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ACCOUNTABILITY OF EDUCATIONAL INSTITUTIONS
FOR FEDERAL FUNDS AND THE EFFECTIVENESS OF
FEDERAL AUDITS

TUESDAY, JULY 17, 1978

Housk or REPRESENTATIVES,
INTERGGVERNMENTAL RELATIONS
ANp Human ReEsources SUBCOMMITIEE
orF THE CoMMITTEE ON GOVERNMENT OPERATIONS,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:40 a.m., in foom
2203, Rayburn House Office Building, Hon. L. H. Fountain (chair-
man of the subcommittee) presiding.

Present.: Representatives L. H. Fountain, Ted Weiss, Mike Synar,
and John W, Wydler.,

Also present: Dr. Delphis C. Goldberg, professional staff member;
Gilbert S. Goldhammer, consultant; and Thomas Houston, minority
professional staff, Committee on Government Operations.

Mr. Founrarn. The subcommittee will come to order.

We are short some of our members momentarily because our parent
committee, Government Qperations, is meeting, The chairman of the
committee is extremely interested in taking action today on a bill to
establish a new Cabinet-level Department of Education.

This subcommittee has had a long-standing interest, extending back
to 1959, in the management of HEW's programs for the support of
health research and training in non-Federal institutions. Those pro-
grams, administered principally by the National Institutes of Health,
are aimed at improving the public health through the conquest of
disease and the development of preventive measures.

While all of us, I am sure, support these goals, the subcommittee’s
past investigations have focused on identifying ways in which these
important programs could be strengthened through better manage-
ment. Numerous hearings were held during the 1960s by this subcom-
mittee, and formal committec reports, based on those hearings and
related staff investigations, were issued in 1961, 1962, and 1967. More
recently, in the last Congress, the subcommittee held hearings to ex-
amine the progress and problems of the national cancer program.

I am pleased to say that significant improvements have been made
in the management of NIH and other Public Health Service grant
programs in response to the subcommittee’s recommendations, The
subcommittee is presently reviewing NIH grant management policies
and practices, and T anticipate that we will hold further hearings on
this subject Tater this year.

()
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The subcommittee’s hearings this week are concerned with a closely-
related matter; namely, how the educational institutions which re-
ceive Federal grants and contracts for the conduct of health research
and other restricted purposes account for the use of those funds. The
hearings will also examine the quality and effectiveness of Tederal
financial audits, which are the principal tool used by the Government
to ascertain that the funds have been spent for their intended
purposes.

I'say “intended purposes” because there seems to be an attitude, often
shared by the bureaucracy, that if the moncy is spent for a nonprofit
})urphose that is contrary to the intent of a grant, it is, nevertheless, a

eﬁitlmnte expenditure. This, of course, is not true.

nstitutional accountability, as measured by Federal audit find-
ings, appears to be a serious and growing problem. Federal agency
nudits of universities and other educational institutions in vecent years
have identified very large amounts of Federal funds which the audi-
tors believe were improperly expended, and even larger expenditures
which the auditors could not verify because of the inadequacy of the
accounting systems and records of the schools involved,

In numerous instances, the audit findings remain a matter in dis-
pute between the parties. Many of the audit disallowances, as well as
subsequent Federal claims for repayment, have persisted for years
without a satisfactory resolution. This, I believe, is an untenable
situation that calls for a speedy solution in the interest of everybody,
particularly the institutions and the recipients of research grants, I
am hopeful that these hearings will clarify the issues and help bring
the universities and the Government together in resolving these prob-
lems, which some observers believe threaten the very existence of the
Nation's research effort.

The amount of money involved is sizable. For example, in fiscal
vear 1978, the Public Health Service alone awarded $414 billion in
grants. and an additional $966 million in contracts, just a little bit
below the entire national budget when Franklin Roosevelt came to
office. More than half of those grant dollars went to academic
institutions.

The subcommittee will take testimony this morning from the Gen-
eral Accounting Office, an agency of the Congress, and from two
research scientists who have had persoaal experience with the man-
agement of NTH grant funds in major universitics. On Wednesday
and Thursday the subcommittee will take testimony from officials of
the Department of Health, Education. and Welfare and the Office of
Management and Budget, as well as from spokesmen for the academic
institutions and the research community. )

Our first witness this morning is Harold L. Stugart, Deputy Di-
rector of GAO’s Financial and General Management Studies
Division, .

Mr. Stugart, we are pleased to have you with us. We appreciate
the work which you and your colleagues are doing in_the GAQ in
connection with the subject matter of these hearings. We would be
pleased to hear from you at this time.
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STATEMENT OF HAROLD STUGART, DEPUTY DIRECTOR, FINANCIAL
AND GENERAL MANAGEMENT STUDIES DIVISION, GENERAL AC-
COUNTING OFFICE; ACCOMPANIED BY GEORGE L. EGAN, ASSOCI.
ATE DIRECTOR, FINANCIAL AND GENERAL MANAGEMENT
STUDIES DIVISION; CLIFFORD MELBY, AUDIT MANAGER, PRO-
CUREMENT AND SYSTEMS ACQUISITION DIVISION; AND
MATTHEW SOLOMON, ASSISTANT DIRECTOR, HUMAN RESOURCES
DIVISION

Mr. Sruearr. Thank you, My, Chairman.

Mr, FouNrain. Please introduce your colleagues who are with you.

My, Srvaarr. T would be happy to do that.

On my right it; Mr. Clifford Melby, who is an audit manager in our
Procurement and Systems Acquisition Division, He was the principal
auditor on a 1978 report issued by GAQ on “Federally Sponsored
Research  at Edueational Institutions, a Need for Improved
Accountability,”

On my left is Mr. George BEgan, Associate Divector of the Financial
and General Management Stodies Division, He is responsible for
all of our work involving audit standards and auditing in other
agencices.

It is n pleasure for me to be here this morning to represent the

Jomptroller General at this very important hearing on the Office of
Management and Budget’s Circular A-21, Cost Principles for Edu-
cational TInstitutions, ‘

I would like to relate the revised Cirenlar A-21 to some recent
andit work that GAO has done that looked at accountability of edu-
eational institutions receiving Federal grants and contracts,

GAO has always supporfmTHw need for maintaining accountability
for public funds regardless of how or to whom they ave made avail-
able. The Comptroller General vecently addressed this issue in a
speech before the National Graduate University’s 19th Institute on
Federal Research Grants, T understand that this speech will be in-
serted in the vecord but T would like to emphasize just a few of the
points he made.

Public pressure for accountability in Government has increased
significantly in recent years. This pressure for financial accountability
applies to all programs of the Government, and colleges and univer-
sities are not any different than any other institutions which receive
public funds—in other words, public money must be accounted for.
Public pressuve for fiscal accountability of funds made available for
university rescarch is especially called for because the public often
has little understanding of what the research actually entails. Fiscal
controls at least offer some degree of assurance that funds are being
used as intended on authorized rvesearch, )

We recognize that precise, uniformly categorized accounting sys-
tems may not be appropriate for university research, with its emphasis
on individual autonomy. The key issue in our judgment, however, is
how to assure appropriate stewavdship for Federal funds spent in
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support of research without imposing excessive controls, direction,
and administrative burden on research grantees. i

There is an equal need for university cognizance and nnderstanding
of the Government’s rola with respeet to accountability for public
funds. University officinls also need to thoroughly appraise their pres-
ent financial procedures to assure compliance with existing Federal
requirements, as well as to present university views concerning pro-
posed changes to these requirements. Mutual cooperation between the
universities and Federal agencies is a must if acceptable solutions to
accountability are to be found.

I would like to discuss just briefly OMB’s revisions to Civeular
A-21. OMB’s revised Circular A-21, Cost Principles for Educational
Institutions, issued in February 1979, provides specific principles on
distribution methods, identification and assignment of indivect costs,
and standards for selected items of costs. However, this civeular, like
its predecessor, merely establishes the principles for determining costs
applicable to grants, contracts, and other agreements with educational
institutions,

Consequently, for the civeular to be effective the accounting prac-
tices of the individual eduecational institution must support the ac-
cumulation of costs as requirved by the principles, and must provide for
adequate documentation to support coste charged to grants and
contracts,

In addition, the cognizant Federal agencies involved in negotiating
indirect cost rates and the auditing of them must assure that institu-
tions are generally applying the cost principles on a consistent basis.

In the past the accounting practices of some educational institutions
did not support the accumulation of costs chargeable to Federal grants
and contracts as required by the principles., Our review of the effec-
tiveness of HEW’s auditing of these costs charged by educational in-
stitutions disclosed this problem as one of the factors impacting on
the effectiveness of such audits.

The provisions of the circular become effective October 1, 1979, and
institutions are required to implement them as of the start of theiv
fiscal year beginning after that date. We, along with other Federal
agencies, were consulted on the provisions of the circular before its
issuance. We believe that if the provisions are properly implemented
and coupled with effective auditing, they should provide the degree of
accountability of public funds needed to insure that the Federal Gov-
ernment bears its fair shave of total costs of research.

Now I would like to discuss briefly a recent review we made of Fed-
eral audits of funds made available to institutions of higher educa-
tion. In fact, I was informed that the Comptroller General signed the
report this morning. It had been made available in draft to this
subcommittee.

Bach year the Federal Government provides financial support to
over 2,500 institutions of higher education in the form of grants and
contracts for research and development. facilities and equipment,
fellowships and traineeships. and general support. During fiseal years
1974 through 1976 Federal support amounted to about $14.4 billion
and was provided by 14 Federal ageneies ineluding the Departments

-y

of Health, Education, and Wellave: Agriculture; Defense; Energy:
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the National Science Foundation; and the National Aeronautics and
Space Administration,

Under a cross-servicing arrangement, HEW is responsible for audit-
ing Federal funds provided to almost all of the 2,500 institutions and
for providing the results of these audits to the sponsoring agencies.

e evaluated the results of audits made during fiscal years 1974
through 1976 at the 20 institutions that reccived the most Federal
support during fiscal year 1975 and for which HEW was assigned
auditing responsibility, These 20 institutions received over $3.7 billion
of Federal support, during the three fiscal years. Our primary objective
was to determine the adequacy of HEW’s audit coverage of Federal
grants and contracts administered by these institutions.

Although HEW devotes a substantinl portion of its auditing re-
sources to auditing Federal funds administered by institutions of
higher education, we concluded that some of the audits are not as
effective as they could be because:

One, they were not timely.

Two, the auditors in some cases could not, because of an inadequate
university accounting system, render an opinion on the allowability
of costs charged to Federal grants and contracts—we think this is an
important factor beeause it gets right to the heart of accountability.

Three, characteristics of a quality audit with respect to scope of
caverage, sufficiency of evidence, completeness of reporting, and super-
vision of staff were lacking in some instances.

To be effective and of maximum use to management, an audit must
be timely; that is, it must be conducted with reasonable frequency.
The Oftice of Management and Budget has defined reasonable fre-
quency as annually, but not less frequently than every 2 years. How-
ever, we found that some institutions are not audited that often, and
others may not be audited at all.

For example, the Audit Agency’s Denver office is responsible for
auditing approximately 75 institutions. Although it had established
a 3-year cycle for auditing the larger institutions, between 1970 and
early 1977, it had performed direct-cost audits at only 13, or about 20
percent, of its assigned institutions.

Similarly the New York regional oftice is responsible for auditing
approximately 300 institutions, about 100 of which have appreciable
amounts of research funds. A regional ofticial told us that because of
other priorities, only two or three direct-cost audits can be performed
in any one year.

Similar statistics could be cited for the Chicago and Boston regional
offices. '

Some of the Audit Ageney’s audits are not as effective as they conld
be becaunse, as a result of inadequate university accounting svstems,
HEW?’s auditors are unable to determine the amount of unallowable
costs charged to Federal grants. In such situations the auditors are
forced to simply report that they cannot render an opinion on the
allowability of the funds. Tn some cases, the amount of the funds on
which the auditor could not. render an opinion was significant.

For example, we reviewed a direct-cost audit for one university
that covered three fiscal years between July 1, 1972, and June 30, 1975,
During this period the university admimstered over $111 million in
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Federal grants and contracts, In its final report the Audit Agency
stated that the university could not adequately support personal serv-
ice costs of $53.7 million charged to Federal grants and contracts be-
cause such charges were based primarily on budget estimates and an-
ticipated efforts of the researcher rather than, as required by Federal
regulation, on after-the-fact certification of the charges by knowl-
edgeable personnel.

As a result, the Audit Agency was unable to render an opinion on
the allowability of the costs, Because this audit did not reach a con-
clusion on the allowability of 48 percent of the andited funds, there
is no certainty that valid charges were made to Government grants.

Again, this problem was not limited to one university. At another,
the Audit Agency reported that it could not render an opinion on
the propriety of $34 million of salaries and wages charged to Federal
gr’?nts and contracts during the period July 1, 1969, through June 30,
1972,

The report on a third stated that an opinion on the allowability of
approximately $58 million in payroll charges to grants and contracts
during the period July 1, 1971, through June 30, 1975, could not be

ex%rhessed.

e magnitude of this problem can be seen in the Audit Agency’s
fiscal year 1977 statistics, During that year, it audited $1.2 billion in
Federal grants and contracts to institutions of higher education. The
Agency reportad that of the $1.2 billion audited, expenditures of $419.7
million were not adequately documented. Stated another way, the
Audit Agency believed that 35 percent of all expenditures it audited
wero not properly documented.

Officials of the Audit Agency informed us that they were seriously
concerned about their ability to render an opinion on the allowability
of cost items because of inadequacies in the accounting systems of some
educational institutions. In fact, the Assistant Inspector General for
Auditing informed us that HEW is considering the feasibility of im-
posing sanctions when institutions do not g¢orrect system deficiencies
brought to their attention that would require auditors to disclaim an
opinion on the allowability of charges to Federal grants,

The last problem discussed in our report is the quality of HEW
audits of universities, In this regard, all auditors are guided by audit-
ing standards concerning the quality and scope of audit efforts and the
characieristics of a professional and meaningful audit report. Stand-
ards are used as both a guide for and a measure of the quality of audit
performance. Thus, auditing standards are the key to audit quality.
The American Institute of Certified Public Accountints—AICPA—
and the Comptroller General of the United States, have issued sepa-
rate statements of anditing standards.

The AICPA standards apply to those audits that are made to ex-
press an opinion on an organization’s financial statements. The extent
of testing of accounting and related records is determined by the audi-
tor, based on professional judgment and experience.

The Comptroller General’s standards incorporate AICPA stand-
ards, but require a broader inquiry into grantee compliance with Fed-
eral laws and regulations than is required by the AICPA standards.
In evaluating the quality of HEW’s audits of institutions of higher
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education, we used the GAO standards because Federal audit policy
requires that audit performance be in line with those standards.

We found that HEW’s audits of Federal funds administered by
institutions of higher education are not always as effective as they
could be because they lacked some of the characteristics of a quality
audit with respect to such matters as audit scope, amount of evidence
gathered, the completeness of audit reports, and supervision of audit
staff, This, of course, lessened the usefulness of the audit results.

We recognized that a shortage of audit resources has significantly
contributed to these shortcomings and thus recommended that the
Inspector General assess the priorities to which his audit staff is as-
signed to see if additional effort could be devoted to university audits.
To some extent this would take care of the audit eycle problem.

In addition, we recommended that the Secretary of HEW :

One, establish a cycle for auditing the institutions assigned to it
that will result in more timely audits.

Two, audit in sufficient depth to establish the allowability of costs
claimed by institutions.

Three, Insure that audits are conducted in accordance with the GAO
standards. e

: In response to our report, the Inspector General of HEW stated
that :

One, the Department has not been able to implement a firm cycle
for auditing institutions of higher education because of insufficient
andit resources.

Two, the Audit Agency will continue to try to develop effective
“extended” audit procedures to close the “accountability gap” created
by unauditable university systems. .

Three, the Audit Agency will provide new policy guidance on audit
technicalities to improve future audits. '

He also said that recently, additional andit work has bheen done or
scheduled at four universities.

Relative to the accountability gap, the Inspector General said that
HEW lias a major program of reform underway to include, one,
simpler Federal regulations without loss of safeguards; two, improved
procednres for the prompt resolution of audit findings; three, early
audit veview service on proposed changes in institutions’ accounting
systems; and four, sanctions against institutions and individuals when
corrective actions ave not taken in a reasonable time period.

In summation, we believe that the implementation of A-21, coupled
with timely and effective auditing and reporting, should provide
greater accountability of public funds at educational institutions.

This concludes our preparzd testimony. Mr. Chairman. I would
be happy to take any questions you might have at this time.

Mr. Founrain. Thank you very much, Mr, Stugart, for a very in-
formative statement,

Before we hegin our questioning, I wonld like to take this oppor-
tunity to place in the vecord a paper by Comptroller General Staats,
to which you referred in yonr statement. This paper is entitled “Fed-
cral Reseavch Grants: Maintaining Public Accountability Without.
Inhibiting Creative Researvch.” Tt appeared in Science, volume 205,
July 6, 1979,

[The article referred to follows:)




Federal Research Grants

Maintaining public accountability without
inhibiting creative research

Finding an appropriate working defini-
tion of accountability for public funds
used (0 suppurt busic research ut univer-
sities is a matter of great importance.
This topic curvently is eliciting wide in-
terest and kindling very strong reactions
in concerned parties, In this article [ wilt
describe the necessity for both account-
abitity and the freedom essential to crea-
tive research, Although U will focus on
university research, many of the same is-
sues arise in relition (0 other mstitutions
performing research, development, dem-
onstrations, training, or other services
under federal grants,

introduction

Few peuple, | believe, would question
that science and technotogy have made
basic contributions toward meeting so-
cietal peeds. In almost every sector of
our economy, almost every aspect of out
modern lives. science and technology
have major impacts. This was appropri-
ately stated by President Carter in his
Science and Technology Message to
Congress on 27 March:

We look to the fruits of science and tech-
noiogy o improve our health by curing illness
and preventing disease and disability. We ex-
pect science and technology to find new
sources of energy. to feed the wor}d s growing
population, to provide new toois for our na-
tional security, and to prevent unwise appli-
cations of science and technotogy. The health
of our cconomy has been especially tied to
science and technology: they have been key
factors in seneﬂling growth, jobs, and pro-
ductivity through innovation. Indeed, most of
the great undeﬂakmgs we face today as a na-
tion have a scientific or technological com-
ponent.

Whether short- or long-term in its ef-
fects. basic is the fund i

Elmer B. Staats

search has been recognized by the feders
ol govermment, as shown by the follow-
ing three trends:

1) From 1960 10 1978, fcderdl spend-
ing for basic research has almost tripled
(in gonstant 1972 dollars) from around SI
biflion' to approximately $2.8 billion.

*2) During this time, the importance of
the universities as performers of basic
research has increased greatly, In 1958,
universities performed 32 percent of all
U.S. basic research. This figure rose to
52 percent by 1978.

3) Finally, in 1978 the universities de-
pended on the government for 72 percent
of total university support for basic re-
search and, on the other hand, 54 per-
cent of total federal funds spent on basic
research was used to support basic re-
search at universities.

1t is thus apparent that the federal gov-
ernment and the universities have bLe-
come very dependent on one another for
the performance and support for our na-
tion's basic research. However, there
are signs of stzain in this partnership. A
report entitled The State of Academic
Science (1} has recently fonnd sub-
stantial anxiety in the research commu-
nity over the futuie of this relationship.
The National Science Board's Science at
the B:cemenmul {2) also revealed the

g i Last N ber, Je-
rume Wlesncr. president or the Massa-
of T logy. gave

an address in which he expressed **grave
concerm thal the basnc federal-academic
.is dering. . .. {I]t
has begun to de(cnorale and Come apan
so0 badly that we have reached a point of
crisis that could see the effectiveness of
this. nation's major research universities
seriously curtailed at a time when it sore-
ly needs to be enhanced."”
In ition of the importance of

seed for scientific and technojogicat ad-
vancement. The importance of basic re-

these tensions, an independent National
Commission on Rescarch created in Oc-
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tober 1978 is taking an in-depth look at
the issues involved. A major point of
contention und area of study of the com-
mission is the determination of an appro-
priate operating definition of account-
ability. The fundamental ditemma here is
how to achieve adequate accountability
for public funds without i |mpusmg exces-
sive controls, ion, and
tive burden on rescarch grantees, which
would inhibit freedom of intellectual in-
quiry and efficient performance of re-
search. Although much concern has
been expressed about this issue, at this
time there is insufficient evidence to de-
termine the magritude of the problem.
As u first step toward improving the
relationship between the federal govern-
ment and the universities, there must be
discussion and undecstanding between
sponsors and petformers., Each must
recognize how the other operates, the
degree of flexibility. the pressures and
constraints, and so on, With this in mind,
[ will now briefly describe important at-
tributes of the research process and then
of the need for federal accountability,
with particular emphasis on what ac-
countability means in various contexts.,

The Nature of Academic Research

There are several characteristics of
university basic research wwhich are rele-
vaal to a discussion of cocountability
and which [ believe need to be under-
stood. [ would like to summarize some of
those characteristics now 10 provide
context for my remarks.

The pluralism so endemic to the way
this countey suppurts and performs sci-
ence and technology is especially char-
acteristic of research universities. Not
oaly is each university an independent
entity, but ils research is performed in
independent. departments, which, in
turm, are composed of individual, auton-
omous researchers. The structure and
organization of this environment are gen-
erally nonhierarchical and tend to be
loose and fexiple with much autonomy
of the individual parts.

The keystone of the research process,
however, is the individual researcher or
the generally small group of researchers
who perform the work. The process of
investigation itself, like the overall *'cli-
mate,” is characterized by a lack of hier-
archy. The researcher conceives, di-

“The authoe is Cnmplmller Gcneul of the United
States, Washington, D. 548, This anicle is

‘on an address to the N-unn;l Graduate Uni-
versity's Iilh {nstitute on Federal Funding, Wash.
ington, D.C., 10 Apnil 1979,
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rects. performs, and publishes his work,
often in conjunction with graduate stu-
dents, who are essentially practicing up-
prentices, He is his owr director, his
own boss. He has a heighlened sense of
self-reliance and auvtonomy. and this
serves as crucial motivation for his
work. As a consequence, a researcher
will be particularly sensitive to any ex-
ternally imposed constraints on his time
and investigative effort.

In fact. such automony has come to be
viewed by many scientists, as weil as
nonscicntists, as necessary to. scientific
excellence. 1t has, however. served us
well: our science and technology effort
has been-a prodigious success by any
standards.

This situation has been strongly en-
ci- waged by the type of financial support
the government has provided for basic
research, Project grant funding began its
development in various private founda-
\ions before World War 1. After the
war, it was adopted as a special type of
government contract which recognized
the need to aveid detailed and short-term
political contro} of research. 1 will return
10 the unique status of grants in a mo-
ment, Peer review remains the primary
system for selecting proposals to be
funded. This system is an ovigrowih of a
fundamental type of accountability to
which all scientific research is subjected:
there is an intensive scrutiny that scien-
tists uim at euch other's work, 4 contin-
ual testing und retesting of experiments,
deas. and theories that is the rite of pas-
sage for all research. This type of scru-
tiny is the way scientists establish the re-
tiability and supportability of their work-
ing methods and results. Peer review
represents -an instilutionalized form of
this and is essentinlly 2 scientific method
of accounting for research, reviewing
science on its own terms,

Despile recent criticism, it uppears. in
principle, to be the hest way we know to
determine which reseurch most merits
support. In general 165ms, peer review is
the methad by which the gavernment is
accountable to the public for its selection
of science 10 support. However. there
ure other types of accountability which
are integral to federal sponsorship of re-
search. . .

The Government’s Role in Accountability

This brings me ta discussing the gener-
al characieristics of the government's
ponition with regard o uccountability.
As we are all aware. the government. as
the steward of public monies entrusted

& JULY 1y

1o it. ucts as sponsar for aclivities which
will enhance our quality of life, I is in
the broadest 1erms accountable to the
public for engaging high-quality services.
Such bility is very lex and
invalves several separate facets: the
need to be responsible for selection of
tha performer, and to ensure that the ap-
propriate procedures or methods are
used by the performer. that the resulling
service is of acceptable guality and
meets a recognized need, and rhat the
public funds are spent in accord with the
terms of the contract,

I would like to emphasize that the bas-
ic intention of a research grant is 10 sup-
port, not to procure in the sense1hal one
procures hardware, 1t inhereptly in-
volves u long-term view, in thai il sup-
ports and encourages effort which is
characterized by its perennial and unspe-
cific potential for social benefits, not by
its ability 1o generate specific products or
services, In the context of government
support, sciemific research is a particu-
{arly unique and esoteric endeavor. Its
primary form of accountability—peer re-
view—reflects thi- uniqueness, Peer re-
view still appears to be the best method
of uccounting for the substance of scien-
tific research. as opposed o other as-
pects, such as the finances,

Most of the controversy focuses pri-
marily on financial accountability. Fi-
nancial accountability is concerned with
monitoring whethzr funds are spent for
their intended, agreed upon . purpose.
The government carries a Slrong man-
date from the public 1o ensure that public
funds are spent as intended without di-
version, waste. or fraud, .

Recently. public pressure for account-
ubility in government has increased $ig-
nificantly, ‘This pressure can be altrib-
uted to several factors,

1) As continuing  inflation makes
people more aware of their personal bud-
get limitations, more public attention is
given 1o haw tax dollars are spent, This
is best reflected in initiatives 1 limit tax-
ing authority and public expenditures.

2} There uppears to be increasing pub-
lic misteust of large institutions. This is
due in major part 10 exposures of cire-
lessness and instances of outright fraud.
This mistrust is not diminished by argu-
ments that shese inslances may represent
only a_minor percentage of public ex-
penditures,

3) There also has been increusing
tightening of federal spendirg, which in-
cludex cenain cuts in the hudget. Con-
seguently, there is greater competition
for increasingly scurce Tunds.

4} Relited 10 this budget tightening

und compelition over funds is un increas-
g degree of congressional oversight of
federal programs. .

‘This pressure for financial account-
ability applies to all programs of the gov-
ernment, in aj instances where the gov-
ernment has ctewardship for public
funds. Universities are not different from
other institutions that receive public
funs—public money musl be accounted
for. Public pressure for fiscal account-
ability for university rescarch is tspe.
cially callcd for since the public under-
stands little of what the research actually
entails. Fifcal controls at least offer
some degree of assurance that funds are
being used as authorized on research.

In addition, as I previcusly meationed
in describing the research process. the
other major form of accountability. that
for the substance of the expenditure, is
already taken aut of the pudtic domain by
the peer review system, which is in2ermnal
to the research process. it therefore
stands 1o reason that the public re-
quires increased fiscal accountability
for university research in order 10 re.
1ain some check on public research ex-
penditures.

This very real, and frankly legitimate,
demand for strong accountability pre-
sents a major challenge to the university
community. as well as (o the federal gov-
ernment. Precise, uniformly cutegorized
accounting systems may not be appropri-
ale for university research. with its em-
phasis on individual sutonomy. The Key
issue is how 10 ensure appropriate stew-
ardship for funds speat in support of re-
search, without imposing excessive con.
trols, direction, and administralive bur-
den on research grantees. 1¢is in the best
interests of hath the government and the
universities to guard against the imposi-
tion of excessive controls. which would
restrict the reseurch freedom and auton-
omy and thus affect the performance of
research,

What the Federal Government and
Universities Must Do

The federal gavernment must continue
to pravide mujor support for basic re-
search in both natural und socia) sci-
ences und the engineering disciplines.
Sponsors must recognize thal the very
nature of basic research is fong-term und
exploratory, with litlle or no assurince
of predeiermined positive resuits, While
iU 15 necessiry 10 dssure Wise and wc-
countable ¢apenditure of public funds,
we in the governmen! should seek whys
to fulfill this need without inhibiting free.
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‘dom of intellectual inquiry and risk-tak-
ing.

I believe that the government should
establish a long-term plan for i

10

tent, well managed. and fair. and that
adequate records are kept of the review
process. The agencies must also fulfilt
their responsibility for financial account-

in basic research. In addition. | believe
that it is importunt to provide a stable
base for funding from year to year. As
longer-range pians are develop+d, Con-
gress should also consider greater use of
multivear and advanced funding meth-
ads for basic research and other selected
R & D efforts which require more thar |
year to complete, [ stated these views in
my testimony in April before the House
Committee on Science and Technology.

{ am pleased by the Carter Administra-
tion's support of basic research. James
Mcintyre, director of the Office of Man-
agement and Budget, and Frank Press.
director of the Office of Science and
Technology Palicy. wrote a memoran-
dum to the heuds of departments and
agencies last summer (o advise them of
the *'need for providing an adequate fev-
el of basic reseurch support™ despite the
constraints of budget ceilings. The letter
stated. "1t is the policy of this Adminis-
tra 4on to assure effective support of bas-
ic or long-term research, particularly to
peovide a better basis for decision-mak-
ing or for dealing with long-term nationat
problems.™

We in the federal government, in re-
gard (o basic research, must understand
that fiscal accountability is only a means
of wnsuring that research is carried out.
Such accountability is not an end in it~
self. With this in mind. the government
needs to review how standards for ac-
countability are affecting university ce-
search, We need to recognize the unique
needs of the universities—that account-
ing standards developed by the govern-
ment for nonacademic institutions may
not be appropriate for uniform apgli-
cation to universities. Thus. account-
ability must be achieved in such a way as
to minimize controls and time-consim-
ing administrative procedures, which
can detract from research, [ might add
that it may be coastructive for the gov-
emment to treat general health, safety.
and equat employment opportunity regu-
lations pertaining to univessities in the
same perspective—these  regulations
should be examined in light of their im-
pacts on research and applied so that
their adverse effects are minimized.
while they meet the needs for which they
are intended.

in administering grants for basic re-
search. individual federal agencies must
exercise sufficient oversight to ensure
that the peer-review system is consis-

ability and monitor grant expenditures to
ensure that the funds are expended for
the purposes intended.

On the university side, it seems that
several things are needed. First, al-
though [ have to some degree empha-
sized the unique position of nniversity
research and the importance of govern-
ment officials recognizing this. there is
an equal need for university understand-
ing of the governmient's role with respect
to accountability. There must be cogoni-
zance of the general need for public ac-
countability in our democracy, as well as
the growing pressures for this and how
such press res affect govérnmentat rela-
tions. In general. there is a need for
adaptubility to a chunging context:
simple advocacy or looking back on
former times as a “*paradise lost™ will
not serve this need .
7Second. there is a need o sit down
with federal officizis in the attempt to
forge greater tutus! understanding, Uni-
versity officials and researchers should
explain their own special requirements in
light of the fact that they, like other per-
formers under government sponsorship,
are not unique to the point of requiring
exemption fiom fiscal accountability,
The intention must be mutual coopera-
tion so that acceptable solutions to prob-
lems of accountability can be found. An
important step in this direction has been
taken by the National Commission on
Research in its creation of a sub-
committee concerned with this subject.
This subcommittee is doing an extensive
review of both government and unjversi-
ty views on accountability, and I, along
with members of my staff, have met with
them and discussed some of the issues
involved,

More specifically, university officials
need to thoroughly appraise their present
finasicial procedures to ensure com-
pliance with existing federal require-
ments, as well as to present university
views concerning proposed changes to
these requirements.

Also, it might be helpful for university

fations and professional societies to

Wt the General Accounting Oftice
Is Doing in this Area

The General Accounting Office has a
great intereat in the issues refuted v bas-
ic resenrch. Relited work currently in
progress, or being planned includes the
following:

1) A review. in draft, of the adequacy
of Health, Education. and Welfare wudits
of the 20 academic institutions that re-
ceived the most federal support during
fiscal year 1975, and for which HEW was
assigned auditing responsibility.  This
federal  support included funds for
R & Das weil as for facilities and equip-
ment, feltowships and traineeships, and
other general funding. A lentative con-
clusivn is that some of the aadits are not
as effective and timely as they could be.

2} A review, in draft, of indirect costs
of heaith research, how they are comput-
ed. and why they are increasing so rapid-
ly. Data were obtained from the ane'ysis
of questionnaire responses from 444 fed-
eral graniees and from interviews at 14
grantee institutions. This review ex-
plains why indirect cost rates cannot be
meaningfuily compared among grantees
and demonstrates inconsistencies in the
prnciples and practices used (0 make in-
direct cost determinations.

3) A swudy, in progress, of reseurch
proposal review and monitoring of grants
to universities by the National Science
Foundation and the National Instittes
of Health to determiné how well the peer
review system assesses scientific ace
countability and whether grant mon-
itoring by NSF and NIH is effective. For
this study, we will examine 75 grants.

4} A study, being planned, which will
examine federal policies and institutional
relationships affecting government-in-
dustry-university cooperation in the area
of basic rescarch. This study will include
an examination of foreign experences in
this area.

in conclusion. there is a great chal-
{enge to ull of us 10 find a means of ensur-
ing accountability for money spent on re-
search without choking off creativity.
This challenge must be met by a collabo-
rative effort between universities and the
government to make certzin that the
U.S. capability for basic research is

Lo

promote greater public under ding of
the natwre and importance of scientific
rescarch, and of the ceatral cole of nu-
tonomy in its continued excellence.
Again, rather than stressing the unique-
ness of university research, focusing on
what it needs to operate optimally is
needed,
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Mr. FounTain, On June 15,1979, Mr. Stugart, the General Account-
ing Office issued a report to Congress entitled “Grant Auditing, a
Maze of Inconsistency, Gaps, and %)uplica,tion that Needs Overhaul-
ing.” I assume you are familiar with that.

Mr. Stuaart. Yes, sir.

Mr. Fountain. The report states that Federal grants will total
about $85 billion in 1979. That is a staggering sum. At this hearing
we are primarily concerned, however, with grants and contracts
audited by HEW in institutions of higher education. Is that report
applicable to HEW’s auditing activities in educational institutions?

Mr. StueART. It is to a degree. However, this is one area of auditing
wherein the Office of Management and Budget has assigned HEW
specific responsibility for all audits of Federal funds going to uni-
versities. Therefore, it is the cognizant agency.

One of the emphases of that veport is that OMB do more of that and
assign cognizance to grantees at the State and local level, so that there
are not a half dozen auditors coming in at varying times during the
year and conducting audits of just their agencies’ small part of the
action.

Mr. FounrtaIN. Are you in a position to state whether or not HEW
grant auditing is included in the characterization made by GAO;
namely, a maze of inconsistency, gaps, and duplication that needs
overhauling ?

Mr. Stucart. Mr. Egan might respond to that.

Mr. Ecan. When. we looked at that agency, we looked at many Fed-
eral agencies where grant auditing was done, FLEW being one; HEW,
Community Services Administration, Department of Labor, Com-
merce, Interior, et cetera. They are part of the overall evaluation of
that report.

Mr. Fountain. The HEW Audit Agency is the principal auditing
agency for grants and contracts to educational institutions, but many
audits of colleges and universities are made by other agencies such as
the Defense Contract Audit Agency. Do all Federal audit agencies
use a standard audit guide? Are their findings of equal validity?

Mr. Stucart. No, sir, they do not. That was another problem
addressed in that particular report. We are concerned that the number
of audit guides is proliferating. There are some 50 of which we are
aware that are being used for various and sundry grants.

We have undertaken a major effort in our office, along with the Office
of Management and Budget, to come up with a single audit guide that
Federal agencies, State auditors, or local auditors can use to audit
Federal funds flowing to a State or local jurisdiction.

Mr. FounTain. Do you think it would be possible and practicable te
have a single standard audit guide?

Mr. Stucart. We think that is very possible, at least a guide that
would be a central document for use in an audit. There may be a need
to supplement it with an errata sheet here and there, but we are
definitely convinced that is nceded.

Mr. Founrtain. How do you account for the fact that some 50 dif-
ferent audit guides are available?

Mr. StueArT. One of the reasons that we are given is that those audit
guides ave often written to not only meet the requirement of the audit
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standards but to meet the needs of agency program people and to cover
specific program aspects that the program managers have a desire for.
That is one of the reasons. ) )

Mr. FounTain. Do you know how these Federal audits compare in
quality, validity, and consistency with audits at educational institu-
tions made by private accounting firms? )

Mr, Stucart. To my knowledge, we have not made that comparison.
We recently did a review of the quality assurance of Federal agencies
of CPA audits. We had some problems there, but we have not made a
comparison of the two.

Mr. Fountain. In your opinion, are there any practical alternatives
to the audit as a means of encouraging and securing the proper use of
Federal funds by the universities; that is, that the funds are used for
the purposes for which they were awarded ? ]

r. StucarT. We think there will always be a need for a certain
amount of auditing, You can never eliminate auditing entirely, It is
part of the control system used by management to gain accountability.
We do not think you can eliminate the need for accountability, We
recognize the need for academic freedom and research, but there 1s also
a clamoring by the public of this country for accountability over the
Federal dollar. '

Mr. Wyprer. Would the gentleman yield ?

Mr. FouNTain. Yes.

Mr. WypLer. The question you have to ask yourself is whether it
pays to spend taxpayers’ money to conduct audits that are eventually
useless other than maybe for the fear factor they may create in the
minds of the institution? What you have testified to here is that all the
results of the audits tell you is that there is a great deal you do not
know. That is what I summarize out of the material.

If you conduct an audit and say you really do not know what hap-
pened to 50 percent of the money, I do not think that is worth any-
thing, personally. The question is do you just keep conducting these
kinds of andits because you are able to say to people, “We are audit-
ing,” when in effect you are not really auditing effectively ? What is the
use of it?

Mr. Stucarr. I agree.

Mr. WyprLEr. That is the bottom line to me, It is not just that we are
going through the audit procedure and we are going to have twice as
many audits this year as we did last year. What difference does it make
unless the audits mean something when you conduct them? {

Mr. Stueart. I would agree 100 percent, sir. One of the things I
pointed out in my statement was that there is a need for improved
audits but one of the ways for being able to come up with a better audit
is some standard of accountability which an auditor can measure
against to make sure that the Federal Government is getting what it
contracted or made the grant for.

Mr. Fountain. T think that is probably what will come out of these
hearings. You cannot audit something that is not there. The question
is how do we bring about better anditing systems and, thns, account-
ability within the institutions themselves.

In order to be absolutely clear on the meaning of the last sentence on
page 2 of your statement, to whom does your term “research grantees”
apply ? Ts it the university. or the principal investigator?
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. Mr. Stucart. Under the current organization of university research,
1t would have to be the principal investigator, but in terms of account-
ing we feel that the university has a role to play, too, because they are
involved. The way the research is conducted is pretty much up to the
principal investigator,

Mr. Fountain. I think our hearings will disclose, based on the infor-
mation we already have, that in many instances the principal investi-
gator does not have the slighest idea how the funds were spent. The
accounting process is carried on by the institution itself.

Mr. Stucart. Yes.

Mr. Fouxrain. At page 3 of your prepared statement you say,
“There is an equal need for university cognizance and understanding
of the Government’s role with respect to accountability for public
tfunds.” Can we assume or arve we to assume from this statement that
universities generally do not now recognize and understand the Gov-
ernment’s role with respect to accountability for public funds?

Mr. Stucart. I think they have an understanding of the need for
accountability, but in the past the track record has been that their
primary concern is with conducting research and not with accounting
for the Federal dollar. What we are saying is that there is a happy
medium that needs to be struck between the Federal agency’s need for
feedback on how that. dollar is spent and the research results.

Mr. Fouxraiy. During the first hearings in which we examined the
manner in which the National Institutes of Health were managing
their grants, the head of that agency testified quite frankly, because
this was the first time any committee of the Congress had ever exercised
oversight of that institution’s administrative policies and practices. In
eﬁ'ect,%)e said, “I don’t think it matters how we handle the money after
wo have selected the grantees. After we award the money, it is up to the
grantees to do the job.”

He is right; it 15 up to them to do the job. However, he later came
back at another hearing and, after he had seen the revelations of the
hearings, admitted that his statement was in error, that NTH does have
a continuous management responsibility and the Congress expects them
to carry it out.

In that connection, NTH was using a superficial auditing system at
that time which was next to useless.

On page 3 of your prepared statement you say, “Mutual cooperation
between the universities and Federal agencies is a must if acceptable
solutions to accountability are to be found.”

What is the existing situation today on such mutual cooperation. if
you know?

My, Stveart. The issuance of revised OMB Circular A-21 s an out-
growth of that cooperative cffort. The university community as well
as AEW, GAQO. and OMB was involved. There was cooperation in
coming up with those vevised standavds. ) .

Now the real question is whether thev will be applied as intended. T
think that will go a.long wav toward solving the problem.

M. Founramn. You discussed briefly the Office of Management and
Budget’s revised Circular A-21 entitled Cost Principles for ¥duca-
tional Tnstitutions which you note “merely establishes the principles
for determining costs applicable to grants, contracts, and other agree-
ments with educational institutions.™

51-111 0 - 79 - 2
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As I listened to you and followed your remarks in your prepared
statement, I got the impression that the earlier versions of Circular
A-21 have failed to bring about an acceptable solution to the university
accountability problem. Is that correct?

Mr. StucarT. That is our feeling. They were not specific enough to
give the kind of guidance to universities that we felt was needed.

Mr. FountaiN. Would you identify the changes in the Circular A-21
revision that are expected to remedy the past inadequacies with this
statement of cost principles. For example, is there something in A-21
that will result in more, or better, documentation to support costs
charged to grants?

Mr. StuearT. One of the areas that Federal agencies and the univer-
sity research community have been at odds on is how to account for
personnel costs, the principal investigator’s salary costs, and which
costs should be charged to the Federal grant and which costs should
be charged to the university. That has been a continuing problem.

They have used two different bases. One, prior to the revision of
A-21, was the expended effort basis which really, from what we could
tell in HEW’s past audits of personnel costs, was merely a reporting
that coincided with budget estimates for that particular research.

The new standard calls for monitored workload reporting. That re-

quires a statement before the fact accounting for 100 percent of the
principal investigator’s time, and then any deviation from those esti-
m%§e§ ilu'e to be reported back to the sponsoring agency. We think this
will help.
Mr. I‘POUNTAIN. To emphasize that point, it appears from your state-
ment, and from GAQ’s draft report on HEW auditing of educational
institutions, that the biggest problem is the lack of adequate documen-
tation of salary and wage expenditures.

For example, you state on page 7 that in a review of $111 million of
Federal grants and contracts money expended by one university, the
university could not adequately support personal service costs of $53.7
million. That is almost half of the total amount expended !

How can this situation be remedied ?

Mr. Stueart. We think if monitored workload reporting is imple-
mented it should help. There again we feel it cannot be implemented
in the breach; that is, go back to the old system of reporting costs in
accordance with the pro forma statement that comes in. Any deviations
from the estimates must be reported. We think they can account for
those personnel costs without hindering freedom of research.

Dr. Gorpeere. Under the revised Circular A-21, isn’t the implemen-
tation by educational institutions of the monitored workload system
optional?

Mr. Stucart. Yes; this was one of the problems GAO had with it
when we issued our 1978 report, but. we have taken a position that we
will look at it and see how it is implemented.

Dr. Gorpeers. Do you have any information on how many institu-
tions are electing to use that system of documentation ?

Mr. Stueart. No. sir, T do not. We can try to obtain that. B

TGAOQ reported that it was unable to obtain this information. |

Dr. Goroeera. It is your position, then, that if this type of workload
documentation were widely adopted, it would go a long way toward
resolving the problem. With respect to that system, you said any devi-
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ations after the fact had to be reported. Doesn’t the circular say any
“significant” deviations?

Mr. Stueart. Yes; I should correct the record on that. It does say
“significant,” so small amounts of variance would not be reported.

Dr. Goroeera. Would you distinguish between a significant and an
insignificant, change ?

Mr. Stucarr. That is a problem. In the circular there is no standard
given of which T am aware.

Dr. Gorpsere. It is simply a statement of principle.

Mr. Stoucarr. Yes, that is right. As I said in my statement, it is a
statement of principle. The real final chapter will be written in the
implementation.

Dr. Gowpeera. Are we any farther ahead, in reality, with a principle
that says significant changes must be reported, if none of us really
knows what a significant change is at this point?

Mr. Stucart. T think we could improve upon that; yes. As an office
we have taken the position that we would be willing to wait and see
how it is implemented. We discussed our concern, of course, during the
revisions. :

Mr. Founrain. I could not help but feel as you were speaking that
even if you discover in advance a defect in the circular, or an ambigu-
ity that may well be interpreted differently and have differing results
which are indicative of lack of accountability, you will wait for its
implementation before secking change. Why shouldn’t the circular be
amended now?

Mr. Stoeart. I think in the discussion—and T was not party to the
actnal discussion on the revision—there was a need to come up with a
compromise with which everyone could live,

"Mr. Founrarn. They have not been able to do that as yet.

Mr. Srucart. They have not been able to go beyond the standard
that savs significant deviations will be reported.

Mr. Fouxrarn. You state on page 2 of your statement,

This pressure for financial accountability applies to all programs of the Gov-
ernment, and colleges and universities are not any different than any other
institutions which receive public funds-—public money must he accounted for.

T make that statement as a preface to this question ;. Will you define
for us “financial accountability® as you use the term? What ave the
elements of financial accountability

Mr. Stuearr. As far as I am concerned. T have to break it into two
points. From an accountant’s standpoint, acconntability is a question
of how well those funds are spent and documented in terms of the dol-
lars made available, final expenditure veporting on those dollars, fiscal
accountabilitv, and that tvpe of thing. The other side of the coin is the
research product itself. We arve not addressing that in A-21 at all.

Mr. Fouxrain. In other words. it is a simple. elementary process. is
it not. that requires some kind of documentation to show where the
funds received from the Government went ¢

Mr. Stwaart. That is right. Purchase orders for supplies. travel or-
ders. & voucher for travel under the grant. and those kinds of things
should be available. '

Mr. Fornrarn. What you have been telling us this morning is that
vou have not been able to discaver that in many institutions,

Mr, Srecarr, Tn many cases that is correct.
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Mr. Founrain. Our concerns are with the proper use of Federal’

funds. but T think the Government is not the only source of research
funds for colleges and universities. Funds are also available from
private sources. An example would be grants from the American Can-
cer Society for research related to cancer.

Do you know whether, in the main, private funding agencies de-
mand accountability for the funds they provide to educational in-
stitutions in the same manner that Government does?

Mr. Srocary. T do not really have a feel for that. T have with me
this morning Matt Solomon who is Assistant Director in charge of
our work at NITH. They have been doing quite a bit of work in locking
at the accountability of NIH funds. They have some work underway
now. He might be able to respond.

Mr. Founrain. Mr. Solomon, did you hear that question?

Mr. Soroaox. Yes, sir, T did.

Mr. Fouxntamn, Could you answer it for us?

Mr. Soroyox. T cannot answer completely, sir, but T can mention
that we have been doing some work in comparing with vegard to
indirect costs what the cffect is with Government grants and also
grants received from others such as the American Cancer Society.
They do not account for their funds nor do they have the same require-
ments to account for their funds as the Federal Government now
requires. Flowever, T cannot speak specifically as to what extent they
do require accountability. Tt is not as extensive as what is required by
the Federal Government.

Mr. Fouxrtatx. I can understand that. I think there is a different
degree of responsibility, The American people do not know very much
about how their contributions are spent by the various private agen-
cies such as the American Cancer Society and others. T never sce a
public documentation of how those funds are spent. T think it is ex-
pected that they will be spent generally for the purposes for which
they are intended.

However, here grantees are spending money which belongs to all
Americans, who expect those in authority to see that it is spent effec-
tively, prudently, and honestly. Would you agree with that?

Mr. Stueart, T wounld agree 100 percent. When people make contri-
butions to charities they really do not ask for an acecounting, but the
taxpayer is asking us for an accounting of how their dolar is spent
and with a louder voice lately than it has been.

Mr. Founrtain. You state also on page 2 that, “Colleges and univer-
sities are not any different than any other institutions which receive
public funds—public money must be accounted for.”

Then you go on to say that because of emphasis on individual
autonomy in university research, perhaps universities are different in
an accountability sense. T think you touched upon that. You said, “We
recognize that precise, uniformly categorized. accounting systems may
not be appropriate for university research.”

That prompts me to ask: What is the minimum amount of financial

accountability which the Federal Government can accept from col- .

leges and universities, in view of this emphasis on individual au-
tonomy, and still provide adequate assurance that public funds have
been properly spent?
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Mr, Stuearr. I do not think the Federal Government should de-
mand the establishment of separate and elaborate accounting systems
to account for the Federal dollar, but I do think that Federal agencies
should be able to expect the university to tell them how that dollar was
spent, at least a separate accounting for it. If not a separate accounting
system, then there should be a separate accounting of the Federal
grant dollar.

I would like to read from a letter that the Comptroller General
sent to Mr. Richard Sessions, who is administrative director of the
Center for Ulcer Research and Education in Los Angeles, on May 14,
The thing that prompted this letter was a paper that Mr. Sessions sub-
mitted taking issue with the need for accountability. The Comptroller
General said :

You rightfully point out that the small number of cases we reviewed could
not be considered a statistical sample.

This is going back to the 1978 report.

We did not, however, attempt to review a sufficient number of cases to develop
a projectable sample, rather, we were building on the number of reports that
have been issued over the years by HEW and other Government agencies. We did.
in our opinion, do enough work to satisfy ourselves that the problems reported
by these agencies in the past were serious, were worthy of congressional con-
sideration, and required corrective measures. * * *

We believe it ig just as much in the interests of grantee institutions to have
good accountability controls over grant funds as it is in the interests of the U.S.
Government. It really serves no useful purpose for academia to reiterate that peer
group revieyrs of the quality of the research accomplished should be sufficient to
guarantee the “accountability” for Federal funds. We wholeheartedly believe
ﬁmt ‘tl:el;e must be financial as well as professional and quality accountabil-

y.

If I may, I would like to submit that letter for the record.
Mr. FounNTtain. Without objection, it will be made a part of the

record.
[The letter referred to follows:]
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON. D.C, 20540

KAY 141378

Mr. Richsrd A. Sessions

héministrative Director

Center for Ulcer Research and
tducation

Los Angeles, California 90073

Dezr Mr. Sessions:

Thank you for your letter of April 11, 1979, forwarding your paper
entitled "Federally Sponsored Research at Educational Institutions - A
Need for Improved Accountability." As you requested, I would like to
offer the following comments on your paper,

Your initial criticism of our report relates to our study metho-
dology. You rightfully point out that the small number of cases we
reviewed could not be consideved a statistical sample. We did not,
however, attempt to review a sufficient number of cases to develop a
projectable sample, rather we were building on the number of reports
that have' been issued over the years by HEW and other Government-agen-
cies. We did, in our opinion, do enough work to satisfy ourselves
that the problems reported by these agencies in the past were serious,
were worthy of congressional consideration, and required corrective
measures.

My principal problem with your paper is that it does not seriously
address the real need to foster public trust and confidence in the man-
ner by which the Govermment accounts for and administers huge sums of
grant monies. You dwell on the cost of implementing additional account-
ing controls, but you fail to recognize the serious costs in terms of
credibility and trust of not having good controls. We believe it is
just as much in the interests of grantee institutions to have good ac-
countability controls over grani funds as it is in the interests of the
Unjted States Government. It really serves no useful purpose for aca-
demia to reiterate that peer group reviews of the quality of the research
accomplished should be sufficient to guarantee the "accountability" for
Federal funds. We wholeheartedly believe that there must be financial
as well as professional and quality accountability. 1 discussed this
distinction in the kinds of accountability for university research in a
speech which 1 gave on April 10, 1979 (copy enclosed).

1 certainly agree with you that the problem is to find an accept-
able and cost effective method of public accounting for grant funds.
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We in GAD are just as interested as you are in keeping the cost of ac-
counting, administration, and paper work to a minimum. With this in
mind, we would be happy to work with you, with the accounting profession,
and with other interested parties in attempting to develop @ reasonable
and effective method for satisfying all of our objectives,

As you may know, we have followed the work of the Rational Cormis-
sion on Research since its establishment and have kept in touch with
members of the Committee on Accountability. Mr. Osmund Fundingsland
of our Program Analysis Division has been our lia’son to this group.
1f you would like to discuss this matter further, please contact him.

Sincerely yours,

CIGIED) By B LIANS

Comptroller General
of the United States

Enclosure

bc: Mr. Stolarow (PSAD), w/o enclosure
Mr. Havens (PAD)(2), w/o enclosure
Mr. Myers (PAD), w/o encleosure
Mr. Dugan (PAD), w/o enclosure :
Mr. Fundingsland (PAD), w/0 enclosure ~
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Mr. FounTain. You also say on page 2—and page 2 seems to contain
a lot of information prompting questions: “The key issue * * ¥ is
how to assure appropriate stewardship for Federal funds spent in sup-
port of research without imposing excessive controls, direction, and
administrative burden on research grantees.”

Now I know the answer to the question I am going to ask you with
respect to some agencies like NIH because we have had contact with
them in the past, but I would like your opinion as to whether or not
Government regulations in the past have imposed excessive controls,
directions, and administrative burdens on research grantees,

Mr. Stuearr. I think the answer to that depends to some extent on
one’s perception. If you were talking to a researcher, he would probably
te%{you yes. I do not happen to share that perception.

r. Fountain. Mr. Stugart, I have one or two questions concerning
GAO’s August 18, 1978 report entitled “Federally Sponsored Research
at Educational Institutions, A Need for Improved Accountability.” I
am sure you are familiar with that,

Does GFAO stand by this report or have any developments since its
issuance on August 18, 1978, made this report outdated ? I have heard
a rumor that GAO is not satisfied with that report.

Mr. StucarT. I think the letter from which I just quoted pretty well
sEells out the Comptroller General’s position on that report, We do not
think it is outdated. We stand behincs) it. We recognize that our sample
was small, but that sample was supplemented by the work of HEW
and other organizations. We stand behind it.

Mr. FounTaiN. I realize you had already substantially answered
that question, but I wanted to have the question preceding the answer
so that the record would be clear as to what we are talking about.

The report also has, at page 26, GAO’s conclusions and recommenda-
tions. It is stated, “Widespread misuse of Federal research dollars has
been reported by HEW and the news media. Our review has confirmed
that such misuse is oceurring.”

By use of the words “misuse is occurring” does GAO mean that the
misuse is widespread ? If so, how widespread ?

Mr. Stuearr. I think I would defer to Mr. Melby on that question.
He was the principal auditor on this particular report. He knows the
work much better than I do.

Mr. MeLry. Yes; even though our scope was small, we felt that the
types of misuse that were being reported by HEW auditors was simi-
lar to what we had uncovered even in our limited scope of review of
only 25 grants at 6 major institutions. The types of findings were simi-
lar, In some cases the dollar amounts were admittedly insignificant. It
depends on which side of the fence you are on. However, we feel what
we found in our limited audit versus what the others found lent credi-
bility that it was widespread.

Mr. FounTain. The report also states that these problems, which in-
clude the misuse of research moneys by institutions, “can be minimized
by the development of more definitive cost principles for both the insti-
tution and the Federal auditors, * * * more oversight by the grantor
agencies with respect to how research moneys are being spent, and in-
creased Federal audit effort.”

Let us examine that last part—increasing the Federal audit effort.
Ordinarily. T would look upon that as a reasonable statement. How-
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ever, hasn’t the Government during the last 20 years been steadily in-
creasing the level of effort in auditing at educational institutions?

Mr. Stucart. Have we done that ?

Mr. Ecan. That is a good question. HEW’s internal aundit staff has
approximately 1,000 auditors at this time. They spent. about 165 to 200
man-years of effort at universities the last couple years. I do not think
that is too far off the record in terms of the amount of money being
spent.

er. Fountarn. Are they just socializing there or are they getting
some results? '

Mr. Eean. No; I think they get results. They are working very hard
to get some, especially the direct cost work. The problem associated
with it which I think 1s very frustrating from the auditor’s standpoint
is to go in and spend time auditing and then find the accounting sys-
tems are in such a disarray. They make a recommendation that the
universities correct that situation, and they come back 3 years later
and find the same situation existing. It only stands to reason that if
some sanctions are not imposed upon the universities, they will con-
tinue to disregard the auditors’ findings.

Mr. FounrtaIn. But you are saying that there has been a steady in-
crease in the level of effort in auditing educational institutions.
Whether or not, that is adequate, of course, is another question.

Mpy. Ecan. I think that is a fair statement.

Mr. Founrain. Has that been effective, in your opinion, in minimiz-
ing the misuse of Government funds? I think you probably have
already answered that, but will you answer it in direct response to the
question?

Mr. Ecan. It is hard to measure the overall effectiveness of the
HEW internal audit. I think the work that they do in a lot of cases is
very effective. The situations that they highlight in terms of indirect:
cost problems or direct cost problems are ones which the universities
should be correcting.

Mr. Founrtain. With respect to more oversight by the grantor agen-
cies recommended in your report, it is my understanding that theve
1s a trend toward lessening Federal monitoring and placing a greater
emphasis on encouraging the universities to improve their accounting
systems. Is my understanding correct ?

Mr. Srucarr. T do not have a real good feel for it. As George Egan
indicated, HEW’s level of effort has been relatively constant over the
past few years, but there has been a significant increase in the Federal
dollar flowing out. You mentioned $85 billion a year.

Mr. Muusy. I think the program people do not really play a veal
active role in this. Perhaps there should be more grantor agency over-
sight. At least maybe an NTH representative every so often could go
out to the nniversity and look at the administration of NIH grants.
. . Also, in this report we felt that universitics themselves through their

internal audit mechanisms could play a role to assure that these funds
wero properly accounted for.

Mr. Fountarn., Have you detected in your studies, investigations,
and auditing, any feeling which we have seen displayed on the part
of some heads of agencies and those working under them, an attitnde
such as, “Well, these funds are for the benefit of this institution and
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they are going there anyway. It is not so important that we have the
kind of system which enables us to know precisely how they are spend-
ing those funds; it is going for a public purpose anyway.” Do you
detect any of that kind of attitude?

Mr. Stucart. I do not get a sense of that attitude, but I do get a
sense that the top priority of agency program people is getting the
funds out as opposed to accounting for them after the fact.

Mr. FounTain. I think that seems to be the attitude with respect to
a lot of agencies. We have been taking some testimony on the student
loan program which we have not completed yet. We found that getting
the money out was awfully important, but no effort was made to do
any collecting until they finally discovered that hundreds of millions
of dollars had been unpaid and that many of the people who had re-
ceived the loans or gotten the grants had had good jobs and been draw-
ing substantial salaries for a number of years but made no repayment
at all for those loans. Therefore, it seems to me that——

Mr. WypLEr. Some of them are working for HEW.

Mr. FounTtain. Yes; some of them are probably working for HEW.
Maybe the gentleman has in mind some that I do not know about. It
is so widespread that T am pretty sure that all of the agencies may
have some,

GAO’s report on the HEW Audit Agency performance, which you
testified was released just this morning, revealed a number of audit
inadequacies as we examined the draft which you had made available
to us. In it GAO says, “One, HEW’s audits were not timely. Two, be-
cause of inadequate university records the anditors in some cases could
not render an opinion on the allowability of costs charged to Federal
grants and contracts and three, in some instances audits did not come
up to the quality expected because the anditors lacked adequate scope
of coverage, sufficiency of evidence, completeness of reporting, and
supervision of staff.”

Among the HEW audits which GAO reviewed, did you encounter
any in which the HEW auditors were, in your opinion, overly de-
manding and unreasonable in requests made to the university, too
strict in interpreting the regulations, or unjustified in reporting.the
results of the audits as they did?

Mr. Stucart. I am not aware of any. Mr. Egan may be.

Mr. Ecan. We are not aware of any, Mr. Chairman.

My Founrain. Mr. Melby, are you aware of any ?

Mzr. MErBY. No.

Mr. FounTain. Can we assume then from your testimony, however,
that in some cases auditors were too lenient during the audit, asking
for too little documentation of costs and not digging enough in order
to get evidence from which to determine whether costs charged to
Federal grants and contracts are proper?

Mzr. Stueart. I think part of that problem is that it would take an
inordinate amount of audit resinrces. You would almost have to re-
construct the accounting system to come up with an opinion on some
of those expenditures. '

Mr. Founrain. There again, because of the lack of accountability
at the institution, no documentation.

Mr. Stucart. That is correct.
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Mr. Fountain. What steps should an auditor take to establish the
validity of recorded costs, or is he dependent upon the guidelines that
are set forth by the agencies?

Mr. Stuearr. Of course, a lot of professional judgment goes into
how much testing an auditor should do. There are testing procedures
that he should follow. Visual examination of records, documentation,
are the kind of approach that should be taken.

Mr. Fountain. Is that regularly done as a standard procedure in
every HEW audit of direct costs ¢

Mr. Stuearr. That is normally the attempt. Most auditors would
try to go to the documentation behind a transaction and satisfy themn-
selves that it was a valid transaction. However, if the records are not
there, that is where the auditor gets stymied.

Mr. Founraix. I guess what Mr. Wydler was referring to a few
minutes ago is that you just keep on auditing and auditing, but you
are not getting anywhere. There 1s no need to spend the time auditing
if you do not find some way of getting something to audit. Is that

3

right?

%\’Ir. Stueart. That is correct. Of course. the mers presence of an
auditor sometimes——

Mr. Founrain. It a psychological effect, like the highway patrolman
driving up and down.

Mr. %TUGART. That is right,

Mr. FounraIn. On page 5 of your statement, in speaking of GAO’s
evaluation of HEW audits at 20 institutions, you say, “Although
HEW devotes a substantial portion of its auditing resources to audit-
ing Federal funds administered by institutions of higher education,
lv;ve”concluded that some of the audits are not as effective as they could

e,

In an appearance before a Senate Appropriations subcommittee,
Mr. Scantlebury, the Director of your Division, commented on the
same evaluation. In his prepared statement he said, “We have, how-
ever, reached the tentative conclusion that HEW’s audits «+# Federal
grants and contracts administered by colleges and univevsities are
not as effective as they couid be * * *” However, he they adds, “and
cannot be relied upon to provide reasonable assurance tiiai Federal
funds are being spent for their intended purpose.”

Do you agree with Mr. Scantlebury that HEW audits canmot be
relied upon to provide reasonable assurance that Federal funds are
being spent for their intended purpose?

Mr. Stuearr. I have a strong feeling that in a case where you have
$111 million worth of grant funds and you can only attest to the
validity of 60 percent of them, there is not much basis for relying on
the overall audit. I think that is what he was saying.

Mr. Founrain. I think the answer to my next question is probably
obvious. but we need to have it on the record from you.

Can HEW, or any other auditor agency for that matter, be expected
to determine how Federal funds were spent or used if an institution
has inadequate or inaccurate records from which such determination
must, be made?

Mr. Stucart. Not without reconstituting the records themselves.
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Mr. Founrtarx. That would require a considerable amount of time
and probably an excessive number of auditors.

Mzr. Stucarr. That is right.

Mr. Fountain. In the audits reviewed by the subcommittee staff,
between 150 and 200, many of HEW’s auditors said that they could
not determine the accuracy of the university claims that grant funds
were expended for the purposes for which they were intended be-
cause of a lack of adequate records. If money is misused, this could
occur because of human error or by design.

Basing your opinion on your knowledge of accounting and business
practices. Mr. Stugart, when errors are responsible for the misuse of
funds are those errors usually detectable from examining records?

Mr. StocarT. Yes, they aie. You can normally identity the problem
areas and come up with a pretty firm estimate of how much money
has been misappropriated or misspent.

Mr. Fountaiy. When there are no records then that sort of thing is
possible—that is, misappropriation and misspending.

Mr. STUGART. Yes.

Mr. Fountaw. When misuse is due to design, is misuse more likely
or less likely to be detected by records than in the case of error?
Where there is deliberate misuse, would you expect records to support
accountability transactions?

Mr. Stucarrt. If there is deliberate misuse, there would probably be
some attempt to doctor the records. Of course, the auditor, as part of
his standard procedure, would look at the internal control system of
the organization over those funds, including internal audit, their
separation of duties, and other functions that would enable some-
body to embezzle or misappropriate. Therefore, if the control sys-
tem was weak, he would probably extend his-procedures to get at that
question. ’

Mr. FounTain. Let me ask you this question: Isn’t the GAO being
somewhat harsh—and I am not taking a position one way or the
other but simply asking this question—in criticizing HEW for in-
effective andits when the ineffectiveness is due to the failure of ed-
ucational institutions to keep adequate records to support claimed
transactions or charges?

Mr. Stucart. To some degree probably.

Mr. FountaiN. Are you referring to the fact that FIEW has not
mandated a system of documentation ?

Mr. Stueart. That responsibility flows jointly to OMB and HEW.
They could have been more forceful in demanding accountability.

