
O. Hatfidd Clinical Research Center.

Research capacity must keep pace
with research prioritiesand
technological advances.
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Challenges We Are Addressing

Our Nation faces enormous challenges to the hedlth and well-being of our citizens. The challenges
we face are both programmeatic and adminigtrative. The programmatic issues may get more public
atention, but the adminidrative infrastructure issues are vitd to the efficient delivery of hedth and
socid services. We face myriad chalenges, and we list afew below.

Programmatic Challenges
Responding to the threat of bio-terrorism.
Responding to the threat of cyber-terrorism.
Advancing our medica knowledge about tresting and preventing infectious diseases such as
HIV/AIDS.
Promoting heslthy lifestyles and non-smoking to prevent chronic hedlth problems such as cancer
and heart disease.
Providing hedth care to the uninsured and underinsured.
Ensuring the privacy of medica records.
Ensuring safe, quality childcare for parents who work.
Ensuring Medicare trust fund solvency.
Working to reduce the incidence of degths and injuries from drug interactions and medica errors.

Administrative Challenges
Panning for workforce changes in the short term, when a significant portion of the workforceis
digible for retirement.
Enhancing our information systems cgpabilities and e ectronic commerce interfaces.
Obtaining “clean” financid statement audit opinionsin future years.
Continuing our advances in eectronic commerce.
Overcoming data issues for measuring performance such as the complexity of data systems, the
timeliness of data, lack of resources for data, vast range of sources of data and the inherent
variability of the programs.
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Using the Internet to Transact Business

The Internet has changed the way the world lives and we are working to do more business and
provide more customer service viathistechnology. We use the Web to provide a great ded of
programmiatic information to the public and to facilitate our adminigtrative work. There are many
Web stes identified throughout this document. Here are some examples.

Programmatic Uses of the Internet
FDA'’s MedWatch collects and provides information about dangerous drug interactions.
FDA'’s Hedthfinder is a clearinghouse of consumer informéation on hedlth.
NIH’s online medical research library providesinformation in al areas of medica research.
CDC' s Home Page has Travel Alerts providing information about foreign disease outbresks.
NIH’s web ste provides both the genera public and NIH staff with significant amounts of
information pertaining to the policies, practices and funding opportunities of NIH granting and
training processes.
SAMHSA’s Knowledge Exchange Network (KEN) provides Americans with free information
about menta hedth and mentd illness as well asreferrds to community menta hedth
organizations and self-help groups.
HCFA'’ s State Children’ s Hedlth Insurance Program provides information on how to apply for
astate-run SCHIP program.

Administrative Uses of the Internet
The HHS Office of Finance established aweb Ste for HHS travelers to provide information
about travel policy aswedl aslinksto other important travel-related web Sites.
The HHS Office of Grants and Acquidtion Management posts contracting opportunities on the
web.
HHS job postings are available on the web.
The HHS Office of Finance established aweb ste to collect program information for the
Catalog of Federal Domestic Assistance.
HHS now uses an internet application to collect data for the preparation of the Department’s
consolidated financid statements.
HHS fact sheets are available on the World Wide Web at: http:/Amww.dhhs.gov.
HCFA’s www.medi care.gov website was designed with the beneficiary in mind and offers easy
to read information about the Medicare programs, hedlth plan options, cogts, benefits,
performance and satisfaction, nurang homes, publications including Spanish and Chinese
versons, and wellness informetion.
HCFA’s www.medicare.gov website has an important contact database that has over 3,000
phone numbers for Medicare-related agencies and partners across the United States. A
Beneficiary Outreach Caendar dlows beneficiaries, and those who act on behaf, to search for
information about locd events, hedth affairs, or educationad meetings.
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FINANCIAL MANAGEMENT RESPONSIBILITY AND ORGANIZATION

HHS had net outlays of $359.7 billion in FY 1999 (21.1% of the
Federd budget). Therefore, we have an enormous responsibility for
financid accountability. HHS is akey player in the Governmentwide
financid statement audit, which was prepared for thefirst timefor FY
1997. In 1993, the Adminigtration first promoted the idea of a
Governmentwide financia statement audit in the Vice Presdent’s
National Performance Review report on “Improving Financial
Management” (Recommendation FM 10.1). The Adminidtration aso
strongly supported the Government Management Reform Act
(GMRA) of 1994, which amended the CFO Act of 1990, and
expanded financid gatement audit coverageto include Departmentwide
and Governmentwideaudited financid Satements. ThisAccountability
Report demongrates our involvement in, and our dedication to, the
Adminidration’s commitment to srong financia management. Al
HHS managerswith responsibility for Federa resourcesare, to some
degree, financid managers. However, officia responsbility for
financid management maiters is deegated from the Secretary to the
Senate-confirmed CFO who dso holdsthetitles of Assstant Secretary
for Management and Budget (ASMB) and Chief Information Officer
(ClO). TheOfficesof the ASMB areillustrated in the accompanying
organization chart. Other ASMIB respongbilitiesinclude the functions
of budget, human resources, grants, acquisitions, and facilities services.

Assistant Secretary for
Management & Budget

(CFO & CI0)
Office of
I Facilities ;
Services Office of Budget

Office of Grants &
L Acquisition
M anagement

Office of Human
Resources

Office of Finance

Office of
Information

Resources
Management
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The Office of Finance, which prepares this Accountability Report, is
headed by the Deputy Assistant Secretary for Financewhoisasothe
Deputy Chief Financid Officer (DCFO). This office is responsible
for implementation of an ever-increasing volume of Federd financid
legidation and initiativeswithin an environment of evolving technologies,
limited staffing, and cost containment. Theligt of legidation related to
financid management indudes:

Prompt Pay Act of 1982 (as amended)

Federd Managers Financia Integrity Act (FMFIA) of 1982
Chief Financia Officers (CFOs) Act of 1990

Cash Management Improvement Act (CMIA) of 1990
Government Performance and Results Act (GPRA) of
1993

Government Management Reform Act (GMRA) of 1994
Federa Financia Management Improvement Act (FFMIA)
of 1996

Debt Collection Improvement Act (DCIA) of 1996
Information Technology Management Reform Act
(ITMRA) of 1996

Travel and Trangportation Reform Act of 1998

Federd Activities Inventory Reform Act (FAIRA) of 1998

The Office of Finance has respongbility (in partnership with our
OPDIVs) for many new and ongoing initiatives such as. developing
and implementing accounting and financid palicies, sysemsand reports,
resolving financia satement audit findings, implementing financid and
program performance measurement; prompt payment; budget
execution; improving reiability of financial information; policy
development and coordination for debt collection; implementing al
finanda management legidaion; and integrating dl of the financid
management initiatives. These initiatives are coordinated with the
various OPDIVsof HHS through the palicy-level HHS CFO Council
and the operating-level Financid Policies Group (FPG).
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FINANCIAL MANAGEMENT PERFORMANCE : HIGHLIGHTS OF FY
1999 ACCOMPLISHMENTS AND FINANCIAL MANAGEMENT STATUS

In FY 1999 financid managers from across HHS developed a more
performance-oriented plan for improving the Department’ s financid
management. Thisnew plan resulted in areformatted CFO Financid
Management Status Report and Five Y ear Plan (the CFO Five Year
Plan), showing performancetargets for each of the next five years, as
well as basdine information for each performance measure (where
avalable). HHS developed two broad drategic godss for financiad
management that will help build the Department’ sfinandid management
infragtructure and carry out its misson.

All of the CFO FiveY ear Plan’ sdtrategies, activities, and performance
measures support one or the other of thesetwo goas. The FY 1999
CFO Five Y ear Plan isorganized by these two broad strategic goals,
which are supported by dmost 100 financia performance measures
and targets.

This Accountability Report provides actud FY 1999 performance
results compared to the FY 1999 performancetargets. A three-year
historicd trend of actua results is presented, where information is
avaladle.

When performance meets or exceeds atarget, it is noted with a

S

Where targets have not yet been met, adiscussion isincluded in this
report.

Financial Management
Strategic Goals

Goal I: Decision Makers Have
Timely, Accurate, and Useful
Program and Financial
Information

Goal II: All Resources are Used
Appropriately, Efficiently, and
Effectively

yed.

Pans will incorporate this conversion.

Modification in Target Year Identification

Our origind gpproach for establishing goals and targets related to the financid statement audit tried to
reflect the fact that audit results are not available until the subsequent year. Thus, agod related to the
FY 1999 financid statements would come under the heading “FY 2000 Target (Covering FY 1999
Opinion). However, we have redized that this gpproach was cumbersome and, at times, confusing
because for any given fiscal year some targets related to the stated year and others related to a prior

Inthe FY 1999 HHS Accountability Report, we have converted dl targetsto the fiscal yearsfor
which they related. In other words, targets related to the FY 1999 audit opinion are found under FY
1999 Target, even though the results are not known until dmost mid-Fy 2000. Future Five-Y ear
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Strategic Goal I: Decision makers have timely, accurate, and useful program and financial
information.

Performance Trend
Measure Basdine | FY 1997 | FY 1998 | FY 1999 | FY 1999 [Comments
Actual Actual Actual Target

Audited financial 1996: No No Yes Yes Yes  Requirement of GMRA.
statements for HHS

and HCFA are

submitted to OMB

bv 3/1.

Departmentwide 1996: No No No Yes Yes  Thisisafirst for the Department.

opinion is clean.

Number of 1996 - 7 5 2 0 0
Department level

aqudlifications.

Number of 1996 - 5 5 3 3 3

Department level
internal control

CEChE

material

weaknesses.

Number of 1996 - 5 3 5 4 5 Details concerning reportable
Department level conditions are included in the Audit
internal control Opinion.

reportable

conditions.

Number of 1997 3 3 3 3 The HHS FFMIA Remediation
Department level Plan isfound in the HHS FY 1999
FFMIA instances of CFO's Five Year Plan.

non-compliance.

Cl

Percent of estimated 1996 - 14% 11% 7.1% 7.97% 7% The FY 1999 Actual figureisa
improper Medicare draft estimate, as this report goes to
fee-for-service print.

payments.
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Performance Trend
Measure Baseline FY 1997 | FY 1998 | FY 1999 FY 1999 |Comments
Actual Actual Actual Target

Number of financial 1998 n‘a n‘a 100% 100%

and financial-mixed @

mission critical and

non-mission critical

systems/applications

that are Y 2K

compliant.

Percentage of 1998 na 83% 100% 92% @

OPDIVs providing (10 of 12) (11 of 12)

grants data to

Tracking

Accountability in

Government Grants

System (TAGGS).

Number of HHS 1998 n‘a 10 All HHS 50 TAGGS is now on the Internet.

employees with Employees

accessto TAGGS and public

data.

Payment Under Under Under ToBe ThisisaPSC system which makes

Management Develop- Develop-  Develop- Opera- grant payments. It has been

System state of ment ment ment tional  designated by the US CFO Council

development and as one of two grant payment

implementation. systems to be used by all civilian
agencies. Scheduled to be
operational April 1, 2000.
Implementation had been delayed
dueto Y 2K remediation efforts.

Financial Assistance Under Under Under ToBe ThisisaPSC system which reports

Reporting System Develop- Develop-  Develop- Opera- Federa assistance awards by

(FARS) state of ment ment ment tional  Congressional district.

implementation.

Implementation is now planned for
April 1, 2000.
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Performance Trend
Measure Baseline FY 1997 | FY 1998 | FY 1999 ] FY 1999 |Comments
Actual Actual Actua Target
Number of mission 1998 na 3of 20 230f 24 23 0of 24 Asof December 1999 (FY 2000),
critical financial 24 of 24 was achieved.
systems/applications
that are Y 2K
compliant.
Total number of 1998 na 130f 52 21 0f 53 18 0f 52 Two old chapters were revised and
Departmental one new chapter on reimbursable
Accounting Manual accounting was added.
(DAM) chapters on
Internet.
Percent of DAM 1998 na 18.2% 48% 40%  Many old chaptersare not in
pages on the electronic form. They must bere-
Internet. typed and/or revised before
posting.
Percent of Grants 1998 na 70% 100% 80%
Administrative

policies available on
the HHS Intranet
and Internet.
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Strategic Goal II: All resources are used appropriately, efficiently, and effectively.

Performance Trend

Measure Baseline | FY 1997 | FY 1998 | FY 1999 | FY 1999 |Comments
Actual Actual Actual Target
Percent of vendor 1997 89.7% 91% 96.4% 95%  InFY 1999, HHS achieved its highest-
payments made on ever prompt payment rate.
time.
Percent of grant 1997 100% 100% 100% 100% Measure excludes foreign grants,
payments made via fellowships, and limited other
EFT. categories accounting for less than one
percent of total grant dollars. @
Percent of salary 1997 98% 97% 99% 100%
payments made by
EFT.
Percent of vendor 1997 42% 7% 85% 69%  Excludes credit card purchases.
payments made via
EFT.
Percent of travel 1997 43% 90% 93% 69%
payments made via
EFT.
Percent of eligible 1997 7% 70% 85% 80%
purchase
transactions made
on government
purchase card.
Percent increase in 1998 na $13.3B 7% 10%  HCFA's performance has a major

debt collections
over prior year.

($14.2B) ($14.6B)

impact on Departmental performance.
As part of the FY 1999 financial
statement audit process, HCFA's
efforts related to accounts receivable
focused on validating the Medicare
contractor receivables balances.
HCFA's FY 2000 effortswill increase
focus on debt referral/collections.
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Performance Trend
Measure Baseline | FY 1997 | FY 1998 | FY 1999 | FY 1999 |Comments
Actual Actual Actual Target
Percent of eligible 1998 na 0% 22.8% 100% HCFA's performance has amajor
non-waived impact on Departmental performance.
delinguent debt As part of the FY 1999 financial
referred to Treasury statement audit process, HCFA's
for cross-servicing. efforts related to accounts receivable
focused on validating the Medicare
contractor receivables balances.
HCFA's FY 2000 efforts will increase
focus on debt referral/collections.
Percent of eligible 1999 na na 3.7% 100%  See above.
waived delinguent
debt referred to
PSC for cross-
servicing.
Percent of eligible 1998 (2nd na 20.20% 10.5% 100%  See above.
delinquent debt quarter)
refered to Treasury
for offset.
Dollars of child 1998 $14.367B  $15.5 $16.3  Figuresfor child support enforcement
support payments Based on collections are often revised upward as
collected. info more states report collection activities
available over time.
as of
2/11/2000
Number of 1998 n‘a 2 (ACF 6 7 6 OPDIVs have met the target.
OPDIVswith & NIH) Another OPDIV has an investment
established IT analysis/capital planning process and
architecture and isworking with ASMB onthe HHSIT
investment architecture.
analysis/capital

planning process.
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Performance Trend

Measure

Baseline

FY 1997 | FY 1998 | FY 1999
Actual Actual Actual Target

FY 1999

Comments

Number of prior
year Department
level FMFIA
material
weaknesses
resolved.

Number of new
Department level
FMFIA material
weaknesses
identified in current
year.

Number of
Department level
FMFIA material
weaknesses
pending at year
end.

Amount of outlay
variance compared
with outlay
estimate.

Percent of
apportionments
approved within 3
weeks.

Percent of
apportionments
approved within 4
weeks.

1997

1997

1997

1997

1997

1997

4 1 0 3

TBD

1.7% -1.60%  -2.90% +/- 1%

46% 45.90%  76.60% 50%

70% 56.8% 91.0% 75%

New weakness identified: financial
systems and reporting.

Two material weaknesses for
Medicare EDP Controls were
combined into one weakness with two
parts.

If HCFA (Medicare and Medicaid)
were excluded in the FY 1999 Actual
figure, the variance would have been -
1% (on target).

&
&
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Performance Trend
Measure Baseline | FY 1997 | FY 1998 | FY 1999 | FY 1999 |Comments
Actual Actual Actual Target

President's Budget FY 1999 na na 11 of 12 12 of 12 OPDIVsProvide both the information

reflects final OPDIVs for the Standard Form 133s and the

figures from for FY Program and Financiing Schedule of

Standard Form 133 2000 sub- the budget submisssion so the

on Budget mission information should reconcile and there

Execution and should be no discrepancies. Thetarget

FACTS II. isfor al of the OPDIVsand HHS asa
whole to have consistent data in both
documents. The SF 133 information
will begin to be reported on in the
FACTS I electronic reporting system
starting in the Fall of 1999. Thiswill
eventually eliminate the need for
reconciling FM S 2108, SF 133, and
Program & Financing Schedulein the
President's budget.

Number of 1997 1 1 1 0 For details, see auditor's opinion in

Department level Section V.

EDP material

weaknesses cited

by auditors.

Number of 1997 0 0 1 0 For details, see auditor's opinion in

Department level Section V.

EDP reportable

conditions cited by

auditors.

Reduction of 1998 n‘a 151 113 3% A 25% reduction was achieved.

average time for
resolution of cross-
cutting audits
compared with
prior year.

&

II-10



Department of Health and Human Services

Financial Management Performance Accountability Report: FY1999

Performance Trend
Measure Baseline | FY 1997 | FY 1998 | FY 1999 | FY 1999 |Comments
Actual Actual Actual Target

Number of training 1998 n‘a 480 2540 600 In FY 1999 we stepped up our training

hours offered times efforts to ensure we had done

the number of everything possible to prepare staff to

attendees at the obtain a clean opinion. Additionally,

HHS in-house we offered several sessions on Budget

financial training Execution. Sometraining was

Sessions. performed by contractors, sponsored
by ASMB. Some training earned
CPE, whether awarded by HHS or
contractor.

HHS receives and 1998 n‘a No Yes Yes HHSwasawarded with CPE

retains official sponsorship certification in June 1999.

certificationsasa

finance CPE @

Sponsor.

Number of 1998 n/a 2(NIH, 3(NIH, 3(NIH, The3 OPDIVscitedreport having

OPDIVswith HRSA) HRSA, HRSA, succession planning strategies.

succession PSC) PSC)

planning strategies

for financial

management staff.
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Quality of Work Life

The Secretary’ s Quadlity of Work Life Initiative, launched in 1997 to improve employee satisfaction,
enhance workplace learning and improve the management of change and trangtion, completed its
second full year. The HHS Union-Management Partnership Council continues to serve as the
steering committee for this effort.

For the second year inarow the HHS-wide annua employee survey results showed animprovement
in employee satidfaction. The improvement was both satisticaly sgnificant and widespread, with
ten out of twelve OPDIVsincreasing their scores. Maost remarkably one OPDIV, which engagedin
afull-scae improvement effort, jumped from next to the last in the sandings to firg, setting a new
high for the Department at the sametime. While each of the OPDIVstailored itsquality of work life
effortsto meet the specid concerns of its employees, there have been HHS-wide accomplishments
aswdll.

Based on recommendations made at an HHS conference on Family-Friendly Work Options,
restrictions on managers use of flexible work options was rescinded. Also as a result of
recommendations from the conference, three pilot projects to replicate work done in the private
sector to help employees better baance work and family life, while smultaneoudy improving misson
accomplishment, are underway. Responding to the need to better manage change, a cadre of
employeesfrom acrossHHS have been trained as* change agents’ to assist with or lead management
of change and trangition in their respective organizations.

Thisyear dso saw theinitiation of severd mgor new projectsto continue theimprovements aready
underway. In response to the Presdent’ s Executive Order 13111, “Using Technology to Improve

Training Opportunities for Federa Government Employees,” a study to develop a design for a
distributed learning network to further enhance employee development opportunities is just being

completed, and recommendations are expected shortly. Utilizing the concept of “any place, any

timelearning,” this project would bring learning and information directly to the employee' s desktop,

giving every employee accessto congstent, high-quaity learning and information. A maor initiative

using Appreciative Inquiry to develop avisonfor atruly diverseand inclusvework environment has
been launched, and a Departmentwide conference on diversity and inclusion is scheduled for early

March 2000. What began asaninitiativeisincreasingly becoming “businessasusud,” with attention

to the qudity of work life being seen as smply a good management practice.
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Automated Financial Statements

In the past, HHS, Office of Finance manually prepared the
department’s financial statements. The manual process of
consolidating the HHS OPDIV's Financia Statements was labor
intengve, time consuming and proneto errors. Inlast year’ saudit this
process was considered a material weakness.

To begin thefirg step of implementing a process that will consolidate
the department’ s statements, the Office of Finance implemented an
online web-based system to collect and automate the financia
statement reporting process. The on-line web-based Automated
Financid Statements System (AFS) will provide immediate access
to OPDIV Financd Statements, track al changes, automaticaly updeate
the Departmenta Statements and Notes and produce printable and
electronic formats of the Financia Statements.

Future plans include evauating the feasbility of directly linking the
OPDIV statement files with AFS, improving the reporting and
publication process and developing a long-term solution for the
Department.

Travel

During FY 1999, HHS and itsnew travel card contractor, successfully
converted over 40,000 employee cardholders to the VISA travel
card. Themgor travel card program change planned for FY 2000is
the rollout of the travel card contractor’s Customer Automation and
Reporting Environment (C.A.R.E.) system to provide automated
support for travel card administrative and reporting functions.

During FY 1999, HHS formed a Task Force to make policy
recommendations and facilitate the HHS implementation of travel
regulations semming from the Travel and Transportation Reform Act
(TTPR) of 1998. Mandatory travel card use is one of the mgor
provisonsof thelaw. The Task Force, composed of union, operating
and gtaff divison representatives, will continue its efforts and play a
key role in successful HHS implementation of these new regulations
during FY 2000.

Also during FY 1999, HHS formed a Task Force to convert the
Department’ s Travel Policy Manud into dectronic form, while updating
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chapters as necessary. We aso developed atable of contents for a
HHS Travel Policy web site and identified “hot links’ to GSA travel
regulaions and other internet Stes of interest for HHStravelers. The
web site became operationa during calendar 1999.

Debt Collection

HHS has successfully implemented the two main provisons of the
Debt Callection Improvement Act (DCIA) of 1996. While ddlinquent
debt has been referred to Treasury for cross-servicing and offset,
much work remains to be done with HCFA Medicare contractor
debt which hasproved particularly difficult to validatefor DCIA referrd
purposes. HCFA isworking to implement acorrective action plan to
refer these debts.

HHS wrote off $2.9 hillionin fiscal year 1999. Much of this debt
waswritten off usng OMB Circular A-129 guidance, which removed
it from HHS financid datements, though efforts to collect it using
DCIA’s collection tools will continue. The mgority of this debt is
Medicare Secondary Payer debt, whichwill bereferred tothe Program
Support Center (PSC), for additiond collection action. The PSC
will aso refer this debt to the Treasury Offset Program (TOP).

HHS centraized the DCIA delinquent debt referral process in one
place by establishing the PSC as HHS' deinquent debt collection
center. Additiondly, HHS obtained a cross-servicing waiver for a
number of different typesof program debts (e.g. Medicare Secondary
Payer, unfiled Medicare cost reports and various hedlth professiona
loans). The PSC will cross-service these debts itself and refer them
to TOP.

HHS and Treasury have worked together to assist states in referring

delinquent child support debts to the Treasury Offset Program, a
voluntary program, in addition to referring these debts to the Internal

Revenue Sarvice's Tax Refund Offsat Program.

Applicantsin variousHHSIoan programs, primarily health professons
program, are screened for outstanding delinquent debt as part of the
loan gpplication process. This activity dso involves working with
private sector lendersin some programs.

HHS has made extensive use of private collection agencies. As
one of the PSC's aggressive collection tools, delinquent debts may
be referred to the private sector for additional collection action.
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THE PROGRAM SUPPORT CENTER’S (PSC’S)
FINANCIAL MANAGEMENT SERVICE

DEPARTMENT ON
HEALTIITI AND HUMAN SHERVICHES

The Financid Management Service (FMS) supports the financid operations of HHS and other
departments through the provision of payment management services, cost alocation negotiation,
generd accounting support, debt management and collection and development of systems and
reports for workforce management. The FM S aso provides specidized ADP systems
development in the area of workforce managemen.

Sgnificant FMS/PSC FY 1999 accomplishments include:

Completed 1,972 negotiation assgnments that produced $440 million in cost savings and
negotiated cash refunds of gpproximately $45 million.

Timely payments to vendors have been consistently above the 95% OMB requirement.
The FY 1999 rate was 98.3%, up from 97.4% in FY 1998.

The percentage of vendor payments made by eectronic funds transfer (EFT) rose from
49% in FY 1998 to 75.9% in FY 1999.

Referred more than $160 million in delinquent debt owed by customers to the Treasury
Adminigrative Offsat Program.

Processed 268,977 payment transactions totaling more than $179 billion in grant funds.
Also added 1,491 grant recipient accounts for atotal of more than 22,400 customers.
Recelved an unqudified opinion on the SAS 70-audit report on the Payment Management
System for the fourth consecutive yesr.

Digtributed gpproximately $1.3 billion in federd tax offsets from individuds with delinquent
child support payments to participating statesin FY 1999.

Received a decison from Federd Didrict Court confirming our Divison of Cost Allocation
findings that the State of Cdifornia should refund $240 million in gpplicable credits and
interest to the federal government. The State has appealed the decison to the appellate leve.
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Trust Fund Solvency

Medicare Part A Trust Fund Solvency

The part of Medicare that pays for hospita insurance (the Part A Hospital Insurance (HI) Trust Fund) is
financed primarily by payroll taxes paid by workers and employers. The taxes paid each year are used
mainly to pay benefits for current beneficiaries. Income not currently needed to pay benefits and related
expensesishdd in atrust fund and invested in U.S. Treasury securities.

The financia projections shown for the HI program in the 1999 Trustees Report (which reports on
caendar 1998) represent a considerable improvement over those shown in the 1998 report. The
improvement arises from higher payroll tax revenues in 1998 than had been estimated and lower benefit
expenditures, together with adjustments to projected income and expenditure growth for the future
based on this experience. In 1998, HI income exceeded expenditures by $4.8 billion —thefirg timein
four years that the trust fund has experienced a positive cash flow on an annud basis. Collectively, these
impacts are estimated to postpone the depletion of the HI trust fund from 2008 until 2015.

Medicare Part B Trust Fund Solvency

The part of Medicare that pays for supplementary medical insurance (the Part B Supplementary
Medicd Insurance (SMI) Trust Fund), primarily physician and outpatient care, is financed primarily by
gppropriated funds (73%) and monthly premiums paid by beneficiaries (24%). Interest income makes
up for the remainder. Income not currently needed to pay benefits and related expensesisdso heldina
trust fund (separate from the hospita insurance trust fund) and invested in U.S. Treasury securities.
Thistrust fund is expected to remain adequately financed into the indefinite future because beneficiary
premiums and government contributions are set (by law) to meet expected costs each year. Program
cods have generaly grown faster than the GDP and this trend is expected to continue under present law.

For more detailed information on the Medicare Trust Funds, please refer to the Trustees' reports at the
HCFA web ste: http://mwww.hcfagov

Understanding Medicare Trust Fund Investments

.. TheMedicare trust fund assets are invested in U.S. Treasury Securities, which earn
| | “l “ interest while Treasury uses those resources for other purposes (decreasing the Treasury’s
need to borrow from the public in order to finance the Federd debt). Unlike the assets of

private pension plans, trust funds do not consst of red economic assets that can be drawn down in the
future to fund benefits. Instead, they are claims on the Treasury that, when redeemed, will have to be
financed by raising taxes, borrowing from the public, or reducing benefits or other expenditures.
(When financed by borrowing, the effect is to defer today’ s costs to even later generations who will
ultimately repay the funds being borrowed for today’ s Medicare beneficiaries)) The existence of large
trust fund baances, therefore, does not make it easier for the Government to pay benefits.
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Overview of Financial Performance: Analysis and Interpretation

FINANCIAL STATEMENT REPORTING

HHS has prepared Departmentwide audited financid satementssince
FY 1996. Financial statements are aso prepared for adl OPDIV's
(CDC'sinclude ATSDR); the nine largest are audited. The audited
OPDIVsaccount for virtudly al HHS assetsand expenditures. HCFA,
FDA, CDC, and NIH do their own accounting and prepare their own
financid statements. The Program Support Center (PSC) does the
acocounting and preparesthe statementsfor the Office of the Secretary,
Adminigration for Children and Families, Adminigration on Aging,
Hedlth Resourcesand Services Adminigtration, Indian Hedlth Service,
Substance Abuse and Mental Hedlth Services Adminigiration and
PSC. In addition to the Departmentwide audited statements, OMB
only requires “sand-adone’ audited financia statements for HCFA.
However, HHS management believes that each OPDIV should take
respongbility for its own financid management, and thereis no better
measurefor financid accountability than afinancid audit opinion from
a professona independent third party. Therefore, we submit the
financd satementsof al but our smalest OPDIV sfor voluntary audits.
In order to complete our Departmentwide FY 1999 audit in atimely
manner, audit resourceswereshifted. Theresult wasthat some OPDIV
audits will not be completed until after the completion of the
Departmentwide audit.

In this Accountability Report, HHS is presenting its Departmentwide
FY 1999 audited financid statements. Readers are encouraged to
refer to Section IV of this report for the actud financid statements,
notes and supplemental schedules, and to the HHS FY 1998
Accountability Report for FY 1998 audited financid statements.

Definitions of
Financial
Statement Asset

Categories

Entity Assets are those
assats which the reporting
entity holds and has the
authority to useinits
operations.

Non-entity assets are those
assets which the reporting
entity holds but does not have
the authority to useinits
operations.

Intragovernmental assets
are those assets that arise
from transactions among
Federd agencies.
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FINANCIAL STATEMENT AUDIT FINDINGS
AND MANAGEMENT COMMENTS

Audit Opinions

Ungqualified Opinion
(Also known asa

‘;[ “Clean Opinion”) —
Issued when 1) accounting

principles used are appropriate,

2) disclosures are adequate,

3) dataispresentedin a

reasonable manner,

4) underlying events and

transactions are fairly reflected

in thefinancid satements, and

5) the financiad statements have

not been materidly affected by

changes in accounting

principles.

V-N
. o

Qualified Opinion — Issued
when thereis 1) alack of
aufficient evidentid matter, or

2) adeparture from Generaly
Accepted Accounting Principles
(GAAP).

Disclaimer of Opinion —
Issued when the auditor has not
collected sufficient evidentia
matter to form an opinion on the
financid satements. The effects
are SO materid that it would be
ingppropriate to issue a
qudified opinion.

£ SAS 70 - areview of
- the internd control
structure of an
‘ organization that
processes transactions or

accounts for assets or
lidhilities of another entity.

HHS received an unqudlified, or “clean” audit opinion on the
Depatmentwide FY 1999 financid satements. Thisisafird for the
Department, and a notable accomplishment over our FY 1996
disclamer of opinion. For details, please see the auditor’ sopinionin
Sdtion V.

Individua OPDIV audit findings were not dl findized as this report
went to print. When available, those reports will be posted to the
respective OPDIV home pages. Those addresses are found on the
insde front cover of this report.

Reviewsin accordance with Statement on Auditing Standards (SAS)
70 were conducted during FY 1999 for severa shared financia
sysems, and the auditorsfindingsfrom thosereviewswereincorporated
into the Departmentwide auditor’ s report.

In keeping with the U.S. CFO Council’ s“ streamlining” philosophy of
issuing one *accountability” document and one “planning” document
per year, the Department’s published Financid Management Five-
Year Plan provides detailed information on our plans and gods for
maintaining our “clean” opinion and resolving our audit findings.
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Financial Statement Audit Findings
and Management Comments

Department of Health and Human Services
Accountability Report: FY1999

Limitations of the Financial Statements

In accordance with OMB Bulletin 97-01, “Form and Content of Agency Financia Statements,” we
are disclosing the following limitations of the HHS FY 1999 financia statements, which are contained
in this Accountability Report.

The financiad statements have been prepared to report the financia position and results of
operations of HHS, pursuant to the requirements of the Chief Financid Officers (CFO) Act of
1990, as amended by the Government Management Reform Act (GMRA) of 1994.

While stlatements have been prepared from HHS' books and records in accordance with the

The statements should be read with the redlization that they are for a component of a
sovereign entity, that liabilities not covered by budgetary resources cannot be liquidated
without the enactment of an appropriation, and the payment of al liahilities other than for
contracts can be aorogated by the sovereign entity.

formats prescribed by OMB, the statements are different from the financia reports used to
monitor and control budgetary resources, which are prepared from the same books and
records.

Issue Category

Medicare
Accounts
|_Payahle

EY

004

HHS Audit Findings History: FY 1006 — FV 1000
£V 1009

EY 190

EY 1009

Onalification
Cancina
Dicclaimer of
Oninian

X

Material
Waalrnace

X*

Qualification
Causing
Qualified
Opinion

Material
‘Weakness

Onalification
Cancina
Onalified
Oninian

Material
Waalnace

Qualifications

Material
Weakness

SMI Revenuie

X

Medicare/
Medicaid
Accounts
Receivable

CostRenorts.
=

X

X*

X (includes
Medicare
cnntractor

receivahles onlv
aveliidoc

Medicaid)

X (includes
Medicare
cnntractor

receivahles onlv
aveliidoc

Medicaid)

X (includes
Medicare
contractor
receivablesonly,
excludes
Medicaid)

Net Position.

*k

|_Pendion | iahility

Initial Audit

K KK K

EDP Contrals

X

X

Grants Oversight
and Accounting

X
(includes
aversiaht)

X
(excludes
aversight)

X
(excludes
aversight)

Medicare Claims
| Error Rate

X

X

Intra-Entity
Departmentwide
+Fransactions.

Financid

Reporting
i &

X**

1 New Statements

X

TOTAI

Z

=

5

2

3

Resolved From
Prior Year

Nt Annlicahle

Nt Annlicahle

4

1**

4

a

M=

Z

=

2

]

]

0

* Consolidated into one material weakness citing both accounts payable and receivablein FY 1996.
** Net position issue from 1996 was consolidated into financial reporting issuein FY 1997.
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ANALYSIS OF FINANCIAL POSITION (BALANCE SHEET)

HHS FY 1999 Assets

Governmental

Non-entity *
2.5% v

0.0%

Intra-
governmenta
97.4%

Most HHS assetsare Medicare's
claimson theU.S. Treasury, and are
categorized as | ntragovernmental.

* Note: Non-entity assets were far less
than .1% of total assets.

ASSETS

HHShad over $271.6 billionintota assets (including non-entity assets)
at theend of FY 1999, compared to $235.3 hillion at the end of FY
1998. This 15.4% increaseis due largely to increased balancesin the
Medicare Trust Funds and in Fund Baances with Treasury.

The balance sheet separatdy identifies intragovernmenta assets from
al other assats. The bulk of HHS' assets are intragovernmentd,
meaning that they are HHS clams againg other Federd agencies.
Thesearefor accounts such asthe Medicare Trust Funds' Investments
in U.S. Treasury Securities and the Fund Balance a Treasury.

Assets Analysis by Account Type

I nvestments (at $184.8 hillion) remainsthe largest HHS Asset. Itis
made up amost 68% of total assetsat FY E 1999, compared to 69%
($161.9 billion) in 1998. Theseinvestments represent the cumulative
excess of collections and appropriations over expenditures of the
Medicare HI and SMI trust funds, which are invested with the U.S.
Treasury Specid 1ssue Securities. Treasury, in turn, uses these funds
to finance other operations of the Federd Government thus reducing
the need for Federd borrowing from the public. These securities had
been accumulating since the inception of the Medicare program in
1966. According to the 1999 Trustees Report, 1995 was the first
year that expenditures exceeded income and Medicare started to call
upon its Trust Fund resources. These resources will continue to be
caled upon in years where annual expenditures exceed revenues.