Mr. Founrtarn. I want to yield to Mr. Wydler now.

However, first I would like to make this statement: I think all of
us are very much concerned about, and yet we do not want to over-
react to, the amount of unnecessary redtape and to some extent harass-
ment by bureaucracies of both private enterprise and public institu-
tions. We would like to see a minimum amount of redtape. We realize
that as stewards of public funds you have to do a reasonable amount of
auditing. We certainly would like to see done what is necessary and
essential to determine that funds are honestly and properly spent for
the purposes for which they are intended.

At the same time T do not think we ought to overreact and become
unnecessarily burdensome in the establishing of rules and regulations.
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We all know there are too many regulations. That is why I constantly,
along with others, including Mr. Wydler, I am sure, vote to call upon
the agencies to submit regulations to the Congress for an examina-
tion before they implement them so that we can get an idea of
whether or not there is too much of this. -

However, I am afraid that in some areas of this administration,
perhaps because of campaign commitments and so forth about big
government and too many regulations, there is a feeling that we have
been requiring too much, that it is no longer necessary, and that we
will just stop most of it as long as they state they are spending the
money honestly and for the intended purposes. That would not be a
wise approach, would it? : ‘

Mr, Stueart. No, it would not. I do not think your constituents
would allow you to do that.

Mr. Founraln. I am sure mine wouldn't.

Mr. Wydler?

Mr. WypLer. Thank you, Mr, Chairman.

I am very much disturbed by the questions that are being raised
here this morning. Initially you come down on the side that we should
have very strict auditing and it is the taxpayers’ dollars, I have used
those expressions myself from time to time. However, I just wonder
what the value of it all might be.

For example, philosophically you could ask yourself where the
Government gets the greatest benefit. You might have a case where
the university took the money you gave it and accounted for each and
every dollar meticulously and produced absolutely nothing of value
as a result of their effort and the expenditure of the Federal money.
However, yon might have another case where they did it rather hap-
hazsirdly and loosely but they really gave the Government some good
results.

You would have to ask where the Government and the taxpayers
got full value. In one case you could account for everything but it
really '‘was not worth anything. In the other case, although it was
rather loosely done, it really produced some kind of valuable result
for the people and the Government.

That is a philosophical question. It does not help you with the
answer. However, I am troubled with the implications of where we
are going on this particular matter.

For example, in your judgment would it be a wise policy for the
Government, to require that every Federal grant given to any uni-
versity be audited, each and every one in the United States of
America?

Mr. Stuaart. No. Auditing, of course, is not founded on that basis.
You cannot do a 100-percent andit.

Mr. Wybrer. Well, you could do it.

Mr. Srucart. You could do it if you wanted to put the resources in
it, but it probably would not be cost-effective.

Mr. Wyorer. Therefore, we are going to start with the assumption
that we are going to make a compromise on what we are going to do.
That is the basic assumption that we make in the whole auditing ques-
tion with which we are dealing here. The question is where we are
going to draw the line in a reasonable way to have a reasonably good
system of auditing.
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The worst possible thing I think you could do would be to say to
each institution, “We're going to audit you every second or third
year.” I cannot think of anything that would be worse than that from
my own point of view. There you give them a year off each and every
time. I think it should be done on a haphazard basis. It would be
much more effective. '

The most effective thing you have going for you here is the fear
factor, the fact that, “God Almighty, the auditors are coming. They
just called us up and they are going to be in next week.” After that
happens, you have the institution’s attention from that point on, I am
sure.

It is just like the bankers. Even bankers I know go out of their
minds when they hear that the Federal Reserve men are coming down
the next week to start an audit of the banking records.

Therefore, I think that is the most valuable tool you have—the idea
of coming on a very irregular, haphazard basis and looking over their
books and records.

The only other question, it seems to me, is how much of that do you
have to do to really make it effective. Obviously you cannot let a
university go for 10 years without anything happening. Otherwise,
you are going to get into the state of mind it is never going to hap-
pen. Therefore, maybe you should have experience on drawing those
kinds of schedules up. '

The only other tﬁling would be what kind of records should we
require the universities to maintain. I ask you again the same general
question: Should we require all universities that get Federal money
to keep their records in a standardized form? I suppose that is what
the real question is we are asking ourselves.

Mr. StocarT. T really do not think we should mandate an account-
ing system by the Federal Government to the university. Normally
when a research application comes in it has a budget attached to it.
T think the university should be able to account for the expenditures
under the grant back to the approved budget, unless it has been modi-
fied by the grantor agency.

Mr. WypLer. That is a good standard to set except it lends itself
to almost any interpretation. I am sure the university, every one of
them practically, claims that is what their records do. Then when you
get into them, you find youw really cannot follow the funds. The only
cure for that, it seems to me, is to require each and every one to have
some sort of a standard system that will give you that kind of ac-
countability. The question then is do we want to go that far.

Mr. Stucarr. Analogous to this is the granting of funds to State
and local governments. They are not required to set up separate bank
accounts for Federal funds but they are required to account for those
Federal dollars separate and apart from local tax revenues and that
sort of income. ‘

As I said in my statement, I do not think the universities are that
much different from other entities receiving Federal dollars,

Mr. Founrtain, Would the gentleman yield ?

Mr. WypLer. Yes, I will yield, except I would just say T think
they are quite different, frankly. The fact is that the local government
can afford, to the extent at least that they can get reelected, to set up
any kind of an accounting system and charge it to the taxpayers. That.
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is how they get their money. A university cannot do that. It has to
try to run some sort of a budget that has a limit to it. That is the dif-
ference between those two cases, in my judgment.

I will yield to the chairman.

Mr. Founrtain. My guess is, though, that if locally elected public
officials are found to be doing what you are talking about, then they
will not stay in office very long.

I was going to mention that in the general revenue-sharing program,
which you and I have been interested in and have helped to become
law, we have eliminated as many restrictions as we can so that locally
elected and State people can exercise their own discretion. However,
we still have accountability so that they have to tell us how those
funds were spent. We are requiring that of our elected public officials.
The question is—do we place more confidence in people that you
cannot kick out of office and not require at least as high a degree of
responsibility ¢

Mr. WypLer. Finally, the last thing that I think about in relation to
trying to solve the question of how far you go with your auditing and
how far it is useful to go with your auditing, is the nature of the grant
itself. That comes back to the old question of categorical versus a block
grant approach as to how these grants are given to universities and
what we really expect them to do with them after the money gets
into university funds.

I don’t know whether there is anything you can recommend along
those lines. Can we take a certain group of grants ana say “these
grants the university can treat as general revenue-sharing funds” and
“these are some very job-specific kinds of grants where we require
them to use them excfusively in one operation and for one specific
purpose”$ I read some of the background here and I get the impres-
sion universities think it is a little Iike their money once it is into their
treasury, and really they are doing a good job with it and that is all
the Government should be interested in and not as to the specifics on
deciding that this man’s effort. was helpful to the project or not. If
they had to make a judgment they made a judgment that it was well
spent and they are the ones who know most about it.

Can you give us any light in that quagmire?

Mr. Stugarr. That is always a possibility, going into the block grant
approach. I understand that NIH has had a program for 15 or 18
years—the number of years escapes me—in handling grants in just
that fashion in one of its programs. We have that under review now.

Mr. Solomon is running that particular audit. I do not think we
are far enough along in it to draw any conclusions but we do intend
to report back to Congress regarding the results of that effort.

Mr. WypLer. Thank you, Mr, Chairman.

Mr. Founramv. Thank you very much, gentlemen, for being with
Fs .ftihhs morning and giving us the benefit of what you have been able
o find.

Mr. WypLer. Let me congratulate the witnesses as well as the agency
for which they work.

Mr. Stueart. Thank you very much.,

Mr. FounraiN. OQur next witness will be Dr. Phin Cohen, who has
been associated with Harvard University and its School of Public
Health, doing research in the biomedical field.
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In addition, he has done research in biochemistry in Holland for 3
vears, on leave of absence froin Harvard. He will relate to us his ex-
periences as a principal investigator with NIH grants while at the
Harvard School of Public Health.

Dr. Cohen, we appreciate your presence here this morning. You may
proceed with your testimony. Take such time as you need to assemble
your charts and the material you will nse in the process of your
presentation.

STATEMENT OF DR. PHIN COHEN, SCIENTIST AND PHYSICIAN;
ACCOMPANIED BY ALBERT F. CULLEN, JR.,, ATTORNEY

Dr, Comen. Mr. Chairman, members of the subcommittee ; seated at
my side is my attorney, Albert F. Cullen, Jr., of Boston. My name is
Phin Cohen. T am a scientist and physician, I have been married for 27
years and have five children. T have a bachelor’s degree from Duke Uni-
versity and M.D. degree from the University of Maryland.

After internship at Duke Hospital and 2 years service in the Air
Force as a flight surgeon, I had a 1-year residency at Boston City Hos-
pital with a Harvard appoiniment, after which I spent 18 of the next
21 years doing research in the Harvard medical area, 10 years before
and 8 years after a 3-year leave of absence to do research in biochem-
istry in Holland. During the entire period 1955-76 I held a Harvard
appointment.

I am a member of four national research societies: The American
Society of Biological Chemists, the American Society for Clinical In-
vestigation, the American Society of Hematology, and the American
Federation for Clinical Research. I am also board certified in internal
medicine and a fellow of the American College of Physicians,

In my career I have been a technician, research fellow, project leader
for another principal investigator, and principal investigator on vari-
ous projects. I have done research in three environments: In a hospital,
in a basic science laboratory which was removed from health science
facilities, and in a laboratory in the department of nutrition of the
Harvard School of Public Health. My research has concentrated on
the physiology and biochemistry of human platelets and the use of
fluoride to treat demineralizing diseases of the skeleton.

The personal experiences which I shall describe began when I won
three Federal grants via the peer review system and, as principal in-
vestigator on those grants, assumed responsibility for a public trust.

My exposure to grants mismanagement began when, at the end of
the first year on one of the NTH grants T had been awarded, an admin-
istrative assistant to the chairman of the department of nutrition of
the Harvard School of Public Health gave me a blank report of ex-
penditures to sign. I informed her that I did not wish to sign a blank
check and wished to see a list of expenditures before signing the ROE.
I was told that such information would not be provided to me, or to
any other principal investigatorsin the department.

Not knowing what to do, T took the matter to the assistont dean for
finances at the school of public health, He told me that the problem
was not new and that he could not resolve it for me.

At the end of subsequent years of my NTH grants more blank ROE’s
came along, T continued to ask for information regarding details of
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expenditures from my NIH funds. Repeatedly, these requests were
denied.

Mr. FounTain, Did you sign those blank reports?

Dr. Conex. I did.

Mr. FounTaIn. All right. ‘

Dr. Conen. I returned to the assistant dean for finances several
times and each time was told that he could not resolve the problem for
me. He also informed me that if I continued to ask questions about the
management of my grants it would be unhealthy for my career.

Finally, my concern rose to such a level that I demanded that lists of
expenditures be provided to me. When the information was turned
over, in the form of computer printouts of expenditures, I saw that
Federal grants had been grossly misused by the department of nutri-
tion. T saw that persons who had done no work for my projects had
been paid with my NIH grant funds, contrary to NIH rules and regu-
lations. Some of those persons were known to me and worked for other
laboratories. Others were not known to me. The magnitude and path-
ways of misuse told me that the mismanagement certainly went beyond
my grants. I requested the university to audit grants awarded to me
and other principal investigators in the department of nutrition. This
was not done. :

Prior to demanding the lists of expenditures and requesting an audit
of the department of nutrition, I had been recommended for promotion
with a 5-year term. This was under consideration, but when I ques-
tioned grants management practices, mmy faculty reappointment which
had been committed in writing was withdrawn.

Because of Harvard’s failure to act, I subsequently reported the
matter to the National Institutes of Health in December 1975. In Jan-
uary, February, and March 1976 the Division of Management Survey
and Review, the auditing group of the National Institutes of Health,
did an audit which showed that.:

One, persons who had done no work for my grants had been paid
from my grants. Some of those persons were known to me and worked
for other laboratories. Others were not known to me.

Two, other employees were charged to my grants in excess of the
effort they spent,on the projects.

Three, the procedures used to allocate supply costs were inadequate.

Four, principal investigators besides me were also not getting ade-
quate financial information concerning their projects.

Five, time and effort reports and salary certifications had not been
signed by persons having firsthand knowledge of where the employees
shown on those reports were actually working.

Six, the findings were not limited to my grants. Two other grants in
the department of nutrition were also found to have been mismanaged.

Seven, the findings were not limited to the departinent of nutrition.
Similar evidence for grants mismanagement was found in two other
departments of the school of public health,

Eight, persons were paid with rescarch funds to teach courses despite
the fact that this is specifically forbidden by Federal regulations.
The school of public health knew this was against regulations but did
it anyway, This is confirmed in a memorandum dated Qctober 12, 1975,
from the assistant dean for finances to Dean Hiatt of the school of

51-111 0 - 79 -~ 3
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public health, with a copy to Hale Champion, then financial vice
president of Harvard:

The teaching programs benefit from . .. diversion of federal funds which
redounds to the benefit of School of Public Health financial results. A certain
portion of the salaries and fringe benefits of faculty supported by federal research
funds is in fact diverted into the teaching programs, This ploy has double divi-
dends. It not only enriches the catalog offerings available to tuition-paying
students, that is, unrestricted income, but it also tends to overstate the size of
the federal indirect cost pool . . .

Harvard School of Public Health will be unable continuously to tap the till
of overallocated research costs. Should federal frank support of teaching stumble
and covert support diverted from research faculty dwindle, unrestricted costs for
educational programs could suddenly multiply. . . .

Nine, the auditors quantified their findings only in the department
of nutrition and included only five grants of the more than 20 grants
then active in that department. Moreover, the audit did not quantify
all cost categories or all years of those five grants. For my three grants,
as best I can determine, approximately 2 years were audited. For the
other two grants, approximately 1 year of each was audited.
Nevertheless, the auditors found that $132,000 of those five grants had
been misspent.

Ten, Hale Champion, then financial vice president of Harvard, was
informed of the auditors’ findings and made a decision not to contest
the findings. The entire sum of $132,000 was paid back to the
Government.

Eleven, on the basis of these findings the director of the division of
management survey and review believed that the mismanagement
might be widespread at Harvard and requested in a letter in June 1976
that the DHEW Audit Agency do a general audit of the school of
public health and all other schools which receive Federal grants at
Harvard.

Mr. Fountain. So the record will be clear—I think it is reasonably
clear—you were quoting from the memorandum to Dean Hiatt begin-
ning with the words “The teaching J)rogram benefits from” down
through “educational programs could suddenly multiply.” Is that
right?

Dr. CoHEN. Yes, sir.

Mr. Fountarx. Please proceed.

Dr. Cougx. T then looked for evidence of grants mismanagement in
other areas at Harvard. I found that:

One, Federal contributions to pension plans were excessive in the
amount of $171,000 for fiscal year 1973.

Two, during fiscal years 1970 through 1975 the university included
in its fringe henefit cost rate computation, costs totaling $3.9 million
which should have been excluded. o )

Three, nonresearch functions were proposed for funding in an in-
direct cost proposal.

I quote:

Specific information on administrative assignments was provided to ng on 351
persons or ahout 66 percent of the total of 53¢,

The information provided on the 351 persons indicated that the administrative
costs [amounting to $743,723) proposed were related primarily to committee as-
signments such as committees on curriculumn, admissions, nndergraduate students
and studies, professors, higher degrees and Ph. D.’s . . . ; also proposed were
tutors, house masters and administrative assignments related to continuing edu-
cation programs and athletics.
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Now we return to pick up the thread of the story in April 1977, at
which time the DHEW had not acted on the request by the director of
the DMSR for a general audit. In April 1977 I brought suit against:
President Derek Bok and the Fellows of Harvard College; Howard
Hiatt, the dean of the school of public health; and Fredrick Stare,
my department chairman. I brought suit for two reasons: For myself
and for the public trust. For myself, I sought compensatory restora-
tion of my faculty appointment and scientific footing. For the public
trust, I asked for a general audit of Federal grants management at
Harvard University. The lawsuit is in progress in Federal court. The
general audit of Harvard began in August 1977. This was 15 months
after the DMSR had requested that a general audit be done.

The total in Federal funds to be covered by that audit amounts to
$225 million for 3 years—1975, 1976, and 1977. I understand the audit
is not, completed. Thus far, only the audit of the school of public
health has been reported in draft form.

The trend established in the DMSR audit continues. The problem
is apparently widespread, as shown by the following quotes from the
school of public health audit:

One:

In our test of cost transfers totaling $1.8 million almost 700,000 or over 37
percent involved the transfer of salary costs. We found that even though the
initial distribution of salary costs were certified, all or a porticn of those certi-
fited salary costs were later transferred to other Federal projects. We believe
that the magnitude of these adjustments provides suflicient data to seriously
question the credibility of the payroll distribution system, including the certifica-
tion process utilized by the School of Public Health.

Accordingly, under such circumstances, we caunot attest to the propriety of
about $15 million charged to Federal grants and contracts during fiscal years
1975, 1976, and 1977.

Two:

The persons certifying were certifying only to the amount charged and no
attempt was being made to relate the amount charged to the effort expended on
the Federal project. -

Three:

The School of Public Health cannot provide reasonable assurance to Federal
grant/contract awarding agencies that consultant costs of about $245,000
charged to IFederal projects during flseal years 1975, 1976, and 1977 were
appropriate.

Four:

In 27 cases where payments were made to individuals . . . there was neither
a b1l for services on file at the university nor was there evidence that the services
were performed.

Five:

About 20 percent of costs selected in our sample are unallowable. . . .We esti-
mate that costs of about $2.1 million were inappropriately charged to Federal
prg{ects.

x:

Numerous transfers were made to reduce project overruns and also to utilize
unsexpended funds by transferring costs applicable to other projects.

even :

There was significant accounting activity involving late charges and cost
transfers.

This activity which occurred between the grant period closing dates and the
preparation and submission of the report of expenditures resulted in equaliza-
tion of awarded amounts and total expenditures as finally recorded on the
accounting records.

One further quote from this audit is most disturbing to one who
lost his job for speaking out :
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All interviews were arranged for us by a representative of the university’s
internal audit department and at each interview we were accompanied by a
member of the internal audit department, an individual from the SPH business
office or a designated administrative assistant from the various departments
within the SPH.

The earlier DMSR audit proceeded under no such handicap. Thus,
in between audits a radical change in the ground rules for conduct of
the second audit had taken place. The principal investigators already
had the chilling example of my termination to remind them of the
cost of telling it like it is. But just to make sure that whatever prin-
cipal investigators chose to say in front of the auditors would also be
said in front of a Harvard administrator, and therefore would not be
confidential, Harvard pushed for and DHEW acquiesced to a change
in the ground rules of an extremely important phase of the audit.

I hacf enough information to point to serious problems in several
areas of grants mismanagement by Harvard. I then wondered in the
fall of 1977 whether the problems were confined to Harvard. I then
analyzed 100 DHEW audits of institutions spread over the entire
country. All of these audits were reported in 1976-77. [Slide shown.]

The first slide shows the variety and frequency of the problems. In
nearly two-thirds of the audits, serious problems were detected with

ayroll records for professional and nonprofessional salaries. In the

MSR audit of my grants the problems in this area were mostly with
nonprofessionals, 'Sﬁde shownﬁ
_ The next slide shows the audit trail for payroll records. Principal
investigators prepare the budgets. Then the audit trail descends into
a valley from which principal investigators were frequently excluded
at the Harvard School of Public Health, and, I think, at many other
science schools within universities around the country.

In many of their reports, the auditors wrote that time and effort
reports were kept by administrative assistants who did not have first-
hand knowledge of where employees actually worked, as was the case
in the department of nutrition and other departments at the Harvard
School of Public Health.

The reason why principal investigators frequently don’t see these
two types of documents of the audit trail is that these documents con-
tain information which if known to principal investigators would
lead them to seriously question the management of Federal awards by
universities.

The lists of expenditures are often generated by computers as
printouts at 1- or 2-month intervals. Tf these documents mirror falsi-
fied salary certifications, they will probably also be kept from the
principal investigators as was the case in the department of nutri-
tion, and elsewhere in the Harvard School of Public Health.

As we emerge from the valley, there are the ROE’s which the
DHEW says principal investigators must sign once a year to tuck
away the grants, The ROE’s have two components as a rule: One, the
face sheet which has very little in the way of financial information on
it ; the other, a sheet with more financial data, but only pertaining to
big categories, and lacking in detailed information on who was paid
and what was purchased. So, as the audit trail emerges from the val-
ley, the principal investigators may be asked to sign incomplete
ROE’s, sometimes consisting only of the face sheet, as happened to me




33

iﬁ the; department of nutrition of the Harvard Schoeol of Public
ealth.

I would like to stress some aspects of this type of bookkeeping:

One, the manipulation of these documents results in the deliberate,
willful, and purposeful subversion of peer review.

Two., the falsification, sequestration, and frequent changing of
these documents had better be maintained by skiliful as opposed to
“sloppy” bookkeeping.

Three, when auditors come around, it is best to pretend that these
documents never existed, don’t exist now, or can’t be found, since the
manipulations of these documents are the footprints, what lawyers
call the indicia, of fraud.

Four, since virtually all of the information of the audit trail origi-
nates at the departmental level and is rarely modified after that, it
is obvious that the university finance offices do not oversee depart-
mental grants management the way they're supposed to. and are know-
ing participants in the fraudulent mismanagement of Federal grants.
[Slide shown.]

However, university administrators don’t limit their participation
to poor oversight. They add some mismanagement of their own. The
following is a list of examples from the 100 audits, in addition to
those I quoted earlier from the Harvard aundits:

One, the accounting office directed in writing that cost overruns
be eliminated by journal transfers.

Two, salaries were recovered twice, once each from both direct and
indirect costs.

Three, there was excessive Federal contribution to an unemploy-
ment compensation fund “so as to create a contingency veserve.”

Four, there was improper withholding of social security taxes.

Five, there was overbilling of Federal grants for medical insurance.

Six, the university kept unclaimed checks.

_Seven, the university retained student aid money for students who
did not matriculate.

In nearly every cost category, many universities do their best to
include the unincludable, allocate the unallocable, and retain the
unretainable. ‘

[Slide shown.]

Dr. Conen. Let’s return to a previous slide. Supply costs were fre-
quently levied against those awards with the most available money,
and not according to which specific project ordered, needed, or received
the supplies.

To tidy up all of these manipulations of personnel and supply
charges so that Washington thought all was smooth, bookkeepers st
Harvard and elsewhere used the mechanism of journal transfers.
Journal transfers are the putty of grants mismanagement. They
smooth over the cracks which need smoothing, to make sure that the
ROE's look neat and proper, and as frequently as possible, come out
to a zero bhalance. Jonrnal transfer activity was frequently very heavy
near the time of preparation of the ROE’s. Journal transfer activity
is assiduously attended to on a large scale, and is very skillfully done.
There is nothing sloppy about it.

Thirty percent of the time the auditors found that the universities
had no or inadequate written procedures for the management of Fed-
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eral grants. In some vases, there were no written procedures whatever
as I discovered at Harvard in 1975, despite the fact that Harvard ha
been specifically told in an audit of Federal grants in the late 1960,
that a set of written procedures was essential.

On the right are categories not necessarily linked to peer review.
There were some distur%ing findings in these categories. First class
travel was often used excessively, despite DHEW policy, which states
that economy class should be used in virtually all circumstances. Con-
sultants often didn’t submit vouchers for services rendered, as was
the case at Harvard. It is worth constant emphasis that the misman-
agement touches nearly every cost category.

We found only a handful of audits where cash flow had been
examined. The problems here centered on the use of the letter-of-
credit. Let us say that principal investigators at a given universit
win $48 million in grants for a 1-year period. On that basis, the Fed-
eral Government issues a letter-of-credit, on which monthly draw-
downs can be made. There are two ways a given university can misuse
the letter-of-credit. One is to draw $4 million a month—4 times 12
equals $48 million-—in the first part of the month, most of which, in
the fgrm of salaries and wages, is disbursed in the latter part of the
month,

This gives the university 2 or 3 weeks with money which it can put
into short-term investments. Even 2 weeks’ interest on $4 million is
not exactly peanuts. But, just imagine short-term investments rolling
over, so that the $2 or $3 million are constantly earning money for
the university while waiting to be disbursed, and if the money isn’t
dSoing that for the university, it surely could be doing that for Uncle

am.

Another variation is to drawdown $4.1 million, $100,000 more than
is needed, month after month after month, until several million dollars
in excessive drawdowns accumulate in the bank, and that kind of
money drawing interest for the universities, or not drawing it for
Uncle Sam, isn’t peanuts, either.

The last bar on the right refers to previous warnings. In nearly 20
of the 100 audits, problems which were found had been found on pre-
vious audits, The universities had been notified in writing of the
deficiencies, but had not corrected them. In one instance, involving
a major research university, three consecutive warnings were issued
within a decade. In each instance, the recommended corrective meas-
ures were ignored, but the Federal money kept coming.

The next two slides schematically represent to the best of my knowl-
edge what happens at several levels within the university when grants
mismanagement occurs.

The second bar on the left, representing direct costs, is made up of
multiple small squares, each representing a specific award won by a
specific principal investigator. To its left is an indirect cost bar which
is 60 percent the height of the direct cost bar. Indirect costs are defined
as costs which can’t be identified with specific scientific projects but
which benefit a group of scientific projects. The top part of the indirect
cost bar, a block labeled “other ” for nonresearch activities is about
ready to topple over into a pool of discretionary money for the univer-
sity. This leaves fewer indirect. costs to send over to the science areas.
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The indirect cost bar which used to be this height [see figure] is smaller
by the time it gets to the science school. )

Lately, the universities have been pushing for “full” indirect cost
reimbursement. What is meant by “full” in this context is obscure,
since nniversities have for a long time used some of their indirect cost
awards for nonscience functions. What is left of indirect costs after the
house takes its cut, so to speak, goes to support overhead costs for sci-
ence. If not enough money trickles down to the science departments, an
artificial “need” for more indirect costs is created. .

It’s like the story of a husband who drinks up a good part of his
paycheck each week and then complains to his boss that he doesn’t
make enough to feed his family. The boss doesn’t know about the
drinking, but the wife, of course, does. )

In the money chain of indirect costs, the Congress is the boss, the uni-
versity finance officers are the husbands, and the scientists are the
wives. In each case, the wives don’t complain because the husbands
don’t like to be challenged, and besides the boss is generous and will
probably give a raise anyway—he always has.

So, the game continues to be played. The university higher-ups sup-
ply the rhetoric, Congress supplies the cash, and the scientists worry
about what will happen to themselves or science if they speak up.

At this point the direct costs are still intact. However, at the depart-
mental level two phenomena are observed. The direct cost bar is trun-
cated [see figure] to provide for administrative services which the de-
partment, chairmen perceive that they need and which, in fact, should
have been paid for by indirect costs which do not trickle down to the
departments. The bar is created de novo by “assessing”—taxing—di-
rect cost awards even though neither the job nor the personnel who are
paid by this mechanism appear on the direct cost budgets. These de-
partmental administrative services, whether paid by indirect costs or
by “assessing” direct costs, are often duplicative of services paid for
elsewhere in the university. A quote from an internal memorandum
dated November 11, 1973, to Dean Hiatt of the school of public health
illustrates this point:

Each little duchy has its own duplicate set of super-secretary-administrators,
bookkeepers, lesser secretarfes . . . and a manner of living replete with depart-
ment kitchens and a sense of homey gemutlichkeit.

You might think at this point that the chairman would have taken
enough from the direct cost awards, but to show how little peer re-
view is respected at the departmental level, barriers separating many
of the direct cost awards are broken down by many chairmen without
regard to budgets or projects or peer review. This is pooling, plain
and simple. That’s why, in the figure, many of the small squares have
blended into an open expanse. Qverall, there is less money in the direct
cost, bar than there used to be, and a fair amount of what remains is
pooled. In any case, there is less to go around to many of the winners
of the peer review competition.

I call this whole process a quest for discretionary money. It begins
at the top and cascades through the system. The end result is the con-
version of nondiscretionary money into discretionary money at mul-
tiple levels in the university. [Slide shown.]
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Two points to keep in mind as we go through the next slide are that
the mismanagement is the result of extremely skillful bookkeeping at
the departmental level, and that there is deliberately sloppy oversight
at higher levels. Follow the lines of the money pathway in the figure.

Let’s begin at the bottom with the money raisers, the principal in-
vestigators. Each small box is a specific grant won by a specific investi-
gator in national competition. Many departments pool variable num-
bers cf these grants. Administrative assistants hired by and responsive
to the department chairmen, but ironically often paid by Federal
moneys raised by the principal investigators, handle the accounts with
consummate skill, :

The departments channel their communications through the science
schools to the central finance offices. In the reverse direction the central
finance offices communicate with the deans and department chairmen
but not with principal investigators, as was the case at Harvard when
I was there.

I say that communications go “through” the finance offices of the
schools because the latter are frequently, with regard to Federal
grants, only conduits for the flow of information prepared by the de-
partments. The bookkeeping is departmental in origin. This is most
important to keep in mind.

There is a net positive flow of Federal money which has been trans-
formed into discretionary money from various nondiscretionary cost
categories—indirect costs, fringe benefits, or whatever—toward the
central administrations. To the left and right of this Federal bleck
of money are tke other major blocks of money which a research uni-
versity such as Harvard would have: endowment and tuition,

For the private universities, it is interesting to compare the methods
of accounting for these blocks of money. This is important because
Federal regulations state that Federal moneys should be managed
with the same care and prudence as the private funds of the universi-
ties, The endowment is managed by investment advisers who know
where every dollar sits. The management is expert, meticulous, and
prudent. The discretionary block is audited by a private accounting
firm. However, these audits don’t usually cover the Federal com-
ponent. I was told by a Harvard official that Harvard’s private au-
ditors do not audit Feedral moneys. At this level in the diagram the
Federal contribution to the universities’ general operational fund is
seen as a natural phenomenon, analogous to the contribution of the
Mississippi to the Gulf of Mexico.

At many of the research universities the Federal component of the
budget exceeds the income from tuition. This was not the case 15 or 20
years ago. At Harvard Federal dollars make up 30 per:ent of the
entire university budget and 70 percent of the budget of the health
science schools. ‘

The auditing of Federal moneys is usually left entirely to Federal
a}tllditors as it was at Harvard while I was a principal investigator
there,

The auditing of the Federal component of university budgets is of
three types. The “continuous” audit involves “spot checks,” “off and
on” by one or two auditors from the regional DHEW office. “Spot
checks” means a fraction of all transactions. “Off and on” means several
times a year. These audits deal with Eaper transactions and not di-
rectly with people in laboratories and have virtually no impact.
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Audits by the Division of Management Survey and Review of the
Nationa! Institutes of Health are another matter. Many of these audits
result from specific complaints from individuals who have observed
wrongdoing firsthand. Some of these complaints are anonymous, If the
informant identifies himself and keeps his job long enough to be pres-
ent when the auditors arrive, he can point out the problems in great
detail. As a result, these audits usually involve intensive interviewing
of laboratory personnel in addition to university officialdom, Some-
times these audits find serious troubles, in which case the head of the
division recommends that a “comprehensive” audit be done, as hap-
pended in my case at Harvard.

The “comprehensive” audit begins and is conducted seriously. How-
ever, its outcome is preordained. I see four characteristics of this type
of audit which limit its impact :

One, much of the audit trail isn’t produced for the auditors, nor is
it demanded by the auditors. Ivy-covered halls are places in which to
utter requests, not issue demands. This is totally unlike an IRS aundit
where a taxpayer’s failure to substantiate expenses with appropriate
records and documents resclts in the disallowance of the claimed
deduction.

Two, there is major input into the audit by department chairmen or
administrators who were responsible for the mismanagement in the
first place. I wouldn’t exclude them but I would encourage the auditors
to take interviews with them with a big grain of salt.

For example, in discussions about journal transfers, the chairmen
and finance officers are likely to admit that a lot of money was switched
around but that in all or nearly all instances it was switched to “closely-
related projects.” These soothing words have proved to be very effective
strategy for the universities. ‘

Auditors are in no position to challenge the relatedness of scientific
projects. They know that. The chairmen and finance officers know that.
" Therefore, most of the words spoken or written about “relatedness”
are so much malarkey. However, frequently this “relatedness” excuse
is accepted by the DHEW, if not by the auditors, then by their bosses.
This exemplifies the meaning of a quote from the book Government
and Science by Don Price. :

In rontine procedural matters the contracting or accounting officer may annoy
the business manager of a university in endless petty details and make his deci-
sions stick. But on the really important issues the head of a university labora-
tory, or the president of the university, can appeal to echelons high enough in
the government structure—and with much more authority and influence than
any subordinate civil servant would have—to win his point.

By contrast, audits of the GSA, for example, do not involve the
esoteric, The GSA is a purveyor of the commonplace, goods and serv-
ices which are as familiar to the auditors as their own cars or office
furniture. Auditors, therefore, are in a good position to judge how
many typewriters or calculators are needed for a Government building.
Scientific equipment, supplies, even objectives, are another matter, The
auditors should determine the “relatedness” of projects through inter-
views with research assistants who are blind to the auditors’ evidence.

Three, there is not enough interviewing of principal investigators
and nonprofessional personnel. With regard to principal investigators,
I would concentrate on the nontenured and I would absolutely insist
on the total privacy and confidentiality of those interviews. What hap-
pened in the recent audit at Harvard, where university officials de-
manded and were allowed to sit in on conversations between auditors
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and principal investigators, has extraordinarily sinister implications,
When first amendment rights are limited in the universities, those
rights are everywhere in danger.

With regard to the nonprofessionals, most are young, hence more
likely to show genuine shock when the auditors reveal, for example,
that Dr. Smith’s grant pays them even though they work for Dr. Jones.
Intensive interviewing of this group, in privacy and confidentiality,
would by itself allow quantification of the serious problems with the
payroll which the auditors find but usually leave unquantified.

Four, the auditors who do the shirtsleeve work are not involved in
the final resolution process of the audits, After all their hard work,
the auditors refer the audits to “the Federal officials responsible for
resolution of such matters.” In the 100 audits we reviewed the audi-
tors challenged $420 million of the $1.1 billion audited. That’s near:v
40 percent of the total.

: 8f the $420 million, the universities were asked to pay back only
$13.2 million. That’s about 3 percent of the total challenged, and as of
January 1978 not all of this had been paid back.

The penalties are really very painless. The small penalties are taken
'gy the universities to mean that what they’ve been doing is all right.

ust imagine what individual taxpayers would do if all knew that the
IRS would settle with them for 3 percent of the fraud.

In the press releases relating to audit findings, the code phrases
used are “redtape’” and “academic freedom” by the universities, and
“sloppy bookkeeping” by the DHEW.

We've already covered “sloppy bookkeeping.” Let's conecentrate
for a few minutes on the phrases “redtape” and “academic freedom.”

What do the universities mean by the “redtape”? The next slide
shows some of the areas which the university lumps in with “red-
tape.” In one respect the lumping is appropriate. It was the Federal
grants which brought with them, to the not-always-enlightened uni-
versities, the regulations which helped most of these constituencies in
their struggle for visibility on campuses.

I ask, which of these areas do the universities find so onerous an
administrative burden? Towards which of these constituencies do the
universities wish to remain unaccountable? Blacks? Women? Em-
ployees’ safety? I doubt if the universities really want to do battle
1n any of these areas, when their chief objective, I think. is the audit
trail of Federal grants. That’s where the money is.

That is the red tape they are really talking about.

With regard to the audit trail, university administrators complain
about the “redtape’ not because it’s so hard to maintain, but because
they don’t want to document the mismanagement. The salary certifica-
tions for 1,000 grants for 8 years could fit into a small hutch of
three-drawer metal files, if departments and central administrations
really didn’t have an aversion to maintaining such files. However, as
previously emphasized, this apparent aversion to paperwork doesn’t
apply to journal transfers—see previous slide—which are assiduously
attended to on a large scale to bring hundreds upon hundreds of grant
balances as close to zero as possible. The universities also maintain a
good paper trail for supplies, to prevent fraudulent, billing by vendors.
The universities know how to maintain good books when they want
to.
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As for “academic freedom,” the universities plead that time and
effort reports are inappropriate for professionals who can’t be held
to strict accountability for their efforts. This argument is specious
though. Tt is important to note that in the 100 audits we analyzed the
auditors found that the payroll distribution system for nonprofes-
sionals was as frequently deficient as that for professionals. The uni-
versities don’t argue that nonprofessionals need to be protected from
the burdens of strict accountability.

The universities don't use the phrase “academic freedom” in con-
nection with nonprofessionals. Nonprofessionals are supposed to work
a normal work week on specific tasks. They’re not expected to hold
forth on academic matters. But in the heart of the audit trail, spe-
cifically with regard to the salary certifications, the nonprofessionals
and the professionals are treated similarly because it is necessary to
treat both groups similarly to subvert the peer review system.

Moreover, while the universities are pleading for “academic free-
dom” for professionals, they are taking away by unlawful means
money which principal investigators have won in national competi-
tion, and thereby depriving those principal investigators of “academic
freedom.”

The universities equate “academic freedom” with the right to speak
out on all manner of things scientific or political, This is the “old”
academic freedom, the kind Galileo didn’t have. Galileo’s problems
were not with funding. His problems were with dogma. The theo-
logians didn’t like the way he interpreted his results.

y contrast, the principal investigators of today have no problems
with dogma. Department chairmen and deans are willing to listen
patiently to the most far-fetched scientific theories. However, many
of these same chairmen and deans don’t take kindly to anyone’s ques-
tioning how they manage their departments’ or schools’ finances,

For example, the saine chairman or dean who might himself sign
his name to a full page ad in the New York Times protesting viola-
tion of human rights i faraway places might have his own definition
of first amendment rights when the talk gets around to the handling
of Federal grants in his own backyard.

There is a “new” loss of academic freedom these days. It’s less easy
to comprehend because its violations occur behind a wall of rhetoric
generated by the universities about the “o0ld” academic freedom, the
kind Galileo didn’t have. The old academic freedom is meaningless
in the absence of control over the purse strings of hard-won grants.

Who are the persons whose academic freedom and constitutional
rights are being denied? They happen to be the persons most likely
to make important discoveries, The prizes come later in life, but the
discoveries in the life sciences are mostly made by young investigators,
many of whom are nontenured. Thus, the nontenured are on the
ascending slope of « » productivity curve in the life sciences, the part
of tho curve where tuere is the greatest limitation of free speech when
it comes to talking about, grants mismanagement. Also, among today’s
nontenured, three out of four are Ph, D.’s. Young Ph. D.’s are, there-
fore, the group which has to speak out about grants mismanagement
but can’t afford to. The job market for Ph. D.'s is very tight these days.

Young Ph. D.’s who are nontenured principal investigators unfortu-
nately don’t have the academic freedom or the economic base from



40

which to ficht mismanagement of their orants bv their chairmen. T
believe that much creative potential is being lost by limiting at the
departmental level the young investigators’ access to their hardwon
grant money. The peripheral workings of peer review make a mockery
of the central process of peer review, While academia supports the lat-
ter, it subverts the former.

Let’s go back to the audit trail so that I can close with recommenda-
tions for improving accountability and accounting. My plan centers on
a reenfranchisement of principal investigators. They would prepare
budgets as usual. Then they would have to sign all time and effort re-
ports, all salary certifications and all pages of the reports of expendi-
tures, with their full payroll signatures. This function could not be
delegated to a “responsible” university official. That is the side step
that must be avoided. That is the mechanism by which principal in-
vestigators are disenfranchised. That is the stop which allows the audit.
trail to descend into a valley from which principal investigators are
frequently excluded. For the word “responsible” in this context really
means responsive to department chairman.

In addition, with my plan, principal investigators would receive all
printouts of expenditures and all communications on Federal grants
from the central finance offices, via first class mail. When T was at
Harvard, Hale Champion’s communications about Federal grants,
including memoranda as well as printouts of expenditures, were ad-
dressed only to deans and department chairmen and not to the real
money raisers, the principal investigators. Principal investigators
should not have to ask department chairmen for this information. The
DHEW has to face facts. Printouts of expenditures can be sequestered
in the offices of department chairmen. When department chairmen
pool and deliberately mishandle grants, they do their best to give out
as little financial information as possible, as T observed firsthand at
Harvard. Se juestration of the printouts of expenditures is a vital tool
of the fraud. Chairmen should not be given the opportunity to seques-
ter these printouts.

Would handling these pieces of financial data be too much of an
administrative burden for principal investigators? Absolutely not.
Reading and signing all of these documents would take in the ag-
gregate no more than one-half working day per year per grant. The
“burden” would be a pleasure. Principal investigators, particularly
the nontenured, would %e delighted to get their hands on all the docu-
ments they need to use the good judgment that God gave them. First,
so that they could protect the funds they have won, and second, so that
those funds would be available to buy the wherewithal to do the work
which the peer review process said they should do. No more wondering
where their hardwon money went. No more putting their careers on
the line to challenge the mismanagement. When everyone in the Fed-
eral money chain knows what everyone else is doing, it will be harder
to commit the fraud that is now being committed.

In my 1plan, the word “everyone” includes the nonprofessionals. The
pay envelopes of nonprofessionals, in addition to notices of such events
as university picnics and blood drives, should have a computer-
generated printout showing the names of the principal investigators
whose grants are paying them. That would set the stage for the dis-
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armingly innocent but devastating question by a technician of a prin-
cipal investigator, “Dr. Jones, I work for you, but how come Dr.
Smith’s grant pays me?”

With regurcf to indirect costs, I think that principal investigators
should have input into the budget and expenditure processes for this
area. As it is now, principal investigators contribute prodigiously to
a block of money whose expenditure is a dark secret to most of them.
I think that there should be indirect cost oversight committees which
give principal investigators representation in proportion to the con-
tribution of Federal dollars to the total budgets. Within this repre-
sentation I would have a nontenured/tenured ratio which follows the
ratio for the combined science faculties. For example, if such a
committee at Harvard were to have 10 representatives, 3 would be
principal investigators, 2 nontenured, and 1 tenured. Harvard admin-
istrators would still have a 70-percent majority but at least what is
now a total mystery to most principal investigators would be in full
view, I think that the principal investigators, particularly the non-
tenured, would be shocked to know, for example, what is included in
Harvard’s proposals for indirect costs,

"This past spring, new OMB regulations were adopted which show
that the OMB has been sweet talked by the universities into believing
that the “redtape” of the audit trail is too burdensome to maintain.
From now on, as I understand it, the universities will have to file
only one huge salary certification annually with one signature on it.
What that will do is to facilitate the perpetration of the fraud. It is
easier to tell one big lie than many little ones, to turn in one big false
certification instead of many little false certifications, This will put
the Government’s seal of approval, through an official regulation, on
deliberate, willful, purposeful, and fraudulent grants mismanagement
and will complete the disenfranchisement of the principal investiga-
tor. This part of the new regulations must. be rescinded. To me as a
principal investigator whose grants were misused by his department.
chairman, who was deprived of financial information and first amend-
ment rights, this regulation is anathema.

Finally, the DHEW higher-ups should stop treating universities
as favored clients whose dealings are beyond criticism. One by one in
the last 20 years we've been disillusioned by the wheelings and dealings
of the college-and-university-educated members of our society: phy-
sicians, lawyers, businessmen, politicians. The time has come for aca-
demics to join that list. The data overwhelmingly show that research
universities are not above deliberately, willfully, and purposefully
misusing taxpayers’ money. The evidence for gross mismanagement
is everywhere one looks. Let’s not avoid seeing the evidence for what.
it is. There is mockery of peer review. There are false vouchers being
submitted to the Government. There is loss of academic freedom. No
amount of rhetoric by university authorities should be allowed to
smooth over these multiple transgressions.

The DHEW should stop considering universities as more important
than the principal investigators in them. Tf the universities need Fed-
eral money to survive, make them fight for it openly the way they
expect their scientists to. The best way to stop the fraud would be for
DHEW to treat universities the way DHEW now treats its other
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clients who receive transfer payments: physicians, students, welfare
recipients.
Fraud is fraud no matter who perpetrates it or why it’s perpetrated.
Mr. Founrain, Doctor, you quoted on page 5 from a memorandum
from the assistant dean for finances at the Harvard School of Pub-
lic Health. You also made reference to another memorandum later on.
Will you submit copies of those memorandums for our hearing record ?
Dr. Comen. Yes.
{The memorandums referred to follow :]
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HARVARD SCHOOL OF PUBLIC MEALTH
B77 MUNTYINGYON AVENUE )
BPOSTON, MASSACHUSETYTS 02113 . @rvcE of Tud DeAR
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CABLE ADDRISE: MARVNEALTM

PERSONAL AND CONFIDENTIAL

T0: Dean Hiatt . O¢tober 12, 1975

OBSERVATIONS ON DEAN'S REPORT FIGURES POR 1974-1975

The 1974 to 1975 comparison reveals some notable develop-~
ments: {n the School's fimances. Overzll, income availed of rose
34X from $11,897,161 eo $15,851,967. Since the major componeut,
federal funds rose almost 41%, the result was an increase from
62.32 to 66X i{n the percentage of such funds to the total. The
very modest fncrease im training grants failed to keep pace with
cost inflation while the 70X rise in stipends helped to underpin
the sizeable increase im tuftion income. Federal funds in fact
supplied $498,197 of totel tuition receipts.

The net increase in federal funds was spread quite unevenly
among the subdepartpents. Of the total accession of newv federal funds,
$1,125,215 or 36.72 was in Administrati{ve General, §701,519 or 22.92
occurred in Nutrition while an increase of $714,633 or 23.3% of the
total took place in Physiology. Together these three subdepartments
accounted for 82.92 of the overall increase.

Federal contracts continued to repreceat an increasing
fraction of federal research volume, risf{ng from 34.5% to 37.52. The
major increas: of 702 in stipends accompanied by only a small movement
in trafning grants is a clear indication that federal policy to shift
support frow tnetitutions to students is taking hold. This i{s not a
good omen for the future.

While tuition {ncome d1d increase about 33X from 1974 teo 19?5,
tuit{on {ncome as a percentage of total income availed of vemained at 6X.
Endowuent {ncome as & percentage of the total dropped from 11.32 to
only 92 of fucome availed of. Non-federal soft-money grants and contracts
rose about 25%. In view of the fact that such income fails to cover the
total costs of the activities {t generates, an added burden falls
upon unrestricted expense without coupensating income. In sum, hard
woney declined further as a perceatage of incowme which must cover
coastantly-increasing indirect costs. The vulnerability inherent &n
dependence on federal dollars Increased significantly. Soft money of
all kinds accounts for about 90 of total direct expenditures.
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The anticipated fmpact of the nev procedures for internal
redistribution of federal research fadirect cost recovariess exceed
prior estirates of revenue loss by more thaa $100,000. As a post-
closing transfer, about $541,000 was charged to the School's indirect
cost recoveries from federal research activities and credited to the
accounts of the Medical School and School of Deatal Medicine, The
net effect of the large {ocrease of wodified direct federal research
dollers was to depress the School's real indirect cost rate considerably
below the average rate for the Medical Area and, therefore, much
-lover than the real rates for RMS and HSDM. It will be recalled that

-such a result was predicted when the new system was projected to begin
. oa July 1, 1974,

1o the face of this increasing inflation of saft-mouey income

wvhile hard overhead costs inexorably advance, the obvious question
18 how HSPd coantinues to enjoy operating surpluses. Although the
eize of the surplus fell abour 50% from 1974 to 1975, reaching $333,748,
it 15 st1ll favoradle. As a percentage of total fncome available, .
though, it fell from adour 52 to adbout 2I.

Despite the absence of real program budgeting, fn my opinion
it {3 pot {cpossible to divine the financial dynamics of this slzesadle,
albeit dwindling, surplus. If one essuces that federal research activity
should rerturn at Jeast 1ts full cost, less cost sharing, then almost
$8.75 million of such research should be a break-even operation. The
surplus wust be derived elsewhere, in theory at least,

Unrestricted endowment income, fnterest on departmental balance and
expense recovered froa the Medical School total about $620,000.
Uarestricted expense other than costs of building operation amounts

to about $1.25 millfon., This leaves roughly a gap of $630,000. Tuition
and other student Inconme of about $975,000, providing £t can be gained
wvithout apprecfable Incremental unrestricted expense, would produce

a surplus of about §345,000, not far from the real thing. While this

is quite simplistic, the key coocept in understanding the role of curreant
educational programs {s fncremental unrestricted cost, since all

tuition income is unrestricted tncome.

There are a number of inputs to the educational programs
which efther yfeld tuitfon f{ncome or absordb part of the burden of
educational costs. Which {s uwhich 1s a matter of indifference since
either process produces "free" uarestricted f{ncome.

Federal training grant and contract support, whether categorical
or {nstitutional represents a purposeful contribution by the govern-
ment to our educational activitfes. 1Im 1975 this frank support asmounted
to $2,552,388 of which $996,178 vas for studeants and $498,197 of that
aoount was received for tuftfon payments. About one tenth of the overall
total vas accounted for by the Forwula Grant, Some additfonal federal
di{rect funding was derived from the rese¢arch tra{ning provisfons of the
General Research Support Grant. .




45

On the noa-federal side, a certaln portfon of restricted
endovaent income expended was utflized in the educatfonal effort,
ending up trensforzed fnto unrestricted tuftioo fancoce without burden
oo unrestricted expense just as some such expenditures for federal
research are returned through the indirect cost pool as unrestricted
fncowe,

The teaching programs benefit as well froxz some less-than-
federally-{ntended diversion of fedaral funds which redounds to the
benefit of SPH financial results. A certain portion of the salaries
and fringe benefits of faculty supported by federal research funds
48 g fact diverted into the teaching programs. This ploy has doudble
dividends. It not only enriches the catalog cfferings avallrble to
tuition-paying students (L.e. unrestricted inconme) but it also tends
to overstate the sfze of the federal research fndirect cost pool by
Inadvertent inflat{on of its major component, the operating cost of
space devoted to federal rescarch, thus absorbing some of the burden
of operating teaching space, othervise fully an unrestricted expense.
This double return~ a welcome f{ncrease f{n unrestricted income and
decrease in unrecovered unrestricted expease is not entirely reliable
as a long-terw device. A good deal of 1t rests upon the ability and
willingness of the affected research faculty to continue the practice,

Some covert anomalies have served to incresse furcher tae
relati{ve fraction of total building operating costs which flow into
the federal research Indirect cost pool rather than fnto the School's
unrecovered unrestricted expense accounts. While the original deslign
of the Kresge Building called for the purchase of chilled water by the
ton directly from the ncw Total Energy Plant, that is currently fmpossible.
Yastead, all the chilled water needed for Kresge afrconditioning 1s
provided freem through a bypass from the steam absorptfon unfts {n the
Research Building. All the substantial steam costs to produce this
oon-research sarvice are included {n the costs of £665 and calculated
as part of the research pool, shunting & major cost out of HSPH's
unrestricted account. This practice will end in the not-too-distant
future vhen Building and Crounds preventive maintenance will have
adnin{stered the coup de grace to the absorption unfts and the Total
Energy Plant is delivering metered chillied water.

A final quirk in the current allocation of Pover Rouse steam
in the Medical Area will serve to add another facet to this account.
As the system now operates, the Medical School ends up substantially
absorbing the difference between the output of steam from the Power
House and the metered use of other system wembers such as HSPH. Thus
the {nadequately-metered Medical School {nherits the cost burden of
geter malfunct{ons or condensate return anvmalies which would tend to
understate the consunmption of the others.

S51-%11 0 - 79 - w
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A steam by-pass valve system at SPR #665 which allows steam
to flow {nto the mafn bullding supply without passing through the
meter developed a malfunction sometime between December, 1974 and
April, 1975, despite preventive maintenance by B. & G. To what extent
this accounts for a palpable underage {u the year's projected steam
cost for BSPH 1s impossible to determine. While a calculated adjustzent
has been made slnce the discovery and correction of the malfunction,
the ultimate solution , which the Madical School is undertaking, is a
‘major capital expenditure for mew meter installations.

. The polat of this extended discussion of the prodable origins
of the School's operating surpluses 4s to underline the fragile and
trensitory nature of the rwany factors fonvolved. Energy, space aand,
especially, security costs are rising significantly and will continue
to do 8o, HSPY will be unable continuously to tap the till of over-
allocated research costs. Should federal frank support of teaching
stuzble and covert support diverted from research faculty dwindle,
unrestricted costs for educational programs could suddenly sultiply
dangerously, effecting a complete rveversal financially.

Finally, there are additional danger signals in the continued
and projected proliferation of new programs supported by non-federal
funds which offer scant possibility of recapturing full indirect costs.
If we pile on top of the potential loss of favorable factors underlying
the recent and curreant surpluses the underrecovery of overhead costs
not only oo restricted endowsent-supported activities but also an fncreasing
gap of cost recovery from other nou-federal soft-money sources, fthe
surpluses will Quickly be transforwed imto intractable deficits.

enclosure: comparison data for Dean's Report

dfstribution: Dean Whittenberger
Mr. Bale Chauwpion

Dean Killin -
Mr. David Barlow ﬁu

—

vrﬁ:: Claff .

, Assistant Dean for
v Financial Affaire
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LT 14 .
K
CORFIDENTIAL
Discussion of materfal to be fncluded in prehudget lettav due Dec. 27, 1974

Attached s a Xarox copy of the Budget Manual {nstructi{ouns for the
pre-budger letter ordinarily due in early January but pushed forward to Decexber
27th this year by the happenstance of a single Corporation meeting early in
Januavy. 1 have vaited as long as possible since every week usually briags
inforizatfon not avallable befora, 'fhe time has coma, hovever, to discuss the
letter on the basis of what 1s now avallahlé.

The columnar analysis enclosed fs a starting point and T will attaespt
to explaln the major expense aand {ncoms projections as they look to me at this
point. Since the pre-budget letter is a forw of early-varning system for the
Corparation, preciston is not what {s called for but rather am honesi attenpt
to ralse major issues and questions relat{ng te the current and upcoming budget
years, There will be houest differences of opinfon among us regarding both
time periods.

The folle«fny iteis sean to we at this tinme ro be relatively predictadle:

1~ O&Y for 1974-75 will be adbouvt §175,000 over B3G's original 74-75 estinate and
1975+76 w111 1liknly be at least $150,000 above actual 74«75 figures assuning
no palpable change {n our operating schedules or Spactan caretaking levels.
The worst-case pensibilivy according to the current betting on final action by
the D.P.U, on Boston Edison's rate~increase reéquest fs that political prest.res
persuade the D,P.U. to shift the incidance of 1ncransu tovatd big users to
assuage the l{ttle man with a possible consequance of a 40X {ncrease fot the
Power House. This would mean about $180,000 in sddition to the $150,000 {ncrease
ment foned above.

2- lustitutioual suppert fronm tradftional training grants will be phasing out at a
rate of about $250,000 per yeéar from now until 76-77 with a concomitant loss
per year of $25,000 in indirect cost income. This will put pressure oh 00011
sub-drpartment allocattons and compromlise texching resources already under
tncreesed enrollment pressures. N

3- 'The Gountvay Bibrary feec scens almost certain to {ncrease by adout $60,000 per
year- the negotiations have beet delayed but cannot be nvnided My inforcarion
16 that Meadow & Co. mean business for this fiscal year.

4~ At least for 75-76 fnfiatfon of 8«10% fn salartes and wages appears certain with
mixed rates for non-salary ftems.

5~ 35 Shattuck Street should soon have changed hands so that we might start earning
about $65,000 per year from the vesulting endawment.

6~ We will start 75-76 with a sf:ieable GRS bank account, especially £f curvent reports
about 1975 GRS avard levels can be trusted,

7- Existiog federally-supported research programs will be curtailed, Already Lown
has lost two major grants, Micre will lose trachoma suppact (alsa €ram Aramco)
and the diserpoundwent windfall which rescued Weller and Chernfn at the last
tustant will not continue., Many rejectfons have been recelved from Rovember
Councils and pending rescissions have put a hold on all new avards and a crimp in
corrnitted continuation funding.

8- Newly-made Corporation policy will permit systematic chargiug of f{ndirect costs
to budgeted vestricted tndovmcnt and gift fncome¢ altho the precise methodology is
uot yet clear.

9~ Tuftlon remission is lncvttable but the method fs stfll unknown as s the net
tmpact of HSPH tuftion tncoume retention,

10 -Administrative stafll fnereases w11 occur tn the Dean's Offfce and fn the aud{o-TV
Area.
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it Gororr ot Be bt dew peatierahle at thie &hbed

Sl Mg eeg frpresalon fyes diarmgadans with Dey Worswwsar,

Yo48a can be suesd up s follows! the CAD may well

5ly Yaoge curveat eurallzeat by throttling adeisslons
to 2 cortafn d ve . 0 Yy entatardies esndidates emre befng forually atiftied
et the sfnr iy v be e DUlly assdssad dn Februasy with the vies to
nyciding 21 #: dnfren of nee students. Do, MaoMaea seans to feol thet
the Coefttes en Long Rovogs Planning will have no esranfingful conclusioas in
tf . to faflurice 7576 adrisslons. Other fagultles are considering increasas
of wore than $299,  FAS will gn for $300, ditco Kenandy, BMS may wall fucresse
at lest $530. Pezhiaps H3PH might constder §$320.  Scwe view the possthility
of future wasypilew onttrols es counssling highar {nateases as sova as possible,

2- Instituzional suppart efther as foraula or capltation grants are hy na votus
in the bag, Perhaps the best bet now {5 that from the turvoll aight comn a
sinple extenston, 1o any case my figures reflect the sane dollar support as
4n recent years.

3- Thex Yevel of corpecation salaries which will nesd 0C03=) gupport bezae v of the
lapsiog of federal ressarch and tratnfng grant suppect paiding the oo p.ar's
grace perlod is uapredlctable, The Levins progran and the prenisa of a "budges"
for the cozhlnal new two-year progran are additional unkanvias., The latter might
possibly open a Pandera's Bex of me=too's.

4= The projested slre of the 75476 federal {ndfirest coat research paol 4s highly
problomazical, While rising O%M will push up the recavery per sjuare foot of
Yepledoste use, relnee? {nioapalty of space usn and shrinking GA attcoibutable
to fedoral rescsreh will depress the total. The smnll fnerezent of space from
the Continuing Fducation prograw will be more than offset by loss of expensive
lahoratory spaze attrihotinn,

5~ Mr. Moadog hon hol his &fzhss or the §35,000 pald to BS for TP Parasitology
courst ever sinze Dos. Fhatt & Supder made that tresty., With change in B3
cvrriculur and BIM's desire to revpen thils subject along with Counteny, T au
oot sanguinethol we can hold that plum oo {ts merits.

6~ It is likely that in the near future HIPH will be asked to corurft feself to a
long-term parking cormitment which will come fn the forw of guaranteeing to pay
the ennual costs of X nuzher of gakage spaces., Assu~ing that half the cost of
each space~ possihly $720 pec year— will be subsidizad by tha School- this is the
current thinking of Meadov & Olendaki- how many spaces can ve alford to preeupt ?
If we shrink from a commitment, wa will have no parking spaces. T have no ready
answers but only the relteration of Murphy's Law. .

1. 75 7C ewrolls v ie

Turning to the discussfon figures on the colunnar sheet-the revised flgure
for line S, 7475 reflects a round{ng off and the addftfon of $60,000 for {ncreased
Countway Libracry costs, At this time there is no sound basls for estimating year-end
actual figures. Half«ysar figures fn late February will give a slightly firmer baso.
Line 1, noca-salary expense reflects an increase of adout 9% {nflation plus the added
$60,000. Ltn: 2salaries reflects Dr. Leiphton's departure from the payroll, an
overall BX pay increase and about $75,000 in new persoanel expense, part of which
may acerue fn 74-75. Line 4 sub-dept 0001-1 allocations will really depend on the
{ntidence of salacry-source losses frow fedaral research and trafning decreases oot
legally absorbable from GRS pool, comamitments made to Behavioral Sclences, unknown
new 0001-1 costs from nev tvo-year program, etc. I have litele confidence In the
figure except that 1 think it may be low. The projected 06M does not take Into account
possible major electric rate increases vhich may appuar by early June, 1975 to com-
promise all Medical Area budzets.
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Oa the dncome side, line 16 rellests a aora) loereose dn enlasiont
fnsese as projected by the Treasuzer plug $65,000 dn wew fncoss from 55 Shastush
progurty sele.  Line 17 asse os no sigeificant shrinkage dn sise of dspacteentol
balrsces  To ertent that prry way be cepitalized as epneifle endos enx, a sliyh
frcrease dn yleld will neaurs Line 18 14 a eritical fte: dn doubt. It assur»s
a very maderate decreasn {o oversll eurollment at a full-tima rate of $3,600
fncluding the $150 Health Fee. If the rate is raisad to $3,700, an addittonal
§25,000 may result. A very wodest remisston of $45,000 to FAS for cross reglstratien
1y ineluded.  This {8 about 5 of net fncere,  Line 19 makes the asse prlos thel
H3RE wilLl retadn the TEH §35,000. This way well be unwarsanted. Linew 28 #0d 24
arc gut Intuftions of the nat result of wmany complicated moverwats up #u' doan
in the recovery components., Since our recoveriss are now pool related rathes thas
direct dolint related, the year-to-year changes should not be violent einey the
total pool will wmove miuch less actively than the volu:n of dirent diallers, #n
fnpravesent fo noas gaveramnat recoverfes is aspuod, mostly frar oan guy o “
coutracts such as the vubber vorker studies.

In general what I ece 46 a groving threat to the adequaty of tesching
resourees just at the time that we ave loaking te the tuitfan {nceme well tn
rescue us frow rising 0&M costs. The threats coue from decreasing avallabildity
of "free” faculty from rescatch grants and contvacts as well ay the {nexarehle
deedy of nuthers of faculty sapported in the past frou regular training grants.
Another well has bacooe avaflable fn the form of taxable endovuent fncom® and wa
should consider what orderly sters can be taken to exploft this source while not
forgeteing that the diversion of those dollars fron divect to fndirect mnst wean
reductions du the wrope of activities sov supported by those dollars,

. g A0~
Y

enclosuress Budget Manual page
Columnar Fstimate Sheer
distri{butiod: Dean Hiatt
Dean Whittenberger
Mr. Killin
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Mr. FounraN. Thank you very much for a very interesting and
forthright presentation of you findings and point of view.

I also want to thank you for a very comprehensive and revealing
statement which will be made part of the record.

[See pp. 53-89.]

Mr. Founrtain, We have a number of questions which we would like
to ask., Have you been served with a committee subpena?

Dr. ConEN. Yes.

Mr. Founrtain. At page 2 of your prepared statement v<a indicate
you were asked and required to sign blank report of expenditure forms,
known as ROE’s, even though you could not see a list of expenditures
before you signed. You said you were told such information would not
be provided to you or other principal investigators in the department.

You said, “Not knowing what to do I took the matter to the assistant
dean for finances at the school of public health.”

You indicate that you returned to him on several other occasions
when you were required to sign blank RCE’s and the school refused
to comply with your request for details of expenditures from the NTH
grant funds. Each time the assistant dean for finances told you he
could not resolve the problem for you.

Would you identify that assistant dean for finances with whom
you dealt ?

Dr. Conen. Yes. William Claff.

Mr. FounrtaiN, Is he the same individual mentioned as assistant
dean for finances on page 5 of your prepared statement?

Dr. Conen. Yes.

Mr. Founrtain. Dr. Cohen, you quote on page 5, paragraph 8, from
an October 12, 1975 memorandum the assistant dean sent to Dean
Hiatt of the school of public health, which you allege constitutes evi-
dence that Harvard knowingly and deliberately diverted Federal re-
search funds into teaching programs. Your quotation includes the
words “covert support diverted from research faculty.”

Is that quotation taken from the assistant dean’s memorandum?

Dr. Courn. Yes.

Mr. Fountain, While at Harvard, did you have teaching responsi-
bilities in addition to your government-sponsored research?

Dr. Conen, Not to amount to anything.

Mr. FountTain, What were your teaching responsibilities?

Dr. Conen. Perhaps 3 or 4 hours of lectures per year.

Mr. FounTain. Did you have any other responsibilities at Harvard,
such as special assignments?

Dr. Conen. No.

Mr, Founrain. Did you find that compliance with Federal regula-
tions, which required accurate and acceptable accounting records of
the costs or expenditures for your research, was burdensome to you?

Dr. Conen. No. I would have to qualify that by saying I did not
zet, the information o that T could make a statement about them.

Mr. FounTtain. You did not have anything to account for. Did you
ﬁ&xd tl;ese Federai regulation requirements hampered your research
efferts

Dr. Conen. I don’t understand the question.

Mr. Fountary. Requirements for accounting records—did they
hamper your research ¢

Mr. Curaen. Tf T may have just a moment.
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Mr. Founrain. Have these auditing or accounting requirements
hampered your research?

Dr. Congn. They did not hamper my research. They in fact, at the
time when I was able to manage them myself in the last year I was
there, facilitated my research.

Mr. Fountain. I had in mind Federal regulations.

ﬁC:m?you tell us how Federal regulations facilitated your research
efforts?

Dr. Courn. Well, I would qualify that, Mr. Chairman. Federal reg-
ulations, if applied, would have facilitated my research.

At the time when I was able to manage the ordering of my own
needs in the laboratory my research was facilitated by knowing what
was going on because I was the sole sccountant, orderer, and manager
for ordering goods for my laboratory.

Mr. FountaiN. You heard the representative of the General
Accounting Office. He stated that in andit after aundit that was made
at a number of institutions, there was not really anything to audit.

I imagine in your situation you did not have any information upon
which to base any conclusion.

Dr. Conrn. I did not have the data.

Myr. Fountarn. Do yeu know how other scientific investigators at the
schools with which you have been associated, and elsewhere, feel about
the Federal accountability requirements? Have they complained to
you, or otherwise expressed negative views, concerning the need for
and the burden of reporting costs and keeping expenditure records?

Dr. Congen. They have not specifically come to me and made state-
ments one way or the other.

Mr. Fountain. Do you know of any other research scientists who
were fired after they complained about, or protested the improper use
of Federal research grant funds?

Dr. Conen. I have no personal knowledge other than the knowledge
which is already known to the committee.

Mr. Founrtain. I presume that your work at the university was sat-
isfactory inasmuch as you had been recommended for promotion for a
5-year term. Had you ever received a poor or unsatisfactory perform-
ance rating prior to your separation at Harvard ?

Dr. Conrn. No.

Mr. Founrain. You referred a number of times to violations of the
peer review svstem and the university transfer of grant funds between
research projects. I wonder whether you would specify briefly why
you believe such transfers violate peer review.

Dr. Conien, The transfers which occur between projects are done
very frequentlv without the knowledge of the principal investigator.
Thev are done by bookkeepers, accountants, administrative assistants,
That is the wav the ROE’s are made to look good. :

Tf the principal investigator is not aware that money has been trans-
ferred from his project to the project. of another principal investigator
and he does not have money to do what he wants to do in his project.
that is » violation of peer veview,

In this connection. an earlier comment by Congressman Wydler indi-
cates an incomplete understanding of the peer review system. T quote:
“T read come of the backeround here and T got. the impression univer-
sities think it is a little like their money once it is into their treasnry
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and really they are doing a good job with it and that is all the Gov-
ernment should be interested in and not as to the specifics on deciding
that this man’s effort was helpful to the project or not.”

I, respectfully, would like to answer Congressman Wydler and eon-
tinue to answer your question. Chairman Fountain, at the sarae time
and with the same comments. Principal investigators, not the univer-
sities, compete for and win these grants. The NIH rules and regula-
tions state that the principal investigator, not the university, 1s re-
sponsible for the scientific and technical direction of the project. The
principal investigator is, therefore, the person to decide that “this
man’s” effort was helpful to the project or not. If “this man” is paid
for by project A but works on project B as a result of a decision of an
administrator or department chairman, peer review is being willfully
violated. As the system now operates that is what happens frequently.
“This man” can be a professional, but also has as much chance of being
2 nonprofessional.

Whether he is a professional or nonprofessional, when “this man”
is switched around by administrators or department chairman with-
out regard to budgets or specific projects, there is mockery of peer re-
view. In an attempt to cover up this fraud, funds are switched around
by journal transfers to tidy up the reports of expenditures and keep
Washington happy. This compounds the fraud and contributes to a
far more serious situation from the scientific, legal and moral view-
points than Congressman Wrydler’s comments suggest. Fraud and
violation of peer review are inextricably related. When that is under-
stood by the Congress and the DHEW. the fraud can be rooted out
and eliminated.

Dr. Goroeerg. Dr. Cohen, by a violation of peer review do you mean
that because the evaluation and award process utilized by Government
agencies, such as NTH, selects specific individual research projects for
support, any diversion within an educational institution of the money
intended for such a project would result in the unanthorized support of
research or other activities that was not cleared through the peer review
process ? Is that what you have in mind ?

Dr. Conen. This is correat.

Mr. Founrain. Any other questions?

[No resporse.]

Mr. Fountain. Doctor, your statement would prompt us to ask a lot
of detailed questions if we were not subject to limitations of time. How-
ever, I want to thank you for your frankness and your willingness to
give us the benefit of your findings.

How did you get all of this information from other institutions?

Dr. Coren. Under the Freedom of Information Act and I analyzed
them myself with my attorney.

Mg Fountain. What type of work are you engaged in at the present
time ?

Dr. ConEn. I am a physician. I am doing student health, industrial
and prison medicine.

Mr. Founrain, Have you attempted to'become associated with any
university or college and been given a cold shoulder because of the
experience vou described to the committee ¢

Dr. Couzn. No. :

Mr. Founrtain. Thank you very much.

[Dr. Cohen’s prepared statement follows :]
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PREPARED STATEMENT oF DR, PHIN COHEN, SCIENTIST AND PHYSICIAN

My name is Phin Cohen. I am a scientist and physician.
1 have been married for 27 yeags and have 5 children. I have
a bachelor's degree from Duke University and MD degree from
the University of Maryland. After internship at Duke Hospital
and two years service in-'the Air Force as a flight surgeon,

1 had a one-year residency at Boston City H&spitai with a
Harvard appointment, after which I spent 18 of the next 21
years doing research in the Harvard medical area, ten years
before and 8 years after a 3-year leave of absence to do
research in biochemistry in Holland.

I am a member of 4 national resgarch societies: The
American Society of Biological Chemisfs, the American Society
for Clinical Investigation, the American Society of Hematology,
and the American Federation for Climical Research. I am also
board certified in internal medicine and a.Fellow of the
American College of Physicians.

In my career I have been a technician, research fellow,
project leadex for another principal investigaﬁor, and principal
investigator on various projects.' I have done research in 3
environments: in a hospital, in a basic science léboratory
which was removed from health science facilities, and in a
faboratory in the Department of Nutrition of the Harvard School
of Public Health. My research has concentrated on the physiology
and biochemistry of human platelets, and the use of flupride to

treat demineralizing diseases of the skeleton.
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The personal experiences which 1 shall describe began
when I won three federal grants via‘nhe peer review system
and as principal investigator oA those grénté assumed respon-'
sibility for a public tiust. However: my presentation will
not be confined to personal experiences. What began as a “
defense of my own grants has grown into an investiéation of
the entire system of grants mismanagement by universities in
this country.

My exposure to grants mismanagement began when at the
end of the first year on oné of the NIH grants I had been
awarded, an administrative assistant to the chairman of the
Departﬁent of Nutrition of the Harvard School of Public Health
gave me a blankVReport of Expenditures (ROE) to sign. 1
informed her that I did not wish to sign a blank check and
wished to see a iist of expenditures before signing the ROE.

1 wag told that such information would not be provided to me,

or to other principal investigators in the department. Not
knowing what to do, I took the matter .to the Assistant Dean

for Finances-at the School of Public Health. He told me that
thé problem was not new and thét.he could not resolve it for

me. At the end of subsequent years of my NIH grants more

blank ROEs came along. 1 covtinued to ask for information
regarding details of expendit&res from my NIH funds. Repeatedly,
these requests were denied. 1 returned to the Assistant Dean

for Finances several times and each time was told that he
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could not resolve the problem for me. ‘He also informed me
that 1f I continued to ask questions about the management

of my grants it would be unheglthy for my career. Finally,

my concern rose to such a level that I demanded that lists

of expenditures be provided to me. When the information was
turned over in the form of computer printouts of expenditures
I saw that federal grants had been grossly misused by the
Department of Nutrition. I saw that persans who had done

no work for my projects had been paid with my NIH grant funds,
contrary to NIH rules and regulations. Some of those persons
were known to me and worked for other 1abgrator1es. Others
were not known to me. The magnitude a;d pathways of misuse
told me that the miémanagemenc certainly went beyond my grants.
I requested the university to audit grants awarded to me and
other principal investigators in the Department of Nutrition.
This was not done.

Prior to demanding the lists of expenditures and
requesting an audit of the Department of Nutrition, I had been
recommended for promotion with a five-year term. This was
under consideration, but when I questioned grants management
practices my faculty reappointment which had been committed

in writing was withdrawn.
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Because of Harvard's failute to act on the grants
mismanagement in the Department of Nutrition I subsequently
reported the matter to the National Institutes of Health in
December 1975. In February and March 1976 the Division of
Management Survey and Review (DMSR), the auditing group of the
National Institutes of Health, did an audit which showed that:

1. Persons who had done no work for my grants had
been paid from my grants. Some of thosé persons were known
to me and worked for other laboratories. Others were not known
to me. )

2. Other employees were charged to my grants in excess
of the effort they spent on the projects.

3. The procedures used to allocate supply costs were
inadequace.

4. Principal investigators besides me were also not

getting adequate financial information concerning their projeccts.

5. Time and effort reports and salary certifications

had not been signed by persons having firsthand knowledge of

where the employees shown on those reports werc actually working.

6. The findings were mnot limited to my grants. Two
other grants in the Department of Hutritjon were also found

to have been mismanaged. 7This was not surprising to me.
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7. The findings were not' limited to the Department
of Nutrition. Similar evidence for grants mismanagement was
found in two other departments of the School of Public Health.

8. Persons were paid ﬁith research funds to teach
courses despite the fact that this is specif;cally forbidden
by federal regulations. That the School of Public Health
knew this was against regulations but did‘it anyway, is confirmed
in a memorandum dated 12 October 1975 froé the Assistant Dean
for Finances to Dean Hiatt of the School of Public Health:

"The teaching programs benefit from. . .diversion of
federal funds which redounds to the benefit of School of Public
Health Financial results. A certain pbrtion of the salaries
and fringe benefits of faculty supported by federal research
funds is in fact diverted into the teaching programs. This
ploy has double dividends. It not only enriches the catalog
offerings available to tuition-paying students (i.e. unrestricted
income) but it also tends to overstate the size of the federal
indirect cost pool. . . ."

"The point of this extended discussion of the probable
origins of the School's operating surpluses is'to underline
the fragile and transitory nature of the many factors involved.
The Harvard School of Putlic Health will be unable continuously
to tap the till of overallocated research costs. Should federal
frank support of teaching stumble and covert support diverted
from research faculty dwindle, unrestricted costs for educa-

tional programs could suddenly multiply. . . .*



58

9. The auditors quantified their findings only in
the Department of Nutrition and included only 5 grants of the
more than 20 grants then active in that department. Moreover,
the audit did not quantify all cost categories or all years of
those five grants. For my three grants, as best I can determine,
approximately two years were audited. For the other two grants,
approximately one year was audited. Nevertheless, the auditors
found that 132 thousand dollars of those five grants had been
misspent. »

10. Hale Champion, then Financial Vice President of
Harvard, was informed of the auditors' findings and a decision
was made to pay back to the government‘che entire sum of 132
thousand, penny for penny.

11. On the basis of these findings the director of |
the DMSR believed that the mismanagement might be widespread
at Harvard and requested in a letter in June 1976 that the DHEW
audit agency do a general audit of the School of Public Health

and all other schools which receive federal grants at Haxvard,

With confirmation of my allegations of grants mismanagement
in the Department of Nutrition, and with evidence that the problems
extended to other departments of the School of Public Health,

I then looked for evidence of grants mismanagement in other
areas at Harvard. 1 now shall give quotes from 3 audits of
selected cost elements which were done at Harvard while 1 was

a principal investigator there.
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1. Review of Indirect Cost Rates for Fiscal 1971
(reported in June 1971).

"Spacific information on administrative assignments
was provided to us on 351 persons or about 66 percent of the
totsl of 530.

"“The information provided on the 351 persons indicated
that the administrative costs (amounting to $743,723) proposed
were related primarily to committee assignments such as committees
on curriculum, admissions, undergraduate studgnts and studies,
professors, higher degrees and PhDs. . . ; also proposed were
tutors, house masters and administrative assignments related
to continuing education programs and athletics,

"In our opinion, these functions are related to the
administration of instructional activities with no, or only
incidental, benefit to the Federal research activity."

2. Review of Pension Reserves Valuations and Proposed
Pension Cost Contributions (reported in September 1974).

"“In our prior report, we stated that, based on the
results of our review, the Harvard pension plans were overfunded.
The outcome of 'this is that there were 'excessive pension cost
" contributions of $686,812 charged to operations for fiscal
years 1973. Since the Federal Government. . .is charged with
about 25 percent of Harvard's total salary cost (and related
pension costs)'. . .the Federal Contributions to said plans

should have been reduced by $171,703 for fiscal 1973.
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", . .if Pension Reserveg are not properly valued, ...
excessive annual pension cost contributions will continue to
be assessed against federal grants and contracts."

3. Review of Fringe Benefit Cost Rates (reported
in July 1976). 1Including: Pension, Blue Cross/Blue Shield,
University Health Service, Social Security, Group Life Insurance,
Air Travel Insurance, Unemployment Compensation, Industrial
Accident. )

"During fiscal years 1970 through 1975 the University
included (in its fringe benefit cost race‘coﬁpucations) costs
totalling approximately $3.9 million qhat[should have been
excluded.

"Federal grants and contracts were overcharged for

that period. . . ."

Now we return to pick up the thread of the story in
April 1977 at whicl time the DHEW had not acted on the request
by the director of the DMSR for a general audit. In April, 1977
I brought suit against: President Derek Bok and the Fellows
of Harvard University; Howard Hiatt, the Dean of the School
of Public Health; and Fredrick Stare, my Department Chairman.
I brought suit for two reasons: for myself and for the public
trust. For myself, I sought compensatory restoration of my

faculty appointment and scientific footing. For the public trust,
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I asked for a general audit of federal grants management
at' Harvard University. The lhwsuic is in progress in federal
Court. The general gudit of Harvard began in August 1977.
This was 15 months after the DMSR had requested that a general
audit be done. ‘

The total in federal funds to be covered by that audit
amounts to 225 million dollars for 3 years - 1975, 1976 and 1977.
The audit is not yet completed. Thus far, only the audit of
the School of Public Health, 37.1 million dollars of the total,

has been reported.

1 shall give quotes from that audit which I believe
follow the trend established in the DMSR audit, to show the
widespread nature of the problems:

1. ". . .in our test of cost transfers totaling $1.8
million almost $700,000 or over 37% involved the transfer of
salary costs. We found that even though the initial distribution
of salary costs were certified, all or a portion of those
certified salary costs were later transferred to other federal
projects. We believe that the magnitude of these adjustments
provides sufficient data to seriously question the credibility
of the payroll distribution system, including the certifica-
tion process utilized by the School of Public Health.

"Accordingly, under such circumstances, we cannot

attest to the propriety of about 15 million dollars charged

§1-111 0 - 79 - 5
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to Federal grants and contracts during fiscal years 1975,
1976 and 1977." +

2. ". . .The persons certifying were certifying only
to the amount charged and no attempt was being made to relate
the amount charged to the effort expended on éhe Eqderal
project."

3. ". . .The School of Public Health cannot provide
reasonable assurance to Federal grant/contract awarding agencies
that consultant costs of about 245 thousand dollars charged :6

Federal projects during fiscal years 1975, 1976 and 1977 were

appropriate."
4, . . .in 27 cases where payments were made to
individuals. . .there was neither a bill for services on file

at the University nor was there evidence that the services '
were performed.'

5. ". . .About 29 percent of costs selected in our
sample are unallowable. . . . We estimate that costs of about
2.1 million dollars were inappropriately charged to federal
projects."

6. ". . .Numerous transfers were made to reduce project
overruns and also to utilize unexpended funds by cransfcrging
costs applicable to other projects."

7. "... .There was gignificant accounting activicy
involving late charges and cost transfers.

"This activity which occurred between the grant period

closing dates and the preparation and submission of the report
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of expenditures resulted in equalization of awarded amounts
and total expenditures as finally recorded on the accounting
records."
One further quote from this audit is most disturbing:
“All interviews were arranged for us éy a representative
of the University's internal audit department and ;t each
interview, we were accompanied by a member of the internal
audit department, an individual from the 5PH business office

or a designated administrative assistant(g) from the various

departments within the SPH."

The earlier DMSR audit ptoceeqed under no such handicap.
Thus, in between audits a radical change in the ground rules
for conduct of the seéond audit had taken place. The principal
investigators already had the chilling example of my termination
to remind them of the cost of telling it like it is. But just
to make sure that whatever ptinc%pal investigators chose to
say in front of the auditors would also be said in front of
a Harvard administrator, and therefore would not be confidential,
Harvard pushed for and DHEW acquiesced to a change in the

ground rules of an extremely iﬁpottant phase of the audit.

Prior éo the start of the general audit at Harvard,
I had enough 1nformationlto point to serious problems in
scveral areas of grants mismanagement by Harvard. I then wondered

in the Fall of 1977 whether the problems were confined to Harvard.
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I then analyzed 100 DHEW audits of institutions spread over
the entire country. All of thliese audits were reported in
1976-77. '

Were it not for my experiences at Harvard I wculd not
have been able to glean as much information from the 100 audits
as 1 did.

The first slide shows the variety and frequency of the
problems. 1In nearly two-thirds of the auﬂice. serious problems
were detected with payroll records for profegsional and non-
professional salaries. In the DMSR audit of my grants the
problems in this area were mostly with nonprofessionals.

The next slide shows the audit trail for payroll records.
Principal investigators prepare the budgets. Then the audit
trail descends into a valley from which principal investigators
were frequently excluded at the Harvard School of Public Health,
and, I think, at many other sclence schools within universities
around the country. In many of their reports, the auditors
wrote that time and effort reports were kept by administrative
assistants who did not have firsthand knowledge of where
employees actually worked, as was the case in the Department
of Nutrition and other Departments at the Harvard School of
Public Health. The auditors also found time and again that
after-the-fact salary certifications were frequently signed
by persons not having firsthand knowledge of where employees
worked, as was the case at the Harvard School of Public Mealth,
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The reason why principal investigators frequently
don't see these two types of 80cuments of the audit trail is
that these documents contain information which if kncwn to
principal investigators would lead them to disturbing conclusions
about the reliability, 'trustworthiness and motives of those
responsible for the mismanagement.

The‘lists of expenditures are often generated by computers
as printouts at one or two month intervals, If these documents
mirror falsified salary certifications, they will probably also
be kept from the principal investigators as was the case in the
Department of Nutrition and elsewhere }n the Harvard School
of Public Health, ) ‘

As we emerge from the valley there are the ROEs which
the DHEW says principal investigators must sign once a year to
tuck away the grants. The ROEé have two components as a rule:
one, the face sheet which has very little in the way of financial
information on it; the other, a sheet with more financial data
but only pertaining to big categories and lacking in detailed
information on who.was paid and what was purchased. So, as
the audit trail emerges from the valley, the principal investigators
may be asked to nign incomplete documents, often consisting only
of the face sheet, as happened to me in the Departmen$ of

Wutrition of the Harvard School of Public Health.
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I would like to stress some aspects of this type of
bookkeeping:

1. The manipulation of these documents results in the
deliberate, willful and purpogeful subversion of peer review,

2. An audit trail whiéh involves the.faisification,
sequestration and frequent changing of documents had better be
maintained by skillful as opposed to “sloppy" bookkeeping.

3. The bookkéepers had better share their techniques
and data with as few people as possible, principal investigatoés
and auditors included. When auditors come around it is best
to pretend that these documents never existed, don't exist now,
or can't be found, since the manipulations of these documents
are the footprints, what lawyers callrthe indicia, of fraud.

. &4, Sinceg wvirtually all of the information of the :
audit trail originatés at the departmental level and is rarely
modified after that, it is obvious that the university finance
offices do not oversee departmental grants management the
way they're supposed to, aﬁd thereby become participants

in the fraudulent mismanagement of federal grants.

Howeveg. university apministratérs don't limit their
participation to poor oversight. They add some mismanagement
of their own. The following is a list of examples from the
100 audits in addition to those I quoted earlier from the

Harvard audits:
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1. The accounting offide directed in writing that
éos: overruns be eliminated by journal transfers. i

2. Salaries were recovered twice, once each from both
direct and indirect costs.

3. There was excessive federal contribution to an
unemployment compensation fund “'so as to create a contingency
reserve."

4. There was improper withholdigg of social security
tuxes. .

5. There was overbilling of fedeta1~gtants for medical
insurance. /

6. The university kept unclaimed checks.,

7. The university retained student aid money for
SCuéents who did not matriculate.

In every cost category many universities do their best
to include the unincludable, allocate the unallocable or retain

the unretainable.

Let's return to a previous slide. Supply costs were

frequently levied against those awards with the most available

money and not according to which specific project ordered, needed,

or received the supplies.
To tidy up all of these manipulations of personnel
and supply charges so that Washington thought all was smooth,

the departmentally-based bookkeepers, at Harvard and elsewhere,



68

used the mechanism of journal transfers. Journal transfers
are the putty of grants misménagement. They smooth over the
cracks which need smoothing to make sure that the ROEs look
neat and proper and as frequently as possible come out to
a zero balance. Journal transfer activitf was frequently very
heavy near the time of preparation of the ROEs. Journal
transfer activity is assiduously attended to on a large
scale and is very skillfully done. There is nothing sloppy
‘about it. It is part of the skillful bookkeeping at the
departmental level which is fraudulent and makes a mockery
of peer review. The auditors' phraseology, repeated with
slight variations, in audit after ahdic, went something like
this:

"The excessive numbers of journal transfers were obviously
used to eliminate cost overruns. Inappropriate spenddowns of
grants to zero balances weré done to avoid having to return

money to Washington."

Thirty percent of the time the auditors found that the
universities had no or inadequate written procedures for the
management of federal grants. In some cases there were no
written procedures whatever, as I discovered at Harvard in 1975,
despite the fact that Harvard had been specifically told in
an audit in the late 1960's that a set of written procedures
was essential to establish a chain of responsibility for proper

grants management.
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In other cases awng the 100 audits the written
procedures were published but were incomplete. In still other
cases, written procedures were adequate but the universities

weren't following their own procedures.

On the right are categories not necessarily linked to
peer review (list will be read). The height of the bars
doesn't reach the level found with salaries and wages, again
because the auditors focus on salaries and wages and have
only so much time and so much manpower, But there were some
disturbing findings in these categories. First class travel
was often used excessively despite DHEW policy which states
that economy class should be used in virtually all circumstances.
Consultants often didn't submit vouchers for services renderéd,
as was the case at Harvard. It is worth constant emphasis

that the mismanagement touches nearly every cost category.

We found only a handful of audits where cash flow had
been examined. The problems here centered on the use of the
letter-of-credit. Let us say that principal investigators
‘at a given university win 48 million dollars in grants for a
one-year period. On that basis, the federal government issues
a letter-of-credit on which monthly drawdowns can be made.
There are two ways a gi'*»n university can misuse the letter-
of-credit. One is to draw 4 million dollars a month (4 x 12 =

48 million) in the first part of the month, most of which,
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in the form of salaries and wages, is disbursed in the latter
part of the month. This gives the university two or three weeks
wvith money which it can put into short term investments. Even
2 weeks interest on 4 million dollars is not exactly peanuts.
But just imagine short term investments rolling over so that

2 or 3 million dollars are constantly earning mone} for the
university while waiting to be disbursed, and if the money

isn't doing that for the university it could be doing that

for Uncle Sam. Another variation is to drawdown 4.1 million
dollars, 100,000 dollars more than is needed, month after wonth
after month until several million dollars in excessive drawdowns
accumulate in the bank, and that kind 5f money drawing interest

for the universities or not drawing it for Uncle Sam isn't

vpeanhts either,

The last bar on the right refers to previous warnings.
In nearly 20 of the 100 audits, problems which were found had
been found on previous audits. The universities had been
notified in writing of the deficiencies, but had not corrected
them. In one instance, involving a major research, university,
three consecutive warnings were issued over an 8-year period.
In each instance the recommended corrective measures were

ignored but the federal mone} kept coming.
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The next two slides schematically represent to the
best of my knowledge what hapbens at several levels when
grants mismanagement occurs. »

The second bar on the left, representing direct costs
is made up of multiple 'small squares, each representing a
specific award won by a specific principal investigator.

To its left is an indirect cost bar which is 60% the height
of the direct cost bar. Indirect costs are defined as costs
which can't be identified with specific scientific projects
but which benefit a group of scientific projects. The top
part of the indirect cost bar, a block labeled "other" for
nonscience activities is about ready to topple over into a
pocl of discretionary money for the university. This leaves
fewer indirect costs to send over to the science areas. The
indirect cost bar which used to be this height is now only
this high by the time ‘it gets to the science school.

Lately, the universities have been pushing for “'full"
indirect cost reimbursement. What is meant by "full" in this
context is obscure, since universities have for a long time
used some of their indirect cost awards for nonscience functions.
What is left of indirect costs after the house takes its cut,
so to speak, goes to support overhead costs for science. 1f
not enocugh money trickles down to the science departments,
an artificial "need" for more indirect costs is created. 1It's
like the story of a husband who drinks up a good part of his

paycheck each week and then complains to his boss that he
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doesn't make enough to feed his family. The boss doesn't

* know about the drinking, but the wifg, of course, does. In
the money chain of indirect costs, the Congress is the boss,
the university finance officers are the husbands and the
scientists are the wives., In each case, the wives don't‘
complain because the husbands don't like to be challenged,
and besides, the boss is generous and will probably give a
raise anyway - he always has. So, the game continues to
be played. The university higher-ups supply the rhetoric,
Congress supplies the cash, and the scientists worry about
what will happen to themselves or science if they speak up.
Science department chairmen, many with national and international
reputations in a discipline which seeks the truth, are afraid
to speak the truth in public about diversions of indirect
costs, which principal investigators (often including themselves)
in their own departments have raised.

At this point the direct costs are still intact.
However, at the departmental level two phenomena are observed.
The direct cost bar is truncated to provide for administrative
services which the department chairmen perceive that they need
and which, in fact, should have been paid for by indirect costs.
The bar is created de novo by "assessing" direct cost awards
even though neither the job nor the personnel who are paid by
this mechanism appear on the direct cost budgets. These

departmental administrative services, whether paid by indirect
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costs or by "assessing” direct costs, are often duplicative
of services pald for elsewhere in the university. A quote
from an internal memorandum dated 11 November 1973 to Dean
Hiatt of the School of Public Health illustrates this point:

"“Each little duchy has its own duplicate set of
super-secretary-administrators, bookkeepers, lesser secretaries.
and a manner of living replete with department kitchens and a
sense of homey gemutlichkeit."

You might think at this point that the chairmen would
have taken enough from the direct cost aw7rds, but to show
how little peer review is respected at. the departmental level,
barriers separating many of the direct cost awards are broken
down by many chairmen without regard to budgéts or projects
or peer review. This is pooling, plain and simple. That's
why in the figure many of the small squares have blended into
an open expense. Overall, there is less money in the direct
cost bar than there used to be, and a fair amount of what remains
is pooled. In any case, there is less to go around to many of
the winners of the peer review competition.

I call this whole process a quest. for discretionary
money. It begins at the top and cascades through the system.
The end result is the conversion of nondiscretionary money
into discretionary money. It is done deliberately, willfully
and purposefully, and violates the NIH rules, regulations and
policies as well as the spirit and ;ntent of the peer review

system.
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Two points to keep in mind as we go through the next
slide are that the mismanagemént is the result of extremely
skillful bookkeeping at the departmental level, and that .there is
deliberately sloppy oversight at higher levels.

Let's begin at the bottom with the money raisers, the
principal investigators. Each small box is a specific grant
won by a specific investigator in national competition., Many
departments pool variable numbers of these grants, Administrative
assistants hired by and responsive to the department chairmen,
but ironically often paid by federal monies raised by the
principal investigators, handle the acpounts with consummate
skill so that 1) peer review is suerrted to create a discretionary
pool of money for the chairmen to dispense, 2) time and effort
reports and salary certifications are falsified, aad 3) jourmal
transfers are used to bring grant balances to zero so that no
money is returned to Washington.

The departments channel their communications through
the science schools to the central finance offices. In the
reverse direction the central finance offices cowmunicate with
the deans and department chairmen but not with principal
investigators, as was the case at Harvard when I was there,

I say that communications go through the finance
offices of the schools because the latter are frequently, with
regard to federal grants, only conduits for the flow of information
prepared by the departments. The bodkkeeping is departmental in

origin. This is most important to keep in mind. The thickness
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of the walls of the rectangle above the science schools is here
to show that the central admiﬁistrations do not know or pretend
not to know what goes on at the departmental level. The solid
circle shows that the central finance offiges collect data from
all departments in all .schools which have federal grants, and,
like the schools, at best perfunctorily review the data that
they receivel There is a net positive flow of federal money
which has been transformed into discretionary money from various
nondiscret{onary cost categories - indirect costs, fringe benefits
or whatever - towards the central administrations. To the left
and right of this federal block of money are the other major
blocks of money which a research un{ve%sity such as Harvard
would have: endowment and tuition.

For the private universities, it is interesting to
compare the methods of accounting for these blocks of money.
This is important because federal regulations state that federal
monies should be managed with the same care and prudence as the
' private funds of the universities. The endowment is managed
by investment advisors who know where every dollar sits. The
management is expert, meticulous and prudent. The discretionary
block is audited by a private accounting firm. However, these
audits don't usually cover the federal componenz. I was told
by a Harvard official that Harvard's private auditors do not
audit federal monies. At this level in the diagram the federal

contribution to the universities' general operational fund
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is seen as a natural pheﬁomenon, analogous to the contribution
of the Mississippi to the Gﬁlf of Mexico. Beyond the Mississippi‘

 delta no one could sort out the molecules of ‘the Mississippi

from the brine. At many ;f the‘iesearchFﬁﬁivgrsities the :“-:
federal component of the budget exceeds the income from tuition.
This_was ;ot &he case 15 or 20 years ago. AtjHarvard federal
dollars fake up 30 percent of ‘the entire universjity budget

and 70 percent 9f tlie budget of the health science schools. _

' The auditing of federal monies is usually left entirely
to fedgrAl auditors as it was at Harvard while I was a principal )
investigator.

The auditing of the federal compqngnE‘of university
budgets is of 3 types. Tie "continuous" ;udfi involves "spot
checks", "off and on" by one or two auditors from the regional
DHEW office. '"Spot checks" means a fraction of all transactions.
"Off and on'" means seQeral times a yea¥. These audits deal with
paper transactions and not directly with people in laboratories
and have virtually no impact.

Audits by the Division of Management Survey and Review
of the Wational Institutes of Health are another matter. Many
of these audits result from specific complaints from individuals
who have observed wrongdoing firsthand. Some of these complaints
are anonymous. If the informant identifies himself and keeps

his job long enough to be present when the auditors arrive, he

can point out the problems in great detail. As a result, these

audits usually involve intensive interviewing of laboratory




77

personnel in addition to university officialdom. Sometimes
these audits find serious trogbles, in which case the head of
the division recommends that a "comprebensive" audit be done,
as happened in my case at Harvard.

The "comprchensive' audit begins and is conducted
seriously. However, its outcome is preordained. I see 4
characteristics of this type of audit which limit its impact:

1. Much of the audit trail isn't produced ‘for the
auditors. HNor is it demanded by the auditors, Ivy-covered
halls are places in which to utter requests, not issue demands.
This is totally unlike an IRS audit where a taxpayer's failure
to substantiate expenses with approﬁriate records and documents
results in the disallowance of the claimed deduction.

2, There is major input into the audit by department
chairmen or administrators who were responsible for the mismanagement
in the first place. I wouldn't exclude them but I would encourage
the auditors to take interviews with them with a big grain of
salt, For example, in discussions about journal transfers, the
chairmen and finance officers are likely to admit that alot of
money was switched around but that in all or nearly all instances
it was switched to "closely related projects.”" These éoothing
words have proved to be a very effective strategy for the

universities, and exemplify the meaning of a quote from the

book Government and Science by Don Price of Harvard:

51-111 0 - 79 - 6
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"In routine proceﬂural matters the {government]
contracting or accounting officer may annoy the business manager
of a university in endless petty details and make his dgcisions
stick. But on the really important issues the head of a
university laboratory, or the ﬁ;esident of thé uni{ersity,
can appeal to echeloﬁs high enough in the government structure -
and with much more authority and influence than any subordinate
civil servant would have - to win his point.”

Auditors are in no position to challenge the relatedness
of scientific projects. They know that, The chairmen and
finance officers know that. Thereforg, most of the words spoken
or written about relatedness are so much malarkey. However,
frequently this "relatedness" excuse is accepted by the DHEW.

By contrast, audits of the GSA, for example, do not:
involve the esoteric. The GSA is a purveyor pf the commonplace,
goods and services which are as familiar to the auditors as
their own cars or office furniture. Auditors, therefore, are
in a gond position to judge how many typewriters or calculators
are needed for a government building. Scientific equipment,
supplies, even objectives, are.anocher matter. The auditors
should determine the "relatedness” of projects through inter-
views with research assistants who are blind to the auditors
evidence. Theée will be moré on this in the next paragraph.

3. There is not enough interviewing of principal

investigators and nonprofessional personnel. With repgard

to principal investigators, I would concentrate on the non-tenured




79

and I would absolutely insist on tge total privacy and con-
fidentiality of those interviews. What happened in the recent
audit at Harvard, where university official. demanded and were
allowed to sit in on conversations betweén auditors and principal
investigators, has extraordinarily sinister implicaticas. When
First Amendment rights are limited in the universities, those
rights are everywhere in danger. _

With regard to the nonprofessionals, most are young,
hence more likely to show genuine shock when the auditors reveal,
for example, that Dr, Smith's grant pays then éven though they
work for Dr., Jones, Intensive interviewiné of this group, in
privacy and confidentiality, would by itself allow quantification
of the serious problems with the payroll which the auditovs find
but usually leave unquantified. In the DMSR audit of my grants
most of the payroll "exceptions" were with nonpgofessionals.
Importantly, I was still around when the auditors arrivsd so
that I could say how ridiculous it was for department administrators
to even sugpest that technicians X or Y were working on. 'related"
projects. )

4. The auditors who do the shirtsleeve work are not
involved in the final resolution process of the audits. After
all their hard work, the auditors refer the audits to “"the
federal officials responsible for resolution of such matters."

In the 100 audits we reviewed from a 12-month period in 1976
and 1977, the auditors challenged 420 million dollars of the
1.1 billion dollars audited. That's necarly 40 percent of the total.
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Of the 420 million, the universities were asked to pay back only
13.2 million. That's about 3 percent of the total challenged,
and as of January, 1978, not all of this had been paid back.

The penalties are really very painless. The universities can

build into their thinking that gross mismanagement will cosg

them only a few percent of the bottum line of that mismanagement.

The small penalties are taken by the universities to mean that
what they've been doing is all right. Small wonder that they
continue to deliberately, ddilfully, and purposefully mismanage
federal funds on a grand scale. Just imagine what individual
taxpayers would do if all knew that .the IRS would settle with

them for three percent of the fraud.

In the press releases relating to audit findings, the
code words used are 'red tape" and "acadcnic freedom'" by the
universities, and “sloppy bookkeeping' by the DHEW.

We've already covered "sloppy' bookkeeping. Let's
concentrate for a few minutes on the phrases '"red tape" and
“"academic freedom".

What do the universities mean by the 'red tape"?

The next slide shows some of the areas which the university
lumps in with "red tape'. (List will be read.) 1In one respect
the lumping is appropriate. it was the federal grants which
brought with theﬁ, to the not-always-enlightened universities,

the regulations which helped most of these constituencies
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in their struggles for visibility on campuseas. I ask, which

of these areas do the ﬁniversities find so onerous an administrative
burden? Towards which of these constituencies does the university
wish to remain unaccountable? Blacks? Women? Employees' safety?

I doubt if the universities really want to do battle in any of

these arcas, when their chief objective, I think, is the audit

trail of federal grants. That's where the money is. That's

the "red tape" they're talking about.

With regara to the audit trail university administrators
complain about the "red tape" not because it's so hard to maintain,
but because they don't want.po document the mismanagement. The
salary certifications for 1,000 grants for three years could
fit into a small hutch of three-drawer metal files, if departments
and central administrations really didn't have an aversion to
maintaining such files. Howeveﬁ, as previously emphasized, this
apparent aversion to paperwork doesn't apply to journal transfers
which are assiduously attended to on a large scale to bring
hundreds upon hundreds of grant balances as close to zero
as possible. Let's’ look back at that slide. The universities
also maintain a good paper trail for supplies, to prevent
fraudulent billing by vendors. The universities know how
to maintain a good paper trail when they want to.

As for "academic freedom", the universities plead that
time and effort reports are inappropriate for professionals
who can't be held to strict accountability for their efforts.

Thi.s argument is specious though. It is hmportant to note that
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in the 100 audits we analyzed the cuditors found that the payroll
distribution system for nonprofessionals was as frequently
deficient as that for professionals. The universities don't
argue that nonprofessionals need to be protected from tﬂé burdens
of stficc accountability. The universities don't use the phrase
"academic freedom" in connection with nonprofessionals. Non-
professionals are supposed to work a normal work week on specific
tasks. They're not expected to hold forth on academic matters.
But in the heart of the audit trail, specifically with regard
to the salary certifications, the nonprofessionals and the
professionals are treated similarly. The fact is that payroll
reé;rds for nonprofessionals are treated in a similar way to
those of professionals because it is necessary to treat both
groups similarly to subvert the peer review system. Moreover,
while the universities are pleading for "academic freedom'" for
professiorzls, they are taking away by unlawful means money
which principal investigators have won, in national competition,
and thereby depriving those principal investigators of 'academic
freedom".

But the loss doesn't stdp there for principal investigators.
Their First Amendment rights don't exist when it comes to complaining
about mismanagement.

The uniéersities equafe "academic freedom'" with the right
to speak out on all manner of things scientific or political.
This is the "old" academic freedom, the kind Galileo didn't have.

Galileo's problems were not with funding. He had the wherewithal

Tty
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_to support his major works. His problems were with dogma.

"The theologians didn't like the way he interpreted his results.

By contrast, the principal investigators of today have
no problems with dogma. Department chéirmen and deans are willing
to listen patiently to the most far-fetched scientific theories
or the most radical political ideas. However, many of these
same chairmen and deans don't teke kindly to anyone's questioning
how they manige their departments' or schéols' finances. For
example, the same chairman or dean who might, himself, sign his
name to a full page ad in the New York Times érotesting violations
of human rights in faraway places, might éave his own definition
of First Amendment rights when the talk gets around to the handling
of federal grants in his own backyard. .
Many modern day principal investigators wouldn't mind
a dogmatic assault on results or conclusions of their experiments,
if they could only get their hands on all of the money to do the
experiments which lead to those results, and which peer review

said they could do. There is a '"new" loss of academic freedom
these days. It's less easy to comprehend because its violations
occur behind a wall of rhetoric generated by the universities
about the "old" academic freedom, the kind Galileo didn't have.

The old academic freedom is meaningless in the absence of control

over the purse strings of hardwon grants.
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Who are the persons whose academic freedom and constitutional
rights are being denied? They happen to be the persons most likely
to make important discoveries. The prizes come later in life,
but the discoveries in the lifé sciences are mostly made by
young investigators, many of whom are nontenured.. Thus, the
nontenured are on the ascending slope of the productivity curve
in the life sciences, the part of the curve where there is the
greatest limitation of free speech when it comes to talking about
grants mismanagement. Also, among today's nontenured, three
out of four are PhDs. Young PhDs are, therefdre, the group
which has to speak out about grants mismanagement but can't
afford to. The job market for PhDs is.very tight these days.

Young PhDs who are nontenured principal investigators unfortunately
don't have the academic freedom or the economic base from which

to fight mismanagement of their grants by their chairmen. I
believe that much creative potential is being lost by limiting

at the departmental level the young investigators' access to

their hardwon grant money. The peripheral workings of peer

review make a mockery of the central process of peer review.

While academia supports the latter, it subverts the former. .

Let's go back to the audit trail so that I can close
with recommendations for improving accountability and accounting.
My plan centers on a re-enfranchisement of principal investigators.

They would prepare budgets as usual. Then they would have to
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sign all time and effort reports, all salary certifications

and all pages of the reports of expenditures, with their full

payroll signatures. This function could not be delegated to

a "responsible' university official. That is the side step

that must be avoided. That is the mechanism bj which principal

investigators are disenfranchised.  That is the steﬁ which allows

the audit trail to descend into a valley from which principal

investigators are frequently excluded. For, the word "responsible"

in this context really means responsive to department chairmen.
In addition, with my plan, principal investigators

would receive all printouts of expenditures and all communica-

tions on federal grants from the centrél finance offices, via

first class mail. When I was at Harvard, Hale Champion's

rommunlcations about federal grants, including memoranda . ‘

as well as printouts of expenditures were addressed only to

deans and department.chairmen and not to the real money raisers,

the principal investigators. Principal investigators should

not have to ask department chairmen for this information. The

DHEW has to fact facts. Printouts of expenditures can be

sequestered in the offices of department chairmen. When

department chairmen pool and deliberately mishandle grants,

they do their best to give out as little financial information

as possible, as.I observed fifsthand at Harvard. Sequestration

of the printouts of expenditures is a vital tool of the fraud.

Chairmen should not be given the opportunity to sequester

these printouts.
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Would handling these piecces of financial data be too
much of an administrative burden for principal investigators?
Absolutely not. Reading and signing all of these documents
would take in the aggregate no more than one half working day
per year per grant. The "burden" would be a pleasure. Principal
investigators, particularly the nontenured, would be delighted
to get their hands on all the documents they need to use the
good judgment that God gave them 1) so that they could protect
the funds they have won and 2) so that those funds would be
available to buy the wherewithal to do the work which the peer
review process said they should do. No more wondering where
their hardwon money went, No more putting their careers on
the line to éhallenge the mismanagement. When everyone in
the federal money chain knows what everyone else is doing,
it will be harder to commit the fraud that is now being committed.
In my plan, the word "everyone" includes the nonprofessionals.
The pay envelopes of nonprofessionals, in addition to notices
of such events as university picnics and blood drives, should
have a computer-generated printout showing the names of the
principal investigators whose grants are paying them. That
would set the stage for the disarmingly innocent but devastating
question by a technician of a principal investigator, 'Dr.
Jones, I work for you, but how come Dr. Smith's grant pays me?"

With regard to indirect costs I think that principal
investigators should have input into the budget and expenditure

processes for this area. As it is now, principal investigators
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contribute prodigiously to a block' of money whose expenditure
is a dark secret to most of them. I think that there should
be indirect cost oversight committees which give principal
investigators representation invéroportion to the contribution
of federal dollars to the total budgets. Within this representation
I would have a nontenured/tenured ratio which follows the ratio
for the combined science faculties. For example, if such a
comnittee at Harvard were to have 10 representatives, three would
be principal investigators, two nontenured and one tenured.
Harvard administrators would still have a 70 percent majority
but at least what is now a total mystery to most principal
investigators would be in full view. I think that the principal
investigators, particularly the nontenured, would be shocked
to know, for cxample, what is included in Harvard's proposals
for indirect costs,

This past Spring new OMB regulations were adopted which
show that the OMB has been sweet talked by the universities
into believing that the “red tape" of the audit trail is too
burdensome to maintain. From now on, as I understand it, the
universities will have to file only one huge salary certification
annually with one signature on it. What that will do is to
facilitate the perpetration of the fraud. It is easier to
tell one big lie than many little ones, to turn in one big

false certification instead of many little false certifications.
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This will put the government's seal of approval, through an
official regulation, on deliberate, willful, purposeful and
fraudulent grants mismanagement and will complete the dis-
enfranchisement of the principal investigator. Tﬁis part_of

the new regulations must be resc¢inded. To me as a principal
investigator whose grants were misused by his deparément chairman,
who was deprived of financial information and First Amendment
rights, this regulation is anathema.

Finally, the DHEW higher ups should stop treating
universities as favored clients whose dealings are beyond
criticism. One by one in the last 20 years we've been disillusioned
by the wheelings and dealings of the céllege-and-university-
educated members of our society: physicians, lawyers, businessmen,
politicians. The time has come for academics to join that list. -
The data overwhelmingly show that research universities are not
above deliberately, willfully and purposefully misuing taxpayer's
money. The evidence for gross mismanagement is everywhere one
looks. Let's not avoid seeing the evidence for what it is.

There is mockery of peer review. There are false vouchers being

submitted to the government. There is loss of academic freedom.

No amount of rhetoric by university authorities should:be allowed
to smooth over these multiple transgressions.

The DHEW should stop éonsidering universities as more
important than the principal investigators in them. If the

universities need federal money to survive, make them fight
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for it openly the way they expect‘their‘scientists to. The

best way to stop the fraud would be for DHEW to treat universities
ghe way DHEW now treats its other clients who receive transfer
ﬁ;yments: physicians, studenté, welfare recipients.

Fraud is fraud no matter who perpetrates it or why it's

perpetrated.




90

Mr. Foonraixn. Qur next witness will be Dr. Robert J. Klebe, Ph. D.,
associate professor at the University of Texas Medical Branch at
Galveston, Tex,

Dr. Klebe is a research scientist. For the last 7 years he has received
Government research grants while at Johns Hopkins University and
the University of Texas Medical Branch. He has served as a member
of a Federal peer review group and as a reviewer for the National
Science Foundation.

Dr. Klebe will relate his experiences while a member of the depart-
ment of biology at Johns Hopkins University, and will discuss man-
agement of Federal research funds by the department during the
period he was employed there.

Dr. Klebe, I believe you have provided the subcommittee with a
co g of your curriculum vitae. It will become part of the record.
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Mr. Fountain. Please proceed with your statement.

STATEMENT OF DR. ROBERT J. KLEBE, ASSOCIATE PROFESSOR,
UNIVERSITY OF TEXAS MEDICAL BRANCH; ACCOMPANIED BY
JOSEPH GEBHARDT, ATTORNEY; AND LOUIS CLARK, GOVERN-
MENT ACCOUNTABILITY PROJECT OF THE INSTITUTE FOR POLICY
STUDIES

Dr. Kreee. 1 am Dr, Robert Klebe. I am an associate professor at
the University of Toxas Medical Branch at Galveston.

I have my attorney, Joseph Gebhardt, of the firm of Dobrovir,
Oakes & Gebhardt, supported here by Funds for Constitutional Gov-
ernment, a charitable organization based here in Washington.

Also with me is Mr. Louis Clark, of the Government Account-
ability Project of the Institute for Policy Studies, also of Washington.

I would like to point out initially that I am testifying before this
subcommittee as a private citizen and not as a member of the faculty
of the University of Texas. I would also like to state that the grants
management practices that I have observed at my department at the
University of Texas are exemplary.

I will present my background at this point. I did my undergraduate
training at the Johns Hopkins University between 1960 and.1965. 1
am indeed sorry that I must testify against the practices of a depart-
ment of this institution. I received my Ph. D. in biology from Yale
University in 1970 and did my post-doctoral studies at the Salk
Institute from 1970 to 1972.

In 1972, T returned to Johns Hopkins as an assistant professor in
the department of biology. I am presently an associate professor at
the University of Texas Medical Branch in Galveston, Tex.

I am familiar with the opcration of the NIH research grant pro-
gram since I have held one or more grants for the last 7 years and have
served in the peer review system for grants as a member of an NITH
study section, as a member of several NIH site visit teams, and as a
reviewer of grants from the National Science Foundation.

I was awarded an NIH grant beginning in September 1972 at the
time of my arrival at Johns Hopkins. My testimony concerns the han-
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dling of this and other Federal grants by the department of biology,
Johns Hopkins University.

Within a short period of time after entering the department of bi-
ology, I became aware of numerous irregular practices in the financial
management of grants. Initially, I felt that the irregularities I had
observed were due to poor management, However, upon the issnance of
the April 12,1973, memo by the chairman, I found that these prrctices
were departmental policy.

Inasmuch as time is short I shall request that the memo entitled
“Charges Against Grants” be inserted at this point.

Mr. Fountain, Without objection, it is so ordered.

[The memorandum referred to follows:]




To: Staff
I'rom: S. Roaecman
Date: April 12, l"")

- 1 indicated at our laat otaff mccllnr that cu!n in two of our threo
sourceo of funde (the training grants and the university budgetao) will'
nccceosarily create immediate increased pressure on our rescarch
grants, Specifically, we must anticipate deflcits in some non faculty '~
aalarlen, In providing certain central facllitios with supplies and
cquipment, and in consumable supplice,

. Iintend, in cvery way ponsible, to maintain the cooperative .
atmosphere in this department, which I belicve is critical to its
‘existence, This spirit, the essence of thia department, is more
important than instituting a precine 1u(htm‘y and '\ccmmnng sys tem
wWhieh Wil Bl every frani Tof every doilwur that we can wring Trom
it, Thin obviously means that we will need your paticence, undcrstandlng
and cooperation, I would like to make the following polnte:

1. Rescarch-costs bave never heen digtributed uniformly, but-have

been levied according to what the traffic can bear. As you ail

} know, this philosophy has beun judiciously, comlnnsi'onal(:ly
and efficiently conductied by three key people, Helen, Emily

P and Mike, They do this imiserable job with great dedication

¢ and with the sole idea of helping those who do not have suf- .
ficient funds to do their work, 1 'know that almost cvery one :
in this‘department truly appreciates and ia deeply grateful

i for this thankless effort, Unfortunately, there are one or
two staff members who cannot scem to comprehend the eritical
importance of thelr work, and who are adding insufferable.
burdens to'X pat is alr("xdy a difficult job. We_ simply will not
tolerate thigtkind of back-biting. If there arc any complainta
about the \v'\y this office wnrl's, pleane have the courtesy to
complain directly to me, Nol only will your complnmls be
Yieard, but ] assure you that we will make other arrangements
for handling your grants,

2, 1 propone that deficits in non-faculty saldricn be derived from
franta by a tax acrona the board, As you know, Jwe_institated

A 3% ax nome tin hnu- ape, but thio will be insufficient to make 5

/ up the :\T\lxct]n-(ul tlvhul for the coming year., 1donot yet

know how much money we will nend for thin purpnoe, and .
thercfore cannot give you the entirmated tax. In the long run,
thin may mean that your_grant will be billed for part of a .
aalary far an individual with whom you have no contacy )
(e.., anitnal carctaker), but yan will make up for thin apparent
anomaly by not paying valarico of thone whoone servicen you do .
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unc but whose salarles you do not pay (e.g., sccretary or shop or
ntockroom), Again, we may antlicipate that those with the largest
pranta will pay most of the Ircll,m,. but lhla le preciecly the
philooophy 1 wish %% preserve,

Connumnblc oupplice lor the ccntrnl fnclllllcn Inosofar as possible,
ace 1)\1:11.11115. 1 would lhcrc(orc like to include t lhe “consumable .
r.upply items for the following items in the "tax': amino acid
analyzers, ultracentrifugen, electron microscopes, and animal
quarters. Unfortunately, the sequenator runa arce cxcessively
contly, ae arc the fermentor runp, and special.shop conts, Theae
will necessarily be handled by individual grants. Il we eventually

‘are forced to do so, cach of the central {acilitica will be placed
on a cost per run basis. . '

. . .
The most troublesome item is the storcroom. T)_g_dll’hcg;_Lthu;

cannot be tolcrated \vhu\ tpncs are (uul,h. th l know that in a

larpe department, appcals for economy will aimply not work acroes’

the hoard, It may well be'that the experimental program of the past
two weeka of charging'prrantn for consumable supplica will become
permancnt,  1do not like it at all since it is likely to work against
the philosophy I am trying 1o preserve, yet 1 cannot see any simple
sojution, Since this procecdure of charges may be somcthing that 3
we will have to learn to live with, let ine remind you of the way in’

which the stockroom opdratea:

a, We have always had the option of ordering consumable supplies
through Central Purcha sing, In fact, I encourape and urge
those of you who prefer this procedurc lo do so since it not
only relieves the burden on the stockroom, but will enable us
to turn over the bookkeeping to Central Administration, If
you declde to ga this route, pleare let ua know immediately
so that we can make the neceasary arrangements,

b, ‘Fhe University han contr:\clgv with all its vendorn so that
dincounts arve the same from a particular vendor for a specific
ftein, repardlens of whether the order in placed through uas
or through Central Purchasing, There is a way to pet an
increasad diccount, i, e., to pive Central Purchasing time to
oblain blds on supplles or c:;uipmr‘n( We are not cquipped in

terinag of manpower to go eut fv wueh Lids ournclves,
T —e M —— c—
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c. While our stockroomn ordors common emn in bulk quantitica,
and thercfore obtaine auch iteme more cheaply than you can.
purchase themv ae single ftemu through Purchaning, you will

. not dircctly benefit from this deduced price, That s you~
Will'be billed for the cataigpue it price (which docs not
include cither the bulk pricc or vendor dincounte), We are
billing you in this way (or the following reaaons: (a) To
rlmplify the billing proccdures in the slockroom, {b) To _
‘)‘ﬂ—‘-"‘ up a "kitty" {or Mike and Helen to use {or pariially
defraying the costs of running the stockroom and most
important, to help thooe who need it, H you don't like the
wiay we do it, please order through the Purchasing Office,

d. Mike's philonom;y happens to coincide with mine, In rescarch,
the most critical and only non-expendable item is time, It e
for this rcapon that orders jro&x_ny lnb_l_\_.lxg_gg_mmjmc rone.
to companics such af Arthur 11, 1’!)3&?\'—.31_’&_\_9;3__!_!!9_;0 ig no_
discount, but where delivery can be made immcd}ntcly. The
vendora used by this department are frequently used for the
rame reason, They provide service, but not always the
lowekt discount, Thoae of you concerned with oblaining the
largest discount arc invited to use Central Purcha'sing,

1 will be pleascH to discuss these matiers with you, cither
individually or at a staff niceting, I do hope that you will continue |
to help Helen, Emily and Mikc, copecially in the hard times that are
coming. ‘

. .

1 well rcalize and n‘i)prccintc the fact that much of the above'ia
scH-evident and unncccss:n"y as far ar most of you are concerned,
‘and I apologize to you for having to write it,  Unfortunately, sometimece
iny job (temporary) becomes that of a garbage collector, and I have to
swcep up this kind of cicrement,

vy N
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Dr. Kuene. In summary, the memo just presented indicates the exist-
ence of the following irregularities:

One, the department of biology operated a purchasing system out-
side of the university-controlled central purchasing system.

Two, in Dr. Roseman’s opinion, the institution of a precise auditing
and accounting system would ruin the cooperative atmosphere in the
department.

Three, the memo states that in the department of biology:
“Research costs have never been distributed uniformly, but have been
levied according to what the traffic can bear.” This statement indicates
that it had been a practice of long standing to use grant funds in an
irregular fashion.

Four, Dr. Roseman states categorically that grants had previously
been taxed at a rate of 3 percent across the board. In his memo, Dr.
Roseman proposed increasing the existing 3 percent tax on Federal
grants to a higher tax rate. Dr. Roseman’s only qualification was that
“those with the largest grants will pay most of the freight.”

Five, the memo indicated that faculty could expect, to be billed for
salaries of persons with whom they had no contact. My grant was
charged for the salary of an individual who did not, work on my grant
as indicated by the account transfer statement of June 5. 1973, to
Norma Berry from Helen Yates.

Mr. Founrtain., Without objection, the account transfer statement
will be made part of the record.

[The statement follows:]

Trr JouHNS HOPRINS UNIVERSITY,
Raltimore, Md., June &, 1978.

MERGENTHALER LABORATORY FOR BIOLOGY

To: Norma Berry.
From: Helen Yates.

Please transfer June Wieneke's salary out of P-12-6167-02 for the period
2/16/73 through 3/31/73 ($272.92 SM) into I-12-01-02,

Mr. Founrain. These were grants which you applied for yourself?

Dr. Kreng. Yes.

Mr. Founrain. They were approved on the basis of your
application?

Dr. Kurne. Yes.

Mr. Founrtarn. The funds then went to Johng Hopkins?

Dr. Krene. To the institution for the support, as I would under-
stand it, of mv research or that of whomever clse it was awarded to
originally.

Mr. Fountain. Go ahead with your statement.,

Dr. Krene. Six. the memo indicates that competitive bidding was
not and would not be carried out by the department of biology.

Seven. the memo indicates that the department stockroom wonld
be run at a profit in order “to build up a kitty.”

Following distribution of this mewo to the faculty, T told Dr. Rose-
man that T wished to continue using the universitv-controlled central
purchasing system. Dr. Roseman then in anger told me that I was no
longer to have access to dopartment facilities: for example, machine
shop, stockroom, et cetera.
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Since Dr. Roseman had clearly exceeded his authority as chairman,
I hand-carried Dr. Roseman’s memo to Dr. George Benton, vice presi-
dent of Johns Hopkins University. Dr. Benton indicated that the
university had knowledge for some time of the irregular manner in
which grants were managed in the department of biology. Following
my visit to Vice President Benton, Dr. Roseman circulated a second
memo which reads as follows:

To: Staff.

From: 8. Roseman.

Date: April 23, 1973.

My memo of April 12, 1973 did not clearly state what should be obvious. The
only charges ever made against grants are bona fide, legitimate, actual charges.
The proposal for u so-called “tax' is withdrawn, I{ was intended to retrieve a
portion of legitimate expenditures from the research grants now being carried
by general funds of the university.

Note, however, that the first memo of April 12,1973, indicated that a
tax was already in effect at a rate of 3 percent and that an increase in
the existing tax rate was being proposed. Also note that an NIH audit,
carried out in 1974, demonstrated that much of what Dr. Roseman
stated or proposed in his April 12, 1973, memo was actually found
to have occurred. The NIH audit findings will be presented at the end
of this testimony.

On Tuesday, June 5, 1973, I caught the department taking money
out of my grant to pay a salary of a secretary without my permission.
Since the secretary did not provide a service to my grant, I insisted
that the funds be restored to my grant.

As indicated in the account transfer statement of June 5, 1978, to
Berry from Yates, the funds in question were restored to my grant.

On Monday, June 11, 1973, Dr. Roseman called me to his office to
inform me that a meeting had been held by the senior faculty and
that T was fired. T was told by Dr. Roseman that either I would submit
my resignation or I would be terminated by June 30, 1973, or 19 days
later. This action was taken against me even though Dean George
Owen had extended my contract for 1 year in a letter of May 1, 1973.

[The letter referred to follows:]

[Personal}

TaE JoHNs HorKIins UNIVERSITY,
Baltimore, Md., May 1, 1978.
Dr. RobeRT KLEBE,
Dgepartment of Biology and McCGollum-Pratt Institute,
Homewood Campus.

Dear Dr. Krere: By authority of President Steven Muller and the Academic
Counci], I am pleased to inform you that your appointment as Assistant Profes-
sor in the Department of Biology and McCollum-Pratt Institute has been renewed
for the period July 1, 1973 through June 30, 1974,

As agreed upon in consultation with your departmental chairman, your aca-
demic base salary for the period will be $12,500.

We are looking forward to your coutinuation as a member of the Faculty
of Arts and Sciences, and respectfully request your written acceptance of this
reappointment at your earliest convenience.

Sincerely yours,
Georgt: E. OWEN, Dean.

Dr, Kuese. An audit was made a year and a half after I left and after
Dr. Roseman had been replaced by a new chairman,
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That many of the irregularities found in Dr. Roseman’s April 12
memo were actually in practice was revealed in an audit performed in
1974 by the Division of Management, Survey, and Review, NITH. Find-
ings of this audit are contained in the December 30, 1974, letter from
Mr. Schriver to vice president Benton of Johns Hopkins. This letter is
in the possession of Mr. Gilbert Goldhammer of this subcommittee’s
staff. T will now list the findings of the audit performed in the depart-
ment of biology, Johns Hopkins University :

One: Grant funds had been paid to individuals who did not provide
a service to the grant being charged.

Two: Grant funds had been paid for supply costs not related to the
grant being charged,

Three: The bookkeeping system employed was not adequate to
account for salaries.

Four: In those cases where salaries could be acconnted for, some
grants had been charged in excess of the effort spent on the grant.

Five: In other cases where salaries could be accounted for, other
grants had not been charged for salaries.

Six: An administrative assistant told the auditors that charges
against grants were distributed according to “the availability of
funds.”

Seven: The auditors found that the biology department followed a
system of “borrowing” grant funds from one grant to another,

Eight: Costs had been transferred between grants without adequate
explanation.

Nine: In the letter, Mr. Shriver indicates that university officials
had promised to take corrective action to, (a) change the system for
;listé'xbuting salary costs and (b) to stop the “borrowing” of grant
unds.

Thus, Dr. Roseman’s memo and the NTH audit findings indicate the
existence of grant pooling in the department of biology at Johus Hop-
kins University. As chairman Roseman stated was departmental pol-
icy and as the NYI audit revealed :

One: Salaries were paid from grant funds for work not related to
the project to which funds were awarded under the peer review system.

Two: Grant funds were “borrowed” by the principal investigators in
the department of biology and grants were billed for supplies accord-
ing to “availability of funds.”

%‘hme: Chairman Roseman stated that a precise accounting system
was contrary to his philosophy and the NTI audit demonstrated that
the bookkeeping system employed was not adequate to even account
for grant funds disbursed as salaries,

In conclusion, the NTIT audit indicates that grant pooling did exist
in the department of biology at Johns Hopkins University. Second,
Dr. Roseman’s April 12 memo indicates that the irregularities found
by NTH audit were not mere bookkeeping problems but were, in fact,
elements of departmental policy and departmental philosophy.

T was asked to make a number of recommendations. My first rec-
ommendation would be:

RECOMMENDATION

Auditing agencies should be instructed that grant pooling and
transfer of funds between grants is not permissible. I was told by Mr.




98

James Clonn, Office of the Inspector General, HEW, that auditois are
not concerned about funds from one grant being used to fund an un-
related project. Since the NTH spends about 10 percent of its funds
on the grant review mechanism, auditors should see to it that the deci-
sion of the peer review groups is carried out. Federal funds should
not be distributed based on the dictates of departmental politics. Un-
less auditors prohibit grant pooling, the peer review system will be-
come meaningless.

NIH uses 10 percent of its funds to review grants. That amount of
money is equal to the amount of money that the United Kingdom has
for all of its scientific projects.

RECOMMENDATION

I would recommend the increased Federal supervision of the man-
agement of Federal grants. Without increased Federal oversight,
irregularities and abuses will naturally occur.

RECOMMENDATION

T would recommend that practicing scientists be consulted, either
formally or informally, concerning changes in policies regarding grant
funding and accountability. I know that the vast majority of scien-
tists are highly dedicated to their research and abhor any tampering
with Federal funds. I would hope that any new regulations decided
upon by this subcommittee would balance the legitimate interests of
researchers with the necessity for increased Federal supervision of
Federal funds.

Mr. Founrtaiv. Mr. Goldhammer?

Mr. Gorpaadder. I would request that the letter by James W.
Schriver, Director of the Division of Management Survey and Re-
view, dated December 30, 1974, be inserted in the iecord to support
the statement of this witness,

Mr. FounTain. If there is no objection, it is so ordered.

[The letter referred to follows :]

Dr. GEoRGE 8. BENTON,
Vicc Pregident for Homcewood Divisions, The Johns Hopking University, Balti-
more, Md.

Dear Dr. BEnTON: Thiy office has completed an investigation of allegations
made by a former research investigator in the Department of Biology, .Johns
Hopkins Unlversity, Baltimore, Maryland, concerning the misuse of NIH grant
funds by the former chairman of the Department. Of the many allegations
made, we found support for only twoe; namely, that (1) grant funds have heen
charged for the salaries of nonprofegsional employees who either did not work
on the grants or did not work in proportion to the amountg charged and (2)
grants have been charged for costs not related to the work of the grants,

Qur investigation revealed that the system used in the Departinent of Biology
to distribute salary costs is not adequate to account for salary costs related to
individual grants and that certain grants have been charged for costs not
related to the work of the grants. These irregularities do not exist to any sig-
nificant degree, however, and we believe that in the main the costs charged to
NIH grants have heen equitable and reagonable.

We reviewed the system used by the Departmnent of Biology to charge salary
costs to individual grants and found that the system is not adequate to account
for salary costs related to individual grants, particularly for the salaries of non-

DroeMBER 30, 1974,
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professional support employees. Some grants have been charged for salaries of
these employees in excess of the amount of effort spent on the grants, while other
grants have either not been charged for any salaries of these employees or have
heentchnrged for amounts representing less than the actual effort spent on the
grants.