Unlike the assets of private pension plans, Medicare trust funds do
not consst of real economic assets that can be drawn down in the
future to fund benefits. Ingtead, they are claims on the Treasury that,
when redeemed, will have to be financed by raising taxes, borrowing
from the public, or reducing benefits or other expenditures. When
financed by borrowing, the effect is to defer today’s costs to even
later generations who will ultimatdly repay the funds being borrowed
for today’ s Medicare beneficiaries. The existence of large trust fund
balances, therefore, does not make it easier for the Government to
pay bendfits. Reflecting both the law and existing Federal accounting
standards, no liability is recorded for benefits which may be paid in
thefuture on behdf of today’ sworkerswho are currently paying taxes
into the trust funds and who expect to be future beneficiaries upon
ther retirement.
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The next largest category of assetsisFund Balancewith Treasury
at approximately 27%, which represents other undisbursed balances
(largely appropriated funds, but dso amountsrelated to revolving and
other funds) held at the Treasury Department (which acts as a sort of
bank for HHS).

Accounts Receivable from the Public (Net), a $4.3 billion and
Loans Receivable (Net) a $401 million represent a total of only
1.8% of HHS assets, but are the focus of a great dedl of attention
with respect to our debt collection initiatives, which are covered else-
where in this report. Medicare's Contractor Accounts Receivable
(which makes up the substantid portion of HHS Accounts Recealv-
able) had been been the subject of a qudification in prior auditor’'s
reports and presented a significant barrier to both HCFA and HHS
“clean opinions’ until amgjor effort was undertaken during FY 1999
to andyze and verify the subsdiary account records. The effort re-
sulted in the write-off of $2.9 billion in Medicare contractor receiv-
ables. For further detals, see financid statement footnote number
four in Section 1V.

Property, Plant and Equipment (PP&E), a amost $1.8 hillion
(net of accumul ated depreci ation) amountsto lessthan one percent of
total assets, and is largely concentrated at NIH (numerous high
technology research centers with high technology equipment), IHS
(many facilities), FDA, and CDC. Since FY 1997, the capitalization
threshold wasincreased from $5 thousand to $25 thousand, reducing
the burden of accounting for smaller equipment purchases.

Assets Analysis by Budget Function

When assets are analyzed by budget function (see supplemental
schedules in Section V), Medicare (with its own budget function
category) holds the vast mgjority (70%) of HHS assets (composed
largely of the Trust Fund account balances). The hedth budget function
(which coverstheMedicaid program, NIH, HRSA, CDC, SAMHSA,
IHS, FDA and AHCPR), the second largest (18%), is composed
mostly of Fund Baanceswith Treasury, with lesser amounts attributed
to Investments and PP&E.

LIABILITIES

Reativeto HHS assats, therearefew lighilities. Thisisbecause neither
Federd law nor Federd accounting standards recognize any long term
ligbilities associated with covering future Medicare costs for today’s
workers contributing to the system today who become beneficiaries
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upon their retirement. In other words, the amount of trust fund assets
accumulated over more than three decades do not have an offsetting
ligbility for future retirees.

Most of the HHS liabilities represent an estimate of accrued
Entitlement Benefits Payabl e associated with the Medicare and
Medicaid programs.

Thenoteworthy iteminthe HHS ligbilitiesistheamount of Liabilities
Not Covered by Budgetary Resour ces, which arelargely unfunded
pens on expenses of the Commissioned Corp recognized at PSC, but
a0 include accrued annud leave and disability compensation for
employeesat dl OPDIVs. Theinherent differences between the way
funds are appropriated in the Federal budget process, and how they
are accounted for under generaly accepted accounting principles
(GAAP) cause these unfunded liabilities. Budgets are formulated on
more of a cash bass, while GAAP is on an accrud basis. In other
words, financia (accrud) accounting recognizesthet the cost of today’ s
HHS employees conssts of today’s sdaries and benefits actualy
received, as wdll as the accrud of benefits to be paid out at a later
date (for a"full cos” amount). Budgetary accounting delaysrecognizing
the earned but unpaid benefitsfor years, until the paymentsare actudly
made to the employees/retirees. The Federal budget process does
not recognize the future empl oyee benefits costs of today’ semployees,
but instead budgets for those future expensesin the future years when
they are actudly paid. The result is that while employee expenses
(present and future) are recognized in accrual-based financial
statements, they are under-represented in the cash-based Federa
budget. This is one excdlent example of the benefits of accrua
accounting financial statements; there are no surprises regarding
ligbilities for employee benefits.

NET POSITION: BALANCE SHEET AND STATEMENT OF
CHANGES

Net Position isthe difference between total assetsand totd liabilities
shown on the baance sheet. Starting in FY 1998, net position was
broken down into two categories. unexpended appropriations and
cumulative results of operations.

Unexpended Appropriations isthe amount of authority granted by
Congress that has not been expended or used. It is mostly attributed
to ACF, NIH, and HCFA.
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Cumulative Results of Operationsarethe net resultsof operations
sgnceinception, plusthe cumulative amount of prior period adjusgments
HCFA accounts for most of the balance in the account.

The Statement of Changesin Net Position begins with the net cost of
operations (taken from the Statement of Net Costs) and nets these
costswith al sources of financing HHSreceived in FY 1999 (through
appropriations or otherwise) to attain net results of operations. That
amount is added to the increase in the amount of unexpended
appropriationsto determine the change in net position from FY 1998
to FY 1999. The amount of the change is then added to the Net
Pogition beginning baance to arrive at the ending baance of $224
billion. This statement provides more detailed information on non-
exchange financing sources than can be found in other satements.

HHS FY 1999 Non-Exchange
Financing Sources
Imputed
Financing*
0%

Donations*
0%

Other%
0%

Taxes
3%
Appropriations
Used
63%

TheHHSFY 1999 Statement of
Changesin Net Position revealsthat
general appropriationsand taxes are
the largest source of non-exchange
financing.

* Note: Imputed Financing, Donations,
and Other Financing Sources were
far less than .1% of the total.
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ANALYSIS OF NET COSTS

FY 1999 Net Cost of Operations
by OPDIV

NIH

% All Others

%

ACF
10%

HCFA
82%

HCFA, ACF, and NIH account
for thelargest percentages of HHS'

FY 1999 Total Net Cost of Operations.

The Statement of Net Costs (which has been required for FY's 1998
and beyond) can loosdly be equated with the former “ Statement of
Operations’ which focused on how the Department’s money was
spent, using such categories such asgrants, saaries, contracts, etc. At
the Departmenta level presented in this Accountability Report, the
net cost of operating each OPDIV is presented in aggregate and by
budget function. Thereislittle information for andyss. Detalls would
need to be obtained from theindividua OPDIV financid statements.

The FY 1999 GPRA annua performance plans identified mgor
programs. Those programs are shown on the OPDIVS' respective
FY 1999 statements. Due to this number of OPDIV programs,
presentation and analysis of cost by program will, of necessity, be at
the OPDIV leve. The ODPIV financid statements will be available
ontheir respective Internet Web Sites. For reporting at the Departmenta
levd, these programs have been rolled up by budget functions. HHS's
largest budget function is Medicare.

In addition, the Statement of Net Costswill dlow for linking program
performance under GPRA reporting to the costs of programsreflected
on the OPDIVS' respective statements. The concept of linking
resources to results will findly be achieved by the display of tota
program costs.

The format of the HHS-level Statement of Net Codts is now quite
amilar tothe schedule of HHSFY 1999 net outlays by budget function
and OPDIV (see Budgetary Highlights in Section 1). The difference
between thetwo isthat the Statement of Net Costsrepresentsexpenses
computed using accrua accounting techniques which recognize costs
when incurred, regardiess of the year the money was appropriated
during the budget process. The net outlays chart in Section | identifies
only theoutlay (issuance of checks, disbursement of cash, or dectronic
transfer of funds) of those funds ‘tagged’ during the budget process
as FY 1999 funds.
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ANALYSIS OF THE STATEMENT OF BUDGETARY RESOURCES

The Statement of Budgetary Resourcesillugtratesto financid statement
readers how the budgetary resources were made available and the
gtatus at the end of the period. It presents the relationship between
budget authority to budget outlays and reconciles obligations to tota
outlays. Thisisafundamenta change in financid statement reporting
in that the budget process became a part of the financid statement
audit process when this statement was first required for FY 1998.

The purpose of the statement isto explain the sources of appropriated
dollars and to provide the status (obligated or not) of those
appropriated dollars. The total resources and the total status of
budgetary resources equa the same amount. Thus, we have atype of
budgetary “bdance sheet.” The statements show us that of the tota
$483.6 hillionin FY 1999 HHSbudgetary resources, they arelargely
derived from budget authority ($484.7 billion) and unobligated
baances a the beginning of the year ($176.5 billion).

Tota resources provided were reduced by a sizeable adjustment
($182.5 billion). During FY 1999, OMB revised Circular A-34,
clarifying the reporting for “Adjustments’ and “ Unobligated balances
—avallable’ on the Statement of Budgetary Resources. The change
required that “ Adjustments’ include the portion of receipts collected
inthe current fisca year for trust fundstheat isprecluded from obligetion
dueto Public Law 101-508. InFY 1998, thesereceiptswerereported
as “Unobligated baances— avallable’ (for abligation). In FY 1999,
theserecepts are reported as (negetive) anountson the“ Adjustments’
under HCFA’sHI and SMI trust funds, and, additionally, HI and SMI
must have no “Unobligated balances — available.” The status section
of the report reveds that most ($470.7 hillion) of the resources
budgeted for FY 1999 has either aready been spent or has aready
been marked for specific things. Although there is an unobligated
available year-end baance of $5.6 billion.

The Statement of Budgetary Resources aso provides information on
total outlaysfor the year, which is calculated by netting the beginning
and ending unpaid obligations and adding the obligations incurred
during the year (which is, incidentaly, the same obligations incurred
number reported earlier in the statement), less adjustments. Total FY
1999 outlays in the Statement of Budgetary Resources amounted to
amog $451.8 billion. Thisamount exdudesintrabudgetary transactions
and proprietary receiptsfrom the public such asthosefor Medicare' s
SMI (Part B) insurance premiums. When those amounts areincluded
(asispracticefor severd budget execution reports) thefigure becomes
atota net outlays amount of $359.7 hillion, a figure which is dso
used in thisreport (particularly in the section on budgetary highlights).

Status of Budgetary Resources
at End of FY 1999

Unobligated-
Available
1%

Unobligated-
Unavailable
2%

Obligations
Incurred
97%

Most of the budgetary resources
availableto HHS during FY 1999
were categorized asincurred
obligations at year end.
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U.S. Department of Health and Human Services
CONSOLIDATED BALANCE SHEET
Sentember 30. 1999
(in millions)

Consolidated
Totals
Assets
Entity Assets:
Intragovernmental
Fund Balance with Treasury (Note 2) $ 73,160
Investments, Net (Note 3) 184,764
Accounts Receivable, Net (Note 4) 6,623
Other (Note 10) 84
Total Intragovernmental 264,631
Accounts Receivable, Net (Note 4) 4,338
L oans Receivable, Net (Note 5) 401
Advances with the Public (Note 6) 205
Cash and Other Monetary Assets (Note 7) 56
Inventory and Related Property, Net (Note 8) 75
General Property, Plant & Equipment, Net (Note 9) 1,822
Total Entity 271,528
Non-Entity Assets:
Intragovernmental
Fund Balance with Treasury (Note 2) 44
Accounts Receivable, Net (Note 4) 2
Total Intragovernmental 46
Accounts Receivable, Net (Note 4) 60
Total Non-Entity 106
Total Assets $ 271,634
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U.S. Department of Health and Human Services
CONSOLIDATED BALANCE SHEET
Sentember 30. 1999
(in millions)

Consolidated
o Totals
Liabilities
Liabilities Covered by Budgetary Resources
Intragovernmental
Accounts Payable $ 25
Employment Tax Revenue Adjustment (Note 11) 2,867
Environmental and Disposal Costs (Note 14) 1
Other (Note 17) 476
Tota Intragovernmental 3,369
Accounts Payable 522
Entitlement Benefits Payable (Note 12) 35,302
Accrued Grants (Note 13) 1,518
L oan Guarantees (Note 15) 333
Other (Note 17) 969
Total Liabilities Covered by Budgetary Resources 42,013
Liabilities Not Covered by Budgetary Resources
Intragovernmental
Environmental and Disposal Costs (Note 14) 2
Other (Note 17) 19
Total Intragovernmental 21
Environmental and Disposal Costs (Note 14) 12
Federal Employee & Veterans Benefits (Note 16) 4,940
Other (Note 17) 421
Total Liahilities Not Covered by Budgetary Resources 5,394
Total Liabilities 47,407
Net Position
Unexpended Appropriations (Note 18) 60,962
Cumulative Results of Operations (Note 18) 163,265
Total Net Position 224227
Total Liabilities & Net Position $ 271,634

The accompanying notes are an integral part of these statements. In addition, more
detailed information can be found in the following supplementa schedules:
"Consolidating Balance Sheet by Budget Function” and "Consolidating Balance
Sheet by OPDIV"
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U.S. Department of Health and Human Services
CONSOLIDATED STATEMENT OF NET COST
For the vear ended September 30, 1999

Operating Division

ACF
AOA
AHCPR
CDC
FDA
HCFA
HRSA
IHS
NIH

(O
PSC
SAMHSA

Net Cost of Operations

(in millions)

Combined Intra-HHS Eliminations Consolidated
Totals Costs (-) Revenues (+) Totals

$ 3564 $

924
100
2,531
1,008
363,898
4,114
2,192
14,602
408
570
2.290

17 $ 35,614
923

80 174
80 2,569
16 975

- 294,006
27 4,069
37 2,179
1,014 14,434
121 490
171 717
12 2,285

$ 428,281 71,421 1575 $ 358435

The accompanying notes are an integral part of these statements. |n addition, detailed
information on individual operating divisions (OPDIV's) can be found in the following
supplemental schedules: "Consolidating Statement of Net Cost by Budget Function™ and "Public
and Intragovernmental Net Costs.”
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U.S. Department of Health and Human Services
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION
For the vear ended September 30, 1999

(in millions)

Consolidated
Totals
Net Cost of Operations $ 358,435
Financing Sources (other than exchange revenues): -
Appropriations Used 243,641
Taxes (and other non-exchange revenue) 143,868
Donations (non-exchange revenue) 211
Imputed Financing 281
Transfers-in 1,819
Transfers-out (1,818)
Other Financing Sources 715
Net Results of Operations 30,282
Prior Period Adjustments (Note 21) — (2.491)
Net Change in Cumulative Results of Operations 28,791
Increase (Decrease) in Unexpended Appropriations 7,249
Change in Net Position 36,040
Net Position-Beginning of Period 188,187
Net Position-End of Period $ 224227

The accompanyinag notes are an intearal part of these statements.
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U.S. Department of Health and Human Services
COMBINED STATEMENT OF FINANCING
For the year ended September 30, 1999
(in millions)

Resources Used to Finance Activities:

BUDGETARY:
Budgetary resources obligated for orders and delivery of goods and services to be received or benefits $70,749
received or benefits to be provided to others
Less: Offsetting collections, recoveries of prior-year authority, and changes in unfilled customer orders _(_Q_rﬁﬁ[))
Net Budgetary resources used to finance activities _461 089
NON-BUDGETARY:
Property received from others without reimbursement 2,090
Property given to others without reimbursement (1’818)
Cost incurred by others for the entity without reimbursements 305
Other non-budgetary resources {
Net non-budgetary resources used to finance activities 584
TOTAL RESOURCES USED TO FINANCE ACTIVITIES A1 673

Relationship of Total Resourcesto the Net Cost of Operations:
Deduct Resources Used to Fund Items Not Part of the Net Cost of Operations:
Increase or (decrease) in budgetary resources obligated to order goods and services
not yet received or benefits not yet provided $ 9‘026

Budgetary offsetting collections that do not increase exchange revenue or decrease expenses:
Decrease or (increase) in revenue collected in advance (30)

Credit program collections that increase liabilities for loan guarantees or allowances of subsidy (73)

Adjustments other than collections made to compute net budgetary resources that do not affect cost of operations:

Recoveries of prior-year authority (951)
Decrease or (increase) in unfilled customer orders 98
Other 3
Resources that fund expenses recognized in prior period 39,598
Resources that finance the acquisition of assets or liquidations of liabilities 276

Other resources used to fund items not part of the net cost of operations _(552)
Total resources used to fund items not part of the net cost of operations $ 47395
RESOURCES USED TO FINANCE NET COST OF OPERATIONS 14278

Components of Net Cost of Operations That Do Not Require or
Generate Resources During the Reporting Period:
Expenses or Exchange Revenue Related to the Disposition of Assets or Liabilities,
or Allocations of Tier Costs over Time:

Expenses related to use of assets $ (602)
Losses or (gains) from revaluation of assets and liabilites 77
Decrease or (increase) in exchange revenue receivable from the public 102
Other (21.534)
Subtotal (21,957)
Expenses That Will Be Financed with Budgetary Resources Recognized in Future Periods:
Annual leave from increase in annual leave liability 8
Other _ 35959
Subtotal 35,967
Other net cost components that do not require or generate resources during the reporting period ( Z)
Total Components of Net Cost of Operations That Do Not Require or Generate Resources During The Reporting Period $ 14,003
Net Cost of Operations $28.281

The accompanying notes are an integral part of these statements. For FY 1999, this statement is presented on a
combined basis and agrees with the combined totals shown in the Consolidating Statement of Net Cost by Budget
Function.
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U.S. Department of Health and Human Services
COMBINED STATEMENT OF BUDGETARY RESOURCES
For the vear ended September 30, 1999
(in millions)

Combined
Total
Budgetary Resources:
Budget Authority 434,689
Unobligated Balances - Beginning of Period 176,537
Spending Authority From Offsetting Collections 4,938
Adjustments _(182,521)
Total Budgetary Resources 433,643
Status of Budgetary Resources:
Obligation Incurred 470,749
Unobligated Balances - Available 5,591
Unobligated Balances - Not Available 7,303
Total Status of Budgetary Resources 483,643
Outlays:
Obligations Incurred 470,749
Less: Spending Authority from Offsetting
Collections and Adjustments ___(9.797)
Subtotal 460,952
Obligated Balance, Net - Beginning 47,515
Obligated Balance Transferred, Net (110)
Less: Obligated Balance, Net - End of Period (56,594)
Tota Outlays 451,763

The accompanying notes are an integral part of these statements.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
NOTES TO THE FINANCIAL STATEMENTS
AS OF SEPTEMBER 30, 1999

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity
The Department of Hedlth and Human Services conssts of thirteen Operating Divisons (OPDIVS) which
have diverse missons and programs. There are twelve financia reporting entities.

Adminigration for Children and Families (ACF)

Centersfor Disease Control (CDC)/Agency for Toxic Substances and Disease Registry (ATSDR)
Food and Drug Adminigtration (FDA)

Hedth Care Financing Adminigration (HCFA)

Hedlth Resources and Services Adminigtration (HRSA)

Indian Hedth Service (IHS)

Nationd Ingtitutes of Hedlth (NIH)

Program Support Center (PSC)

Substance Abuse and Mental Hedlth Services Adminigtration (SAMHSA)
Adminigration on Aging (ACA)

Agency for Hedth Care Policy and Research (AHCPR)

Office of the Secretary (OS)

CoOoONO~WDNE
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The Agency for Toxic Substances and Disease Registry is combined with the Centers for Disease Control
for financia reporting purposes. In FY 1999, thefirst nine OPDIV s listed above received full scope audits,
while the last three were reviewed as part of the Departmental consolidated audit. Each OPDIV is
congdered aresponghility segment for purposes of preparing the HHS-wide Statement of Net Cost.

Basis of Presentation

The financia statements have been prepared to report the financid position and results of operations of
HHS as required by the Chief Financia Officers Act of 1990, and amended by the Government
Management Reform Act of 1994. They have been prepared from Departmenta records in accordance
with the form and content guidance of OMB Bulletin 97-01, and generaly accepted accounting principles.
These gatements are therefore different from financia reports prepared pursuant to other OMB directives
that are primarily used to monitor and control HHS s use of budgetary resources.

Thefinancid statements consolidate the baances of about one hundred and forty discrete appropriations
and fund accounts, and a number of accounts used for suspense, collection of receipts and genera
governmenta functions. Materid intraHHS baances have been diminated in the consolidation of the
account balances from the financia statements of HHS s twelve OPDIV's, each issued under separate
cover. Intraentity eiminations are presented on the Consolidating Balance Sheet, Statement of Net Codt,
and Statement of Changesin Net Pogtion. The effects of intra-entity transactions are not diminated in the
presentation of the other principal statements. These other statements are labeled as combined/combining
gatements rather than consolidated/consolidating statements.  Supplementa information is accumulated from
the OPDIV reports, regulatory reports and other sources within HHS. Information is generally presented
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herein on asummary leve, hence greater detail on OPDIV programs and activities is found in the annua
reports prepared by the OPDIVs.

Basis of Accounting

For most HHS programs, transactions are recorded on an accrual accounting basis and a budgetary basis.
Under the accruad method, revenues are recognized when earned and expenses are recognized when a
lidbility isincurred, without regard to the recaipt or payment of cash. Budgetary accounting facilitates
compliance with lega congtraints and controls over the use of federd funds.

The cash basisis used by HCFA for Medicare benefit payments and Medicaid Program draws by States to
cover current quarter expenses, and anumber of other OPDIV programs. For these programs, an accrual
method adjustment is made by recording year-end estimates of unpaid ligbilities.

Entity and Non-Entity Assets

Entity assets are those assets which the reporting entity holds and has the authority to usein its operations.
Non-entity assets are assets the entity holds but does not have the authority to use. An example of non-
entity assetsisincome tax receivables, which the IRS callects for the U.S. Government but does not have
authority to spend.

Fund Balance with Treasury

The Department maintains al cash accounts with the U.S. Treasury. The account, “Fund Balance with
Treasury,” represents appropriated, revolving, trust, and other funds available to pay current ligbilities. The
U.S. Treasury processes cash receipts and disbursements for HHS.

Investments
Trust fund balancesin excess of current needs are invested in interest-bearing obligations of the United
States or in obligations guaranteed as to both principa and interest by the United States.

Accounts Receivable

Accounts receivable consists of amounts owed to the Department by other Federa agencies and the public.
Amounts due from the public are presented net of an alowance for loss on uncollectable accounts. The
alowance for loss is based on past collection experience and/or an analysis of the outstanding bal ances.
Accounts receivable also includes interest due to the Department other than interest on direct loans and loan
guarantees. HHS non-entity receivable bal ances represent amounts that cannot be used by HHS once
collected. Such receipts are transferred to the Generd Fund of the Department of the Treasury.

Loans Receivable

Loans are accounted for as receivables after funds are disbursed. In accordance with credit reform
legidation, for loans obligated prior to October 1, 1991, loan principal, interest, and other cost are reduced
by an alowance for loss based on hitorical data and current market factors. For loans obligated on or
after October 1, 1991, the amount of gross loans receivableis reduced by an alowance equa to the
present vaue of the subsidy costs associated with these loans. Loans receivable also includes interest due
to the Department for direct loans and defaulted loan guarantees.
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Advances and Prepayments

Advances are cash outlays made by the Department to its grantees, employees, or othersto cover apart or
al of the recipients anticipated expenses or as advance payments for the costs of goods and servicesthe
Department receives. Prepayments are payments made to cover certain periodic expenses before they are
incurred. Progress payments on work in process are not included in advances and prepayments. Advances
to the public, primarily grant advances, are reported in Note 6, “ Advances to the Public.” Advancesto
other Federa agencies are reported in Note 10, “ Other Assets.”

Inventory and Related Property

Inventory and Related Property includes: Inventories Held for Sale; Operating Materids and Supplies, and
Stockpile Materids. Inventories Held for Sde (Inventories) consists of smal equipment and supplies held
by the various OPDIV Service and Supply Funds for sde to HHS components and other Federa entities.
Operating Materids and Supplies (OMS) consst of pharmaceuticals, biologica products, vaccines, and
other medical supplies, which are used, in providing medica services and conducting medica research in the
various OPDIVs. Both Inventories and OMS are recorded as assets when purchased, and expensed when
they are consumed or sold. Generdly, these inventories are recorded at (1) historical cost (or amethod
which reasonably approximates historical cost), or (2) the lower of cost (using weighted-average cost
method) or market. Stockpile materias represent supplies of biological materids and vaccines held for use
in case of anationd emergency.

General Property, Plant and Equipment

The basis for recording purchased Generd Property, Plant and Equipment (PP&E) isfull cog, including dl
costs incurred to bring the PP& E to aform and location suitable for itsintended use. The cost of PP&E
acquired under a capitd lease is the amount recognized as aliability for the capita lease at itsinception. The
cost of PP& E acquired through donation is the estimated fair vaue when acquired. The cost of PP&E
transferred from other Federd entities is the net book vaue of the transferring entity. All PP& E with an
initid acquisition cogt of $25,000 or more and an estimated useful life of two (2) years or greeter are
capitalized. PP&E are depreciated on a straight-line basis over the estimated useful life of theitem. Land
and land rights, including permanent improvements, are not depreciated. Norma maintenance and repair
costs are expensed as incurred.

Liabilities

Liabilities are recognized for amounts of probable future outflows or other sacrifices of resources as aresult
of past transactions or events. Since HHS is a component of the U.S. Government, a sovereign entity, its
ligbilities cannot be liquidated without legidation thet provides resourcesto do so. Payments of dl liabilities
other than contracts can be abrogated by the sovereign entity. In accordance with Public Law and existing
Federa accounting standards, no liability is recorded for any future payment to be made on behdf of current
workers contributing to the Medicare Hospital Insurance (HI) Trust Fund.

Liabilities Covered by Budgetary Resour ces are those ligbilities funded by available budgetary resources
including: (1) new budget authority, (2) spending authority from offsetting collections, (3) recoveries of
unexpired budget authority, (4) unobligated baances of budgetary resources at the beginning of the yeer,
and (5) permanent indefinite gppropriation or borrowing authority.

Liabilities Not Covered by Budgetary Resour ces are incurred when funding has not yet been made
available through Congressiona appropriations or current earnings. HHS recognizes such liabilities for
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employee annud leave earned but not taken, and amounts billed by the Department of Labor for Federa
Employee s Compensation Act (disability) payments. For HHS revolving funds, dl liailities are funded as
they occur.

Accounts Payable
Accounts Payable consists of amounts due for goods and services received, progress in contract
performance, interest due on accounts payable, and other miscellaneous payables.

Entitlement Benefits Payable

Entitlement Benefits Payable represents benefits due and payable to the public from entitlement programs
enacted by law. In HHS, the largest entitlement programs, which comprise the bulk of HHS entitlement
gpending, are Medicare and Medicaid (HCFA).

Accrued Grants
HHS grant programs are classified into two categories, block grants and non-block grants.

Block Grants: For most block grant programs, the OPDIV's record expenses as the grantees draw funds.
Therefore the year-end accrud for block grantsis equa to the amount of funds drawn that have not aready
been recorded as expenditures.

Non-Block Grants. For non-block programs, grantees draw funds (recorded as advances in OPDIV
systems) commensurate with their immediate cash needs. When grantees pay bills they report thisto HHS
Divison of Payment Management (DPM), quarterly and DPM reports these grantee expenditures to the
OPDIVs. The OPDIVs then record an expense and reduce the grantee advance baance accordingly.

In 1998, al OPDIVs except HCFA adopted a new process to estimate and accrue unreported grantee
expenditures. Grantees report their expenses on a quarterly basis using the grantee expenditure report, SF
272. The new process divides unreported grantee expenditures into two components. 1) fourth quarter
grantee expenditures incurred and expected to be reported on the September 30 SF 272, and 2) fourth
quarter grantee expenditures incurred but not expected to be reported (IBNR) on the September 30 SF
272.

The estimate of the first component was based upon historica grantee data. Grantee advances have proven
to be ardiable predictor of quarterly grantee expenditures. Based on this relationship aregresson andyss,
using historica grantee advance and expenditure data, was used to estimate fourth quarter grantee
expenditures. The estimated Fourth quarter grantee expenditures were caculated by PM S, transmitted to
the OPDIVs and are reported in the accompanying financid statements.

To estimate the second component, IBNR, HHS gathered information on spending patterns from four
different groups of grantees to determine if they had unreported expenses a year-end and if o, in what
amounts. Asaresult, HHS determined that grantees typically had year-end IBNR equa to gpproximately
2 weeks of annua expenditures. OMB has agreed that this accrua methodology appears reasonable. This
two-week accrud of grantee IBNR expensesis reported in the accompanying financia statements.
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Federal Employee and Veterans’ Benefits

Federa Employee and Veterans Benefits consst of the actuaria portions of future benefits earned by
Federa employees and Veterans, but not yet due and payable. These costsinclude pensions, other
retirement benefits, and other post-employment benefits. These benefits programs are normally
administered by OPM and not by the Department of Health and Human Services, or any of theindividud
operating divisons of the Department. Therefore, HHS does not recognize any liability on the Baance
Sheet for pensions, other retirement benefits, and other post-employment benefits. HHS does, however,
recognize the imputed cost and imputed financing related to these benefitsin the Statement of Net Cost and
the Statement of Changes in Net Pogition, respectively.

The lone exception to this palicy is the Public Hedth Service (PHS) Commissioned Corps Retirement
Sysem. The HHS-administered PHS Commissioned Corps Retirement System is discussed in Note 16,
“Federd Employee and Veterans Benefits.”

Pensons. Pensions provide benefits upon retirement and may aso provide benefits for deeth, disability, or
other termination of employment before retirement. Pension plans may aso include benefits to survivors and
dependents, and they may contain early retirement or other special features. Most HHS employees
participate in the Civil Service Retirement System (CSRYS) or the Federd Employee Retirement System
(FERS). Under CSRS, HHS makes matching contributions equal to 8.51 percent of basic pay. For FERS
employees, HHS contributes the employer’ s matching share for Socia Security and contributes an amount
equal to 1 percent of employee pay to a savings plan and matches up to an additiona 4 percent of pay.
Most employees hired after December 31, 1983 are covered by FERS. The Office of Personnd
Management reports on CSRS and FERS assets, accumulated plan benefits, unfunded ligbilities, if any,
gpplicable to Federal employees.

Other Retirement Benefits (ORB): Retirement benefits other than pensons are dl forms of benefitsto
retirees or their beneficiaries provided outsde the penson plan. Examplesinclude hedth and life insurance.
Retirement health care benefits are the primary ORB expense.

Other Pogt-employment Benefits (OPEB): Post-employment benefits other than pensonsinclude dl types
of benefits provided to former or inactive (but not retired) employees, their beneficiaries, and covered
dependents. Inactive employees are those who are not currently rendering services to their employers and
who have not been terminated, but who are not digible for an immediate annuity, including those temporarily
laid off or disabled. OPEB includes sdary continuation, severance benefits, counsdling and training,
continuation of hedth care or other benefits, and unemployment and workers compensation benefits paid

by the employer entity.

Leave

Annud leaveis accrued asit is earned, and the accrua isreduced as leave istaken. Each year, the baance
in the accrued annual leave account is adjusted to reflect current pay rates. To the extent that current or
prior year funding is not available to cover annua leave earned but not taken, funding will be obtained from
future financing sources. Sick leave and other types of non-vested leave are expensed astaken. Any
ligbility for sck leave that is accrued but not taken by a CSRS-covered employeeis transferred to the
Office of Personnd Management upon the retirement of that individua. No credit is given for Sck leave
bal ances upon the retirement of FERS-covered employees.

v -12



Department of Health and Human Services
Principal Financial Statements and Notes Accountability Report: FY1999

Obligations Related to Canceled Appropriations

Payments may be required of up to 1 percent of current year appropriations for valid obligations incurred
againg prior year gppropriations that have been canceled. Thetotal potential payments related to canceled
appropriationsis estimated to be $648 million as of September 30, 1999.

Revenues and Other Financing Sources

Funding for the Department/OPDIV is classfied as revenue or other financing sources. Revenueisan
inflow of resources that the Government demands, earns, or receives by donation. Revenue comes from
two sources. exchange transactions and nonexchange transactions. Exchange revenues arise when a
Government entity provides goods and services to the public or to another Government entity for a price.
Another term for “exchange revenue’ is*earned revenue.” Nonexchange revenues arise primarily from
exercise of the Government’s power to demand payments from the public (e.g., taxes, duties, fines, and
pendties) but also include donations. Other Financing Sources include appropriations used, transfers of
assets from other Government entities, and imputed financing.

Other Financing Sources. Congressiond appropriations are the primary funding source for most of the
Department’s programs. For financia statement purposes, appropriations used are recognized as a
financing source as expenses are incurred.

Imputed financing is an “other financing source’ which reflects cost incurred by one Federd entity whichis
paid for by another Federa entity. These are dso known asinter-entity costs. For financia statements
covering fisca years 1998 and 1999, OMB is limiting the inter-entity costs to be recognized by Federd
agenciesto the following: (1) employee' s pension benefits, (2) the hedlth, life insurance, and other benefits
for retired employees, (3) other post-employment benefits for retired, terminated, and inactive employess,
which include severance payments, training and counsdling, continued hedlth care, and unemployment and
worker’s compensation under the Federal Employees Compensation Act, and (4) lossesin litigation
proceedings (FASAB Interpretation No. 2, Accounting for Treasury Judgement Fund transactions).:

Financing for the Public Hedlth Service (PHS) Commissioned Corps Retirement System is provided through
annua appropriations. The estimate for PHS Commissioned Corps employessis an intraHHS dimination
because the PSC recognizes the liahility for their retirement plan.

Nonexchange Revenue: Nonexchange revenues include income taxes, excise taxes, duties, fines, pendties,
and other inflows of resources arisng from the Government’s power to demand payments, as well as
voluntary donations. Nonexchange revenue is recognized when areporting entity establishes a specificaly
identifiable, legdly enforceable claim to cash or other assets. It isrecognized to the extent that the collection
is probable and the amount is measurable.

Medicare s Hospitd Insurance program, aso known as HI or Medicare Part A, is financed through the HI
Trust fund, whose revenues come primarily through Medicare s portion of payroll and sdf-employment
taxes collected under the Federd Insurance Contribution Act (FICA) and Self-Employment Contribution
Act (SECA). The Medicare payroll tax rate was 2.9 percent of annua wages-employees and employers
were each required to contribute 1.45 percent of employees wages, with no limitation, to the HI Trust
Fund. Sdf-employed individuas paid the full 2.9 percent themsdlves.

1 Memorandum from G. Edward DeSeve, Controller, OMB, dated April 6, 1998, entitled “ Technical Guidance for the Implementation
of Managerial Cost Accounting Standards for the Federal Government.”
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Medicare' s Supplementa Medica Insurance program, aso known as SMI or Medicare Part B, is financed
primarily by genera fund appropriations (Payments to the Hedth Care Trust Funds) provided by Congress
and by monthly premiums paid by beneficiaries. Premium payments from Medicare beneficiaries are
matched gpproximately 3 to 1 by congressiona appropriations. Interest revenue on investmentsis
recognized asit is earned.

Exchange Revenue: Revolving funds recognize exchange revenue a the time goods or services are
provided to the public or to another Government entity. Reimbursable service agreements between HHS
activities and with other Federd agencies generdly recognize these revenues when the related expenses are
incurred. Various user fees are collected to offset the cost of providing services.