Certain grants have heen charged for costs such as supplies not related to the
work being performed on the grants. In the Department of Biology the principal
investigntors who have more than one grant usually do not indicate on the
purchase requisition the grant to which the purchase should be charged. The
distribution of these charges Is made by an administrative assistant who told
us that distribution is usually made according to the availability of funds. Nat-
urally, this method of distribution gives no assurance that specific grants are
charged for the cost of mauterials actually used on the grants. We found nlso
that the Department follows a system of “borrowing” funds from one grant to
another. For example, when the funds for supplies of one grant have been ex-
pended, the investigator is allowed to charge the cost of supplies to the grant of
another investizator until he receives a new grant award at which time he reim-
burses the second grant by permitting the investigator of that grant te purchase
supplies with his grant funds.

In addition, we noted that costs are transferred between grants without ade-
uate explanation. We reviewed a number of these transfers selected at random
and found that they appear to be proper. We believe, however, that all such
transfers should be adequately explained.

We discussed these irregularities with University officials who concurred in
our findings and agreed to take the necessary corrective action. They said that
they would change the system for distributing salary costs te individunl grants
and that they would discontinue the practice of allowing investigators to “bor-
row"” funds from one grant to another.

If you have any questions regarding this report T shall be glad to discuss them
with you or your staff. Again, I would like to thank you for the courtesy shown
my staff,

Sincerely yours,
JAMES W, SCHRIVER,
Director, Division of
Management Survey and Revicwe, OA4.

Mr. Fountain. Thank you very much, Dr, Klebe, for a very inform-
ative statement. I realize it is not very pleasant to testify on matters
of this kind with regard to any institution. As a matter of faet, it 1s
not pleasant, for us, as members of the subcommittee; at least it is not
for me. T have never found it pleasant as chairman of this subcommit-
tee to have to examine inefficiency, waste, extravagance, or other un-
acceptable practices. It always injures someone soniewhere, However,
that is our responsibility, and as long as I am chairman of this sub-
committee we expect to carry out our duty.

Did Mr. James Conn of the Office ofy Inspector General at HEW
give you any reason why the auditors are not concerned about funds
from one grant being used to fund an unrelated project, or is that just
an observation you made? We expect to have HEW witnesses tomor-
row and we can discuss this with them, also.

Dr. Kuese. He gave no reason as I can recill. I don't remember
that much about that conversation.

From what T gleaned the auditors are really mainly after palpable
fraud, examples of people running around in a Rolls Royce paid for
by grants. That just does not exist. T think most scientists are honest.

Mr. Founrain. They are concerned about stealing primarily{

Dr. Krene. Right. These matters of bookkeeping are not involved,
As a scientist. T don’t know that much about journal transfers and
that sort of thing.
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Mr. Fountain. I asked the question because I introduced the bill
that established the Office of Inspector General in HEW, That office
has been doing a very fine job, in general, with regard to getting
into various areas which require investigation. In a number of areas
they have nlready disclosed a lot of inefliciency, waste, and
extravagance.

As you said, they do as we have to do. We cannot ask all the ques-
tions and get all the information we would like. They hit the high
spots with their investigations and that is about as far as they go.

Dr. Kueerr. That is right.

Mr. Fountain. You have given us a very frank discussion of your
experiences at Johns Hopkins. As an assistant professor there and an
associate professor now at the University of Texas Medical Branch.
did you also have teaching responsibilities in addition to your Govern-
ment-sponsored research ?

Dr. Krese. Yes: T did at Johns Hopkins and I do at the University
of Texas Medical Branch.

Mr. Fouxtary. What was the extent of your teaching there?

Dr. Krese. At Johns Hopkins, I teught a 1ab course each semester. I
taught two graduate courses and I gave a lecture or two in one undar-
graduate course.

Mr. Founraiy, How often did you give that lecture? .

Dr. Krese. Well, T gave just a few lectures ench semester. However,
I had 3 hours three times a week with the undergraduates in the Iab
course.

Mr. Fountain. Do you have any other rvesponsibilities at the Uni-
versity of Texas such as special assignments?

Dr. Kiese, Other than teaching, training my praduate students. and
taking care of my lab, no.

Mr. FouxTary. How much time does vour lab require?

Dr. Xuese. It requires the vast majority of my time.

Mr. Fountarx. Do you find that complying with Federal regula-
tions which require accurate and acceptable accounting records of the
costs or expenditures for research places a severe burden upon yon?

Dr. Krese. No; I don’t think so. In my experience, the paperwork is
handled as follows: You send out your purchase order; and once
materials are received, vou sign off on the receiving report. At this
point, the receiving report and other documents go to the accounting
department. I and other scientists have nothing to do with how the
paperwork is processed by the accounting department. T believe that
the matters being discussed at this hearing concern the operation of
the university accounting departments, not the operation of u scientific
laboratory.

Mr. Fountain. These reqniremenis do not hamper your research
efforts at all?

Dr. Kiese. How could they? The requirements apply mainly to the
accounting departments.

Mr. FounTain. Do you know how your fellow researchers at schools
you have been associated with, and elsewhere, feel about accountability
requirements? Have they complained to you or otherwise expressed
views concerning the need for and the onus of reporting costs and
keeping records of expenditures of Federal research funds?
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Dr. Krese. T have not heard complaints along those lines. The kinds
of complaints you hear regard the amount of time it takes to write
grants. It takes a lot of time to write the grants.

Mzr. Founrain. In other words, you have to spend a lot of time
justifying the grant.

Dr. KresE. That is right. Then sometimes you hear complaints about
the length of time it takes for a piece of equipment to be received be-
‘cause it goes out on bid. That is natural and it has to occur.

Really most scientists do not appreciate the problems here because
scientists are not accountants. An accountant is trained in accounting
principles, management practices, and computer technology. Scientists
arc not trained ‘in accounting so we really rely on the accountants at
our universities to do our bookwork.

I think most scientists would be abselutely shocked to find that any-
thing improper was done with their grant funds, as I was when I was
at Johns Hopkins and found grant mismanagement carried out in the
Johns Hopkins biology department.

Most scientists would not believe what I heard this morning from
the GAO auditing group, who stated that 35 percent of all expendi-
tures audited in universities cannot be properly documented.

Mr. Fountain. Dr, Klebe, at page 10 of your prepared statement
you indicate that on June 11,1973, Dr. Roseman told you that you were
fired. Did he give you any reason for the firing? Were there any for-
mal charges placed agninst you?

Di. Kuese, Well, a meeting was held. I was not even told a meet-
ing would be held. I was not allowed to go and defend myself.

I think that his main motivation in ftlll?ing me was due to the fact
that I did not want to go along with the way grants were managed in
that department. I think that was the main reason.

However, there was one other charge I believe was brought up.
There was a tissue-culture room which I managed. I threw two of his
post-docs out because they brought radionctive chemicals into the room
which they were not allowed to do because it was dangerous and
agtinst Federal regulations. This happened several weeks before my
fiving and before the June 5 transfer statement where I found they
were taking money out of my grant.

I belicve the main thing involved was the grant mismanagement.

Mr. Founrtain. Were you called on to sign any blank sheets of pa-
per, such as Dr. Cohen described, for expenditures of funds?

Dr, Kuene. No. They asked me to do one thing. They asked at the
very beginning for me to authorize other people in the department to
;ign for me. I would not sign. I reserved the right to sign my own

orms,

Mr. Founrtain. Did they tell you why they wanted you to do that ¢
Was it in the interest, of saving time ?

Dr. Kuene. No, it was not explained to me. , .

Mr. Founrain. They did, however, give you the option of resign-
in%rnther than being fired ¢

Dr. Krene. Yes. L

Mr. Fountain. Did you resign or did you await the termination
notice which Dr. Roseman said would be issued on June 30. 1973 ¢
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Dr. Kiese. After this happened I went over to the dean, Dean
George Owen, and by the time I got there a notice firing me was al-
ready in his hands.

Mr. FounTtain. So you really didn’t get a chance to resign before it
came through? )

Dr. Kuepe. Dean Owen said he would tear np that piece of paper if
T would sign my resignation and hand it to him.

Mr. Fountain. Did you sign the resignation {

Dr. Krepe. Yes, I signed it under those conditions.

Mr. FountainN. Do you know of any other research scientists fired
after they compluinecf, about or protested the improper use of Fed-
eral research grant funds?

Dr. Krese. Phin Cohen. I don’t know of others.

Mr. FountaiN. I guess many scientists, particularly if they are
successful in getting other positions, would not want to come forth
and make any statement,

Dr. Kiesr. It is very, very difficult. I consulted with a number of
my peers about going before a committee such as this. They all say it
will hurt my career.

Nevertheless, my peers said it would be good to have a practicing
scientist come before a committee like this. What they fear is more
regulations that would tie them down, but from what I have seen
here today I think the regulations will apply to the university ac-
counting departments and not the rescarch scientists.

Mr. FounTtain. We have unquestionably an excessive number of
regulations at the Federal level in a wide variety of program areas,
However, it would appear here that perhaps the HEW Audit Agency
or OMB should take ancther look at the requirements.

I presume your work at the university was satisfectory inasmuch
as on May 1, 1973, you were notified by the dean that your appoint-
ment as assistant professor had been renewed,

Dr. Krene. Yes, x§‘y performance was satisfactory.

Mr. Fountain. You never received a poor or unsatisfactory per-
formance rating prior to your separation at Johns Hopkins?

Dr, Kuene. No, never.

Mr. Founrtain., Do you know whether your final records at Johns
Hopkins University show a “satisfactory” or “unsatisfactory” rating?

Dr. Krese. I have no knowledge.

Mr. Fountain. Can you explain the motivation of the school in
taking such drastic action against you.

Dr. K1eBe. As you can see from that memo, the way grants were
managed in the biology department was a matter of very high depart-
mental policy. You can tell from Dr. Roseman’s comments in that
memo how strongly he felt about those who opposed the way grants
were handled in that department, so I think that the action was taken
against me due to my complaints about those policies.

Mr. FounTaiN. Do you think there are many scientists who know
of irregular procedures and improper accounting, who are aware of
transfers and improper use of funds according to Federal vegulations,
but who say nothing about it as long as they get. the research done and
funds which they think are adequate ?
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Dr. Krene. I really believe most scientists do not have the accounting
skills necessary to know anything is going on.

Mu. Founrtain. They assume—-

Dr, Krese. That it is for research.

M. Founrtain. Thank you very much for your forthrightness and
for giving the subcommittee the benefit of your own experience.

De. Kvese. Thank you very much.

li}fr. Gentraror. It should be pointed out that Dr. Klebe is here under
subpena.
: M',;' Fountain. Yes. Dr. Klebe, you also are under subpena to ve
were?

Dr. Krese. Yes.

Mr. Founrawn. Thank you for bringing this to my attention, Mr.
Gebhardt. It is not too material but sometimes it is inquired about.

[Dr. Klebe’s curriculum vitae follows:]
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February, 1979

. CURRICULUM VITAE
NAME ! Robert J. Klebe
PRESENT POSITION ANUD AUDRESS:

Associate Professor

Division of tiuman Genetics

Department of lluman Biological Chemistry and Genetics
University uf Texas Medical Branch

Galveston, Texas 77550

Telephone: (713) 765-2771

BIOGRAPHICAL:
Date and Place of Birth: October 26, 1943, Philadelphia, Pennsylvania
Martial Status: Single ' - ’
Homie Address: 5 Tiki Circle, Galveston, Texas 77551
Home Telephone: (713) 938-1023

EDUCATION:

Institution Period Degree Major

Johns Hopking University 1961-65 B.A. Biology

Yale University 1965-70 Ph.D. Biology

Salk Institute 1970-72 Post-doct, Riochemistry

PROFESSICONAL AND TEACHING EXPERIENCE:

Institution ) Rank Uepartment Periad
The Johns Hopkins University Assistant Professor Biology 1972-73

The Univ, of Texas Medical Branch Assistant Professor Human Genetics 1973-77
The Univ, of Texas Metical Branch Associate Professor Human Genetits 1977-present

RESEARCH ACTIVITIES:

Current rescarch interests involve (a) somatic cell genetic analysis of cell
differentiation and (b) biochemistry of mammalian cell adhesion proteins,

As a Principle Investigator, these resenrch activities are supported by:

1) DHEW Grant RO1 GM 19745.02, 'Somatic Cell of Differentiated Phenotypes"
(1972-1974), $84,890,

2) DHEW Grant 7R01 GM 21433, "Somatic Cell Gepetics of Differentiated
Phenotypes' (1974-76), $71,054, .

3) DHEW Grant GM 21433, "Somatic Cell Genetics of Differentiated Phenotypes"
(1976-78) , $133,711. -

4) DHEW Grant GM 21433, "Somdtic Cell Genetics of Differentiated Phenotypes”
(1979-82), $163,067
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5) DIHEW Grant CA 19017, "Cell Adhesion Proteins and Malignoocy" (1976-79),
$132,€75.

6} Cystic Fibrosis Foundation Grant:

"Somatic Cell Genetics of Cystic
Fibrosis" (1978-80), $36,914.

Pending Support €rom NIH:

Competitive Rencwal of C& 19017 (1979-83),
$474,360,

UNIVERSITY COMMITTEE RESPONSIBILITIES:

Human Genetics Curriculum Committec, UTMB, 1973-Present
Departmental Safety Committee
University Biochazards Committee
Departmental Travel Grant Cammittee (Chairman)
Departmental Seminar Committee (Chairman)

.

NATIONAL COMMITTEE RESPUNSIBILITIES:

Member of Special Study Section, AM Institute, for site visit of Liver

Center at Albert Eirstein Medical College, New York, N.Y.,
November 1976,

Ad hoc member of Genetics Study Section, GM Institute. (March 1977)

Member of Special Study Section, NCI, for site visit of Howard Green®s
group, MIT, (December 1977)

TEACHING RESPONSIBILITIES:

Medical School Curriculum
Lecturer in luman Genetics, 1974-Present .
Laboratory instrucior in the interdisciplinary laboratory of Human
Genetics, 1974-Present
Genetics and Physiology of Somatic Cell Populations, 6X22B (1975)
Somatic Cell Genetics (1976, 1977, 1978)

MEMBERSHIP IN SCIENTIFIC SOCIETIES:

Student Editor of the Yale Journal of Biology and Medicine (1966-1870)
(elected)

American Society for the Advancement of Science (1966-Present) (elected)
Amgrican Society of Human Genetics (elected)
Sigma Xi (clected)

BIOGRAPMICAL LISTING:

American Men of Science
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Mr. FounTain. We had not prepared to reach Mr. Stepnick until to-
morrow. However, I understand that he is here. We will not question
him today, but we can take his prepared statement. That would help
us make more progress in our hearings.

I want to state before we start, Mr. Stepnick, that I have received
letters relating to the hearings from President Derek C. Bok of Har-
vard University and President Steven Muller of Johns Hopkins Uni-
versity. Dr. Muller’s letter will be made part of the hearing record.

Dr. Bok indicates in his letter that he reserves the right to submit a
statement for the record at a later date. The record will be kept open
for several weeks.

I am also placing into the record an August 6 letter from Dr.
Robert J. Klebe responding to Dr. Muller’s letter.

[The letters referred to follow :]
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. The Johns Hopkins University

Steven Mulle.r, President July 16, 1979

The Honorable L. H. Fountain
Chairman
Intergovernmental Relations and

Human Resources Subcommittee of

the Committee on Government Operations
Rayburn House Office Building, Room B-372
Washington, D. C. 20515

Dear Mr. Chairman:

Please let me respond to your letter of July 3, received here only on
July 13, advising me that in hearings scheduled for July 17, 18 and 1% by
the Intergovernmental Relations and Human Resources Subcommittee of the
Committee on Government Operations and dealing with a review of HEW's auditing
of colleges and universities and the accountability of these institutions, it
is anticipated that the use of federal research funds by The Johns Hopkins
University will be discussed.

I regret that on this short notice it is not possible for me to appear
before you on behalf of the University. Therefore, I respond with appreciation
to the opportunity you suggest of submitting this written statement for the
hearing record and would be most grateful if you would read this letter to
your colleagues at the appropriate time during the hearings.

The assumption on which I write is that testimony will be offerad to you
by Dr. Robert J. Klebe, who once served for seventeen months as an assistant
professor in the Department of Biology of the Faculty of Arts and Sciences of
this University. On this assumption, please let me offer a few comments in
anticipation of the nature of Dr. Klebe's testimony and respectfully request
that the University be aliowed to reserve the right to respond further and in
greater detail after Dr. Klebe's testimony has been taken, if the Committze so
wishes.

Let me note first that charges against The Johns Hopkins University by
Dr. Klebe are not likely to be new, because he left this institution in
November 1973 and has been voicing his concerns repeatedly on different veccasions
over the past five years and more. Without wishing to be derogatory to Dr. Klebe
in any way, please let me also advise you that there is reason to believe that
he is aggrieved at Johns Hopkins because his resignation from the faculty was
requested unanimously by tho senior faculty of his Department at the end of his
first year here.

However, the charges which he has made publicly before and which we presume

Gariond Hat
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he will offer at tha hearings are of sufficient importance that the following
facts concerning them should also prove useful to you and the members and
staff of the Subcommittee:

1. Dr. Klebe's allegations resulted almost immediately in an audit and
investigation of man t and tability within the Biology Department
of this University on the part of HEW/NIH auditors under the direction of
Mr. James W. Shriver.

2. In his post-audit letter to the University dated 30 December 1974
Mr. Shriver did cite certain problems, and immediately corrective action was
taken by this institution. The conclusion of the auditors was that "of the
many allegations made, we found suppoxt for only two..." Mr. Shriver's letter
states further that "...these irregularities do not exist to any significant
degree, however, and vwe believe that in the main the costs charged to NIH
grants have been equitable and reasonable."

3. During the HEW/NIH audit and investigation, members of the investi-
gating team advised the administration of The Johns Hopkins University that they
found the records and record-keeping in the Department to be unusually fine;
and that this was the first such investigation conducted by them as a result of
which no request to reimburse NIH for inappropriate expenditure of grant funds
was expected.

4. Prompt action taken to correct the two irregularities noted is
indicated in the attached letter from then Vice President George 5. Benton to
Mr. Shriver dated 6 January 1975.

Mr. Chairman, The Johns Hopkins University takes pride in the accomplishments
and integrity of its faculty and researchers over more than a century. We believe
our record of service to and cooperation with the federal government to be out~
standing. We further believe that both the handling of government funds by our
Department of Biology and our response to Dr. Klebe's allegations have been
correct, prompt, and fully within the bounds of propriety and reasonable
expectation. I appreciate the opportunity to write to you on this subject and
repeat our willingness to provide additional information should you so desire.

Sincerely,
fsg?;z:;g\,\ qu\ﬂf‘ijLLJ(

SM/3wb
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5 Tiki Circle
Galveston, Texas 77551
August 6, 1979

The Honorable L. H. Fountain
Chairman
Intergovernmental Relations and

Human Resources Subcommittee of

the Committee on Government Operations
Rayburn House Office Building, Room B-372
Washington, D. C. 20515 :

.

Dear Mr. Chairman;

I take this oportunity to respond to the letter from Johns Hopkins
University President Steven Muller which concerns my testimony before
your Subcommittee.

Initially, I would like to say as an alumnus of Johns Hopkins
that 1 was pleased to find in President Muller's letter that the Johns
Hopkins Administration took prompt action to correct the grant
mismanagement problems that existed in the Biology Department.

I believe that this corrective action was beneficial for biological
research and in the public interest.

I will now respond to questions arising from President
Muller's letter. While 1 may repeat areas of my testimony, 1
believe that my response will aid in clarifying the record.

First, I should note that my appearance under subpoena
before this Subcommittee was my first action in this matter since
1974 and my only public response relating to my experiences at
Johns Hopkins. ‘I did bring the grant mismanagement of the
Johns Hopkins Biology Department to the attention of the
appropriate federal Agencies in 1973 and 1974; and that was
proper and in the public interest.

In reply to President Muller's letter, 1 will again restate
my testimony concerning my forced resignation. On May 1, 1973,
" I was issued a letter from Dean George Owen stating that I had been
reappointed for an additional year. On June ll, 1973 (six days after
I had objected to funds being withdrawn from my grant}, 1 was
informed that my resignation was required or I would be terminated
by June 30, 1973. It should be pointed out that the performance of
my research and teaching duties was not an issue in my dismissal
and it should also be noted that President Muller's letter does not
provide a specific charge which could justify the drastic action that
was taken against me. As is indicated by my testimony and by
Dr. Roseman's April 12 memo, my objection to the mismanagement of
grants represented a major breach of departmental policy. As for
the unani mity of the senior faculty in requesting my resignatior, I
need only point out that it is well known that a participant in the

o
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meeting, Professor Alvin Nason, apolegized to me for being present
at the meeting and other participants expressed hope that the verdict
would be reversed. I will also restate rny testimony that I was not
informed that a meeting was to be held concerning the termination of
my employment and that I was not permitted to defend myself at

this meeting. I feel that I was denied due process and, thus, 1

feel that the meeting was unfair. ' :

In regard to the Schriver audit findings, I wish to restate
the facts brought out by my testimony and by Mr. Schriver's letter
of December 30, 1974. In terms of chrorology, I should state
initially that Mr. Schriver's audit occurred in the last quarter of
1974; I had left Johns Hopkins in the third quarter of 1973; and the
Biology Department was under the management of a new chairman
who was chairman-elect within two weeks of my forced resignation
in June, 1973. Thus, Mr. Schriver's audit occurred over a year
after 1 had left Baltimore and took place about a year and a half
after Dr. Roseman had been replaced as Chairman.

The findings of the Schriver audit are found in the letter of
December 30, 1974 which is a part of the record and a portion of
my testimony. Far from finding an unusually fine records system
or only two irregularities, the Schriver audit revealed eight areas of
grant mismanagement; riamely

1. Grant funds had been paid to individuals who did not
provide a service to the grant being charged.

2. Grant funds had been paid for supply costs not related
to the grant being charged.

3. The bookkeeping system employed was not adequate to
account for salaries.

4. In those cases where salaries could be accounted for,
some grants had been charged in excess of the effort spent
on the grant.

5. In other cases where salaries could be accounted for,
other grants had not been charged for salaries.

6. An administrative assistant told the auditors that
charges against grants were distributed according to
""the availability of funds. "

+ 7. The auditors found that the Biology Department followed
a system of "borrowing' grant funds from one grant to
another.

and 8. Costs had been transferred between grants without
adequate explanat’ ™.
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In addition, former Chairman Roseman stated in his own
April 12 memo that the following additional areas of graat mismanagement
existed in the Biology Department:

1. Federal grants were taxed at a rate of 3%
2. The stockroom was to be run at a profit "to build up a 'kitty'"'.
3. Competitive bidding was not and would dot be carried out.
4. Grants would be.charged.for salarier, of persons who
did not provide a service to the grant being charged.
and 5. InDr. Roseman's opinion, a precise auditing and accounting
system would ruin the cooperative atmosphere in the
department.

The Schriver audit findings clearly indicate that funds ear-marked
for one project were expended on unrelated projects. That the auditors
did not require Johns Hopkins to reimburse the NIH for funds expended
in this irregular manner is, I believe, one of the major issues to be
addressed by these hearings. As stated in the announcement of these
hearings, one purpose of the hearings is to '"examine the quality and
effectiveness of Federal audits for assuring that such funds (grants)
are expended for their intended purposes.'

) Finally, my testimony demonstrates that university scientists
seriously endanger their careers by even raising questions quietly
about grant mismanagement. I hope my testimony is helpful in
eliminating grant mismanagement and in providing scientists with
the academic freedom to protest such mismanagement.

Sincerely yours,

Dabadt ) (e

Robert J. Klebe
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Mr. Founrain. If it becomes necessary as a result of the inclusion
of Dr. Muller’s letter or Harvard’s later statement, if submitted, for
the subcommittee to hold further hearings to give these universities
an opportunity to testify, we will notify them.

arvard University submitted a statement for the record. See
appendix.]

Mr. Founraix. Our next witness will be My, Edward W. Stepnick,
Assistant Inspector General for Auditing, Department of Health,
Education, and Welfore.

Mr. Stepnick’s testimony will relate to HEW audits of educational
institutions, the nature of the audits, and, I assume, the difficulties
encountered by the auditors, and the steps being taken or planned to
ameliorate the problems.

Mr. Stepnick, we will be delighted to hear from you at this time.

STATEMENT OF EDWARD W. STEPNICK, ASSOCIATE INSPECTOR
GENERAL FOR AUDITING, DEPARTMENT OF HEALTH, EDUCA.
TION, AND WELFARE

Mr. Stepnick. Thank you. I appreciate the opportunity to appear
here today to discuss our audit activities at colleges and universities
relating to Federal research grants and contracts. My statement will
deal primarily with:

The role of the HEW Audit Agency and its work in this area over
the past several years;

TEe kinds of problems we have reported on, and their significance.

I will also outline the measures HEW is taking to resolve the prob-
lems. Mr. Henry Kirschenmann, Director of the Office of Grants and
Contract Financial Management, will appear to discuss these measures
more fully.

The HEW Audit Agency, established in 1065, is HEW’s central
organization responsible for audits of all of the Department’s pro-
grams, functions, and activities, including those conducted through
grantees and contractors. In total, there are about 51,000 entities ac-
countable to HEW which comprise the Audit Agency’s workload.

In broad terms, the audits are designed to, one, consider whether
Department operations are conducted economically and efficiently and,
two, provide a reasonable degree of assurance that funds are expended
properly and for the purpose for which appropriated.

Since March 1977, the agency has been organizationally located
within the Office of Inspector General. We have a headquarters staff
in Washington, D.C., and field staff at each of the 10 Department re-
?ional offices, with 42 branch offices. All agency staff, regardless of
ocation, report to the Assistant Inspector General for Auditing, who
in turn is responsible to the Inspector General for the direction and
performance of the audit function. As of June 30, 1979, the full-time
staff totaled 995 consisting of 525 nrofessionals and 71 administrative
and clerical personnel. )

The entire Federal Government expends about $5.4 billion annually
in grants and contracts to about 2,500 college and universitics. $3.9
billion of this is awarded by HEW in support of academic science,
research and development, fellowship and training grants, facilities
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and equipment for instruction, and general support for science. Within
HEW, most of the awards are by the Public Health Service and the
Office of Education. It is estimated that 200 of the 2,500 schools receive
over 70 percent of the funds awarded.

Considering all the entities that receive funds from the Department,
colleges and universities comprise about 5 percent. Currently, about
180 staff years—which is 20 percent of the totul direct audit effort——
are applied to this area. In terms of dollars, this represents $6 million
of the Audit Agency’s total annual cost of $32.8 million,

In 1968, OMB, formerly the Bureau of the Budget, established a
policy that a single Federal agency will be responsible for the con-
duct of indirect cost negotiations and audits for all Federal agencies
at a single educational institution. This policy is expressed in OMB
Circular A-88.

Because HEW was the primary Federal source of university con-
tracts and grants, the HEW Aundit Agency became the single agency
responsible for all Federal audit services at about 94 percent of the
Nation’s 2,500 colleges and universitics, The remaining schools were
made subject to andit by the Defense Contract Audit Agency, the De-
partment of the Interior, or the National Science Foundation.

Because of o shortfall between the total audit workload and avail-
able audit resources, we have never been able to implement a firm time
cycle for auditing institutions of higher education—that is, each school
every 2 years, 3 years, et cetera. Instead, we select entities to be
nudited on the basis of such factors as experience as to which audits
are consistently the most productive in terms of dollars saved, the
magnitude and relative significance of problems previously disclosed,
the need for followup review, total Federal dollars involved, and the
needs of awarding ngencies.

Under this approach we have concentrated our efforts on those in-
stitutions that receive large amounts of Federal funds, and as a result
many schools—especially the smaller ones—have not been audited for
many years. While our audit cycles ave longer than they should be, we
believe our methods provide reasonably effective dollar andit coverage.
For example, during fiscal year 1978 about $5.4 billion was awarded
to universities and colleges, and fiscal year 1978 audit, reports covered
$1.5 billion.

Audits we perform are subject to professional auditing standards.
These include in part (i) “Statements of Auditing Standards” issued
by the American Institute of Certified Public Accountants and (i)
“Standards for Audit of Governmental Organizations, Programs. Ac-
tivities and Functions” issued by the General Acconnting Office and
adopted by Federal executive departments and agencies through OMB
Circular A-73. Additional gnidelines to field auditors are provided in
policy and procedures handbooks and other instructions,

For the most part, our periodic audits at colleges and universities
involve reviewing compliance with Federal grant/contract require-
ments within the context of an evaluation of the financial and manage-
ment systems used by the schools to control federally funded activities.
The auditor reviews accountability of the institution by, one, evaluat-
ing the quality of management systems; two, testing sample transac-
tions to sec if systems are working as intended ; three. determining the




118

adverse effects of any wealknesses; and, four, making recommendations
for corrective action.

OMB Cireular A-21, formerly Federal Management Civcular 73-8,
provides principles for determining the costs applicable to research
and development, training and other sponsored work performed by
colleges and universities under grants, contracts, and other agreerents
with the Federal Government. These principles are the major criteria
available to the anditors for evaluating the acceptability of institu-
tional records and the allowability and allocability of costs claimed for
reimbursement.

Before discussing our audit findings, I would like to comment briefly
on recent GAQ criticisms relating to the quality of our university
audits. Among other things, GAQ said that some of our audits lacked
some of the characteristics of a quality audit with respect to such mat-
ters as aundit scope, sufficiency of evidence, completeness of reporting,
and supervision of staff.

We agree with GAO that improvements can and should be made in
these areas and we have instructed our regional stafts accordingly. We
strive to achieve the highest professional standards and ave npprecia-
tive of GAQ’s constructive suggestions, It is our view, however, that
the weaknesses are not so serious or widespread as to in any way de-
tract from. the generally acceptable quality of the audit work we
perform.

Throughout the years our sudits have consistently disclosed major
problems in five areas which suggest that adequate recordkeeping and
cost controls with respect to Federal funds are a widespread problem
at colleges and universities. Too often we hiave concluded that we do
not have a sufficient degree of assurance that Federal funds have been
used for the purposes that they were provided for.,

The five problem areas are:

Inadequate salary and wage documentation.

Improper or inadequately documented cost transfers.

Consultant costs undocumented.

Weak cash management system.

Poor procedures for acquisition, control, and accountability for
equipment and supplies.

Most of the funds provided under cost reimbursable agreements ave
expended on the salaries and wages of institutional personnel and re-
lated fringe benefits and indirect costs, and we have focused the thrust
of our audit, efforts on reviews of systems of accounting for salaries
and wages. The toughest and longest-standing problem revealed by
our audite has been lack of reliable documentation to support salaries
and wages charged to Federal grants and contracts. This 1s consistent
with GAQ’s conclusion expressed in their August 1978 report on fed-
erally sponsored research at educational institutions. Therefore. 1
would like tn comment principally on our findings relating to inade-
quate payroll record systems at the institutions.

As mentioned earlier, the allowability of costs incurred under Fed-
eral grants and contracts to educational institutions is governed by
the provisions of OMB Circular A-21, formerly FMC 73-8. For many
years the provisions of A-21 dealing with accounting for personal
services under Federal agreements have been a source of major dis-
satisfaction by a large part of the academic community.
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Compliance with the requirements, which have been changed several
times since their adoption in 1958, has consistently been found to be
nonexistent or inadequate at about 70 percent of the major colleges
and universities we audited.

During the periods of our audits, these requirements have been that
direct cost charges for the personal service of professorial and profes-
sional staff will be based on institutional payroll systems which must
be supported by efthui:

An adequate appointment and workload distribution system accom-
panied by monthly reviews performed by responsible officials and re-
ports of any significant changes in workload distribution of each
professor or professional staff member; or

A monthly after-the-fact certitication system which will require the
individual investigators, deans, departmental chairmen, or supervisors,
having firsthand knowledge of the services performed on each project,
to report the distribution of effort.

Reported changes in eflort must be incorporated during the account-
ing period into the accounting records. Direct charges for nonprofes-
sionals must be supported by time and attendance records and payroll
distribution recoré)s. Budget estimates on o monthly, quarterly, semes-
ter, or yearly basis do not qualify as support for charges to federally
;ponsew;:‘}, seyjects and should not be used unless confirmed after the

nct,

Our sudics have frequently found that these payroli distribution and
support systems had one or more of the following major systems
deficiencies:

Certification of effort or reviews of workload distributions were not
documented.

Quarterly rather than monthly certification or review systems were
maintained.

‘Controls were not sufficient to assure that all certifications or reviews
were performed.

Certifications or review results were pro forma confirmations or
preestablished budget allocations,

Certification or review results were inconsistent with actual efforts
or required accounting changes which were not made.

In many ceses, we also found that salary charges were later trans-
ferred to other accounts without adequate supporting documentation
to show that the original charges were in error. We questioned many
inadequately supported cost transfers because they :

Eliminated cost overruns in the Federal projects to which they were
originally charged.

Occurred after significant time lapses.

Contradicteii prior certification that the original charges were
correct.

The professorial and professional staff of an educational institution
performs both direct and indirect. functional activities. These include:

Externally funded effort on sponsored projects.

Nonfunded effort on sponsored projects, that is, cost sharing.

Teaching dutids.

Patient cave,

Administration of academic departments.
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Provision of student services such as counseling.

OMB A-21 includes several different requirements for supporting
charges for the various types of faculty effort. Here I refer to the A—21
Circular which existed during the perlod of our audit and not the inost
recent revision. Monthly certificationis of actual effort expended or
monthly reviews of workload distribution are required to support di-
rect charges to Federal projects. For indirect charges, annual surveys
can be made to determine the amounts allowable. Informal records are
permitted to support cost sharing.

As a result of this fragmente§ recordkeeping approach, it is not un-
common to find, at one institution, numerous sets of different un-
coordinated systems or records purporting to identify faculty and
staff involvement in the various types of activity. These records in-
cluds the payroll certifications of direct charges to sponsored projects;
the annual survey forms which support the school’s indirect cost pro-
posals; another set of forms supporting its hospital’s cost proposal;
individual certifications of cost-shared effort located in project files
scattered throughout the institution; billings to medicare and medi-
caid for physicians’ services; faculty assignments to teach various
courses; and reports prepared for State legislatures to document the
amount of effort devoted to teaching duties. Federal guidelines do not
require—and institutional systems seldom provide for—reconciling
these diverse systems to assure consistency and prevent overallocations
of costs to Federal projects.

Major systems deficiencies adversely affect both, one, the auditor’s
ability to verify costs claimed under cost-reimbursable grants and
contracts and, two, the awarding agencies’ ability to use the audit re-
ports in settling the contracts and grants. When major systems defi-
ciencies exist to an extent that the records are unauditable, the HEW
Audit Agency has no choice but to set aside or disclaim an opinion on
all of the costs. In fiscal year 1978, such “set-asides” amounted to $86.5
million. This does not mean that all these costs were improper; it
simply means they could not be verified because the systems werve de-
ficient in relation to existing regulations.

However, we try to arrive at amounts to be recovered by the Gov-
ernment based on such test checks of records and transactions as are
possible. For example, audits have frequently disclosed that transfers
of cost between projects were improper or inadequately documented.
In many instances, there were no explanations or supporting docu-
mentation that justified the accounting entries which adjnsted costs
between projects. In others, information in the files revealed that the
transfers were muade to avoid cost overruns, Qther examples révealed
that transfers were made very late—sometimes as much as 18 months
to 2 years after the transaction was originally recorded. In fiscal year
1978 we recommended that $3.5 million of such items ba recovered.

Our findings and recommendations are included in individual re-
ports or: each educational institition audited. The aundit reports
typically recommend that.:

The institution implement or revise its system or certification or re-
view procedures to bring them into compliance with Federal
requirements,

The institution refund any imallowable expenditures which we were
able to identify.
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The cognizant operating agency adjudicate the allowability of
charges on which we were not able to express an opinion.

Mr. Chairman, let me recite an example of an audit finding relating
to the salary and wage cost problem that appeared in an uugit report
on a major university.

The university distributed personai services costs to its various
activities, including Federal grants and contracts, on the basis of
budget estimates and fund availability. Athough the university main-
tained biweekly payroll certifications attesting that all personal serv-
ices costs were charged to the proper activities, we found that these
statements often had little or no validity.

We found that the certifications merely ratified the budget estimates
and, in many instances, did not reflect the emplayee’s actual effort. The
university’s quarterly activity reports clearly showed many significant
variances between the personal services costs charged to various activi-
ties and the effort actually devoted to those activities,

We analyzed the activity reports of 1,087 university employees
whose personal services costs were charged in part or in whole to Fed-
eral grants and contracts. QOur analysis showed that the effort reported
as devoted to the projects by 351, or 82 percent, of the 1,087 employees
was not sufficient to justify the university’s charges. Moreover, 202 of
the 351 employees were reported as having devoted no effort whatso-
ever to the projects.

In total, we identified approximately $1 million of unallowable
costs charged to Federal grants and contracts for the salaries, wages,
fringe benefits, and related indirect costs of these employees. These
unsllowable charges occurred because the university had not estab-
lished adequate controls to insure that its distribution of employees’
personal services costs was correlated to the distribution of the em-
ployees’ actual effort.

The university, however, did not accept our analysis of unallow-
able charges and provided additional information based on records
which, in our opinion, do not comply with A-21. Although our audit
report was issued in 1977, it has not yet been finally resolved.

In summary, it is virtually impossible to resolve salary and related
charges when large universities do not maintain or properly super-
vise the after-the-fact time and efforts reports required by Govern-
ment-wide standards. These reports are designed to show what por-
tion of researchers’ time was actually spent on federally supported
projects and without reliable documentation we cannot attest to the
cost, of effort actually devoted to research, particularly where indi-
viduals are working on many projects only some of which are sup-
posed to be federally supported. We recognize this situation results
in an “accountability gap” and will continue to try to develop, as
GAQ suggests, “extended” audit procedures to compensate for the
problem. But the real solution lies in the maintenance by the univer-
sities of records that can be clearly shown as being in accord with
appropriate Federal requirements.

As I mentioned carlier, the issues relating to time and effort report-
ing systems arc longstanding and tough problems. In the early part
of 1966, the Audit Agency reported to the Secretary that 28 of the 68
andit reports on research grants issued from November 1, 1965, to
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January 31, 1966, disclosed that the institutions failed to maintain
the time or efforts reports required at that time to support salary and
wage charges to Federal grants and contracts. .

Soon thereafter, a Federal task force studied this question and is-
sued a report in February 1968. Several recommendations of the task
force were adopted by the Federal Government in its June 1, 1968, re-
vision to Circular A-21. The revisions established the salary and wage
requirement which gave some relief from the prior requirements which
were widely opposed by the academic community. It was believed
that, since the new proposals included many of the suggestions made
‘by the academic community, adequate compliance would follow.

During the succeeding years, the Audit Agency and other affected
parts of the Department recognized that the situation had not im-
proved. In July 1975 the Department’s Division of Financial Man-
agement, Standards and Procedures made a series of recommenda-
tions to OMB for reforming the requirements. The proposal was pre-
sented to the academic community for comments. After consideration
of the comments, a revised proposal was submitted to OMB in Janu-
ary 1977. OMB revised the circular on March 6, 1279, taking into
consideration the Department’s recommendations.

Secretary Califano in a February 14, 1978 memo, indicated his
concern about this matter. T quote:

The continuing and widespread existence of these accounting deficiencies
raises questions about the ability of institutions and the Federal Government
to manage and account for grant and contract funds in a responsibie manner.

The Secretary’s directive contained a wide range of reforms which
highlighted the need for greater involvement and direction from the
Department in resolving the audit findings and in working with the
institutions to correct their deficiencies in a positive, timely fashion.
I will briefly outline these measures. Mr. Kirschenmann will discuss
them more fully.

One: The HEW Office of Grants and Procurements shall assume
responsibility for resolving audit findings concerning grantee or con-
tractor systems and recordkeeping deficiencies, the effect of which
cuts across agency lines. This responsibility formerly vested with the
awarding agencies.

Two: The HEW Andit Agency shall establish an “early review”
service that will offer advance consultation to colleges and universities
on their proposed changes in accounting systems where such changes
are necessary to meet revised Federal standards.

Three: There shall be established a board consisting of the heads
of agencies, the Inspector General, the Assistant Secretary for Man-
agement and Budget, and the General Counsel, to review and decide
on actions to be taken on recommendations regarding sanctions or
other appropriate actions acainst an institution which fails to cor-
rec({, serious systems or recordkeeping deficiencies in a timely manner;
an

Four: The Office of General Counsel shall take the lead in develop-
ing a departmental regulation providing for the disqualification/de-
harment of individuals and organizations as eligible applicants for
grant and other assistance awards where necessary to protect the
interest of the Department from willful and material violation of
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regulations and policies, criminal acts, or other causes which seri-
ously reflect on the individual or organization’s integrity or ability

_to act responsibly.

" These reforms are important and, in my judgment as a professional
auditor, long overdue. But an important prerequisite for a suocessful
outcome is a better “meeting of the minds” between the Government
and the universities on fundamental rules of accountability. I sincerely
hope these hearings will contribute toward that objective.

Myr. Fouxrain. Thank you very much, Mr. Stepnick, for a very help-
tul statement.

‘We will question you with regard to your statement when our hear-
ings resume tomorrow. I have only one question which comes to mind
at this time. I will ask it in a different form tomorrow.

If T receive, as an institution, $4, $5, or $6 million from the Federal
Government, or whatever the sum might be, the testimony we have
received thus far would indicate, assuming that I am the institution,
that in such case, or in any other case, the hierarchy of an institution
would have no way of knowing whether or not these $4, $5, or $6 mil-
lion were wisely, honestly, efficiently, and economically spent, or
whether they were spent for the purpose they were intended. Is that
correct ? T would want to know, I think, how the money was spent after
I got it or after the grant recipients turned it over to me as an institu-
tion,

Mr. StepNick. If T were a member of the hierarchy I would not re-
gard, based on our audit experience, the financial management sys-
tems we generally see as effective in accomplishing the purpose you
indieate.

Mr. Fountarn. Thank you very much.

The subcominittee will stand adjourned until tomorrow at 9:30 in
this same room.

[Whereupon, at 12:45 p.m., the subcommittee adjourned, to recon-
vene at 9:30 a.m., Wednesday, July 18, 1979.}







ACCOUNTABILITY OF EDUCATIONAL INSTITUTIONS
FOR FEDERAL FUNDS AND THE EFFECTIVENESS OF
FEDERAL AUDITS

WEDNESDAY, JULY 18, 1879

House or REPRESENTATIVES,
INTERGOVERNMENTAL RELATIONS
Anp HumaN RESOURCES SUBCOMMITTEE
or THE ComMMriTTER ON (GOVERNMENT OPERATIONS,
Waskington, D.C.

The subcommittee met, pursuant to notice, at 9:45 a.m., in room
2203, Rayburn House Office Building, Hon. L. H. Fountain (chairman
of the subcommittee) presiding.

Present : Representatives L. H. Fountain. John W, Wydler, Clarence
J. Brown, and Olympia J. Snowe,

Also present: Dr. Delphis C. Goldberg, professional staff member;
Gilbert S. Goldhammer, consultant; and Thomas Houston, minority
professional staff, Committee on Government Operations.

Mr. Founrain. The subcommittee will be in order.,

There are all sorts of meetings on Capitol Hill this morning, de-
taining subcommittee members, However, in the interest of time we
will get started.

Yesterddy, when I recessed the hearings, we had heard the state-
ment, of Mr. Edward Stepnick, Assistant Inspector General for Audit-
ing of the Department of Health, Education, and Welfare. Before we
question Mr. Stepnick, it would be well to receive the testimony of Mr.
Henry Kirschenmann, Director of the Office of Grant and Contract
Financial Management. I understand Mr, Kirschenmann has responsi-
bilities in the arca of resolving audit findings and improving uni-
versity acconnting systems, After Mr. Kirschenmann presents his pre-
pared statement, we will question both My, Stepnick and Mr.
Kirschenmann at the same time.

Mr. Kirschenmann, we will be pleased to hear from you at this time.

STATEMENT OF HENRY G. KIRSCHENMANN, JR., DIRECTOR, OFFICE
OF GRANT AND CONTRACT FINANCIAL MANAGEMENT, DEPART-
MENT OF HEALTH, EDUCATION, AND WELFARE; ACCOMPANIED
BY MATTHIAS LASKER, OFFICE OF TEE SECRETARY AND DIREC-
TOR OF THE DIVISION OF GRANTS POLICY AND REGULATIONS
DEVELOPMERT "

Mr. Kirscuenman . Thank you.

I have with me on my right Matthias Lasker, Director of the Di-
vision of Grants Policy and Regulations Development. He is here to
respond to questions you might have.
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Mr. Chairman and members of the subcommittee, like our colleagnes
from the Audit Agency. we also anpreciate the opportunity to appear
here today. My testimonv will deal with actions the Department has
taken to resolve audit reports and our efforts to bring abont improve-
ments in the accounting operations of universities.

Mr. Forxtarx. Before you proceed further. let the record show
that a quorum is present for the purpose of taking testimony.

Mr. Kmrscriexarany, As Mr, Stepnick has stated, problems of ac-
countability at universities center primarily in five areas: salary and
wage documentation ; improper and undocumented cost transfers; un-
documented consultant charges; weak cash management systems; and
acquisition, control, and accountability for equipment and supplies.

As has also been noted, these problems have been with us for many
vears. The problems exist partly because of ambiguous langnage pre-
viously in the Federal cost principles, OMB Circular A—21; partly be-
cause universities associate managerial and accounting discipline with
an erosion of academic freedom, which stems in large measure, in my
opinion. from a misunderstanding by university faculty of the purpose
of accounting records; partly to the fact that universities do not main-
tain cost accounting systems; partly to the complexity of university
operations; and partly to the fact that universities are subject to differ-
ing accountability requirements of their different funding sources,
some of which are inconsistent or contradictory.

We have been able to find no quick solution to these problems. We
submitted a series of recommendations to substantially revise OMB’s
cost principles for colleges and universities, Clivcular A-21, to improve
the accounting for salaries and wages, indirect costs, equipment, and a
number of other areas. Qur recommendations were supported by GAO.
OMB used these recommendations as the primary basis of its latest
revision to the circular dated March 6, 1979,

Mzr. Fountatx, May T interrupt you at this point 2 Do you know who
prepares these circulars over at OMB?

Mr. Kmscnexmany, Tt is under Mr. Cutter’s office. John Lordan
is the individual.

Mr. Founrtaix. I notice you said “ambiguous language” in Federal
cost, principles in OMB Circular A-21. T am wondering why they pre-
pare circulars with ambiguous language. )

Go right ahead with your statement.

Mr. KirscHENMANN. One of the important recommendation adopted
in the revised OMB circular is a requirement, for 100 percent account-
ing of the time or cffort of university staff whose compensation is
charged in whole or in part to Federal awards, and for a certification
of that accounting by either the individual whose compensaton is
charged or a respohsible official having firsthand knowledge of the
work performed by that individual.

Another important addition is a requirement that use charges or de-
preciation for equipment, be supported by property records and that
physical inventories be taken at least every 2 years to establish that
the assets exist, and are usable, used, and needed.

A third general, but important, requirement is a statement that the
accounting practices of colleges and universities must support the
accumulation of costs as required by the principles and must provide

for adequate documentation to support costs charged to Federal
awards. A
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The revised circular will become effective on October 1, 1979, and
must be implemented by universities beginning with their first fiscal
vear after that date; for most institutions this means July 1, 1980. We
are currently writing our interpretation of the key features of the
revision, It is our plan to submit these interpretations to OMB for con-
currence or clarification and then publish them for the use of Federal
and university personnel. It is our hope that the interpretations will
result in the uniform and fair application of the civcular’s provisions.
Tf the universities apply the circular in good faith, the problems which
have been so long with us could be significantly alleviated, We are
prepared to work with them,

Mr. Stepnick noted that responsibility for resolving audit findings
concerning institutional recordkeeping and accounting systems. the
effect of which cut across agency lines, has been transferred to the
Office of Grant and Contract Financinl Management, my office. The
centralization of this responsibility, which was formerly assigned
to the individual awarding agencies, should allow the Department
and the universities to work with each other more effectively. We
have already worked out informal arrangements to coordinate our
activities with the other Federal departments which fund research
at universities so that in reaching an agreement with HEW, a uni-
versity effectively will have satisfied the Government as a whole. We
have recommended that OMB formalize this arrangement by revis-
ing its Circular A-88 and OMB is in the process of deing so.

Since we began operations in Qctober 1978, we have received 155
audit reports on 84 universities. We have closed 20 reports on 16
universities and expect to settle with an additional 10 institutions
within the next 60 days. Settlemient means my office, the Audit
Agrency, and the university have agreed on the actions that need to be
taken to bring a cited system into compliance with Federal require-
ments, and that the institution has either taken those actions or has
established a schedule under which the actions will be taken. In both
instances followups will be made to assure the agreement is adhered
to,

Mr. Founrain. May T interrupt you at that point? You have en-
tered into an agreement and they have agreed to establish proper
procedures. How long do you wait before you follow up to see whether
or not they have done so?

Mr. Kiscnrnmany. Tt depends upon the nature of the procedure,
but no later than 6 months. We will be following up no Iater than 6
months.

Mr. Founrain, Thank you,

Mr. Kwscienmany, We are also in the process of developing com-
prehensive departmental policies and procedures on the resolution
of andit findings. These policies and procedures should result in more
consistent, responsible, and timely decisionmaking on aundit findings.
They will deal with the processing of an andit report from its issnance
by the Audit Agency until its settlement and closure. The Depart-
ment has already initiated a vequirement that audit resolution offi-
cials obtain General Counsel concurrence if they disagree with the
audit findings because of a diffevent interpretation of a law, rule, or
regulation. Tn addition to this requirement, the comprehensive policy
will provide for high level review of major dollar audit exceptions
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and of audit exceptions which are overruled by an awarding agency
action official.

In addition, the Department has established a goal within which’
audit reports are to be resolved—6 months from the date of issu-
ance to an HEW action agency. We have also pledged to reduce our
unresolved backlog of monetary audit exceptions as of December 31,
1978, from $200 million to $100 million,

Both the Inspector General and the Assistant Secretary for Man-
agement and Budget have personally met with the key officials in
each of the Department’s principal operating components to estab-
lish a workplan for meeting that commitment. Furthermore, the
Department has made significant improvements in the stewardship
trackings of open audit reports, in performing oversight reviews of
the principal operating components, and in the collection of disal-
lowances. These improvements were described in the statement by
the Inspector General and the Assistant Secretary for Management
and Budget before the Legislation and National Security Subcom-
mittee of the House Committee on Government Operations on Wed-
nesday, March 24, 1979, :

As part of our efforts to strengthen grant and contract manage-
ment, the Department is considering a requirement that interest be
assessed against an institution for the use of Federal funds when
they are found to have improperly charged costs to HEW awards,
and the use of sanctions against institutions which, after duc notice,
fail to conform to Federal accountability requirements. The Depart-
ment has already published as proposed rulemaking, a regulation
that would debar institutions and individuals which commit serious
wrongdoing from receiving HEW grants., This regulation is com-
parable to a regulation which already exists for contracts. Public
comments received on the proposed rule are now being analyzed.

In connection with Secretary Califano’s May 18, 1977, initiatives to
improve grant and contract management, we have put significant effort
into the training of HEW grants managers and cost specialists. Qver
the past 2 years, a training program in grants administration was
attended by approximately 800 grants management personnel from
within the Department. This course emphasized the policies contained
in OMB’s grants administration circulars as well as the cost prin-
ciples. Plans are underway for additional training in grants admin-
istration. Training sessions have also been conducted for cost
negotiators on indirect costs, ADP costs, and the revised Civcular A-21.

Finally, my office is planning a computerized information system
which will accumulate data on indirect costs and grantee accounting
systems to aid in the evaluation of indirect cost. proposals, the dis-
semination of indirect cost rate information, and the evaluation of
grantee accounting capabilities,

All of these steps will contribute to the better administration of
HEW research funds and a greater assurance that those research
funds are properly accounted for. But in the last analysis, it is the
research universities themselves who must. ultimately accept respon-
sibility for the effective use of research money and accountable re-
porting of expenditures for federally supported research projects.
Given the nature of basic research and the traditional management
style of universities—their decentralized governance, the ahsence of
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regimented work, the absence of business and accounting practices
-applied routinely in other types of organizations—maximum reliance
must necessarily be placed on the integrity of the institutions them-
selves and the personal integrity of their faculty and staff. Credibility
is of paramount importance.

Some university spokesmen have been decrying the erosion of
credibility between the Government and their institutions. I share the
view that there has been an erosion, and much of the problem can be
Iaid at the door of university accounting and recordkeeping practices
that simply do not adequately document how and for what purpose
public funds are spent.

Universities which are supported by public moneys and, indeed,
the accounting profession itself, have a profound responsibility to
assure that their financial statements and reports reflect the results of
their operations accurately, fairly, and clearly. This is the responsi-
bility the universities and the accounting profession must meet, if they
are to retain the public confidence that they have earned over many
years of service.

On the other hand, one must also recognize that part of this problem
results from the proliferation of Government programs of all kinds—
Federal support for research and development; grants-in-aid; require-
ments for health, safety, and equal employment opportunity compli-
ance; and increasing pressures for accountability. Taken together,
these have created conflicting administrative procedures that have
contributed to the difficulty of maintaining sound accounting and
recordkeeping.

Mr. Founrarn. I think that is one of the most important paragraphs
in your statement. It emphasizes “the proliferation of Government
programs of all kinds—Federal support: for research and develop-
ment; grants-in-aid; requirements for health, safety, and equal em-
ployment opportunity compliance: and increasing pressures for
accountability.”

In the supplemental appropriations bill we had $300-plus million
for the Equal Employment Opportunity Commission. How they spend
all that money, I don’t know.

You say “this problem results from the proliferation of Govern-
raent programs of all kinds.” Some of these things are part of the
problem. I wanted to emphasize that for the record.

Mr. KirsciteNMANN. The subcommittee also asked for the Depart-
ment’s views on OMB Circnlar A-110 which estabiishes uniform
administrative requirements for grants awarded to educational insti-
tutions, hospitals, and other nonprofit organizations. I think it is fair
to say that HEW’s view of OMB Circular A-110 is, on the whole. a
favorable one.

Before the circular was published, in mid-1976, a state of near
anarchy cxisted among Federal agencies in their administrative re-
quirements for grants to nongovernmental organizations such as uni-
versities, hospitals, foundations, et cetera. In the absence of a core
of uniform policies, each Federal agency had a neavly free hand in
adopting whatever requirements it considered necessary or appropri-
ate for its own programs. Human nature being what it is, the resnlt
was n bewildering array of inconsistent: requirements.

On most. of the 15 major topics covered by Civeular A-110, there
were some agencies that overregulated and some that underregulated.
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And even where two different Federal agencies regulated at about
the same level, there were almost nlways unnecessary differences.

Some of these inconsistencies were fully justifinble. Many of them
came about merely because of personality differences among the policy-
makers of the various Federal agencies. Policymakers, like the rest of
humanity, do not all sec the world in the same way.

The harmful effects of that kind of situation are obvious. On the
one hand, unnecessarily burdensome Federal requirements waste time
and money both for grantees and grantors, On the other hand, unduly
permissive requirements invite abuses. And inconsistencies among
Federal agencies create confusion and mistakes, and complicate the
job of the grantee’s management officials. v

HEW therefore welcomed OMB’s decision to develop the civeular,
even though it meant a substantial loss of our own autonomy in set-
ting policy on important aspects of grant administration. As it turned
out, the policies 1n the circular are, for the most part, not radically
different from those that previously prevailed in HEW. We like to
think this was because our policies were already abont right.

For HEW, probably the most controversial change brought about
by the circular is in the area of financial reporting. Many of our proj-
ect grant programs were accustomed to getting financial reports from
grantees that included breakdowns of costs by object of expenditure
categories—such as salaries, supplies, equipment, travel, et cetera.
Under Circular A-110, Federal agencies are no longer allowed to
require such breakdowns, except on a case-by-case basis from those
grantees that are referred to as “high-risk” organizations.

Opinion in HEW is divided on this point. Many HEW people don’t
seo how they can fulfill their management responsibilities without
traditional object of expenditure reports.

Many others, however, agree with OMB’s view that object of ex-
penditure reporting generally does not contribute significantly to ac-
countability, They believe that eliminating it will in the long run have
the desirable effect of forcing Federal monitoring to focus more on
programmatic vesults and overall cost offectiveness, while getting away
from the old “green eyeshade” preoccupation with input details,

After an initial period of resistance, the official view of the Depart-
ment has swung around to accepting OMB’s policy decision on this
isse, and T believe we are now substantially in compliance,

To be honest, there are also other parts of the circular that have
turned out to be controversial in HEW. That could have been pre-
dicted. No document as comprehensive as Circular A-110 could pos-
sibly please everybody 100 percent. But the things one might think are
wrong about the circular pale to insignificance when compared to
wha}t{’s right about. it. Taken as a whole, Circular A-110 deserves high
marks.

Mzr. Chairman, this concludes our prepared statement. We will now
be plensed to angwer the subcommittee’s questions.

Mr. Founrtars. Thank you very much for a very helpful statement,

Mr. Kirschenmann, from your description of the responsibilities
your division assumed in Qctober 1978, it appears that you are destined
to play a very important role in the repair of the erosion of credibility
between the educational institutions and the Government, which you
speak of at pages 8 and 9 of your prepared statement. I am sure it is
much too early to sny whether your program will suceeed. We hope it
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will. We would appreciate your providing the subcommittee with
copies of any progress reports that your division may prepare from
time to time.

On another matter, at page 11 of your statement yon discuss OMB
Circnlar A-110. You state:

For HEW, probably the most controversinl change hrought about by the cir-
cular ig in the area of financinl reporting. Many of our project grant programs
were accustomed to getting financial reports from grantees that included break-
downs ¢f costs by object of expenditure categories—such as salaries, supplies,
couipment, travel, et cetera. Under Circular A-110, Federal ngeucies are no longer
allowed to require such breakdowns., * * *

My, Kirschenmann, in addition to no longer requiring the cate-
gorical breakdown of expenditures in the reports of expenditures,
ROE’s, is it a fact that the revised Cireular A-110 also changes the
frequency of furnishing of ROE’s by universities from every 3 months
to once a year?

Mr. KirsortenMaNN. Let me refer to Mr, Lasker.

Mr. Lasker, That is true in part, Mr, Chairman, Several years ago
we had done a survey in HEW and found among the many research
activities that we supported through grants with universities there was
a wide variation in the type of fiseal and financial reporting that was
required in universities. We established a standard report of expends-
tures, basing it for the most part on that which was being used by the
National Institutes of Health, which is the agency most heavily in-
volved in research netivity.

At that time. in addition to establishing the standard form for
financial reporting, we also established a standard reporting frequency
which turned out to be annually. If the amount of expenditures ex-
ceeded a certain fignre—and I do not recall at this stage what the
figure was—then it could be on a quarterly basis. What OMB has done
in effect is tied into a frequency that we had already established at
HEW—annually.

Mr. WypLer. Mr. Chairman, T wonder if you would yield for a
moment ¢ '

Mr. Founrain. Yes.

Mr. Wybprer, On that general topic, we have been made aware of the
fact that the President has asked all the Cabinet officers and other
people at the top levels of Government to hand in their resignations in
some form of reorganization. This is not spreading down through the
departments themselves, is it, as a form of cleaning up the operation ?
Is there anything such as this happening within the Department itself?

Mr. Kmesciexasaxy. I have not heavd of anything as of 9:30 this
morning. T hope not.

Mr. Founrtary, We have until 10:25 to answer a rolleall. It is a
motion on [ R. 4473 for the consideration of foreign assistance appro-
priations for fiscal 1980, T think it best that we recess now to answer
that rolleall. 'The subcommittee will stand in vecess for a fow minutes,

[ Recess taken. ]

Mr. Founrain. The subcommittee will be in order.

I am placing in the record documents from the files of TIEW which
explain more fully the natuve of the controversy within HIEW and
its constituent. agencies, which you discussed briefly at pages 11 and
12 of your prepared statewent.

["The material referred to follows:]
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MEMORANDUM DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
) Y

PUBLIC HEALTH SERVICE
4 . NATIONAL INSTITUTES OF HRALTH

7o' : The Under Secretary . DATE: ' November 16, 1977

CmoM Mrector. HIK

supject : Categorical Expenditures Report--SRIEFING

Prior to our meeting Friday worning, 1 wané to give you information
about the subject of my concern,

The Office of Management and Budget, in the interest of simplifying
the Federal grant process, is attempting to meet that goal through

the issuance of administrative requirements for uniformity in pelicy
and reporting for the entire federal grant activity. Initiaily, OMB
{ssued Circular P-102, which covers state and local government grantees.
Subsequently, OMB issued Circular A-110, essentially adopting those
same principles for educational institutions, hospitals, and other non-
profit organizations--NIH's major clientela. Both OMB Circulars pre-
scribe a grant expenditures report, which eliminates object class
reporting (Personnel, Equipment, Supplies, Travel, Patient Care Costs,
etc.) and reduces expenditures information to total costs only.

Although it is agreed OMB's general objectives are laudable, echelons
of management at NIH, FHS, and DHEW have consistently objected to the
“one-1ine" expenditures report for discretionary grant programs for
these primary reasons:

1. The categorical report is a crucial manzgement tool in the
assessment of continuation applications, in analyzing the
appropriateness of requests for administrative increases
(e.g., fringe benefit or inst{tution-wide salary increases),
in responding to requests from public and private sectors for
cost data, and in doing statistica) trend studies to énhance
the quality of internal management,

2. DHEW and PHS Grants Administration Manual chapters and recent
management initiatives from Secretary Califano mandate the
continuing surveillance of the financial aspects of grants
“through review of reports...* The expenditure report must
have more information than total expenditures in order for such
fnitiatives to be carried out,

3. Four essentfal elements in the HEW's discretionary grant process
are the appiication evaiuation, negotiation of award levels,

1%7/77'
7 Mot ZF e,
C%777 s ,13¢L4’

-
.
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post-award monitoriny, and the report of what 1s actually
expended. The four processes represent a continuum based on
cate?orica| budget information, It does not seem reasonable
to eliminate the fina) phase of accounting.

4. Grantee institutions are obl{ged to manage grants in part by
budget object class in order to satisfy various prior approval
requirements and naintain local cost controls. The categorical
braakdown now required by tho HEW {s integrated into institu-
tional financial manageiwent uyssems and will continue to be
maintained in most cases even if they are allowed to report
total expenditures only., Urder these circumstances, categorical
reporting s not burdensome to grantees.

I feel it {is important that we discuss the implications of this move
toward Vimited reporting prior to our final acquiescence,

Dona197$‘. %redrﬁckso‘h. M.D.
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OFFICE OF MANAGEMENTANGBOPGEIS,

WA$M|NGTO"C. D.C, 20503 -
. Wadl o
APR 2.0 1978 e

Honorable Jospph A. Califano, Jr.
Secretary of Health, Education, and Welfare
Washington, D.C. 20201

Dear Mr. Secretary:

This is in reply to your letter of March 6, 1978, requesting
an exception to Circular Mo, A-110 to parmit object class
expendlture reports on grants to universities, hospitals, and
other nonprnflt organizations.

You guestion the appropriateness of the Financial Status
Report (SF 269) for discretionary project grants, As you
jndicate, this is the scme form developed for use by State
and local governments under Circular No. A-102. The inter-
agency task force that developed Circular No. A-110 examined
the applicability of the form to nongovernment grantees, and
concluded that it was appropriate for their use. The task
force was composed of representatives of all the major grant-
making agencies, including two from the Department of Health,
Education, and Welfare.

After extensive consultation with Federal agencies, the Jdraft
Circular was published in the Federal Register for comment.

HEW in its response did not mention the absence of object
class reporting as a problem. Since the Circular was published
in July 1976, we have had a remarkable degree of acceptance of
its financial reporting requirements. To date, we have had

- only two requests for exceptions to permit variations in finan-
cial reporting. Neither request was granted. .

We are not at all sure it is necessary to get object class ’
reports in order to adequately monitor grant performance.
Circular ho. A-110 calls for financial reports by function,
activity, © program, rather than by object class. The pux-
pose of thls is to encouraje integration of financial informa-
tion with program 1nformatlon, to produce quantitative measures
of accomplishment expressed in cost per unit where possible.
tle would ke concerned that a return to object class reporting
would'encourage too narrow a focus on the cost of individual
1nputs, rather than relating costs to the value of verv1CeJ
provided.

E 214228000053

tLPF”"”Y




135"

Equally 1mportant from a Government-wide standpoint is the’
need to examine the impact of object class reporting on

_grant recipients. Several years ago an interagency study

" team made an exhaustive two-ycar review of the financial
management of grant programs. The review showed that Federal
agencies required grantees to report at least 103 different
object classes. The team concluded that most of this detailed
itemization was unnecessary, and ‘that the benefits derived
from analysis of evé.. a relatively few ob:ect classes was not
conmensurate with the cost, -

We recognize that standard f1nancia1 reports may not be
adequate in all circumstances., For this reason, Circular
No. A-~110 provides for additional reporting in certain
circumstances. For example, it permits additional require-
. ments for grantees with a history of poor performance, those
not financially stable, or those that do not have a manage-
ment system that meets the standards of the Circular. This
provision was carefully designed to satisfy HEW concerns for
proper monitoring. In addition, the Circular's financial
reporting requirements permit agencies to require additional
information to further monitor grants, when a recipient's
accounting system does not meet the Circular's standards for
financial management.

I would suggest that our staffs get together for a more
detailed discussion of this matter, in order to get a better
understanding of the various points of view. Ih the mean-
time, however, we would hesitate to grant any exceptions to
Circular No, A-110.

Sincerely,

P b

James T. McIntyre, Jr.
Director
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‘LVIE}VlOR.’\NDUX'[ DEPARTMENT OF HELALTH, SDUCATION, AND WELFARE

TO H
FROM
SUBJECT:

PUBLIC HEALTH SERVICE
NATIONAL INSTITUTL OF HUALTM

Aissistant Seeretary for Management DATE: g
and Budger, DHEW & &
Through: Director, NIl :

Associate Director for Extramural Research
and Training, NIH

Cstegorical Expenditures Reports .

During our meeting of May 26 on this subject, you suggested that NId
solicit cozments from a represantacive group of grantee institucions
concarning the continued use of a categorical expenditures report forrat
in lieu of the "totals only" format prescribed by OB Circulars A-102

and 4-110. This memorandum summarizes the results of that effort.

On July 10, 1978, a lecrter (see copy a::%chea) was sent to nine addresseses.
This sample size was chosen to allow prompt fpollow through on your sug-
gestion. Recognizing that OMB regulations require clezrance for surveys

or questionnalres intended for tea or more non-Fuderal respondents, we
conciuded that the potencial advantages of a larger sample would be ofiset
by the significanc delay which zlmost inevitably accompznies the forms
clearance process.

nine, wa focused on individuals vho sre widely raspected
and rechnical esxpertise resarding the business =anage-

stituriens. We also took inte account gecgraghical

s well as type of irstiturion and size of grant prougran.

of obtaining the broadest possible coverage, tvo of the

ra sent to orgapizacicns representing rullipie Ingsritenicnse~

nomely, the Group on 3Business Affairs of the Associstion of american

wedical Collenes (AANC) and the Associatien of smerican Universities (AsD).

To date, the nine letters have generated fifreen indivilual responses;

the larger response is the vesule aof the originsl nine Jerters beirg shared
with same of tne addressees' collezgues. Fourtzen of the {ifteen responses
are faverabic to rhe NIH position, This inzludes & supporiive statenent
from the AXNC, wnica refiects a conseasus Based on an enpanded fample
dorived from mamier instituiiens of the Srocring Cennitree of izs Group on
Busiress Affairs. In suppureing the NIl positien, cauntal respondents
stated that the catelorical formac peses no ¢ gnificant tutden and that ig
is a useful managenent cdal to them in scninistering sponsared proprans.

We also received a statement from the ASU which indinctas a witlingacss
to work for snd support uniform reporting that wonld include eateporical
informaticn. The AU response sjecifically svageots that we "considar
asking O3 ¢o revise Circular A-110 to prostribe anciher fimancial
reporting form which you {t18) believe will better suit your nreds.
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Moreover, vepresextatives of the Committee on Gevermment Relaticns (CCGR)
of the National lssociation of College and University Business Officers,
in a weeting at its offices on July 18th stated thac, while COGR is
generaliy opposed to daviavions frem OB Circulars A-102 and A-110, it
could supsort the AU position of considering a change to M43 Cireular
A-110 to 2llow for a uniforn Government-wide categorical expenditures
Teport forsac.

It is intecosti to note that three separste letters frox educational
instituticns refer to the effects of the derision by the National Science
Foundation, mare than a year age, to implement a highly sizplified nen-
categorical expenditures report. Based on their experience to date, it
is appsrent that at least some grantees view the new non-ratecovical
format adopraed bv NSF as being sotre bdrdenscse than the categorical
report format previously in effect. As one respondent veporved, the

changed forzet has resulted in "a considerable increase in subsequent
expenditura of tize, effort and money on wvritten ond telephoned cocnuni-
cations."

The one response we received that opposcd our view came from the Director
of Grent <nd Gontract Services at the University of Washington. He had
poclled colleagues at Stanford University, Yale University, Uaiversicy of
Peansylvania, University of Michigan, and University of Wisconsin., His
respense ndicated that Stinford University and University of Wisconsin
find our pesitien acceptable whereas Yale University, University of
Peansylv University of Michigan and his ovn institution onpege anv
oxevoricst fveom che OMB Civeulars. On the tesis of the resvonses received,
we believe that the pajority of the business vanagrzment oificials in our
grantee tutizas recognizes the inportance of a categorical expenditures
report forzat; ccasequently, we receanend that you recpen this fssue with
4B with an eye teward either obtaining a deviation for DUEW discretivnazy
grant prograss or exploring the peossibility of dovelepirg a Fedezal-wide
uniformn cavegorical expenditures report as has been suggpested by orpani-
zations such as A'MC, MU, and COSR. If, as part of these deliberations,
you and the OB yreseatatives detianine that an expanded survey is
needed, we would e happy to participale in such an efferc.

Willism F. Raudb, Ph.D.
Attachaents

cec: Mr.
Hr,
Mr.
Mr. Shoe
Me. Lasker
Mo Rovae )
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
FPUBLIC HEALTH SERVICE
NATIONAL INSTITUTES OF HEALTH
BETHESTA, MARTLAND 22014

July 10, 1978

1 an writing te you corncarning a matter of mutual intevest with

respect to the aaninistration of NIH grants.

As you probably are aware, the Office of Management and Budget
(OMB) has issued Circulars £-102 (revised) and A-110, which prescribe

unifors administrative requirements for the entire TFederal grantc

activity. Oce aspect of this efifort is a standard expenditures ze-
port format which eliminates all object ¢lass identification (i.e.,

personnel, equipment, travel, pactient care costs, alterations and
renovations, ete.) and teplaces that with assentially a one-line
raport which would show total expenditures ooly.

The NBational Instituzes of Health and the Publie Health Service

have argued against this particular approach for our discretionary
2] £ & LS -

grant pregrens. It 1s our conzencion that a czregorical axpenaliiures

gran

regort is noc only an accounting gecunent, but 1 pEnagement ool as
well, which is used by grantor and grancee in carryirg out our parines-

ship role in adninisctering project grants. llora specifically, we

contend that a categorical expenditures report is of wutual benefd

Honitoring and conttolling retudgecing actions and

the use of funds on vhich spscific resctrictions have
been fmposed as a condition of the award (For grantees,
this has particular zpplicability to the managtoent

of the Instituctional Priov Approval Systom)

Perforaing a budget analysis associated with the
submission and adninistrstive review of a non-competing
continuation application

* Evaluvating the propriecty of tequests for administrative
‘increases which may be awarded non~ceoapetitively

"Raconciling clains for stipends avarded for National
Research Service Awards (NRSA's) with ap, roved stipend
levels approved via Statement of Appointment forns; this
assures conpliance with the laws governing 'MSA's din-
cluding cthe accurate establishnuent of paytack requirencnts

b

t for:
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* Auditing and verifying all indirect cests clained through
the Sumnary Reports oi Fxpenditures Adjustaent Sheet to
assure proper settlement

* Maintaining a data systen of detailed categorical .
expenci e information to enhance our cverall manage~ .
pent, i eding the development of “trend" studies,

operaving the NIH/Grantes Interface System, and responding

to a variety of inquiries for detailed expenditure data

fron public and privace sectors

We also have pointad out that NIH grantees have financial rgporiing
isystens ia plzee, which they will have teo retain snyway in order iz
concrel evpenaitures related to meeting prior approval and audiz re-
quirenents, and even to veport totals only. We have been advised by
a nunber of our grantees that the actual reporting of expendituras by
broad objec: class is not a burden under the circimstances.

o}
(1]
e

We recegnize that the reduction of paparwork is a laudable goal and
one which we support generally; hovever, we are concerned thac the loss
of categerical enpenditures information will ultimately requitce bYoth
the H1Y and its grantecs to gengrate other-—and probably less efficient--—
{oras of zazarwork and cozaunicacion to discharze our joiant stewsrdship
eifeerivh e

NIH would greatly appreciate your views and the views of any of
your coilesgues on the subject. Please send me any written comments
vou would care to nake by Auguwst 1, 1978.

Sincerely vours,

Oudginet Signed

William F. Raub

William ¥. Raub, Ph.D.

scting tssociate Director f{or
Extranural Rescarch ard Trainidg
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Addressess:

Mr. Donsld R. Baldwin
Director. Granct and ContTacc Services
University orf Washingten :

AD-24
Seatcle, Waeshingron 98195

Terence A, Feverborn, Ed.D.

Director, Office of Contract and Grant Administration
Universitr of California, Les angeles

405 Hilgard Avenue -

Los Angeles, Calfi. %0024

Mr. C. M. Stover, Jr.

Associata Dean for Administration

Universicy of Morth Carolina School of Medicine
Chapel ®ill, N. C. 27514 ‘

Mr. Peter V. Schroeder
Administrstor, Grants and Contraccs
New Englznd Medical Center Bespitals
171 Harrisen Avenue

Boston, Mass. 02111

Mr. Rarren Hennedy

Chairnerscn, Grouo on Business affairs, AaMC ,
Associgrz Dean fov sdwinistracien .

Bownan Grax School of Mecicine

Wake Toresc University

Winston-Salem, N. C. 27103

Mr. Newtes Cattell

Execcutive Director

Association of American Universiti
1 Dupont Civrcle N. W.

Wasthingesn, D. C. 20036

i
0

Mr. Themes A. Fir

Director of the O
and Instigutional Studies

New York University Medical Center
550 Tirst Avenue

New York, M. Y. 10016

Mr., 0. M. Schoenemann

Business Manager for Grants and Contracts
Baylor Cecllege of Medicine

1200 ¥Mcursuad Avenue

Houston, Texas 77030

Mr. A. 2. Potami

Dirzctor, Rescarch Administcation

University of Minnesota ’
2642 Universicy Avenuve

St. Paul, Minmesofa 35114
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Mr. Founrain. One of the.e documents is o letter from the Assistant
Director of Extramural Research and Training of the National Insti-
tutes of Health to the Assistant Secretary for Management and Budget
of HEW, dated September 1978, In that letter the plea was again made
that the old requirements of OMB Cirvcular A-110 be restored. They
supported the request with the results of a survey which polled a num-
ber of grant and contract office directors at universities throughout
the country to determine their preferences with respect to the old and
new report of expenditures requirements. According to NIH, most of
the schools opted for the old requirements,

Were NIH's letter and the results of the survey NIH conducted con-
sidered by your office ?

Mr. Lasker. Mr. Chairman, let me deal with that question. Yes, it
was, In fact, we had asked NTH to perform that survey. As you say, as
a result of the survey it was their finding that the vast majority of the
universities they contacted had no objection to continuing to submit
the object class-type expenditure reports.

Mr. Founrain. Do you know why HEW did not pursue the request
of NIH for a restoration of the old requirements for categorical re-
porting of expenditures?

My, Lasker, We did pursue it, Mr., Chairman, On several occasions
wo met personally with officials at OMB. We corresponded with the
officials at OMB in an attempt to get authorization to continue the type
of object class veporting but we were refused.

My, Founmrain. T do not menn to express an opinion as to which pro-
cedure is better becanse T do not know. T asked the question primarily
to get an expression from you into the record.

Mer. Kirschenmann, you said on page 2 that one of the important
recomniendations adopted in the revised OMB civcular is a require-
wment for 100 pereent accounting of the time or effort of university staff
whose compensation js cherged to Federal funds. Would you describe
this new metliod and give us your judgment as to how reliable and
accurate it will be. To what extent do you think this change will cor-
rect the lack of veliable salary and wage data described by Mr, Stepnick
vesterday ?

Mr. Kirscuenmany., That requirement, together with the require-
ment. for certification by the individual or someone having firsthand
knowledge of what the reporting individual is doing, should go a long
way toward solving our problems.

One of the real problems that we had in the past with personnel ac-
countability was the multiple sharve hase that we used to identify what
these individuals were doing to eavn their compensation. Mr. Stepnick
mentioned that yesterday., We ran into a multitude of records.

There was a separate suevey for veporting their divect charges to
Federal nwards, These were prepared monthly, There were surveys at
the end of the year to identify what their administrative activities
were, their indiveet costs, There were separate surveys that were made
for purposes of reporting to States where it was a State institution and
so on. These surveys when taken togother just did not add up or in
many instances added up to more than 100 percent of an individual’s
tume.

Making an individual report all hig activities in one survey at one
fime seems to me to add much more credibility to the process.

Sleill o = Y9 < 10
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Mr. Founrain. Mr. Stepnick, T believe T thanked vou yesterday for
your very comprehensive deserintion of the work of the Aundit Agency.
ow. we will proceed to ask you some questions.

Of the 924 professionals on vour full-time staff. how many are
accountants?

Mr. Strextok. With the exception of a half-dozen people who are
classified as computer specialists, all the professionals are professional
accountants.

Mr. FounTain. Dr. Cohen. in his testimony vesterday. reported that
the HEW Audit Agency did an audit of the Harvard School of Pub-
lic Health. Is that correct ?

Mr. SterN1ck. Yes, sir.

Mr. Fountain. HEW’s draft report on the Harvard School of Pub-
lic Health disallowed about $2.5 million, of the $37 million total Fed-
eral funds audited. T do not know whether that is a high or low propor-
tion but is that correct? ,

Mpr. SteeN1ck. Yes.

Mr. Fountaix. HEW also was unable to validate an additional $15
million. Is that right?

Mr. StepNiok. Yes, sir.

Mr. Fountain. How do you explain such a high percentage of dis-
allowances? In your judgment, to what extent does this relate to the
nature of the Harvard audit? T have heard it was riore comprehen-
sive arid more detailed than HEW’s normal audit.

Mr. Steenick. T have with me Mr., Edward Parigian who is our
Regional Audit Director from Boston. He is familiar with the Flar-
vard audit. Also, T have with me Mr, Raymond Beaudet. who is As-
sistant Director of the Andit Agency. He is a specialist in our uni-
versity audits.

First of all, let me say in fairness that the material that is in the
record with respect to the school of public health is based on the draft
audit report. The status of that information is such that Harvard, in
accordance with our usnal procedures, is to be given the opportunity
to review and comment upon it. When we receive that, information, we
will issue a final report. To that extent, the conclusions are tentative,

Most of the disallowances relate to the problem of cost transfers that
we have heard about. Others relate to undocumented consultant
charges. These are areas that, as I mentioned yesterday, we have found
to be problem areas in many of the schools that we audited.

In the case of Harvard, in addition to testing all the charges to a
number of selected grants, we placed little credibility on the original
entries that were made because «f the extraordinarily large volume of
cost transfers. We felt we could best do our job by expanding our
work in the cost-transfer area.

Therefore, using statistical sampling techniques, we selected ap-
proximately 100 cost transfers over $100 for detailed examination, Ex-
cuse me, that was over $500, We identified those that were inadequately
documented. those that appeared to have been made solely for the pur-
poses of using unexpended funds and maximizing Federal reimburse-
ments, and other kinds of improper practices. Then we projected the
results and arrived at the $2.1 million figuve.

The biggest difference hetween the Harvard situation and what
might be found in many of our audit reports is that we are not always
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able to make that projection. We identify the problem and we identify
only a portion of the total cost that might be disallowed. The condi-
tions of the records are such that it is not possible to handle it through
a scientific sample. We have to use a judgment sample.

Under these conditions the result is sometimes less than complete in-
sofar as the full identification of unallowable charges.

Dr. Gororere. Mr. Stepnick, were you able to project the total
amount of disallowance in this case because the test sample was larger
and statistically valid for the purpose of projection, larger than you
normally would examine in a typical audit ?

Mvr. Sreeniox. That is part of it. The other part just happens to be
that the condition of the records was such that we were able to devise &
scientific sampling plan,

De. Goroeera. How would you characterize the Harvard audit in
relation to the average andit your agency makes? Weren’t there special
circumstances in this case—for example, the NTH management survey
that preceded it—which required that your agency mobilize more audi-
tors than you otherwise would have done ? Wasn’t this a more compre-
hensive and more intensive audit than the average andit?

Mpr. Sreeniek. Yes, sir,

Dr. Gorprera. Would you eare to speculate on what the ontcome
might be if you had the luxury of putting that number of auditors into
other institutions? Do vou think it likely that the result would be any
different from what you find in the normal or average audit?

Mr. Sreexew. T think the vesults would probably differ only with
respect to the dollars that we might be able to gquantify for possible
disallowance, The present audits, generally speaking. ave quite ade-
quate for identifying the probiem areas and, where the vecords permit.
for identifying some unallowable costs and for identifying the kinds
of recommendations that need to be accepted in order to improve the
situation in the future,

Dr. Gorpnere, The inference I draw fromr your response-—and T
wonld appreciate your saying whether you feel it is a corvect one—is
you nre satisfied that when FIEW audits an institution. it commits
cnough resources to do the job. The primavy problem is that you do
not have sufficient stafl' to maintain & regular schedule and to do as
mueltinstitutional anditing as you might like.

Mr. SteeNier. Yes, sir.

Dr. Gorpsere, Thank vou. Mr. Chairman,

Mr. Fovnrarn, As was brought ont vesterday. if an institution
simply has no documentation, you are wasting vour time,

Mr. SrerNick. Yes,

My, Fornraix. Except to get a gencral idea,

Mr, Srepxex. We are wasting our time except for the value of
knowing that a problem exists and getting the beuefit of a professional
accountant’s judgment as to the kinds of things that need to be done to
correct it so that in the future there will be adequate aceountability.
I do not think thai ghould he discounted,

My, Founraan, T agree with you. Tam thinking about the case where
you have gone back several times and still find the same thing.

Mr. Sreenick. To rely on the audit process by itself to close an
acconntability gap that is ereated by inadequate systems does not seem
to 1ae to be n wise use of professional resouvces. I could recommend to
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the Inspector General that we put 100 more auditors and maybe 50
eriminal investigators to look more deeply at and to exercise some sort
of surveillance over all the prinicpal investigators to see how they are
actually spending their time. However, I think if I recommended that
T would recommend that we do the university’s job for them. That is
their responsibility and they should demonstrate to s through their
systems that they are doing it. Then we could make very expeditious
and thorough audits,

Mr., Founrain. T know all the institutions desperately need all the
money they can get. They have tight budgets all the time. We want to
see them get what they are entitled to.

However. I cannot understand what is so complicated about an
accounting system and accounting practices which will enable the in-
stitution itself to know how the money is being spent, as well as your
agency, representing the (Government, to assure that it is spent. wisely,
honestly, and for its intended purpose.

Is there anything complicated or excessively time consuming to keep
those kinds of records?

Mr. Sreenick. Tt is veally difficult to understand why the problem
has ]persisted for the number of years that it has. In essence, I do not
think it is that complicated, Mr. Chairman. T think there has not been
enough concern about the accountability objectives that you just stated.
This is a factor in why we have the problem today.

Mr. Fountain, There probably is a feeling that they are spending
these funds for good purposes, and that in the absence of stringent
enforcement, there is no reason to keep an accounting of the specific
amount which they allocate t each program,

Mr. Steenicr. That is right. It is the philosophy, “Trust us. We
shouldn’t have to make a showing.” That does not quite meet the ac-
countability principles.

Mr. Founta. If we adopted that principle, we could save a lot of
money and eliminate a lot of auditors by adepting a general revenue-
sharing program for universities and colleges, giving them the same
amount of money. Maybe there is some merit in that; I don’t know.
However, as long as we have a system requiring accountability, it is
hard to understand why they cannot comply with it.

For the record, would you define what you mean by cost transfers
and give some examples other than those given yesterday by Dr, Cohen
and the other witnesses?

Mr, Paricran. Mr. Chairman, the cost transfer is an accounting-type
transaction which occurs when a cost which previously has been re-
corded is at some future time all or in part transferred by way of a
general entry. A general entry is just & book entry which takes that
particular cost and transfers it to another project. These happen with-
mn and among Federal projects or between and among Federal and
non-Federal projects, depending upon how certain of the people see
the recorded transaction.

For example, a person’s salary is charged to a particular project and
certified to, let’s say in January 1979, of $1,000. At some future time,
anywhere from 200, 300, to 400 man-days later, someone somewhere
determines that part of that cost of the $1.000 that was recorded should
now be transferred to another project.
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Mr, Founrain, Is that legal?

Mr. Parigian, In my view it is not. Whether legal or not, I really
do not know but certainly it is not a proper or appropriate charge.

What has happened is this, Under this system someone, presumably
of firsthand knowledge, has certifiad at that time that the charge is
n{xpl'opriate. Six months or 9 months later somebody takes that same
charge or part of that charge and transfers it to another project and
certifies that is also correct.

Mr, Founrain, What would be the purpose of doing that?

Mr. Parreran. It is a multipurpose thing, One is that they have a
project to which a charge was transferred that had not expended all
its funds or a \)roject from which the cost was being transferred which
was going to be overexpended. It would not be allowable if it were
overexpended, Therefore, it would be transferred to another project.
That is a type of cost with which we take exception.

Mr, SterNiok. I'would add this. It is possible, even though originally
certified, that the original entry was in error. In that event, the trans-
fer later to correct it and charge it to the account to which it originally
shonld have gone would be in order. '

Too often there are inadequate explanations of these transfers, It is
becoming a very laborious chore to sort out those that are legitimate
and those that are not. In most audits a discussion of these cost trans-
fers consumes much time.

I agree with Dr. Phin Cohen’s statement yesterday, among others,
that journal transfers are the putty of grants management. This is
because there are not adequate explanations for these transfers.

When they get to be mn the large volume, such as our Harvvard
public health work indicates, it destroys the eredibility of the entire
system of the original charges. If 35 percent of the original charges
later need to be changed, it 1s very difficult to have much confidence in
the basic system.

Mr, Parigran, There is one other comment I might make, Mr. Chair-
man. Mr. Stepnick just siluded to the fact that many of these trans-
fors are legitimate. Qur review has shown that a good number of them
are legitimate, but only after exhaustive types of auditing because
of Jack ot documentation.

Mr. Fouxrtain. Tell us what a legitimate transfer is. Suppose scien-
tist A makes an application and gets a half million dollars for a proj-
ect. To what extent is the institution entitled to take those funds and
spend them for other purposes? Is it proper for them to take $1,000
fro;n that grant to pay the salary of somebody in an unrelated activ-
ity ?

Mzr. Pariian. No, it is not proper. However, the type of transaction
that could be proper is this: Sometimes in some universities, often-
times in many universities, there is a paper lag. A person is being
transferred legitimately from one project to another. Sometimes 1t
is 30, 60, or 90 days before the paperwork catches up with the ap-
propriate charge of salary. At that point in time vou could go back
and determine this individual was subsequently transferved to another
project, although his salary was charged to the initial project. That
would be a legitimate type of class transfer.

Mr. Fouxrtamn. A brief notation, without all the details, indicating
in one or two sentences why he made the transfer. would give an ex-
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planation, or at least enable the person who did it to refresh his own
recollection.

Mr. Parioran. Yes. Sometimes that happens. However, more often
that explanation is not on the journal entry itself, Therefore, yon have
to_go back to the initial charge and get the paperwork together.

Mr. Founrary. Ave you in a position to determine how much time,
how much effort, how many man-hours are involved, and ho much is
expended just to check on money you have given somesne to see
whether or not it is spent for the purpose for which it was intended ?
Have you ever estimated on an annual hasis what it costs when you
have no explanations in the journal entries and have to go back to'the
initial charge and get the paperwork together?

Mr. StepNick. No, sir. My statement indicates the total cost of
our audits at universities, which we estimated at about $6 million.
We audit about $1.5 billion worth of Federal funds.

Mr. Fouxrtain. Qut of about $4.5 billion.

Mr. SterNick. Yes, about $4.5 billion,

In 1978 we recommended that $3.5 million be recovered, We under-
stand NTH actually has recovered cash or has notes receivable for
settlements of about $2.2 million, .

There is one other benefit factor, though, that is important to men-
tion. When we make an audit of indirect costs, as distinguished from
direct costs, we recommend to Mr. Kirschenmann frequently that the
rate that the university would otherwise use to recover indirect costs
be reduced perspectively. Frequently the savings here which do not
result in recoveries, but payments that would otherwise be made not
being made at all, run into tens of millions of dollars,

Mr. Fountaix. It seems to me we are talking about elementary
records that any institution ought to be able to keep, not multitudinous
records. I think all of us at the Federal level, particularly those of
us who have been here for a long time, ave fed up with Federal harass-
ment of our people, particularly the private enterprise system and
even public institutions if there 1s unnecessary and undue harassment
and an unnecessary number of regulations. )

My experience has been that you can get the same amount of in-
formation through a simplified process. You can save a lot of people
a lot of time and, it seems to me, enable the chancellors and others who
are in charge of the institution to know if grant money is being prop-
erly managed and wiscly spent, They have no way of knowing that.
do they, under some of the accounting practices you have found?

Mr. StepNick. No, not insefar as Federal funds would be concerned.

Mr. Fouxtain. That is what T mean—as far as Federal funds
would be concerned. You could even have a dishonest person at the
finest institution in the world and with this kind of accounting prac-
tice some of the Federal moneys may not be used for the purposes
for which the institution itself and its investigators want those funds
spent,

pDr. Cohen said that Harvard University required that all inter-
views of Harvard employees be arranged by representatives of Har-
vard University’s internal audit department. A further condition
which Harvard made was that there be present at each interview a
member of the Harvard internal audit department or a designated
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administrative assistant from various departments within the school
of public health.

Is this a customary procedure in conducting interviews during
HEW audits in colleges and universities?

Mzr. Stepnick. It is done on occasion, but I would say that more often
than not we neither ask for nor is it suggested to us that anybody be
present. In this case the people who were present were simply members
of the internal audit staff. They were not high management ofticials
who were in a position where in our judgment they could pose any sig-
nificant threat to the individuals involved.

We ourselves, without any consultation with management or the in-
ternal aundit staff, decided to whom we would speak. We decided what
we would ask. There was no advance discussion of any questions, The
interview questions differed from one interview to another depending
upon the information that we had obtained on our records.

Dr. Cohen seemed to suggest this wags an extremely inhibiting proc-
ess. While I can understand how somebody could believe that there was
a potential for inhibitions, the results do net bear that out.

We have been interviewing people under various methods during
our regular audits for years. Some interviewees speak quite frankly
while others are reticent. That was precisely the situation here. Many
interviewed told us, “We do not work on that project.” We did not.
tell them why we asked them whether they worked on that project. We
just asked them. They were frank and honest.

Further, where we initinlly decided that this arrangement would be
followed, the understanding was that at any time during the process
if we felt it could result in the kinds of inhibitions that were projected
then we would change it. Therefore, we feel comfortable that this did
not affect the quality or fairness of the audit.

Mr. Founrain. When these conditions were imposed by Harvard,
did your agency object to the requirements which Farvard set?

Mzr. Steeniok. Initially we seid that we would prefer not to, After
some negotintion we did go along with it, sir.

Mr. Fouxrain. I guess it depends upon the individuals involved as
to whether or not the presence of someone serves as an inhibition.

Mr. StepNick. This is right. Even without a person being present,
when you are going to conduct a series of interviews—when people
find they are going to be interviewed—and we do not tip them off too
far in advance—it is amazing that even without anybody being pres-
ent how fast they find out who already has been interviewed, Thev get
together and discuss all the questions that were asked. It is really a
normal part of the communication.

Mr. Founrtarn. That is the answer to the next question I was going
to ask yon. I think I may be getting into something that you have
already covered. T sometimes have a tendency to get ahead of my own
outline and then find out later that I have a note on it. It is so easy to
;)}verlook these things. Therefore, I ask the questions when I think of

em,

I think you were present at the hearing yesterday. Mr, Stepnick,
when Dr. Robert J. Klebe testified that he was told by Mr. James Conn
of the ITEW Inspector General’s office that auditors are not concerned
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about funds from one grant being used to fund an unrelated project.
Was Mr. Conn accurate in his statement when he allegedly told Dr.
Klebe that auditors are not concerned about such transfer of funds?

Mr. StepNIck, No, sir.

Mr, FounTaiN. If he said that; I am not saying that he did.

Mr. Stepnicr. Mr. Conn works in Washington. He is part of the
Office of Investigations of the Office of Inspector General. It seemed
guite incongruous to us that he, rather than the auditors, would be
giving advice about auditing to anybody. However, it is true that years
ago he was in the Baltimore office of investigations.

I spoke with him. He does not recall the conversation, He was quite
surprised.

In any event, the statement that was ascribed to him is not true. My
testimony yesterday and much of discussion that we have already had
clearly indicate that cost transfers from one project to another are
an area to which we give particular scrutiny during our audits.

Mzr. Founrarin. That has prompted me to ask another question, This
ig really only indivectly related to our subject matter,

Have you been able to appreciate the importance and significance
of the complete independence of the Inspector General in your Depart-
ment—appointed by the President, confirmed by the Senate, and not.
subject to the jurisdiction of the Secretary in his particular area of
responsibility ?

Mr. SterN1cK. Oh, yes, sir. There has been no question that the andit
function, which has always been quite independent in HEW, has con-
tinued and becoms more so under the Inspertor General concept. 1
would add that what makes it particularly good from our viewpoint
is the ease with which issues such as accountability in educational, in-
stitutions, problems that have been around for many years, have com-
manded the attention of the Inspector General, how easily he can bring
those to the Secretary, and how quickly the Secretary will act on them
when the Inspector (General suggests that he do so. Tt certainly was not
quite that easy in prior years.

Mr. Founrain. That is precisely why we put that provision in the
bill. Of course. most, of the agencies of Government opposed it and I
can understand why.

Mr. Sreryick. The auditors did not.

My, FounTATN. 1 see that they did not.

However, down through the years—and this is my 27th year on
Capitol Hill—we have been exercising some slight semblance of sur-
veillance of the agencies under our jurisdiction. We have made various
recommendations, and sometimes the agencies will comply with our
recommendations,

For instance, in- Agricnlture they had established an Inspector Gen-
eral, but when Mr. Butz came in he abolished the office. We, therefore,
concluded that the only way to make the office permanent was to make
it statutory. Fortunately, we had enough evidence of waste, extrava-
gance, fraud, and in some instances outright thievery, in some of the
agencies so that Congress did not have any hesitancy in passing this
legislation. Tt passed by a tremendous vote.

The final vote to put Inspector Generals in 12 agencies at one time
passed the House by a vote of about 386 to 6. notwithstanding—to show
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you the importance and significance of it~—the opposition of practically
avery Cabinet officer. I think this shows the concern of the Congress.

It also indirectly relates to our concern here that this situation does
not get out of hand. It could be detriinental to the universities and col-
leges in prohibiting Congress from appropriating funds which they
desperately need. If something gets an image of waste and extrava-
gance, members will not hesitate to vote against funds for it, That is
why we arve trying to clear this thing up and bring the universities and
the Government together so that they can work ont some system and
prevent this sext of image from developing any further.

Mr. Govviraner, I have a question on cost transfers, Mr. Stepnick.
In your opinion are cost transfers trivial infractions, or do you regavd
them as substantial infractions for the most part? In general, would
you consider them to be serious infractions?

Mpr. SterNick, Yes. They have been used to attempt to maximize
reimbursement. T am not saying that fortuneg were so used, but it is a
weakness in financial management that permits manipulative transac-
tions and manipulative entries. Tt is a symbol of the kinds of things
that need to be corrected in ovder to provide for the credibility and
integrity of the accountability process.

Mur. Gorprrasraer. They arve not technieal violations?

Mr. Sreexicx. That is covrect.

Mr. Founrain, Mr. Stepnick, at page 4 of your statement, you indi-
cate that many schools, especially the smaller ones, have not been au-
dited for many years. Actually the terms “many schools” and “many
years” are not very informative. Does your data bank provide the
basis for a more detailed statement. or tabulation which would indi-
cate the number of small schools involved. the total amount of money
awarded to these small schools in grants and contracts, and the aver-
age length of the audit cycle for these schools during the last § years?

Mr. SreeNick. Yes, T think we could supply that for the record.

Mvr. Founrary. Please supply that for the record. We would appre-
ciato it.

We would also be interested in knowing the total number of schools
which have not been audited at all and the total value of grant and
contract funds provided these unandited schools.

Mr. SreeNicik. We can incorporate that. in the same information.

My, Founrain. When you submit it, we would appreciate an expres-
sion of your views as to whether these institutions should be audited
more frequently.

[The information follows:]|

DEPARTMENT oF HEALTH, EDUCATION, AND WELFARE,
QFFICE OF THFE SECRETARY,
Washington, D.C.

On page 2 of our statement, we pointed out that the Federal Government ex-
pends about $5.4 biltion annually in graants and contracts to about 2,500 educa-
tional tustitutions in support of academic science, research and development, fel-
lowship and training grants, facilities and equipment for institutions and general
support for science.

On page 4 of our statement, we pointed out that many schonis, especially the
smaller ones, have not heen audited for many years. You asked that we prepare
. more detailed statement nbout the number of smull schools involved, the
amounts awarded to these schools and the average length of the audit eycle,
Yon also asked for the numher of schools which have not been audited and the
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total value of unaudited funds. Further you asked for an expression of our
views as to whether these institutions should be audited more frequently.

Our response follows:

While our data bank is geared to identify schools audited, we are able to
use it—in correlation with other data—to obtain reasonably precise informa-
tion abeut this situation. We developed the following information based on data
pulled from this bank, correlated with information available from the Na-
tional Science Foundation that essentially identifies for us the audit universe.
Information from these two sources follows :

Federal funds nwarded to educational institutlons for vesearch and demon-
stration represent ahout 55 percent ($3 billion) of the total amount awarded ;
the remaining 45 pevcent (§2.4 billion) represents awards for other activities, of
which student financial aid programs ($1.5 billion) represent the major funding.

For purposes of this caleulation of audit cycles, since biennial student finan-
cial aid audits are mandated by law,' we have limited our analysis to those
schools receiving only research and development funds. $2.5 of $3 billion awarded
went to the 100 schools receiving the greatest number of Federal dollars. Over
the past 5 fiscal years, we have issued a direct or indirect cost report for the
85 schools under our cognizance approximately every 2.5 years. The remaining
$.5 billion is spread over about 550 schoots. Over the past 5 fiscal years, we have
audited about 150 of these. The audit cycle for the 150 schools was approximately
2.8 years. However, when considering the 400 schools not audited, the audit
cycle becomes approximately 11.3 years. Therefore, less than 1 percent of the
$500 million awarded to small schools is audited annually.

We believe institutions below the top 100 should be audited every 3 to 6
years.

Mr. FornTars. On page 5, at the end of the second paragraph, you
refer to the “allowability” and “allocability” of costs claimed for reim-
bursement. Tn order that the record is absolutely clear on the meaning
of the term “allocability” in the sense used, we would appreciate some
amplification for the record.

Mr. StepNicK. For the record—— ) _

Mr. FounTain. You can do it here today. If you can, give us a brief
statement, or you can submit it, .

Mr. Stepnick. Allowability simply means that under the cost prin-
ciples it is the kind of expense for which the Government will pay.

ey will pay for salaries. They will pay for rent. They will pay for
fringe benefits. However, they will not pay for political contributions
or interest expense. This would be “allowability.”

Allocability simply means was it (Government-supported work. It
is a salary charge, but did the person work on a Government project?
If so, the salavy is allocable to that project. If it is teaching, the cost
should be charged to teaching and 1t is allocable to teaching but we
would not pay for it even though it is an allowable kind of expense
if it were reimbursable. .

Mr, Fountaiy. In your statement, on page 6, you listed five prob-
lem areas, including inadequate salary and wage documentation, and
improper or inadequately documented cost transfers. Why have these
conditions persisted so long? If the HEW Audit Agency and the
Secretary’s office believe these problems are serious, why have you not
acted to obtain compliance? ) L

For example, why hasn’t HEW said to the universities, in sub-
stance, “If you don’t improve your practices, you just will not get any
more Federal funds”? That is what they are telling our university

1 National Direct Student Loan 45 CPR 174.19(g) ; Colleze Work Study 45 CFR
175.19(e) ; Supplemental Edneational Opnortunity Grants 45 CFR 176.19(e) ; Basie Edu-
cational Opportunity Grants 45 CFR 190.85(b).
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down in North Carolina now as a result of Mr. Califano’s trying to
tell them how to run their curriculum.

Mr. StepNick. I would love to have Mr. Kirschenmann answer that
question,

Mr. Kirsocnirnmann. T don’t know if there is an easy answer to that,
As long as I can remember, from the late 1950%s, there has always been
opposition on the part of university staff, in particular the faculty, to
maintaining of time records and reports and this type of thing. I
think it is an emotional problem, but it has always been there.

We have been trying for many, many years to work with the univer-
sities to see whether or not the Federal requirements were really un-
reasonable; to test out their premise. Moreover, the cost principles
themselves really were not very clear on what Federal requirements
were, I, as an accountant, have my views as to what accountability
means, but the cost principles, the A-21 principles, by which we
were bound, were much too broad to allow us to set down any specific
requirements on the institutions.

That is why in 1975 we began developing the recommendations that
we made to OMB and which found their way into the revised circular
that you have right now.

My, Fooxrain. T would hope the institutions would be in such shape
that it would not be necessary—but it seems to me that if you said, “If
vou do not. improve your practices you will not get any more Fedeval
funds; the funds will go only to schools that have satisfactory account-
ability,” those institutions would be persnaded to change their prac-
tices. That is pretty persuasive to get them to improve their account-
ing systems or else face the prospect of losing investigators to schools
that are cligible for Federal funds.

Mr. Kirscuunmaxy. In past years the view was that it was either
black or white. Tf an institution did not conform, the only alternative
was to deny thei any Federal funds at all, which would have eaused
more damage to the research program than we were willing to incur.

Mr. Fovxraww. Tagree

Mr. Kmscirenyaxy, Now, T think we ave starting to see that there
are areas of gray. There are sanctions that can be taken against insti-
tutions which would not necessarily destroy the rvesearch effort in
that institution. T think that is the way we are moving,

Mr. Fouxramx. On page 7 ef your statement, you point out that
compliance with the requirements has consistently been found to be
nonexistent or inadequate at about 70 percent of the major colleges
and nniversities you andit. That meang that 30 percent of the major
colleges and universities you audit were in compliance. Ts that the
cage?

Mr. Sterxtex. Yes. To say that they are in compliance does not
mean they had an optimum system but simply that we were able
through our examination to satisfy ourselves that Federal funds were
heing adequately accounted for in 30 percent of the cases. However,
in 70 percent, as my statement indicated. we really were not able to
satisfy ourselves 'beeanse of the inadequacies in the system.

Mr. Fouxrary, Did you find any optimum sitnations?

Mu. Sreentex. We are ¢till looking for a model that we conld hold
up. One of the problems is that there is a great variety in the financial
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management svstems among universities. There is nothing that is
really standard. Therefore, it is difficult to say this is what everybody
should do. T wish that it were possible. but I do not think that will ever
be the case.

Mr. Founraix. Can you explain why some institutions are able to

substantiallv comply, whereas others cannot or will not?
_ Mr. Stepvick. T think the only explanation that T can offer—and it
is probably not a complete one—is that some of the factors that
Mr. Kirschenmann mentioned were just not in themselves or in com-
bination so prevalent in these schools that they were not able to work
something out as an accommodation.

Mr. Fouxrain. In your andits have you found schools which are
reasonably consistent in their compliance? By that T mean, except for
an occasional slip or error here and there, that they do maintain ade-
quate records and do have a satisfactory accounting system,

o Mr. Steexick. Yes. They would be included in that 30-percent
gure,

Mr. FouxTarx, Where your records show poor accounting practices
by the grantee institutions, does vour agency always make followup
audits to determine whether the accounting system flaws have been
corrected ?

Mr. Steenvick. We have a system of making followup audits but it
is designed as a quality control check on how well the operating
agencies of our Department are acting in resolving the audit findings.

We make the followup audits on a sample basis. T think we made
about 69 such audits for all of HEW in fiscal year 1978, of which 385
involved colleges and universities.

Our objective is to be able to see whether, let’s say, the Public Health
Service which has responsibility for resolving the audits did or did not.
do 2 good job and whether or not the quality of the resolution effort
was effective. In other words, did the resolution correct the original
problem ?

Dr. Gorpeerg, Did T understand Mr. Kirschenmann to say that,
where an audit in the future discloses system deficiencies or lack of
adequate doctimentation, HEW will follow up on a 6-month basis?

Mr. KirscinenMaNN. Yes; that is correct. We will follow up to make
sure the institution does, indeed, conform with the agreement they
made with us in putting in the system. That will be no later than 6
months after the date of the agreement.

Mr. Steenick. We will still do that. We will still continue to do a
quality control check to see how the institution is doing.

Dr. Goupeere. Then, if there has Lieen no improvement in that 6-
month period, if I understand correctly, HEW is proposing to apply
various kinds of sanctions.

Mr. KirscueNMany, My office would certainly recommend them.

Dr. Govppere. This is different from past practice where there was
no systematic followup on a timely basis?

Mr. Kirscrexyany, I think that is correct, yes, sir.

Mr. Founrtain. I am trying to eliminate a lot of questions which I
think we have already covered. We have gotten ahead of ourselves in
asking these,

Are you aware of instances where your andits were followed, or
preceded, by audits done b¥“"€'PA’s or other anditors at the initiative
of the university?
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Mr. Steenick. Whatever CPA audits that may have been made be-
fore or after our audits seldom, if ever, dealt with review of com-
pliance with Federal requirements. In general, the CPA audits that
are performed at the universities are balance sheet, income-expense
audits similar to those done in private businesses, with no specific at-
tention to the compliance aspects which we look at in our audits.

Under OMB’s Circular A-110, which was discussed earlier, there is
a requirement for the future that the CPA audits begin to look at the
Federal requirements. We are waiting to see how effective that ap-
proach will be. Therefore, there has been little experience on that.

Mr. Gorpuamsmer, Can your agency require that? Is there any
statutory basis for requiring that schools instruct their CPA’s or their
accountant firms to devote some time to Federal funds as well?

Mr. Stepntck. It has become among the uniform administrative re-
uirements under OMB’s Circular A-110. Therefore, it does have the
orce of a legal requirement, sir.

Mr. Founrarn, How long have you had that in effect?

Mr. Lasker. It is included in HEW regulations in title 45, part 74,

that were published on August 2, 1978, Mr. Chairman.

Mr. Founrtain, Therefore, you ought to begin getting some results.

Mr. Steeniex. Yes; if the CPA’s, adjunct to their regular audits,
enn look at the systems and accountabihity for Federal funds, then 1
think there is great potential for extending audit resources and get-
ting a higher degrec of compliance,

Mr. Founrain. T was going to ask you—but I guess yon cannot. tell
me in view of what you said—if you could tell us approximately what -
proportion of such outside auditors’ findings agree with HEW find-
ings. I guess you are not in a position to answer that.

Mur. Steeniek. No. Maybe we will be able to answer that sometime
in the future,

Mr. Gorpmadmer. Will the audits by CPA’s of Federal funds be
available to you? TIs there any requirement which will obligate the
university to give you those andit veports if vou ask for them?

Mr. Beavbur. Yes; this is part of the procednre. The audit reports
that ave issued by the CPA’s will be veleased to the Regional Audit
Directors and thev will be distributed through our normal reporting
processing mechanism with audit control numbers. They will be
subject to our followup. :

Mr, Laswer. T would make one small point, Mr. Chairman. The
audit may not be performed by a CPA firm ov public accounting firmn.
There are circumstances when it may be by the university’s own in-
ternal audit organization or by the State audit if it is a State
university.

Mr. Fouxrary. Wonld there be anything wrong or inhibiting or
unnecessarily burdensome in a research project if the university just
kept a sepavate account of all of its Federal vesearch funds? If you
have 50. 75, or 100 rescarchers. I guess they do not want to have sepa-
rate accounts for them, but at least they could consolidate it and have
an accounting or documentation for how those funds are handled.

Mr. Kirsorrenaany. Each grant award requires a separate account.

Mr. Founrain. It does? ‘

Mr. KirscHENMANN, Universities do maintain that by and large.
'The problem comes in with those kinds of costs such as salaries which
require some kind of an assessment by the individual as to how much
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of his time is spent in doing Federal work as opposed to non-Federal
work or working on project A as opposed to project B. That is where
the problems commence. It is a question of the cost transfers again.

Another problem has been identifying how much researchers
actually do as opposed to teaching or other activities. It is common for
universities to record just those costs which are going to be reimbursed
by the Federal Government as research or by a sponsor as research.
They record all other costs as part of their instruction activity with
very little documentation about that.

Mr. Founrain. I think that was a compromise that was worked out
gn ‘I:hich we made some studies and an investigation a number of years
nack.

Most of these grant funds are for basic research. In some instances
we found they were being used for professors’ salaries altogether. If it
is going to be used for that purpose, we ought to amend the law to do
that. They agreed to prorate the time they engaged in research and the
time they spent in teaching.

Mr. Kirscirenmaxy. It is fully appropriate. They need to do that.
That is a common practice even in commercial accounting.

Mr. FounTain, They have to document it? '

Mr. KirscHENMANN. Absolutely. There is nothing esoteric about
that kind of an operation. It is basic accounting.

Mr. Fouxrain. I hesitate to name names for fear someone will think
unfavorably of some of our fine institutions. However, at page 12 you
“cite an example of an audit finding relating to the salary and wage cost
problem that appeared in an audit report on a major university. Can
vou identify the nniversity in question?

Mr. Stee~Ntok. It is the University of Florida at Gainesville.

Mr. Fouxran. In your andits have you found instances where cost
transfers were between Federal and non-Federal activities rather than
transfers between Federal accounts?

Mr. StepNick. Yes, sir.

Mer. Founrawn. I have one more question, Mr. Stepnick.

Have HEW audits found that universities tend to drawdown Fed-
eral funds through the letters-of-credit arrangement before the money
is actually needed to pay bills? If so, how widespread a problem is
that? To what nse is the money put in the institutions?

Mr. Beaoner. Yes, we have done some reviews which would indicate
this is a problem. We still have some reviews underway so we really
cannot tell you the magnitude. All our initial results would suggest that
they do dvawdown substantially in advance of needs. It probably is
substantial.

Mr. Foonrain. Would you be able to give us a report on that as soon
as your study is completed ?

Mr. Beauner. Yes, sir; we will provide that for the record.

[The information follows:] '

Chairman Fountain asked us to comment on whether the HEW Cash Advance
System (DFAFS) study indicated that universities tend to draw down Federal
fuugsdthrough the letter of credit arrangement before the money is actually
needed.

Although our study has not been completed, preliminary evidence indicates
that many universities do draw down money in advance of actnal needs. Of six

universities surveyed to date in the DFAFS study, two engaged in this practice.
Tn both of these cases, the nniversities deposited these funds in interest drawing
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accounts, The interest earned was retained by the University, and nut returned
to the Federal government,

tA summary of the preliminary findings of the HEW Cash Advance System is
attached.

Aupir AegeNCY PRELIMINARY FINDINGS oN THE REVIEW of HEW OasH
ADVANCE SYsTEMS (DFAFS)

OVERVIEW

As of March 1978, the Department's Federal Assistance Financing System
(DFAFS) managed about $38 billion in outstanding advances to some 14,000
recipients outside the Federal Government. The system provides assistance
under grants, contracts, loans and other types of financial arrangements that
require cash advances to operate various Federally sponsored programs.

In an ongoing review, HEW auditors are evaluating the adequacy and ef-
fectiveness of : (i) DFAFS procedures for controlling and limiting cash with-
drawals to recipient need, and (ii) recipients system and controls for determin-
ing cash needs and safeguarding Federal funds.

Audit work at DFAFS will include, but is not limited to: (1) examining the
adequacy of guidelines established to match draw-downs to immediate needs;
(2) determining that the procedures were in operation on a continuing basis; (3)
reviewing measures taken to restrict future withdrawals or to return excessive
cash balances; and (4) examining the cash balances of those recipients who ob-
tained assistance from financial aid consultants to determine if these recipients
maintained excessive cash balances.

Audit work at sclected recipients will include (1) examining the adequacy of
the accounting records supporting the recipient's cagh draw-downs; (2) verify-
ing the accuracy of the cash balance shown on the latest recipient expenditure
report; (3) determining if the recipient has excess Federal cash on hand; and
(4) determining whether the recipient’s accounting system was approved by a
Federal agency.

Our field work is not complete, and the results may yet change direction. How-
ever, preliminary results have pointed out that :

DFATFS was not consistently applying criteria for determining excess cash.
Auditors found recipients with similar cash positious were judged differently
(some were said to have excess funds while other were not) ;

DFAFS was not routinely following up with recipients determined to have
excess cash in order to attempt recovery of funds or reduce future with-
drawals,

Recipient accounting systems were inadequate for determining (i) Federal
funds on hand, (ii) cash needs of Federal projects, and (iii) timing of cash
withdrawals to coincide with actual cash disbursements.

Our fleld work should be completed by mid-October, DFAFS will—as is usual
in our audit process—be furnished with a copy of our draft report for comment.

Mr. Fouxrain. T want to thank all of you gentlemen for appearing
today. You have been very helpful to us in getting a better picture of
the situation.

The subcommittee will receive testimony at this time from a gronp
of distinguished academicians representing the collezes and universt-
ties which engage in scientific research, We arve pleased to have with
us Dr. Alexander Heard, chancelior of Vanderbilt University and Dr.
Thomas A. Bartlett, both representing the Association of American
Universities. Dr. Bartlett. is president, of that association. We are also
pleased to have Dr. Max Binkley, vice president for finance, Colorado
State (Tniversity, He is representing t&m Committee on Government
Relations of the National Association of College and University Busi-
ness Officers.

I do not want to take anything away from any of you distinguished
gentlemen, but T do want to say I had the great pleasure of serving for
several, years with Dr. Heard on the Advisory Commission on. Inter-
governmental Relations, That wag about 10 years ago. In addition, Dr.,
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Heard had a very distingunished academic career at my alma mater, the
University of North Carolina, Chapel Hill, If I remember correctly,
he served as dean of the Graduate School for about § venrs beginning
in 1958, Is that right ?

Dr. Hearp. That is correct.

Mr, Founrain. I know he also is a good friend of Bill Friday, a good
friend of mine, and president of the?Jniversit.y of North Carolina.

We have been very happy to follow your progress, Chancellor Heard,
since you were selected to head Vanderbilt University. We are proud
that the credit you reflected upon yourself and the University of North
Carolina is being continued at Vanderbilt University.

We are delighted to have all of you with us. We will hear first from
you, Dr. Heard.

STATEMERT OF DR. ALEXANDER HEARD, CHANCELLOR, VANDER-
BILT UNIVERSITY, REPRESENTING THE ASSOCIATION OF
AMERICAN UNIVERSITIES

Dr. Hearo, Thank you very much, Congressman.

We will get a copy of that and have it published in Nashville. Tenn.
[Luughterﬁ

The Association of American Universities consists of 48 U.S. uni-
versities that are associated together because of the scope of the pro-
grams they have in research, graduate study, and professional educa-
tion. Consequently, we are very grateful for the chance to appear
before you today because these issues that are being discussed have
special importance for us.

_There are two other persons with me today who, with your permis-
sion, will testify at this hearing. Our efforts to contribute to a better
understanding will be divided into three parts.

I will offer some comments on the environment. within universities
in which productive research occurs and some comments ahout some
problems with reporting practices that, as we know from the previous
testimony, have not yet been solved entively.

Dr. Max Binkley, vice president for finance for Colorado State Uni-
versity, will give his views of the progress universities have made in
complying with audit requirements, and of some remaining differences
between the Government’s needs and the universities’ situation.

Then Dr. Thomas Bartlett, who is the president of the Association
of American Universities, wiil discuss proposals that may help us to
reach an accominodation in attacking some of these problems,

Each of us plans to give a summary of the testimony that we sub-
mitted previously.

Mz, Founramn, Without. objection, your entire statement will become
a part of the record for the benefit of the members of the subcommittee
and the full committee.

Dr, Hearn. Very good. Thank you, sir.

[See pp. 159—1695

Dr. Hearo. Those engaged in research very much want federally
funded research activities t6 command the confidence of the country,
and especially the confidence of the Congress,

This committee has made it clear that such confidence depends not
only on the ultimate substantive results of research grants and con-




157

tracts, but also on their proper detailed administration. The issues be-
fore us are simply how best to accomplish both those objectives. The
issues themselves are not simple, but it helps to know, and I think to
remember, that Government and university objectives are the same.

In a speech this past April 10, Elmer Staats, the Comptroller Gen-
eral of the United States, snid that Government-support of research
requires us to ask how “appropriate stewardship” and how “adequate
accountability of public funds,” can be assured without, in his words,
“imposing excessive controls, direction, and administrative burden on
research grantees that would inhibit freedom of intellectual inquiry
and efficient performance of research.”

American science is on the whole, I think, second to none in the
world. A recent National Science Foundation study found that more
than 70 percent of the most significant advances in the fields of astron-
omy, chemistry, and earth sciences had been achieved by scientists at
the Nation's major research universities.

Biomedical research at university medical centers properly gets
credit for ridding the world of infantile paralysis, and it 1s making
dramatic progress, I have read recently, against contemporary
scourges, including, very importantly, cardiovascular disease. Theso
substantive results constitute one kind of accountability—appropriate
stewardship.

The nature of present concern about financial accountability—as
something different from appropriate stewardship—is, relatively
speaking, new.

How to achieve necessary “financial accountability” without hob-
bling the “appropriate stewardship” is the question. What are the best
methods of administration and recordkeeping for the research partner-
ship of Government and the universities?

Auditing agencies have focused attention mainly on the ways per-
sonnel costs are charged to projects financed with Federal money and
on transfers of costs ietween projects. These two matters are complex
because universities perform several interconnected functions simul-
taneously and often tﬁeir personnel do so too.

The classic case is the professor at a medical school. He performs
many functions simultaneously. He teaches several types of students
while he is conducting rounds on patients who are under his clinical
care, and some of those patients may also be the subject of research
projects. It is difficult to decide how much of the professor’s salary to
allocate to each federally sponsored project.or to patient care or to
instruction.

Restricting a scientist’s flexibility can exact a price. If the price
were simply his convenience, weo would be less concerned. The danger
may be to the kind of curiosity and instinct for exploration that char-
acterizes the best research scientists.

The matter of cost transfers among projects has also been a source
of difficulty. A faculty member may have three grants to support three
separately funded medical research projects that he carries out in one
laboratory as part of one long-term research program. How to handle
such grants in the financially most vesponsible and cfficient manner is
not always self-evident.

Some supplies may be used by all three projects but not in precisely
the same amounts. Diligent attention to detail can help to Y{eep the

51-111 0 - 78 - 11
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accounting straight, but it is hard to see how to avoid at least some
arbitrary allocations and a lot of costly clerical work. Some progress
has been made with this kind of complex accounting puzzle, but some
problems remain.

We have been glad in our universities to see that both FEW audit
officials and NIH operating officials have endorsed the plan to experi-
ment with lump-sum grants—as opposed to cost, reimbursable grants,
which predominate in both NIH and NSF, Under the proposal for
lump-sum grants, budgets in proposals could be subject beforehand to
even more serious scrutiny than they now receive. The Government
would pay an approved flat suin to the university to cover materials
and personnel costs, There would be no post audit of university proj-
ects, but universities should expect periodic audits of their financial
management systems so that Government can be assured that proper
management controls are being exercised.

Regarding the problem of cost transfers, six of our universities,
about to be nine, are now conducting an experiment jointly with the
National Science Foundation to discover whether the resources of a
number of federally supported projects in a single academic depart-
ment can be combined without reducing fiseal accountability. In the
experiment, the NSF delegates to the university authority for shifting
funds within a single grant award and between similar projects on con-
dition that such transfers arc properly documented.

Mr, Chairman, my colleagues a.ndy I in our country’s research uni-
versities appreciate initiatives taken by Federal agencies to come to
grips with the kinds of problems I have mentioned. Qur research uni-
versities, both State universities like the University of North Carolina
and private universities like Vanderbilt, are thoroughly audited for
purposes other than those of Federal agencies. Most of them are
audited annually. T think these institutions have fully adequate ac-
counting, systems for the purposes for which those systems were
created.

We fully support in principle responsiveness to the further neads
of Government 1n its support of university research. Government and
university officials alike have a common incentive: To satisfy the needs
of appropriate stewardship and financial accountability without dam-
aging the research that is the purpose of the public funding in the
first place.

Thank you very much for this opportunity to speak.

Mr. Founrain. Thank you very much for a very meaningful state-
ment in which you point out some of the difficulties involved. I hope
this new approach will produce some results.

[Dr. Heard’s prepared statement follows :]
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NIH GRANTS AND CONTRACTS MANAGEMENT

House Subcomumittee on Intergovernmental
Relations and Human Resources

Testimony: Alexander Hearxd

Mr. Chairman, members of the Subcommittee, my name is Alexander
* Heard. I have been Chancellor of Vanderbilt University since 1963. Before
that I was Dean of the Graduate School and Professor of Political Sclience
at the University of North Carolina at Chapel Hill. [ yYepresent the Association
of American Universities. These are 48 U.S. universities that are associated
together because of the scope of thelr programs in research, graduate study,
and professional education. 1am grateful for the chance to appear before you.
America's research-universities receive laxge amounts of federal
grant and contract funds appropriated by the Congress for the conduct of
research, The purpose of the appropriations and of the research is to
contribute to human betterment. My colleagues and 1 commend this Committee's
support of research and also join in its concern that effective ways be ;amployed
by goverament and uaiversities to ensure proper and productive use of
federal research funds.
The first Subcommittee hearings on the management of NIH university
grants in 1960 emphasized that tax money for scientific research must be
administered as a public trust, Subsequent reports in 1962 and 1967 re-

examined issues of fiscal accountability.
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In the years since, universities have been subject to a growing body
of regulations and procedures as government has sought to meet its
responsibility to ensure fiscal accountability--to be sure that recipients of
federal research funds use the nionies given them in the ways, for the
purposes, and with the results intended. The task is not easy. The ultimate
benefits of basic research are sometimes difficult to recognllze. are often
much delayed, and are frequently reached by circuitous, unanticipated
routes-~but in the long run thay are essential to the health, security, and
productivity of a nation. Those angaged in research, and others who
understand their stake in it, very much want {ederally funded research
activities to command the confidence of the Congreas and of the country.
Thias Committee has made it clear that such confidence depends not only on
the ultimate substantive resultc of research grants and contracts, but also
on their proper detailed administration. I do not think it melodramatic to
say that the extraordinary achievements of the American political system
over its two centuries have stemmed to an essentia® degree from these dual
concerns: one, for the successful attainment of public goals expresaed
through representative government; and, two, for the pursuit of those goals
by means that meet expect;d standards of probity and confidence. It seems
to me that the issues before us are simply how best to accomplish both
those objectives. The issues themselves are not simple, but it helps to
know, and remember, that government and university objectives are the

aame,




162

Two othe r persons are with me today to testify at this hearing.
Our efforts to contribute to better understanding will be divided into three
parts. I will offer some comments on the environment within universities
in which productive research occurs, and about some problems with reporting
. practices that have not yet been entirely solved. Dr. Max Binkley,Vice-President
for Finance, Colorado State University, will give his views of progress
universities have made in complying with audit requirements, and of remaining
" differences between the government's needs and the university's situation.
Dr. Thomas Bartlett, President of the Association of American Universities,
will discuss proposals that may help us to reach an accommodation,

In a notable speech this past spring, Elmer Staats, Comptroller General
of the United States, said that government support of research requires us
to ask how "appropriate stewardship' and "adequate accountability of public
funds'' can be assured without "'imposing excessive controls, direction,‘
and administrative burden on research grantees that would inhibit freedom of
intellectual inquiry and efficien’ performance of research,"

Mr. Staats understands, and the unlv.ersities understand, but perhaps
the public does not always fully understand, that appropriate stewardship
depends fundamentally and ultimately upon the process known as ''peer review. '
What is the process of peer review? Most research supported by the federal
government is so highly specialized it cannot be understood or judged adequatcly
by persons who are not themselves competent in the work in question, The judg-

ment of whether research proposed or research completed is worth society's
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investment must always in a uniquely important way rest with persons
professionally k;\owledgeable of what has already been done and of what ought
to be done, The criteria for judgment are fairiy well established: the
importance of the problem posed, the soundness of the ways proposed for
studying it, and the achievements and potential of the investigator.

One of my Vanderbilt faculty colleagues who served on an NSF
advisory panel in 1977 and 1978 commented that three times a year he
spent the better part of three weekends revie;;ving stacks of grant applications
ta be dif,cussed later at a Washington-NSF meeting. This kind of professional
evaluation is part of the vast review process found throughout the American
research communities. And assessment of results is no less thorough by
the community of scholars, in the universities, in government agencies,
and clsewhere.

In seeking to assurec appropriate stewardship of federa) research
funds, universities and government alike confront the fact that by its nature
basic research is difficult to evaluate. Neither its theoretical nor practical
applications may be realized for years after the work is completed. The character
of scientific inquiry‘ requires researchers to change direction when their data
and findings indicate they should do 8o, Proving an hypothesis wrong can con-
stitute as great a succegn as proving one right, An expensive project may be
the cpitome of good science, yet show only negative results. To evaluate com-
petently a searching process at the edges of knowledge, vigorous peer evaluation

is essential. Such peer review is the only feasible way to provide effective
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control of the quality 6{ research., Even the most knowledgeable specialists
are fallible, so the process will not invariably be perfectly performed.

But this is the best way we have found to assure the substantive quality of
research supported by federal funds, ‘'the best way to discharge the obligation

- of appropriate stewardship.

American science is on the whole second to none in the

world. A recent NSF study found that more than 70 percent

of the most significant advances in the fields of astronomy,
chemistry, and earth sciences had been achieved by sclentists
at the nation's major research universities. Biomedical
research in university medical centers properly gets credit
for ridding the world of infantile paralysis and it is
making dramatic progress against comtemporary scourges,
including cardiovascular disease.

Such results constitute one kind of accountability., Scientists enforce
this accountability among themselves through peer pressure.

The nature of present concern about financial accountability--as
different from appropriate stewardship--is relatively new. How to achieve
necessary ''financial accountability" without hobbling the "appropriate steward-
ship' is the question. What are the best methods of administration and record-’

keeping for the research partnership of government and the university?
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Auditing agencies have focused attention mainly on the ways personnel
costs are charged to projects financed with federal money, and on transfers
of costs (that is, money) between projects. These two matters are complex
because universities perform several interconnected functions simultaneously,

. and often their personnel do 50 too. These functions include teaching, research,
extension services, consulting services, and patient caxe in university hospitals,
In the major industiral laboratories a scientist may concentrate all of his
tirne and all the facilities of his laboratory on one program. Faculty members
are almost always doing several thir;gs at the same time. Their facilities
are almost nlways being used for several things at the ‘same time. Yet the system
of reimbursement for allowable costs by which the federal éovernment supports
research requires that these functions for accounting purposes be separated
and charged for separately.

The classic case is the professor in a medical school. He performs
many functions simultaneously. He teaches several types of students while
he is conducting rounds on patients who are under his clinical care, and some
of those patients may also be the subjects of research projects. It is difficult
to decide how much of the professor's salary to allocate to the federally
sponsored project. Or to patient care, Or to instruction. Similar problems
of allocation occur when a pr.oressor teaches advanced graduate students
primarily by employing them as assistants in conducting federally funded
research--a process, incidentally, that greatly strengthens American science,
He does not easily know how to separate and document his time and effort

cach day, or week, or month, for each activity., Detailed requirements
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for documentation are especially difficult to comply with when an investi-
gator moves {rom one activity to another, including from one research under-
taking to another, Restricting a scientist's flexibility can exact a price, If
the price were simply his convenience, we would be less concerned. The
danger may be to the kind of curiosity and instinct for exploration that
characterizes the best research scienti;ts.