Contingencies

A contingency is an existing condition, Stuation, or set of circumstances involving uncertainty asto possible
gain or loss to the Department/OPDIV. The uncertainty will ultimately be resolved when one or more future
events occur or fail to occur. With the exception of pending, threstened or potentid litigation, a contingent
ligbility is recognized when a past transaction or event has occurred, a future outflow or other sacrifice of
resourcesis more likely than not, and the related future outflow or sacrifice of resources is measurable. For
pending, threatened or potentid litigation, aliability is recognized when a past transaction or event has
occurred, afuture outflow or other sacrifice of resourcesislikely to occur, and the related future outflow or
sacrifice of resources is measurable.

Use of Estimates in Preparing Financial Statements

The preparation of financia statements in accordance with generaly accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and ligbilities and
disclosure of contingent assets and ligbilities at the dete of the financia statements and the reported amounts
of revenues and expenses during the reporting period. Actua results may differ from those estimates.

Intra-Governmental Relationships and Transactions

In the course of its operations, HHS has relationships and financid transactions with numerous Federa
agencies. The more prominent of these are with the Socia Security Adminigtration (SSA) and the
Department of the Treasury. The SSA determines digibility for Medicare programs, and adso dlocates a
portion of Socia Security benefit payments to the Medicare Part B Trust Fund for Socid Security
beneficiaries who dect to enrall in the Medicare Part B program. The Treasury receives the cumulative
excess of Medicare receipts and other financing over outlays, and issues interest-bearing securitiesin
exchange for the use of those monies. At the Government-wide level, the assets related to the trust funds on
HHS financid statements and the corresponding liabilities on the Treasury’ s financia statements should be
eiminated.

Comparative Data

OMB Bulletin 97-01, *Form and Content of Agency Financid Statements’ provides that comparative
financia statements are permitted but not required until reporting periods beginning after September 30,
1999 (FY 2000). Management has determined that, due to the implementation of new FASAB accounting
gtandards and new financid statement formats and disclosures for FY 1999, it is not feasible nor prudent to
attempt to restate FY 1998 amounts in the current statements. Therefore, comparative datawill not be
presented in the financial statements for FY 1999.
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Accounting Changes
The following accounting changes were made in the 1999 financid statements:

On the Combined Statement of Budgetary Resources, adjustments are reported due to OMB’s FY 1999
revison to Circular A-34, darifying the reporting for “ Adjustments’ and “Unobligated balances — available’
on the Statement of Budgetary Resources. The change required that “ Adjustments’ include the portion of
receipts collected in the current fiscd year for trust funds that is precluded from obligation due to Public
Law 101-508. In FY 1998, these receipts were reported as “Unobligated balances — available” (for
obligation). In FY 1999, these receipts are reported as (negative) amounts on the “ Adjustments’ under
HCFA'’s HI and SMI trugt funds, and, additiondly, HI and SMI must have no *“ Unobligated balances —
available”

On the Consolidating Statement of Changes in Net Position, transfers made from HCFA' s Payments to the
Hedlth Care Trust Fundsto HI and SMI are reported as financing sources twice: (1) as“ Appropriaions
Used” under HI and SMI and (2) as “ Taxes and Other Non-Exchange Revenue (SMI)” and * Other
Financing Sources’ (HI). To avoid double reporting these financing sources, HCFA previoudy eiminated
the “ Appropriations Used” amounts. HCFA believes the proper dimination should be againgt the “ Taxes
and Other Non-Exchange Revenue’ and “ Other Financing Sources’ line items, which will match the
eimination of intragovernmentd revenues with intragovernmenta expenses within HCFA.

Unless otherwise stated, amounts are presented in millions of dollars.

NOTE 2. FUND BALANCE WITH TREASURY

HHS' undisbursed account balances are listed below by fund type. Other Funds include balancesin
deposit, suspense, clearing and related non-spending accounts.

Entity Non-Entity

Assets Assets
Trust Funds 4,082 18
Revolving Funds 731 1
Appropriated Funds 68,259 (2
Other 88 27
Total Fund Balance with Treasury 73,160 44
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NOTE 3. INVESTMENTS, NET

HHS invests trust fund cash that isin excess of current needsin U.S. Treasury Securities. The U.S.
Treasury Department isHHS' agent and advisor for investing.

Unamortized
(Premium) Investments,
Cost Discount Net
Non-Marketable: Par Value 180,307 - 180.307
Non-Marketable: Market-Based 1.434 20 1.454
Subtotal 181,741 20 181.761
Accrued Interest 3.003 3.003
Total Investments, Net 184,744 20 184,764

HCFA investsin U.S. Treasury Specid Issues exclusiveto HI and SMI Trust Funds that are purchased and
redeemed at face value. Certificates are short-term and pay 6 1/4 percent. Bond interest rates range from
57/8to 10 3/8 percent. Bonds mature at various dates from June 1999 to June 2014. The accrued
interest receivable on investments totaled approximately $3 billion as of September 30, 1999.

During FY 1999, a series of trust fund transactions related to investmentsin U.S. Treasury securities were
posted incorrectly and not detected until FY 2000. These errors resulted in HI interest income being
overdated by $154 million and SMI trust fund income being understated by $237 million. HCFA and HHS
management are pursuing options to make each trugt fund “whole’ in FY 2000. HCFA has taken stepsto
prevent such errorsin the future.

HRSA'’s Vaccine Injury Compensation Trust Fund invests in market-based (MK) special securities.
Securities currently held are MK Bills and Notes maturing in fisca years 1999, 2004, and 2008.

The NIH invests a portion of their trust fund cash in short-term U. S. Treasury Securities. The mgority of
HHS' investmentsin securities are held to maturity and no provision is made for unredlized gains and losses.

NOTE 4. ACCOUNTS RECEIVABLE, NET

HCFA recorded a $6 hillion anticipated Congressiona gppropriation to cover ligbilitiesincurred as of
September 30 by the Medicaid program and the Payments to the Health Care Trust Funds appropriation.
HCFA recorded a $5,735 million anticipated appropriation in FY 1999 for incurred but not reported claims
that exceeded the available unexpended Medicaid appropriation. The Medicare SMI program is financed
primarily by the genera fund appropriation, Payments to the Hedlth Care Trust Funds, and by monthly
premiums paid by beneficiaries. The gppropriated amount is an estimate caculated annudly by HCFA's
actuary and can be insufficient in any particular fiscd year. In FY 1999, the estimate was insufficient and the
matching ceased prior to the close of thefisca year. Subsequently, HCFA' s actuary vaued the unmatched
amount as $295 million and HCFA reported the $295 million as revenues earned in FY 1999, dthough the
actud transfer of fundswill occur in FY 2000.
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HCFA’s Medicare receivables are primarily due to overpayments to providers, beneficiaries, physicians and
suppliers. The Medicaid baanceis the net redizable vaue of disalowances in dispute with the States.

HHS non-entity receivable bal ances represent amounts that cannot be used by HHS once collected. Such
receipts are transferred to the Generd Fund of the Department of the Treasury.

The dlowance for loss on accounts receivable is based upon analytica procedures on both individua and
group basis. Individua andysisis based upon the debtor’ s ability to pay, the debtor’s payment record and
willingness to pay and the probable recovery of amounts from secondary sources, including liens
garnishments, etc. To estimate alowance for loss by groups, HHS drtifies receivables into groups
exhibiting smilar characteridtics. Estimated |osses are then projected based upon Satistica sampling or
through higtorical loss experience. The dlowance is periodicdly reviewed and adjusments are made as
required.

IntraaHHS Consolidated

Entity Gross Interest Allowance Combined Net Eliminations Net
Intragovernmental 7,075 - (31) 7,044 (421) 6,623
From the Public

Medicare 7,315 - (3,092) 4,223

Medicaid 30 - @) 23

Other Public 104 - (12 92 - -
Total, Public 7,449 - (3,111) 4,338 - 4,338
Non-Entity
Intragovermental 6 4 (8) 2 - 2
From Public 245 - (185) 60 - 60

During FY 1999, HCFA management directed an andysis of accounts receivable baances at Medicare
contractors. The analysis reveded two mgor findings: 1) Many receivables were aged to such an extent
that collectibility was extremey unlikely and recognition of those receivables materidly overstated gross
recavables. Also, 2) some receivables balances could not be verified with documentation or the debtor
organization no longer exits. For the first group, which amounted to $2.7 billion, HCFA has written off
those gross receivables and the related alowance baances to zero. However, collection activities will
continue, though recovery is extremey unlikely. For the second group, which amounted to $.2 billion, the
receivables balances were adjusted to zero, and no collection activities can be pursued.

NOTE 5. LOANS RECEIVABLE, NET
Loans receivable are included for the Hedlth Education Assistance Loans (HEAL ) guaranteed loan program

which is administered by HRSA. The gross receivables amount for this program represents defaulted loans,
which have been paid to lenders under the guarantee, and includes principa and interest.

Principal Interest Gross  Allowance Net
Pre-1992 loans 496 13 509 (136) 373
Post-1991 loans 38 1 39 (11) 28
Total L oans Receivable, Net 534 14 548 (147) 401
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NOTE 6. ADVANCES WITH THE PUBLIC

Advances with the Public includes advances to grantees in excess of their grant-related expenses, payments
to HHS employees for travel and emergency sdary advances, and advances to Non-Federal agenciesfor
goods and servicesto be provided to HHS.

Grant Advances 67
Travel Advances and Emergency

Emplovee Payments 84
Other 54
Total Advances With the Public 205

“ Advances with the Public” does not include advances to Federal agencies for goods and services to be
provided-these advances are reported as “ Advances to Other Federal Entities’ in Note 10, “ Other
ASssets”

NOTE 7. CASH AND OTHER MONETARY ASSETS

Redtricted cash is the total amount of time account balances at the Medicare contractors commercia
banks. The Checks Paid Letter-of-Credit method is used for reimbursing Medicare contractors for the
payment of covered Medicare services. Medicare contractors issue checks against a Medicare benefits
account maintained at commerciad banks. In order to compensate commercia banks for handling the
Medicare Benefits accounts, Medicare funds are deposited into non-interest-bearing time accounts. The
earnings alowances on the time accounts are used to reimburse the commercia banks.

NOTE 8. INVENTORY AND RELATED PROPERTY, NET

HHS inventories are vaued at historicd codt. Inventory items are classified into gppropriate categories,
when received, based upon U.S. Standard General Ledger definitions derived from Statement of Federal
Financia Accounting Standard (SFFAS) No. 3, Accounting for Inventory and Related Property.

HHS inventories are comprised of inventory held for sale, operating materias and supplies used in generd
operations and stockpile materids. CDC is mandated by law to maintain a vaccine stockpile to meet
unanticipated needs for the vaccines, and for nationa emergencies. Vaccine stockpiles are maintained by
the vaccine manufacturers and consist of severa types of vaccines. CDC may only sdll these vaccines to
date, locd, or territorid health departments.

Operating Materials and Supplies reserved for future use 25
Excess, obsolete, and unserviceable operating material and

supplies A
Total, operating materials and supplies 21
Inventorv held for current sale 36
Stockpile material held for emergency or contingency 18
Total Inventory and Related Property, Net 75
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NOTE 9. GENERAL PROPERTY PLANT AND EQUIPMENT, NET

Bdances for the mgor categories of HHS Property, Plant and Equipment are listed below:

Depreciation Est. Useful Acquisition Accumulated Net Book

Method Lives Cost Denreciation Value
Land and Land Rights N/A N/A 47 - 47
Construction In Proaress N/A N/A 321 - 321
Buildinas. Facilities and Other Structures Straiaht Line 3-10vrs 2.065 (953) 1.112
Assets Under Canital Lease Straioht Line  Life of Lease 23 (2) 21
7-15 years or
Leasehold Improvements Straight Line  life of lease 1 - 1
Equipment Straight Line 3-10 years 647 (327) 320
Total General Property Plant and Equipment, Net 3.104 (1,282) 1.822

See the supplementd disclosure Deferred Maintenance in the Required Supplementary Information section
for information on deferred maintenance for Generd PP&E.

NOTE 10. OTHER ASSETS

Other Assets at September 30, 1999 is comprised of the following:

Other Assets
Advancesto Other Federal Entities 152
Other 78
Total Combined Other Assets 230
Less: Intra-HHS eliminations (146)
Total Consolidated Other Assets 84

NOTE 11. EMPLOYMENT TAX REVENUE ADJUSTMENT

For periods after December 31, 1993, employees and employers are each required to contribute 1.45
percent of employees wages, and self-employed persons are required to contribute 2.90 percent of net
income, with no limitation, to the HI Trust Fund. The Socid Security Act requires the transfer of these
contributions from the Generd Fund of Treasury to the HI Trust Fund based on the amount of wages
certified by the Commissioner of Socia Security from SSA records of wages established and maintained by
SSA in accordance with wage information reports. The SSA uses the wage totds reported annually by
employers viathe quarterly Internal Revenue Service Form 941 as the basis for conducting quarterly
certification of regular wages.
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NOTE 12. ENTITLEMENT BENEFITS PAYABLE

Entitlement Benefits Payable represents benefits due and payable to the public from entitlement programs
enacted by law. In HHS, the largest entitlement programs, which comprise the bulk of HHS entitlement
gpending, are Medicare and Medicaid (HCFA).

Medicare 23,676
Medicaid —11.626
Total Entitlement Benefits Payable 35,302

NOTE 13. ACCRUED GRANTS

For non-block grants, OPDIV's record the initia draw down of funds from grant awards as an Advance
with the Public. When grantees submit their quarterly expense reports (SF 272), OPDIV s reduce the
advance and increase expense for the amounts reported by the grantee. At fisca year end, OPDIV's book
an accrud for IBNR grant expenses. If grant advances outstanding at year-end exceed the accrual for
IBNR, then the OPDIV reports an asset for net grant advances. Otherwise, the OPDIV reports aliability
caled Accrued Grants for the excess of IBNR over outstanding grant advances. However, operating on a
cash basis of accounting, the accrud is caculated to equa the grant liability.

At the department level, the assat and liability balances for the individua OPDIVs are separately combined
and reported as separate line-items on the HHS-wide Balance Sheet. Netting OPDIV grant advance

ba ances with OPDIV accrued grant liability balances would result in anet liability for HHS of amost

1.5 billion dallars, asfollows:

Grant Advances, Net 67
Accrued Grants 1,518
Total Net of Grant Liabilities and Advances (1,451)

NOTE 14. ENVIRONMENTAL and DISPOSAL COSTS

Environmenta and Disposa Costs Cleanup costs are the costs of removing, containing, and or disposing of
(1) hazardous waste from property, or (2) materia and or property that consists of hazardous waste a a
permanent or temporary closure or shutdown of associated PP&E. In accordance with SFFAS#5
Accounting for Liabilities of the Federal Government and SFFAS #6 Property Plant and Equipment, HHS
has recognized a ligbility for cleanup of $15 million. The following table presents HHS OPDIV deanup
cogts, the total estimated cleanup codt is the liability recognized:

Liability
recognized for
OPDIV Method for Assigning Cost cleanup costs
NIH Estimated cost of similar remediation 9
FDA Estimated cost of similar remediation 6
Total Environmental
Disposal Cost 15
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NOTE 15. LIABILITY FOR DEFAULTED LOAN GUARANTEES

HHS' loan guarantees are with HRSA’ s Hedlth Education Assistance Loan (HEAL) program. The liability
for loan guaranteesis equa to the amount of defaulted guaranteed loans.

Defaulted
Loan
Guarantees
Pre-1992 guarantees 38
Post-1991 guarantees 295
Total Defaulted L oan Guarantees 333

NOTE 16. FEDERAL EMPLOYEE AND VETERANS’ BENEFITS

PHS Commissioned Corps Penson: HHS administers the PHS Commissioned Corps Retirement System
for approximately 5,764 active duty officers and 4,077 retiree annuitants or survivors. Authorized by Public
Law 78-410, it is adefined benefit plan and is non-contributory. The plan does not have accumulated
assts, funding is provided entirely on a*“pay asyou go” basis by Congressiona gppropriations.
Adminigrative cogs are not borne by the plan. The actuarid present vaue of accumulated plan benefitsis
$4,802 million, of which 478 million is non-vested. The assumed interest rate is 6.50 percent. Economic
assumptions are the same as those used by the Military Retirement System. Withdrawa and retirement
rates are based on the historica trends of officersin the PHS retirement sysem. The actuarid liability was
established based upon the Public Hedlth Service's Report for Commissioned Corps Retirement System for
Pan Year Ending September 30, 1999.

Future Workers Compensation Benefits: The actuarid liahility for future workers compensation benefits
includes the expected ligbility for desth, disability, medical and miscellaneous costs for approva
compensation cases. The ligbility is determined usng amethod thet utilizes historical benefit payment
patterns related to a specific incurred period to predict the ultimate payment related to that period.
Congstent with past practice, these projected annual benefit payments have been discounted to present
vaue using the Office of Management and Budget' s economic assumptions for 10-year Treasury notes and
bonds. Interest rate assumptions utilized for discounting in 1999 was 5.69 percent in year 1 and theresfter.

To provide more specificdly for the effects of inflation on the liability for future workers compensation
benefits wage inflation factors (cost of living adjustments or COLAS) and medicd inflation factors
(consumer priceindex medical or CPIMs) are applied to the caculation of projected future benefits. These
factors are dso used to adjust the methodology’ s historical paymentsto current year dollars. The
methodology aso includes a discounting formulato recognize the timing of compensation payments per year
instead of one lump sum per year. The projected number of years of benefit paymentsis 37 years.

Both the PHS Commissioned Corps Pension and Future Workers Compensation Benefits are liabilities not
covered by budgetary resources.
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PHS Commissioned Corps Pension 4,802
Future Workers' Compensation Benefits 138
Total Federal Employee and Veterans' Benefits 4,940

NOTE 17. OTHER LIABILITIES

The Vaccine Injury Compensation Program (VICP), administered by HRSA, provides compensation for
vaccine-related injury or deeth. The liability of $404 million represents the estimated future payment vaue
of injury claims outstanding for VICP as of September 30, 1999. Other liability categories are described in
Note 1, Significant Accounting Policies.

Liabilities Covered Liabilities Not Covered
bv Budaetarv Resources bv Budaetarvy Resources
Intra- With the Intra- With the
governmental Public governmental Public
Vaccine Injury Compensation Program 404
Advances from Other Federal Agencies 81
Accrued Payroll and Benefits 21 290
Accrued Worker Compensation 1
Accrued | eave Liability 7 345
Deferred Revenue 125 211 30
Custodial Lighilities (12) 1 1
Liability for Deposits Funds 11 (2) 33
Capital | ease | iabilities 6 21
Other Liabilities 261 38 12
Total Other Liabilities 476 969 19 421

NOTE 18. NET POSITION

Net position is the difference between assets and ligbilities. The section contains two line items: Unexpended
Appropriations, including unobligated appropriations and unddivered orders, and Cumulative Results of
Operaions. Unobligated gppropriations are either available for obligation or not available (permanently or
temporarily) pursuant to a specific provision in law. Unddlivered orders represents gppropriations obligated
(i.e, legaly reserved) for the amount of goods or services ordered but not yet received. Cumulative results
of operations represents the net difference between (1) expenses and losses and (2) financing sources,
including appropriated capita used, and revenues and gains since the inception of the activity.
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Unexpended Appropriations:

Unobligated
Available $ 2,863
Unavailable 9,290
Undelivered Orders 48,809
Total Unexpended Appropriations 60,962

Cumulative Results of Operations 163,265
Total Net Position $ 224,227

NOTE 19. LEASES

Capitd Leases. HHS and it's components have entered into various capitd leases with Indian Tribes and
the Generd Services Administration (GSA) for office and warehouse space. Lease terms vary from one to
twenty years. Capitalized assets acquired under capita |ease agreements and their related liability are
reported at the present vaue of minimum lease payments.

Operaing Leases. HHS and it's components aso have commitments under various operating leases with
private entities and GSA for office, laboratory space, and land. Leases with private entities have initia or
remaining noncancel able lease terms from one to twenty years. GSA leasesin generd are cancelable within
120 days notice.

Future minimum lease payments due for capital and operating leases are asfollows:
(Note: Lease payments are reported in THOUSANDS.)

Period Capital Operating Total
Year 1 2,538 75,336 77,874
Year 2 2,538 77,113 79,651
Year 3 2,538 75,675 78,213
Year 4 2,538 75,198 77,736
Year 5 2,538 65,670 68,208
After 5 years 43,263 340,499 383,762
Total Lease

Payments 55,953 709,491 765,444

NOTE 20. GROSS COST AND EARNED REVENUE BY BUDGET FUNCTIONAL
CLASSIFICATION

Costsincurred by budget function are presented below with the respective earned revenue to derive Net Cost
by Budget Function.

Education, Natural

Training and Incomd Adminof] Resourcesand
Social Services) Hedth Medicar Security Judti Env Combined
Intragovernmental Costs 1,420 70,782 15 72,217
With the Public 13172 137,951 205,129 23.304 179 60 379.795
Gross Cost 13,172 139,371 275,911 23,304 179 75 452,012
Less Earned Revenue an (2.142) (21 564) @8 (23731)
Total Net Cogt 13.155 137.229 254,347 23.304 171 5 428281
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NOTE 21. PRIOR PERIOD ADJUSTMENTS

Prior period adjusments are included in the calculation of the net change in cumulétive results of operations
to correct errors and accounting changes with retroactive effect. The mgority of the prior period
adjustments noted in the table below result from some of the HHS FY 1998 OPDIV audits not being
complete as of the date the FY 1998 HHS-wide Accountability report was published. This“timing
difference’ caused some of the OPDIV net postion ending balances to differ from the ending baances
reported in the HHS-wide statements. These prior period adjustments reconcile these differences.

Correction of Errors (1,349)
Changein Accounting Principles (142)
Total Prior Period Adjustments (1,491)

NOTE 22. CUSTODIAL ACTIVITY

ACF receives monies from the Internal Revenue Service for outlay to the states for child support. These
monies represent delinquent child support payments withheld from internd revenue tax refunds. During FY
1999, receipts amounts to $1,325 million and outlays amounted to $1,328 million. At September 30,
1999, ACF held $3 million in its Fund Balance with Treasury accounts relating to these funds.

NOTE 23. MEDICARE BENEFIT PAYMENTS

Medicare Claims Estimated Improper Payments

Federd government audits require the review of programs for compliance with Federd laws and
regulations. Accordingly, the OIG reviewed adaidticdly vaid sample of Medicare damsto determine that
claims were paid properly by Medicare contractors, and that services were actudly performed and were
medicaly necessary. Medicare, like other insurers, makes payments based on a standard clams form. The
interna claims process involves reviewing clams as billed and paying the correct amount for the services
rendered. The claims submitted for payment to Medicare contractors contained no visible errors.

However, when the medicd review asked for documentation from providers to support their claims, there
was a 7.97 percent error rate with adollar vaue in the range of $9.1-17.9 hillion ($13.5 billion midpoint).
Thisisadight increase from 1998 error rate of 7.1 percent with adollar vaue in the range of $7.8 - 17.4
billion ($12.6 billion midpoint). While this year's estimate is bigger than last year’s, the OIG could not
conclude that the current error rate is substantialy different. The mgority of the errors fell into four broad
categories. lack of medica necessity, incorrect coding, insufficient or no documentation and noncovered/
unalowable services.

Cost Report Settlement Process

The cost report settlement process represents the value of final outlays to providers based on fisca
intermediary audits, reviews and find settlements of Medicare cost reports. All indtitutiona providers are
required to file Medicare cost reports. For providers paid under the Prospective Payment System (PPS),
the cost report includes costs that are not covered under PPS, such as disproportionate share, hospital
payments, indirect medical education payments, and other indirect costs. For providers paid on a cost
basis, the cost report represents the total costs incurred by the provider for medical servicesto patients and
reflectsthe fina distribution of these costs to the Medicare program.
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In 1999, 34,791 cost reports totaing $110.1 billion were reviewed. Approximately $82 billion represented
inpatient claimsto PPS providers. The cost report settlements, therefore, focused on the remaining non-PPS
baance of about $28 hillion.

1999 Cost Report Summary

($ in millions)
Desk Reviews
and Others Audits Total
Providers 28,045 6,746 34,791

Costs Claimed $ 41,271 $ 68,858 $110,129
Disallowed $ 1084 $ 1632 $ 2716

The $2.7 billion disallowed represents 10 percent of this $28 billion non-PPS baance. Based on the current
disdlowance rates, if the full-scope audits were expanded to include the entire universe, the total amount
disallowed would range from $2.7 billion to $3.3 hillion. Therefore, by limiting the amount of full-scope
audits that were conducted, HCFA may have overpaid providers by as much as $600 million.

HCFA routindly processes and settles cost reports for ingtitutiona providers. As part of this process some
providers have filed suits chalenging aspects of the cost report settlement process. We cannot reasonably
edimate the probability of the providers successfully winning their suits nor the potentid ligbility for the
Department. However, in the opinion of management the resolution of these matters will not have a materia
impact on the results of operations and financid condition of HHS,

NOTE 24. MEDICARE PREMIUMS COLLECTED AND FEDERAL MATCHING
CONTRIBUTION

SMI benefits and adminigtrative expenses are financed by monthly premiums paid by Medicare beneficiaries
and are matched by the Federd government through the generd fund appropriation, Payments to the Hedlth
Care Trust Funds. Section 1844 of the Socia Security Act authorizes appropriated funds to match SMI
premiums collected, and outlines the ratio for the match as well as the method to make the trust funds whole
if insufficient funds are available in the gppropriation to match dl premiums received in the fiscd year. The
monthly SMI premium per beneficiary is $43.80 from October 1998 through December 1998 and is
$45.50, beginning January 1998. Premiums collected from beneficiaries totaed $20.2 billionin FY 1999
and were matched by a $62.2 hillion contribution from the Federal government.
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Required Supplementary Stewardship Information:

Stewardship Property, Plant and Equipment
Stewardship Investments -

Investment in Human Capital

Investment in Research and Development
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U. S. Department of Health and Human Services
Stewardship Property, Plant, and Equipment
For Year Ended September 30, 1999

HHS only has one divison that has Stewardship assets. That divison isthe Indian Hedth Service (IHS).
IHS has three types of assets for stewardship reporting: heritage, former Federd properties, and Indian
Trugt Lands.

Heritage assets are PP& E that are higtoricdly, architecturdly, or culturaly significant. This category includes
buildings on the National Historic Regigter, cemetery Stes, ic.

Former Federd Properties are Sites, built with Federa funds, whose ownership has been trandferred to
Stae/loca governments or Indian tribes through the Indian Sdf-Determination and Education Assstance
Act, P.L. 93-638 105(f)(2), as amended.

Public Law (P.L.) 103-413, the Indian Health Care Reform Act of 1994, modified P.L. 93-638, the Indian
Sdf-Determination Act, to dlow the Indian Hedlth Serviceto *...donate to an Indian tribe or triba
organization title to any persona or red property...” section 105 (f) (2). Under this authority, the fina
regulations governing these transfers were developed and published on June 24, 1996, as 25 CFR Part
900.

Indian Trust lands are those lands that do not meet the definition of Stewardship land (i.e., land other than
those acquired for or used in connection with genera (capitaized) PP& E), but have aways been held by
IHS as separate and digtinct, because of the Government’ s long-term trust respongibility. All Trust lands,
when no longer needed by IHS in connection with its generd use PP& E, must be returned to the
Department of the Interior’ s Bureau of Indian Affairs, for continuing trust responsibility and oversight.

IHS asset accountability reports differentiate Indian Trust land parcels, by site and ingalation numbers and

trust lands, from general PP& E situated thereon. The Indian Trust land balances have been removed from
IHS FY 1999 Baance Sheet, and reported as Stewardship Assets - Indian Trust Lands.

IHS Stewardship Classes

Number Total Square Federd Total
Asset Descriptions of Sites Footage Acreage Acreage
Heritage Assets 3 3,429 5.32 5.32
Former Federal Properties 2 142,850
Indian Trust Lands 83 469 469
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Distribution of Stewardship Assets by Type and Area

Heritage Assets

Former Federal

Indian Trust Land

Buildings

Number  Square Total Number Square Number Total

of Sites Footage Acreage of Bldgs. Footage of Sites Acreage
Aberdeen 9 74.7
Alaska 2 1,134 5.32
Albuquerque 4 36
Bemidji 2 94
Billings 7 47.8
Navajo 34 256.1
Oklahoma City 2 142,850 2 9.9
Phoenix 1 2,295 15 53.3
Portland 5 18
Tucson 5 12
Total-IHS 3 3,429 5.32 2 142,850 83 468.6

See Required Supplementary Information for the reporting of the evauation of deferred maintenance.
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U.S. Department of Health and Human Services
Stewardship Investments
Investment in Human Capital
For the Year Ended September 30, 1999

“Investments in Human Capital” are expensesincurred by Federd education and training programs for the
public, which are intended to maintain or increase nationd productive capacity. Two operating divisons of
the department conduct education and training programs under this category: ACF and NIH.

Adminigration for Children and Families (ACF)

ACF isunable to provide basdine data for two of its programsfor FY 1999. Under both the Temporary
Assigtance for Needy Families (TANF) program and the Office of Refugee Resettlement (ORR), States
have flexibility in how they spend their money. Under TANF, States are authorized in part to spend money
on training and education that prepares people for work, aswell astrangtionad servicesfor training on-the-
job. ORR grants are used by States to provide employment-related and socid services to refugees. Under
both TANF and ORR programs, each State decides how much it will spend on these and other activities.
Since there is nothing in statute or regulation requiring States to report discretely how much they spend on
training and education, ACF is unable to provide detailed information on these two programs at thistime.

In contrast, the Administration on Developmentd Disabilities (ADD) program within ACF isable to
estimate their investment in human capitd from existing data collection activities. Under ADD, 22 grants
were awarded for Projects of Nationa Significance (PNS). PNS grants are awarded to non-profit
indtitutions to enhance the independence, productivity, integration, and inclusion of people with
developmenta disabilities into the community. Monies aso support the development of nationd and State
policy to serve this community.

Nationa Indtitutes of Heath (NI1H)

The NIH Research Training and Career Development Program addresses the need for trained personnd to
conduct medica research. The primary goa of the support that NIH provides for graduate training and
career development isto produce new, highly trained investigators who are likely to perform research that
will benefit the Nation's hedlth. Our ability to maintain the momentum of recent scientific progress and our
internationa leadership in medica research depends upon the continued development of new, highly trained
investigetors.