The matter of cost transfers among projects has also been a source
of difficulty. A faculty inember may have three grants to support three
separately funded medical research projects that he carries out in one laboratory
as part of one long-term research program. How to handle such grants in the
financially most responsible and efficient manner is not always self-evident,
Some supplies may be used by all three projects, but not in precisely the
same amounts, Diligent attention to detail can help to keep the accounting
straight, but it is hard to see how to avoid at least some arbitrary allocations
and a lot of costly clerical work. Some progress has been made with this .
kind of complex accounting puzzle, but problems remain. Several experiments
are underway to try to solve them,

Federal officials and federal agencies are much aware of the problems
posed by various accounting requirements. In the speech to which I referred
earlier, the Comptroller General said the following:

We in the Federal Government, in regard to basic

research, must understand that fiscal accountability is only a means
to insure that research is carried out. Such accountability is not
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an end in itself. With this in mind, the Government needs to review
how standards for accountability are affecting university research.

We need to recognize the unique needs of the universities--that accounting
standards developed by the Government for nonacademic institutions
may not be appropriate for uniform application to universities. Thus,
accountability must be achieved in such a way as to minimize controls
and time consuming administrative procedures, which can detract from
research. For example, the Government should explore simplificd
procedures to allow university researchers to agree before a project
begins on the percent of their time to be allocated to an individual grant,
By subsequently only reporting to the sponsor any significant changes

to this initial agreement, the researcher may be able to reduce the
amount of paperwork involved with timekeeping.

These comments seem to me right on target, The simpliiied procedure
for reporting eﬁort’ that Mr. Staats describes has been'advocated by
aniversities for some years. Thomas Morris, Inspector General of DHEW,
is sympathetic to experiments with it, " Conversations are underway
with HEW officials about conditions for such experiments. The most serious
of the ﬁ’nanqial accounting problems are, indeed, those arising from attempts
to report the proportion of effort devoted to particular academic purposes.
We have been glad to see that both HEW audit officials and NIH opefating officiais
bhave endorsed a plan to experiment with lump-sum grants--as opposed to )
cost reimbursable grants,wh‘ich predominate in both NIH and NSF. Under
the proposal for lump-sum grants , budgets in pro-
posals could be subject beforeliand to even more serious scrutiny than they now
receive, The government would pay an approved flat sum to the university

to cover materials and personnel costs. There would be no post audit of ~




168

individual pro-jects, but universities should expect periodic audits of their
financial management systems so that government can be assured that proper
management controls are being exercised. This form of grant is no
guaranteed panacea, Other forms may be ‘better for some purposes. We
need to experiment, »

Regarding the problem of cost transfers, six of our universities are now
conducting an experiment jointly with the N.atiunal Science Foundation,
The experiment is designed to discover whether the.resources of a number
of fedexrally supported projects can be combined in a single academic department
without reducing fiscal accountability, In the experiment, which is co~
sponsored by the Association of American Universities, the NSF delegates
to the university authority for shifting funds within a single grant award
and between similar projects pn condition that such transfers are propérly
documented).

Mr. Chairman, my colleagues and I in America's paramount research
universities are pleased with initiatives taken by federal agencies to come
to grips with the kinds of problems I have mentioned. Government and
university officials alike have a common incentive: to satisfy the needs of
appropriate stewardship and financial accountability without damaging the
research that is the purpose of the public funding in the first place. We all
have much to do in this world of ours that becomes new every day. Problems
abound that will not be solved without highest quality re sea;‘ch. It is to the

nation's benefit that much of this research be financed by the United States
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Government., We must therefore find workable methods of accountability.
To perform their obligations to society, universities need govemment
support of research; the government, on behalf of its citizens, needs the
results of effective research, The general welfare requires us to work

productively together.
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Mr. Fountain. We are going to let Dr. Binkley and Dr. Bartlett
testify before we proceed with questions.
Dr, Binkleyv, vou may proceed.

STATEMENT OF DR. MAX A. BINKLEY, VICE PRESIDENT FOR
FINANCE, COLORADO STATE UNIVERSITY, REPRESENTING THE
COMMITTEE ON GOVERNMENTAL RELATIONS, NATIONAL ASSO-
CIATION OF COLLEGE AND UNIVERSITY BUSINESS OFFICES

Dr. Binkery. I will also summarize the highlights of my written
statement.

Mr. Fountain. Your written statement will be made a part of the
record.

[See pp. 173-182.]

Dr. Bingiey. I vepresent the Committee on Governmental Rela-
tions, which is known as COGR for short. It is supported by 119 mem-
ber institutions that collectively account for over 90 percent of the
Federal contracts and grants of higher education.

COGR has been serviously concerned about the extent of adverse
audit comments, the unfavorable publicity, and the adversarial rela-
tionship that has developed between the Government and the institu-
tions. It is our earnest desire to bring about an improvement of the
circumstances.

In our perception the Government and the institutions have both
contributed to the situation, and the joint action of both parties is
essential to bring about resolution of the problem.

It is our conviction that the quality of accountability exercised by
universities warrants a greater degree of respect than 1s indicated by
the notoriety that has recently prevailed.

The systems utilized by the institutions have provided reasonable
assurance that a high proportion of the Federal funds have been used
as intended. More often than not, the publicity has ignored the fact that
the research and other services have actually been performed and that
program accountability exists in peer reviews, program reviews, and
technical reporting. The publicity has also overlooked the fact that
allegations of misconduct for personal monetary gain have been very
few,

The actual crux of the problem is the thoroughness of the record-
keeping maintained by unmiversities and the degree of precision which
universities have exercised in ushig Federal funds only within the
narrow confines of each individual contract and grant. There have
been accusations that at times some of the funds intended for one
Government project have been used for another Government project,
or that some of the funds intended for a Government project have heen
used for a nonsponsored institutional activity such as the instruction
of students.

Wherever such an incident has actually occurred, it has constituted
a violation of the terms of the contract or grant. One of the basic
reasons for such occurrences lies in the disparity between the compart-
mentalization imposed by Government and the indivisible character
of the faculty researcher’s activity which does not lend itself to com-
partmentalization. As long as this disparity exists, it seems likely
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that we shall continue to encounter problems. If the Government could
see its way to relieving the degree of compartmentalization by broaden-
ing the scope of the funding awards and by accepting a greater degree
of reasonable approximation in costing, a fundamental problem would
be alleviated.

Other factors, less fundamental, have aggravated the relationship
between the Government and the institutions. In regard to the role
of the institutions, the following is to be said :

One: Reputedly there have been isolated cases where Government
funds have been used to solve problems of underfunded institutional
activities that, the Government. did not intend to support. It is the
position of the organization which I represent that such practice is
improper and cannot be condoned.

Two: It appears that some institutions in the past have been slow
to make changes in financial management systems that comply with
changed standards set by the Government. One reason this occurred
was a perceived need to apply scarce resources directly to basic ob-
jectives, such as the educational mission, rather than to the admin-
istrative function, of the institutions,

Three: Institutional administrators, attempting to reach a bal-
ance between insistence by the Government for neat compartmental-
ization of costs and the resistance of faculty members to alien re-
quirements, have at times adopted measures that were acceptable to
neither the Government nor the faculty members.

Actions on the part of the Government also have contributed to the
difficulties.

One: The Government has been inconsistent in the application of
its standards, From the early 1970’s through the mid-1970’%, al-
though Government regulations did not change and although there
is no indication that institutional practices underwent any significant
deterioration, the severity of audit criticism increased substantially.
Frequently agency fiscal officials and agency auditors no longer ac-
cepted practices which they had previously accepted. In many in-
stances the new criteria came without advance notice and in some
cascs they were applied retroactively. Sometimes the new criteria
went beyond the requirements of the regulations. Institutions found
themselves accused of mismanagement, for carrying out the very prac-
tices that previously went uncriticized.

Two: In the new adversarial environment that developed, in-
stitutions came to perceive that some Government agency officials and
auditors were taking a denigrating attitude towarg the institutions.
Their goal seemed to be to prove that something was wrong. Had
they been more balanced in their conclusions, had they endeavored
to assist institutions in strengthening their systems, instead of de-
crying the overall quality of management, the problem would not
have grown to the current intensity.

In the face of these difliculties, there has been a concerted effort
within higher education to upgrade the administration of Federal
programs. )

At the institutions there has been widespread positive response. Con-
tact with numerous institutions over the past several years indicates
that they have been reexamining their practices, redesigning their sys-
tems, and implementing strong measures of internal control.
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Evidence is given in my written statement on page 6, which reports
the results of a current survey on the two matters—payroll distribu-
tion and cost transfers—that have received the greatest criticism. It
shows that many universities have upgraded their systems, often at
their own initiative.

Advent of new Circular A-21 provides an opportunity for a reduc-
tion in the extent of adverse audit comments and improvement in the
relations between the Government and the institutions, If both parties
conscientiously and reasonably adhere to the intent of the new circular,
relations should take a turn for the better. There are reasons for hop-
ing that generally this may be the result.

However, the new A-21, unfortunately, contains some inconsisten-
cies and in certain places lacks clarity, aspects which could bring about
more disputes,

Moreover, the new document imposes a still greater degree of com-
partmentalization of costs. In the process it adds significantly greater
administrative costs on the institutions.

One feature of the new A-21 well illustrates the difference in con-
cepts of precision and documentation that underlie the disputes be-
tween the Government and universities. At the bottom of page 7 and
on page 8, my written testimony explains that the Government im-
posed additional requirements to the monitored workload system of
payroll distribution as proposed by the institutions. One of the addi-
tional requirements imposed is virtually unattainable. Consequently,
in their desire to avoid audit disputes, the institutions are reluctantly
foregoing use of the monitored workload system. That system had been
conceived to reduce administrative burden, particularly on faculty re-
searchers. Of 268 institutions, only 1 percent, plan to use the monitored
workload system.

The differences between the Government and the universities in this
and other examples lie in the means and not in the ultimate objectives.
We fully agree that institutions must be accountable for the public
funds they receive, that regulations must exist which set standards,
that universities must be responsible for meeting the standards, and
that validation of compliance must occur in the form of independent,
external reviews.

We hasten to add that the fiscal and aundit standards should be made
more appropriate to institutions of higher education and that they
should be directed more toward reasonableness and less toward a de-
gree of precision that may be unattainable.

In a new joint endeavor we believe that fiscal and audit standards
could be developed which provide reasonable accountability, which are
attainable, and which are not averly burdensome. To this end, we rec-
ommend the creation of a joint task force consisting of representatives
of both the Government and the institutions to undertake the develop-
ment of broad guidelines, The guidelines would then serve as a foun-
dation for the establishment of new fiscal and audit standards, thereby
contributing to a renewal of a partnership between the Government
and the institutions and to a more effective performance of the re-
search program of the Nation.

Mr. Fouxraix. Thank you very mach, Dr. Binkley, for a state-
ment that shows us that another side of the coin has been taken into
account,

[Dr. Binkley's prepared statement. follows:]}
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STATEMENT OF:

DR. MAX A. BINKLEY
VICE PRESIDENT FOR FINANCE
COLORADO STATE UNIVERSITY

REPRESENTING
THE COMMITTEE ON GOVERNMENTAL RELATIONS
NATIONAL ASSOCIATION OF COLLEGE AND UNIVERSITY BUSINESS OFFICERS

BEFORE THE SUBCOMMITTEE ON INTERGOVERNMENTAL
RELATIONS AND HUMAN RESOURCES
OF THE HOUSE COMMITTEE ON GOVERNMENT OPERATIONS
July 18, 1979

FISCAL ACCOUNTABILITY OF UNIVERSITIES FOR
FEDERALLY SPONSORED RESEARCH

I represent the Committee on Govermmental Relations, known as COGR,
an organization affiliated with the National Association of College and
University Business Officers. COGR is independently supported by 119
research universities that collectively account for aover 90 percant of
the Federal contracts and grants in higher education. Individuals who
are active in the organization comsist of institutional financial
adminigtrators, research administrators and academic administrators.

COGR has baen seriously concerned about the extent of adverse audit
comments on the financial management systems of universities, the unfavor-
able publicity that has resulted and the adversarial relationship that
has developéd batween the Federal Government and institutions of higher
education. We wish to do everything possible to bring about an improve-
ment of the circumstances.

In our perciption the Government and the institutions have both
conitributed £o the situation and the joint action of both parties is
esgential to bring about resolution of the problem.

It is our conviction that the quality of accountability exercised
by universities warrants a greater degree of respect than is indicated
by the notoriety that has recently prevailed. Publicity alleging
scandal and malfeasance creates an inappropriate public impression over

issues which principally involve questions of accounting precision and
documentation.

51-111 0 ~ 79 - 12
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The systems utilized by the institutions do provide reasonable
assurance that a high proportion of the Federal funds have been used as
intended. More often than not, the publicity has ignored the fact that
the research and other services have actually been performed and that
program accountability exists in peer reviews, program reviews and
technical reporting. The publicity has also overlookad the fact that
allegations of misconduct for personal monetary gain have been very few.
Never has that aspect been a major problem im the program. With ex-
ceptions that have been extremely rare, the Federal funds have only been
used in the public interest which universities serve. These statements
are intended not to suggest an absence of a real problem but to put the
matter in a realistic perspective.

The actual crux of the problem is the thoroughness of the record-
keeping maintained by the universities and the degree of precision which
universigies have exercised in utilizing Federal funds only within the
narrow confines of each individual contract and grant. There have been
accusations that at times some of the funds intended for one Government
project have been used for another Government project, or that some of
the funds intended for a Covernment projact have been used for a non-
sponsored institutional activity such as the instruction of students.

Wherever such an incident has actually occurred, it has constituted
a technical violation of the terms of the contract or grant. At any
given point of time a typical major research university has in excess of
a thousand different Government projects, each represented by a separate
contract or grant. Each is a separate fiscal entity 'standiag alone.
Each award intends that every dollar of expenditure assigned to a
project represent a cost benefiting that project. More graphically, the
situation can be described by stating that at each major research
university there are in excess of a thousand different compartments and
each dollar of cost is expected to be accurately assigned to the right

compartment.

The structure of the Federal research program consists of multiple,
frequently short~term, separate agreements, each for a certain phase of
endeavor. This structure in many respects is inherently incompatible
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with the niture of the activity of the individual faculty researcher.
His or her activity often does not lend itself to neat compartmentali-
zation. Commonly the activity of the faculty rernarcher includes
teaching at the graduate level which itself involves research. Often
he or she pexforms teaching and research and perhaps a third function,
at the very same time. Frequently multiple zsearch projects of the
same faculty researcher are incertwineg. So much of the faculty re=-
searcher's involvement is in such joint activity that a segregation of
effort and costs into neat compartments for purposes of accountability
is incongruous and forced.

To that point musy te added another fact of life at a research
university. A scieiitist us deeply engrossed in the pursuilt o. .iew knowl-
edge in his or her field «f specializacion, with the result that efforts
toward precision in costing are disruptive and burdensome and constitute
ari impediment to the sccomplishment of the ultimate objective.

Consequently, a fundamental defect in the structure of the joint
regearch effort of the Government and universities is the disparicy
between the compartmentalization imposed by the Government and the
indivisible character of the faculty rysearcher's activity which does
not lend itself to compartmentalization. As long as this disparity
exists, it seems likely that we shall continue to encounter problems.
If the Govermment could see its way to velieving the degree of com=
partmentalization by broadening the scope of the funding awards and by
accapting a greater degree of reasonable approximation in costing, a
fundamental problem would be alleviated.

Other factors, less fundamental, have aggravatad the relatienship
between the Government and the institutions. In regard to the role of
the institutions, the following is tu be said:

1. Reputedly there have been isolated cases where Government
funds have bsen used to solve problems of underfunded ac-
tivities that the Government did not intend to support. It is
the position of the organization which I represent that such
practice 1s improper and cannot de condoned.
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2. It appears that some institutions in the past have been slow
to make changes in financial management systems that comply
with Ehanged standards set by the Government. One reason this
occurred was a perceived need to apply scarce resources
directly to basic objectives, such as the educational mission,
rather thau to the administrative function, of the institu-
tions. It should be noted that on the one hand universities
were asked to expend more funds on admiristration and on the
other hand they were criticized because of increasing indirest

costs.

3. Institutional administratoys, attempting to reach a balance
between the insistence by the Government for neat compart-
mentalization of costs and the resistance of faculty members

.th alien requirements, have at times adopted measures that
were acceptable to neither the Government nor the faculty
members. The self-ruling character of a university makes
difficult the effective imposition of administrative regi-
mentation. Faculty members have major roles in the appoint-
ment and survival of their administrators. Consequently,
administrators must continually strive for a precarious
balance between pressures brought to bear by external forces
and pressures brought to bear hy internal forces. In such
circumstance, resorting to autocratic dictates is often self=-
defeating. This difficulty is compoundec by the fact that in
a number of respects the administration of research is neces~
sarily decentralized in the institutions and by the fact that
faculty researchers necessarily exercise substantial indepen-

dence in theiz mode of operation.

Actions on the part of the Government al'so have contributed tc the
difficulties.

1. The Government has been inconsistent in the application of its
standards. From tha early 1970's through the mid 1970's,
although Government regulations did not change and although

there is no indication that institutional practices underwent
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any significant deterioration, the severity of audit criticism
increased substantially. Frequently agency fiscal officials
and agency auditors no longer 2z2cepted practices which they
had previously accepted. They applied new interpretaticns and
sometimes they imposed requirements which went beyond existing
regulations. At times they applied new standards retroactively
without advance notice. Institutions found themselves accused
of mismanagement for carrying out the very practices that
previouaiy were accepted. Naturally the institutions claimed
that the Govermnmenut was unfair.

2. In the new adversarial enviromment that developed, institu-
tions came tc perceive that some Govermment agency officials
and auditors were taking a denigrating attitude toward the
institutions. Their goals seemed to be to prove that some-
thing was wrong. In some instances auditors failed to acknowl-
edge that an institution had on its own previously uncovered a
deficiency and had taken remedial steps. At times in thelr
comments auditors overemphasized findings that were isolated
ard relatively insignificant. They took positions that were
perceived by the institutions as unwarraanted by the overall
circumstances. Had those agency fiscal officials and auditors
been more balanced in their conclusions. had they been more
constructive in their'approach, had they endeavored to assist
institutions in strengthening their systems instead of de~
crying the overall quality of management, the problem would
not have grown to the current intemsity.

In the face of these difficulties, there has been a concerted
effort within higher education to upgrade the administration of Federal
programs. In workshops and symposiums, in published articles and
newsletters, in messages from heads of the associations, the theme has
repeatedly been emphasized that institutions must be alert to any sub-
standard practices and any deficlencies, and that they must, on their
own jinitiatirve, take prompt steps to remedy them wherever they exist.
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At the institutions there has been widespread positive response.
Contact with numerous institutions over the past several years indicates
that they have been reexamining théir practices, redesigning their
systems and implementing stronger measures of internal control. That
this is so is shown in the results of a current survey on the two matters
~-payroll distribution and cost transfers--that have been subjected to
the greatest criticism.

O0f 97 COGR. member institutions responding to a questionnaire, 56
percent reported that within the last five years they had made signifi-
cant changes in their systems of payroll distribution for the purposes
of strengthening compliance with the regulations or for the purposes of
satisfying federal officlals. An additional 18 percent said changes had
been planned which are either not ready for implementation or are being
deferred.until they can be implemented with the modifications required
by the ngb A-21. Of those institutions which have implemented signi-
ficant changes, 39 percent reported that the changes were self initiated
without being required specifically at the individual institutions by
federal officials, and another 41 percent said the changes were par-
tially self initiated and partially required by the governmment. Only 20
percent attributed the changes exclusively to federal officials.

With respect to cost transfers, of §7 institutions responding, 91
percent reported that within the past five years they had increased
control measures to better assure that transfers are proper and are
adequately justifisd and documented. Of those institutions so reporting,
49 percent said the changes were self initiated and an addicional 40
percent said the changes were partially self initiated and partially
required by the government. Only 11l percent attributed the changes
exclusively to government officials. These figures demonstrate notable

diligence by universities, much of icrself initlated.

Can March 6, 1979 revised costing principles, designated as OMB
Circular A-21 were issued, to be implemented with each institutiomal
fiscal year beginning after October 1, 1979. Throughout universities
significant work is presently underway to prepare for implementation.

The attention being given to tho new requirements is indicated by the
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fact that four symposiums given by COGR in various cities were attended
by 535 individuals from 268 institutionms.

Advent of the revised principles provides an opportunity for a
reduction in the extent of adverse audit comments and improvement in the
relations between the Government and the institutiomns. If both the
institutions and the Govermment conscientiously and reasonably adhere to
the intent of the new Circular, relations between the phrties should

take a turn for the better.

There is reason to believe that most institutions will do a com-
petent job of ;mplemeutacion. They want to avoid reliving the experiences
of the past. They are on notice as to what the new requirements are.

This time they have received notice in advance. Institutions know that

changes are necessary and they are given time to make the changes.

There is reason also to be hopeful that Government officials welcome the
opportunity to apply the new criteria and avoid repetition of the past.

However, the new A-21 contains some inconsistencies and in certain
places lacks clarity. Those parts may lead to the creation of new

disputes or the continuation of old disputes.

More over the new document imposes a still greater degree of
compartmentalization of costs. In the process it adds significantly
greater administrative costs on institutions, which will tend to in-
crease the burden on the scarce institutional resources available for
administration and on the share of administrative costs borne by the

Government as indirect costs.

One feature of the new Circular A-21 well illustrates the difference
in concepts of precision and documentation that underlie the disputes
between the Govermment and universities. Ia the process of revising the
Circular, the Government invited higher education to propose an alter-
native system of payroll distribution which would not be encumbered by
the immense paperwork required under the persomnel activity reporting
system of after-the~fact certifications--a system which is administratively

burdensome, particularly on faculty researchers. The institutions
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proposed the monitored workload system, a method of predetermining
payroll distribution based on assigned workloads, similar to intermal
budgeting systems which most institutions already utilized. The system
would require continuous monitoring to assure that any significant
changes in planned workloads would be recorded. In the proposal made by
higher education, only significant changes in the predetermined dis-
tribution would have to be recorded in the monitoring process. At that
time a survey of 81 institutions indicated that 32 percent would adopt
the method throughout their institutions and an additional 31 percent

would adopt the system in certain organizational units.

But in Circular A~21 the Govermment made several changes in the
system as proposed by the institutions. The most noteworthy change was
to require that all changes in worklocad had to be recorded and then only
those changes that were significant would be entered into the accounting
charges.lilnsignificant changes to workload occur daily, perhaps even
hourly. Requirement for the notation of all minor variatioms in activity
is virtually unattainable. Yet failure to maintain such a record and to
preserve it for audit could, under the wording of A-21 lead an auditor
to report an adverse finding on the payroll distribution system, claiming

that the required documentation of monitoring is missing.

Another change made by the Government was to limit use of the
monitored workload system to only professional employees. For non~
professional employees, the personnel activity reporting system must be
used. Use of the monitored workload system wculd therefore entail the
use of two dAifferent systems within a department, an arrangmeant that

would be complex, awkward and difficult to manage.

Consequently, instead cf most institutions adopting the systew as
chey originally indicated they would do, the overwhelming choice now is
to use the personnel activity reporting system with which neither the
Government nor the universities have been satisfied. In the survey
taken of the 268 inscitutions represented at the recent symposiums, only
1 percent indicated that they planned to use the monitored workload
system; 90 percent indicated that they would not use 1it; and 9 percent

were undecided. The overzealous attempt by the Government to refine the
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system has evidently brought its defeat. To the credit of the insti-
tutions, they have recognized the pitfalls inherent in the modificatioms
made by the Govermment and, in their desire to avoid audit disputes,
they have reluctantly chosen to use the more cumbersome personnel

activity reporting system.

After observing these and other developments and evaluating their
effect on the relationship be:ﬁéen the Government and universities, we
have concluded that the differences between the parties lie not in the
objectives but in the means of accomplishing the objectives. The
objectives of the universities are consistent with those of the Govern-

ment:

-~That the fiscal and administrative controls should be those that
create a minimum ipnterference with the performance of research and

service.
~--That there should be adequate accountability.

~-That the administrative process should be adequate but not ex-

cessively burdensome and costly.

As stewards of public funds, universities must be accountable for
them, Regulations must exist which provide the minimum standards to be
followed. Universities must carry the responsibility of meeting the
standards. Validation of compliance with the standards must occur in

the form of independent external reviews.

Having said that, we hasten to add that the fiscal and audit
standards should be made more appropriate to institutions of higher
education and they should be directed more towzrd reasonableness and
less toward a degree of precision that may be unattainable. They should
be directed more toward the prevention of significant abuse and less to
an attempt to assure that each dollar positively gets into exactiy the

right compartment.

We believe that in a new joint endeavor fiscal and audit standards

could be developed which provide for reasonable accountability, which
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are attainable and which are not overly burdensome. Toward this end we
recommend the creation of a joint task force, consisting of represen-
tatives of both the Governmment and the institutions, to undertake the
development of broad guidelines. The guidelines would then serve as a
foundation for the establishment of new fiscal and audit standards which
contribute to a restoration of a spirit of partnership in the relatioms
between the Govermment and the institutions and to a more effective

performance of the research program of the nation. B




183
M. Founrtarn. Dr., Bartlett, you may proceed.

STATEMENT OF DR. THOMAS A. BARTLETT, PRESIDENT,
ASSOCIATION OF AMERICAN UNIVERSITIES

Dr. Bartrerr. Thank you very much for this opportunity to sum-
marize my written testimony.

Mr. FountaiN. Your prepared statement in its entirety will be
made a part of the record.

[See pp. 186-194.]

Dr. Bartrerr. The issues that bring us here today appear to be
arguments over the efficiency and effectiveness of accounting and
auditing, but our difficulties with audits are largely symptomatic.
Our underlying problem is the frequent awkwardness in the match
between, on the one hand, what we d¢ and do very well in onr fed-
erally funded university research and on the other hand, the funding
and accounting techniques that we use.

We are carrying on long-term, basic research programs in facili-
ties administered by universities where teaching, training, and re-
search are blended, but our funding and auditing techniques are
based on compartmented, short-term project grants awarded not to
universities but to individual investigators and providing reimburse-
ment for documented project costs.

The scientific results are strong. The system works. The accounting
is a headache.

Of course, universities need to be fiscally accountable. The American
people must be confident that Federal funds are spent as Congress
mtended.

We have come a long way since this committee held its first hear-
ings on university accountability in 1960. The major universities
have doubled and tripied the size of their business office staffs, and
nearly every operating unit at each university has been drawn into
the process of reporting on the cost of materials and personnel.

To increase fiscal accountability, to get the last measure of pre-
cision, we can go in one of two directions. We can simply do morve
of what we are doing—hire more auditors, make more rules, develop
larger accounting staffs both in universities end in Government
agencies—or we can examine the system itself and seek improvements.

“Are there other rules that would provide for accountability and o
better fit of university research. therefore being both less intrusive and
less costly 2 That is the question.

The cost of steadily expanding present, efforts to enforce existing
andit rules will be exorbitant, As we hire move auditors in Govern-
ment agencies to spend more time auditing more university accounts
under existing vules, we produce a parallel vespounse 1w nversities.
Universities must hire more auditors to deal with the Government
auditors.

They must hire more administrators to record and document costs
in wore detail. They must require more paperwork by reseavch
scientists. They must—and this is criticnl—separate conceptually or
aven literally teaching from research so that the cost of each can be
isolated and documented, Doctimentation is the heart of the matter.
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Of course, we can have total fiscal accountability if we are pre-
pared to accept the costs in money and the lowered productivity. The
better way would be to embrace accounting practices that make fiscal
accountability less contentious and less costly in money and creativity.

But we are not going to agree on new accounting practices very
easily. In these strident and adversarial times there is understandably
a fear of risks. The aura of suspicion works in the other direction.
Experimentation and adaptation need encouragement. Indeed, they
may even need to be mandated by the Congress. '

In that connection let me call attention to the Health Sciences Pro-
motion Act of 1979, introduced in the Senate by Senators Kennedy,
Schweiker, and Williams. It would require the Director of NIH to
experiment with certain funding practices.

I would hope that the experimental approach advocated by Senators
Kennedy, Schweiker, and Williams might commend itself to this
committee and, indeed, to the administration.

One example already mentioned where improvement seemed readily
at hand is in a monitored workload system of effort reporting. Effort
reporting clearly is one of the sore points.

The monitored workload system has been advocated by Mr. Staats
of the GAO and is very much desired by university research admin-
istrators, as Dr. Binkley pointed ont just a moment ago. We under-
stmtld now that HEW may be prepared to experiment with such a
system.

Another example of potential improvement would be the grouping
of grants so that they can be administered more efficiently as a co-
herent program. In that connection, as has been reported, six—
actually soon it will be nine—universities have begun an experiment
with NSF that would group related projects for the purpose of ad-
ministration in chemistry departments. Mr. Pilorinos of NSF has
prepared a statement describing that experiment which I would hope
will be added to the record of the committee,

Other experiments that are well worth the effort include fixed price
grants and decentralized grant making as in the present university
materials research centers. These experiments may show that we can
reduce the causes of disputes and deal ~with the symptoms.

Finally, let me mention two promising developments. One is the
Federal Grant and Cooperative Agreement Act of 1977, which in part
is a product of the House Committee on Government Operations. The
act was adopted in response to a report of the Commission on Gov-
ernment Procurement. It requires OMB to determine the feasibility
of a system of guidance for Federal assistance programs as distinct
from Federal procurement programs. That may be a vital distinciion.

And tomorrow, Mr. Chairman, Dr. William Sewell will report to
you on an independent national commission now at work reviewing
the mechanisms and the procedures by which the Federal Govern-
ment supports academic research. That commission is the result of
mutual efforts among leaders of several Government research funding
agencies and spokesmen from scholarly and academic associations.

Because you are going to hear from Dr. Sewell tomorrow, I will not
describe the commission, but it is one more important opportunity to
get beyond the disputes over auditing and accounting and to work
out some of the causes that produce these disagreements.
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In that effort, Mr. Chairman, I would liope the Congress, the fund-
ing agencies, and the universities cease in any way to be adversaries
and, indeed, ave all united.

I will stop here iiecause I know we are all eager to get to the
questions.

[Dr. Bartlett’s prepared statement follows:]
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Mr. Chairman, members of the Subcommittee, I am Thomas
A. Bartlett, President of the Assorcliation of American Univer-
sities.

Chancellor Heard has described some of the problems
universities face when they manage federal grant funds: Dr.
Binkley discussed what we believe to be auditing excesses,
and it is my task to describe our hopes for the future.

During my testimony, I will describe certain romedies we
seek that will help us document university fiscal accountability.
I will also draw the Committee's attention to S.988, a Senate
bill that would establish certain needed experiments in the
search for better accounting rules, and to the promise that the
Federal Grant and Cooperative Agreement Act of 1977 (PL 95-224)
may hold.

Each of our universities seeks to be accountable above
all for the guality of science produced in our laboratories,
but also for the way we manage federal funds. We intend to
be accountable because we believe that the American people
deserve to know that their tax money is responsiﬁly spent.
+he remedies we seek are changes in certain federal accounting
rules. We consider two of these of particular importance:
first, acdoption of the monitored workload system as a fully
acceptable means for documenting effort devoted to federally-
sponsoied agreements: second, permission to group related

grants for the purposes of administration.
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Page Two

Monitored Workload

Chancellor Heard, and Mr. Staats in his speech quoted by
pr. Heard both support the use.of the monitored workload system
for reporting on effort devoted to federally-sponsored pro-
jects. The monitored workload is based on budgeted or agsigned
workloads, monitored to assure that any significant changes
are recorded.

During discusqions with the government on revisions to
OMB Circular A-21, the Comnittee on Government Relations (CUOGR)
of the National Association of College and University Business
Officers, presented the university proposal to HEW and OMB.

We are grateful that OMB included large portions of the pro-
posal in the new A-21. Unfortunrately, certain other features
were included that probably will deter widespread use of the
system: first, OMB does not permit the use of the monitored
workload for non-professional personnel: second, OMB deleted
the word “significant" in describing changes in workload that
would have to be documented: and finally, the OMB version dues
not permit after-the-fact surveys to capture faculty adminis-
tration and cost-sharing for the purpose of establishing
indirect cost rates. (We have given committee staff a copy
of our proposal for a monitored workload.)

The Master Grant Approach

Government permission is needed to permit the grouping,
for purposes of administration, of individual research grants
irto a single entity called a master grant. Such a master

grant would make available to the investigator the option
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of interchanging funds as necessary and appropriate to carry
out most efficiently the work under related grants or for '
grant projects in the same academic department.

Present constraints force investigators to treat each
grant as a distinct entity, whose costs must be kept separate
from those of other grants. These largely artificial boundaries
arise from the assumption that grants are by definition discrete
projects which should be kept separate from other projects in
the same laboratory or academic department. While in some cases
there are very real differences in the work done under different
grants, in many cases the investigator views his research as
an overall program. which is broken down into separate pieces
with different titles for funding purposes. It is extremely
difficult to document very precisely, as the auditors demand,
appropriate portions of people, supplies, equipment, travel,
and so forth on each c¢rant.

Master grants which would permit the grouping of related
projects could solve most of these problems. As Chancellor
Heard mentioned, six universities are now conducting an
experiment with NSF to try out this approach.

In addition to the master grant approach mentioned above,
which is the principal subject of the experiment that some of
our institutions are conducting with the help of the National
Science Foundation, I would like to call the attention of
the Committee to legislation introduced by Senators Kennedy,

Schweiker, and Williams that would require the Director of

$1-111 0 - 79 - 13
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NIH to experiment with the various accounting rules I have
- described. The bill is "The Health Science Promotion Act of
1979" (S5.588). When he introduced the bill, Senator Kennedy
said:

I think it is time we give serious thought to
finding ways to reduce the paperwork burdens on our
researchers while maintaining adequate accountability.
Title III directs the NIH to undertaks experiments
in this area with specific emphasis on developing
better ways to monitor the outputs of research rather
than the process through which the research is under-
taken. The main point is this: The public is
undoubtedly more concerned with knowing that it is
getting value for money in supporting research than
with knowing that each penny is spent according to
some precise ad hoc plan. Research, after all, is
an inherently unpredictable exercise. Flexibility
is essential in taking advantage of unanticipated
developments. Researchers should ultimately be
judged on whether or not they produce an adequate
research product. That is the bottom line. Whether
it is possible to develop a realistic monitoring
system with that orientation remains to be seen.

But it certainly seems worth trying on an experi-
mental basis.

We think that Mr. Kennedy's position is both intellec-
tually sound and eminently practical. It may be that existing
OMB accounting rules are the best that we can get, but we
believe we should investigate other possibilities that would
permit us to account properly to the American people under
rules that are more consistent with university organization
and the research process. The experimental approach advocated
in the Senate bill is certainly a reasonable way of finding
out.

Mr. Chairman, members of the Committee, Chancellor Heard

has expressed our gratitude for the Committee's interest in
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resolving the differences between government agencies and the
universities. I hope the Committee will consider a legisla-

tive initiative like that in S.988. What better way to bring
us together than to examine the accounting rules closely and

test new and potentially better ways of providing for fiscal

accountability?

In the foregoing I have attempted to describe certain
changes in federal accounting rules which, when combined with
increasing experience on the part of all those involved, will
enable all parties to be more satisfied with our system for
fiscal accountability. I want to turn now to the Federal Grant
and Cooperative Agreement Act of 1977 (PL 95~224) which was,
in part, a product of the House Committee on Government Opera=-
tions.

The Federal Grant and Cooperative Agreement Act was
adopted initially as a result of ‘a report of the Commission on
Government Procurement and after consideration by the House
Committee on Government Operations. The Commission report
drew attention to the confusion between grant-type relation-
ships and federal procurement relationships.

Federal grant-type activities are a vast and
complex collection of assistance programs, func-

tioning with little central guidance in a variety

of ways that are often inconsistent even for similar

programs or projects, This situation generates con-

fusion, frustration, uncertainty, ineffectiveness,

and waste. This disarray can be traced to three

basic causes:

® Confusion of grant-type assistance relation=-

ships and transactions with procurement
relationships and transactions:
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® Failure to recognize that there is more than
one kind of grant-type relationship or trans-
action:

o Lack of Government-wide guidance for Federal
grant-type relationships and transactions.

(Report of the Commission on Government Procurement,
Volume 3, Part F, Introduction, page 153, December
1972.)

The Senate Committee report (Repori No. 95-449) on the bill
cites the need to reform federal spending practices:

Section 2(b) says that the purposes of the bill
are: to characterize Federal/non-Federal relationships
in the acquisition of property and services and in the
furnishing of assistance by the Federal Government so
as to promote a better understanding of Federal spending
and help eliminate unnecessary administrative require-
ments on recipients of Federal awards: to establish
government~wide criteria for the selection of appro-
priate legal instruments, a clearer definition of the
relationships they reflect. and a better understanding
of the responsibilities of the parties; to promote
increased discipline in the selection and use of con-
tracts, grant agreements, and cooperative agreements:
to encourage competition, as appropriate, in the award
of contracts, grants, and cooperative agreements: and
to require a study of Federal/non-Federal relation-
ships in Federal assistance programs that should lead
to the development of a comprehensive gystem of
guidance for Federal assistance programs.

The law was adopted in order to cope with problems the
government and. non-government agencies face in the process of
implementing programs that are wmandated by the Congress.
Federal agencies have just begun to implement the law, so some
of the disarray to which the Procurement Commission drew atten-
tion continues and is reflected. we believe, in some of the
differences that continue to irritate the government-university

relationship.
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The principal promise of the new law lies in the study of

federal assistance Programs that it mandates.
OMB

The law requires

"to determine the feasibility of developing a comprehensive
system of guidance for federai assistance programs.” Existing
federal accounting requirements are, perhaps, appropriate for
Procurement relationships between the federal government and

universities or othur providers, but they may be inappropriate

for the assistance relationships that characterize federal

support of university science. The guidance for federal assis-

tance that may result from the OMB study should Produce fiscal
accountability requirements more suitable to the university.

In my testimony so far, I have asked the Committee to

examine certain changes that we pPropose in federal rules with

which we are required to comply: I have asked the Committee to

endorse the provisions of Title IIT of S.988 (Reduction of

Paperwork), and I have drawn the Committee's attention to the
pPromise of the Federal Grant and Ccoperative Agreement Act.

Finally, Mr. Chairman, I would like to inform the Committee

of another important initiative in the attempt to improve the
relationship between the government and the research universities.

Last year an independent national commission was established

to review the mechanisms and procedurses by which the federal

government supports research in universities. It was the result
of conversations and consultations among leaders of several

governmental research funding agencies and spokesmen from

scholarly and academic associations. Members of the Commission
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were appointed late last summer, and its work has been funded
by a group of philanthropic foundations. The major governmental
funding agencies, the GAQ, OMB, and the President's Science
advisor have assigned liaison persons: to work with the Com-
mission. I understand that you will have testimony from a
genior member of the Commission tomorrow.

The Commission has said that its principal work will be
completed some time this winter. Perhaps this Committee might
wish to hear the Commission's recommendations and to discuss
them critically. You, sir, and this Committee have had an
important influence on our understanding of fiscal accounta-
pility. There is no more appropriate audience for the
Commission's findings.

I appreciate the opportunity you have given me to testify.
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Mr. Founrain. T thank all three of you for pinpointing the other
- side of the coin and the problems which universities have in trying to
comply with the rules and regulations of the Federal bureancracy.
_ T was looking at the statement which Senator Kennedy, with whom
I sometimes agree, made in connection with the Health Science Pro-
motion Act of 1979. That statement is about trying to have a proper
balance to be sure we get. the research without an unreasonable amount
of unnecessary and excessive regulation.

At the same time, we need to come to some meeting of the minds to
find & way to have reasonable accounting that can satisfy the account-
ants and the general public that while we are doing these good things,
we are doing as many of them as we can with the money we get and not
wasting anything. That is absolutely essential. .

T would agrec with Chancellor eard that we have made tremendous
progress in this country. Without our research programs, T do not
know where we would be, T guess it is better, if we had to have it, that
we made the progress along with some waste and extravagance, and
occasionally some dishonesty here and there, rather than not to have
the research programs at all,

T think we can find ways to be sure that the money is spent for the
research purpose for which it is intended, and less is wasted in unnceces-
sary bookkeeping or for other purposes. Then we will get more re-
search accomplished, and, nltimately, research will get a better image.

I find it a tall, if not impossible, order for the subcommittee to dis-
cuss your three very substantive statements in the time available this
morning. In retrospect, we should have allocated a full morning for
this purpose. T am delighted we got Mr. Stepnick’s tatement yesterday
before beginning his questioning.

Under the cireumstances, we will do the best we can to open the dia-
log today on some of the more basic issues involved in the Government-
university research relationship. Then, perhaps, we ean arrange a
tnrther meeting to pursue this very important matter in more detail.

T want to say at the outset, Dr. Bartlett, that T certainly intend to
study 8. 988, to which you referred, to see whether T, and perhaps other
members of the subcommittee, would want to sponsor this legislation
in the TTonse. Carefully examining new approaches in an experimental
setting is certainly a desirable way of finding out whether they work
or are suitable for wide application.

Perhaps we will never find a precise and perfect answer to this rather
complex situation involving so many factors, such as, for example,
the situation where one person has seven or eight research grants and
must. document the allocation of time and funds among them.

Chancellor Heard, T ean appreciate your staterients about the im-
portance of peer review in NTIT and other science sipport agencies.
This is something that, as has been pointed out, has been given a great
deal of attention in past years by this subecommittee in its review of
the operation of NTIT study sections and advisory couneils, Based on
our past studies. T share your judgment that “peer revjiew is the only
feasible way to provide effective control of the quality of bosenrel.?
T anticipate in this connection that the subcommittee will seek infor-
mation on whether the peer review system can be made to operate
cven more effectively when we resume hearings on NTH grants man-
agement, possibly later this year. ‘

T
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When this subcommittee examined the management «f NTH pro-
grams in the carly 1960%, I got all sort of calls from some of my friends
at the University of North Carolina and Duke after we held our first
hearings. They were fearful their institutions would lose some Federal
funds as a result of our inquiry. T do not think that happened.

When T went down to Duke with Dr. Goldberg at the initiative of
my friend, Dr. Roy Parker, and explained to some 25 university rep-
resentatives, T think they had a better understanding of what we were
doing and the purpose of our investigation.

Those hearings were the first oversight hearings held by the Con-
gress to review and evaluate the way in which the NTH programs were
being administered and to determine the extent to which there was
accountability.

As ironic as this may seem, the whole subject of grants management,
and the problem of fiscal accountability, arises largely because of the
Government’s use of peer review. Peer review, as you know, results
in the decision to support the discrete vescavch project described by a
scientific investigator, or group of investigators, and no other activi-
ties at his institution. However, desirable it might be to design other,
more comprehensive, methods of research support—and I believe you
alluded to this in referring to experimentation with lump sum grants—
the peer review system today is directed essentially to the support. of
individual vesearch projects,

This being the case, 1t appears that the integrity of peer review re-
quires that the universities maintain adequate records to demonstrate
that the funds intended for a particular project are used only for that
project, as designated by the awarding agency, and for no other pur-
pose, however meritoriouns.

Dr. Heard, do you and the Association of American Universities
share the view T have just expressed abont the necessity of assuring
that funds awarded for vesearch projects, insofar as humanly possible,
are used only for those projects?

Dr. Hearn. Tet me make a comment if T may and then maybe Dr.
Binkley or Dr. Bartlett would like to comment.

Mr. For~xrain. T am not saying that is the best system. Maybe it
ought to be chaniged. T do not know.

Dr. Hearn. Peer review does function as you described to determine
in a competitive system which applications, among many that come in,
are most likely to be productive in producing results that have been
generally sought hy the Congress through appropriations and more
precisely defined by Federal agencies. The scope of research that may
result from peer review projects can vary greatly from one to the other.
The scope can be quite broad in some cases and quite narrow in others.
The principle of peer veview ean apply to activities, decisions. com-
petitive applications. and research projects of quite varying scope. di-
mension, longevity. and purpose.

I do not think any one of us would feel that just because a research
activity was funded by the U.S. Government that therefore another
research activity also funded by the U.S. Government has a purpose
that is so common to it that you can mix up funds without inquiring
about it. T do not think that would be our view.

T think our view would be that where vou have w laboratory, a re-
search center, addressing a major clinical condition or pathological
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condition-—for example. a research center concerned with dinbetes or
some other condition that the Nation as a whole has decided it wishes
to attack—when you have related research activities going on in one
place, often by one person, then there is often overlap that makes the
activities going on in project A appropriate to project B and project
B appropriate to project C or project A. .

What is needed is a reasonable approach to determining how pre-
cise the accounting ought to be. In other words, T think there are some
research activities that are sufficiently common in purpose that that
commonness must be yecognized when we are assessing how crucial the
problem of cost transfers is. )

The other statement that we made is related to your question al-
though not precisely on your question. The concern some university
people have felt has been that in allocation of personnel time often
allocations have to be arbitrary. It is not anyone’s unwillingness to be
precise, or a disinclination to follow the instructions that come with
Federal money, but there is an unavoidable degree of arbitrariness.

In my university, as I understand it, in the medical school my col-
leagues make a monthly estimate of how much time they spend for
particnlar purposes. There is a degree of arbitrariness in that. Some
of my own people have argued that it misrepresents the case. It is not
that anybody wants to misrepresent it. But you put down figures and
they give an impression of precision that really is not present, and
which impression those who put down the figures do not intend to give.
That issue, plus the loss to research effort, time, and, enthusiasm
that may be involved in the kind of detailed accounting we are speak-
ing of, those are the two difficulties.

The individual researcher, as Dr, Bartlett pointed out, is himself,
really in fact a recipient of the grant rather than the institution. The
institution is the necessary vehicle but the award goes to the individual
because of his promise and achievement. That individual is very
jealous of his time and very jealous of the qualities that led him to get
the grant in the first place. Therefore, he is concerned about the gen-
eral ethical question of how precise he can be with the best of inten-
tions and, second—another sort of ethical question—how well he is
using his time for the purposes intended by the appropriation in the
first place.

I think my friend Dr. Binkley here is able to speak to this with
considerably more detail and experience than T am. If you would like
him to respond, I am sure he will be glad to do so.

Dr. Binxrrey. T concur with everything Dr., Heard has said. How-
ever, T have lost track of what the question is now. [Laughter.]

Dr. Hearn. The question is this: After all, a research project that
originates in a congressional appropriation and flows through an
agency has been made for vather carefully defined objectives. The
a\{ard. has been made by a Feer review process that assumes that those
obljoctwos are the ones to be pursued and certain methods are to be
followed in pursuing them by particular people.

The question then is: Given that Specigcntion. is not that concept in
conflict with any effort at all to erode the precise boundaries of the
grant in the first place ? Tsn’t that the question ?

Mr. Founrain, Yes.
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Dr. Binkrey. That certainly is true. What we have formed ave neat
compartments independent of each other, Each is n separate fiscal en-
tity. The nccounting is intended to be precisely that way while the
actunl circumstances are broader than that and ave all enveloping in
a principal investigator’s area. ,

Dr. Bartrerr. If T may, T wonld like to make a comment,

In the course of this morning the term “cost transfers” has been
used to cover all manner of things. I think it is vital to make some dis-
tinctions within that term,

For example, the term “cost transfers” has been used to apply to a
situation in which funds would be transferred from a peer reviewed
Federal grant to another purpose in the university. The term “cost
transfers” has been used to talk about the transfer of funds from one
project to another by an administrator without a principal investiga-
tor’s knowledge. The term “cost transfers” has been used to apply to
transfers between two projects of the same investigator in the same
program arena, “Cost transfers” has been used to apply to transfers be-
tween two projects by a principal investigator when the projects are
essentially unrelated. The term “cost, transfers” has a very, very differ-
ent meaning in each case and yet if we follow the rules, each is
improper.

Yet, one of those kinds of cost transfers whers an investigator trans-
fers funds between two very similar projects, is eminently desirable.
To forbid it flies in the face of common sense, good judgment, good
practice, and efficiency.

With the help of experience and experimentation we can define
different types of cost transfers and support some and forbid others,
It is patently necessary to support certain kinds of cost transfers, for
example when an investigator is carrying three, four, or five research
projects in related fields in the same laboratory as part of one long-
term program where he has overlapping at every point.

To require that he act as if he were three, four, or five people in
three to five different worlds is improper, We have always been thought
of as being practical and sensibly administering people. Impractical
accounting practices fly in the face of our reason.

That is not to say that there are other kinds of cost transfers which
are not, completely improper and which should be prevented and which
none of us would want to support in any way.

May I add one other comment? I think it is very important to under-
stand that we are arguing now about procedures—not waste or corrup-
tion. The issue today is: What is tﬁe preper type and amount of
documentation to justify government reimbursement of legitimate
research costs. I hope there is no inference here that we are talking
about waste and corruption. We are talking about arguments over
procedures.

There have been very, very few documented cases of corruption, and
the argument over waste is a highly subjective one in this context, One
person’s waste is another person’s efficiency. It is important to under-
stand that is what we are talking about.

Mr. Founrain. T intended this question to come later on, but you
have hit upon this point, Dr, Bartlett.
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The aster grant approach discussed in your statement sounds very
much like the program-project grants that are now funded in NIH.
Do you mean a master grant in that sense where a collection of related
projects are reviewed and approved for funding by peer review groups,
cr do you mean, instead, a situation where individual project grants
are combined within an institution purely for the convenience of finan-
cial management?

Dr. Barrierr. I think we are going to have to try a number of
approaches. i

What is happening in the NSF experiment is that individual projects
which principal investigators have won through peer review competi-
tion in a chemistry department by the agreement of the principal in-
vestigators can be grouped administratively in a common accounting
process,

There is another thing that needs to be said in this connection. We
underestimate the role of our principal investigators in protecting the
integrity of their own grants. The implication is that somehow people
can move money around and no one will say anything. That is a world
thai the university administrator does not recognize,

One of the things I think he is impressed with is that he has to worry
about every dollar of the grant that principal investigator has won
to make sure it is used in ways that the principal investigator thinks
fit his research objectives. It is not a case where you can move it around
and the principal investigator will sit silently by. Were that the case,
"You would not have one Prof. Phin Cohen here; you would have a
rocmful,

Mr. Fountain, Dr. Goldberg, do you have a question ?

Dr. Goroaera. I think the NSF experiment. to which you refer would
be a very interestine one to observe. My feeling is that if you get a
group of principal investigators, each of whom has a grant won in
national competition, to agree on how their combined resources are to
be allocated, and it i1s done substantially in terms of the individual
grant award statements, then there might be merit to administering
programs in that fashion. However, T will tell you frankly that T am
very skeptical that individual investigators will allow other investiga-
tors to raid their i reasuries.

As a matter of iact, the chairman mentioned earlier in the hearing
that some 15 or 16 years ago we met with the medical faculty of a
leading medical school. T recall very distinetly the chairman’s asking
the investigators at that meeting whether they would be amenable
to a different kind of a Federal award system that would. in a sense,
wholesale grants--provide grants directly to institutions or depart-
ments. The investigators, in turn. would compete for those grants at
the institutional or departmental level.

The response, as I recall it, was unanimous; the investigators
strongly oposed the idea of the dean or some other administrator dis-
pensing that money. They preferred obtaining support in nrational
competition.

I think we are looking at a phenomenon that is not strictly fiscal and
it is not strictly scientific. These aspects of research performance and
support are highly interrelated.
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We start with a peer review system—study sections and advisory

councils which, in a sense, are a quality control device. T think that 1s.

what Dr. Heard was saying.

_ Once the decision has been made that a particular research preject
is worthy of support, that it should be supported and other competing
projects should not, then it is not simply a fiscal accountability ques-

tion. The larger concern is whether the decisions made through peer re-

view are being implemented.
While I fully appreciate the difficulties in estimating how much time

or effort individuals devote to a project, or of determining precisely -

what portion of a secretary’s time ought to be allocated to the project,
frankly I am not personally persuaded that universities cannot cope
with these matters.

There is another kind of situation to which you referred, Dr. Bart-
lett, when you discussed the various types of cost transfers. If I under-
stood you correctly, you regarded all except one of those transfers as
improper and unacceptable.

The acceptable type of transfer would be the case where an investi-
gator has four or five very closely related research projects, all per-
formed in a single laboratory, and when the investigator has to mak-
rather arbitrary estimates of the amount of chemical agents, time, and
whatever else is allocated among them. I think that poses an interest-
ing question, both on the accountability side and in terms of whether
we ought to design better instruments of support for situations of
that kind. ‘ .

I think there is a lot of merit to that. But I would ask you whether
the appropriate remedy is not one of legislating or administratively
setting up a new instrument of support to deal with that situation,
rather than delegating discretion to the institution to make those de-
cisions with respect to the transfer of funds among projects.

Dr. BartLerT. Indeed. Dr. Goldberg, I think that 1s what T was plead-
ing for, There should be clear understandings, whether they be in the
form of legislation or regulations, which would authorize—indeed, I
think I used the word “mandate”—what you are calling new instru-
ments, new forms which would make things that seem to be attractive,
but are now improper, possible. My plea is not at all for a blanket dis-
cretion to go to the institution but the institution must have some dis-
cretion in the administration of closely related projects.

That is where there are twa, three, four, or five people in the same
department working on a common program of investigation all sup-
ported by peer review programs. They overlap in their time. This per-
son starts here. Another person started at another point. A third per-
son started at another point. There should be some way of using those
grants in ways that are not compartmentalized.

That is not a plea for violation of the peer review. I do not think
that is involved. People need to be able to cooperate.

It seems to me that the NSF experiment invites scientific cooper-
ation. It is not that you turn over to an administrator the right to raid
your treasury, to paraphrase your comment. It is that you can cooper-
ate in ways which make sense scientifically. ,

There are people who are willing to do that. Sixteen years has
changed a lot in university and principal investigator experience with
Government, auditing. They realize we have to find new systams.
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. Dr. Gorpeera. If I understand what you are saying, Dr. Bartlett,
you are suggesting that the srrangement would be subject, to free con-
sent on the part of the investigators concerned. This would not be the
situation described in testimony yesterday where a department head
arbitrarily decided to use an investigator’s money for a completely
different purpose.

Dr. BarTLETT. No, if that is in fact what happenaed, no one I repre-
sent would support that kind of process.

There is another kind of process that is quite different from what we
have been talking about. It is another way to get at the heart of the
problem. That is the funding of the materials research centers at NSF.
NSF grants a lump sum of money to each materials research center.
The centers in turn grant funds to investigators based on an internal
peer review. That process strengthens the institution’s capacity to ¢on-
duct materials research and provides a guarantee of quality.

T am suggesting thai there are other models, not only the project
grant system, that fit the research as we actually have to cenduct it.
Those models ought to be added tn our present devices. I do not think
there is any reason to say that we should do away with all the devices
we now have, but they clearly are not adequate for the range of things
we are doing if we are going to be efficient,

Dr. Gorpeerg. The main point I intended to make was that there is a
very essential distinction between enacting new laws or, if it is within
the authority of the executive branch, setting up new support models,
and adhering to what universities are obligated to do under the terms
of existing irisiruments.

thr. Bartruzr. I do not think anybody is making a plea to violate
the law.

Mr, Founrain. For instance, one of the scientists who testified yes-
terday said he was periodically given a blank sheet to sign—a report of
expenditures form. He did it for a while, but it bothered him, and he
finally said, “I cannot do that.” They fired him because he would not
sign those blank sheets as to how they handled his grant funds.

That problem was fund transfers and uses for purposes which the
institution probably thought were legitimate but which he, as a re-
searcher, had no way of knowing about. When he found out that some
of it was being used for secretaries on other research projects and
things of that iind, he became very concerned about it.

Dr. Binkrey, May I add something at this point? The circumstances
we heard described yesterday at the two institutions are very unusual
circumstances. These are not what we know at the institutions.

The principal investigator runs a project. He is the one who makes
the determinations of what transactions are incurred that generate
costs against his project. He is very protective of that project. We
would have a rebellion at our institutions if that were not so.

Other than the cases described yesterday, the only circumstance of
which T am aware where a department head has interfered is in the
rare case where the principal investigator has proven himself fiscally
irresponsible. Therefore, the department head realizes he has to ride
herd over that PI or he is going to get the institution in trouble.

Mr. FounTarn. I am sure there are some of those situations also.

From the testimony that the subcommittee has received from GAQ,
in which it took a broad look at HEW, it appears that for the momeat
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there is an impasse between the Government and the universities on
what constitutes adequate documentation of use of Federal funds.
Despite the recent revision of OMB Circular A-21, which has not yet
gone into effect, it also appears from the testimony that the changes
in A-21 are not likely to solve the problem.

Dr. Binklev has stated that, “The systems utilized by the institu-
tions do provide reasonable assurance that a high proportion of the
Fedsaral funds have been used as intended.”

Dr. Binkley, is assurance that a high proportion of the funds have
been used as intended, enough? I do not know what you mean by “high
proportion.” Tf yon said 98 or 95 percent——

Dr. Bivgrey. I do not have such & percentage.

Mr. Fountain, I will not hold you to preciseness to the penny.

Dr. Bixnkrey. I do not have such a percentage. Of course, neither
party is really satisfied with any use that is not in accordance with the
intended use. However, it is still our conviction that T could stand be-
hind that statement, although I might. not be able to have proof of it.

Mr. Fouxrarn. What is your opinion as to whether it is necessary,
to the greatest extent possible—and I think we ought to say “prac-
ticable and reasonable”—to demonstrate that all public funds are used
as intended?

Dr. Binkrey. I feel we have a real obligation to prove that they
are used as intended. However, here again it is a matter of the degree
of precision. If we can be reasonably satisfied, that may be adequate.
A question is raised of how much additional cost should be incurred
in order to attain some little bit of additional degree of precision
when you still are not going to attain perfection.

Dr. Gorpeera. Is that really the problem, Dr. Binkley? According
to Mr. Stepnick’s testimony, the HEW Audit Agency has found in a
high proportion of audits that the mandated documentation for salary
and wage charges simply does not exist. There are no backup doc-
uments, as required by the Federal vegulations, with respect to after-
the-fact certification, by the investigator himself or somebody who is
in a position to know, of the time and effort put into the projects.

T wonder if we really know what we are dealing with. Is it a ques-
tion of precision in trying to get 1 percent more accountability, or iz
it something much more basic, such as the fact that some institutions,
at least as alleged by the HEW Andit Agency, are simply not meeting
their obligations under Federal regulations.

Dr. Bingrey. I do not want to put words in Ed Stepnick’s mouth.
However, my interpretation of his statement was this:

They found some deficiencies in the payroll distribution systems of
60 or 70 percent of the institutions. That does not mean that all the
payroll documentation at cach of those institutions was deficient, but
that they found some deficiencies there. There may have been a lack
of signatures on some of the documents, but many of them could have
had signatures on them., However, a deficiency was cited at such
institutions.

Dr. Gorpsere. We can ask him to clarify that point if there is some
lack of understanding. T might say, quite independent of his testi-
mony, that the subcommittee staff has locked at a large number of
HEW audit reports. The Andit Agency has fonnd many, many sitna-
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tions at universities where there simply is no documentation of work
effort which the anditors could accept as evidence that the work was
performed and was actually related to the project.

This seems to be something more basic than the question of how you
attain some small percentage of greater reliability at the expense of
a great deal of cost on the part of the university. It is a question of
whether the basic documentation exists.

Dr. Binkrey. A number of the institutions have been under what
is called the appointment and workload distribution system as an
alternative to the personnel activity reporting system under the exist-
ing arrangement.

Circular A-21 does not require documentation of the monthly re-
views, The auditors developed the criteria that there must be docu-
mentation of the monthly reviews. Circular A-21 does not requirve that.

They then called the systems deficient that were not documenting
their monthly reviews, which is not required by the regulations. They
had expanded the requirements and they gave no advance notice to
the institutions that they were being expanded. They called the sys-
tems deficient when they were the systems that were in accordance
with A-21 as stated and had been accepted before. This is the type of
problem we have encountered.

Tt could be that the review should have been documented to begin
with, but that was not required in the regulations.

Dr. Gorpeerc. In the interest of time, I would ask whether you
would be willing to look closely at Mr. Stepnick’s statement and sub-
mit for the record any disagreement of fact that you might have.

Dr. Binkrey. 1T would be glad to do so.

[The information follows:]

“\
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Colorado State University
Oftfice of Vice President for Finance gggzgoilms, Colorado

July 26, 1979

The Honorable L. H. Fountain
House-of Representatives

2188 Rayburn House Office Building
Washington, D.C. 20515

Dear Mr. Fountain:

At the hearing of the House Subcommittee on Intergovernmental
Relations and Human Resources on July 18, 1979, you asked that 1 explain
in writing my interpretation of a statement made in the testimony of
Edward W. Stepnick, HEW Assistant Ingpector General for Auditing. I do
so in this letter without having access to a transcript of the hearing.

As I recall the context, you referred to the statement contained
in my prepared testimony which said, "The systems utilized by the
institutions do provide reasonable assurance that a high proportion of
the Federal funds have been used as intended.” You asked how I recon-
ciled my statement to the statement of Mr. Stepnick, contained in his
prepared testimony at a point referring to salary documentation, which
said, "Compliance with the requirements, which have been changed several
times since their adoption in 1958, has consistently been found to be
nonexistent or inadequate at about 70 percent of the major colleges and
universities we audited."

At the hearing I said that Mr. Stepnick's statement should not be
inferred to mean that at 70 percent of the institutions all salary
charges have been invalid. My interpretation is that, while auditors
found some deficiencies at 70 percent of the institutions, much or a
substantial portion of the salary charges at many of those institutions
were indeed valid. 1In the examination of an audit sample, auditors at
times are dissatisfied with the documentation of a portion of the sample,
but they are often reasonably satisfied with the documentation of most
of the sample,

From my own background, which includes review of all audit reports
of approximately 100 major research universities over a four-year span,
I know that the seriocusness of deficiencies in salary charges has varied
considerably from one institution to another. 1 believe that the more
serious cases were relatively small in number. It is my interpretation
that the 70 percent referred to by Mr. Stepnick includes those institu-
tions at which minor deficiencies were noted, as well as those institu-
tions at which major deficiencies were noted.
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Since I believe that a substantial portion of the salary charges
were valid at most institutions having deficiencies, and since 30 percent
of the institutions were without deficiencies, it seems to me reasonable
to conclude that a high proportion of the funds were used as intended.

While the emphasis of the statement contained in my testimony differs
from the emphasis of Mr. Stepnick's statement, I do not perceive that one
statement necessarily invalidates the other. The difference in emphasis
of the two statements illustrates the variation in viewpoints, as

described in my prepared testimony, of the degree of exactitude necessary
for reasonable and cost-effective control.

Sincerely yours,

Soray A V=

Max A. Binkley
Vice President for Finance

MAB:es

51-111 0 - 79 - 1b
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Dr. Hearp. Mr. Chairman, lest there be any question, I am sure in
response to this last set of questions that none of us ought to be thought
to be arguing that these moneys should be spent for any purpose other
than that intended.

Mr. Founraiv. I understand that.

Dr. Hearn. Nobody is suggesting that for a moment. For my part,
and I think for my colleagues, we would say that universities that ac-
cept research grants must do so, and do do so, agreeing to meet what-
cever the specifications and restrictions of the grant are, including those
for reporting and accounting.

The difficulties that we have encountered are not always knowing
precisely what to do and sometimes, when we do know, there is diffi-
culty in actually doing it. That is the point that has just been made by
Dr. Binkley. I think there have been genuine cases of ambiguity ov
confusion.

The message that I would like to emphasize in these discussions is
the message that Dr. Bartlett has emphasized. That is the question of
whether we can try to find better ways of doing some of these things,
not abandoning any standards that we adhere to but trying to find
better mechanisms.

Myr. FounTain. That is the basic problem.

Mr. Stepnick has testified that the longest standing problem revealed
by HEW audits has been, as T recall, the lack of reliable documenta-
tion to support salaries and wages charged to Federal grants and con-
tracts. He says, “It is virtually impossible to resolve salary and related
charges when large universities do not maintain or properly supervise
the after-the-fact time and efforts reports required by governmentwide
standards.”

What I would like to ask each of yon is this: If wages and salaries
really constitute about 70 percent of grant expenditures, isn’t this the
crux of the accountability problem? Tsn’t it essential that universities
maintain reliable wage and salary records to support charges to the
grants, at least until such time as the Congress authorizes—and maybe
that is what it ought to do, I don’t know—broader forms of research
support which do not require project-by-project accountability ?