(in millions)

OPDIV/Program 1998 1999
ACF

TANF N/A N/A

ORR N/A N/A

ADD $ 1 $6
NIH

Research, Training & Career

Devel opment 660 821
Total $661 $827
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U.S. Department of Health and Human Services
Stewardship Investments
Investment in Research and Development
For the Year Ended September 30, 1999
(in thousands)

OPDIV Basic Applied Developmental Total 1999 Total 1998
ACF $ 18,790 $ 18,790 $ 12,730
AO0A 30
AHCPR 97,100 97,100 139,510
CDhC 433,307 433,307 400
FDA 16,595 $ 2,097 18,692 53,360
HRSA 18,300 18,300 43,990
NIH $ 7,876,030 3,877,430 1,709,839 13,463,299 11,037,920
os 14,400
SAMHSA 1,540
Total $ 7876030 $ 4461522 $ 1711936 $ 14,049,488 $ 11,303,880
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U.S. Department of Health and Human Services
Combining Statement of Budgetary Resources
For the vear ended September 30, 1999
(in millions)

HCFA
Other
Budgetar Y Combined
Medicare HI Medicaid Medicare SMI  Accounts Tota

Budgetary Resources:

Budget authority $ 152,333 $ 102,394 $ 85278 $ 144,684 $ 484,689

L Innhlinated halances — heninnina of nerind 116 762 A 012 40 ’75 12 888 176 K}7

Soendina authoritv from offsettina collections 60 4.878 4.938

Adjustments (138,222) 3,792 (45,615) (2.476) (182,521)

Total Budgetary Resources $ 130873 $ 112258 $ 80538 $ 159974 $ 483,643

Status of Budgetary Resources:

Obligations incurred $ 130,873 $ 111,141 $ 80538 $ 148,197 $ 470,749

Unobligated balances - available 1,117 4,474 5,591

Unobligated balances - not available - - - 7,303 7,303

Total Status of Budgetary Resources $ 130873 $ 112258 $ 80538 $ 159974 $ 483,643

Outlays:

Obligations incurred $ 130,873 $ 111,141 $ 80538 $ 148,197 $ 470,749

Less: spending authority from offsetting collections

and adiustments (3,852) (5,945) (9,797)

Ohlinated halance net — heninnina of neriod elovi 5504 14 41 645 47 515

Obliaated balance transferred. net (110) (110)

Less: obligated balance, net —end of period (465) (4.751) (34) (51.344) (56.594)

Total Outlays $ 130,760 $ 108,042 $ 80518 $ 132443 $ 451,763

! "Other Budgetary Accounts" includes the major budgetary accounts of the eleven HHS OPDIV s other than HCFA, as well as the remaining
budgetary accounts not reported by HCFA under Medicare and Medicaid. Information on the major budgetary accounts for individual OPDIV's
can be found in each OPDIV's' own annual report. OPDIV's reports can be accessed via the Department of Health and Human Services website
at: www.hhs.aov.
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U.S. Department of Health and Human Services

Condensed Balance Sheet

Franchise and Intragovernmental Support Revolving Funds
For the year ended September 30, 1999

Assets

Fund Balance with Treasury
Accounts Receivable, Net
Property, Plant and Equipment, Net
Other Assets

Total Assets

Liabilities
Accounts Payable
Other Liabilities
Total Liabilities
Net Position
Cumulative Results of Operations

Total Liabilities and Net Position

(in millions)

HHS Service NIH Service FDA
and Supply and Supply Certification =~ Combined
Fund Fund HRSA FOH Fund Totd

$ (50) $ 4 $ 6 $ 4 % (36)
139 11 31 181

7 11 1 19

21 18 - - 39

$ 117 $ 4 3% 37 $ 5 ¢ 203
$ 24 $ 26 3 13 3 $ 63
13 9 3 26

37 35 16 89

80 9 21 4 114

$ 117  $ 4 3 37 $ 5 8 203
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U.S. Department of Health and Human Services
Condensed Statement of Net Cost
Franchise and Intragovernmental Support Revolving Funds
For the vear ended September 30, 1999
(in millions)

Less:
Gross Earned Net

Program/Business Line Costs Revenue Costs
HHS Service & Supply Fund
Administrative Operations Services $ 203 $ (205 $ 2
Financial Management Services a7 (49) 2
Human Resources Services 48 (41) 7

Total $ 298 $ (295 $ 3
NIH Service & Supply Fund
Administrative Services $ 146 $ (143) $ 3
Information Technology 73 (73) -
Instrumentation Services 10 (11) ()
Animal Services 23 (22) 1

Total $ 252 $ (249 $ 3
HRSA FOH
Clinical Occupational Health $ 41 % (42) $ (€N
Environmental Health 11 (12) D
Employee Assistance 33 (34) (1)

Total $ 85 $ (88) $ (3
FDA Certification Fund
Foods $ 7 $ 4 3 3
Grand Total - HHS Revolving Funds $ 642 $ (636) $ 6
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U.S. Department of Health and Human Services
Deferred Maintenance

For the Year Ending September 30, 1999

Category of Asset | Condition | Cost to Return to
Acceptable
Condition
(in millions)
General PP & E
Land 1
Building 35 642.2
Other Structures 4 2.8
Equipment 2 18.0
Total 663.0

Assat condition is assessed on ascale of 1-5 asfollows:
Excellent = 1 Good = 2 Fair = 3 Poor =4 Very Poor =5

A “Far” or "3’ rating is consdered acceptable operating condition. Although PP& E categories may be
rated as acceptable, individud assets within a category may require maintenance work to return them to
acceptable operating condition. Therefore, assets categories with an overdl rating of “Fair” or above may
till report necessary costs to return to acceptable condition.
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Department of Health and Human Services
Accountability Report: FY1999 Required Supplementary Information

U.S. Department of Health and Human Services
Intragovernmental Transactions - Assets
For Year Ended September 30, 1999
(in millions)

TFM  Dept Fund Bal. Accounts

Agency Code w/ Treasury _Investments Receivable  Other
Dept of Agriculture 12 $ - $ 2 % -
Dept of Commerce 13 - - 1
Dept of Defense 17, 21, 57, 97 - 40 -
Dept of Education 91 - 6 -
Dept of Energy 89 - 7 -
Dept of HUD 86 - - -
Dept of HHS 75 - 548 147
Dept of the Interior 14 - 1 -
Dept of Justice 15 - 16 -
Dept of Labor 16 - 2 -
Dept of State 19 - 7 -
Dept of Transportation 69 - - -
Dept of the Treasury 20 $ 73204 184,764 6,050 -
Dept of Veterans Affairs 36 - 55 6
Agency for International Dev 72 - 46 -
Environ Protection Agency 68 - 67 -
Fed Emergency Mgmt Agency 58 - 14 -
Small Business Admin 73 - - -
General Services Admin 47 - 19 20
National Aeronautics & Space Admin 80 - 1 -
National Science Foundation 49 - - -
Nuclear Regulatory Commission 31 - - -
Office of Personnel Mgmt 24 - - -
Social Security Admin 28 - 10 -
All other Federal agencies - 155 56
Total $ 73204 $ 184,764 $ 7,046 $ 230
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Department of Health and Human Services
Required Supplementary Information Accountability Report: FY1999

U.S. Department of Health and Human Services
Intragovernmental Transactions - Liabilities
For Year Ended September 30, 1999
(in millions)

TFM Dept Accounts Environmental &

Agency Code Payable Disposal Costs Debt Other
Dept of Agriculture 12 $ - $ - $ - $ -
Dept of Commerce 13 - - - -
Dept of Defense 17,21,57,97 9 - - -
Dept of Education 91 - 3 - -
Dept of Energy 89 - - - 5
Dept of HUD 86 - - - -
Dept of HHS 75 481 - - 110
Dept of the Interior 14 4 - - -
Dept of Justice 15 - - - 20
Dept of Labor 16 5 - - 2
Dept of State 19 - - - -
Dept of Transportation 69 - - - -
Dept of the Treasury 20 2,867 - - 230
Dept of Veterans Affairs 36 - - - -
Agency for International Dev 72 - - - -
Environ Protection Agency 68 - - - 4
Fed Emergency Mgmt Agency 58 - - - 13
Small Business Admin 73 - - - -
Genera Services Admin 47 35 - - 24
National Aeronautics & Space Admin 80 12 - - -
National Science Foundation 49 - - - -
Nuclear Regulatory Commission 31 - - - -
Office of Personnel Mgmt 24 - - - 10
Social Security Admin 28 - - - 1
All other Federal agencies 46 - - 76
Total $ 3,459 $ 3 % - $ 495
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Department of Health and Human Services
Accountability Report: FY1999

Other Accompanying Information:

Consolidating Balance Sheet by Budget Function

Consolidating Balance Sheet by Operating Division

Consolidating Statement of Net Cost by Budget Function

Consolidating Statement of Changes in Net Position by
Budget Function

Public and Intragovernmental Net Costs
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Department of Health and Human Services
Other Accompanying Information Accountability Report: FY1999

U.S. Department of Health and Human Services
Consolidating Balance Sheet by Budget Function
September 30, 1999
(in millions)

Education, Admin. Natural . .
Training and Health  Medicare Incm.nc of Resources Combined Ifm—.a-H.HS Consolidated
. . Security . . Totals Eliminations Totals
Social Service Justice & Environ
Assets
Entity Assets:
Intragovernmental
Fund Balance with Treasury $ 9,213 $38278 $ 3839 $21635 $ 18 $ 10 $ 73160 $ - $ 73,160
Investments, Net - 1,466 183,298 - - - 184,764 - 184,764
Accounts Receivable, Net 3 6,390 590 - - 61 7,044 (421) 6,623
Other = 230 - - - - 230 (146) 84
Total Intragovernmental 9,216 46,364 187,727 21,635 185 71 265,198 (567) 264,631
Accounts Receivable, Net - 115 4,223 - - - 4,338 - 4,338
Loans Receivable, Net - 401 - - - - 401 - 401
Advances with the Public - 133 70 - - 2 205 - 205
Cash and Other Monetary Assets - - 56 - - - 56 - 56
Inventory and Related Property, Net - 75 - - - - 75 - 75
General Property, Plant & Equipment, Net - 1,802 19 - - 1 1,822 - 1,822
Other - - - = - - - - -
Total Entity 9,216 48,890 192,095 21,635 185 74 272,095 (567) 271,528
Non-Entity Assets:
Intragovernmental
Fund Balance with Treasury - 41 - 3 - - 44 - 44
Accounts Receivable, Net - 2 - - - - 2 = 2
Total Intragovernmental - 43 - 3 - - 46 - 46
Accounts Receivable, Net = €0 - - - - 60 - 60
Total Non-Entity S — [0 < - 3 = - 106 - 106
Total Assets $ 0216 $489003 $192005 $21638 $ 18 $ 74 $ 272201 $ = (567) $ 271,634
Liabilities
Liabilities Covered by Budgetary Resources
Intragovernmental
Accounts Payable $ 2 3% 228 $ 35 $ 5) $ 16 $ - $ 592 $ (567) $ 25
Emplovment Tax Revenue Adiustment - - 2,867 - - - 2,867 - 2,867
Environmental and Disposal Costs - 1 - - - - 1 - 1
Other 1 309 166 - - - 476 - 476
Total Intragovernmental 1) 538 3,388 (5) 16 - 3,936 (567) 3,369
Accounts Payable 13 498 - 4 3 4 522 - 522
Entitlement Benefits Payable - 11,626 23,676 - - - 35,302 35,302
Accrued Grants (204) 770 - 922 30 - 1,518 - 1,518
Loan Guarantees - 333 - - - - 333 - 333
Other 6 767 195 - - 1 969 - 969
Total Liabilities Covered by Budgetary Resources — (186) 14532 _ 27250 921 __ 49 __ 5 _ 42580 (567) 42,013
Liabilities Not Covered by Budgetary Resources
Intragovernmental
Environmental and Disposal Costs - 2 - - - - 2 - 2
Other - 19 - - - - 19 - 19
Total Intragovernmental - 21 - - - - 21 - 21
Environmental and Disposal Costs - 12 - - - - 12 - 12
Federal Employee and V eterans Benefits 3 4,936 - - - 1 4,940 4,940
Other 12 373 31 3 - 2 421 - 421
Total Liabilities Not Covered by Budgetary Resources 15 5,342 31 3 - 3 5,394 - 5,394
Total Liabilities $  (171) $19874 $ 27290 $ 924 $ 49 $ 8 $ 47974 $ (567) $ 47.407
Net Position
Unexpended Appropriations $ 9,379 $ 30595 $ 34 $20669 $ 217 $ 68 $ 60962 $ - $ 60,962
Cumulative Results of Operations 8 (1.476) 164771 4 (81) ) 163265 - 163,265
Total Net Position $ 0387 $20110 $164805 $20714 $ 136 $ 66 $ 224227 $ - $ 224227
Total Liabilities & Net Position $ 0216 $48003 $102005 $21638 $ 185 $ 74 § 272201 $  (567) $ 271634

In addition to this schedule, more detailed information on individual operating divisions (OPDIVs) can be found in the OPDIVs' audited financial statement. OPDIV financial statements car
be accessed on the Internet at: www.hhs.gov
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Department of Health and Human Services
Accountability Report: FY1999 Other Accompanying Information

U.S. Department of Health and Human Services
Consolidating Balance Sheet by Operating Division
September 30, 1999
(in millions)

Combined Intra-HHS Consolidated

ACF AoA  AHCPR CDC FDA HCFA HRSA IHS NIH os PSC SAMHSA Lo
Totals Eliminations Totals
Assets
Entity Assets:
Intragovernmental
Fund Balance with Treasury $ 30728 $264 $ 162 $ 2307 $ 432 $ 17,768 $ 3,674 $ 1,121 $ 14225 $ 603 $ - $ 1876 $ 73160 $ - $ 73,160
Investments, Net - - - - - 183,298 1,454 - 12 - - - 184,764 - 184,764
Accounts Receivable, Net - 3 4 20 13 6,325 32 154 140 150 130 3 7,044 (421) 6,623
Other - - - 8 18 60 6 - 138 - - - 230 (146) 84
Total Intragovernmental 30,728 267 166 2,405 463 207,451 5,166 1,275 14,515 753 130 1,879 265,198 (567) 264,631
Accounts Receivable, Net - - 6 7 9 4,249 - 35 18 2 9 3 4,338 ' 4,338
Loans Receivable, Net - - - - - - 401 - - - - - 401 - 401
Advances with the Public - - 2 a7 - 129 - 23 4 - - - 205 - 205
Cash and Other Monetary Assets - - - - - 56 - - - - - - 56 - 56
Inventory and Related Property, Net - - - 27 - - - 13 14 - 21 - 75 - 75
General Property, Plant & Equipment, Net - - - 157 178 20 - 643 814 1 7 2 1,822 - 1,822
Tota Entity 30,728 267 174 2,643 650 211,905 5,567 1,989 15,365 756 167 1,884 272,095 (567) 271,528
Non-Entity Assets:
Intragovernmental
Fund Balance with Treasury 3 - @ - - - 15 18 1 9 - - 44 - 44
Accounts Receivable, Net - - - - - - - - 2 - - - 2 - 2
Total Intragovernmental 3 - @ - - - 15 18 3 9 - - 46 - 46
Accounts Receivable, Net —_— %  — - - 50 - 50
Total Non-Entity 2 60 15 18 3 9 - - 106 - 106
Total Assets $ 30731 $267 $ 172 $ 2643 $ 650 $ 211965 $ 5582 $ 2007 $ 15368 $ 765 $ 167 $ l‘Sﬁ $ 272201 $ (&7) $ 271,634
Liabilities
Liabilities Covered by Budgetary Resources
Intragovernmental
Accounts Payable $ 8% 18 23 8 $ 17 8 355 $ 16 $ 2 $ 138 3 17 $ 23 8 5 % 592 $ (567) $ 25
Employment Tax Revenue Adjustment - - - - - 2,867 - - - - - - 2,867 - 2,867
Environmental and Disposal Costs - - - - 1 - - - - - - - 1 - 1
Other 1 - 74 a7 1 237 3 61 - 10 28 34 476 - 476
Total Intragovernmental 9 1 76 55 19 3,459 19 63 138 7 51 39 3,936 (567) 3,369
Accounts Payable 17 - 6 88 26 - 36 64 257 14 - 14 522 - 522
Entitlement Benefits Payable - - - - - 35,302 - - - - - - 35,302 - 35,302
Accrued Grants 703 31 - 15 - - 174 - 511 1 - 73 1,518 - 1,518
Loan Guarantees - - - - - - 333 - - - - - 333 - 333
Other 5 - 1 34 39 209 428 46 138 45 2 2 969 - 969
Total Liabilities Covered by Budgetary Resources 734 32 83 192 84 38,970 990 173 1,044 7 73 128 42,580 (567 42,013
Liabilities Not Covered by Budgetary Resources
Intragovernmental
Environmental and Disposal Costs - - - - 2 - - - - - - - 2 - 2
Other - - @ 2 - - - - - - - - 19 - 19
Total Intragovernmental - - (@) 21 2 - - - - - - - 21 . 21
Environmental and Disposal Costs - - - - 3 - - - 9 - - - 12 - 12
Federal Employee and Veterans Benefits 3 - - 11 18 - 23 48 - 14 4,805 18 4,940 - 4,940
Other 14 1 2 37 50 33 17 88 145 2 @3 5 21 . 421
Total Liabilities Not Covered by Budgetary Resources 1 _- _6 _ 73 33 ___40 __136 154 46 4,802 23 5394 - 5394
Total Liabilities $ 751 $ 33 8§ 83 $ 261 $ 157 $ 39003 $ 1030 $ 309 $ 1198 $ 123 $ 4875 $ 151 $ 47974 $ (567) $ 47,407
Net Position
Unexpended Appropriations $ 30,007 $235 $ 77 $ 2264 $ 300 $ 8082 $ 3113 $ 1,157 $ 13348 $ 622 $ 15 $ 1742 $ 60962 $ - $ 60,962
Cumulative Results of Operations 27 1 12 118 193 164,880 __ 1439 541 822 20 (4,723) 9) 163,265 - 163,265
Total Net Position $ 29980 $234 3 89 $ 2382 $ 493 $ 172,962 $ 4,552 $ 1698 $ 14170 §$ 642 $ (4,708) $ 1733 $ 224227 $ -8 224,227
Total Liabilities & Net Position $ 30731 $267 $ 172 $ 2643 $ 650 $ 211965 $ 5582 $ 2007 $ 15368 $ 765 $ 167 $ 1884 $ 272201 $ (567) $ 271634

In addition to this schedule, more detailed information on individual operating divisions (OPDIV's) can be found in the
OPDIVs' audited financial statement. OPDIV financial statements can be accessed on the Internet at: www.hhs.gov
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Department of Health and Human Services
Other Accompanying Information Accountability Report: FY1999

U.S. Department of Health and Human Services
Consolidating Statement of Net Cost By Budget Function
For the Year Ended September 30. 1999
(in millions)

Education, Natural

Training, & Income Admin of Resources & Combined Intra-HHSEliminations- Consolidated
Operating Division: Social Services Health  Medicare Security Justice Environment Totals Cost (-) Revenue Totals
ACF $ 12,231 - - $23304 $ 109 - $ 3564 $ 47) $ 17 $ 35,614
AOA 924 - - - - - 924 (@] - 923
AHCPR - 100 - - - - 100 6) 80 174
CDC - 2,394 - - 62 75 2,531 (42) 80 2,569
FDA - 1,008 - - - - 1,008 (49 16 975
HCFA - 109,551 254,347 - - - 363,898 (69,892) - 294,006
HRSA - 4,114 - - - - 4,114 (72) 27 4,069
IHS - 2,192 - - - - 2,192 (50) 37 2,179
NIH - 14,602 - - - - 14,602 (1,182) 1,014 14,434
oS - 408 - - - - 408 (39) 121 490
PSC - 570 - - - - 570 (24) 171 717
SAMHSA - - 2290 - - - - 2290 a7 12 2285

Net Cost of Operations $ 13155 $137.220 $254347 $23304 $ 171 $ 75 $428281 $ (71421) $ 1575 $ 358435

The accompanying notes are an integral part of these statements. In addition, detailed information on individual GPRA programs and other activities for the individual operating divisions
(OPDIVs) can be found in the OPDIV's' audited financial statement. OPDIV financial statements can be accessed on the Internet at: www.hhs.gov

IV -41



Department of Health and Human Services

Accountability Report: FY1999

Other Accompanying Information

U.S. Department of Health and Human Services
Consolidating Statement of Changes in Net Position bv Budget Function
For the vear ended Sentember 30, 1999

Net Cost of Operations
Financing Sources (other than exchange revenues):
Appropriations Used
Taxes (and other non-exchange revenue)
Donations (non-exchange revenue)
Imputed Financing
Transfers-in
Transfers-out
Other Financing Sources
Net Results of Operations
Prior Period Adjustments
Net Change in Cumulative Results of Operations
Increase (Decrease) in Unexpended Appropriations
Changein Net Position
Net Position-Beginning of Period
Net Position-End of Period

(in millions)

Education, . Natural . Eliminations
.. . Income Admin. of Combined
Training and Health Medicare . . Resources & (Non-exchange
. . Security Justice . Totals
Social Services Environment Revenues)
$ 13155 $ 137,229 $ 254,347 $ 23304 $ 71 $ 75 $ 428281 $ (69,846)
13,124 137,152 69,846 23,348 100 71 243,641
- - 206,348 - - - 206,348 (62,480)
- 211 - - - - 211
10 269 - - - 2 281
- 139 1,680 - - - 1,819
- 9 (1,809) - - - (1,818)
- 49 83032 - - - 83081 (7.366)
(21) 582 29,750 44 (71) 2 30,282 -
1 (1.492) = - - - (1.491) -
(20) (910) 29,750 44 (71) 2 28,791 -
513 4778 (758) 2 671 41 4 7249 -
493 3,868 28,992 2,715 (30) 2 36,040 -
8 894 25251 135813 17,999 166 64 188 187 -
$ 9337 & 29119 $ 164805 $20714 & 136 & 66 $ 224227 & -
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Department of Health and Human Services
Other Accompanying Information Accountability Report: FY1999

U.S. Department of Health and Human Service
Public and Intragovernmental Net Costs
For the year ended September 30, 1999
(in millions)

Intra - With the Gross Less: Earned  Combined Net Cost
Operating Division Governmental Public Costs Revenue of Operations

ACF $ $ 35669 $ 35669 $ (25) $ 35,644
AO0A 925 925 D 924
AHCPR 164 164 (64) 100
CDC 320 2,362 2,682 (151) 2,531
FDA 275 893 1,168 (160) 1,008
HCFA 70,825 314,776 385,601 (21,703) 363,898
HRSA 4,457 4,457 (343) 4,114
IHS 2,783 2,783 (591) 2,192
NIH 258 14,586 14,844 (242) 14,602
oS 540 540 (132) 408
PSC 865 865 (295) 570
SAMHSA - 2,314 2314 (24) 2,290

Total Public and
Intragovernmental Costs $ 72,218 $ 379,794 $ 452012 $ (23,731 $ 428,281
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SECTION V:

INDEPENDENT AUDITORS’ REPORT
ON DEPARTMENT’S FINANCIAL STATEMENTS
AND MANAGEMENT RESPONSE TO THE AUDIT
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(C DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General

Washington, D.C. 20201
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To:  The Secretary
Through: DS
COS
ES
From: Inspector General
Subject: Report on the Financial Statement Audit of the Department of Health and Human

Services for Fiscal Year 1999 (CIN: A-17-99-00002)

PURPOSE

Our purpose is to provide you with our audit report on the Department’s Consolidated/Combined
Financial Statements for Fiscal Year (FY) 1999. This audit is required by the Government
Management Reform Act of 1994.

The attached report reiterates several problems reported at the Health Care Financing
Administration (HCFA) and highlights systemic problems noted during eight other operating
divisions’ financial statement audits.

Following is a summary of the major issues discussed in the Departmentwide audit report.

INFORMATION TEXT

In our opinion, the Department of Health and Human Services (HHS) FY 1999 financial
statements present fairly, in all material respects, the HHS financial position at September 30,
1999; the consolidated net costs and changes in net position; and the combined budgetary
resources and financing for the year then ended in accordance with generally accepted
accounting principles.

As discussed in our report on internal controls, financial systems and reporting continue to be a
problem. Although improved from FY 1998, draft financial statements and notes for all
divisions, as well as the Departmentwide statements, were again provided late in the audit
process. In some instances, adjustments to operating division financial statements were still
being made in February 2000, 5 months after the fiscal year ended. We again report HHS’ need
for a fully functioning, integrated financial system. We also once again point out the need to
conduct periodic reconciliations and account analyses throughout the year.



Page 2 - The Secretary

Our report on internal controls notes two other internal control weaknesses that we consider to be
material under standards established by the American Institute of Certified Public Accountants
and Office of Management and Budget Bulletin 98-08, as amended.

L. Significant improvements are still needed in Medicare contractors’ development,
collection, and reporting of receivable activity.

2. The HCFA central office and HCFA contractors continue to have material internal
control weaknesses in electronic data processing controls relating to security access and
application development and change controls.

Material weaknesses are those problems that are systemic across a number of operating divisions
as well as significant dollar issues affecting only one division. These weaknesses are synopsized
in this report and are fully described in the individual financial statement audit reports which we
released separately.

2

We are grateful for the cooperation the Department has extended to us in performing this audit.
If you have any questions, please contact me or have your staff contact Joseph E. Vengrin,
Assistant Inspector General for Audit Operations and Financial Statement Activities, at

(202) 619-1157.
& Crowry

June Gibbs Brown
Attachment

cc:
John J. Callahan
Assistant Secretary

for Management and Budget

George H. Strader
Deputy Assistant Secretary, Finance
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Accountability Report FY1999 Statements and Management Response to the Audit

Office of I nspector General

The mission of the Office of Inspector Generd (OIG), as mandated by Public Law 95-452, as amended,
isto protect the integrity of the Department of Health and Human Services (HHS) programs, as well as
the hedth and welfare of beneficiaries served by those programs. This Satutory mission is carried out
through a nationwide network of audits, investigations, and inspections conducted by the following
operating components.

Office of Audit Services

The OIG's office of Audit Services (OAS) provides al auditing services for HHS, either by conducting
audits with its own audit resources or by overseeing audit work done by others. Audits examine the
performance of HHS programs and/or its grantees and contractorsin carrying ou their respective
respongbilities and are intended to provide independent assessments of HHS programs and operationsin
order to reduce waste, abuse, and mismanagement and to promote economy and efficiency throughout
the Department.

Office of Evaluation and | nspections

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and program
evauations (caled ingpections) that focus on issues of concern to the Department, the Congress, and the
public. The findings and recommendations contained in the ingpections reports generate rapid, accurate,
and up-to-date information on the efficiency, vulnerability, and effectiveness of departmental programs.

Office of I nvestigations

The OIG's office of Investigations (OI) conducts crimind, civil, and adminigrative investigations of
dlegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment by
providers. Theinvestigative efforts of Ol lead to crimind convictions, administrative sanctions, or civil
monetary pendties. The Ol aso oversees State Medicaid program.

Office of Counsel to the I nspector General

The Office of Counsd to the Inspector Genera (OCIG) provides generd lega servicesto OIG,
rendering advice and opinions and HHS programs and operations and providing dl legd support in
OIG'sinterna operations. The OCIG imposes program exclusons and civil monetary penatieson
hedlth care providers and litigates those actions within the Department. The OCIG aso represents OIG
in the globd settlement of cases arising under the Civil False Clams Act, develops and monitors
corporate integrity agreements, develops modd compliance plans, renders advisory opinions on OlG
sanctions to the hedlth care community, and issues fraud aerts and other indusiry guidance,
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INDEPENDENT AUDITOR’S REPORT

INSPECTOR GENERAL’S REPORT ON THE
DEPARTMENT OF HEALTH AND HUMAN SERVICES
CONSOLIDATED/COMBINED FINANCIAL STATEMENTS FOR FISCAL YEAR 1999

To:  The Secretary of Health
and Human Services

We have audited the accompanying consolidated balance sheet of the Department of Health and
Human Services (HHS) as of September 30, 1999; the related consolidated statements of net cost
and changes in net position; and the combined statements of budgetary resources and financing
(principal financial statements) for the fiscal year (FY) then ended. These financial statements
are the responsibility of HHS management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards; Government
Auditing Standards issued by the Comptroller General of the United States; and Office of
Management and Budget (OMB) Bulletin 98-08, Audit Requirements for Federal Financial
Statements, as amended. These standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the principal financial statements referred to above present fairly, in all material
respects, the financial position of HHS at September 30, 1999; the consolidated net costs and
changes in net position; and the combined budgetary resources and financing for the year then
ended in accordance with generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the principal financial
statements referred to in the first paragraph. The information presented in the overview of HHS
and the supplemental information of HHS is not a required part of the principal financial
statements but is supplementary information required by OMB Bulletin 97-01, Form and
Content of Agency Financial Statements. Such information, including trust fund projections, has
not been subjected to the auditing procedures applied in the audit of the principal financial
statements; accordingly, we express no opinion on it.
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REPORT ON INTERNAL CONTROLS

We conducted our audit in accordance with generally accepted auditing standards; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Bulletin 98-08, Audit Requirements for
Federal Financial Statements, as amended.

In planning and performing our audit, we considered the HHS internal controls over financial
reporting by obtaining an understanding of internal controls, determining whether these controls
had been placed in operation, assessing control risk, and performing tests of controls in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements. We limited our internal control testing to those controls necessary to achieve the
objectives described in OMB Bulletin 98-08, as amended. We did not test all internal controls
relevant to operating objectives as broadly defined by the Federal Managers’ Financial Integrity
Act of 1982, such as those controls relevant to ensuring efficient operations. The objective of
our audit was not to provide assurance on internal control. Consequently, we do not provide an
opinion on internal control.

The HHS management is responsible for establishing and maintaining internal controls. In
fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control policies and procedures. The objectives of
internal controls are to provide management with reasonable, but not absolute, assurance that

(1) assets are safeguarded against loss from unauthorized use or disposition, (2) transactions are
executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting principles,
and (3) data that support reported performance measures are properly recorded and accounted for
to permit preparation of reliable and complete performance information.

Our consideration of internal controls over financial reporting would not necessarily disclose all
matters in these controls that might be reportable conditions. Under standards issued by the
American Institute of Certified Public Accountants, reportable conditions are matters coming to
our attention relating to significant deficiencies in the design or operation of internal controls
that, in our judgment, could adversely affect the HHS ability to record, process, summarize, and
report financial data consistent with the assertions by management in the financial statements.
Material weaknesses are reportable conditions in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts material to the financial statements may occur and not be detected
within a timely period by employees in the normal course of performing their duties. Because of
inherent limitations in internal controls, misstatements, losses, or noncompliance may
nevertheless occur and not be detected. Also, projections of any evaluation of internal controls
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may become inadequate because of changes in conditions, or the degree of compliance with
policies or procedures may deteriorate. However, we noted certain matters discussed below
involving internal controls and their operation that we consider to be reportable conditions and
material weaknesses.

In addition, we considered the HHS internal controls over Required Supplementary Stewardship
Information by obtaining an understanding of the internal controls, determining whether the
controls had been placed in operation, assessing control risk, and performing tests of controls as
required by OMB Bulletin 98-08, as amended. Our procedures were not intended to provide
assurance on these controls; accordingly, we do not provide an opinion on them.

Finally, with respect to internal controls related to performance measures reported in the FY 1999
HHS Accountability Report, we obtained an understanding of the design of significant internal
controls related to the existence and completeness assertions, as required by OMB Bulletin 98-
08, as amended. Our procedures were not designed to provide assurance on performance
measure controls, and we do not provide an opinion on them.

Using the criteria and standards established by the American Institute of Certified Public
Accountants and OMB Bulletin 98-08, as amended, we identified three internal control
weaknesses that we consider to be material and four reportable conditions, as follows:

INTERNAL CONTROL WEAKNESSES*
Page
Material Weaknesses
1. Financial Systems and Reporting 4
2 Medicare Accounts Receivable 8
3. Medicare Electronic Data Processing 11
Reportable Conditions
1. HCFA Regional Office Oversight of Medicare 13
2. Medicaid Estimated Improper Payments 14
3. Departmental Electronic Data Processing 14
4. Property, Plant, and Equipment 16
*All repeat conditions except HCFA regional office oversight of Medicare.
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MATERIAL WEAKNESSES

1. Financial Systems and Reporting (Repeat Condition)

Since passage of the Chief Financial Officers Act, as amended by the Government Management
Reform Act of 1994, agencies have prepared financial statements for audit by the Inspectors
General. The act emphasized production of reliable financial statements; consequently, HHS
worked diligently to prepare statements capable of receiving an unqualified audit opinion. With
this year’s audit, HHS has achieved the important milestone of an unqualified, or “clean,”
opinion.

A clean audit opinion, however, assures financial statement users only that the information is
reliable and fairly presented. It provides no assurance about the effectiveness and efficiency of
financial systems used to prepare the statements and to produce other information for
management use. Two key directives address Federal agency requirements concerning these
systems. The OMB Circular A-123, Management Accountability and Control, specifies the
management control standards agencies must follow. Among the standards is the requirement
that transactions be promptly recorded, properly classified, and correctly accounted for to prepare
timely accounts and reliable financial and other reports. The OMB Circular A-127, Financial
Management Systems, specifies the system requirements agencies must follow to meet
management control standards. The term “system” includes manual processes, such as
reconciliations and analyses, and automated processes.

In our opinion, the Department still has serious problems with controls over financial systems
and reporting. The process used to prepare financial statements required numerous manual
account adjustments before reliable, accurate statements were produced. This process caused
delays in preparing the statements, increased the risk of material misstatements, and limited the
resources available for financial analyses. Because the operating divisions did not conduct such
analyses and account reconciliations throughout the year, management had little assurance of
detecting accounting aberrations and obtaining reliable financial information.

The extent and magnitude of account adjustments
required at yearend demonstrate that the systems in
place during FY 1999 were not operating efficiently

The financial statement preparation
process required many yearend manual

) adjustments, which caused delays and
or effectively. The need for these manual increased the risk of material errors.

adjustments increased resource requirements.
However, even with additional resources, many
operating divisions were not able to produce auditable information until 5 months after the fiscal
year ended. For example:

Inspector General's Report on the HHS Consolidated/Combined Financial Statements for FY 1999 Page 4 of 20




Health Care Financing Administration (HCFA). The Department’s largest operating
division with $299 billion in net outlays, HCFA issued the first FY 1999 financial
statements in mid-December 1999 and then made billions of dollars in adjustments to
payables and receivables before producing final, auditable financial statements in late
January 2000. Oversight by the HCFA central and regional offices was not adequate to
provide reasonable assurance of promptly detecting material errors in Medicare
contractor financial data.

Administration for Children and Families (ACF). The ACF, the second largest
operating division with net budget outlays of about $34 billion, made billions of dollars
in adjustments to current and prior-year accounts before preparing a complete set of
reliable financial statements in January 2000. Although some adjustments related to
those used to prepare the FY 1998 financial statements, they had not been posted to the
general ledger as of September 30, 1999. The volume of these adjustments and the time
it took to prepare the statements indicate that the level of analysis was insufficient to meet
current OMB reporting requirements. Had the adjustments not been made, the condition
of the financial statements, particularly the statement of budgetary resources, the
statement of financing, and the statement of changes in net position, would have
precluded expression of an audit opinion. Details follow:

. The ACF’s budgetary accounts needed numerous adjustments totaling over
$100 billion because thousands of transactions had been incorrectly recorded and
accounts had not been analyzed for several years to correct such errors.
Accumulated errors in the account balances therefore required one-time “catch
up” adjustments. In addition, certain amounts shown on the first draft of the
statement of budgetary resources changed by over $500 million from the amounts
on the final statement.

. The ACF did not reconcile its net position accounts with operating and budgetary
activity in its general ledger during the year. As a result, ACF was again unable
to provide complete details or an analysis of the composition of the net position
balance at September 30, 1999. Problems in reconciling net position accounts
arose because a significant number of adjustments were recorded only during the
financial statement preparation process. Those made while preparing the financial
statements had an absolute value of over $8 billion, were made outside the general
ledger, and included entries related to prior-year activity. We also noted that
$87 million of net position activity during the year was initially reflected as a
prior-period adjustment but in fact related to unexpended appropriation activity.
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a National Institutes of Health (NIH). The NIH, with net outlays of $14 billion, made
hundreds of adjustments totaling over $7 billion to current and prior-year accounts before
preparing a reliable set of financial statements. While these entries were normal yearend
account closing adjustments, many were identified or recorded as late as January or early
February 2000. For example, from December 1999 to January 2000, NIH reclassified
asset account credit balances of $629 million as liabilities. In addition, auditors identified
unrecorded grant expenses of $84 million. Numerous other entries totaling $350 million

— some error corrections and others forced adjustments — were made as late as February
2000.

a Substance Abuse and Mental Health Services Administration (SAMHSA). The
SAMHSA, with net budget outlays of about $2 billion, made over 50 adjustments
aggregating over $8 billion before completing its financial statements in February 2000.
Many of the adjustments related to errors in prior-year budgetary account balances that
had accumulated in the accounting system over time and remained unadjusted (i.e., one-
time “catch-up” adjustments).

In our view, the operating divisions’ financial '
process is designed to prepare auditable yearend Reconciliations and account analyses
balances, not to portray accurate financial were not conducted throughout the year
information for routine management decision-
making or for identification of discrepancies or
unusual trends. The operating divisions conducted
reconciliations and account analyses sporadically, not periodically throughout the year. Because
an updated departmental policy emphasizing the need for periodic reconciliations and analyses
was not issued until July 29, 1999, this was a systemic problem for most of the year.
Compounding these problems were the widespread practices of adjusting financial statement
amounts but not the underlying general ledger, using accounts not prescribed by the U.S.
Standard General Ledger, and not posting accounts in accordance with prescribed U.S. Standard
General Ledger rules.

to detect accounting aberrations.

Reconciliations and account analyses are key internal controls because they bring accounting
aberrations to management’s attention for resolution. When they are not performed in the
normal business cycle, material errors and irregularities will not be promptly detected. The
resulting financial statements will be at risk of being inaccurate, unreliable, and unauditable.

Following are examples of problems that occurred because of the lack of reconciliations and
analyses:
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. The HCFA did not independently verify the Medicare Supplementary Medical
Insurance (SMI) and Hospital Insurance (HI) trust fund balances, did not reconcile
these accounts at a sufficiently detailed level, and used ineffective methodologies
to calculate SMI and HI transfers. As a result, the SMI fund was underfunded by
$18 billion and HI was overfunded by $14 billion. The SMI fund lost interest
earnings of $237 million and the HI fund realized excess interest earnings of $154
million as a consequence. Although aggregate fund balances with Treasury and
investment balances for each trust fund were properly stated in HCFA’s FY 1999
financial statements, cash transfers related to the principal to make the individual
trust funds whole did not occur until October 1999. Issues relating to interest will
require additional action to restore the trust funds to the amount that would have
been reflected had such errors not occurred. A corrective action plan to preclude
similar problems in the future has been implemented.

. The HCFA did not periodically validate the National Claims History File to
ensure the existence and completeness of the data. Due to a breakdown in internal
quality controls, the file was missing 100 million Medicare claims amounting to
over $13 billion — or more than 25 percent of the processed claims — from June
until December 1999. This file, which has since been corrected, is critical to
accurately estimate Medicare benefits payable, to prepare the Medicare trustees
report, to determine the SMI monthly premiums, to establish managed care rates,
to update the diagnostic-related groups for inpatient hospitals, and to develop
annual budget projections.

. At ACF, the grant accrual on the initial draft of the financial statements was in
error. After researching the fluctuation from the 1998 accrual levels, an audit
adjustment of approximately $660 million was necessary.

While corrective action is underway or completed on the above problems, these matters should
have been detected during the normal business cycle through routine reconciliation and analysis
of accounts.

For FY 1999, the Department implemented an automated, Internet-based financial statement
reporting system to produce the HHS financial statements from a compilation of operating
division financial statements. Although this is a first step toward implementing a fully integrated
and unified accounting system, it is clear from the problems identified that the Department must
take steps in the interim to improve accounting procedures and financial reporting processes. In
particular, the Department should closely monitor operating division compliance with the
recently revised reconciliation policy and emphasize the need to analyze account information in
the normal business cycle. Without significant improvement, existing financial systems will
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continue to require inordinate resources at yearend to prepare financial statements, will not
adequately serve management needs for reliable interim data, and will jeopardize the
Department’s ability to maintain unqualified opinions on future financial statements.

Recommendations. We recommend that the Assistant Secretary for Management and Budget
(ASMB) and operating division Chief Financial Officers (CFO):

. continue the work already begun on producing reliable financial statements on
time;
. ensure that accounting staff reconcile and analyze accounts throughout the year,

as prescribed by revised departmental policy issued July 29, 1999;

. ensure that interim accounting information is sorted and accumulated in a manner
useful to operating division management and for financial reporting purposes —
an even more critical need since passage of the Government Performance and
Results Act;

. continually assess financial systems for compliance with Federal financial system
requirements, Federal accounting standards, and the U.S. Standard General
Ledger at the transaction level, and focus these efforts on the generation of
financial statements from the general ledger rather than adjunct accounting
systems; and

. develop and implement yearend closing procedures that facilitate timely
production of financial statements.

2. Medicare Accounts Receivable (Repeat Condition)

Medicare accounts receivable primarily represent
overpayments owed by providers to HCFA and funds
due from other entities when Medicare is the
secondary payer. The HCFA contractors are
responsible for reporting and collecting the majority
of these receivables — over 81 percent of the outstanding balance at yearend — and the HCFA
central office and regional offices manage the remainder.

We noted major improvement in
validating accounts receivable, but
inadequate internal controls persist.

In FY 1998, we qualified the Departmentwide opinion mainly because Medicare contractors
could not support beginning accounts receivable balances, reported incorrect activity and
collections, and could not reconcile reported ending balances with subsidiary records. We
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reported Medicare accounts receivable as a material internal control weakness because Medicare
contractors (1) used rudimentary, single-entry accounting systems that lacked general ledger
capabilities for Medicare program activity and (2) reported receivable activity to HCFA based on
ad hoc spreadsheets.

The HCFA initiated a major effort in FY 1999 to validate and document accounts receivable.
The HCFA and OIG staff, together with two independent public accounting firms, validated
receivables at 15 Medicare contractors which accounted for over 80 percent of the contractor
receivable balance, the 10 HCFA regional offices, and the HCFA central office. This effort
1dentified over $2 billion in overstated and understated receivables. These receivables included
about $1 billion in biweekly advance payments (referred to as periodic interim payments, or PIP)
to providers for which claims had already been submitted. Specifically, the validation team
found the following problems:

. Contractors did not always follow HCFA policies, and HCFA regional offices
maintained inadequate oversight of contractor adherence. About $191 million
was found in clerical errors because of inadequate internal controls and oversight.
In addition, support could not be found to validate $1.3 billion in receivables,
including about $700 million attributable to cases where Medicare was the
secondary payer.

. Some contractors reported PIP receivables net of payables due to providers; others
reported them on a gross basis. Some contractors did not record estimates for PIP
at the end of the period, and others misclassified the amounts recorded. One
contractor alone incorrectly included $500 million as a PIP receivable, an error
that was identified by HCFA central office controls.

. When receivables were transferred, controls were not in place to notify
contractors that regional offices accepted or rejected the transfers. As a result,
about $85 million in transferred receivables was erroneously included in the
accounting records of both the Medicare contractors and the HCFA regional
offices or, in some cases, neither.

Contractors refer receivables to the regional offices when they have exhausted collection efforts,
which generally consist of sending three overpayment demand letters to providers. The first
request is sent immediately after discovery or determination of the overpayment. The second
and third demand letters are mailed at 30-day intervals after the first letter for Medicare Part A
and at 45-day intervals for Part B. If the regional office determines that HCFA should take
further collection action, the contractor transfers the receivable to that office which, in turn, sends
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at least one additional 30-day demand letter to the provider. If the refund is not received within
60 days, the case should be considered for termination or other collection action. For example,
the case may be transferred to the central office for referral to the HCFA Office of General
Counsel.

The validation team found almost $900 million in outstanding receivables at the regional offices
and the central office as of October 1, 1998. This debt was in various stages of collection. For
example, $149 million was in litigation or appeal, and $166 million had been forwarded to the
Department's debt collection office or the Department of Treasury for cross-servicing. We are
most concerned, however, that some $243 million involved bankruptcy cases and $294 million
was still pending further debt collection action. Some of this debt was already 6 months old
when it was transferred from the contractors and therefore may not have been in compliance with
the Debt Collection Improvement Act of 1996. The act requires that any non-tax debt owed to
the Federal Government that is 180 days delinquent be referred to the Department of the
Treasury for collection. The team also noted that about half of the debt due from institutional
providers involved a type of provider with a high incidence of bankruptcy. Timely debt
collection becomes even more critical when millions of dollars in overpayments are due from
high-credit-risk providers.

As aresult of the validation effort, the receivables balance was fairly presented as of the year’s
end. However, HCFA and the Medicare contractors still do not have adequate internal controls
to ensure that future receivables will be properly reflected in their financial reports. Therefore,
similar validation procedures will be needed on future receivable activity and balances. Our
current review also showed that the lack of an integrated financial management system continued
to impair HCFA'’s and the contractors’ ability to adequately support reported accounts receivable
activity and balances. The contractors still used ad hoc, single-entry accounting systems, did not
accrue liabilities in accordance with generally accepted accounting principles, and did not use
proper cutoff procedures.

Moreover, we again found that the HCFA central office did not routinely analyze or monitor
receivable balances other than on a very aggregate basis. Because HCFA did not perform a
detailed review or analysis of contractor data submissions, it had limited assurance that account
balances were accurate and supported by appropriate documentation, and it could not readily
identify emerging trends in accounts receivable activity that might require additional
management attention. Additionally, HCFA could not readily isolate or identify accounts
receivable activity that might have a material impact on the financial statements. For example,
HCFA did not perform a detailed analysis throughout FY 1999 to gauge the effect of providers’
transitioning to the interim payment and prospective payment systems. Coupled with full
implementation of provisions of the 1997 Balanced Budget Act, one contractor’s activity
ultimately resulted in increased accounts receivable collectively exceeding $1 billion. Some of
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these receivables are associated with providers that are now insolvent, have withdrawn from the
Medicare program, or have negotiated extended repayment plans.

In addition, we found that:

. one Medicare contractor offset a receivable with a payable, thereby understating
the receivable balance by $130 million, and

. another contractor overstated receivable balances by $58 million because it did
not account for all claim and payment activity.

Recommendation. We recommend that ASMB continue monitoring HCFA’s development of an

integrated Medicare financial management system which includes a double-entry general ledger.
Detailed recommendations are outlined in the HCFA audit report.

3. Medicare Electronic Data Processing (Repeat Condition)

The HCFA relies on extensive electronic data
processing (EDP) operations at both its central office
and the Medicare contractors to administer the
Medicare program and to process and account for
Medicare expenditures. Internal controls over these
operations are essential to ensure the integrity,
confidentiality, and reliability of critical data while reducing the risk of errors, fraud, and other
illegal acts. Although HCFA fully recognized the importance of these controls, its FY 1999
resources were devoted in large part to addressing Year 2000 readiness issues. As a
consequence, not all prior-year EDP findings were resolved.

Year 2000 compliance efforts delayed
corrective action on prior EDP internal

control deficiencies.

The HCFA central office systems maintain administrative data, such as Medicare enrollment,
eligibility, and paid claims data, and process all payments for managed care. In FY 1999,
managed care payments totaled about $37 billion.

The Medicare contractors, each with its own data processing system, use one of several “shared”
systems to process and pay fee-for-service claims. These shared systems generally interface with
the Common Working File (CWF) to obtain authorization to pay claims and to coordinate
Medicare Part A and Part B benefits. The CWF uses seven distributed databases provided by
contractors known as CWF host sites. The shared systems and the CWF are maintained by
contractors referred to as system maintainers. This network accounted for and processed

$169.5 billion in Medicare expenditures during FY 1999.
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Our review of EDP internal controls covered general and application controls. EDP general
controls involve the entity-wide security program, access controls, application development and
program change controls, segregation of duties, operating system software, and service
continuity. General controls affect the integrity of all applications operating within a single data
processing facility and are critical to ensuring the reliability, confidentiality, and availability of
HCFA data. Application controls involve input, processing, and output controls related to
specific EDP applications.

We found numerous EDP general control weaknesses at the HCFA central office and the
Medicare contractors, as well as application control weaknesses at the contractors' shared
systems. Such weaknesses do not effectively prevent (1) unauthorized access to and disclosure
of sensitive information, (2) malicious changes that could interrupt data processing or destroy
data files, (3) improper Medicare payments, or (4) disruption of critical operations. Further,
weaknesses in HCFA’s entity-wide security structure do not ensure that EDP controls are
adequate and operating effectively. As noted below, two of these weaknesses were considered
material.

a HCFA central office. The HCFA central office has begun to implement several actions
to improve controls, such as planning for additional security software to restrict access to
sensitive Medicare databases. However, because these actions had not been completed as
of the year’s end, some previously reported weaknesses in general and application
controls remained unchanged. Most problematic was the deficiency in mainframe
database access controls, which was also reported as a material control weakness in both
FYs 1997 and 1998. Additional problems were noted this year in entity-wide security
and operating system controls.

a Medicare contractors. Our reviews at a sample of 14 Medicare contractors included
reviews of general controls at 4 contractors, general and application controls at 3
contractors, and change controls at 3 contractors, as well as reviews of prior-year findings
at 4 contractors. While our follow-up work found that many of the prior-year findings
had been resolved, problems continued in the Fiscal Intermediary Standard System
(FISS).

The material weakness in the FISS remained unchanged from that reported in FY's 1997
and 1998; that is, Medicare data centers had full access to the FISS source code and could
make local changes to FISS programs. Although HCFA required contractors to restrict
local changes to emergency situations, the local changes were still not subjected to the
same controls that exist in the standard FISS change process.
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For the Multi-Carrier System, on the other hand, the previous finding that each
individual carrier could deactivate HCFA-mandated edits was resolved.

Recommendation. We recommend that ASMB continue overseeing HCFA’s implementation of
corrective actions to address EDP control weaknesses at Medicare contractor sites and the HCFA
central office. Detailed recommendations are contained in the HCFA audit report.

REPORTABLE CONDITIONS

1. HCFA Regional Office Oversight of Medicare (New Condition)

During FY 1999 and early FY 2000, HCFA began a series of initiatives to improve oversight of
the Medicare claim processing contractors. Among these initiatives is the use of independent
contractors to review (1) contractors’ cost report quality review programs and enhanced
protocols and (2) more than 20 of the major contractors’ systems and processes. While these are
excellent first measures, inappropriate claim payments continued at a high level, and OIG
investigations showed ongoing problems with Medicare contractor activities.

Regional office oversight was not sufficient to ensure that financial data provided by contractors
were reliable, accurate, and complete. For example, regional offices did not:

. provide sufficient coverage of contractor performance evaluations or conduct
sufficient on-site reviews of the completeness and accuracy of contractors’
provider cost report information and Medicare secondary payer operations;

. adequately monitor contractor reports, specifically the Statements of Financial
Position (HCFA 750), Status of Accounts Receivable (HCFA 751), and Monthly
Contractor Financial Report (HCFA 1522);

. adequately verify the completeness and accuracy of the accounts receivable
tracking reports, the Provider Overpayment Report (POR) and the Physician
Supplier Overpayment Report (PSOR); or

. timely implement HCFA central office directives.
Recommendation. We recommend that ASMB oversee HCFA'’s efforts to improve regional

office oversight of the Medicare program. Specific recommendations to HCFA are covered in a
separate report.
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2. Medicaid Estimated Improper Payments (Repeat Condition)

The Medicaid program, enacted in 1965 under Title XIX of the Social Security Act, is a grant-in-
aid medical assistance program largely for the poor, the disabled, and persons with
developmental disabilities requiring long-term care. Funded by Federal and State dollars, the
program is administered by HCFA in partnership with the States via approved State plans.

Under these plans, States reimburse providers for medical assistance to eligible individuals, who
numbered more than 33 million in 1999. In FY 1999, Federal and State Medicaid outlays totaled
about $180.8 billion; Federal expenses were $109 billion.

We found that HCFA still lacked a methodology to estimate the extent of improper Medicaid
payments on a national level. For the last 4 years, the OIG reviewed a statistically valid sample
of Medicare claims and estimated the extent of payments that did not comply with laws and
regulations. The majority of errors fell into four broad categories: insufficient or no
documentation, lack of medical necessity, incorrect coding, and noncovered services. This
information helped HCFA to monitor and reduce improper Medicare payments. Because HCFA
has not established a similar methodology for the Medicaid program, it cannot reach conclusions
on the extent of Medicaid payment errors. We recognize that Medicaid is a State-administered
program, so estimates of improper payments will require the cooperation of States.

We noted some recent progress in this area. In FY 1999, HCFA established a departmental
workgroup to review the Medicaid error rate issue. Also, HCFA requested $5 million in the
FY 2001 budget for grants to a sample of States to begin developing this information.

Recommendation. We recommend that ASMB and HCFA work with the States to develop
procedures and implement a methodology for determining the extent of improper Medicaid

payments.
3. Departmental Electronic Data Processing (Repeat Condition)

The following summarizes some of the systemic EDP control weaknesses identified in audits of
operating division financial statements and service organization operations. Other weaknesses
are reported in the individual reports on these entities.

Q Division of Financial Operations (DFO) Financial Management Systems. The
Program Support Center’s DFO provides financial management and accounting services
to certain operating divisions. To provide the services, the DFO uses several automated
systems. While the DFO continues to strengthen controls over these systems, further
improvements are needed. v
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. The DFO had access control weaknesses associated with its security
software, which was intended to protect the financial management
systems’ production data and programs. Some users had excessive access
privileges inconsistent with their job responsibilities.

. The source code for production programs was maintained in a single
library that was accessible to all application programmers.

. The DFO did not adequately separate the duties of its contract
programmers. The programmers could process transactions and create or
change authorized functions within the financial management systems.
They did in fact process approximately 100 transactions during FY 1999.

Q NIH. The NIH policies and procedures related to requests for systems access need to be
strengthened. Application programmers had full access to the development, testing, and
production environment. The NIH management has begun developing draft policies and
procedures to enhance the logical access and program change controls. Without such
procedures, management cannot ensure that internal controls over access to applications
are consistently applied or that controls over production program and data integrity are
not compromised.

a Food and Drug Administration (FDA). In FY 1998, FDA had several findings under
each of the six major categories of general controls. Although FDA resolved many of
these findings, some were still outstanding this year. When viewed in the aggregate,
these exceptions constituted a reportable condition. Areas that still need improvement
include the security program, access controls, software change controls, system software,
separation of duties, and service continuity. Similar to the DFO, FDA had an excessive
number of users with privileges to affect system operations and critical files.

Recommendation. We recommend that ASMB oversee the efforts of the operating divisions
and service organizations to improve system access controls, application development and
program change controls, and service continuity plans. Specific recommendations are covered in
the separate reports.
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4. Property, Plant, and Equipment (Repeat Condition)

In FY 1998, we reported that improvements in accounting for and controlling property, plant,
and equipment were needed at NIH and FDA. Improvements are still needed, as noted below.

Q NIH. We found that NIH posted depreciation expenses in whole-year increments only.
As a result, accumulated depreciation was understated by $8.4 million for 68 buildings
and was overstated by $5.6 million for 19 buildings. One additional building was
depreciated beyond its original cost by $612,500.

Q FDA. Although FDA improved its Property Management Information System, we still
noted problems in tracking property transfers and maintaining supporting documentation.

Recommendation. We recommend that ASMB oversee the implementation of the corrective
actions being taken by NIH and FDA. Specific recommendations are provided in separate audit
reports.

OTHER MATTERS
FMFIA Reporting

As part of our audit, we also obtained an understanding of management’s process for evaluating
and reporting on internal control and accounting systems, as required by the Federal Managers’
Financial Integrity Act (FMFIA), and compared the material weaknesses reported in the HHS
FY 1999 FMFIA report relating to the financial statements under audit with the material
weaknesses noted in our report on internal controls. Under OMB guidelines for FMFIA
reporting, HHS reports as a material weakness any deficiency that the Secretary determines is
significant enough to be disclosed outside the agency. This designation requires HHS
management to judge the relative risk and significance of deficiencies. In making this judgment,
HHS management pays particular attention to the views of the HHS Inspector General. The
HHS management agrees with the HHS Inspector General in reporting to the President and the
Congress the three material weaknesses described in this report.

Medicare National Error Rate

While our previous reports included the Medicare national error rate in the “Report on
Compliance With Laws and Regulations” section, OMB, the General Accounting Office, and
other Federal agencies have differing views on how to properly report national error rates.
Development of such error rates is an emerging area, and OMB is developing consistent
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reporting requirements. Until we receive clarification, we are reporting the Medicare error rate
as “Other Matters.”

At HCFA’s request, we developed a national error rate of the extent of improper Medicare fee-
for-service payments for FY 1999. As discussed in detail in our separate report (CIN: A-17-99-
01999), and based on our statistically valid sample, we estimate that improper Medicare benefit
payments made during FY 1999 totaled $13.5 billion, or about 7.97 percent of the $169.5 billion
in processed fee-for-service payments reported by HCFA. This year’s error rate is about $1
billion more than the FY 1998 estimate of $12.6 billion, $6.8 billion less than the FY 1997
estimate of $20.3 billion, and $9.7 billion less than the FY 1996 estimate of $23.2 billion. While
this year’s estimate is higher than last year’s, we cannot conclude that the current error rate is
statistically different. The increase may be due to sampling variability; that is, selecting different
claims with different dollar values and errors will inevitably produce a different estimate of
improper payments.

These improper payments, as in past years, could range from inadvertent mistakes to outright
fraud and abuse. We cannot quantify what portion of the error rate is attributable to fraud. The
overwhelming majority (92 percent) of these improper payments were detected through medical
record reviews coordinated by the OIG. When these claims were submitted for payment to
Medicare contractors, they contained no visible errors. Although HCFA has made substantial
progress since FY 1996 in reducing improper payments in the Medicare program, continued
efforts are needed.

STATUS OF PRIOR-YEAR INTERNAL CONTROL WEAKNESSES

During FY 1999, HHS and its operating divisions substantially completed corrective actions on
two prior-year reportable conditions, as discussed below:

Departmental Accounts Payable

This year HHS substantially resolved the previously reported departmental deficiencies in
controls over accounts payable. However, accounts payable problems remain a reportable
condition at NIH and are so reported in the auditor’s report on the NIH financial statements.
Problems with HCFA’s payables are addressed in “Financial Systems and Reporting” (material
weakness No. 1) of this report because they no longer merit separate reporting.

Estimating Losses From Pending Litigation

In FY 1998, we reported that management at several operating divisions did not assess the
likelihood of losses from pending claims and lawsuits. Federal accounting standards require
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agency management to determine whether it is probable that a legal claim will end in a loss and, if
it is estimable, to recognize an expense and a liability for the full amount of the expected loss.

In November 1998, HHS issued final guidance to the operating divisions directing that
management obtain from counsel an assessment of the likelihood that lawsuits will result in
losses. If a loss is probable and the amount is estimable, management is to record that amount in
its accounting records. We consider this condition to be substantially resolved.
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REPORT ON COMPLIANCE WITH LAWS AND REGULATIONS

We conducted our audit in accordance with generally accepted auditing standards; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Bulletin 98-08, Audit Requirements for
Federal Financial Statements, as amended. These standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements referred to above are
free of material misstatement.

The HHS management is responsible for complying with applicable laws and regulations. As part
of obtaining reasonable assurance about whether the HHS financial statements are free of material
misstatement, we performed tests of management compliance with certain provisions of laws and
regulations, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts, and with certain other laws and regulations
specified in OMB Bulletin 98-08, as amended, including the requirements referred to in the
Federal Financial Management Improvement Act (FFMIA) of 1996.

The results of our tests of compliance with laws and regulations, exclusive of FFMIA, disclosed
no instances of noncompliance required to be reported under Government Auditing Standards and
OMB Bulletin 98-08, as amended.

Under FFMIA, we are required to report whether HHS financial management systems
substantially comply with Federal financial management systems requirements, Federal
accounting standards, and the United States Government Standard General Ledger at the
transaction level. Therefore, we performed tests of compliance using the FFMIA implementation
guidance included in

Appendix D of OMB Bulletin 98-08, as amended. The results of our tests disclosed instances in
which HHS financial management systems did not substantially comply with certain
requirements. The following instances of noncompliance were identified:

Q The accounting systems used by HHS and the operating divisions were not adequate to
prepare reliable, timely financial statements. Instead, a manually intensive and error-prone
process was used. These weaknesses prevented the Department from preparing reliable
financial statements from the general ledger in a timely manner.

a The HCFA did not have an integrated accounting system to capture expenditures at the
Medicare contractor level. This means that for most dollars appropriated to the
Department, management depended on ad hoc, nonstandard accounting systems used by
the Medicare contractors.
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Q The HCFA central office and Medicare contractor access and application control
weaknesses were significant departures from requirements in OMB Circulars A-127,
Financial Management Systems, and A-130, Management of Federal Information
Resources.

The HHS CFO prepared a 5-year plan to address FFMIA and other financial management issues.
Although certain milestone dates have passed, we recognize that the plan will require periodic
updating to reflect changed priorities and available resources.

Although we performed tests of the Department’s compliance with certain provisions of these
laws and regulations, our objective was not to provide an opinion on overall compliance with such
provisions. Accordingly, we do not express such an opinion.
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Comments from HHS, which are included as appendix II, have been incorporated in this report
where appropriate. We appreciate the cooperation and assistance of HHS staff during this audit.

Additionally, we would like to acknowledge the significant contributions made by the staff of the

General Accounting Office.
e B Eriom

June Gibbs Brown
Inspector General
Department of Health and Human Services

February 25, 2000
CIN: A-17-99-00002
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Appendix I

F1sCAL YEAR 1999 CFO REPORTS ON
HHS OPERATING DIVISIONS AND SERVICE ORGANIZATIONS

Nine separate financial statement audits of HHS operating divisions were conducted in FY 1999:
g Administration for Children and Families (CIN: 4-17-99-00003)
i Centers for Disease Control and Prevention (CIN: A-17-99-00013)
g Food and Drug Administration (CIN: A-17-99-00011)
o Health Care Financing Administration (CIN: A-17-00-00500)
g Health Resources and Services Administration (CIN: A-17-99-00005)
> Indian Health Service (CIN: 4-17-99-00006)
L g National Institutes of Health (CIN: 4-17-99-00012)
> Program Support Center (CIN: A-17-99-00007)

g Substance Abuse and Mental Health Services Administration
(CIN: A-17-99-00004)

Four Statement on Auditing Standards 70 examinations were conducted:
> Center for Information Technology, NIH (CIN: A-17-99-00015)
L Central Payroll and Personnel System, PSC (CIN: A-17-99-00009)
g Division of Financial Operations, PSC (CIN: A-17-99-00008)

g Payment Management System, PSC (CIN: 4-17-99-00014)
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FEB 25 2000

June Gibbs Brown

Inspector General

U.S. Department of Health and Human Services
Washington, DC 20201

Dear Inspector General Brown:

This letter responds to the Office of Inspector General opinion of the FY 1999 audited
financial statements of the U.S. Department of Health and Human Services. We concur
with your findings and recommendations.

We are tremendously pleased that your report reflects an unqualified, or “clean”, audit
opinion for the Department for the first time ever. Through our joint efforts, we were

able to achieve our goal of both a clean and, for the second year, timely Departmental
financial statement audit.

We also acknowledge that significant internal control weaknesses remain. We can now
focus our attention on improving our financial systems to resolve these material
weaknesses and we are already directing our efforts in that direction.

I would like to thank your office for its continuing professionalism during the course of

the audit as they worked in conjunction with my office tq address complex financial
accounting issues.

J. Caltfahan

ssistant Secretary for Management and Budget/
Chief Financial Officer
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Department of Health and Human Services
Accountability Report: FY1999

Department of Health and Human Services
FY 1999 and 1998 Prompt Payment Report Summary

Fiscal Year Ending September 30, 1999 and 1998

1999 1998
I.  Invoices paid subject to the Prompt
Payment Act and OMB Circular A-125:
A. Dollar value of invoices $ 5,442,692,282 $ 4,407,139,852
B. Number 1,269,584 1,114,740
II. Invoices paid late:
A. Doallarvaue $ 440,713,958 $ 560,334,680
B. Number (sum of 11.C.2, and I1.F.l.b.) 44,490 100,781
C. Late payment interest penalties paid:
1. Dollar amount $ 692,902 $ 990,788
2. Number 21,108 48,561
3. Relative frequency (I1.C.2./1.B.) 1.66% 4.36%
D. Additional penalties paid for failure to
pay interest penalties:
1. Dollar amount $ - $ -
2. Number - -
3. Relative frequency (11.D.2./1.B.) 0.00% 0.00%
F. Interest and other late payment penalties
which were due but not paid:
1. Total: (99.9% were |less than $1)
a. Interest dollars $ 17,630 $ 43,821
b. Number 23,382 52,220
[1l. Invoices paid 8 days or more before due date,
except where cash discounts taken:
A. Subject to adetermination under section
4.1 of circular A-125:
1. Dollar amount $ 74,894,986 $ 59,869,051
2. Number 67,633 58,298
3. Relative frequency (I11.A.2./1.B.) 5.33% 5.23%

Vi-1.1



Department of Health and Human Services
Accountability Report: FY1999

Prompt Payment

PROMPT PAYMENT

Prompt payment of vendor invoicesis an important part of
cash management since it reduces the amount of late
payment interest penalties. During FY 1999 HHS:;
Paid 1.3 million vendor invoices valued at $5.4 billion
Paid 96.4% of theseitems on time, compared to 91%
of timefor FY 1998
Paid interest penalties of $692,902 on 1.66% of vendor
payments
Paid an average penalty of $32.83 and an average of
$127 in late payment pendties for every $1 millionin
vendor payments.

The FY 1999 rate of on time payments was the highest
ever achieved by the Department and is asignificant
improvement over the last few years, as shown in the chart
below.

HHS PERCENTAGE OF ON TIME PAYMENTS

96.4%

91.0%

90.6%
89.7%
90%
89.0%
88%
86%

FY 95 FY 96 FY 97 FY98 FY 99

Theimproved prompt pay performance resulted in the
Department exceeding its goal of making 95% of all vendor
paymentson time. During FY 1999 four of thefive
Department’ s payment components were able to exceed
the 95% on time goal while the other component reached
93.5% for the year. The next chart shows performance by
payment component for FY 1998 and FY 1999.

PERCENT OF PAYMENTS MADE ON TIME

Okv9s Bey oo

PSC HCFA FDA NIH cbc

NIH isthe second largest vendor payment office, paying
32.9% of al HHS vendor invoicesin FY 1999, and
therefore its performance has a major impact on the
Department. Asthe previous chart shows, NIH made a
dramatic improvement in on time paymentsin FY 1999. The
next chart reflects the impact of each payment

component’ s performance on the Department totals by
showing the percent of HHS vendor payments verses the
percent of HHS |ate paymentsinterest penalties for each

component during FY 1999.

FY 99 PERCENT OF HHS PAYMENTS VERSES PERCENT OF HHS PENALTIES

"~ PAYMENTS ~ PENALTIES

509%]

409%]

359%]

309%]

209%]

159%]

109%]

PSC HCFA FDA NIH cobc

The dollar value of invoices paid in FY 1999 increased by
over 23%, compared to FY 1998, and the number of
invoicesincreased by 14%. The dollar amount of interest
penalties paid decreased by 30% compared to FY 1998,
while the number of penalties dropped by 56%. The goal
isto reduce the amount of penalties paid as much as
possible. Prompt pay performanceis monitored and to
keep penalties paid in perspective, the amount of
penalties paid per each million dollars of invoices paid is
tracked and is shown in the next chart.

PENALTIES PAID PER MILLION DOLLARS OF VENDOR INVOICES

FY 99 |$127

FY 98| |$225

FY o7 | $209

FY 96| | $206

FY 95 | $140

$- $50 $100 $150 $200 $250
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CIVIL MONETARY PENALTIES

Civil Monetary Pendties (CMP) are non-criminad pendties for violation of Federd law. The Federd Civil
Pendlties Inflation Adjustment Act of 1990 provides for periodic evauation to ensure that CMPs maintain
their deterrent value and that the imposed pendlties are properly accounted for and collected. HCFA is
the only OPDIV that has CMPs. Our FY 1999 CMP report is summarized below.

FY 1999 Civil Monetary Penalties Report

QOutstanding Number Amount
Receivables (in Dollars)
Beginning FY 1999 Balances 222 210,077,869
Assessments (+) 524 43,515,590
Collections (-) (174) (27,752,153)
Adjustments (39) (14.573,773)
Amounts Written Off 0 0
Ending Balance 533 211,267,533
a. Current Recelvables 449 79.299.648
b. Non-Current Receivables &4 131,967,885
Allowance 42,732,753
Net Receivables 533 168,534,780
Total Delinquent 408 201,981,245
l Total Non-Delinquent 125 9,286,288]
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HHS FISCAL YEAR 1999
FEDERAL FINANCIAL MANAGEMENT
IMPROVEMENT ACT (FFMIA)
COMPLIANCE REPORT

Fisca year 1999 isthe third year for which auditors, who are auditing the financial statements of Executive
Agencies, are required to report on whether or not the agencies are in subgtantial compliance with the
requirements of the Federal Financid Management Improvement Act (FFMIA) of 1996. Under FFMIA,
the auditors are required to report whether HHS financid management systems substantialy comply with the
federa financid management systems requirements, the federa accounting standards, and the United States
Government Standard Genera Ledger at the transaction level. To meet this requirement the auditors using
the implementation guidance for FFMIA included in OMB Bulletin 98-08 and performed the required test
of compliance and reported their findings in the annua financia statement audit report.

The fisca year 1998 financia statement audit reveded three ingtances where HHS financid management
systems did not substantially comply with FFMIA requirements. The three ingtances identified were:

(1) accounting systems not adequiate to prepare rdiable and timely financid statements;

(2) lack of an Integrated Financia System at the Medicare Contractor and change process for
recognizing Medicare Secondary Payer (M SP) receivables; and

(3) EDP Systems Control weaknesses at HCFA's Centrd Office, Medicare contractors, and the
Payroll System.

The same three instances of non-compliance were cited in fiscal year 1999; however, substantial progress
was made in each of the areas. Also dl financid and financid-mixed systems/gpplications were Y 2K
compliant. The HHS FFMIA Remediation Plan is provided in the CFO's Financid Management Status
Report and Five Y ear Plan, published annudly. The following is a summary of some of the corrective
actions taken and the current status for each of the areas of non-compliance.

1. HHS Accounting Systems were not adequate to prepare reliable and timely financial
statements.

Theinitid focus was on improving the quality of datain the accounting systems. Infiscd year 1999 revised
departmenta reconciliation guidance was issued and periodic reconciliations in key areas were
implemented; but were not conducted throughout the entire year. In addition, an automated system was
developed and implemented to improve the process for preparing departmental financia statements.
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2. Lack of Integrated Accounting System to capture expenditures at the Medicare Contractor
level.

HCFA has diminated the M SP receivable section of the fisca year 1998 non-compliance by revising the
criteriafor the establishment and reporting of M SP receivables and have adjusted the MSP receivable
balances to the true economic vaue.

Efforts to implement an Integrated Accounting System were delayed because of Y 2K initiatives. HCFA has
now developed along-range multi-year plan for an integrated generd ledger system.

3. EDP Systems Controls weaknesses at HCFA Central Office, and Medicare contractors.

Full resolution of these issues was ddlayed because of Y 2K initiatives. The OIG acknowledged in its
findings that HCFA had made substantia improvement in the areas of systems access control, gpplication
software development, and change control. HCFA has developed a Corrective Action Plan to resolve this
finding in FY 2000.

The Payroll EDP processing systems control issues cited in fiscal year 1998 were resolved.
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HHS FY 1999 FEDERAL MANAGERS FINANCIAL
INTEGRITY ACT REPORT ON SYSTEMS AND CONTROLS

A. Background

HHS management control program under the Federd Managers Financid Integrity Act (FMFA), reflects
the Department’ s continuing commitment to safeguard the resources entrusted to us by reducing fraud,
wadte and abuse and preventing financia lossesin HHS programs. HHS continually evaluates its program
operations and systems utilizing management reviews, systems reviews, CFO financid statement audits and
other OIG and GAO audits, etc. to ensure the integrity and efficiency of its operations. Consistent with
revised OMB Circular A-123, Management Accountability and Control and the CFO 5 Year Plan,
HHS program managers continue to improve management controls by identifying and correcting
management control deficiencies.

The Department’s FMFIA program supports akey objective in our CFO 5 Y ear Plan to respond to our
diverse customers needs by ensuring that the financia information for their programs is accurate and that
the financid systems and processes that support them maintain the highest leve of integrity.

In addition to our primary god of obtaining a clean audit opinion on our financia statements, we have a
related god of resolving dl internd control material weaknesses and reportable conditions cited by the
auditors, aswell asthose identified through FMF A management control reviews and systems reviews.
OPDIV s need to have written dtrategies for assessng management controls on an ongoing basis and these
drategies for assessing management controls should be consstent with the 1999 CFO 5 Year Plan godls
and targets and CFO audit Corrective Action Plans (CAPs).

HHS has developed corrective action plansto address dl of the findings resulting from the financid
gatement audits, including qudifications/ materia weaknesses and reportable conditions, and corrective
actions are underway. In addition, in response to the May 26, 1998 Presidentid Memorandum: “Actionsto
Improve Financid Management”, since July 1998 HHS has reported quarterly to OMB on the status of
corrective action for the qudificationsin our FY 1998 financid statement audit. We plan to update our
corrective action plan in April to reflect the findings from the FY 1999 financia statement audits which are
described esawhere in this Accountability Report.

B. Summary of the Report

The FMFIA Annua assurance required by the Act is contained in the Message from the Secretary at the
beginning of this Accountability Report. The detalls of thisyear’sFMFIA Annua Report, in addition to this
narraive summary, are in the satistical summary on page V1 - 4.5, which reflects the cumulative total of
materia weaknesses identified and corrected including atota of Sx pending materid wesknesses. A ligting
of the Sx materid wesknesses, which includes one new materiad wesknessidentified in FY 1999, isshown
on page VI - 4.6. The FMFIA-style corrective action plans (CAPs) for the six pending materia
weaknesses begins on page VI - 4.7.

Three of the Six materia weaknesses were reported by the auditorsin the FY 1999 HHS-wide CFO
financid statement audit: 1) Financid Systems and Reporting; 2) Medicare Accounts Recelvable; and
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3) Medicare EDP Controls. The remaining three materiad weaknesses are the result of OIG program audits
and/or internal management reviews and were included in prior year FMFIA reports.

Inlast year’ s report we determined thet financid reporting did not reach alevel of significance that required
reporting to the President and Congress under FMFIA. However, in the FY 1999 HCFA financid
satement audits, as well as the audits of severa OPDIV's, problems related to account anadyses and
reconciliation were identified which were deemed materid in HCFA under FMFIA. The exhibit, Financial
Systems and Reporting (HHS-99-01), contains HCFA'’ s corrective action plan with milestones aswell as
milestones for addressing the Department-wide financia systems and reporting problems.