Dr. Barreerr. Mr. Chairman, T keep having the sense that we need
to make a distinction here between the question of accountability and
the problem of documentation. To my mind they are not the same
thing.

1 go not think there is any question that universities must and do
accept the requirement that they must be accountable for funds that
go for salaries and wages. T am not clear that there is significant evi-
dence being submitted that we are not doing that.

There is clear disagreement over what is proper documentation.
That is a highly technical, mechanical, and, on occasion. arbitrary kind
of issue.

For example, if we really were going to document effort accurately,
a principal investigator would have to carry around on his person a
way of recording, or have a person follow him around recording, the
following: When he goes to the library, what is he reading ? When did
he stop reading that and start reading something else? When he is
working with a student correcting something he has written which is
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,part of the research program, what is he doing? To document effort
“accurately would require that kind of precision.

I do not think anybody really proposes that we get to that level of
detail. Then the question arises, what 1s encugh documentation to prove
that we really are using the funds for the purposes intended.

Every university and college is audited by external auditors. Each
has its internal audit processes. We are not unaudited institutions
whirling in some kind of accounting vacuum. We make public to those
who wish to see it in one form or another the audits of our programs.
In that process we confirm that our obligations are carried through.

However, there is a different kind of documentation that is required
under the grant processes we ave describing. What we are arguing
about, I would repeat, is not whether or not Dr. X did one, two, and
three. What we are arguing about is can we prove Dr. X did one, two,
and three.

It is iinportant to separate the substance of the problem, which is
what are people actually doing, from the form of the problem, which
is how do we write it down in ways which are adequate.

Mr. Browx. Would you yield for a question on that point?

Mr. FountamN. Yes.

Mr. Browx. As the father of one now in an institution of higher
learning, the moral problem that goes deeper than that is whether ov
not you are advertising Dr. X as a research person who is doing the
work on a Federal Government project and also advertising him to
those of us who are paying tuition for the education of our children
as the one who will head the department and administer his or her
education in a certain sphere or perhaps, wonder of wonders, even
teach the youngster in class.

What occurs to me is that the colleges may be getting the best of
both worlds. T never knew until you just mentioned it that I could call
up the two universities from which I graduated and ask for an audit
of their accounting procedures for the money that is sent to them from
almmnus or that the Federal Government and my parents paid to edu-
cate me, My guess is T would have a difficult time doing that but may-
be T could. T certainly could not at the one where my son is at college
now.

The question is what kind of usage of these Federal funds that go
to the university is really being made. My gness is that the university
is saying, “Here is the professor who will do this vesearch.,” and then
they do one of two things. They either hire a bunch of research as-
sistants to do the work on the Federal grant and he goes on with his
consulting fee work outside the university or perhaps even tesches a
clags or two, or they wind up with his doing some of the work on that
project and the TA teaches the class or gives the lecture for the
freshman, sophomore, junior, or senior year. )

I think it does put you in the position of having the best of both
worlds. The problem from the standpoint of the Federal Government
is that we do not demand any results for the most part out of these
studies that are done by the distinguished professors on the faculty
that most universitics have in certain fields. We may get the wheel re-
invented for the money that the Federal Government spends.

As the ranking Republican on the Joint Economic Committee, I
sign o lot of contracts where professors and others, for not insignifi-
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cant fees, give us the results of their studies. My guess is the basic
work has already been paid for by somebody else, perhaps even
another branch of the Federal Government. We are buying the results
of those studies in some slightly modified form. ) )

It is a great game. I think it is probably needed by the universities
or our tuition fees would be much higher. However, where is the line
properly drawn on some of these things? .

Dr. Barrrerr. Congressman, you raise so many issues that it is
difficult for me to respond to all of them. However, let me respond to
the one——

Mr. Browx. I raise this as an accounting problem. Maybe what we
need is the American Society of Public Accountants or somebody to
come in and give us standard accounting procedures and all that for
universities. I think that treads close to the line of interfering with the
traditional academic freedom of universities. God knows this com-
mittee has done too much in that area already with the Department
of Education. [Laughter.]

Dr. Bartrerr. Personally I agree with your latter statement very
much, but that is another matter.

Mr. Brownx. T did not mean this subcommittee but the full
committee,

Mr. FouxtaiN, He meant the Committee on Government Opera-
tions, not this subcommittee.

Dr. Barteerr. Let me comment on the vesearch aspect of that which,
I take it, is the thing that is before us.

It is very difficult, particularly in the physical and biological
sciences, for the principal investigator to deputize somebody else to
do that work. It is not difficult ; it is virtually impossible.

Usually there is a portion of the grant he recerves for staff assistance.
The people he hires are usually graduate students. There is no way at
the level at which he is going to have to perform under peer review
systems and get renewed under peer review systems that he can dep-
utize someone else to do his work. I think there is very little problem
of principal investigators in the natural sciences not aoing what they
caid they were going to do. T think that is rarely, if ever alleged.

The other side of it, the issue of the educational process, is another
whole subject. However, it seems to me in the research part, in the
natural sciences where most Federal money is, we can be very confident
that the people are doing the work they said they were going to do.
Nobody else can.

Mr. Founvain. T have another question. However, in order to keep
things coherent there are some questions I should ask right at this
point in order to develop this chronologically.

T think Dr. Heard spoke to the difficulty of deciding how much of
a professor’s salary is allocated to a federaily sponsored project when
that faculty member is engaged simultaneously in teaching and other
functions. While T would readily agree that cost allocation is difficult,
it is certainly not impossible because it is done all the time in a variety
of other institutional settings. . |

Doesn’t the problem really come down to the particular method used
to document the proportion of total worktime or the effort each faculty
;?lerélgber devotes to federally sponsored research? Do you all agree on

at?
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Dr. Hearp. Yes.

Mr. FounTain. In the event a particular professor carries a specific
teaching load, such as halftime, 1sn’t it easier to estimate how the re-
mainder of his work activity is divided between federally sponsored
research and his other institutional duties?

Dr. Binkrey. To the extent that his teaching load can be clearly
defined, that is an assist in determining what his other activities may
be. He may also have part-time administrative responsibilities. He
may also be involved in patient care. He may have several research
projects and you still have the problem of allocation there.

Dr. Gorpsere. Dr. Binkley, don’t institutions normally make ap-
pointments in a fairly clear-cut way where a person is paid for full-
time teaching or halftime teaching or some other proportion? Isn’t
this the normal way in which institutions compensate individuals——

Dr. Hearo, Let me make one comment on that, Then Dr. Binkley
can follow up.

There is considerable variety, at least at. my university, and I think
at others too, in what is defined as the full-time teaching load of a
faculty member. This will vary from one department to another. Cer-
tain departments will have 9 class hours per week as the normal full-
time teaching load. In a different department in a different discipline
those hours may be 6 or higher than 9. There ave differences between
individual faculty members as to the number of class hours required
for a full-time teaching load.

When the institution makes those distinctions, it is usually saying.
“We think this faculty member can best use his time in certain
ways”—6 hours teaching and, if the normal load is deemed to be 12
hours, the other half of his time on something else. Those are propor-
tions and we don’t mean 12 60-minute periods doing something but we
are talking about half of his workload. In one case, the best intevests
of the institution are served if the faculty member devotes half of his
time to other than teaching, or in another case a third of his time or a
fourth of his time to other than teaching. That will vary greatly.

What he does in that nonteaching time also can differ. Some have
extensive extra-ncademic assignments, special counseling assignments,
working with students outside the classroom in certain ways. Some
may have administrative responsibilities. Some may have clearly
defined explicit research responsibilities. Some may have the general
assumption that what is left over is to be devoted to research.

The variety of civenmstances is very great among individuals and
among disciplines.

Dr. Gorosera. T appreciate that kind of situation does exist in in-
stitutions. However. relating vour response to the chairman’s ques-
tion, despite the variation in the number of hours that constitutes a
full-time load. as fong as there is a policy and an understanding be-
tween the institution and a certain professor that his teaching will
constitute 50 percent of his workload. doesn’t the accounting problem
under those circumstances become easier in looking at the other 50
pereent and deciding at the time of documentation and at the time of
audit how that other 50 percent is allocated between Government-
sponsored research and other activities?

Dr. Hearp. Yes,

Mr. Brown. Would you yield at that point$

Mr. FounTain. Yes.
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Mr. Brown, I am not sure I agree with you. One of the things you
are hiring—and we do this in Joint Economic Cormnittee and cer-
tainly have done it in the energy field—is use of the guy’s econometric
model, which may be a matter of input over a couple of weeks but
it is something to which he has devoteg a good deal of his time in prep-
aration of it. Then the figures are cranked in at one end and you come
out at the other end with something for which you are paying and
for which, it seems to me, it is very difficult to quantify in terms of
how long it took to run the computer.

I have a lot of Federal Government research in my district at
Wright Patterson Air Force Base. I think from time to time some of
that is referred to some academics for consideration of whether the

ath they have chosen to pursue is likely to be a promising path. You

uy some academic judgment from, for instance, somebody who is
noted in the field of ceramics where you might find he could head
them off or say, “You have two choices here and the most promising
one is choice A.” With that academic judgment, the Government
either saves or wastes a whale of a lot of money, it seems to me. That
might be scomewhat difficult to quantify by the hour. )

Dr. Bingrey. We do not quantify it by hour. We quantify it by
percent of total effort.

Mr. Brown. How much is a Nobel laureate worth in economics as
opposed to somebody who is not quite there yet in terms of his
recognition ?

Dr. Binkrey. Presumably that is a factor in his aggregate salary.

Mr. BrowxN. You quantify it on the basis of what the institution
pays him or the fact the institution pays him a modest amount and
says, “Go out and make as much as you can consulting and stick with
us because we helped make your reputation #”

Dr. Bivgrey. The percent of effort is applicable to his total ag-
gregate salary. His total salary rate is set.

Mr. Broww, I tried to get one of the accountants at a distinguished
university as a staff member of the Joint Economic Committee, and
the guy laughed at me because I could not offer him the money to
work here on Capitol Hill that he was making not from his salary as
a professor but from his salary, his consulting fees, and his writing.

He said : _

If 1 could work on\your staff, Congressman, nobody is going to pay me to
write because it is corrupted by the fact that I am working on a partisan side of
a Government committee. I am not going to get very many consulting fees be-
cause nohody will pay me. Legally they cannot pay me for that kind of work.

When that kind of a person is hired, what is his time worth? Ts it
the university salary? Is it the amount he is paid by Procter & Gamble
to do consulting? Is it what he got for his last book that the university
requires him to print?

Dr. Barrrerr. If I understand that question correctly, Congressman,
that person would devote a percentage of his time to a particular
Federal grant program. How much he was paid for that would be a
percentage of his university salary, not of his total income.

Mr. Brow~. Aren’t you fellows in a position as administrators of
universities to say to this professor:

We will require only two-thirds of your active time. What you make on con-
sulting and what yon make in separate writing and what you make in fees for

T
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whatever you might be doing is your business. Just don't get the AAUP in here
pushing for higher salaries all the time.

Dr. BarrLerr. What I am going to say is not invariable because
institutions do not all do it exactly the same, but. most universities
have a conception in each department of a full load. A full Joad, in-
cidentally, almost always involves at least 1 full day off. What a person
does with that time is his own affair.

Universities do not forbid faculty from capitalizing on professional
writing and scholarship work on their free time. Most departments
in most good universities simply monitor it.

As long as that person meets the department’s definition of a full
load, what he does with the balance of his time is his own affair,

Mr, Broww. I am reluctant to mention names specifically and will
not do it, but I will mention them to you privately. T have known
professors who have served on corporate boards and who do separate
consulting work because of these econometric models and other things
they have put together who are making far more on the outside than
they are making with their full load of academic work.

Dr. Banrrerr, Oh, yes.

Mr. Browx. It seems to me the question is not what Vanderbilt will
pay him or MIT will pay him—and I hope you are not offended by
the connection—but what United States Steel, Procter & Gamble, or
Mobil Qil might pay him.

Dr. Barrrrrr, There is another thing that needs to be said. There
are some people—not many—who make more outside their salary than
they make inside the universities. That is true.

However, we are talking about the problems of administering Fed-
eral research grants, The faculty member who sets out to be a principal
investigator, goes through the peer review system and wins a grant,
does so knowing that the rate at which he is going to be paid for his
time is going to be on the basis of his academic salary, not his total
compensation, He has to make a judgment, Maybe he cannot afford to
be a principal investigator because he has to spend his time with his
cconometric model. However, that. is his judgment. But that does not
affect how much he gets paid under the grant.

Mr. Brown. Mr. Chairman, I appreciate your courtesy. I have a
time constraint and T have two other questions I would like to ask. One
is a factual question.

T would like you to give me the answer. Dr. Barlett. If you cannot,
T will try to get the GAQ to find out for me. I think maybe they have
tlready done this work.

What percentage of the income of universities is supplied by Fed-
eral funds broken down in the categories that the Federal Government
puts money into higher education—research grants, student aid, and
so forth? I have heard the figure, but I do not know where it might
come from. Perhaps staff could help me with this. I have heard that
in certain institutions noted for their scientific studies it is much higher
than either their endowment or tuition fees. Therefore. they are really
extensions of the Federal Government if you consider where their
funds are coming from. Is that a fair statement ?

Dr. Barrrerr, Since the Second World War it has been the policy of
the Federal Government. as T understand it, to do most of the basic
research of the Tnited States in universities, Of the universitics that
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do the greatest part of the research, most of that research is funded
from Federal sources.

Mr, Brown. Do you have figures on that either in the aggregate or
specifics for a number of universities?

My, Founrain, It depends upon the area.

Dr, BarTrerT. I have the specifics for a number of individual uni-
versities but not for the whole higher education.

Mr, Brown. Please provide that for me personally or for the record.
Dr. Goldberg tells me it varies with certain different kinds of schools.
I would like to see that in general. T would like to see it across the
spectrum of the university community, if you could do that.

Dr, Hearp. In his speech of April 10, Mr. Staats gave these figures.
These are 1978 figures, as T understand them:

The universities do 52 percent of all basic research in the United
States. Fifty-four percent of all Federal funds spent for basic research
is spent in the universities. In other words, over half of the basic re-
search in the United States is done at universities and over half of the
basic research that is funded by the Federal Government is done in
universities, Also, 72 percent of the basic research support in univer-
sities is funded by the Federal Government.

Mr. Browx. That still does not quite address the point I am after.
When you, as the president of a university, prepare your budget, how
much Federal funding for research and how much o’(y the Federal pro-
grams that assist universities—and I think this is the thrust of the
nterest of this committee—comes from Uncle Sam ¢

I go back to the point that you mentioned in trying to bring these
two things together. Does the professor in making his contract with
the Federal Govermment operate on his own and then come back to the
university and say, “This is what we are getting from the Federal
Government”? Does the university negotiate it and consider it as
part of the budget of the university ? How is it handled by the average
vniversity ¢ Is there any average procedure?

Dr. Bartrert. I think we can answer the procedural question with
some confidence. It is closer to your first model than your second one. Tt
is much more the individual professor going to a Federal agency and
competing. If he wins a grant under a gedera] program, then the uni-
versity acts as the administering agency. It is not the university that
goes to the agency and says, “We would like to do the following
research.”

Mz, Browx. However, I have the feeling that somewhere in the plan-
ning of the university—and T plead for candor in this because that is
the only way we are going to get some guidance about what ought and
what ought not be done—I have a feeling that once that link-up has
occurred, then the university says, “We are getting so much for selling
ads on television shows of our basketball team. We are also getting so
much for Professor Smith and his study project for HEW.”

All of this relates to how youn run the university. You do that as an
income side of the ledger. Then on the other side of the ledger you put
down how much you paid Professor Smith and also how much you
paid his teaching assistant who is doing freshman economics or bio-
logical sciences or whatever it is becanse Professor Smith now gets 2
days off rather than one.

=
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Is that too nnfair?

Dr, Barreerr. No. A major university that is conducting a large re-
search program—and that is one category because it is not all institu-
tions—will have a record of a level of research. One of the things it
will build into its budget is an expectation of indirect cost reimburse-
ment for that level of research, simply based on what happened last
vear and the year before and what it assumes will be happening next
year.

On the basis of level of activity, that decision is translated at some
point in the institutional process to the number of faculty in a given
department. The size of that department will depend in part on past
experience with sponsored research. You would not hire that many
people if you did not know from past experience that you are likely
to have # numbers of your people doing some sponsored research work.
Therefore, it is built into the system.

That, incidentally, is the direct result of the decision which the
Federal Government took soon after the Second World War, Most of
the U.S. basic research will be done in universities. Universities have
developed the capacity to carry on that function and they have built
it Into their systems.

One of the problems with the project grant system is that universi-
ties, like other major economic entities, have to anticipate income in
order to plan for the future. In the 1950’s and 1960°s they built ex-
pensive laboratories partially on the assumption that the Federal
Government would continue to fund basic research projects.

To illustrate one aspect of the problem you are raising, one of the
things that happened at the beginning of this decade was a sudden
and precipitant cut in research funds. That did not just affect one
little piece of the great graduate and research universities in the
United States. It shook them all up and down the line. Under Federal
inducement of the strongest sort:

Mr. Brown. Production would be a good term:

Dr. Barrrerr. No, T think it is partnership. I think this really was
a national policy which was very clearly enunciated after the Second
World War. We all assumed we were doing the patriotic and right
thing to do.

When those sorts of policy decisions are suddenly turned around,
the whole fabric of the university is affected because in good faith the
universities have done what, we understand they are supposed to do.

Out of that then came almost a slogan from the universities: “We
can cope with high levels of research funds. We can cope with low
levels of research funds. What we cannot cope with is rapidly undu-
lating levels of research funds.” That slogan is built into the system.

[The information requested by Congressman Brown is contained in
the following letter obtained by the subcommittee :]

DEPARTMERT oF HEALTH, EDUCATION, AND WELFARE,
November 2. 1978.

Mr, CHARLES B. SAUNDERS, Jr.
Vice President for Governmental Rclations,
American Council on Education,
Washington, D.C.
DeAR Mg SAUNDERS: Thank you for your letter asking that I clarify the
figures T used in my August 21 address to the American Federation of Teachers
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regitrd;(xil)g the magnitude of Federal support in post-secondary education (copy
enclosed).

I would like to point out that the figure I used was intended to represent
direct and indirect Federal support of the entire post-secondary sector, including
assistance to students and families as well as institutions. The National Center
for Education Statistics (NCES) however, in the table you cited, includes under
Federal funds only those funds that institutions of higher education receive
directly irom the Federal Government. The following are examples of indirect
benefits that institutions of higher education receive:

Direct Federal payments to students (especially under Veterans Agsistance
and Social Security benefits programs) ;
Tax expenditure resulting from:
the execlusion of taxable income of veterans readjustments benefits
and other scholarships and fellowships;
parents claim for personal exemption for full time students over
18 years of age, if the students have income of their own;
the deductability of contributions by both individuals and corpora-
tions to educational institutions;
Other Federal assistance such as amounts for loan forgiveness, Federal
1losses through guaranteed loans, and amounts for new higher education
oans.

For these reasons, NCES’s 15 percent figure does not fully represent Federal
support of post-secondary education. An alternative approach in estimating
the total Federal impact is to calculate the ratio of Federal outlays for post-
secondary education (inecluding research funds, student aid and tax expendi-
tures) to total secter revenues (including proprietary revenues and commui«r
student room and board expenses). The result of such a calculation is that the
Federal Government in fiscal year 1977 provided about 30 percent of the income
in the post-secondary sector.

Sincerely,
JoserH A. CALIFANO, Jr.

Mr. Browx. As a matter of conclusion, I think Dr. Bartlett hasmade
a very good point.

I heard a verbal presentation the ccher day by the vice president of
Exxon at a seminar I attended at the Aspen Institute in which we
were discussing research and development and administration projects.
He verbalized a plan or an idea that would call for partnership be-
tween government, private and public universities, and corporate
institutions that would tend to try to stabilize the research effort and
then do something with it afterward. It would tend to break this link,
to some extent, between the government going directly to universities
and would bring about a three-way partnership that might be some-
what more stabilized than we currently have. He told me he would
send me that idea crystallized into a letter.

Dr. Bartrerr. In principle it is an issue in which we are very in-
terested and to -which we are very sympathetic. One does not know
the nature of the precise proposal, but in general the idea of increas-
ing that triangular interaction is one in which the research universi-
ties by and large are very much interested.

Mr. Brow~. Mr. Chairman, thank you very much for your courtesy.

When we get rid of this responsibility, if they would offer us a
college presidency, it might be a very appealing job but T do not
want it to corrupt us. I think the nature of this hearing is to avoid
the corruption of otherwise very fine people.

Dr. Hearo. Mr. Chairman, Jet me be explicit on one point in re-
sponse to Congressman Brown’s question. In my university—and I
feel sure in others—when budgetary plans are laid they seek to antici-
pate income from all sources, including the 10.S. Government, includ-
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ing Government research moneys and other Government moneys. And
they try to anticipate expenditures for all purposes.

ongressman Brown’s original question was: Do you take into ac-
count. Federal moneys that you are going to receive? The answer is
yes. It is fundamental,

Mzr. Broww. I just do not want you to be tempted to do the wrong
things with that money.

Dr. Hearp. No, sir. You don’t let us, and we wouldn'’t if you did.

Mr., Fountain. Hearings of this kind prompt us to want to ask a lot
of questions but, as was the case with Mr. Brown, we all have con-
straints on our time. However, before concluding with two or three
questions, I cannot resist the temptation of asking one question that
has an indirect relation. These are only a few of the questions we have
which we may send to you. ,

Are we spending too much money in low priority research and too
little money in high priority research?

Dr. Hearp. T would find that extremely difficult to answer,

M. Founrtain. I know it is a $64,000 question.

Dr. Hearp. The question is what is the standard of priority. I guess
those who fund and those who do research. basic and otherwise, would
Iike to think that they are spending their time in the ways they best
can. New problems can arise, new issues to be studied, for which skills,
equipment, and training have not been developed yet. Therefore, there
may be a time lag in attacking the most important problems. You may
notdbe working on them. You just may be doing what yon know how
to do.

It is very difficult, especially if one considers that the results of basic
research are very difficult to anticipate and often delayed in coming.
This does not mean automatically all basic rescarch is therefore good
or effective or productive in the long run. It just means it is difficult to
assess promptly.

What we depend on ultimately, T guess, is the instinct, judgment,
and demonstrated competence of people doing research, melded with
a definition, from a national perspective, your national perspective, of
what needs to be done. It is a very hard question for me to answer.

Mr. Founrain. A number of reasons come to mind. One is that when
you pick up this big book and see the list of grants made by NIH, as
H. R. Gross used to do when he was in the House, examining them just,
on the basis of their titles, you wonder if a lot of money has been
wasted. T remember one on the aleoholic habits of the American people.

Somehow the American people are constantly picking up these
things. It is hard to answer their questions when they write and ask
why in the world we are spending money on this or that. Of course,
after you thoroughly go into the background of the project, some of
the inost ridiculous-sounding titles turn out to be extremely important
work.

Dr, Goldberg can probably remember this better than I can—as I
recall, we found an excessive amount of money being spent by NTH
on what they themselves considered low priority projects. They were
spending some percentage of their funds on low priority rescarch.

Dr. Gorpeera, Mr, Chairman, that was largely in the context of sup-
port for a portion of the so-called approved applications which NIH
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and others thought ought to be supported during the financially plush
days of the early 1960’s. At that time NTH was paying perhaps twice
the percentage level of approved applications that it does today. The
priority score for funded projects was roughly 450 in comparison with
the worst possible score of 500. The average approveq grant supported
today has a priority score of perhaps 300. Therefore, the quality level
of health research projects being supported today apparently is con-
siderably higher than it was during that period.

A portion of the money appropriated for health research in the
1960’s was spent to support projects which NIH’s peer reviewers
thought were acceptable but relatively poor quality. The Congress,
aided and abetted by academicians who were beneficiaries of those
funds, was forcing money on NIH each year considerably beyond the
amounts spent in the previous year,

Mr. Founrtain, NIH tells us it is awfully hard when the chairman
of a committee asks, “Can’t you use more money " They hate to admit
they are not prepared to spend the money effectively, so they say,
“We'll do the best we can.” As a result, NIH actually had more funds
appropriated than they could wisely and judiciously spend. That was
during the early years.

Let me ask you this question, Dr. Heard. If at the time a professor
applies for a grant he is able to estimate the percentage of work ac-
tivity that he expects to devote to a research project, should it or should
it not be easier—and more accurate—to estimate the time actually spent
on that project, after the fact, on a weekly or a monthly basis? T ap-
preciate we are dealing with estimates and not precise numbers. How-
ever, I find it hard to understand why this process is so difficult.

Before you answer that question, T will ask vou this one: If it is
difficult, is it because universities fear the possible loss of research
funds they have already budgeted for faculty salaries? Tf so, I can
understand that would pose a big problem. I would apreciate your
candid discussion of these questions,

Dr. Hrarp, I think the answer to the second question is no, at least
in my experience. I am told, and T confirmed this this morning with
my colleagues, that Vanderbilt has been in an unusual situation, a
unique situation. We have been the only institution, as I understand
it, working with what is called stipulated salaries. Tt will not be pos-
sible to do that after A-21 goes into effect this coming fall.

We have been required, and we have taken advantage of this oppor-
tunity, to stipulate in advance the proportion of time and therefore
salary that would be assigned for the particular individual to the
project in question. My colleagues tell me they fesl that has worked
well. Whoever has looked over their shoulder and scrutinized it and
agdited it apparently has agreed. At least we have had no complaints
about it.

I think your question is a fair one. T think the only objections that
one can offer are the two that have been implicit and explicit in what
has been said already.

One is the fact that documentation may be difficult. Tt is an estimate
to start with, It can be an estimate at the end. It may be hard to docu-
ment. Tt may be difficult, not necessarily time consuming, to document.

Second is the ¢uestion: Is that the best use of the individual’s time.
making the kinds of reports that may be required ?

Ay Fe
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I do not have much sympathy for persons who say, “I cannot be
bothered with that. T am accustomed to being a free agent. I do not
want to engage in these tedious reporting requirements.” I do not have
much sympathy for that. I do not think very many people really take
that attitude.

However, you can envision—and there has been discussion of this—-
that much labor may be involved in documentation. That does make
some people question its desirability. The other part of it is the accu-
racy of the documentation.

Dr. BinkiEy. I believe you have covered the answer.

Dr. GorpBera. Just as a matter of practicality, isn’t it easier, for an
investigator, or for you and me, to record how we spent our time yes-
terday and today at the end of each of those days, and to record what
we did during the course of a week immediately at the close of that
week, than to wait until the end of a fiscal or calendar year and then
try to go back and reconstruct what we did during that period ¢

Dr. Hearo. Tt is certainly going to be gross and impressionistic if
you do it at the end of the calendar year.

There is at least one attorney sitting up there. As I understand it,
lawyers certainly keep a record of how they spend their time because
this is how they bill their clients, based on the amount of time they
spend. We know that can be done and is done.

I guess it is partly because of the several purposes that the faculty
raember may be pursuing at the same time. When you read that book
to which Dr. Bartlett referred—are you reading it for your research,
are you reading it for the class you are going to teach the next day,
or which research project are you reading it for? You can make:the
arbitrary assignment of time; there is no question about it. You can do
it every hour if you take the time to do it. It may not be precise but you
will have it down. You will make a judgment. It will rest on the
judgment.

Mr. Fountain. That is documentation if he puts down 3 days a
week, 4 days a week, or whatever it is.

Dr. Bartrerr. The real professional success of a faculty member
is finally going to be determined by his productivity. He is driven by
factors, strong ones in Strong.institutions, the ones that are getting
most of the grants, that are much more compelling than whether he
can in fact justify that he is spending that amount of time. At the end
of that time he has put in he has to have a result that his peers will
honor or he is not going to get the brass ring the next time around. He
has to do this over and over again. He has to be successful.

That is the real pressure on that person—to make sure that he is
using that time. To control the time and document it is really a kind
of exercise in an arbitrary judgment.

Dr. Heawp. I do not think we should give the impression that we
feel there is not 2 problem here. I expect that you could find cases in
which the teaching function has been supported in fact by research
moneys.

Mzr. Founrain. That is what brought on this problem.

Dr. Hearp. There is no use to try to pretend that is not a problem
or that it has not been a problem.

The question is how best to solve the problem. One way to attack it,
if you can get any kind of responsible adherence to the system, is this
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hourly, daily, or weekly reporting. We currently function under a
monthly estimate of time spent.

If there has been an abuse of that, nobody can fault you for trying
to correct that abuse or requiring those who have abused it to conform
to what the policy and the principle are.

My only plea is that we try to solve those problems in the ways that
give you the best substantive results and do not impede the main pur-
poses of the grants in the first place, which is research.

Dr. Bivgrey. It ought to be added that the reverse of this situation
is true also. Frequently instructional funds are used for research pur-
poses as cost-sharing against a project.

Mr. FounTain. I think we all understand the problems; the question
is how to solve them, ‘ '

If T were a university, I would rather be able to spend all my money
as I saw fit without having to give any accounting. Maybe I might do
a more efficient job if T realized those funds come from the taxpayers
and have to be justified, and that those in the Congress who appropri-
ate them are responsible to their constitutencies.

We have this problem now because a number of years ago basic re-
search money was being improperly spent to pay professors’ salaries.
It was the feeling in Congress that if the Federal Government wanted
to spend money for that purpose, we should enact specific legislation
to provide aid for higher eduncation, for teachers, and so forth.

I will ask you just one more question. Does the resistance to provid-
ing a monthly after-the-fact record of proportionate time or effort an
investigator has spent on Government-sponsored research originate
with the faculty members involved, or is there resistance also from
university administrators?

Dr. Bingiey. It is principally the faculty members. Although the
administrators have to handle the papers, resistance principally comes
from the faculty members because they have to measure each indi-
vidual on the project each and every month. If the individual is on
more than one project, another PI may have to look at the time and
the department head has to look at it with regard to instruction. It is a
lot of paper shuffling.

Mr. Founrtain. Are we faced here with an issue that is largely an
emotional one, is it more a matter of objecting to required reports cn
how a protessor spends his time rather than the ability to make those
reports? ,

Dr. Bartierr. Mr, Chairman, T woulditike to comment. Of course,
itis a blend. Tt is a wide continuum of concerns.

However, there is one that I would like to mention that has not been
emphasized very much but is very germane to the topic. One of the
things that has been very effective about American science has been
the linking of graduate education and research into one process. It
wmeans that the men and women coming through the system get into
the actual conduct of science early and as part of their graduate work.
They do real research while they are still stndents.

We have pnt a great deal of emphasis on our science tradition—and
from all we can tell from comparisons with other countries it has heen
done very successfully to bring the gradunate student into research, and
we bring research into the educational program of the university. The
faculty member who is the investigator is also the teacher who is
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stimulated by his student. The student is stimulated by the close prox-
imity to an investigator at the frontiers of knowledge, and so on. It is
a whole process.

What some of us fear is that into that process will come a set of
constraints which force us to pull it apart in order to document what
each part is. The logical and simple way to deal with all of the prob-
lems we are talking about has always seemed to me to be simply to
take research out of the universities. Separate education and research.
Both would be neat and clean, and most of our problems would evapo-
rate. The only casnalty would be good science.

I think that is one of the things that concerns us most—to protect
that fusion of graduate education, of apprenticeship, of stimulation
for the principal investigator, of research, all into one dynamic proc-
ess. That arouses emotions. It arouses emotions on everybody’s side—
on the part of the person who cannot understand why we are so con-
cerned about it because it does not seem to be a very necessary problem
and on our parts because we see inroads coming into that process that
may break it up.

‘What, we will do in universities is gradually separate, under the pres-
sure of fiscal processes, the parts of the process and thereby lose some-
thing very important. That element is a little piece of the answer to
your question, but it is an element that I do not think has been sufhi-
ciently emphasized.

Mr. Fountain. I have a number of questions I have not been able
to ask. I will have Dr. Goldberg go through them and see if he wants
to send any out to you, Dr. Binkley. for written response. I think most
of the subject matter we had in mind has been basically covered. I hope
when we have completed the hearings, they will lay the groundwork
for helping the Government agencies, universities, and the Congress to
better understand and deal with these problems.

All of you have been extremely thought provoking in your state-
ments and in your responses to our questions. We appreciate your
presence here.

You, Dr. Bartlett, as head of the Association of American Univer-
sities, ave speaking for a very large group. All of you are understand-
ably concerned.

I think the key thing about which we are concerned is that some uni-
versities have been repeatedly advised by the andit agencies, over many
years, that, their accounting systems are inadequate for the accounta-
bility of Federal funds, for documenting charges to Federal grants,
and therefore unacceptable, particularly under Circular A-21, which
has now been amended.

In somne instances, perhaps there has been too much bureaucratic
redtape. We have been fighting that also. We will continue to fight it.

T think we all see what the problems are. T hope these hearings will
stimulate some improvements. We have taken testimony, but we cannot
force anybody to do anything that is not required by law.

However, T think appropriate administrative action is the important.
thing at this time. A good administrator can take even a bad law and
do a. good job. A bad administrator can take the best law in the world
and slaughter its intent.

Again, thank youn for being here.
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The subcommittee stands in recess until 9:30 tomorrow when the
hearings will resume with testimony from the Office of Management
and Budget, which some consider the fifth branch of Govemment and
the National Commission on Research.
[Whereupon, at 1:37 p.m., the subcommittee adjourned, to recon-

vene at 9:30 am,, Thquav Jnh 19, 1979.]
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ACCOUNTABILITY OF EDUCATIONAL INSTITUTIONS
FOR FEDERAL FUNDS AND THE EFFECTIVENESS OF
FEDERAL AUDITS

THURSDAY, JULY 19, 1979

House or REPRESENTATIVES,
INTERGOVERNMENTAL RELATIONS
AND HuatAN REsoURcEs SUBCOMMITTEE
or THE CoMMITTEE ON GOVERNMENT OQPERATIONS,
Washington, D.C.

The subcommittee met, pursnant to notice, at 9:45 a.m., in room 2203,
Rayburn House Office Bmldnm Hon. L. H. Fountain (chalrmrm of the
subcommittee) presiding.

Present : Representatlves L. H. Fountain, John W, Wydler, and
Olympia J. Snowe.

Also present: Dr. Delphis (. Goldberg, professional staff member,

yilbert §. Goldhammer, consultant; and Thomas Houston, minor-
1ty professional staff, Committee on Government Operations.

Mz, Founrary, The subcommittee will come to order. Let the record
show that quorum is present.

The subcommittee will complete its series of hearings this morning
on institutional accountability and aunditing with testimony from the
Office. of Management and Budget and the National Commission on
Research.

We are delighted to have with us this morning, as our first witness.
Mr. Bowman Cutter, Executive Associate Dirvector of the OMB.

Mr. Catter, we would be delighted to hear from you,

Mr. Wynrer. T just want to welcome you, too, Mr. Cutter.

T have had some dealings with you in the past, and T am delighted
that vou are a witness heve today. You are a credit to the QOMB.

STATEMENT OF W. BOWMAN CUTTER, EXECUTIVE ASSOCIATE DI-
RECTOR, OFFICE OF MANAGEMENT AND BUDGET; ACCOMPANIED
BY JOHN LORDAN, CHIEF, FINANCIAL MANAGEMENT BRANCH

Mr. Correr. Thank you very much, Mr. Chairman and Mr. Wydler.
Tt 1s delightful to be here.

Mr. Wypter. You have not been asked to resign today. have yon?

Mr. Currer. Not so far, no. [Laughter.)

It is a pleasure to be here.

T would lke to introduce Mr. John Lovdan who is the Chief of the
Financial Management Braneh of OMB. who will assist if there ave
questions.
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My, Fouxrary. Ttisnice to have both of you.

Mr. Correr. Thank you, sir. :

As my statement is brief. T will go ahead and read it. And then T am
free to stay here as long as you have questions.

We welcome the opportunity to discuss with you the question of
university accountability for Federal research funds.

As you know, Federal funds are the largest sources of support for
research activities undertaken in colleges and universities. Nearly $4
billion will be obligated in fiscal vear 1980 by the Federal agencies to
support research and development in colleges and universities, includ-
ing medical schools. This is an increase of 9 percent over the 1979 fiscal
vear dollar level and represents approximately two-thivds of the re-
gsearch and development financed in these institutions from all sources.

Scientists at colleges and universities continue to be the primary
performers of basic research, not only for the Federal Government, but
for the Nation as a whole. Academic researchers will benefit signifi-
cantly from the continued growth in basic research provided in the
1980 budget. This growth is intended not only to encourage scientists
to undertake innovative research, but also to assist In ameliorating
some of the problems currently associated with the performance of
vesearch in colleges and universities. including the growing obsoles-
cence of equipment and the lack of opportunities for young investi-
gators.

Approximately half of the Federal rescarch and development funds
that universities and colleges receive goes to conduct basic research;
approximately 40 percent to conduct applied research—primarily
medical—and the remainder to undertake development activities. The
Department of Health, Education, and Welfare and the National Sci-
ence Foundation are the major sponsors of research and development
at colleges and universities with estimated respective levels of $1.9
billion and $631 million, respectively, in 1980. The Departments of
Defense, Agriculture, Energy, and the National Aeronantics and Space
Administration will each provide more than $100 million in 1980.

Obviously, then, the administration is deeply committed to main-
taining a vigorons academic research base for the Nation. But, like
the members of this committec and Members of the Congress, we ave
also concerned about the cost of research and about assuring that the
taxpayer gets the greatest possible benefit from every dollar spent on
it

Director McIntyre has recently anmounced a program that bears
directly on the subject of these hearings. Called the financial priorities
program, its purpose is to resolve the major financial issues facing gov-
ernment today. Two of these priority issues are grant accountability
and audit followup. In announcing the program, Dirvector McIntyre
pointed out that the priority issues had been selected in consultation
with the Comptroller General, and that the program will be fully
integrated with our regular budget review process. In testimony before
another subcommittee of this committee, we pledged to “put the entire
resources of OMB behind this effort.” Let me summarize what we have
done so far.

First, with respect to cost principles, we have completely revised
Circular A-21, “Cost Principles for Educational Institutions.” The
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revision was based on recommendations made by the Department of
HEW after urging by the House and Senate Appropriations Commit-
tees. The committees expressed concern that the existing principles
were not sufficiently clear to “bring spiraling indirect cost rates under
control.”

Development of the circular was an open process involving all af-
fected parties. We published our initial preposal in the Federal Reg-
ister over 1 year ago, on March 10, 1978, In response, we received about
300 letters from Federal agencies, university administrators, faculty
members, professional associations, and members of the public. In addi-
tion, we received more than 60 inquiries from Members of Congress.
We held numerous public meetings with interested individuals and
groups, and in the final stages briefed congressional staff, Federal
agencies, and universities on changes that resulted from the process
of consultation. »

Tn issuing the final cost principles. Director McIntyre referred to
them as “tight new rules,” and said “they will bring more uniformity
to university accounting, and will narrow the range of accounting al-
ternatives available to universities.” He said :

This will be accomplished without placing unnecessary administrative burdens
on the universities. In fact, it will reduce those burdens.

IIe cited the following examples of reduced paperwork: a simpli-
fied method that small universities may use to compute overhead; a
“monitored workload” method of keeping track of personnel costs
that requires far less reporting while retaining striet control; a co-
ordinated action with the Congress’ Cost Accounting Standards Board
that will exempt almost all universities from the Board’s regulations;
and o veduction in the frequency of faculty “time and effort™ reports.

Mr. McIntyre particularly thanked the General Accounting Office
for its assistance, which included a formal audit report on the pro-
posed revision, entitled: “Federally Spongored Research at Educa-
tional Institutions * * * A Need for Improved Accountability.” The
veport: said that the new rules, A-21, would improve university ac-
countahility “by providing more definitive guidance.”

The revision of Cireular A-21 parallels earlier efforts to standardize
and simplify Federal grant vequirements. Our Civeular A-110, “Uni-
form Requirements for Grants to Universities, Hospitals, and Non-
profit Organizations,” established vequirements in other aveas, such
as eash depositories, bonding and insurance, records retention, finan-
cial reporting, and so on. Qur objective in each of these areas was to
stimplify and streamline Federal requirements.

Before the eircular was developed, each agency and each program
issued requirements of its own. and the cumulative burden of these re-
quirements was crushing, The cireular established a degree of uni-
formity and consisteney in the way Federal agencies administer grants.
Tt was applauded by the Federal Paperwork Commission, and by other
groups concerned with cutting Government redtape and paperwork.

Second : With regnwd to audit followup. we have just published in
the Federal Register a proposed vovision to Cirenlar A-88. “Indirect
Cost Rates, Audit, and Audit Followup at Educational Institutions.”
The revision would continue the existing policy of relying on a single
agencey to act for all agencies in anditing educational institutions and
in nogotiating ther indiveet cost rates, Tt would add to those duties
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the responsibility to follow up on audits by assuring correction of sys-
tems deficiencies and by negotiating appropriate resolution of ques-
tioned costs. Both these functions would be carried out in close coordi-
nation with other affected agencies, '

The proposed revision is based in part on recommendations made by
an interagency task force, chaired by HEW. Tts purpose is to enhance
accountability for Federal funds and to ease the administrative bur-
den on universities by assuring that they will not have to negotiate
separately with several Federal agencies on the same matter. It
strengthens the “cognizant agency” concept.

We have also just published in the Federal Register a proposed re-
vision to our Government-wide audit requirements, Circular A-73,
“Audit of Federal Operations and Programs.” The revision was called
for in a recent report of the House Government Operations Commit-
tee, after hearings by Chairman Brooks, and the Subcommittee on
Legislation and National Security at which OMB testified. The revi-
sion strengthens the audit followup provisions of the circular, estab-
lishes prceedures for resolving major disagreements between audit and
program officials, and provides a maximum of 6 months to determine
agency action on audit recommendations. Tt calls for semiannual re-
ports to the agency head on unresolved audit findings, and requires
periodic eveluations of the agency audit followup system.

Third, with regard to a single audit guide—another part of our
effort to improve grant accountability has been the development, with
the GAO and others, of this standard audit guide. Our initial efforts
have been in connection with grants to State and local governments,
but the same approach may very well be applicable to university grants.
The use of a single audit guide wounld be a major breakthrongh in andit-
ing federally assisted programs. One guide would replace almost 100
that are currently in use in various Federal programs. It would elimi-
nate the confusion that has resulted when separate guides focus atten-
tion on individual grant programs. rather than on the financial status
of the organization carrying out those programs. The new approach
wonld call for a total audit of an organization, with appropriate sam-
pling of individual grants to determine overall reliability of financial
operations.

Just last week. we published in the Federal Register a proposed re-
vision to our Cirenlar A-102 that would implement, this “single audit”
concept. The revision sets forth strengthencd andit reguirements for
grant rvecipients and incorporates the standard audit guide by
reference. :

In addition, we are now working with the grantmaking agencies in
trying to identify the major compliance features that the standard
audit should test. We expecet to publish these in conjunction with the
fina] publication of our revised circular.

Fourth, with regard to inspectors general—finally, we belicve that
university accountability will be enhanced by a strengthened Federal
audit capability under the Inspectors General Act of 1978.

This act, for which Chairman Fountain and this committee pro-
vided such effective leadership, creates Offices of Inspectors General in
12 departments and agencies, bringing the total statutory Inspectors
General to 14. The President has extended the significant, features of
the act to the rest of the Government. In doing so, the President em-
phasized to the heads of departments and agencies that “eliminating
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waste, fraud, and ervor should be as important to you as your program
objectives.”

The President has also recently established an Executive Group to
Combat Fraud and Waste in Government. 'The Executive Group is to
assure effective implementation of the Inspectors General Act and
take other steps to combat fraud and waste in programs of the Federal
Government. The Deputy Attorney General serves as chairman, and
the Deputy Divector of OMB serves as vice chairman of the group.

Tts membership consists of the statutory Inspectors General, the
Deputy Director of the Office of Personnel Management, the Special
Counsel of the Merit Systems Protection Board, and representatives
of the Federal Bureau of Investigation, the Internal Revenue Sevvice,
and Postal Inspection Service. Other officials are brought in to work
with the executive group as appropriate. The Department of Justice
and the Office of Management and Budget provide the necessary staff
support.

In conclusion, we believe all these efforts, taken together, represent
an unprecedented commitment by this administration to Federal ac-
countability. Tt is a source of great disappointment, therefore, for us
to learn from reports of the General Accounting Office, and from
earlier testimony before this committee, that problems of university
grant accountability persist. The Federal Government must do its
part to resolve these problems—and indeed we ave doing so, but we
cannot do the job alone. If the Congress and the American people are
to be assured that tax dollars spent on university research are well
spent, those universities that now have weak systems of accountability
and control will have to upgrade and improve those systems.

We do not want to saddle universities with unnecessary Federal rules
and regulations. Nor do we intend to permit any lessening of Federal
responsibility for the effective and appropriate use of Federal research
funds. Instead, we seck to establish an appropriate balance between
accountablity and the flexibility needed by universities to administer
research in an effective manner. "

We would welcome the advice of this committec and other interested
committees of the Congress on how best to strike that balance.

Thank you for the opportunity to testify, and I would be happy to
answer any questions.

Mr. Fouxrarn. Thank you very much, Mr, Cutter, for a good state-
ment of what you have been doing. T think you have summarized the
meat of this whole situation in your last paragraph about not wanting
to saddle universities with unnecessary Federal rules and regulations
while at the same time not lessening Federal responsibility for efice-
tive and appropriate management of Federal research funds. I think
that veally sums up the situation. It is a question of how to work it out
and how to obtain that balance.

On page 3 of your prepaved statement, you state that OMB Diree-
tor McIntyre has vecently announced a program that bears directly
on the subject of our hearings. '

We would appreciate if you would send us a copy of that announce-
ment of the program for the record. '

My, Correr. Certainly.

Mr. Founrarx. Without objection, it will appear in the record at
this point.

[The material follows:]
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MAY

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

71879

MEMORANDUM FOR HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES

SUBJECT:

A series of recent disclosures
in agency systems of financial

We have already written to you
fund control, audit follow-up,
estimates, overtime abuse, and
good progress is being made on

Financial Priorities Program

has revealed major weaknesses
management and control.

about several financial issues:
unspent grant funds, outlay
debt collection. We believe

a number of these issues, but

we are not satisfied that sufficient priority is being given
to the overall improvement of financial systems.

Therefore, we have now begun a

comprehensive program to resolve

the major financial issues facing the Government today. The
program will focus initially on the priority issues listed in
the attachment. The issues were selected in consultation with
the Comptroller Gerieral, and other issues may be added as we
go along. The program will be fully integrated with our

regular budget review process.

We have also begun work with

the Office of Personnel Management to assure that these issues
are given appropriate consideration in.revised evaluation
systems under the Civil Service Reform Act.

Over the next several months, we will be working with you and
the General Accounting Office to review agency performance

in each of the priority areas.

We plan to meet with the

heads of selected departments and agencies to discuss

individual issues in detail.

We also plan tc put together

intensive efforts to reach solutions to longstanding problems
and to reduce the substantial sums outstanding and overdue to
the Federal Government. In our initial meetings, we will
focus on overall improvement goals, examples of unusually
good progress, and any special problems. Our staff will
communicate with yours to establish dates and times.

Attachment

e L2
J. es T. Mcintyre, t.,

rector

-
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Attachment

Financial Priorities

Accounting systems: a commitment to get General Accounting
Office approval of all systems.

Internal control: upgrade control systems to reduce the
risk of fraud, abuse, waste, and inefficiency.

Cash management: build upon the work of the President's
Cash Management Project.

Audit follow-up: resolve findings promptly and properly,
ané hold down backlog.

Outlay estimating: improve accuracy and timeliness.

Debt collection: proper accounting, and prompt agdressive
collection action.

Overtime: accurate accounting, and tighter control.

Grant financing: increase use of letters-of-credit and
electronic funds transfers, and recover unspent funds.

Grant accountabilitv: full implementation of cost
principles (Circular A-21, 74-4, etc.) and standard
administrative requirements (A-102, A-110, etc).
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Mr. Founrary. On page 4 of vour statement, you list a number of
examples in the latest revision of OMB Circular A-21 where the uni-
versities will benefit from reduced paperwork. This list includes “a
monitored workload method of keeping track of personnel costs that
requires far less reporting while retaining strict control.” i

In earlier testimony before this subcommittee, witnesses testified
that the monitored workload method is optional and has certain ques-
tionable aspects which cast considerable doubt on its acceptance by the
universities. The regulation, which appeared in the Federal Register
of Tuesday, March 6, 1979, under the caption, “Monitored Workload,”
states “Under this method the distribution of salaries and wages appli-
cable to sponsored agreements is based on budgeted or assigned work-
load, updated to Tveflect anv significant changes in workload
distributions.” .

When the witness was asked what was meant by “significant
changes,” he was not able to state what changes would be regarded as
“significant” in workload distributions.

Can you tell ug what “significant changes” in workload distributions
embraces? When is a change significant for purposes of updating, and
when is it insignificant ? :

Mr. Currer. Certainly.

Again, it is a qualitative question, and I will not be able to do it
with precision.

Let me start with a generality. It is precisely, I think, in dealing
with these specifics that the tension at the end of my statement begins
to have effect or to be applied. In dealing with the monitored work-
load question, and in many of the major questions with respect to Cir-
cular A-21, I personally negotiated most of OMB’s position. So, at
least on these major questions, I am personally familiar with the
issues that have arisen.

The tension was between the development of the system which would
require less paperwork and would, in fact, require less unnecessary
detail than time and effort reporting but would, at the same time, pro-
vide the necessary assurance to the Federal Government that the work-
load which was reported initially was the workload carried out for
the purposes of cost standards and costing in general. ‘

Our judgment with respect to what was significant was that the ulti-
mate determination of that would have to be left, on the basis of a
reporting system, to the institution and the audit agency, which, in
most instances, would be HEW. But reports would have to be sub-
mitted at least every 6 months and would have to be signed by a re-
sponsible official of the university, indicating that significant changes
had occurred.

Tt was our judgment that, while it was imprecise, it did a couple
of things: it indicated that changes should be flagged when, in the
understanding of the institution, they were significant; it provided
a frequency of reporting which would permit no excuse for not
flagging important changes; and, at the same time, it permitted, T
think, a certain amount of variance by not defining precisely what
“gignificant” was.

We have all managed things; T manage a major portion of OMB.
and I have managed in the private sector. As a general rule, while I
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could not, in many, many instances, tell you what “significant” was
precisely or what “material” was when that was the term, nevertheless,
as a manager I can identify when it occurs and when I have to make
a significant change in the way I allocate time and the way I allocate
people.

]Mr. Fountarx, T realize that at times we have to use words like
this—

Mr. Currer. Sir, if I could interrupt for 1 second, Mr. Lordan has
told me that we also provided examples in the circular, itself, and we
conld provide those to you for the record.

Mr. Founrtain, We would be glad to have those because, when you
use such a word as “significant,” unless there is a meeting of minds as
to precisely what is intended, at least in substance, you can see the
potentiality for confusion and controversy. I think that was the tenor
of what we heard yesterday.

Without objection, it will be included in the record at this point.

[ The information requested follows:]

The system will pravide for modification of an individual's salary or salary
distribution commensurate with any significant change in the employee’s work-
load or the ratio of activities comprising the total workload. A significant change
in an employee’s workload shall be considered to include the following as a
minimum : when work begins or ends on a sponsored agreement, when a teach-
ing load is materially modified, when additional unanticipated assignments are
received or taken away, when an individual begins or ends a sabbatical leave.
prolonged sick leave, or leave without pay, ete, Short-term (such ag 1 or 2
months) fluctuation Letween workload categories need not be considered as long
as the distribution of salaries and wages is reasonable over the longer term
such as an academic period. Whenever it is apparent that a change in workload
will occur or has occurred, the change will be documented over the signature of
a responsible official and, if significant, entered into the system.

Mr. Fountain. Are you satisfied that this regulation is sufliciently
clear and adequately specific so that it will not generate troublesome
controversy between the universities and the Government auditors?

My, Correr. It is a rash person who ever says he is satisfied with a
Federal regulation being sufficiently clear to avoid controversy.

T guess what I can say is that we have spent a great deal of time try-
ing to make it clear. My own discussions with both HEW and uni-
versity administrators were, in part, an attempt to resolve significant
issues that they raised but also an attempt to identify and resolve
simple problems of clarity. We tried our best to resolve them wherever
we saw them; we did not always resolve ihem in ways that pleased
everybody, but we tried our best to make sure that they were at least
clear.

At this point, I would say that I am relatively pleased with the way
we came out, but I would not for a minute say that there are not going
to be points of lack of clarity and disagreement where we will have to
Jook at the interpretation.

Mr. Founrtain, One of the favorite words of a member of our staff
is “significant,” in preparing memoranda for me, I say, “Jim. what
are you talking about? What do you mean #” With rveference to specific
situations, he can clarify it, but a lot of people have 2 different inter-
pretation of what it is, depending on where they sit. That is why it is
so important to be sure that evervone understands it.

Statements of earlier witnesses indicated that the use of a monitored
workload, being eptional, few of the schools have indicated a prefer-
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ence for it. Do you have any data to indicate the number or the percent-
age of the schools which have declaved their intention to employ the
monitored workload option in reporting personnel costs?

Mr. Currer. Not yet, We arc beginning to get scattered examples,
but we could not give you a definitive answer yet.

Those negotiations were, once again, around the theiaes of freedom
of control. I think the universities’ judgment was that the system we
began to move toward was too tight and restricted to provide them
with, in a sense, the freedom that was the principal attraction of a
monitored workload method as opposed to time and effort reporting.

Originally, HEW and, as you well know, the GAO view was that
wa were moving too far away from control and too far toward freedom.

We adopted a number—TI think five or six—of the GAQO’s sugges-
tions in this respect and moved, I think, fairly far toward control.
trying to retain a system which did provide more freedom and iess
paperwork, It was one of those situations where none of us left the
table entirely pleased. We were fairly happy, but I do not think the
universities were ecstatic about our resolution of that. But we felt it
was a fair resolution and one which, when given a trial, would be
regarded as preferable to time and effort reporting. To put the bottom
line on it, we are beginning to see a scattered sense of acceptance, but
nothing statistically significant.

Mr. FounTain. Also, in the list of examples of benefits to educa-
tional institutions, on page 4 of your prepared statement, you cite “a
reduction in the frequency of faculty time and effort reports.”

What is the frequency of these reports under the presently operative
regulations, and what will the frequency be reduced to under OMB
Circular A-21 when it is fully effective?

Mr. Currer. It used to be monthly; it is now by academic term, but
at least twice a year.

Mr. Fou~nrtain. Not annual?

Mz, Correr. No, sir.

Mr. Fountamn. How will this reduced documentation of the time
which faculty members devote to Government research help, in your
opinion, and based on the discussions all of you have had together, rem-
edy the inadequate and unreliabls documentation that HEW now finds
in its audits?

"My, Curter. There are two parts to my answer. The first part is spe-
rific to your point.

It is my sense that reporting on that basis as opposed to more fre-
quently permits an averaging out over a period of the work. as opposed
to perhaps over-exaggerated emphasis on the experience of any given
month, Again, my own sense is that an accurate picture taken at widex
intervals frequently provides one with a more valid sense of the way in
which work is distributed than a very frequent report.

If T can generalize for just a second on a slightly separate point, we
were a little dismayed by the reports of HEW of the difficulties of
documentation. Qur sense would be that there are obligations of the
Federal Government in this respect, but there are also obligations of
the recipients. After defining the fairest possible system we can define.
making substantial effort to provide for flexibility and provide for
alternatives. there is an important obligation resident in the univer-
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sities to develop accounting systems and control systems which enable
them to deal better with the taxpayers’ money.

We also have the firm sense—to put the bottom line on this—that
while the Federal Government has an obligation to be clear and rea-
sonable and provide alternatives and opportunities for flexibility, the
recipients of Federal money also have a clear obligation to be rigorous
and disciplined. ‘

Mr. Founrarn. I would agree with you on that. I think we ought to
provide a minimum of redtape and requirements so long as we can, at
the same time, obtain an indication of maximum responsibility on the
part of the institutions.

Is it your feeling that time or effort records made many months after
the work is to be performed are likely to be more reliable than monthly
activity records? I know it climinates some paperwork, but I am
thinking about reliability.

My, Currer. Let me make two points on that. While the reports need
to be submitted to the Federal Government on that basis, the rvecords
can be kept on any basis that the auditing agency and the institution
agree on.

The gencralization of that point that T would make is that when
one is talking abount the frequency of reporting differences between
12 times a year and 2 times a year, I think one 1s really talking abont
the quality of control systems and not about the passage of time. My
own, sense is that one can develop an adequate, disciplined control
system that quite adequately reflects time and effort over a 6-month
period. ‘

If it were a matter of years—which it is not—then T thinlk there
would be a very real problem.

Mr. FounTatn. Revised Civeular A-21 requires that :

The accounting practices of individual colleges and universities must support
the accumulation of costs as required by the principles and must provide for
adequate documentation to support costs charged to sponsored agreements.

Does not. the currently operative Federal Management Cirvenlar,
FMC 73-8 which OMB A-21 will replace, provide for the
same adequate documentation to support costs charged to sponsored
agreements?

Mr. Currter. Perhaps Mr, Lordan could answer that.

Mr. Founrain, Mr. Lovdan? .

My, Lorpan. Yes, sir. T think the same basie provision is in Circu
lar 73-8. That is the prineiple that runs throughout the various sets
of rules that we have—those for State and local governments, those
for contractors, those for universitics. I think we have highlighted it
a little more clearly in Circular A-21. I believe that highlighting
adonts language prop-sed to us by the Department. of HEW,

Mr. Founraty, W.. t is the basis for Mr. McIntyre's reference—
and I am not indicating disagreement but simply asking for the pur-
pose of getting the record clear and having an understanding of his
Intentions—to the new cost prineiples as “tioht new rules ps you
state on page 4 of vour prepaved statement? How will they bring
more uniformity to university accounting when the same requirements
in the predecessor circulars did not accomplisi this. according to
testimony of our witnesses?




232

Mr. Currer. A concern of ours, of HEW’s, and the GAO’s, and the
subcommittee’s, throughout our development of A-21, was that we
arrive at the end at a method which reasonably attempted to define
very clearly what the Government was getting when it made research
grants, That should be divided into basically two aspects: What it
was getting in terms of yesearch and what it was buying in terms of
the ancillary charges which need to support research—indirect costs.

What I think that Jim meant by “tight new rules” was that the
system that A-21 attempts to define in a large variety of areas, with
more precision than had previously been the case, exactly how one
would apply cost allocations and cost standards. It also attempts to
narrow the range of alternatives with respect to any given question.

On the basis of personal experience, in the process of the discus-
sions and negotiations, this was always the stickiest point. Since these
rules had really not been revised since the late 1950%s, we were trying
to apply some standardization across the board. It was frequently the
universities’ point that by making what would seem to us to be cost
changes and accounting changes, we were interfering with the funda-
mental functioning of a university.

While we did not agree with that point entirely, we did agree that
the requivement of consistent cost standards does, in fact, imply a
vestriction. It is in that sense that Jim McIntyre meant tighter, and
in the sense that the rules had not been looked at for almost 20 years,
it was certainly new.

Mr. Lorpax, Moreover, Mr. Chairman, with respect to the individ-
ual items of cost which are spelled out in paragraph (j), the 44 in-
dividual items, I think you will find a significant tightening of
definitions of categories of classes and a better specification of the
provisions, We are allowing depreciation expense, equipment charges,
and a whole range of issues covered by those 44 items. I think you will
f nd them considerably tighter than the earlier definitions.

Mr. GoupHEAMMER. Is that part of the regulations?

Mzr. Lorpan. Yes, sir, it is.

Mr. Gorpmamyer. Published in the Tederal Register of March
19791¢

Mor. Lorbaw. Yes, it is—a series of 44 items in pavagraph (j).

Mr. Gorprraxareg. On what page?

Mr. Lorbax, Tt begins, sir, in the Federal Register version of the
circular on page 12374,

My, GoLprramaer. Thank you.

My, Fouxrarx. You made veference to the fact that the revision
would retain the existing policy relying upon individual items. T had
gotten the impression that this was a new approach. but this is what
they have been doing all along.

My, Correr, Yes, sir.

Mr. FounTain. A GAO witness testified that revised Civenlar A-21
“Tike its predecessor, merely establishes the principles for determining
costs applicable to grants, contracts, and other agreements with edu-
cational institutions.”

Would you care to comment on that statement? Do you take issue
with it—“merely establishes principles for determining costs ap-
plieable.” and so on?

R
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Mr. Currer. Yes, sir. That is what it is supposed to do.

Mr. Founrtain. The GAO witness further stated that :

For the circular to be effective, the accounting practices of the educational
institution must support the accumulation of costs as required by the principles
and must provide for adequate documentation to support costs charged to
grants and contracts.

In other words, as I interpret this testimony, what the witness told
us was that the success of A-21 would depend upon the extent to
which the universities will adopt the principles and abide by them.
This prompts me to ask whether the universities have given you any
kind of assurance that they will. Has there been any variation in the
kind of assurances they have given you, or have they raised questions
about their ability to give those assurances?

Mr. Curter. I certainly have had no sense of an unwillingness to
adopt and abide by them. I think the question is the existence and
capability of cost and accounting systems sufficient to do that satis-
factorily.

We have certainly seen examples in the HEW testimony and in GAO
findings—that there are places where those systems have not been as
satisfactory as we would like them to be. It is for that reason that we
have also been interested in Circulars A-88 and A-73 which attempt to
define, not simply the costing principles which A-21 deals with, but
also the responsibilities of the auditing agency for a system definition
to the specification of deficiencies in costing and accounting systems
and for followup, both to correct individual audit findings and prob-
lems and also to correct system problems. It is clear that that is a con-
tinuum, The principles alone are not enough,

The universities have participated indepth in the development of
the circular and have indicated a complete willingness to abide by it.

What we have to do next, and what we have attempted to do in the
other circulars, is to define responsibilities and followup procedures
so that, in fact, the principles get incorporated into action.

Mr. Fountain. One of the basic things that has concerned GAQ and
HEW, and which concerns us as Representatives in the Congress who
have to provide the funds, is this: In a great. many instances, involving
substantial sums of money, the auditors say they cannot tell whether
the money has been expended wisely, whether it has been wasted, or
whether it has been spent improperly, because they simply cannot find
the documentation showing how it was spent—no documentation what-
soever for the expenditures.

Dr. Gorosrre. Some of the audits made by HEW, if I remember,
show that. the pool of money for which expenditures could not be vali-
dated represented 50 percent of the total.

Mr. Currer. We were clearly distressed. as T indicated toward the
end of my testimony. T would only say that there are many universities
which do, indeed, have fine acconnting systems, and there are many
financial managers of universities who are as good as financial man-
agers anywhere,

We are distressed by the existence and the prevalence of problems
and the persisting nature of some of these problems and have welcomed
your efforts to improve the situation. We have felt that what, we re-

uire is a continuum of effort, from the definition of “principles” to the
definition of *responsibilities.” to deal with the problem.

51-111 0 - %9 - 16
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Mr. Founrtaw, Mr. Wydler?

Mr. WypLer. Mr. Chairman, let me see if I can get something
straight here.

' The statement you made is a good statement, and everybody agrees
with the desire to get a better system and to do it without putting an
unnecessary burden on the universities.

T am not clear in my own mind, however, on where you came down in
this statement. You allude at one point to the fact that you have man-
aged to do this and still give the universities less work than they had
before. Are you telling me that under the new, revised system you have
now instituted, there is less work for the universities to do than before,
or are you telling me there is more work to do now that you have the
new system? Which is it?

Mr. Currer. My own judgment—and it is only mine, and it is also a
judgment in advance of the fact because we have not seen it at work—
is that, in terms of work, there is probably less, but in terms of preci-
sion required and consistency of definition and overall consistency——

‘Mr. WyoLEr. To be precise requires a great deal of effort. It is easy to
talk about “substantial,” and it is very hard to talk about the little de-
tails which usually take a great deal of time. Precision is very time-
consuming and very arduous in anything in life, It is easy to do some-
thing on a grand scale; it is very hard to do it on a precise scale.

Mr. Currer. That is not what T meant by “precision.”

Mr. Wyprexr, I do not understand what you are saying, frankly. I
think the workload is directly proportionate to the precision that you
require, is it not?

Mr. Cutrer. That was not what I meant by “precision.” By precision,
I did not mean carrying things out to the “nth” decimal place. What
I really meant was precision of definition with respect to cost
allocations.