Exhibit HHS 99-01 reflects that HCFA did not independently verify the Medicare Hospita Insurance/
Supplemental Medical Insurance (HI/SMI) Trust Fund balances, did not reconcile these accounts at a
aufficiently detailed level and used ineffective methodologies to caculate HI and SMI trandfers. These
errors caused the HI Trust Fund to be overfunded by $14 billion and the SMI Trust Fund to be
underfunded by $18 billion. As aresult of these errors, the HI Trust Fund earned excess interest in the
amount of about $154 million and the SMI Trust Fund lost interest earningsin the amount of about $237
million for FY 1999. HCFA dso did not periodicdly validate the Nationa Claims higory file to ensure the
exigence and completeness of the data. The File was missing 100 million Medicare claims amounting to
over $13 hillion — or more than 25 percent of the processed claims — from June until December 1999.
HCFA has dready developed and begun implementation of a CAP to resolve the trust fund error and
prevent a recurrence as reflected in the CAP s milestones which indicate completion in FY 2000. HCFA
has a so resolved the problem with the National Claims Higtory File.

Regarding Medicare Accounts Receivable (Exhibit HCFA 97-01), HCFA has made subgstantial effortsto
resolve this materid weakness which was identified as a quaification by the auditorsin the HCFA FY 1997
and FY 1998 financid statement audits. The short-term milestones to address the FY 1998 audit
quaification have been implemented and the qudification has been reported as resolved in the FY 1999
financia statement audit. However, the long-term solution to the Medicare accounts receivable issueisthe
development of an integrated accounting system for Medicare contractors which is planned for FY 2004.

Thisreport dso reflects the combining of two 1998 material wesknesses for Medicare EDP into one. This
is congstent with the FY 1999 HHS-wide and HCFA CFO financid statement audits, which identify
Medicare EDP as one materia weakness with two parts. The two parts of the Medicare EDP materia
weekness are reflected in this report as follows. (&) Improve Medicare Contractors Systems Application
Controls, Exhibit HCFA 98-01a ( formerly HCFA 98-01); and (b) System Access Controls at HCFA
Central Office, Exhibit HCFA 98-01b (formerly HCFA 98-02). The CAPsfor these materia
weaknesses reflect that corrective action is now scheduled for completion in FY 2000.

C. CFO Financial Statement Audits and the FMFIA

Inthe FY 1998 CFO financid statement audits, certain OPDIV's were cited by the auditorsfor a
reportable condition based on the fact that their 1998 FMFIA Reports did not report an FMFIA materia
weskness for each of the CFO audit materia weskness. We have been working closely with OIG staff on
an approach to bring the 1999 FMFIA Report and the CFO audits closer together as follows:
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* All materid weaknesses and instances of systems non-compliance with the Federa Financid
Management Improvement Act (FFMIA) identified in the FY 1998 CFO audits, including any which
the OPDIV may be aware of from the 1999 CFO audit at the time they prepared their FMFIA
Report, were required to be reported to the Department. Thisis also consistent with Revised OMB
Circular A-123 that requiresthat “...adeficiency should be reported if it is or should be of interest to
the next level of management.”

» OPDIVswere asked to recommend which, if any, of their CFO audit materid weaknesses and FFMIA
non-compliances should be included as an FMFIA materid weakness in the Department’ s Report, i.e,
are sgnificant enough to be reported outsde the agency to the Presdent and Congress.

* Under exigting departmentd policy a corrective action plan isrequired for dl CFO audit materia
weaknesses which are tracked under the CFO audit process. However, for those materia weaknesses
and FFMIA non-compliances the OPDIV recommends for inclusion in the Department’s FMFIA
Report, OPDIVs were required to include a corrective action plan in the FMFIA format and submit it
with their report. Those materia weaknesses which resulted from the CFO audits and areincluded in
the Department’ s 1999 FMFIA report were described under “ Section B” above.

However, dl of the audit material weaknesses, with the exception of those discussed in Section B, are not
included in the Department’s FMFIA report because HHS believes that the remaining materid
weaknesses do not reach alevel of significance that require reporting to the President and Congress as
defined under Revised OMB Circular A-123. Further, as stated previoudy, HHS requires corrective
action plans to address dl of the findings resulting from the CFO financid statement audits, incdluding
qudifications materia weaknesses and reportable conditions. Reporting al CFO audit materid
weakness in the Department’s FMFIA report would duplicate the CFO process.

D. Federal Financial Management Improvement Act (FFMIA) and Section 4 FMFIA

The auditor’s opinion on the Department-wide FY 1999 CFO financid statement audit identified three
instances of non-compliance with the FFMIA, which are reported e sewhere in the HHS Accountability
Report. The FFMIA non-compliances are asfollows:

1. The accounting systems used by HHS and the operating divisons were not adequate to prepare
reliable and timely financid statements (o known asfinancid systems and reporting).

2. HCFA did not have an integrated accounting system to capture expenditures at the Medicare
contractor level.

3. The HCFA centra office and Medicare contractor access and application control weaknesses
were sgnificant departures from requirements of OMB Circulars A-127, Financid Management
Systems, and A-130, Management of Federa Information Resources.
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(1) Einancid Systems and Reporting

As stated above, HHS is declaring a Departmentwide material weekness in financid systems and reporting
inthis year's Report. The auditors reported ingtances of non-compliance including: adjugting financid
gtaterent amounts but not the underlying generd ledger; using accounts not prescribed by the U.S.
Standard Genera Ledger (SGL); and not posting accounts in accordance with prescribed SGL rules.
However, HHS systems remain in overdl compliance with Section 4 of the FMFIA.

(2) Einancid Management Controls at the Medicare Contractors

Regarding financid management controls for Medicare contractors, HCFA has made substantia progress,
however its efforts to complete corrective action, including efforts to implement an integrated accounting
system for HCFA and the Medicare contractors, have been delayed due to the need to first address Y 2K
issues. HCFA has now developed along_range multi_year plan for an integrated generd ledger system. In
the meantime, HCFA continues to utilize information collected from the contractors for the standard generd
ledger as part of the entry into HCFA’ s accounting system, which is validated through reviews performed by
centrd office gaff. Therefore, the Department believes that the lack of an integrated accounting system at
this time does not congtitute an FMFIA Section 4 non-compliance.

(3) EDP Controls

As reported above, HCFA has carried over two materia weaknesses from the FY 1998 report addressing
the need for EDP controls including systems access and application controls at the HCFA centra office and
the Medicare contractors. Full resolution of these issues was delayed because of Y 2K initiatives. The OIG
acknowledged in its findings that HCFA had made substantial improvement in the areas of systems access
control, gpplication software development and change control. HCFA has devel oped a Corrective Action
Pan to resolve thisfinding in FY 2000.

The Payroll EDP processing systems control issues cited in FY 1998 were resolved.
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DEPARTMENT OF HEALTH AND HUMAN SERVICES
Statistical Summary of FMFIA Material Weaknesses and Non-Conformances
Management Control

Number of Material Weaknesses

For that year, number that | For that year, number

Number reported for have been corrected: still pending:
thefirst timein:
Prior Years 344 336 3 1
1997 Report 3 2 1
1998 Report 2 o* 1*
1999 Report 1 0 1
Total 349 338 6!

Of the total number corrected, how many were corrected in 1999? _Q_

Financial Management Systems

| Number of Material Non-Conformances

Number reported for For that year, number that | For that year, number
the first time in: have been corrected: still pending:
Prior Years 11 8 02/
1997 Report 0 0 0
1998 Report 0 0 0
1999 Report 0 0 0
Tota
11 8 ot
| Of the total number corrected, how many were corrected in 1999? _0

1 The number of corrected and pending material weaknesses from prior years does not add to the total pending
because: a) excludes 1 pending material weakness formerly reported by HHS for the Social Security
Administration (SSA) is being reported by SSA in their accountability report; b) excludes 3 HCFA deficiencies
formerly reported as material weakneses, since these deficiencies are no longer material and, therefore, do not
require reporting outside the agency; and c) includes an adjustment of —1 to reflect combining HCFA Medicare
Secondary Payer (HCFA 89-01) with HCFA Accounts Receivable (HCFA 97-02).

2 The number of corrected and pending material non-conformances does not add to the total reported because
this number excludes 3 pending material non-conformances formerly reported by HHS for the Social Security
Administration. SSA now reports on the status of those material non-conformancesin their accountability report.

* Two 1998 material weaknesses for Medicare EDP Controls. (HCFA 98-01) and HCFA 98-02 have been combined
into one material weakness with two parts and have been renumbered as HCFA 98-01aand HCFA 98-01b. Thisis
consistent with the FY 1999 HCFA CFO financial statement audit.
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Department of Health and Human Services
1999 Pending and New Material Weaknesses Under FMFIA Reporting

No.

Title and Identification Code

Y ear First
Reported

Target Date for
Correction in 1998
FMFIA Report

Current Target
Date for
Correction

DEPARTMENTWIDE

Financial Systems and Reporting
(HHS 99-01)

1999

N/A FY 2000

ADMINISTRATION FOR CHILDREN
AND FAMILIES

Need to Increase Effortsto Promote
Improvementsin State Controls over Child
Support Collections (ACF-90-05)

1990

FY 2000 FY 2005

HEALTH CARE FINANCING
ADMINISTRATION

Improved Financial Reporting to Properly
Account for Medicare Accounts Receivable
and Other Financial Information

(HCFA 97-02)

1997

FY 2000 FY 2004

4a*

Medicare EDP Controls: a) Improve
Application Controls for Medicare
Contractors (HCFA 98-01a); and

1998

FY 1999 FY 2000

4b*

b) Improve System Access Controlsin
HCFA Central Office (HCFA 98-01b)

1998

FY 2000 FY 2000

FOOD AND DRUG ADMINISTRATION

Weak Enforcement in the Import Food
Inspection Program (FDA 89-02)

1989

FY 1999 FY 2000

NATIONAL INSTITUTES OF HEALTH

NIH-Deficienciesin Technology Transfer
Activities (PHS-93-02)

1993

FY 1999 FY 2001

NOTE:

The number of material weaknesses reported on in this section is consistent with the number shown on

page VI - 4.5.

* Two 1998 material weaknesses for Medicare EDP Controls; (HCFA 98-01) and HCFA 98-02 have been combined
into one material weakness with two parts and have been renumbered as HCFA 98-01a and HCFA 98-01b and are
listed as 4aand 4b. Thisis consistent with the FY 1999 Department and HCFA CFO financial statement audits.
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HHS 99-01)

Title and Description of Material Weakness: Financial Systems and Reporting: Departmentwide routine periodic reconciliations and
account analyses were not done throughout the year which resulted in various problems including:

a) Departmentwide: Numerous material adjustments were needed to financial statements at year-end before reliable financial
statements could be produced and provided to the auditors. These included instances of: adjusting financial statement amounts, but
not the underlying general ledger; using accounts not prescribed by the U.S. Standard General Ledger (SGL); and not posting
accounts in accordance with prescribed SGL rules.

b) HCFA: Lack of account analysis and validation led to inaccurate balances in the Hospital Insurance/Supplemental Medical
Insurance (HI/SMI) Trust Funds and missing Medicare benefit claims data. HCFA did not independently verify the Medicare Hospital
Insurance/Supplemental Medical Insurance Trust Fund balances, did not reconcile these accounts at a sufficiently detailed level and
used ineffective methodologies to calculate HI and SMI transfers. HCFA also did not periodically validate the National Claims history
file to ensure the existence and completeness of the data. However, the National Claims History File problem has been resolved and
internal controls have been strengthened to ensure the accuracy of trust fund balances.

Pace of Corrective Action Lead Managerial Contact: Department: Sue Mundstuk, Director,
Year Identified: 1999 Divison of Accounting and Fisca Policy

Original Targeted Correction Date: N/A

Correction Date in Last Report: NA HCFA: Jeff Chaney, Director, Division of Accounting, Financia
Current Correction Date: FY 2000 Service Group, Office of Financia Management

Source of Discovery: FY 1999 financial statement audit by OIG and
other sources.

Appropriation/Account #:

For Corrected Items Only
Validation Process Used:

Results Indicators:
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HHS 99-01)

Description of Material Weakness (Continued)

a) Financial Systems and Reporting, Department-wide:
To address the problem that routine analyses and reconciliations were not being done throughout the year, the Department revised its

procedures in guidance issued July 29, 1999 to strengthen requirements for periodic analyses and reconciliations. Various
reconciliation/account analysis problems were identified in several OPDIV's which were most material in HCFA as noted below.

b) Financial Reporting, HCFA

Trust Fund Reconciliation:

During fisca year (FY) 1999, a series of bookkeeping errors caused the Medicare Hospital Insurance (HI) Trust Fund to be overfunded by $14
billion and the Supplemental Medica Insurance (SMI) Trust Fund to be underfunded by $18 billion. As aresult of these errors, the HI Trust
Fund earned excess interest in the amount of about $154 million and the SMI Trust Funds lost interest earnings in the amount of about $237
million for FY 1999. The net tota loss of interest to the Medicare Trust Funds is approximately $83 million. The Office of the Actuary is
reviewing and finalizing these amounts.

During the last 9 months of FY 1999, the monthly adjustments that were made between the estimated amount deposited into the transfer
accounts during the month and the actual Medicare benefit outlays were made in error. For example, if funds remained in the transfer accounts
at month end, and funds were to be returned to the Medicare Trust Funds, the actua adjustment that was made had the effect of transferring
additional funds to the transfer accounts. In addition, the adjustments were not reconciled to month-end transfer account balances shown on the
Undisbursed Appropriation Account Ledger (FM S-6653) report, which the Department of the Treasury’s Financial Management Service
suppliesto agencies monthly. Finaly, it appears that, because of insufficient training, staff did not understand that the large month-end transfer
account balances on the FM S-6653 (positive or negative amounts) were indicative of problems in the adjustment process. It is evident that the
checks and balances designed to prevent these kinds of errors from occurring were not effective, and supervision was not adequate. A CAP has
been developed to address this situation and to prevent these problems from occurring again.
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HHS 99-01)

Briefly define (purpose, scope, methodology, resources) the corrective action plan (CAP) that corrects/improves this material weakness

Department: Working with the Office of Inspector general, evaluation teams will be formed consisting of Department and OIG staff. The
teams will focus on critical reconciliation issues in the OPDIV's to resolve audit findings and avoid future audit findings. Specific tasks

include: 1) determine if OPDIV's have proper internal control procedures in place; 2) if so, determine that proper financial reporting procedures
are being followed; and 3) test the procedures to see if they are effective. OIG will also test the Medicare National Claims History file.

HCFA: Aspart of HCFA’s CAP to correct the trust fund error, HCFA has taken steps to correct the error by making the necessary transactions
to decrease the balance of the HI Trust Fund and to increase the balance of the SMI Trust Fund. HCFA isin the process of seeking
approval/authority to reduce the HI Trust Fund interest revenue and to increase the SMI Trust fund interest revenue. HCFA has performed a
detailed analysis of the Medicare Trust Funds account activity and processes affecting this account to determine the reason for these internal
control weaknesses and to eliminate them in the future. Consequently, we have implemented procedures that will ensure that employees
involved in the process have the appropriate level of expertise and that each person involved in the process fully understands his/her assigned
duties.

HCFA has ingtituted protocols to provide qualified and continuous supervision to ensure that employees adequately perform their assigned
duties, and has established aformal system of monthly reconciliations and analyses of key financid data that includes readily available
supporting documentation and senior management approval.

5) CAP Milestones for FY 2000 Scheduled Due Dates

Financial Reporting HHS-wide
Form evauation teams of Department and OIG staff June, 2000

Build an efficient process for producing financia statements
in the PSC and NIH financial systems June, 2000 (start date)
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS

(HHS 99-01)

CAP Milestones for FY 2000 Scheduled Due Dates
HCFA — Trust Fund Reconciliation

A. Andyze the condition of the Trust Funds Account as of October 1999 October 1999

and determine the corrective action necessary to eliminate the cause and

internal control weaknesses of the inappropriate account balances and

to correct the error.

Milestone status: Completed

B. Determine the impact on the interest earnings on the Trust Funds account October 21, 1999
Milestone status. Completed

C. OMB, Treasury and HHS are in negotiations to determine the appro-
priate actions to correct the interest earnings in the HI and SMI Trust Fund accounts. ASAP

Milestone status: In process

D. Strengthen internal controls to prevent future errors by making the November, 1999
adjustment to the Trust Fund Accounts on the 6th day of the month,

which is the next day after the required source documents are received

in the Divison of Accounting.

Milestone Status. Completed.
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS

(HHS 99-01)

CAP Milestones for FY 2000 Scheduled Due Dates

HCFA (Continued)

E. Implement monthly use of the Benefit Adjustment spreadsheet for usein November 18, 1999
performing analyses, calculations and verification of the monthly Trust Fund
Account adjustment.

Milestone status: Compl eted.

F. Develop written, detailed procedures on the use of the Benefit Adjustment  March 15, 2000
spreadsheet and the preparation of the Statements of Non expenditure
Transfers (SF-1151's and current Month's Statement of transactions ( SF-224's).

Milestone Status: In process. Procedures have been drafted

G. Steff responsible for preparing the SF-1151 and the SF-224 received November 18, 1999
detailed training for the preparation of these forms and the use of the
Benefit Adjustment spreadshest.

Milestone Status: Completed

H. All supporting documentation will be reviewed and approved at least November 18, 1999
monthly by an Accountant, the Accounting Systems Management Branch
Chief, Division of Accounting Director, and the Deputy Director of the
Financia Services Group. The package will contain the transmittal letter to
Treasury, the required SF-1151, the Benefit Adjustment spreadsheet and the
source documents to support the adjustment. The signature on the letter and
any SF-1151 returning funds to the Trust Funds will be that of the
Director, Division of Accounting.

Milestone Status. Completed.
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(HHS 99-01)

ADDITIONAL BACKGROUND INFORMATION ON TRUST FUNDS

The Medicare Trust Funds are invested in interest-bearing securities managed by the Department of the Treasury. Medicare benefit payments
are paid out of non-interest bearing accounts commonly referred to as transfer accounts. There are two separate transfer accounts, one for Hi
and one for SMI. Each week, based on estimated Medicare benefit outlays, the Department of the Treasury transfers (deposits) funds from the
Medicare Trust Funds into the Medicare transfer accounts. Then, as Medicare benefits are paid throughout the month by our contractors, the
outlays are charged to the transfer accounts.

The deposits into the transfer accounts are based on estimates. At the end of the month, the actual Medicare benefit outlays are determined by
HCFA’s Division of Accounting (DA), and an adjustment is made between the estimated amounts that have been deposited into the transfer
accounts and the actual Medicare benefit outlays that have occurred. If the estimate was too high during the month, and excess funds were
deposited into the transfer accounts, funds are returned from the transfer accounts to the Medicare Trust Funds. However, if the estimate was
too low, and insufficient funds were deposited into the transfer accounts, then additional funds are transferred from the Medicare Trust Funds
into the transfer accounts.
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(ACF-90-05)

Title and Description of Material Weakness: Increase Office of Child Support Enforcement (OCSE) Interna Control Efforts to Promote
Improvements in State Financial Controls Over Child Support Collections and Expenditures - ACF-90-05.

Increased federa stewardship is needed to promote adequate internal controls and cash management practices states establish to guarantee that
child support collections are safeguarded and distributed properly, that unidentified collections are reconciled, and that interest on collectionsis
offset against program expenditures.

Pace of Corrective Action Name of Responsible Program Manager: David Ross

Year Identified: 1990 Source of Discovery: Management assessment report dated

Original Targeted Correction Date: FY 1999 August 1990; and recent management reviews by OCSE

Correction Date In Last Year’s Report: FY 2000 Audit Divison

Current Correction Date: FY 2005

Reason for Change in Dates: Lead Managerial Contact: Keith Bassett
Appropriation/Account #: 75X1501

Vdidation Process Used: Upon request, managers will be held accountable for providing appropriate documentation to the Agency or
Department to validate the correction of the material weakness.

Results Indicators:
1. Staffsin both the ACF Regional Offices and the States should be trained in the area of internal controls and cash collection responsibilities.

2. Potentialy inappropriate financia reporting of Child Support Collections and interest earned on these collections should be identified in a
more timely manner.
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(ACF-90-05)

Accountability Report FY1999

Title of Material Weakness: Need to Increase OCSE Internal Control Efforts to Promote Improvements in State Financial Controls Over Child Support

Collections and Expenditures.

Major Milestones

Milestone Dates

(a) Completed actiongevents:

1. Address Child Support Collectionsissues at Federal, State, and local child support
meetings and conferences.

2. During the course of regular PR/PM audits, OCSE expanded the scope of the internal
controls and cash management areas reviewed. In March 1995, we resumed the PR/PM
audits because of delays in passage of Welfare Reform legidation. Areas of concern under
this FMFIA issue continue to be routinely reviewed as time permits during our on-going
audits, aswell as our reviews of selected states' undistributed collections balances. In March
1996, a summary report was issued to the states which addressed to alimited degree the need
for and importance of these controls.

Planned actiong/events:

1. In 1996, the comprehensive Welfare Reform program created a new role for the Child
Support audit function. This new role audit focuses on many aspects of the issues identified
under this material weakness. In preparation for this new performance based approach to
evaluating the states' child support programs, we have conducted reviews of the reliability of
data generated by states' collection, expenditure and statistical reporting systems currently in
use. We have completed these initial auditsin all states; however, additional work will need
to be done due to the number and nature of changes that have been forced upon state
systems. These reviews have helped both the states and the Federal Government assess
where potential weaknesses exist before actual 10sses have occurred. Due to the continued
inability of the states to report accurate and reliable data, our audit efforts will have to
continue into the foreseeable future. Only after states have stabilized their systems
environments will they be able to improve the reliability of their reported data.

2. Verify at time of certification that all newly developed automated state child support
systems contain the necessary management control elements to reduce the risk of
misappropriation of collections. With the passage of the Welfare Reform legidation this
target date or system certification has slipped. Additional legislation (HR 3130) recently
passed, requires still more changes to states' systems. All of our effortsin this areawill
continue, but will be incorporated into the changes brought about by the new legislation.
A new round of State Certification Reviews will begin in FY 2000 and ACF will be active
particpants.

Original Plan

Ongoing

12/92

1/96

Revised Plan Actual Date
Ongoing Ongoing
March 1996
FY 2005
FY 2005
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HCFA-97-02)

Title and Description of Material Weakness: Improved financia reporting to properly account for Medicare Accounts Receivable and other
financid information.

The HHS Office of Inspector General (OIG) has not been able to provide assurance as to the reasonableness and accuracy of the AR in the
Hedlth Care Financing Administration’s (HCFA) financia statement reported by the Medicare contractors due to the lack of documentation to
support AR activity. A revised corrective action plan (CAP) was implemented during FY 1999 to address thisissue. In FY 1999, HCFA
worked diligently to improve the financial reporting of its accounts receivable and other financial information at contractor sites. Asaresult, we
have achieved many of our goals including: the issuance to al contractors of revised Financial Reporting Policies, the development and issuance
of clear policies on write-offs and adjustments, and the devel opment of a revised policy for identifying and reporting Medicare Secondary Payor
receivables. However, many Medicare contractors remain limited in their financia reporting because they till lack general ledger systems that
incorporate double entry book keeping. As aresult, some Medicare contractors are still unable to adequately and consistently support their
financial reporting activities in accordance with HCFA policies. For this reason HCFA believes thisissue will still be considered a material
weaknessin FY 1999,

Pace of Corrective Action Name of Responsible Program Manager: G. Jeff Chaney, Director,
Year Identified: FY 1997 Divison of Accounting, FSG/OFM

Original Targeted Correction Date: FY 1999

Correction Date in Last Report: N/A Source of Discovery:

Current Correction Date: 1999
Appropriation/Account #:

For Corrected Items Only
Validation Process Used:

Results Indicators:
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HCFA-97-02)

Briefly define (purpose, scope, methodology, resources) the corrective action plan (CAP) that corrects/improves this MW:

HCFA continues to provide instructions/guidance to the Medicare contractors on reconciling their quarterly financial reports to existing HCFA
data to ensure accurate reporting. As HCFA progresses toward its long-term goa of developing an integrated financial management system, we
continue to provide training and guidance to Medicare contractors regarding good financia reporting through educationd activities, internal

audits and self -assessments. HCFA will continue to use consultants to evaluate the vaidity and completeness of the Medicare accounts
receivable.

Overall Status of Material Weakness at the Close of FY 1999 (global progress toward correcting/improving this weakness over this
fiscal year).

All short term corrective actions for FY 1999 have been completed. 1n addition to our revised policies, HCFA entered into and agreement with
the OIG to hire independent public accountants to provide consulting services to assist the agency in vaidating the accuracy and completeness

of its accounts receivable. The consultants performed work at contractor locations that accounts for approximately 81 percent of the outstanding
AR baance reflected in the agency’ s financia statement. Additionaly, OIG performed similar work to vaidate AR at HCFA CO and RO.

The implementation of the revised policies and other initiatives undertaken in this FY have resulted in significant adjustments and write-offs
made to HCFA’s AR balance. HCFA identified about $4.3 billion of AR that were corrected in our financial statements thisyear. This
$4.3 hillion is made up of three segments: (1) $2.7 billion referred to as currently not reportable, (2) $1.3 billion in adjustments and (3)

$.3 billion written off primarily due to the expiration of the statute of limitations. The $1.3 hillion (principal and interest) reflected in HCFA’s
financia reporting, resulted from the validation effort performed by the OIG and the consultants, and revised policies and supplemental
guidance provided by HCFA to the Medicare contractors.

CAP Milestones for FY 2000 Scheduled Due Dates

Identify CAP Milestones for FY 2000 Scheduled Due Dates

A. HCFA will continue to provide general and specific guidance to Medicare contractors ~ Ongoing
regarding financia reporting activities, specifically in reconciling their financial datato
HCFA records.

Milestone status. Ongoing
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HCFA-97-02)

CAP Milestones for FY 2000 Scheduled Due Dates

B. HCFA will continue monitoring contractors AR data and supporting documentation Ongoing
particularly regarding write-offs and the identification and adjustment of M SP receivables.

Milestone status. Ongoing

C. HCFA will continue using consultant firms to support and review
AR balances. March 31, 2000

Milestone status: In the planning phase.

D. HCFA will test financial management internal FY 2000
controls at about 25 Medicare contractors using Certified

Public Accounting Firms.

Milestone status. In Progress.

E. Long-Range Plan Milestone

Develop, an integrated genera ledger system for all Medicare contractors. FY 2004
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HCFA-98-01a)

Title and Description of Material Weakness: Medicare EDP Controls. Note: This material weaknessisin two parts as reported by the
auditors in the HCFA FY 1999 financia statement audit: @) Improve Systems Application Controls for Medicare Contractors (HCFA 98-01a);
and b) System Access Controls in HCFA Central Office (HCFA 98-01b). Following is a description and corrective action plan (CAP) for (a)
Improving Systems Application Controls for Medicare Contractors. (Note: The CAP for the second part can be found at exhibit HCFA 98-01b
immediately following this exhibit. )

There are three parts to this material weakness: 1) One fiscal intermediary had developed and implemented an override library that gave locally
changed programs higher execution priority over the standard Fiscal Intermediary Shared System (FISS) Programs provided by the FISS
maintainer; 2) At one fiscal intermediary, the programmers made local changes to the FISS programs outside of the Program Assistance request
(PAR) process. Program changes performed locally are not subjected to the same documentation, authorization, testing, quality assurance, and
other requirements present in the standard PAR process; and 3) The Medicare Carrier System (MCS) is the carrier shared system and the MCS
gpplication contains numerous edits and audits. Although the carriers do not have MCS source code, the application, by design, alows them to
deactivate dmost al of the edits in the application, including mandatory HCFA edits.

Pace of Corrective Action Lead Managerial Contact: Edward King, Director, Business Systems
Year Identified: 1998 Operations Group, Office of Information Services

Original Targeted Correction Date: FY 1999

Correction Date in Last Report: NA Source of Discovery: FY 1997 financial statement audit by OIG

Current Correction Date: FY 2000
Appropriation/Account #: Bureau of Program Operations, HCFA

For Corrected Items Only
Validation Process Used:

Results Indicators:
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HCFA-98-01a)

Briefly define (purpose, scope, methodology, resources) the corrective action plan (CAP) that corrects/improves this
material weakness

The identified weaknesses related to the FISS and the MCS are currently being addressed. The specific loca site that made the
changes to the FISS code took actions to formaly document the changes. The finding identified for the NCS system related to the
exact duplicate edits wasfixed in April 1998. Asalong term solution, the process will be enhanced to limit overrides and to
provide reasonable assurance that only authorized access to source code and programsis permitted. The will require the
development and implementation of policies and procedures for safeguarding programs/systems that support claims processing and
financia functions. Suggested control objectives have been provided to Medicare contractors for consideration as part of their
interna control certification process for FY 2000.

Summarize status of Material Weakness corrective action plan at the close of FY 1999 (identify progress in
correcting/improving this weakness, explain any missed milestones, etc.):

HCFA has made notable progress regarding EDP.  All short term corrective actions for 1999 have been implemented. Other
corrective actions have begun, but the end results are not yet evident.

Contractors have access to source codes to alow them to take immediate action in emergency Stuations to resolve abnormal
program ends that would otherwise potentialy cause serious payment to processing delays and to accommodate individua
intermediary requirements such as writing specid printing hardware interfaces to handle print utilities. After dl Y2K activitiesare
completed, HCFA will begin development of EDP strategies that do not require HCFA to release source codes but continue to allow
contractors to take immediate action to resolve processing problems.

VI-4.19



Department of Health and Human Services
Federal Managers Financial Integrity Act Accountability Report FY1999

1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(HCFA-98-01a)

CAP Milestones for FY 2000 Scheduled Due Dates
A. HSS- Locd contractor(s) review and document loca Ongoing
changes to the PAR.

Milestone status. Ongoing.

B. Deveop procedureswhich alow contractors to resolve FY 2000
processing problems without requiring use of the source code.

Milestone status: Will begin after completion of Y 2K activities.

C. Implement system changes to establish internal controls: FY 2000

a) hard code HCFA mandated payment edits into standard systems
or loca contractor systems. b) implement access control to
production program libraries.

Milestone status. Will begin after completion of Y 2K activities.
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(HCFA-98-01b)

Title and Description of Material Weakness: Medicare EDP Controls. Thisisthe second part of the material weakness called Medicare EDF
Controls as reported by the auditors in the HCFA FY 1999 financia statement audit: System Access Controlsin HCFA Centra Office (HCFA
98-01b). Following is a description and corrective action plan (CAP) for Systems Access Controls in the HCFA Central Office.

Direct command-line access to the M204 database has been granted to approximately 150 applications developers and Data Base Administrators
(DBASs). With the knowledge of file names and database update passwords, these developers can intentionally or inadvertently modify or

update the data structures within specific regions of the M204 database. The M 204 datbase product is used to store data for many of HCFA's
senditive applications, including, but not limited to, the Automated Payment Plan System, Enrollment Database and Group Hedth Plan
Applications.

Pace of Corrective Action Lead Managerial Contact: Dennis Read — Director, Technology
Year Identified: 1998 Infrastructure Group, Office of Information Services

Original Targeted Correction Date: 1999

Correction Date in Last Report: FY 2000 Source of Discovery: FY 1997/FY 1998 financia statement audits by
Current Correction Date: FY 2000 oIG

Appropriation/Account #:

For Corrected Items Only
Validation Process Used:

Results Indicators:
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Briefly define (purpose, scope, methodology, resources) the corrective action plan (CAP) that corrects/improves this material weakness

HCFA will use the utility product SIRSAFE to enhance M204 security controls.  HCFA workgroup developed and provided training on
SIRSAFE to the Group Health Plans system devel opers and ownersin November 1999. Because of Y 2K priorities and deadlines, HCFA was
unable to meet its December 1999 implementation target date. The implementation process for SIRSAFE is now scheduled to begin in January
2000. Training for the other M204 developers and owners will be held the week of January 10, 2000. A detailed project plan has been
developed for this effort. Also activities have been planned for intensifying training, awareness and Medicare contractor oversight in the year
2000.

Summarize status of Material Weakness corrective action at the close of FY 1999 (progress in correcting/improving this weakness,
explanation of any missed milestones, etc.):

Much of our energy during 1999 was spent ensuring that our systems meet the Y 2K requirement. We have made progress in addressing some of
the EDP concerns addressed in the 1998 audit. Many of the corrective actions have been implemented but the end results are not yet evident.

CAP Milestones for FY 2000 Scheduled Date

A. Provide training to GHP system Developers and owners on November, 1999
implementing SIRSAFE security uitility.

Milestone status: Complete
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(HCFA-98-01b)

CAP Milestones for FY 2000 Scheduled Date

B. Providetraining on SIRSAFE security utility to other M204 February 2000
developers and owners.

Milestone status: Complete.

C. Improve the process to control M204 access via a commercial September 2000
product that should be in place by January 2000.

Milestone status: In process.

D. Continue to enhance access controls through improvementsin Ongoing
training, risk assessments, system administration, and internal audits.

Milestone status. HCFA has contracted the services of experienced
personnel to provide assistance in the areas of Security Training &
Awareness,; Security WEB Site Development; Network Security Testing;
Security Plan Development; Systems Accreditation; Security Engineering;
Security Architecture; Technology Assessment; Physical Security;
Disaster Recovery; and Emergency Response.

These efforts are an integral part of the HCFA Enterprise Systems Security initiative.
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(FDA-89-02)

Title and Description of Material Weakness: \Weakness in the Enforcement Program for Imported Foods in the Food and Drug
Adminigtration (FDA) - (FDA-89-02). The Office of Inspector Genera reported that FDA did not inspect alarge enough sample of imported
foods to ensure the safety of the public health.

Pace of Corrective Action Name of Responsible Program Manager: Dennis Baker

Year Identified: 1989 Source of Discovery: OIG (Report A-15-90-00001) and internal FDA
Original Targeted Correction Date: 1990 management reviews.

Correction Date in Last Year’s Report: FY 1999

Current Correction Date: FY 1999 Appropriation/Account # 7520600

Reason for Change in Dates:

Validation Process Used: A corrective action review will be completed following correction of the material weakness.

Results Indicators:

FDA determined that a 20 percent minimum inspection rate to assure the safety of the imported foods was unrealistic. Asaresult, arevised
strategy for how the Agency will deal with imported foods has been prepared. FDA’s new approach will focus on products and problems which
present a high risk to the American public, or firms and countries of origin which have a history of noncompliance.
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(FDA-89-02)

Title and Description of Material Weakness: Weakness in the Enforcement Program for Imported Foods in the Food and Drug Administration

(FDA)

Major Milestones

Milestone Dates

() Completed actiong/events:

FDA uses a structural and selective sampling method, based on both the entry level and product
intelligence to provide an effective level of examination coverage. This assessment is supported by
historical data covering the period of 1972-1992.

FDA developed a Revised Imports Strategy which embodies intelligence based sampling of imports
to provide an effective level of coverage, and includes performance indicators. With this new
approach, FDA focuses itsimport activities on products and problems presenting a high health risk
to the American public, or firms and countries of origin which has a history of non-compliance.
Electronic screening, improved strategic alliances and improved premarket and postmarket
surveillance are key components of the revised strategy.

FDA has expanded the use of an electronic entry processing system (EEPS) for imports using the
Custom’s Automated Commercial System. EEPS enables FDA to screen import entries and
electronically make “May Proceed” decisions on products of low risk and high compliance rates. At
this time, EEPS has been implemented at all major ports where electronic entry of importsis
available.

FDA plansto maintain its pre-market surveillance through a vigorous foreign inspection program
designed to identify problems at their source. FDA completed 866 foreign inspections during FY
1995. Thisrepresents an increase of 16.7% from FY 1994 accomplishments. This total includes
inspection of 65 food firms.

DIOP received approval from CDER to expand ACS screening criteriafor drug products. This
should increase the “May Proceed” level from the current rate of 60%. FDA completed 829 foreign
inspections during FY 1996. The number of foreign inspections planned in FY 96 was 1418. This
represents a decrease of 4.3% from FY 1995 accomplishments.

The number of foreign inspections planned for FY 1997 was 997. Thistotal includes inspection of
40 food firms. FDA completed 811 foreign inspections during FY 1997. This represents a decrease
of 2.2% from FY 1996 accomplishments.

Original Plan

Revised Plan

Actual Date

1992/93

FY 1994

FY 1995

FY 1996

FY 1997

VI-4.25



Department of Health and Human Services
Federal Managers Financial Integrity Act Accountability Report FY1999

1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS

(FDA-89-02)
Original Plan Revised Plan Actual Date

FDA completed 938 foreign inspections during FY 1998. The number of foreign inspections FY 1998 1998

planned was 976. This represents a 15.6% increase over FY 1997 accomplishments.

Complete the full roll-out of OASIS version 2 to al district offices. FY 1998 1998

The default “May proceed” rate for all food commodities has been set at 70% or greater. However, FY 1998

the “May proceed” rate measured at any particular time may be lower as FDA intensifies a problem
with afirm, country or product. These adjustments are considered essential to FDA surveillance
activities.

(b) Actions Completed During FY 1999:
The number of foreign inspections planned for FY 1999 is987. Thisincluded inspection of 40 food FY 1999 1999
firms. FDA completed 810 foreign inspections during FY 1999. Thistotal includes the inspection
of 87 foreign food firms.

¢) Planned/continuing agency actions: FY 2000
All facets of the Revised Imports Strategy will continue to be implemented and eval uated.

The number of foreign inspections planned for FY 2000 is 942. Thisincluded inspection of 175
food firms.

FDA continues to develop and eval uate agreements with foreign governments whose requirements
and regulatory infrastructure are equivalent to FDA’s. As these agreements are developed and
finalized, surveillance resources can be targeted toward countries whose internal requirements
supply less assurance of compliance with U.S. requirements.

Therate of increase in imported entries has been too rapid to maintain the 4% examination rate. In
FY 1997, the agency processed 2,765,548 line items of food and performed 47,478 physical
examinations. This represents an examination rate of 2%. Further, based on projections from entry
datafor the first 9 months of FY 1998, there will be approximately 3,348,000 line items of food
offered for entry, a21% increase in entry lines over FY 1997 data.

Since maintaining the 4% examination rate is not realistic, FDA believes that identifying forms and

countries with inspection systems comparable to those in the United States and in accordance with

the Food Safety Initiative is a viable alternative to increasing the point of entry examination of FDA
regulated products.
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1999 FMFIA MATERIAL WEAKNESSES: SCHEDULE OF CORRECTIVE ACTIONS
(PHS-93-02)

Title and Description of Material Weakness: Deficiencies in the Public Health Service Technology Transfer Activities

Deficiencies were noted in the PHS technology transfer activities. The technology transfer deficiencies include: (1) the management
information systems are inadequate; (2) the processes to ensure that royalties and other payments are received are inadequate.

Pace of Corrective Action

Year Identified: 1993

Original Targeted Correction Date: 1994

Correction Date in Last Year’s Report: FY 1999

Current Correction Date: FY 2001

Reason for Change in Dates:

Contractor failed to provide system in accordance with contract terms
and budget. Program is seeking new contractot to complete the work
or develop a new system to replace the current system.

Name of Responsible Program Manager: Dr. Maria Freire

Source of Discovery: NIH Alternative Management Control Review

Appropriation/Account #: 7530846

Validation Process Used: NIH management will be required to demonstrate to the Department that corrective actions have been completed.
Thiswill be followed by a Corrective Action Review within one year to demonstrate that corrective actions taken remain effective.

Results Indicators: Existence of policies, procedures,, and information system.
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1999 FMFIA MATERIAL WEAKNESS: SCHEDULE OF CORRECTIVE ACTIONS
(PHS-93-02)
Title of Material Weakness: Deficiencies in the Public Health Service Technology Transfer Activities

Major Milestones Milestone Dates
Original Plan Revised Plan Actual Date

1. OTT will improveitsinformation systems so its staff can more easily determine what
cogts have been incurred, billed and collected. Oct. 98 June, 2001
2. OTT will revise the current mode license agreements used by NIH to include standard Aug. 98
language on auditing; develop criteriafor usein determining whether or not an audit should Oct. 98 '
be requested by NIH; and obtain ICD gpproval to enter into contracts to conduct audits as
required.
3. OTT will improveitsinformation systems, so it can accurately document the status of Oct. 98 June, 2001
each patent gpplication.
4. OTT will develop an integrated management information system that will effectively Oct. 98 June 2001
track and report on CRADAS, inventions, patent prosecution status and costs, licensing, and
receipt of royaty payments for domestic and foreign filed cases. March 98
5. OTT will update the Technology Transfer Policy Manua, Chapter 206, and establish clear March 98
interna procedures on the processing and content of infringement log items.
6. Information from the infringement log will be migrated to the new data system where it Oct. 98 June 2001
will be maintained in the future,
7. OTT will review how the new process for announcing the availability of technologiesis Oct. 98
working after it has been in effect for one year.

Part 1. Conduct an anadysis June 98 Oct. 98

Pat 11: Complete an Evauation Nov. 98
8. OTT will make further adjustents, as necessary, to reduce the amount of time between Nov. 98 Aug.98 and
thefiling of a patent application and publication of the abstract in the Federd Regidter. ongoing
9. OTT will provide assistance and guidance, as necessary, in preparing technology training, Oct.98 and ongoing
and will provide oversight to ensure the training provided by the ICDsis conducted
properly.
Note: Items 1, 3, 4, and 6 are tied to the completion of the new OTT data system.
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MANAGEMENT REPORT ON FINAL ACTION

October 1, 1998 - September 30, 1999

BACKGROUND The Inspector General Act Amendments of 1988 (IGAA) require
departments and agencies to report twice a year to Congress on the actions
they have taken and the amount of funds recovered or saved in response to
the IG’s audit recommendations. This report gives the status of IG reports
in the Department, and summarizes the results of actions taken to
implement IG audit recommendations during the reporting period.

DEPARTMENTAL For the fiscal year covered by this report, the Department
FINDINGS accomplished the following:

0 Initiated action to recover $259 million through
collection, offset, or other means (see Table I);

0 Completed action to recover $93 million
through collection, offset, or other means (see
Table I);

0 Initiated action to put to better use $862 million
(see Table II);

0 Completed action that over time will put to better

use $997 million (see Table II).

At the end of this period there are 239 reports over a year old with
uncollected balances or unimplemented monetary findings. The reasons
these reports are still pending are found in the notes to the tables.

THE HHS There are three key elements to the HHS audit resolution and
PROCESS follow-up process:

0 The Operating Divisions (OPDIVs) have lead responsibility for
implementing and follow-up on IG audit recommendations.

0 The Assistant Secretary for Management and Budget (ASMB)
establishes policy and monitors OPDIV compliance with audit
follow-up requirements.
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MANAGEMENT REPORT ON FINAL ACTION (continued)

STATUS OF
AUDITS

IN THE
DEPARTMENT

0 If necessary, the ASMB or the Deputy Secretary resolves
conflicts between the OPDIVs and the IG.

Departmental Conflict Resolution

In the event that OPDIV and IG staff cannot resolve differences on specific
report recommendations, a conflict resolution mechanism is available.

The conflict resolution process escalates the disagreement through a series
of steps designed to resolve the conflict within six months of the final audit
report. If the OPDIV and the IG cannot resolve their disagreement within
135 days, the 1G, OPDIV or the ASMB may request that the Audit
Resolution Council (ARC) be convened. The Deputy Secretary, who would
chair the ARC, makes the final decision for the Department. There were no
disagreements requiring the convening of the Council.

In general, OPDIVs follow up on IG recommendations effectively and
within regulatory time limits. The OPDIVs usually reach a

management decision within the six-month period that is prescribed

by PL 100-504 and OMB Circular A-50. For the most part, they also
complete their final actions on IG reports, including collecting

disallowed costs and carrying out corrective action plans, within a
reasonable amount of time. However, we continue to monitor this area to
improve procedures and assure compliance with corrective action plans.

Report on Final Action Tables

The following tables summarize the Department’s actions in collecting
disallowed costs and implementing recommendations to put funds to better
use. The tables are set up according to the requirements of section 106(b)
of the IG Act Amendments of 1988 (PL 100-504).
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TABLE I

DEPARTMENT OF HEALTH AND HUMAN SERVICES
Management Action on Costs Disallowed in
Inspector General Reports
As of September 30, 1999

($ in thousands)
Disallowed
Number Costs
$

A. Reports for which final action had not been taken by 289 369,247
the commencement of the reporting period. See Note 1.
B. Reports on which management decisions were made 263 258,729
during the reporting period. See Note 2.
Subtotal (A & B) 552 627,976
C. Reports for which final action was taken during the
reporting period:
(i) The dollar value of disallowed costs that were 230 93,001
recovered through collection, offset, property in lieu of
cash, or otherwise.
(ii) The dollar value of disallowed costs that were 15 3,403
written off by management.
Subtotal (i & ii) 245 96,404
D. Reports for which no final action has been taken by 307 531,572
the end of the reporting period. See Note 3.

Note 1: Includes adjustments of amended disallowances and disall owances excluded from the previous
reporting period.

Note 2: This represents the amount of management concurrences with Inspector Genera’s
recommendations. Thisamount includes $7,230,000 in management decisions that had not been recorded
for the 1999 Office of Inspector General’ s Semi-Annua Reports, Tablel, Line C.

Note 3: Includes the following lists of 239 Audits over one year old with outstanding balances to be
collected. It includes audits under administrative or judicial appeal, under current collection schedule and
legislatively uncollectible.
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Audit Reports Over One Year Old
With Outstanding Balances To Be Collected
As of September 30, 1999

Auditee Date Amount Explanations
Issued $

01-90-05013 | NARRAGANSETT 10/90 28,515 | ACF--At Dept. of Treasury for offset.
01-91-06601 | Connecticut/OCS 03/94 224,099 | ACF--At Dept. of Treasury for offset.
01-94-25303 | Waterbury/OCS 09/94 4,370 | ACF--Payment Plan.
01-94-25904 | Massachusetts/CC 02/95 9,225 | ACF--under appeal.
01-95-32620 | Connecticut/FC 05/97 4,070 | ACF--Pursuing collection action.
01-95-37194 | Indian Township 03/96 44,244 | ACF--under appeal.
01-96-38182 | Connecticut/FC 09/96 50,292 | ACF--under appeal
01-96-39813 | Pleasant Point/L 11/96 18,265 | ACF--Treasury Offset Program.
01-96-43461 | Connecticut/IV-E 01/97 1,902 | ACF--under appeal.
01-97-44081 | Vermont 10/97 28,252 | ACF--pursuing collection action.
01-98-49834 | Meri-Weather 05/98 60,864 | ACF--Treasury offset program.
02-90-08393 | Law Enforcm Comm. 06/90 22,597 | ACF--Treasury offset program.
02-91-14405 | Bedford Stuyvesa 03/92 369,770 | ACF--partial appeal.
02-91-14535 | Bedford Stuyvesa 03/92 373,231 | ACF--referred to DOJ.
02-91-14845 | Harlem Commonwealth 05/91 238,233 | ACF--payment plan.
02-94-20022 | New York IV-E 02/97 6,223,000 | ACF--pursuing collection action.
02-95-02001 | New York IV-E 02/97 945,022 | ACF--pursuing collection action.
02-95-02005 | Middlesex County 12/96 173,656 | ACF--under appeal.
02-95-33649 | Puerto Rico 12/96 1,433 | ACF--under appeal.
02-97-47637 | Puerto Rico IV-B 09/97 9,703 | ACF--pursuing collection action.
03-91-14545 | PA/WIN/Demo 06/91 800,885 | ACF-under appeal.
03-92-17167 | NI Coal Hispanic 06/92 1,555 | ACF--At Dept. of Treasury for offset.
03-93-21104 | PA/CSBG 03/94 150,000 | ACF--under appeal.
03-94-27065 | PA/CSBG 09/95 150,000 | ACF--under appeal.
03-95-33212 | PA/CSBG 09/95 137,207 | ACF--under appeal.
03-95-00451 | DC/Foster Care 08/97 420,606 | ACF--pursuing collection action.
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Issued $

03-96-39886 | Halifax CCA/HS 05/96 53,280 | ACF--Payment plan.
03-97-00587 | Little Neighbor 01/98 300,465 | ACF--Treasury offset program.
03-97-43787 | Virginia/CCDBG 06/97 952,635 | ACF--pursuing collection action.
03-97-47731 | Delaware 09/97 11,880 | ACF--pursuing collection action.
03-97-48111 | Virginia/CCDBG 09/97 1,201,873 | ACF--pursuing collection action.
03-97-48850 | Little Neighborhood 11/97 91,193 | ACF--At Dept. of Treasury for offset.
04-89-06323 | Tallapossa CAA 04/90 35,934 | ACF--payment plan.
04-91-06594 | Mountain Valley 09/92 196,213 | ACF--referred to DOJ.
04-92-17186 | Mountain Valley 09/92 203,420 [ ACF--referred to DOJ.
04-93-23833 | Mountain Valley 07/93 212,759 | ACF--referred to DOJ.
04-93-00051 | Haitian Task 03/94 200,207 | ACF--referred to DOJ.
04-93-00059 | Florida/ORR 12/97 24,088 | ACF--Treasury offset program.
04-93-20785 | Florida/Refugee 12/93 64,929 | ACF pursuing collection action.
04-94-26346 | PUTNAM-CLAY 09/94 86,292 | ACF--At Dept. of Treasury for offset.
04-94-28234 | NW GEORGIA 02/94 578,045 | ACF--Treasury Offset Program.
04-94-29814 | Reach Services 09/94 804 | ACF payment plan.
04-94-30737 | Mountain Valley 07/94 39,095 | ACF referred to DOJ.
04-94-31826 | W. CENTRAL GEORGIA | 07/94 141,243 | ACF-Treasury Offset Program.
04-95-32922 | PUTNAM-CLAY-FLAG 01/95 284,172 | ACF-- pursuing collection.
04-95-36519 | DEKALB COUNTY 08/95 81,245 | ACF pursuing collection.
04-96-38688 | State of KY. 10/96 271,612 | ACF pursuing collection.
04-96-42408 | Oldham County 10/96 5,793 | ACF-under appeal.
04-96-44126 | Anderson-Oconee 02/97 143,366 | ACF Treasury Offset Program.
04-97-44101 | Tennessee IV-Ep 01/98 370,446 | ACF--pursuing collection action.
04-97-45327 | Mobil Community 07/97 127,705 | ACF- Treasury Offset Program.
04-97-47475 | Wash County Opp 11/97 273,151 | ACF--payment plan established.
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Issued $
04-97-49121 | Florida 05/98 282,553 | ACF-Treasury offset program.
05-95-00022 | Illinois/IV-E 07/96 2,742,181 | ACF pursuing collection action.
05-97-48402 | Montgomery Cty.,CAA 11/97 79,374 | ACF-District Court.
06-90-00052 | Mexican Amer/Dis 04/92 1,590,600 | ACF referred to DOJ.
06-94-32825 | Texas Migrant/HS 04/95 70,556 | ACF pursuing collection action.
06-95-36853 | Albuqg-Bernalilo 11/95 208,445 | ACF under appeal.
06-96-40858 | CADDO/HS 06/95 43,339 | ACF--Payment plan .
06-96-42096 | Education SV CT 09/96 728,757 | ACF-under appeal.
06-97-44674 | Tri-County 04/97 34,703 | ACF- Treasury Offset Program.
06-97-45868 | South Plains HS 07/97 1,972 | ACF-under appeal
06-97-46216 | E. Texas Family 09/97 12,497 | ACF-Treasury Offset Program.
06-97-47730 | Tri-County HE 12/97 2,451 | ACF-Treasury Offset Program.
06-97-47939 | Albug/Bernalillo 08.97 210,330 [ ACF- Treasury Offset Program.
07-91-00413 | Union Sarah Econ 01/93 633,625 | ACF-Payment plan established.
08-91-15416 | RAPID CITY AMER 02/92 30,257 | ACF--Treasury Offset Program.
08-91-15417 | RAPID CITY AMER 02/92 21,224 | ACF--At Dept. of Treasury for offset.
08-92-00598 | ANISHINAUBAG 08/93 43,267 | ACF--At Dept. of Treasury for offset.
08-92-17549 | RAPID CITY AMER 06/92 30,248 | ACF--At Dept. of Treasury for offset.
08-96-01024 | Child Opportunity Pro 06/97 1,483,771 | ACF--pursuing collection action.
09-65148 YAVAPAI APACHE 08/86 14,814 | ACF--At Dept. of Treasury for offset.
09-87-05251 | YAVAPIA APACHE 04/88 32,662 | ACF--At Dept. of Treasury for offset.
09-92-06592 | Intertribal Cnl 09/93 181,900 | ACF--payment plan.
09-92-06550 | Butte County Cac 08/94 66,300 | ACF--payment plan.
09-93-00083 | California/Child Sup 09/97 1,429,837 | ACF--pursuing collection action.
09-93-00106 | California/Refugee 05/97 29,269 | ACF--pursuing collection action.
09-93-21254 | Arizona HS 09/93 184,274 | ACF--At Dept. of Treasury for offset.
09-93-23668 | CTR of EDUCATION 11/93 12,070 | ACF pursuing collection.
09-93-23892 | Fresno County HS 08/93 25,523 | ACF--under appeal.
09-93-26204 | Tohono Odham HS 02/94 90,077 | ACF--under appeal.
09-94-27281 | Arizona Affiliate 09/94 2,563 | ACF--under appeal.
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09-94-28246 | Butte County CAC 08/94 8,825 [ ACF--payment plan.

09-94-30207 | Fresno County HS 11/94 22,062 | ACF--under appeal.

09-95-31383 | COCOPAH/HS 05/96 76,861 | ACF--under appeal.

09-95-35961 | Fresno County HS 08/95 29,215 | ACF--under appeal.

09-96-00066 | California 06/98 6,611,640 | ACF--pursuing collection action.

09-96-00071 | California/IV-E 04/98 15,693,626 | ACF--pursuing collection action.

09-96-40113 | Protec. & Advo. 04/98 80,574 | ACF-under appeal.

09-96-40114 | Protec. & Advo. 04/98 36,988 | ACF-under appeal.

09-96-40115 | Protec. & Advo. 04/98 56,344 | ACF-under appeal.

09-96-42061 | Tohono Odham HS 11/96 369 | ACF-under appeal.

09-97-48953 | Chemehuevi Ind. 06/98 5,246 | ACF-under appeal.

01-89-00518 | Blue Shield of MA 10/90 216,053 | HCFA has instructed the carrier to
calculate and recover the
overpayments.

01-90- B/C of Massachusetts 09/90 7,048,076 | HCFA and the hospital have signed a

00500E repayment agreement.

01-91-00508 | AETNA LIFE-PARTS 01/92 223,655 | HCFA--Additional documentation

A&B ADM. from the contractor requests for review
by OIG.

01-92-00517 | BC of MA 04/93 160,122 | HCFA is pursuing collection of the
overpayment.

01-92-00523 | MA BC/BS-Part B Lab 01/94 2,250,000 | HCFA is waiting a decision by the

Tests Assistant US Attorney in Boston
pending criminal charges.

01-93-00512 | BC/BS of MA - 07/94 426,817 | HCFA is pursing collection of the

LAB TESTS overpayment.
01-94-00510 | BC/BS of MS - 04/95 130,299 | HCFA is pursuing collection of the
ADM COSTS overpayment.

01-95-00005 | DHS, NH DHS 07/96 30,565 | HCFA is pursuing collection of the
overpayment.

01-95-00503 | G/A & CAPITOL 08/95 186,190 | HCFA is pursuing collection of the

MCLEAN HO - overpayment.
ADM COSTS
01-96-00001 | MASSACHUSETTS 07/96 1,711,898 | HCFA is pursuing collection of the
STATE DIVISION of overpayment.
MEDICAL ASSISTANCE
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01-96-00513 | Separately billable ESRDL 12/96 6,300,000 | HCFA sent tapes and instructions to
Lab Test Fis and Ros. OIG has not yet
completed the carrier tapes.
01-96-00519 | National Medical Care, Inc. | 09/97 4,319,361 | HCFA is pursuing collections.
02-86-62015 | Empire BC/BS 03/88 1,277,575 | Contractor appealed and court has
ruled in favor of contractor. HCFA
has filed an appeal in July 1993.
02-86-62016 | EMPIRE BC/BS 08/88 3,027,672 | Contractor has signed the closing
agreement. An amended OCD is being
prepared.
02-91-01003 | EMPIRE BC/BS - 07/91 829,551 | The contractor is in the process of
OVERPAYMENTS recouping the overpayment.
02-91-01022 | Prudential Ins.- ADM 03/92 6,837,167 | HCFA is negotiating with the
contractor on the outstanding
overpayment.
02-91-01043 | SSS - PART B/ESRD 04/93 844,292 | HCFA is in the process of collecting the
PATIENT overpayment.
02-92-01004 | NJ DHS - CREDIT 09/93 89,839 | Recovering of the overpayment is in
BALANCES FOR EIGHT progress.
HOSPITALS
02-92-01021 | BCBSNJ - 06/95 14,900,000 | HCFA is in the process of collecting the
CREDIT BALANCES overpayment.
02-92-01023 | BETH ISRAEL MED 03/93 7,741 | The contractor is in the process of
CTR - G&A removing the unallowable costs from
the 1990 Cost Reports.
02-93-01005 | EMPIRE BC/BS - 03/95 576,683 | HCFA is pursuing collection of the
PART B ADM overpayment.
02-93-01023 | ISLAND PRO 10/94 155,540 | Recovery of the overpayment is in
progress.
02-96-01034 | Staff Builders Home Health | 01/98 2,046,576 | Recovery of the overpayment is in
Incorporated progress.
03-92-00150 | ELMIRA JEFFRIES 01/94 164,188 | The State is in the process of collecting
MNH the overpayment.
03-92-00201 | COMMONWEALTH of 01/93 205,177 | The State is in the process of making a
VA - CRED final determination on the
overpayment.
03-92-00602 | PA DPW - UPPER 09/94 230,520 | HCFA is pursuing collection of the
LIMIT overpayment.
03-93-00013 | OMEGA 11/93 1,102 [ HCFA is pursuing collection of
MEDICAL LAB overpayment.
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03-93-00025 | PBS - LAB FEE 09/95 953,377 | HCFA is in the process of collecting the
SCHEDULES overpayment.

03-95-38380 | COMMONWEALTH of 03/96 68,333 | HCFA is currently pursuing collection
VA (OGM) of overpayment.

04-91-02004 | HCFA RO 1V 09/93 4,147,919 | Contractor is pursuing collection of the
(FL BS - MSP) remaining overpayment.

04-92-01022 | NC DEPT. of HUMAN 11/92 645,340 | HCFA initiated a verification process
RESOURCES to determine the final disposition of the

hospital credit balances. This
verification stage is ongoing, and
HCFA anticipates that the audit may
be closed in the near future.

04-93-20876 | STATE of NC 07/93 27,617 | HCFA is awaiting documentation from
(OGCFM LEAD) the State to verify that funds were
returned.
04-94-01096 | HUMANA MEDICAL 04/95 624,048 | HCFA is pursuing collection of the
PLANS, INC. - ESRD overpayment with the contractor.

04-95-02110 | SC BC (Hospice of Lake & 04/97 4,000,000 | HCFA is reassessing this situation.
Sumter, Inc.) - ORT

04-95-02111 | SC BC (Hospice of Florida 03/97 14,800,000 | HCFA is reassessing this situation.
Suncoast, Inc.) - ORT

04-94-33005 | STATE of MS 08/95 63,140 | HCFA will review the State’s
(OGM) supporting documentation to ensure
that the payment adjustments have
been made.
04-95-33088 | STATE of NC (OGM) 09/95 11,098 | The State is in the process of

determining how much of the
overpayment has already been
returned to HCFA.

04-95-38310 | STATE of MS (OGM) 03/96 9,069,408 | The State is in the process of
determining how much of the
overpayment has already been

returned to HCFA.
04-96-01131 | IHS -FL (Green Briar) - 11/97 202,780 | HCFA is pursuing collection.
ORT
04-96-01132 | BC/BS of FL (Miami 04/97 91,991 | Contractor is pursuing collection of the
Jewish Home and Hospital) remaining overpayment.
- ORT
04-96-01138 | BC/BS of FL (Lawnwood 04/97 111,986 | Contractor is pursuing collection of the
Reg. Med. Ctr.) - ORT remaining overpayment.
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Auditee

Date
Issued

Amount

$

Explanations

04-96-01148

IHSI- SNE Burbank IL. -
ORT

11/97

148,955

HCFA is pursuing collections.

-4-96-38655

05-90-00013

State of NC (OGM)

BC/BS of MI - ADMIN

01/97

12/90

5,053

2,413,388

HCFA is reviewing the State’s
supporting documentation to ensure
that the payment adjustments have
been made.

This audit must remain open pending
resolution of the contractor’s
termination audit, any related
termination agreement and pending
lawsuits.

06-92-00043

BC/BS of Tx, Inc. - GME
Costs

03/94

4,252,743

Collection activity suspended pending
resolution of an objection lodged by
two Medicare providers’ legal counsel
with the OIG, OGC on January 26,
1994.

06-95-00095

Palmetto Gov. Ben. Admin.

(Fam Hospice/Dallas) -
ORT

04/97

871,306

HCFA is reassessing whether seeking
the identified OIG hospice
overpayment is the appropriate action
to take.

06-96-00027

06-97-47756

Palmetto Gov. Ben. Admin.
(VNA of TX Hospice) -
ORT

State of LA (OGM)

04/97

09/97

1,156,341

357,089

HCFA is reassessing whether seeking
the identified OIG hospice
overpayment is the appropriate action
to take.

The amount identified in the audit is a
statistical projection. The State is in
the process of determining the actual
provider overpayments.

07-91-00471

07-91-00473

BC/BS OF MI - SEG.

BC/BS of FLORIDA, INC
PENSION
SEGMENTATION

12/92

08/93

5,021,873

4,755,565

This audit must remain open pending
resolution of the contractor’s
termination audit, any related
termination agreement and pending
lawsuits.

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
account.
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07-92-00525

BC/BS of MI, INC. -
PENSION

12/92

2,135,884

This audit must remain open pending
resolution of the contractor’s
termination audit, any related
termination agreement and pending
lawsuits.

07-92-00604

WVA BC/BS - Term
Pension

01/93

617,644

Contractor was declared insolvent and
placed in receivership. The DOJ has
filed a claim on behalf of HCFA for the
amount due HCFA. The courts will
determine how much, if any, Medicare
will recover.

07-92-00608

BC/BS of MISSOURI -
DENIED OUTPATIENT
CLAIMS

06/93

960,615

HCFA will be verifying that corrective
action has been completed by the fiscal
intermediary.

07-93-00680

BC/BS of NC -
UNFUNDED
PENSION COSTS

10/94

293,629

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-93-00712

PA BS - PENSION

05/95

521,675

HCFA is in the process of collecting the
overpayment.

07-93-00713

PA BS - PENSION

06/95

5,490,995

HCFA is in the process of collecting the
overpayment.

07-94-00744

IASD HEALTH
SERVICES CORP. -
PENSION
SEGMENTATION

09/94

3,079,484

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreement will subsume and close out
the currently outstanding pension
audits.

07-94-
00745

IASD HEALTH
SERVICES CORP. -
UNFUNDED
PENSION

05/94

574,804

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.
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Auditee

Date
Issued

Amount

$

Explanations

07-94-00746

IASD HEALTH
SERVICES CORP. -
PENSION
SEGMENTATION

05/94

842,979

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00747

IASD HEALTH
SERVICES CORP. -
UNFUNDED
PENSION

05/94

10,331

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00768

BC/BS of SC - PENSION
SEGMENTATION

09/94

840,493

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00769

BC/BS of SC - PENSION
COSTS

09/94

329,001

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00770

BC/BS of SC - UNFUNDED
PENSION

09/94

793,508

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00777

BC/BS of GA - PENSION
COSTS

10/94

90,736

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.
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Auditee

Date
Issued

Amount

$

Explanations

07-94-00778

BC/BS of GA -
UNFUNDED PENSION

10/94

363,921

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00779

BC/BS of GA - PENSION
SEGMENTATION

10/94

113,256

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00805

BC/BS of TN - PENSION
SEGMENTATION

01/95

1,400,063

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00816

BC/BS of TN -
UNFUNDED PENSION

01/95

352,026

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-94-00817

BC/BS of AL -
UNFUNDED PENSION

07/95

912,730

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.
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$

Explanations

07-94-00818

BC/BS of AL - PENSION
SEGMENTATION

07/95

951,281

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07--94-
01107

BC/BS of FL - PENSION
SEGMENTATION

04/96

813,122

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-95-01126

BC/BS of FL - UNFUNDED
PENSION

04/96

4,049,889

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-95-01149

BC/BS of TEXAS -
PENSION

04/96

874,111

HCFA is working with all Medicare
contractors to obtain signed advance
agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension
audits.

07-95-01150

BC BS of Oregon - Pen
Segm

08/97

191,312

HCFA is pursuing collection of the
overpayment.

07-95-01151

Oregon BC/BS - Unfunded
PenE

08/97

260,335

HCFA is pursuing collection of the
overpayment.

07-96-01189

BC of WA and AK -Pension
segmentation

12/97

96,740

HCFA is pursuing collection.

07-96-38172

State of IA (OGM)

09/96

29,381

The State has processed the credits,
however, they are still determining
when the credits were returned to
HCFA via the HCFA-64.

07-96-44051

State of IA (OGM)

02/97

45,958

HCFA is working with the State to
resolve this audit.

07-97-01205

BC of Washington and
Alaska

12/97

15,688

Review of pension costs claimed for
Medicare reimbursement.
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07-97-01206 | BC of Washington and 12/97 106,843 | HCFA is working to resolve this issue.
Alaska-unfunded pension
costs

07-97-01209 | BC/BS of MS 01/98 224,711 | HCFA review of pension segmentation.

07-97-01210 | BC/BS of MS 01/98 482,549 | HCFA is working to resolve unfunded
pension costs.

07-97-01211 | BC/BS of MS 01/98 134,312 | HCFA is working to resolve pension
costs claimed for medicare
reimbursement.

08-94-00739 | BC/BS of ND - 01/95 730,875 | HCFA is working with all Medicare

PENSION contractors to obtain signed advance
SEGMENTATION agreements which set forth the terms

and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension

audits.
08-94-00740 | BC/BS of ND -UNFUNDED | 01/95 671,198 | HCFA is working with all Medicare
PENSION contractors to obtain signed advance

agreements which set forth the terms
and conditions of the amended Cost
Accounting Standards (CAS 412).
Implementation of the advance
agreements will subsume and close out
the currently outstanding pension

audits.
09-89-00162 | NATIONWIDE 03/95 2,218,824 | Demand letters were sent to employers
EMPLOYER PROJECT - listed in the audit. D.C. Circuit Court’s
MSP decision in the HIAA vs. Shalala case
PAYER will result in few recoveries of funds

from EGHPs, because of EGHP’s
timely filing limits. HCFA is
attempting to fix the HIAA decision via
new legislation.

09-95-00072 | CA DHS 11/96 4,013,490 | HCFA is pursuing collection of the
overpayment.
09-96-00061 | BS of California 06/98 1,006,192 | HCFA is reviewing administrative
costs.
14-96-00202 | Unlicensed Health Care 09/97 2,931 | HCFA is pursuing Medicare payments.
Providers
17-95-00096 | HCFA Financial Statement | 05/98 300,000 | HCFA is reviewing financial statements

for fiscal year 1996.
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Issued $
17-97-00097 | HCFA Financial Statement | 09/98 141,796 | HCFA is reviewing financial statements
for fiscal year 1997.
01-06082 Rural Health Centers - 12/90 23,163 | HRSA demand letter sent on 2/26/97.
Maine
01-36087 State of Maine 03/96 2,643 | HRSA--Demand letter sent 08/25/99.
02-06275 Newark Community Health | 11/90 14,038 | HRSA--demand letter sent on 12/19/97.
Centers
02-15053 Northwest Buffalo Comm. 12/91 9,281 | HRSA--Referred to DFO Claims
6/26/97.
02-16577 Newark Community Health | 11/92 31,708 | HRSA--Demand letter sent on 12/19/97
Centers, Inc.
03-03313 Greater Philadelphia 06/93 13,940 | HRSA--Repayment agreement reached
Health Action, Inc.
03-18235 Western PA Hospital of 10/92 5,559 | HRSA--Partial payment on 05/99.
Nursing
03-21785 D.C. Department of Human | 03/94 7,726 | HRSA--Demand letter sent 12/19/97.
Services
03-51956 St. Charles Health Council 09/98 2,300 | HRSA--Demand letter sent 06/15/99
06-27049 Greater Houston HIV 09/94 20,752 | HRSA--Demand letter sent on 12/19/97,
Alliance
04-24751 Vicksburg-Warren 12/93 590 | HRSA--Debt referred to Justice Dept.
Community Health Center 01/05/99.
04-50281 Aaron E. Henry CHC 09/98 3,017 | HRSA--Demand letter sent 06/15/99.
04-51913 Borinquen Health Care 09/98 815 | HRSA--Demand letter sent on 06/15/99
Center, Inc.
07-06845 Model Cities Health Corp. 10/90 41,406 | HRSA--Under appeal, verified
10/14/97.
09-22308 Community Hlth. 09/93 36,968 | HRSA--demand letter sent on 04/04/97.
Foundation of Los Angles,
CA., Inc.
06-91-00089 | Creek Nation 04/92 445,890 | IHS--We received a notification this
of OK. matter has been resolved. The
amended OCD will be forwarded
shortly.
06-92-00017 | Muscogee Creek Nation 05/92 468,217 | IHS--This audit is currently under
of OK. litigation; no further action will be
taken until a court decision is rendered,
03-95-03313 | Quality Resource Systems, 03/95 28,387 | IHS--Management has decided to
Inc. uphold these findings; the vendor has
relocated and has not been notified.
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10-97-48639 | Nooksack Indian Tribe 08/97 9,440 | IHS-Currently under litigation.
03-90-00453 | West Virginia 03/91 12,850,856 | PSC/DCA-At District Court -
Collection suspended on 03/12/97.
09-92-00115 | California 02/95 140,880,675 | PSC/DCA-At the Department of
Justice - Collection suspended 12/30/96.
01-94-27891 | State of Maine 05/98 6,090,577 | PSC/DCA -- Collection suspended.
01-95-36087
08-87-05251 | Devil Lake 03/87 50,333 | OS--Transferred to the Treasury Offset
Program (TOP) for offset.
09-96-39220 | Public School 04/96 4,396 | OS--Transferred to the TOP for offset.
10-93-22826 | Nooksack 11/93 3,323 | OS--Transferred to the TOP for offset.
08-86-43199 | Am Indian 01/97 12,696 | OS--Transferred to the TOP for offset.
09-93-24906 | California 04/95 56,758 | OS--Transferred to the TOP for offset.
04-04183 Columbus County 07/94 35,167 | SAMHSA--Pursuing collection.
Services
03-00353 DC Dept. of Human 04/95 257,195 | SAMHSA--Pursuing collection.
Services
09-40113 Marianas Assoc. for 05/96 1,023 | SAMHSA--Pursuing collection.
Retarded Citizens
09-39877 Amity, Inc. 07/98 489,110 | SAMHSA--Pursuing collection.
09-48966 Karidat 09/97 8,696 | SAMHSA--Pursuing collection.
03-03316 North Star Youth Services | 03/93 518,575 | SAMHSA--under appeal.
09-96-41444 | Immigrant Center 03/97 2,495 | CDC--Pursuing collection.
01-96-37165 | Haitian American Public 03/97 20,209 | CDC--Pursuing collection.
Health Initiative
01-97-47924 | Susan G. Komen Breast 05/98 47,893 | CDC--Pursuing collection.
Cancer Foundation
03-98-51634 | City of Philadelphia, Pa. 06/98 93,690 | CDC--Pursuing collection.
04-98-51239 | State of Alabama 09/98 227,200 | CDC--Pursuing collection.
03-96-41385 | National Assoc. for Equal 04/97 51,654 | CDC--Pursuing collection.
Opportunity in Higher
Education
05-96-40217 | Wisconsin Association of 03/97 1,649 | CDC--Pursuing collection.
Black Social Workers,
Inc.
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SUMMARY OF OPDIV

Audit Reports Over One Year Old

OPDIV Number of Reports Amount to Be Collected
$

Administration for Children and 93 49,384,030
Families
Administration on Aging 0 0
Centers for Disease Control and 7 444,790
Prevention
Food and Drug Administration 0 0
Health Care Financing 105 145,081,321
Administration
Health Resources and Services 15 213,905
Administration
Indian Health Services 4 951,934
National Institute of Health 0 0
Office of the Secretary 5 127,506
Program Support Center 4 159,822,108
Substance Abuse and Mental Health 6 1,309,766

TOTAL 239 162,211,314
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TABLE 11

DEPARTMENT OF HEALTH AND HUMAN SERVICES
Management Action on OIG Reports With
Recommendations That Funds Be Put to Better Use
As of September 30, 1999

Disallowed
Number Cost
$

A. Reports for which final action has not been taken 8 160,338,300
by the commencement of the reporting period.
B. Reports on which management decisions were made 45 862,432,973
during the reporting period.

Subtotal (A & B) 53 1,022,771,273

C. Reports for which final action was taken during the
reporting period:

(I) The dollar value of recommendations that were
actually completed:
-- based on management action: 48 996,722,665
-- based on legislative action:

(ii) The dollar value of recommendations that 0 0
management has subsequently concluded should not
or could not be implemented or completed.

Subtotal (I & ii) 48 996,722,665

D. Reports for which no final action has been taken by 5 26,048,608
the end of the reporting period. See Note 1.

Note 1: Includesthefollowing list of 5 reportswith recommendationsto put fundsto better that were pending for
morethan oneyear. Thesereportsinvolvemajor policy questionsaswell aslegislativeremediesthat are difficult
andtimeconsumingtoresolve.
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Reports Containing Recommendations

To Put Funds To Better Use
Pending More Than One Year
As of September 30, 1999
Audit Date
No Auditee Issued | Amount Explanations
$
04-95-02110 | SC BC (Hospice of Lake 04/97 2,500,000 (| HCFA is reassessing whether
& Sumter, Inc.) - ORT seeking the identified OIG
hospice overpayment is the
appropriate action to take.
05-95-00060 | Wisconsin Department 09/97 2,400,000 | The State of Wisconsin plans
of Health and Social to establish a workgroup to
Services meet and review HMO
financial data related to
Medicaid HMOs.
06-92-00043 | BC/BS of Texas, Inc.- 03/94 4,078,960 | Corrective action cannot be
GME Costs implemented pending the
resolution of an objection
lodged by the providers legal
counsel with the OIG,0GC.
02-91-00860 | Mental Health services 09/96 17,000,000 | HCFA is developing changes to
in Nursing Homes - respond to comments.
ORT
06-95-00095 | Palmetto Gov. Ben. 04/97 69,648 | HCFA is reassessing whether
Admin. (Fam. seeking the identified OIG
Hospice/Dallas) - ORT hospice overpayment is the
appropriate action to take.
SUMMARY:

OPDIV: Health Care Financing Administration

Total Number of Reports: 5

Total Amount for Better Use: $26,048,608
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The following tables summarize actions taken on OlG recommendations to recover funds or to put them to
better use.

TABLE I - REPORTS WITH QUESTIONED COSTS. Thistable summarizes the Depatment’s
response to the OIG’ s recommendations for the recovery or redirection of questioned and unsupported
costs. Questioned cogts are those costs that are challenged because of aviolation of law, regulation, grant,
etc. These may be cogts clamed by a grantee, findings on Medicare reimbursements (such as errorsin
billings), indligible beneficiaries, or where Medicare regulations are not followed. Adminigtrative cost audits
are dso included where the OIG may find that a State inappropriately claimed adminigtrative costs for a
HHS program. Unsupported costs are those costs questioned because they are not supported by adequate
documentation. This information is provided in accordance with the Supplementa A ppropriations and
Rescissons Act of 1980 (Public Law 96-304) and the Inspector General Act Amendments of 1988. These
costs are separate from the amount ordered or returned as aresult of OIG investigations.

Number Dollar Value
Questioned Unsupported
443 $356,603,000 $44,003,000
A. For which no management decision
had been made by the
commencement of the reporting
period*
201 $212,070,000 $6,168,000
B. Which were issued during the
reporting period
644 $568,673,000 $50,171,000
Subtotal (A + B)
Less:
] o 278 $265,673,000 $28,140,000
C. For which a management decision
was made during the reporting
period
] ) $251,499,000 $19,618,000
0) dollar value of disallowed
costs
B $14,174,000 $8,522,000
(i) dollar value of costs not
disallowed
366 $303,000,000 $22,031,000
D. For which no management decision
had been made by the end of the
reporting period
540 $475,370,000 $6,900,000
E. Reports for which no management
decision was made within six
months of issuance

1 The opening balance was adjusted to reflect a net upward revaluation of recommendationsin
the amount of $8.9 million.

Source: FY 1999 OIG Semi-Annud Reports

VI-6.1



Department of Health and Human Services
Accountability Report: FY1999 Inspector General Semi-Annual Report Summary

TABLE II- RECOMMENDATIONS THAT FUNDS BE PUT TO BETTER USE. Thistable
summarizes reports that include recommendations that funds be put to better use through cost avoidances,
budget savings, etc. They can be achieved through legidative changes; specific program improvements to
prevent unnecessary obligations for expenditures of agency funds; or improvementsin agency systems or
operations.

Number Dollar Value
49 $1,451,106,000
A. For which no management decision had been made
by the commencement of the reporting period®
22 $297,763,000
B. Which were issued during the reporting period
71 $1,748,869,000
Subtotal (A +B)
Less.
C. For which a management decision was made during
the reporting period
0] dollar value of recommendations that were
agreed to by management
40 $312,748,000
(@ based on proposed management
action
(b) based on proposed legidlative
action
40 $312,748,000
Subtotals (a + b)
- ) 3 $175,000
(i) dollar value of recommendations that were
not agreed to by management
o 43 $312,923,000
Subtotals (i + ii)
28 $1,435,946,000
E. Reports for which no management decision was
made by the end of the reporting period

1 The opening balance was adjusted to reflect an upward revaluation of recommendationsin the amount of
$206.5 million.

Source: FY 1999 OIG Semi-Annua Reports
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Asthelargest granting component in the Federa
Government, the Department of Health and Human
Services (HHS) plays akey rolein the Federa
grants management arena. Through its 300 plus
assistance programs, HHS awards nearly $158
billion of the totd Federd grants awarded
(estimated to be over $250 hillion).

Grant awards are considered to be financia
assistance that provides support or stimulation to
accomplish a public purpose. Awardsinclude
grants and other agreements in the form of money,
or property in lieu of money, to an digible recipient.
Most of the HHS grant dollars awarded are in the
form of mandatory grants.

= Mandatory grants are those that a Federal
agency isrequired by statute to award if the
recipient, usudly a State, submits an
acceptable State Plan or application, and
meets the digibility and compliance
requirements of the statutory and regulatory
provisions of the grant program. In the padt,
mandatory grants were sometimes referred
to as“formulagrants” Mandatory grants
include block grants, closed-ended grants,
and open-ended entitlement grants.

» TheHHS discretionary grant awards
comprise only 12.5 percent of the totadl HHS
FY 1998 grant funds, but they account for
92 percent of the total number of HHS grant
awards madein FY 1998. Discretionary
grants are those that permit the Federa
government, according to specific authorizing
legidation, to exercise judgment, or
“discretion,” in selecting the applicant/
recipient organization, through a competitive
grant process. The types of activities
commonly supported by discretionary grants
include demongtration, research, training,
service, and construction projects or
programs. Discretionary grants are
sometimes referred to as “project grants.”

Stewardship and oversght responshilities for HHS
grant programs involve avariety of adminidrative
functions being performed on an ongoing basis.
These adminidrative functionsinclude: asssting
OMB initsrevisons of key OMB Circulars
pertinent to grants adminigration; providing training
and developing related guidance documents on
these revised OMB Circulars, conducting oversight
through a*“balanced scorecard” approach;
strengthening HHS indirect cost negotiation
capabilities; updating internd Departmentd grants
adminidrative procedures, and utilizing a
department-wide grants management information
gystem to organize and consolidate grants award
data across dl HHS grant programs.

During FY 1999, HHS continued to provide
assstance to OMB on the government-wide cost
principles for non-profits and universities and
various cost management projects. In addition,
HHS worked on a controversia revison to OMB
Circular A-110, “Uniform Adminidrative
Requirements for Grants and Agreements with
Ingtitutions of Higher Education, Hospitals, and
Other Non-profit Organizations,” concerning
grantee data subject to the requirements of the
Freedom of Information Act (FOIA).

HHS continued with its implementation of the
Grants Policy Directive (GPD) system, whichis
replacing the Departmentd Grants Adminigtration
Manud with current and concise policy guidance.
Training ons were conducted for heedquarters
and regiona operations to update HHS grants
management staff on the OMB Circular changes,
and to provide clarification on existing regulatory
guidance and internd grants adminigtretive policies.

HHS aso continues to operate the Tracking
Accountability in Government Grants System
(TAGGS) containing department-wide grants
award information. TAGGS training was offered to
grants management and program staff across HHS.
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Access to TAGGS information was made available
to HHS s&ff viathe Intranet.

GrantsNet, an Internet application, continuesto
provide on-line access to the most up-to-date
policies, regulations, and other pertinent grants-
related information.

FY 1998 HHS GRANTS AWARDS

TOTAL MANDATORY DISCRETIONARY
NUMBER DOLLARS NUMBER DOLLARS NUMBER DOLLARS
TOTAL 59 RRO $157 9N2 292 AN 4736  $138 154 420 R10 54 0R3  $19 746 853 208
ACF A 5RR %35 4R0 280 R9A 2729 %20 792 440 700 2850  $4A7A 940 194
AHCPR 373 $64.305.612 0 $0 373 $64.305.612
AOA 695 $849.592.216 605 $838.799.647 90 $10.792.569
CDC 2.204 $1.925.728.831 61 $179.574.631 2.143 $1.818.580.573
FDA 144 $21 R4A? 729 0 %0 144 %21 R4? 729
HCFA 689 $103.180.260.789 592 $103.158.484.357 97 $21.776.432
HRSA 6.400 $3.395.880.020 408 $1.212.674.078 5.992 $2.183.205.942
IHS 1.108 $503.115.801 57 $442.377.835 1.051 $60.737.966
NIH 39.981 $10.295.685.376 0 $0 39.981 $10.295.685.376
oS 288 K245 773 922 50 %5 N30 NR7 23] €240 742 875
SAMHSA 1.219 $1.951.926.706 234 $1.599.484.678 985 $352.442.028

The dataiin this report reflect awards made during
FY 1998 since FY 1999 dataisin the process of
full reconciliaion. The datawill not necessarily
agree with the FY 1998 or FY 1999 budget and
accounting records (e.g., Medicaid' s accounting
adjusments) for severd reasons. Fird, in some
instances the data for awarded grants reflect, in
addition to current year funds, the reobligations of
prior years funds. Second, costs of furnishing

personnd in lieu of cash are included in the grants
data, but are recorded as personnel service costsin
accounting records. Third, grants jointly funded are
included in accounting records, but are not included
herein unless awards are made by HHS programs.
The number of grantsis a count of projects or
programs recelving grant funds, and is therefore less
than a count of grant actions, since there may be
multiple actions for aproject in any fiscd year.
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HIGHLIGHTS

In FY 1998 HHS awarded nearly $158 billion
in grants, this included both discretionary
awards totaing over $19 hillion, and mandatory
awards totaling $138 hillion.

HCFA, which adminigters the Medicaid
Program, awarded 65 percent ($103.2 hillion)
of the totad HHS grant funds, representing only
1 percent of the total number of grants. ACF
awarded the next highest percentage (22.5
percent, $35.4 hillion) of the totd HHS grant
funds, representing 11 percent of the total
number of grants.

The other ten OPDIV's awarded between 0.01
and 6.5 percent of the remaining 12 percent of
HHS FY 1998 grant funds.

NIH awarded 67 percent (39,981) of the total
number of HHS grantsin FY 1998, which is
52 percent of the discretionary grant funds, but
only 6.5 percent of the tota HHS grant fundsin
FY 1998. Theremaning OPDIVs awarded
between 0.24 and 10.7 percent of the total
number of grants.

The Sx gates recelving the most HHS
mandatory grant funds (in billions) in FY 1998
are New York ($17.8), California ($16.9),
Texas ($8.5), Pennsylvania ($6.5), Ohio ($5.6),
and Florida ($5.3).
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PROCUREMENT MANAGEMENT

In FY 1999, approximately 550 HHS procurement
personnel awarded and administered about
280,000 procurement actions (excluding purchase
card transactions), worth more than $3.7 billion.
Also, HHS obligated an additiona $1.6 billion from
the Medicare Trust Fund for contracts with
Medicare intermediaries and carriers. These
procurement actions and contracts helped to meet
the Secretary’ s god's of ensuring cost-effective
hedlth care and human sarvices, ensuring the
integrity of the Medicare Program; enhancing hedlth
promotion and disease prevention; improving
access to hedth carefor dl Americans, and
providing adequate support for biomedical
research.

Maor procurement accomplishmentsin FY 1999
included the following:

. The Department awarded 170
performance-based contracts and
modifications for atota of $1.99 billion.
This represents about a 70% and 25%
increase in the volume and dollar value of
performance-based contracting - -
respectively - - from the previous fisca
year. Performance-based contracting is
one of the Adminigration’s highest
priorities.

. HHS used purchase cards to conduct over
500,000 micro-purchases.

. The Department submitted itsfirst annud
Commercid Activities Inventory under the
FAIR Act, and set in place a procedure for
responding to chalenges and gppedls.

= HHS used three Electronic Commerce
methodologies - - Internet-posted
solicitations, FACNET and ECWeb to
issue 1,525 dectronic solicitations for
amplified acquisitions and mgor
procurements.

The Department began to conduct Web-
based customer, contractor, employee and
manager surveys under its Acquisition
Bdanced Scorecard. Thisinitiative will
result in an estimated annua cost savings of
$7,000 per contracting office, aswell asa
reduction of between 20 and 30 days of
personnel effort per contracting office.
OPDIV burdens and costs have been
reduced subgtantiadly because printing and
mailing survey instruments and reminder
notices - - aswell as data entry and
verificaion - - are no longer necessary.

Using web-based and JAV A-oriented
technologies, HHS continued to enhance
the query and reporting capabilities of its
Departmenta Contracts Information
Sysem (DCIS). This hasresulted in
improvements to the rdiability, timdiness
and utility of HHS s procurement data, as
well as better support for executive
decison-making. Also, in addition to
sarvicing its OPDIV clients, HHS began to
provide DCIS support to a new customer -
- the Treasury Department - - under a
reimbursable agreement.

The Department’ s Acquisition and Project
Officer Training Program provided
comprehensive, formad training for both
contracting professonals and project
officers. Contracting personnd used 1,780
training dots and project officers used
2,909 training dots. HHS experienced
success with itsinteractive CD-ROM
Project Officer ingructiond module;
initiated the development of atraining
module and knowledge repository on
Performance-Based Contracting; and
developed a course in the high profile area
of Earned Vdue Project Management. The
Department also redesigned its overdl
curricula to reflect anew competency-
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HHS OPDIV Net Outlays: 1990-1999

0 -
HHS Agency EY 1999 E’_/I(LQQQ EY 1998 EY 1997 (g\’_l\lgggog_‘sl)_w% EY 1994 EY 1993 EY 1992 EY 1991 EY 199
Food and Drug Administration 950 0.3% 837 873 865 858 801 733 752 648 553
Health Resources and Services Administration 3,860 1.1% 3,473 3,526 3,960 2,612 2,695 2,467 2,333 1,763 1,594
Indian Health Service 2,193 0.6% 2,145 2,139 1,997 1,975 1,771 1,699 1,522 1,275 1,091
Centers for Disease Control & Prevention 2,428 0.7% 2,409 2,248 2,166 1,785 1,570 1,410 1,198 1,127 1,035
National Institutes of Health 13,802 38% 12,486 11,171 10,209 10,875 10,148 9,532 8,374 7,666 7,492
Substance Abuse and Mental Health Svs Adm. 2,214 0.6% 2,235 1,622 2,084 2,444 2,371 2,667
Agency for Healthcare Research and Quality 5/ 79 0.0% 77 110 81 133 111 84 113 12
Health Care Financing Administration 299,014  83.1% 294,016 285,523 266,164 248,920 225967 205,687 186,743 157,140 139,275
Administration for Children & Families 33,624 9.3% 31,584 31,023 31,023 31,993 31,354 27,545 26,703
Office of the Secretary 377 0.1% 233 206 195 275 221 223 165 159 162
Administration on Aging 879 0.2% 828 828 818 951 859 820 544
Program Support Center 280 0.1% 247 224 240
HHS SUBTOTAL 359,700  100.0% 350,570 339,493 319,802 302,821 277,868 252,867 228,447 169,790 151,202
OASH 1/ 254 233 227 248 219 214
SSA 2/ 346,617 328,028 307,819 285,826 263,143
ADAMHA 3/ 2,865 2,601 2,002
FSA 4/ 17,407  15,23¢
OHDS 4/ 8,093 6,877
HHS TOTAL 359,700 350,570 339,493 319,802 303,075 624,718 581,122 539,379 483,936 438,674

1/ OASH accounts were merged into OS and PSC in FY 1996.

2/ SSA separated from HHS at end of FY 1994.

3/ Three components of ADAMHA were transferred to NIH and rest of ADAMHA became SAMHSA.

4/ AoA separated from OHDS when OHDS and FSA combined to become ACF.

5/ Agency name changed from the Agency for Health Care Policy and Research pursuant to Public Law 106-129 enacted on 12/6/99.

VI-9.1



Department of Health and Human Services
Accountability Report: FY1999

Procurement Management

based, matrix-oriented training approach
(for FY 2000 and beyond).

The Department conducted oversight of
CDC's Nationa Pharmaceutical Stockpile
Program; monitored the selection decision
to use the Department of Veterans Affairs
as a partner; and supported the negotiation
of the interdepartmental Memorandum of
Agreement that underlies the program.

HHS facilitated the trangtion of long-
distance telecommunication services from
GSA’sFTS 2000 to the FTS 2001
program; selected MCl World-Com asthe
Department’ s new long-distance service
provider; and awarded a contract to SAIC
to provide Trangition and Management
Support (TMS) services for the
Department.

On behdf of the Department, NIH
continued to refine HHS s user-friendly
“Contractor Performance System”- - which
gauges the past performance of government
contractors. For example, NIH added a
link to GSA’s“Lig of Parties Excluded
from Federad Procurement and Non-
procurement Programs’. Further, the
systern now has the cgpability to search and
update Project Officer information. Also,
NIH continued to add Federal agenciesto
its customer base.

We will continue to focus on sharing successful
practices that are identified through our acquisition
performance measurement and improvement

sysem.
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ACF
ADD

AHCPR

AIDS

Ao0A
AHRQ

ARC
ASMB

ATSDR

BBA
CAHPS

CAP
CB
CDC

CFro
C10
CIT

CMIA

CMP
COLA
CPA
CPIM
CRADA

CSE
CSRS

DAB

ACRONYMS
Accounts Receivable DBA
Administration for DCIA
Children and Families
Administration on DCFO
Developmental Disabilities DMERC
Agency for Health Care Policy
and Research DPM
American Indians and Alaska
Natives EBT
Acquired Immuno-deficiency EC
Syndrome EDP
Administration on Aging EEPS
Agency for Healthcare
Research and Quality EFT
Audit Resolution Council EPA
Assistant Secretary for
Management and Budget FACES
Agency for Toxic Substances
and Disease Registry FAIRA
Balanced Budget Act
Consumer Assessment of FASA
Health Plans
Corrective Action Plan FASAB
Change Control Board
Centers for Disease Control & FECA
Prevention
Chief Financial Officer FERS
Chief Information Officer
Center for Information FDA
Technology FICA
Cash Management
Improvement Act FFMIA
Civil Monetary Penalties
Cost of Living Adjustment FI
Certified Public Accountant FIB
Consumer Price Index Medical
Cooperative Research and FISS
Development Agreement
Child Support Enforcement FMFIA
Civil Service Retirement
System FMS
Departmental Appeals FORC-G
Board

Database Administrators

Debt Collection Improvement
Act

Deputy Chief Financial Officer
Durable Medical Equipment
Regional Carriers

Division of Payment
Management

Electronic Benefits Transfer
Electronic Commerce
Electronic Data Processing
Electronic Entry Processing
System

Electronic Funds Transfers
Environmental Protection
Agency

Family and Child Experiences
Survey

Federal Activities Inventory
Reform Act

Federal Acquisition
Streamlining Act

Federal Accounting

Standards Advisory Board
Federal Employees
Compensation Act

Federal Employees
Retirement System

Food and Drug Administration
Federal Insurance Contributions
Act

Federal Financial Management
Improvement Act

Fiscal Intermediary

Financial Management and
Investment Board

Fiscal Intermediary Shared
System

Federal Managers Financial
Integrity Act

Financial Mgt. Service

Food Outbreaks

Response Coordinating Group
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FPG
FTE
FY
GAAP
GMRA
GPD
GPRA
HACCP
HCFA
HEAL
HHS

HI
HIPAA

HIV
HRSA
I/T/U
IBNR
IC
ICD
IGA
IGAA

IHS
ITMRA

JFMIP

MCH
MCS
MEPS

MK
MOU
MPARTS

Financial Policies Group

Full Time Equivalent

Fiscal Year

Generally Accepted Accounting
Principles

Government Mgt. Reform Act
Grants Policy Directive

Govt. Performance and Results
Act

Hazard Analysis and Critical
Control Point

Health Care Financing
Administration

Health Education Assistance
Loans

Department of Health and
Human Services

Hospital Insurance

Health Insurance Portability and
Accountability Act

Human Immuno-deficiency
Virus

Health Resources and Services
Administration

IHS, Tribal and Urban
Incurred But Not Reported
Institute and Centers
Institutes, Centers and
Divisions

Office of Intergovernmental
Affairs

Inspector General Act
Amendments

Indian Health Service
Information Technology

Mgmt Reform Act

Joint Financial Management
Improvement Program
Maternal and Child Health
Medical Carrier System
Medical Expenditures Panel
Survey

Market Based (Securities)
Memorandum of Understanding
Mistaken Payment and
Recovery Tracking System

MSP
NDA
NCCAN

NHSC
NIH
OCR
OCSE

0GC
OIG
OMB

OMS

OPEB

OPDIV
OPM

ORB
ORR
OS
OTT
PAR
PDUFA
PMS
PNS
PP&E
PPS
PSC
SAMHSA

SAS

SECA

SES
SCHIP

SFFAS

SM
SMI

Medicare Secondary Payer
New Drug Application
National Center for
Complementary and
Alternative Medicine

National Health Service Corp
National Institutes of Health
Office for Civil Rights

Office of Child Support
Enforcement

Office of General Counsel
Office of Inspector General
Office of Management and
Budget

Operating Materials and
Supplies

Other Post Employment
Benefits

Operating Division

Office of Personnel
Management

Other Retirement Benefits
Office of Refugee Resettlement
Office of the Secretary

Office of Technology Transfer
Program Assistance Request
Prescription Drug User Fee Act
Payment Management System
Projects of National Significance
Property, Plant and Equipment
Prospective Payment System
Program Support Center
Substance Abuse and Mental
Health Services Administration
Statement of Accounting
Standards

Self Employment Contributions
Act

Socioeconomic Status

State Children’s Health
Insurance Program

Statements of Federal
Financial Accounting Standards
Stockpile Materials
Supplementary Medical
Insurance
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SSA Social Security Administration TTRA Travel and Transportation
STD Sexually Transmitted Disease Reform Act
TAGGS Tracking Accountability in VICP Vaccine Injury Compensation
Government Grants System Program
TANF Temporary Assistance for Y2K Year 2000
Needy Families
TROR Treasury Report on
Receivables
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LEGISLATION

FEDERAL MANAGERS’ FINANCIAL
INTEGRITY ACT OF 1982

The Federd Managers Financid Integrity Act
(FMFIA) of 1982, Public Law 97-255, was signed
into law September 8, 1982 to amend the
Accounting and Auditing Act of 1950. It requires
ongoing evauations and reports on the adequacy of
the systems of interna accounting and adminidrative
control of each executive agency.

CHIEF FINANCIAL OFFICERS ACT OF
1990

The Chief Financid Officers (CFO) Act of 1990
focused atention on financid management
improvementsin the Federd Government by
requiring the identification of arespongble officid to
adverse financia management. The law cregted a
framework for financia organizations to focus on
the integration of accounting, budget and other
financid activities under one umbrellg the
preparation of audited financid satements; and the
integration of financial management systems. It dso
requires federal agenciesto prepare a CFO
drategic five-year plan. The Act required 14
Cabinet level Departments and ten major agencies
to establish the position of a CFO who reportsto
the agency head.

GOVERNMENT PERFORMANCE AND
RESULTS ACT OF 1993

The Government Performance and Results Act
(GPRA) which isto be fully implemented beginning
in FY 1999, has placed new management
expectations and requirements on federd agencies
by creating aframework for more effective
planning, budgeting, program evauation and fisca
accountability for Federal programs. The intent of
the Act isto improve public confidence in Federa

agency performance by holding agencies

accountable for achieving program results and to
improve Congressiona decision making by
darifying and stating program performance godls,
measures and costs up front. Federa agencies are
required to implement GPRA through their
processes for strategic plans, annua performance
plans, and annual performance reports. FY 1999 is
the firgt year that annua performance plans are
required. Actua accomplishmentsfor FY 1999 are
required to be reported in FY 2000.

GOVERNMENT MANAGEMENT
REFORM ACT OF 1994

The Government Management Reform Act
(GMRA) amends the CFO Act and expands
requirement for audited financid Satementsto
cover dl programs. It o provides OMB with the
authority to streamline statutory reporting by
Federa agencies, requires the use of eectronic
funds transfer for payments to Federal employees
and beneficiaries, and crestes the Franchise Fund
Pilot program for studying the concept of
government enterprise.

FEDERAL ACQUISITION
STREAMLINING ACT OF 1994

The Federd Acquisition Streamlining Act (FASA)
of 1994 was enacted to revise and streamline the
acquigtion laws of the Federd government. FASA
aso expanded the definition of records, placed
additional record retention requirements, and gave
agencies statutory authority to access computer
records of contractors doing business with the
governmernt.
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DEBT COLLECTION IMPROVEMENT
ACT OF 1996

The Debt Collection Improvement Act (DCIA) of
1996, Public Law 104-134, was signed into law
April 26, 1996. The law’s provisons will enhance
and improve debt collection government-wide.
Key provisons of the Act are:
Enhanced adminidrative offset authority, the
Treasury Offset Program
Enhanced sdlary offset authority
Taxpayer |dentification Numbers required
Generd extension of the Debt Collection
Act of 1982 authorities
Barring delinquent debtors from obtaining
Federal credit
Reporting to credit bureaus
Government-wide cross servicing
Establishment of debt collection centers
Ganshaing
Tax refund offset program
Contracting with private attorneys
Adminigrative wage garnishment
Debt sdles by agencies.

FEDERAL FINANCIAL MANAGEMENT
IMPROVEMENT ACT OF 1996

The Federd Financid Management Improvement
Act (FFMIA) of 1996, Public Law 104-208,
requires that each agency shdl implement and
maintain financid management systems that comply
subgtantidly with Federd financia management
systems requirements, applicable Federa
accounting standards, and the United States
Government Standard Generd Ledger at the
transaction levd.

INFORMATION TECHNOLOGY
MANAGEMENT REFORM ACT OF 1996

Information Technology Management Reform Act
(ITMRA) ensures that the Federd Government
investment in information technology is made and
used wisdly. The law was designed to incresse
competition, eliminate burdensome regulations, and

help the Government benefit from efficient private
sector techniques.

ITMRA requires agencies to develop aforma
process for maximizing the benefits of information
technology acquidtion, including planning,
assessment, and risk management.

The Act created the satutory position of Chief
Information Officer in mgjor Federd Government
agencies. It requires the Office of Management and
Budget, the agencies, and the Chief Information
Officers to improve informeation technology
practices. It requires misson and program driven
drategic planning for information technology. It
requires senior user management guidance to ensure
information technology activities dign with agency
plans and operations. It requires regular
assessments of information technology skills
inventory, skills requirements, and skills
development programs. In short, the ITMRA
requires the development of an effective and
efficient, misson-oriented, user-oriented, results-
oriented information technology practice in each
and every Federd agency.

TRAVEL AND TRANSPORTATION
REFORM ACT OF 1998

The Travel and Trangportation Reform Act of 1998
(TTRA), required Federd employeesto use
Federd trave charge cards for dl payment of
officid Government travel, to amend title 31, United
States Code, to establish requirements for
prepayment audits of Federal agency transportation
expenses, to authorize reimbursement of Federa
agency employees for taxes incurred on trave or
trangportation reimbursements, and to authorize test
programs for the payment of Federal employee
travel expenses and relocation expenses.
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FEDERAL ACTIVITIES INVENTORY
REFORM ACT OF 1998 (FAIRA)

On October 19, 1998, the Federal Activities
Inventory Reform Act of 1998 (FAIRA) was
ggned into law. This landmark legidation requires
federal agenciesto lig activities digible for
privatization and to make thislist avalable to the
public. FAIRA permits prospective contractors and

other interested parties to chalenge the omission of
particular activities from the list. Nevertheless,
athough agencies are directed to review the list,
FAIRA does not actually require agenciesto
privetize listed activities. However, the legidation
directs agenciesto review the activitieson the list
soon after the list has been made available to the
public.
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PROGRAM INDEX

To help the reader who isinterested in specific key program performance and the net cost of those
programsin FY 1999, we prepared the following table. The gods refer to the strategic goals under Section
| of thisreport. The net cost information is extracted from draft and find OPDIV FY 1999 Consolidated
Statement of Net Cogt. Dollars are in thousands.

LOCATION
IN REPORT FY 1999 NET
KEY PROGRAMS OF | SECTIONS COST OF THE ADDITIONAL
OPDIV OPDIVS Torll PROGRAM INFORMATION
ACF TANF Goal 2 $13,718,285
CHILD WELFARE Goal 2 $ 5,663,649
HEAD START Goal 2 $ 5,091,406
CHILD CARE Goal 2 $ 3,395,139
CHILD SUPPORT Goal 2 $ 3,122,518
ENFORCEMENT
AOA CONGREGATE Goal 1 $370,820
MEALS
SUPPORTIVE Goal 4 $315,652 | Eldercare Locator
SERVICES and
CENTERS
HOME-DELIVERED Goal 1 $145,272
MEALS
VULNERABLE Goal 4 $6,729 | Ombudsman
OLDER AMERICANS
AHCPR (AHRQ) RESEARCH Goal 4 $63,195
OUTCOMES
MEDICAL Goal 5 $29,260
EXPENDITURE
SURVEY
CDC INFECTIOUS Goal 1 $ 962,078 | STDs, HIV
DISEASES Goal 5
IMMUNIZATION Goal 3 $ 437,067
CDC/ATSDR ENVIRONMENTAL Goal 5 $ 354,636
AND $ 75,479 | Environmental
OCCUPATIONAL medical
HEALTH monitoring
CHRONIC DISEASE Goal 1 $ 327,880 | Heart Disease
PREVENTION Goal 6 Tobacco
FDA FOODS and Goad 4 $320,680 | Non-prescription
COSMETICS Goal 5 drug labels,
Foodborne
IInesses
HUMAN DRUGS Goal 5 $223,740 | PDUFA
BIOLOGICS Goal 4 $146.666 | Blood Inspections
TOBACCO Goal 1 $21,262
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LOCATION
IN REPORT FY 1999 NET
KEY PROGRAMS OF | SECTIONS COST OF THE ADDITIONAL
OPDIV OPDIVS TorlIl PROGRAM INFORMATION
HCFA BENEFIT PAYMENTS | Goa 3 $315,331 | Medicare,
God 4 Medicaid,
HCFAC, Medicare
Integrity,
Immunization
HRSA HIV/AIDS Goal 3 $1.204.876
PRIMARY HEALTH Goal 3 $1,020,435
CARE
MATERNAL AND Goal 3 $983,948 | Including Healthy
CHILD HEALTH Start
HEALTH Goal 3 $434,440 | Including National
PROFESSIONS Goal 4 Practitioners
Database
IHS CLINICAL SERVICES | Goal 3 $1,024,339 | Diabetes
TRIBAL ACTIVITIES | Goal 3 $102,576
HEALTH CARE Goal 3 $73,546
FACILITIES
CONSTRUCTION
NIH RESEARCH Goal 6 $13,463,299
TRAINING/CAREER Goal 6 $820,831
DEVELOPMENT
FACILITIES Goal 6 $201.139
PSC HUMAN RESOURCES | Section| $7,510
FINANCIAL Section 11 (%$2,380)
MANAGEMENT
ADMINISTRATIVE Section 11 ($2,203)
OPERATIONS
(ON] OPHS Goa 5 $98,892
OCR God 4 $19,314
ASMB Section 11 $147.540
SAMHSA SUBSTANCE ABUSE | Goal 1 $1,287,966
PREVENTION AND
TREATMENT
KNOWLEDGE Goal 1 $516,822
DEVELOPMENT AND
APPLICATION
COMMUNITY Goa 3 $278,241
MENTAL HEALTH
SERVICES
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