We have, I think, made it much clearer what we would accept as an
indirect charge on research, for example, and what we would not. It
is in that sense, in 44 different areas, that we have a more precise and
more consistent set of cost standards, I think.

With respect to the work required to develop a cost accounting sys-
tem, my own sense would be that the work is less. There clearly may be
disagreement, with that. But the items that I mention on page 4 of my
testimony are tlie kinds of examples that T posed to you as things les-
sening the amount of work.

Mr. Wyprer. To a certain degree—and I suppose it is inevitable—
you are going to be chasing a rainbow in trying to get a system that,
changes much because you can make all the precision requirements you
want; it is up to the ingenuity of the person filling out the form to
come within the definition that you set forth instead of doing it the
way he might have been doing it in the past, which would not come
within those definitions. But he has to change things around a little
bit the way he reports it and the way he does it to fit it within the
requirements. . .

e thing that gets me here is we are spending a lot of time and
effort—it. seems to me—to try to make the public feel good by saying:

Well, we have a lot of good reports from these universities; we can open them
up—nobody will but we can if we have to—and look at the page and have all the
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right numbers in there; it will add up to the right total for the grant at the end
of the report; therefore, we have really protected the public in what they are
getting,

Yet, I do not think that is what the Government is buying. That is
what bothers me about it. I think what the Government is trying to
buy here is the result. That is what we really give money to univer-

o, ¥ N

sities for, at least as far as T am concerned. I do not want them to send
me a lot of reports saying they have spent the money in accordance
with the application. 1 want to see what they gave us for the expendi-
ture of the money in the bottomn line, That is what T am interested in—
“What did you do with it? How did you advance the cause of man-
kind? How did you improve the research and development in this
particular field? What did you do for us, not how well did you ac-
count for it?” They might have accounted for it perfectly and wasted
every nickel.

That, to me, seems to be the bottom line here, and I am not sure 1
understand the connection between what we are doing with all these
ri& ports and that. T do not see where those two things arve the same at
all.

Mr. Currer. But that is the basic pull and tug in this whole effort.

T guess in some respects T am the relevant person to raise that point
with because T manage the entire budget process out of OMB. There-
fore, while T have spent significant amounts of time on the A-21 de-
velopment, T &lso spent a heck of a lot of time on the development, of
the basic research budget for the Federal Government, almost all of
which goes to universities.

While, in the course of these proceedings, it may not seem the case,
I feel as strongly about the importance of a consistent, constant effort
in basic research for this country in light of our problems with declin-
ing productivity, the declining rate of patent development, and all of
the concerns that have been voiced in other places and by other people.
T feel strongly about that and about the Fuc{oral Government’s respon-
sibility for that, as strongly as T do about these kinds of concerns.

There is, in fact, & pull and tug between our desire to get research
and our desire, on the other hand. to make absolutely certain that we
know what we are buying,

T think the Federal Government has respongibilities for both, and I
do not think it can avoid cither. We could not avoid an attempt to
develop a rigorous and disciplined system of cost standards, cost ac-
counting, audits, and an attempt to assign responsibilities, and then to
enforee responsibilities in that arvea.

Also, we cannot avoid spending resources in this area—you are
absolutely right,

A further difficulty of this is that all of this comes together with
respeet to an institution that T think we all want to be careful about.
which is the university. The university is not a government, and it is
not a business: it is a center of learning. and it is intended to be a
center of free discourse and uninhibited ideas. We do not want, as a
Government, to micromanage and determine the shape and direction
of an institution by insensitive ncconnting rules.

On the other hand. we want to know what we are buying, and we
want to assert our responsibility. and we want to have the recipients
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of the funds that we are spending properly accepting their respon-
sibility. We want to be able to say to you and to the taxpayer:

Yes, we fulfilled our responsibilities in the sense of allocating funds to research
so that we can continue technological process and productivity, but we have also
fultilled our responsibilities in being able to tell you where the noney went.

Mr. WynLer. 1t is clear, however, that it is not just to send in a good
ilccounting report. That is the thing that makes me a little nervous
ere.

In other words. the university might get the feeling that their only
responsibility to the Federal agency that is supposed to be getting the
benefits of their research is to see tf;at the money was spent in accord-
ance with the rules we have put forth, so that they have filled out a nice
report which we can add up, and if it adds up right, that is fine.

ut there is supposed to be some other review of what i going on
here. That is not the really significant part of the review. The impor-
tant part of the review is the performance, not the accounting,.

Mr. Currer. Well, I would amend that.

Wearing my other hat, when I chair the reviews of the program
agencies I lean fairly heavily on results. This is not to say that we try
to make some judgment about what a research project of high energy
physics, the terms for which T can barely pronounce much less under-
stand, should result in. But we do try to make certain that those
systems exist as well.

But T would argue that, in general, while one can look at any given
system of cost allocation and say, “That is pretty green eyes de in
relationship to the overwhelming importance of the end result,” T
think, in general and across the board, a systematic, rigorous effort to
make sure that we spend our money in the way we want it to he spent
is as important in governance as is the concern with the end product.

Mr. Forsraix. I agree. You have to have it to enable those of us
who have responsibilities in C'ongress and in the exeeutive agencies to
have trust in what is being done.

Mr. Correr. That is exactly right.

Mr. Forsraiy. You may have 8 or 10 years of vesearch with seem-
ingly no results, and you may think the money has been wasted. But
the important thing also, in addition to results which you may or may
not get, is to be sure that during those 10 ycars, an effort is made to
spend those funds for the purpose for which they are intended—to try
to get the results which are set forth as an intention in the initial ap-
plication. We know a lot of money is spent on vesearch which does not
give the results hoped for.

We will have to take a recess for a vote and will be back in just a
few minutes.

The subcommittee stands in recess for about 10 minutes.

{Recess taken.]

Mr. Forxrary, The subcommittee will come to order.

Some of onr questions are to give us the benefit of what has
transpired.

Before promulgating these regulations, had you consulted with the
HEW Audit Agency to ascertain the identity of the schools ap-
parently successfully meeting the accountability requivernents, as
evidenced by the fact that consecutive audits over a 3- to 5-vear period
revealed no exceptions?
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"The reason I ask that question is this. The day before yesterday, Mr.
Stepnick of the HEW Audit Agency said that there ave schools that
consistently meet the accountability requirements; and the staff of the
subcommittee, in its review of 150 to 200 audits made by the HEW
Audit Agency and the Defense Contract Audit Agency, observed
many schools, both large and small, which have had no problem in
meeting the accountability requirements.

My next question, which is really part of the other question, is this:
Did you make any attempt to identify schools in compliance for the
purpose of ascertaining why those schools could meet the require-
ments and did meet the requirements?

Mr, C'vrrer. Not with respect. to the development of A-21. We dealt
with TIEW throughout the process of looking at A-21. Indeed, we
were working from an initial version of their proposed revision. But
the problem that you have raised is, I think, a different one.

In A-21, we dealt with the principles and the degree to which a
university or college has a system wRich enables them to come into
compliance and to meet standards of accountability. This is an issue
that we would look at and would want to have looked at with respect
to some of the other circulars T have mentioned.

Mr. Fouxtain. I asked two questions at once, which T did not intend
to do. Let. me repeat the second question.

Did you make any attempt to identify the schools in compliance
in an effort to determine why thiose schools were able to meet the re-
quirements and did meet, the requirements?

Mr. Currer. Not in the process of doing A-21. We deal much more
with the principles.

Mr. Fouxtain. Do you think it is necessary or advisable to consider,
let us say, the secret of their suceess as compared with some of the
others before finalizing the regulations?

Mr. Crrrer. T would want, A-21 to be finalized beeause that is, again,
n question of cost prineiples.

I think the different expevience of colleges and universities and the
different degrees of success in developing systems that they find ac-
ceptable and so do we—we, in this instance, being the Federal Gov-
ernment and the auditing agency, not just OMB—is. something that
should constantly be laoked at.

Mr. Fovxran. On page 5 of your prepared statement, you men-
tioned the revision of your Circular A-110. An TEW official testified
vesterday that, in general, A-110 is an improvement, but he reported
that there ave several parts that have turned out to be controversial in
HEW. He added :

For HEW, probably the most coutroversinl chumnge brought about by the
cireular (A-110) is in the aren of financial reporting. Many of our project
grant programs were accustomed to getting financial reportz from grantees
that included breakdowng of costs by object of expenditure c¢ategories—such as
silaries, supplies, and so forth. Under Cirenlar A-110, Federnl agencies are no
longer allowed to require such breakdowns, * * * )

The HEW officinl further testified that in addition to the elimina-
tion of the requivemient for the eategorical breakdown of expenditures
in ROEs—reports of expenditures—revised Cirenlar A-110 also
changed the frequeney of furnishing ROE's by universities from
every 3 months to onee n year,
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I gathered from what you said earlier it was every 6 months.

Mr. Currer. This is a different one,

As T understand it, we talked a little bit about this while you were
voting. The frequency issue is this. I think it was every quarter prior
to the revision and it is now. My understanding is that the frequency
was not changed and that the testimony was in error. I think that is
accurate. That is my understanding.

The object class issue is a different question. We do allow object
class information to be required as part of the application’s process,
my judgment being that an analysis of that kind of a budget organized
that way—by obiject class—or the examination of such a budget in
the course of deciding upon an application, is one useful and impor-
tant way of deciding on the appropriateness of the costs and funds
requested by the applicant.

What we have not allowed in the Circular A-110 is the collection
of object class information after that. The reason for that is some-
thing to do with both what we require in other respects and the his-
tory of it. We first began to look at that with the object of standard-
izing object class information requests because our sense was that
they were being requested in a variety of different ways and the
burden was fairly heavy.

My information is that, acrosg all the agencies, we were requesting
about 103 different object class categories.

As we began the effort to standardize. it became increasingly more
obvions that object class information at the start of a project is
useful in arriving at a judgment. However, when the data collection
was being required after the grant had been made, it was being collected
and nothing was being done about it. It did not seem to be a useful
kind of information to collect.

Our further judgment is that there are already restrictions on how
grant money can be used. The new A-21 defines, with considerably
more precision than in the past, standards of cost allocation and of
costing that we will allow,

If a budget is to be changed by more than 5 percent— and Circular
A-110 vequires this—then a revised budget has to be submitted upon
which we can make judament. Tn specific arens—travel and equip-
ment purchases, for example—there are detailed limitations, and then,
finally, there is an audit at the end which would require the mainte-
nance of a cost system of sufficient quality to sustain the charges,

On the basis of all of that, our judgment was that the object class
information, as it had been collected before, had not been used use-
fully, was not likely to be used usefully, and there were requirements
of other kinds which were fat more than adequate in terms of dealing
with the gathering of sufficient information of this kind.

Mr. Founrars, Dr. Goldberg?

Dr. Gorpnera. Thank yvou, Mr. Chairman,

The subcommittee staff received a contrary representation from one
large institute at NIH, and I think it can safely be said to a lesser de-
gree from a second. that the categorical breakdown in the ROE’s has
been used over a period of vears for management purposes. The ex-
tramural management staff used those ROE’s for the purpose of ascer-
taining the flow of project expenditures by categories.
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If they found, for example, that in certain ingtitutions the amounts
budgeted for personnel or travel were being underspent, they assured
us, and showed us some evidence, that they actively pursued this matter
with the institution for the purpose of reallocating the unspent money
for funding additional projects.

They represented to us that they actually were getting more research
performed for the same dollar amount by this management tool which
they no longer would have available,

Have you received any such representations from NTH ?

Mr. Currer. I cannot remember specifically from NIH, but there
were clearly disagreements with this, HEW initially disagreed.

My sense now is that HEW is pretty well satisfied with A-110. And
T think it is, again, a question of how far you go.

Tn my own management experience where I have had to use cost
accounting data and management information systems extensively, I
would personally regard object class information as not particularly
useful,

In A-110, the whole question was resolved—and I do not want to
use the “not on my wateh” argument—long befere I joined OMB.
Nevertheless, T would probably make the same decision. I do not
personally regard it as useful management information. In fact, while
this may be evidence on one program out of literally hundreds, my own
sense is that it is & burden out of proportion to the value one would
get from it. The more one would use that kind of data, the more onc
woutld have to get into micromanagement of the projects. which is not,
1 think, something that any of us would want the Federal Government
to be doing.

These other sets of requirements are, in fact, very adequate safe-
guards, We would hope that the result of all of these would be both
refined control, a somewhat greater definition of “responsibilities,” and
more research for the Federal dollar. But T would not want to do it
by auditing paper towel expenditures,

Dr, Goronere. You may very well be right that the instances in
which information on expenditure by object class is used as a manage-
went tool is w velatively small pevcentage of the total. In terms of
money expended, it may be a different matter, because the institute I
am referving to is the second largest at NTH, and NIH is the “big
daddy” of Government expenditure for health reseavch. So, we may
be talking ahout a very lavge anmount of money.

Perhaps we should try to bring the folks who have been using this
as & management tool together with your staff, and see whether there
is & case here that has been overlooked.

Mr. Currer. We can certainly do that. Tf you would like, we can go
ahead and do it.

Mr. Fovxrain, Was the prohibition in Circular A-110 against
Federal agency requirement of a breakdown of expenditure reports
by category motivated, to any extent, by cost saving considerations?

My, Cerren. T do not think it was a cost saving consideration in that
direct sense, T think it was more a concern about paperwork and a
sense that the effort involved was not worth the value one received.

Mr, Founrais. Yesterday, T placed in the record documents from
HEW files, among which is Mr. MeIntyre's April 20, 1978, letter to
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Secretary Califano. I understand from now on it will be Secratary
Harris.

My, Currer. Yes, sir.

Mr. Founrarn, This letter denied his request for an exception to
Circular A-110 to permit categorical expenditure reports on grants to
universities, hospitals, and other nonprofit organizations. Are you
familiar with this letter?

Myr. Curren, Yes, sir,

Mr. Founraix. Among the documents placed in the record was a
document, from an NTH unit veporting the results of a survey which
polled a number of contract and grant office directors at universities
throughout the country to determine their preferences with respect to
the old and the new report of expenditure requirements under revised
A-110. According to the NIH ofticials, most of the schools had no
objection to the old requirements and, in fact, preferred them.

Are you aware of the NTH letter and the results of the survey? I
am asking a question; T do not mean to indicate I am advocating one
viewpoint ov the other; T am simply nsking for purposes of back-
ground and the basis on which the decision was made,

Mr. Currer. I am not aware of the survey, no. T have the letter to
Secretary Califano in front of me.

Mr. Founrain. Do we have the document?

D, Gowvnera. Yes, we have it.

Mr. Forxrtaix, We might give it to Mr. Cutter for whatever use he
might want to make of it.

Mr. Currer, Mr. Lordan is aware of it, and he has a copy.

Mr, Forxramy, Recently, the subcommittee staff had oceasion to in-
terview a number of NTH program officials, During the interviews, it
became quite clear that these program officials, in particular, feel very
strongly that they have lost an important monitoving tool by the new
ROE regulation in Circular A-110, which is u lttle bit different atti-
tude from what I found many years ago when we made the first study,
T think, of that agency that had ever been made by a congressional
committee.

In addition, in testimony before the subcommittee on Tuesday, a
GAQ representative testified concerning the August 18, 1978 GAO
report, entitled, “Federally Sponsored Research at Edueational Insti-
tutions: A Need for Improved Accountability.” He stated that wide-
spread misuse of Federal research dollars reported by HEW and the
news media is occurring.

The GAO report, in its conclusions and recommendations, stated
that the misuse of Federal research dollars can be minimized through
more oversight by grantor agencies with respect to how research
moneys are being spent. NTH feels that its oversight with respect to
how research moneys are being spent hag been weakened by the new
ROE regulation. In effect, the force of GAO's call for more oversight
has been frustrated, they indicate, at least in part, by the A-110 yegu-
lation requirements for reports of expenditures. T think we would ap-
preciate your comments as well as an explanation for your denial of
HEW?s request for an exception to the regalation,

Mr. Cverrer. Yes, siv. Let me give both the general veasons for a
denial and then a comment on the overall point.,
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The reasons for the denial, in addition to the specific points I have
made in the conversation with Dr. Goldberg, were that A-110 does
ask that information be collected and categorized by program and by
activity as opposed to by object class. Our judgment 1s that this is, in
important respects, a more valuable means of gathering data, qualified
by the kind of exceptions for very sensitive items as purchases of equip-
ment, travel, or major changes in a budget. '

What we really care about, following the comments of Congress-
man Wydier, is what, they do, not what they buy in order to do it. Al-
though, once again, as I have said, we qualify that by wanting to see
major changes in the budget, by lmvin§ specific limitations in specific
areas, by having cost standards, and by having audits.

Within the framework of that kind of control, which I think is sub-
stantial, we would prefer reporting systems and management systems
and control systems, both in the universities and here, focus somewhat
more on the nature and value of the program, as opposed to the vari-
ous bitg and pieces that go together to make up the program.

I have two comments—one philosophical and the other, I think, a
responge to the peints you have raised.

"he history of the Federal budget as a whole has followed this trend.
In the early days of the Federal budget, after the 1921 Budget and
Accounting Act, for years, the budget was basically perceived by the
Congress and by the Executive as essentially a “green eyeshade” de-
vice. As a matter of fact, if you look back in the record, you will find
fascinating comments by budget directors in the late 1920's who argued
that their job does not have anything to do with why Federal moneys
are spent. They are really the “green eyeshade people in the base-
ment,” counting the paperclips.

'll‘lmt. decidedly, is not t!he viewpoint about the Federal budget
today.

T probably testify 40 times a year, and I would be surprised if, in any
of them, the issue is “How do you do object class budgets with respect
to program XYZ?” Tt is nach more, “How do you define this program ¢
What do you get for this program? Why did you choose to cut it, or
do away with 1t? Why are you defending increases in it #” This is from
nfpo]ioy and management point of view, not from an object class point
of view,

So, in a sense, this follows that general trend, and my own judgment
is that it is a wise trend,

Following the more specific point that you raised, my own sense is
that the ability to assure accountability and to develop a sense that
the Federal Government. knows what it is buying is fostered far more
hy process and by systems than it is by a partienlar kind of accounting.

What we need are firm definitions of the principles under which we
will require accounting for our costing primciples, which A-21 pro-
vides, and firm definitions of the responsibilities and the manner by
which the Federal Government will earry out andits. which A~73 and
A-88 begin to attempt to approach. Also, we need firm standards
with respect to the vesponsilnlities to do the audits and to follow up
on findings with respeet. to them, both when we see systems problems—
costing and accounting systems that are simply not adequate—and
when we have individual problems, particularly cost categories that
were not as we would like them to have been.
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So, what I think we need are principles, systems for applying the
principles, and systems for following up when systems are applied.
I would regard a relentless effort to define and to improve those areas
as far more important than object class reporting,

I do not want to put too hard an edge on this because it is not some-
thing that any of us are falling on our swords about, but my own sense
would be that anyone in the Federal Government who says to you that
the absence of object class reporting is the reason why Federal ac-
countability is not as good as it should be simply does not understand
the problem. That is simply not the problem.

Mr. Fouvnrain. How would your new regulation take care of com-
plaints such as the one we had by one of the scientists who said before
our subcommittee—and I would guess there would be some others, but
these are more or less examples and how prevalent they are I do not
know—that he had no way of knowing how the research money, which
he had applied for and justified in his application, was being spent?
In fact, one was being asked repeatedly to siyn a blank report form,
and others were going to fill in the information,

Apparently, some of the indications were that research moneys were
spent for other purposes—maybe good purposes but not the purposes
for which the funds were intended.

How will the researcher know that he is getting what he needs to do
his job in terms of dollars?

Mr. Currer. First of all, I would say that I do not think object
class reporting would help that researcher, if the cost systems of the
universities are so bad and the researcher’s own understanding s the
obligations he accepts when he undertakes a grant are so imperfect
that he is willing to sign a blank sheet. I learned very early in my
career that you do not sign blank checks. If there are major researchers
in our universities who do this, I think they need courses in the law.

Mr. Fountaix. He said he was fired because he would not continue
signing them.

Lr. Currer. That seems to me to be evidence of a deficient account-
ing system, regardless of what kind of cost information is defined. I
would argue that that accounting system should not focus on object
class reporting, at least in terms of the kinds of reports made to the
Federal Government.

But I certainly would not argue that the university does not have
the responsibility to maintain a rigorous acconnting system and the
university should not present blank signature sheets to the principal
investigators, and principal investigators should not sign them.

Mr. Fountaix. If a college or university has a responsible account-
ing system, is there any way that Federal auditors can examine and
inspect that accounting system to determine substantially whether or
nor the funds—the Federal grant funds—are spent for the purpose
for which they were intended ? )

Mr. Crrrer. Yes, sir. They have that responsibility.

I think it is Circulars A-73 and A-88 which are more precisely on
point. They focus on and define the cognizant agency’s responsibili-
ties somewhat more precisely, I think, and reinforce the principle of
the cognizant agency. Then it says that the agency is responsible, both
for noting and correcting or attempting to correct significant prob-
lems with respect to the accounting and control systems and signifi-
cant individual problems with respect to audit findings.
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So, I think there is a means by which the Federal Government and
the auditing agency can find the problems yon mention and that there
is a responsibility now pinpointed for them to do something about it.

Mr. Founrain. Would that detect prohibited or improper cost
transfers?

Mr. Curier. Yes, siv. That is precisely the kind of thing it would
be designed to detect.

I was dismayed, in reading one of the GAO reports, with some of
the cost transfers that had been reported. Those were clearly im-
proper, and clearly a system of audit and audit followup should note
and aifect those judgments,

Mr. Fountain. Apparently that has gone on for a number of years.
They have been told about it, but nothing has been done about it. :
I agrec, essentially, with the thrust of what you are attempting to
do. What concerns me is the number of situations where auditors go
in and say, “We simply do not find in the records documentation of

the expenditure of any of these funds.”

How will your system take care of that?

My, Currer. I have two comments. C

First, we have defined the principles, and it is now the responsibility
of the cognizant agency to undertake the audits. We have defined
audic responsibilities quite clearly, I think, under Circular A-73, and
under A-88 we define the responsibilities, particularly with respect.
to universities. It is the responsibility of the agency to undertake the
audits and to follow up on problems noted.

Clearly, if it is not simply a case of there being isolated differences
in an audit which have to be resolved by negotiation, which are the
kind of thing which accrue in any system, but there is a system break-
down to the extent that literally 50 percent of the costs cannot be
explained, that is a system breakdown. It is at that point, I think, the
responsibility of the agency to flag that and, if necessary, to make it
an important element in their awarding of grants.

Mr. Fountarn. I think T made reference to what some of the uni-
versity people said yesterday in their expressions of concern. I do
not know how detailed they were. Having to preside and ask ques-
tions, I may have missed some. .

Do you recall, Dr. Goldberg, what their basic objection is to the
new approach? .

Dr. Goroserg. The emphasis, as I understood it, was placed upon
the detailed reporting under the monitored workload system which
they had originally advacated, the detail of documentation that would
be required. The contention was made. if T remember correctly, that
contrary to their expectations, OMB is requiring that insignificant
changes be reported. . L

T have no clear idea as to what a significant or insignificant change
is. We really received no definition on that score. )

Mr. Currer. First of all, forgetting the difference between sig-
nificant and insignificant—I will get to that in a minute—the moni-
tored workload system, as we eventually defined it, clearly implied
more control than the monitored workload system that the universi-
ties would have preferred. There was simply a different judgment. We
sit in a different place. and it was a different judgment as to
responsibilities.
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I think that in our first revision, the GAQ reported we were not
sufficiently far along toward that point, and we moved fairly far
towards GAQ’s viewpoint.

So. the system as we have defined it. while ¥ think it provides a clear
alternative to time and effort reporting and involves less paperwork.
does at the same time involve more control than alternatives one could
imagine. But it is the system as we have defined it.

‘The application of that system, which might be the point at issue
now, is this. Obviously, fundamental to all of this is, if a principal
investigator defines a workload in advance. and that is the basis upon
which the estimate is made, how does one change—on what hasis does
one change that over time? The reality is never as one had predicted.

If we are going to require, or if the auditing agency is going to re-
quire that every insignificant change be the basis for complete change.
then we have not made much progress. )

That was not our intention. It is our intention that major or sig-
nificant changes be reflected, but not insignificant ones. That was the
first question you asked me.

I think there will always be ambiguity about that,

Dr. Gorpeera. May I interrupt at this point ¢

Mr. Correr. Certainly.

Dr. Gorpeere. Has OMB drawn up a list of examples of what con-
stitutes a major or significant change?

Mr. Currer. Yes, sir.

Dr. Goropera, Could you submit that for the record ?

Mur, Currer. Yes, sir. _

My, Fountatx. Without objection, it will be included in the record
at this point.

[The information referred to follows:]

Monitored workload.—Under this method the distribution of salaries and
wages applicable to sponsored agreements is based on budgeted or assigned work-
load, updated to reflect any significant changes in workload distributions. A mon-
itored worlkload system used for salaries and wages charged directly or indirectly
to sponsored agreements will meet the following standards:

(1) A system of budgeted or assigned workload will be incorporated into the
official records of the institution and encompass both sponsored and all other ac-
tivities on an integrated basis. The system may include the use of subsidiary
records.

(2) The system will reasonably reflecc workload of employees, accounting for
100 percent of the work for which the employee is compensated and which is
required in fulfillment of the employee’s obligations to the institution. Because
practices vary among institutions and within institutions as to the total activity
constituting a full workload—when expressed in measurable units, such as con-
tact hours in teaching—the system will be based on a determination for each
individual, reflecting the ratio of each of the activities which comprise the total
workload of the individual. (But see Section H for treatment of indirect costs
under the simplified method for small institutions.)

(3) The system will provide for modification of an individual's salary or salary
distribution commensurate with any significant change in the employee’s work-
load or the ratio of activities comprising the total workload. A significant change
in an employee’s workload shall be considered to include the following as a min-
imum: when work beging or ends on a sponsored agreement, when a teaching
load is materially modified, when additional unanticipated assignments are re-
ceived or taken away, when an individual begins or ends a sabbatical leave, pro-
longed sick leave, or leave without pay, etc. Short-termm (such as one or two
months) fluctuation between workload categories need not be considered as long
as the distribution of salaries and wayes is reasonable over the longer term such
as an academic period. Whenever it is apparent that a change in workload will
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oceur or has occurred, the change will be documented over the signature of a re-
sponsible official and, if significant, entered into the system.

(4) The system will utilize workload categories reflecting activity which is
applicable to each sponsored agreement, each indirect cost activity, and each
major function of the institution,

(5) At least annually a statement will be signed by the employee, principal
investigator, or responsible official, having first hand knowledge of the work stat-
ing that salaries and wages charged to sponsored agreements as direct charges, or
that salaries and wages charged to both direct and indirect cost categories, or to

more than one indirect cost category are reasonable,
(8) The system will provide for independent internal evaluations to insure that

it is working «ffectively.

(7) In the use of this method an institution shall not be required to provide
additional support or documentation for the effort actually performed, but is
responsible for assuring that the system meets the above standards.

Mr. FounTain. Are there any other questions?

[No response.]

Mr. Founrarn. Thank you very much, Mr. Cutter and Mr. Lordan,
for your very forthright and informative responses to our questions.
T think we know what your position is.

Mr. Currer. Mr. Chairman, thank you for giving us the opportunity
to appear.

Mr. Fountain. I hope that when you go back things will continue
to run as smoothly as possible.

Mr. Currer. Thank you, sir. Sodo I

Mr. Fountain., Our next witness is Dr. William Sewell.

Dr. Sewell, you may come up and bring anyone you have with you.

Dr. Sewell is chairman of the National Commission on Research.

We are delighted to have you with us, Dr. Sewell, and will be glad to
hear from you at this time. I believe you are accompanied by Mr.
Gregory Fusco, your staff director,

Go right ahead.

STATEMENT OF DR, WILLIAM SEWELL, CHAIRMAN, NATIONAL
COMMISSION ON RESEARCH; ACCOMPANIED BY GREGORY FUSCO,
STAFF DIRECTOR

Dr. Sewenn, Mr. Chairman, my name is Willinm Sewell. T appear
before you today on behalf of the National Commission on Research.
I serve as the chairman of the commission. I am also a professor of
sociology at the University of Wisconsin—Madison, wheve I formerly
served as the department chairman and later as the division chairman
and then as chancellor of the university.

Mr. Fusco is the staff director of the commission and a former staff
member of the U.S. Senate Committee on Fluman Resources.

We appreciate this opportunity to present our views to the subcom.
mittece. We also appreciate the courtesy and assistance of the subcom-
mittee stafl in arranging our appearance.

The purpose of my testimony is primarily to inform the subcom-
mittee of the objectives and activities of the National Commission on
Research. Qur findings and recommendations will be published at
later dates. We believe that the subcommittee may find our inquiry to
be useful in its deliberations.

Before presenting the main thrust of my remarks, I would like to
commend the subcommittee, and particularly its chairman, for its dili-
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gent and persistent interest. in. the important topic of the proper rela-
tionship between the Federal Government and the universities. The
subcommittee and its chaivman have established an enviable record of
continuity of concern for a set of issnes which have now arown to the
forefront of public interest. The abilitv—or the Inck of abilitv—of the
Federal Government to support research in biomedical and basic
sciences, and to maintain public confidence in these activities particu-
larly that they are being well administered. is erucial to the physical,
economic and social wellbeing of every American,

I am not. here to say that the members of the National Commission
on Research agree or disagree with the views expressed previously by
the subcommittee as a result of its landmark oversight hearings on the
National Institutes of Health in 1961, 1962, and 1967. But I should
like to state for the record that the commission applawds the public
inquiry inte the matter represented by these heavings, Further, it is
our view that such exposition and discussion will likely acerue to the
benefit of the public, as well as to the Government and to the
universities,

Mr. Chairman, it is for these reasons that T am honoved to participate
as 2 witness in hearings before the subcommittee,

The National Commission on Research is a private, nonprofit cor-
poration established to develop specific recommendations to improve
the relationship between the Federal Government and the Nation’s
research universities. Tts members include leaders from universities,
associations, and industry. These members serve without compensa-
tion. We have no Federal officials as members; rather, we have estab-
lished a network of agency Yaison persons from cach executive branch
mission agency concerned with university-based research,

Additionally, our linison group includes representatives of the Gen-
eral Accounting Office, Office of Management and Budget, and the
Office of Science and Technology Policy. We also communicate regu-
lIarly with congressional committees with a jurisdiction which ineludes
federally supported nniversity research.

We are established by. but are financially and organizationally sepa-
rate from, several national higher education organizations and re-
search councils, including the Association of American Universities
and the National Academy of Sciences. The details of this arrange-
ment are provided in the materinls which we appended to the statement.

Let me stress that we are not financially dependent on our establish-
ing sponsors. Nor do we report dircctly to them. We receive our operat-
ing funds primarily from a number of private foundations. such ns
the Carnegie Corp. and the Ford Foundation. Thus. we have cstab-
lished ourselves as independent from both the universities and the
Federal Government. We have done so in: order that we might examine
the interrelationships among the parties in # more ahjective way.’

However, we have maintained close working relationships and co-
operation with both the university research community and the execus
tive and legislative branches of the Government. We have maintnined
these ongoing contacts so that qur findings would be ag realistic;as
possible and so that our recommendations might receive serious
considerdtion. ,
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We anticipate that our recommendations will propose actions by
the Congress, the Federal executive branch agencies, by university
associations and organizations, and by the universities themselves,

T will speak briefly about the objectives of the commission.

Our overall goal is to make a positive contribution to the important
relationship in supported research between the Federal Government
and the university community. Observers on both sides have com-
mented continually over the past decade that this relationship has
deteriorated into an adversarial one. We believe this deterioration and
adversarial relationship are bad for the Nation for a number of
reasons.

One reason, which may be of particular interest to the members of
the subcommittee, is that such an adversarial relationship seriously im-
pedes the abilily to obtain purposes which Congress has chosen in the
Federal legislation which authorizes and funds university research.
More broadly, these impediments make more difficult the proper stew-
ardship relationship which Congress and the executive branch should
and do exercise over public funds. It is also bad for the universities
themselves, which have an equal stewardship responsibility when they
are carrying out programs with public funds.

Government purposes and university purposes are distinct, but fre-
quently overlap. In our nation, research universities exist to discover
new knowledge, to teach and disseminate what is presently known, and
to serve their respective constituencies. Each research university,
whether State-supported or privately organized, has its unique set of
constituencics to serve through its general mission of research and
teaching.

As you, Mr. Chairman, and the members of your subcommittee are
well aware, these university goals are often quite compatible with na-
tional and Federal goals. These shared goals have led to the growth in
the post-World War II period of a very large and complex system of
Federal programs supporting university research. Notable by its ab-
sence is a general Federal program for supporting university research.
Rather, the universities receive funds to conduct research for particu-
lar Federal purposes as specified by law.

While I do not intend to dwell overly long on the following point, T
should like to state for the record that the commission believes that the
collaboration between the Government and the universities in support
of research has been a remarkably fruitful and successful one. Tt is
the impediments to continued success which are the subject of these
hearings and the central concern of our commission,

Within the context T have just described, the National Commission
on Research is examining the strengths and weaknesses of the rela-
tionship and what the participants hope to obtain from it, and will
make a series of recommendations for improvements. These recom-
mendations will be made to all of the participants: The Government.
including the Congress, the executive branch mission agencies. and
oversight offices; and the university community, including the univer-
sities themselves, their associations and organizations, and individuals
who administer them and who teach and conduct research within them.

We have attached to the printed copy of our testimony a brochure
which ontlines these concepts.
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The commission meets approximately monthly to conduct its busi-
ness. Between these meetings, the members and staff are active in meet-
ings with individuals, collecting documents, and preparing original
documents for the use of the commission. Qur monthly meetings are
held in Washington or on selected campuses around the country. At
these meetings, we hear and discuss presentations by invited speakers,
review materials prepared by members and staff, and discuss among
the members the many issues under consideration. We also carry out
similar activities in our several subcommittees. In addition to formal
meetings, we have extended our outreach to Government agencies, uni-
versity leaders, and the research community by direct letters of inquiry
and through invitations for comments published in professional
journals.

We have been heartened by the positive reception to our efforts
which we have received. Last week, our members met with Senator
Lawton Chiles of Florida. The Senator was generous with his counsel
and encouraged us to continue our work,

We have received excellent support and assistance from the Gen-
eral Accounting Office. Severa) of our members met eavlier with the
Comptroller General, Elmer Staats, and his senior staff to discuss
acconntability issues. This was a mutually beneficial exchange, and
M. Staats referred favorably to the commission’s activities in a
resent major address on thig topic which was subsequently published
in Science magazine. T understand that the chairman earher referred
to this article and had it made a part of the hearing record.

The White House Office of Science and Technology Policy, which
was established by congressional mandate, has been extraordinarily
supportive and helpful. The Science Advisor to the President,
Mr. Frank Press, had dinner with the commission earlier this year and
enconraged us in our activities as well as made a number of helpful
suggestions.

Other senior Government officials, including the National Science
Foundation Director, Richard Atkinson, and Acting Undersecretary
for the Department of Energy, John Deutch, have met with the com-
mission and encouraged its work.

We have received a comparable reception from the university com-
munity. Our founding organizations have been extremely helpful and
supportive without interfering with our independence.

The staffs of congressional committees and other congressional
offices have also been helpful. I have already cited the contribution of
the GAQ. In like manner, the Library of Congress Congressional Re-
search Service has provided insight and assistance. The commission
has already consulted fruitfully with the staff of this subcommittee.
We have also consulted with the Senate staff members on the Appro-
priations Committee, the Government Affairs Committee, and the
Human Resources Committee.

The executive branch has been extremely helpful to us. In addition
to the OSTP cooperation cited above, we have had continuing consul-
tation with several offices in the Office of Management and Budget.
A large number of officials in mission agencies, like the National
Science Foundation, the National Institutes of Health, the Depart-
ment of Energy, and the Department of Defense have been generous
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in their advice and assistance. We have benefited greatly from the
views of the senior officials in DHEW Office of the Inspector General,
an office which this committee and the subcommittee chairman have
helped establish.

In the university community, we have received continued support
and advice from our sponsoring organizations, as well as expert as-
sistance from other interested organizations. including particularly
the National Association of College and University Business Offices
and their council on government relations. )

The commission has already had one campus meeting at the Cali-
fornia Institute of Technology; other campus meetings are planned
for the University of Wisconsin, Stanford University, the University
of California, and probably several othiers. While our university-based
members do not serve as official representatives of their home institu-
tions, their faculties and administrators have been generous with their
advice and assistance.

The publications of the commission are expected to be notable in
their brevity. We hope to issue short and concise documents with a
heavy emphasis on findings and recommendations.

Regarding the timing of our reports, we anticipate that the deliber-
ations of our accountability subcommittee will be the first to produce
commission findings and recommendations. The full commission will
be considering these issues, and presently anticipates issuing its find-
ings and recommendations on accountability in the late fall of this
year. ' :

In addition to the accountability area, we anticipate issuing several
other reports at intervals of approximately 1 month to 6 weeks in
duration. These additional topics will include: Peer review and other
selection criteria; alternative funding mechanisms; the industry/uni-
versity/Government relationship in research; research personnel de-
velopment. particularly the development of young scientists; and
perhaps other topics. In each of these areas, the commission has estab-
lished a subcommittee to carry out the investigation and to report its
views and findings to the full commission.

By issuing our documents while the commission remains in exist-
ence, we hope to be able to affect their dissemination and implementa-
tion in a more expeditious manner than the conventional method of
issuing a final report and then passing out of existence.

In summary, we have alveady undertaken extensive consultation
and collaboration with the university and Government communities.
We hope that this will maintain our objectivity and allow us to present
recommendations which are viable and realistic.

Mr. Chairman, my primary mission today is to inform the subcom-
mittee about our existence and our plans. Because we have been in
existence for only a short time, we do not, as yet, have findings and
recommendations to present to the Congress or to other intevested par-
ties. However, T believe that it is a fair commentary that our work to
date will lead to conclusions that changes may be useful in all quarters
involved in federally supported reseavch. This would include recom-
mended changes in legisliation. in the administration of Federal pro-
grams by the executive branch of Government, and in policies and
practices of universities and their faculties. ’

$1-111 0 - 78 - 17
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Our decision to conclude our activities by the summer of 1980 and
then go out of existence is indicative of our desire to dedicate onrselves
solely to the tasks that T have outlined.

At this point in our deliberations, I believe T can make the following
general observations on behalf of the commission.

First: We have found our subject matter to be startlingly complex
and highly variable from one Federal program to another and from
one university to another. The large number of Federal funding
sources, each with its unique program purposes and methods of ad-
ministration, creates a sometimes bewildering array of program re-
quirements for university participants,

Also, universities, with their varying administrative patterns and
management techniques, and their varying attitudes and traditions
concerning faculty rights and responsibilities, are often baflling to the
respective Federal agencies and their management and accounting
personnel.

Second: As a result of these differences, there often exist gaps in
the understanding of participants in the needs and purposes of the
other sector. For example, an otherwise experienced and skillful Gov-
ernment official may lack a current understanding of university en-
vironment, while an otherwise competent campus-based researcher may
be ignorant of the legislative purpose underlying the grant which he
has received.

Third : We anticipate that our recommendaticns will include some
elements which require an extended duration for their implementation.
We believe that some actions may be initiated promptly but will require
many years for their full effects to take place and to reap the antici-
pated benefits.

Fourth: We are hopeful that the commission will have a catalytic
effect simply by creating a large number of throughtfnl exchanges
among participants in the Federal-university relationship. which are
absent of adversarial character and which are undertaken with a posi-
tive ;\nd mutually agreeable goal of improving the relationship and its
results. N

We already see evidence that this process is beginning. We are im-
pressed with the goodwill and the desire of people from Government
agencies and those from the universities who have appeared before
our commission to improve this working relationship with a view
toward increased research productivity on federally funded projects.

Mr. Chairman and members of the subcommittee, I have appeared to-
day in order to alert you as to our activities. { shall conclude my state-
ment in two ways: first, by an offer to be helpful to the subcommittee
in its deliberations in any way you may find beneficial, and, second, te
request the appropriate opportunity to present our findings and rec-
ommendations to the Congress when they have been completed.

It is our sincere hope that our presentation today has been of some
assistance to your subcommittee, but equally that we have whetted your
appetite for the findings and recommendations which we shall produce
in the coming year.

Mr. Chairman, on behalf of the commission, I wish again to thank
you for the opportunity to appear here today. My colleague, Gregory
Fusco, and T would be pleased to attempt to answer any questions which
you may have for us.
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Mr. FounTtain. Thank you, Dr. Sewell, for a very comprehensive
description of the background and ongoing work of your commission—
its origins, objectives, and methods of operation—and an indication
that you will have some findings and recommendations in the future.

Without objection, the additional material you have supplied will
be included in the record at this point.

[The material referred to follows:]
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THE NATIONAL COMMISSION ON
RESFARCH is a private, non-profit cor-
poration established to examine the re-
lationship between the Federal govern-
ment and the research universities and
to suggest improvements.

Obijectives:

The Commission members &/e developing aseries
of positien papers which will describe the govern-
ment funding process and university involvement in
research over the past thirty years, Based on these
studies, the Commission will make recommenda-
tions for potential improvements by all interested
parties, Issues under investigation include the fol-
lowing:

O Scientific, administrative, and fiscal
accountabllity;

O Peer review and other selection criteria;

O Alternative funding mechanisms and
instruments;

Q Industryfuniversity/government relationships;

O Development of research personnel, including
young investigators and non-tenure track
faculty;

O Extent of agency involvement in technical
monitoring, control of research and the
publication process;

O Political and social factors affecting publicly
supported research, and the environment
required for research to flourish,

Background:

Over the past several years, the refationship be-
tween the Federal government and the research uni-
versities has become increasingly adversarial, Per-
sons both within the government agencies that fund
research and within the universities that receive
some of those monies have become concemed
about the effects of the deterioration of the relation-

ship. Government involvement in the support of
research at these academic institutions has in-
creased, as have the paperwork, regulations, and
accountability.

Founding:

1n an attempt to solve problems inherent in the
government funding mechanisms and to improve
the understanding between government agencies
and universities involved in research, the National
Commission on Research was founded in the latter
half of 1978 by the Association of American Univer-
sities, the National Academy of Sciences, the Amer-
ican Council on Education, the National Association
of State Universities and Land-Grant Colleges, the
Social Science Research Council, and the American
Council of Learned Societies, The Commission is
funded through grants from several foundations, It
works independently of its founders to examine the
process by which the Federal government supports
academic research and to propose changes de-
signed to improve that process.

Members:

Twelve leaders with backgrounds in education,
business, and government have accepted appoint-
ments as unpaid Commissioners and face the chal-
lenge of accomplishing the above goals in arelatively
short period of time, with a target date of June, 1980.
William H. Sewell, professor of sociology at the Uni-
versity of Wisconsin, serves as Chairman; and Cor-
nelius ), Pings, Vice Provost and Dean of. Graduate
Studies at the California Institute of Technology,
serves as Director, A listing of other Commissioners
and staff members is attached.,

Liaison persons to the Commission have been
identified by several appropriate government agen-
cies, including the National Science Foundation; the
National Institutes of Health; the Department of De-
fense; the Department of Health, Education, and
Welfare; the Department of Energy; the Office of
Management and Budget; the General Accounting
Office; and the Office of Science and Technology
Policy,




254

Method of Operation:

Subcommittees have been appointed to investi-
gate each of the basic issues and to draft pasition
papers for discussion by the entire Commissian. In
addition to surveying the availabie literature, sub-
committee members and staff meet with appropriate
government officials, business leaders, and educa-
tors, At monthly meetings, invited speakers present
their views on pertinent aspects of the listed topics
or on the broad purview of the Commission. Liaison
with numerous government agencies is maintained
through telephone contacts, correspondence, and
attendance at Commission meetings which are held
in Washington or on selected university campuses.

Results:

The Commission will publish and disseminate a
series of position papers reporting on the conclu-
sions from the investigations into the relationship
between the Federal government and research uni-
versities. Specific recommendations for improve-
ments in the refationship will be impontant sections
of these position papers,

For Further Information:

Should you desire more detailed information on
the National Commission on Research, please con-
tact the Washington office located at 2600 Virginia
Avenue, N.W,, Suite 1003, Washington, D.C, 20037.
The telephone number is (202) 337-3700,

Membership

william D. Carey
Executive Director
American Association for the Advancement of
Scierice

Philip P. Cohen
Professor Emeritus
Department of Physiological Chemistry
University of Wisconsin Medical Center,
Madison

Dale R. Corson
President Emeritus
Cornell University

Edward E. David, Ir.
President
Exxon Research and Engineering Company

Carl Kaysen (Consulting Member)
Vice Chairman and Director of Research
The Sloan Commission on Government and
Higher Education

Donald N. Langenberg
Professor of Physics
University of Pennsylvania

Ruth Barcan Marcus
Professor of Philosophy
Yale University

Charles A. Mosher
Public Programs Manager
American Association for the Advancement of
Science

Raymond L. Orbach
Professor of Physics
University of California, Los Angeles

Comelius ). Pings (Director)
Vice Provost and Dear of Graduate Studies
California tnstitute of Technology

William H. Sewell (Chairman)
Professor of Sociology
University of Wiscansin, Madison

Monte C. Throdahl
Senior Vice President
Monsanto Company

Linda §. Wilson
Associate Vice Chancellor for Research
University of Illinois, Urbana
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M. Founrain, I assume your accountability subcommittee has not
arrived at any preliminary findings and recommendations which you
can share with us today.

Dr. Sewenn, No, I think not, Mr. Chairman, They are reporting
to us at our September meeting on their preliminary findings, We
are hoping to work over those findings rather thoroughly and pos-
sibly have a_draft by November—a finished draft—which we would
be privileged to submit to your subcommittee,

Mvr. FountaIN, You noted on page 5 that Government purposes
and university purposes are distinct, but frequently overlap, I think
this is an important point that is not always fully understood. Tt is
because of the differing objectives that the need for financial account-
ability arises.

Would you agree with that observation ?

Dr. Sewerr. I would.

Mr. FounraiN, You also noted that the Federal Government does
not have a general program for supporting university research, that
the existing research support is directed to particular Federal Y\n‘-
poses, such as preventing disease and promoting the public health.

It is also true, is it not, that support for those particular Federal
purposes is provided mainly through the project system, which fur-
ther limits the way in which universitics may spend the funds?

Dr. Sewrrnn. Yes, indeed, that is true. For the most part, Federal
awards are made in response to applications by faculty members, and
processed through the university. I might say that it is not a com-
pletely independent system for the faculty. Applications ave then
sent to those agencies for their consideration,

It is certainly my understanding, and T believe that of mast of the
members of our commission, that there is an obligation to use those
funds according to the purposes that the Congress has specified.

Mr, Founrtain, Is there any strong sentiment in the academic
community for a program of gencral support for scientific research
in_universities?

Dr, Sewrrr. That, T think, i$ a rather dificult question for me to
answer,

I have spent some 42 years as a university professor, and I have
been active with the National Science Foundation, and the National
Institutes of Health. I think I was at one time or another a member
or chairman of three different study sections and advisory committees.
T do have n sense of the intevests of the university community.

And T obviously cannot speak for the National Commission. I do
not personally believe that the university community wants to make
a basic change by which there would be general. and legislatively
determined support for university research.

In general, I think the major mechanisms that are now in opera-
tion—the project grant system being the major one but also others
such as legislatively determined formula programs with agricultural
experiment stations. constitute a rather large and efficient system of
ways in which the Federal Government supports research.

I think we need to improve those mechanisms wherever ?ossible so
that the greatest research produnct comes out of them. I also believe
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that we have to try constantly to think of innovative ways in which
research can be supported.

At the present moment. this commission is considering those ways.
In several of the Governnent agencies—NIH and NSF—they are also
trying some experimental mechanisms for research programs which
we' will carefully monitor and evaluate. We will probably make rec-
ommendations to the Congress, if legislation is necessary for the
further development of these programs.

Mr. Founrav. I might say, in this connection, that Congress in 1972
enacted a program, with which you are familiar, of general support
grants to State and local governments, known as general revenue
sharing.

Dr. SeweLr. Yes.

Mr. Fountain. While this program is enthusiastically backed by the
Governors, mayors, and county officials, and I have supported it, the
Congress appears to be having some second thoughts on this Federal
commitment of almost $7 billion a year, primarily because of our
present budget situation, Consequently, it might even be difficult to
extend the revenue sharing program which expires in September 1980,

I relate this experience to point up the dangers of institutions, like
State and local governments, becoming overly dependent on a large
funding source which Congress can terminate at any time.

Do you know from the commission’s studies whether university
investigators would favor broader forms of Federal research support,
such as institutional or department grants?

Dr. Sewerrn. I cannot say as yet from the commission’s study. We
are examining this issue through onr Subcommittee on Alternative
Funding Mechanisms. From my own experience, I would say that
investigators generally are comfortable with the present system of
support, particularly that part in which they make the application,
even though it goes through the university and even though the univer-
sity is responsible for the funds that come. I think that is probably
the preferred technique as far as most investigators are cencerned.

On the other hand, I have encountered at my university and in my
experience some people who have different views. Some people would
rather have mandated funding, depending upon their own experience
in formula-type grants.

I think that, in general, the granting system that is available has
proved to be quite spectacularly successful. T think that over the years
we have had mcreased difficulty in the administration of the system.
Tt was much easier to manage when it was much smaller, obviously.

Mr. Fountain. Thank you very much for your staternent.

We would be very glad to get the benefit of the results of your find-
ings and also your recommendations.

I think the one key ingredient of your commission which impresses
me most, on the basis of the way you have described it, is the fact that
it appears to be free and independent. I think too often committees and
commissions become an arm or a means of special interests to accom-
plish a given purpose. Your description of your commission would in-
dicate that you are free to express your views uncontrolled or unsuper-
vised, and not subject to being everruled by anyone who may have
made n contribution to your labors,
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Thank you very much for coming befors us. We were delighted to
have you,

Dr. Sewrrr. Thank you.

You may be sure that we will continue to exert our independence.

Mr. Founrain. Good.

The subcommittee stands adjourned subject to the call of the Chair.

[ Whereupon, at 12 noon, the subcommittee adjourned, to reconvene
subject to the eall of the Chair.]







APPENDIX

MATERIAL, SUBMITTED FOR THE I EARINGS

[The following statement was submitted for the record by Harvard University,
September 10, 1979.)

My nan.e is Thomas O'Brien. I am the financial vice president of Harvard Uni-
versity, a position I have held since January 1977. Before joining the staff at
Harvard 1 held a number of positions in Government and taught economics at
Brandeis University. My responsibilities at Harvard include the administration
of research grants and contracts and the University’s accounting and control
© systems,

A great deal of criticism has been aimed recently at the way in which research
universities account for Federal funds. Some of that criticisin has been justified;
much of it has not. Based in large measure on :misunderstanding of how univer-
sities function, it has tended to reduce what was once a research partnership be-
tween the Federal Government and universities to a purchaser-supplier relation-
ship which sesms to become ever more atlversarial.

At the same time, Federal auditing procedures have been criticized by the
(*ongress and by the General Accounting Office. Congress is frustrated in its
demand for assurance that Federal research funds are being used as intended
and managed as required. Universities are wary of Federal auditors, worried
about adverse publicity, and pressured to spend ever scarcer funds on more
administration, the least productive and least popular of all activities.

I hope that these hearings and the recommendations which stem from them
will start to reverse these disturbing trends. I have no illusions, however, that
this task will be easy. As we work our way out. of this frustrating situation all
parties are going to have to understand each other better and each must find the
flexibility to experiment with imaginative solutions to the very complicated
problems we both face,

We do start from the same point, however. The need for accountable steward-
ship of the several billions of Federal dollars granted to universities every year
is well recognized and accepted. That recognition and acceptance is nothing new to
us; universities have long had a responsibility to assure that they adhere to the
requirements of outside spousors. Qur fiducinry responsibility is one we have
tccepted for centuries and have citried out with distinction, Increasingly, ac-
counting is being confused with accountability and that confusion is bringing
ncademic research and the Federal Government into conflict. When relatively
ieimple accounting errors are magnified into a crisis of accountability, everyhody
oses.

To a large extent, the way in which the various agencies of the Government
award competitive project grants already ensures broad accountability. The
peer review system works well in selecting promising projects. Program reviews
and reporting requirements ensure that the results of the research meet the
criteria of the grant. However, the very nature of the present highly competitive
s,vsren_x ol_f awarding research grants, a system which ensuresg the quality of both
t'he_ winning proposals and resulting research, is complicated by accounting re-
quirements which force us to compartmentalize costs and add administrative
overhead in a manner that is often incongruous with the structure of a research
university.

At Harvard, we must be able to demonstrate that every dollar expended in
some 2,000 Federal grants n year was spent for the benefit of that project accord-
ing to all regulations. We must be able to provide detailed time and effort vecords
to justify salary expenditures. We are trying to do that and I helieve we are
succeeding remarkably well.

(259)
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We have some difficulty, however, in succeeding totally because of the very

natureof a t}niversity. Accounting standards for time and effort, for example, that
are appropriate for a Government procurement contract with an aeronautices tirm
to produce a specific piece of hardware are probably not appropriate for a medical
research grant. Often the time spent by a medical investigator simply does not
break down very neatly. A doctor doing kidney research on a National Institutes
of Heaith grant may spend 2 hours with a patient on dialysis in a teaching hospi-
tal ac‘companied by a post-doctoral student who is assisting him in his research.
Exactly how does he charge that time? Is he teaching—is he practicing
medicine—is he conducting research ? Probabiy all three,
. But.in making this familiar and traditional argument—in defending prineipal
investigators from filling detailed time reports—I believe we sound self-serving
and miss the real point. The case made by the General Accounting Office and other
Coglgressional inquiry shows that both Federal audits and private CPA audits of
university rerearch management leave much to be desired. The goal of the Federal
auditors appears to be to justify their existence and prove their worth by finding
disallowances while the’accounting firms certify only that the financial state-
ments of the universities are materially correct. Federal sudits are also notorious-
ly deficient in offering constructive criticism of university accounting systems
and control procedures. Public accounting firms as part of their annual audit
also provide management letters of widely differing degrees of speecificity and
quality. Normally certified financial statements do not assure that Federal resarch
funds are accounted for and controlled in accordance with all contractual regu-
lations ; that is not their purpose.

False reassurance among university trustees from the annual audit and counter-
productive incentives for Federal auditors combine to produce a system which
may seriously damage basic scientific research and science education in the United
States. The current problems must be resolved or the public's belief that univer-
sitieg stand for something more than mere self-interest could be lost and research
and education may be fundamentally handicapped .

It might be more useful at this point to move from these general comments
to our own recent experience. In 1978 auditors from the Department of Health,
Education, and Welfare reviewed detailed accounting for Federal programs at
Harvard. We have received the first part of their draft report. It covers the years
1975 to 1977 during which $37.1 million was expended under Federal grants and
contracts by our school of public health,

The incomplete draft recommended that approximately $2.5 million (7 per-
cent) in costs be disallowed because they could not find documentation to support
the charges. We expect this amount to be reduced significantly after we have
had the opportunity to present additional information, which, incidentally, was
available during the audit. Further examination of our records will support
most costs which the auditors were unable to substantiate. We will cite Federal
regulations that support our actions and we will find and present documenta-
tion that the auditors failed. to identify. When we have prepared our detailed
response to the auditor’s findings, I think that HEW will accept and approve
as perfectly legitimate the large majority of the charges questioned. Unfortu-
nately, the stigma of the early report is likely to remain and those responsible
for negotiating a final settlement may be castigated as having somehow been less
vigilant than the original auditors, not simply better informed.

The following examples of mistakes we have found in the audit show how
the Federal auditors approach leads to final settlements which are small when
compared with initial “findings.”

1. The auditors recommended the disallowance of 12 transfers totalling $19,000
(extrapolated value $233,500) despite the fact that the charges, which were
erroneous, had been correctly transferred out of the grant accounts by school
of public health administrative personnel well before the auditors began their
review. The auditors justified their findings in these instances with such state-
ments as “this entry was made in error, It was eventually corrected on Febru-
ary 28, 1977. Since the erroneous entries fell in our statistically sampled journal
entries we must consider it to be a bad entry” and “Transfer was found to be
in error as evidenced by eventual transfer out of non-Federal account 3175
on Janury 28, 1977 by journal voucher 28464. For the purposes of this statis-
tical sample the transaction such as this one when found to be erroneous,
whether or not it is reversed or corrected at a later date, must be considered
unallowable.” In other words the sample was not taken of final university
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accounts but of early uncorrected accounts before our own system had com-
pleted its work. If disallowances such as these were to go unchallenged the
Government would be requesting repayment of costs which were not even paid
by the Federal Government. It is difficult to understand and impossible to
aceept reasoning such as this.

2, The auditors recommended disallowing $28,400 in costs (extrapolated value
$349,060) because: ,

A. HEW approval had not been received,

B. there was an overrun on the original account charged and an underrun
to which the transfer was made, and

C. the transfer was to an account terminated in 1974.

In fact approval was received to charge the prior award as evidenced by the
principal investigator’s memoranda to HEW. While the auditors were correct
that there was an overrun on the original account, in fact a substantial part
of the cosls involved should have been charged to the original account which
was underrun. The transfers were made to correct the error. The original grant
in fact did not close until 1977 and the unliquidated obligation, of which HEW
was aware, was carried forward in accordance with Government procedures.

3. In two instances, the auditors claim that transfers of costs from grants
to noncompeting continuation grants are not allowable. The Public Health Serv-
ices swn grant policy statement states that “a grantee may, at its own risk,
incur obligations and expenditures prior to the beginning date of the budget
period of a noncompeting continuation grant . . . and may charge such costs to
that continuation grant.” The risk to the grantee is that the continuation grant
will not be funded, in which case the grantee cannot recover these funds. In
the instances cited, however, the continuation grants were funded and the trans-
fers followed Government-mandated procedures to the letter.

4. The preliminary report comments on expenses of $102,300 incurred under
one grant for services of personnel at a university in Israel by saying “Documenta-
tion was not available to either support the propriety of the rates of salaries
paid or whether the services were rendered.” However, the University’s files—
which were available to and reviewed by the HEW auditors—contain statements
signed by officers of that university certifying to the amount of personnel effort
allocable to this project. As the entire basis for this project involved cooperation
between Harvard and the university in question, and as this cooperation is doc-
umented throughout both the project proposal and reports, it is difficult indeed
to understand why there are questions as to whether the services were rendered.

5. The preliminary audit questions numerous charges to research grants for
services of consultants on the grounds that documentation of the need for these
consultants is not present. Yet in many of these cases, the need for the con-
sultants, together with the names and qualifications of the persons to be em-
ployed, were included in the original grant application and were part of the
basis on which the grant was awarded. Unfortunately this penchant for ques-
tioning after the fact items ngreed to beforehand is one of the continuing prob-
lems universities have with Government aunditors.

On a broader level the audit of the School of Public Health exemplifies many
of the problems already documented in reports from your full Committee on
Government Operations and from the General Accounting Office. The difficul-
ties we have experienced include HEW's delays in initiating, executing, and
reporting the audit ; its refusal to keep ngreements on notification and communica-
tions; its failure to use or even to take note of improvements in our systems to
account for Federal grants; and its specific errors and oversights in actually
making the audit. The fact that these problems are so general suggests that they
result from much more deep-seated causes than the qualities of individual
auditors or their management.

The Controller General's report to Congress, “Grant Accounting: A Maze of
Incousistency, Gaps, and Duplication that Needs Overhauling”™ (June 15, 1979)
points out some of these underlying weaknesses in the Federal audit process:
(1) inflexibilities and inconsistencies in grant audit laws and agency regula-
tions, (2) the uncoordinated Federal approach to grant auditing, (3) the poor
use and possible shortage of audit resources, and (4) the failure of the Govern-
ment to sde that its grantees make or have audits made that satisfy Federal
needs. The report also mentions problems in the Federal audit process, noting
that auditors take an insufficiently broad view of the institution being audited
and goes on to criticize auditors' failures to include meaningful surveys of the
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institutions' existing systems of financial controls and grant management
capabilities.

The report by the Committee on Government Operations, “Failure of Govern-
ment Departments and Agencies to Follow-Up and Resolve Audit Findings”
(House Report 96-279, June 18, 1979, p. 21) notes that “contract auditors, in their
advisory role to the contracting officers, generally feel that they have discharged
their responsibility when the reports are issued and the recommendations made
to the procurement office.” The role of the audit agency is concluded at this point,
and other HEW representatives conduct negotiations to conclusion—conclusions
that have typically documented that most of that money was in fact well spent
and well accounted. Some witnesses have implied that in such cases the resolu-
tion process is at fault rather than the audit process, which seems rather like
condemning the jury for a verdict of not guilty rather than fauiting the prosecutor
for baseless accusations.

Everyone involved agrees that the HEW audit agency does not have the re-
sources to conduct annual audits of each grantee. In fact, it has not even been
possible to establish a schedule of rotation among institutions or among years or
department activities at a particular institution. As a result, people at the
institutiongs see auditors so infrequently that they do not understand the purpose
of their activities. Similarly, auditors visit any one institution so infrequently
that they must relearn their job with each new audit. They have no standards
against which to conduct their audit. Imagine the effect if a private corporation
were audited so irregularly and infrequently that new staff conducted every
audit. The result would prebably be horrendous—more effort would be spent in
trying to understand the systems than in accurately identifying and proposing
solutions to problems.

Our experience at Harvard leads us to the perception that the Federal auditor
sees his objective not to review the quality of research management but to find
disallowances. But this does not have to be the case. For example, while HEW
has been auditing our school of public health, NIH has performed a review of
expenditures in one department of our medical school. The comments made by
the auditors—who reviewed precisely the same university systems—are similar
in direction but widely different in degree. Essentially the same areas for po-
tential improvement are cited in both audits, but one concludes that funds have
been well managed while the other concludes that they have not. In essence, the
question becomes one of degree—how good is good enough? What is the standard?

In our most recent fiscal year, Harvard expended approximately $90 million
under federally sponsored agreements. About 250,000 charges were made to our
accounting system to accomplish this—an average of approximately $360 per
charge. If an auditor reviews all of these 250000 charges, some will inevitably
be in error, However, if an auditor samples 250 of these charges, one-tenth of 1
percent, and finds only three of them in error, can one then legitimately conclude
that there is an error rate of slightly more than 1 percent and recommend a $1
million disallowance? Is that really what is intended? It would seem that a
complex system that worked correctly 247 out of 250 times should be compli-
mented rather than penalized.

The overwhelming weight of professional opinion is that the ohjective of an
audit should be to review financial control systems to assure that they are
designed to fulfill all the fiduciary requirements that the grantee has accepted
and to assure that those control systems are working as designed. It would he
more constructive if auditors were to report on the quality of research manage-
ment and make suggestions for improvement. While they should certainly object
strenuously to any perceived mismanagement and insist upon changes or refunds
when they are right, searching for disallowances should not be the principal
objective. The proper goal of both the government and the institution is to deter-
mine the adequacy of management and correct it if it proves inadequate.

In this way, a university grantee will see the audit in a far more positive
light and not feel forced into a defensive position. Discugsion of financial man-
agement can then assume the same positive tone as do discussions with program
officers over the substance of the research,

1 believe that an ideal system of Government audit wonld focus on reviewing
an institution’s control system for managing Federal funds and then certifying
that those systems are or are not adequite to assure that all grant and con-
tract requirements are adhered to. The emphasis would be on identifying.
penalizing, and correcting weak systems. After the Government certifies that
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an institution's system is capable of meeting Government standards of account-
ability, anditors would still be able to review individual transactions, monitor
accuracy and documentation, and ensure that the system worked as intended.

By shifting the emphasis toward understanding, criticizing, and improving
institutional financial systems, the Government would be promoting efficient
structural change. The current system fails to do that.

We are conducting an experiment with HEW and a public accounting firm
that is designed, in part, to explore this aren. We expect it to provide audits
that are even more timely, complete, professional, and accurate. We hope that as
this objective is achieved we can avoid acrimonious charge and countercharge
and raise the level of discussion to that of a reasoned understanding that makes
an effective partnership.

Despite our problems I hope it is clear that I do not believe the present
situation is hopeless. Despite occasional acrimony and misunderstandings I
sincerely believe we are probably a lot closer to resolving these problems than
we were only a few short years ago. A review of the testimony you heard in
July supports that optimism.

Dr. Max Binkley from Colorado State described the movement toward greater
accountability at universities all across the country.

Chancellor Alexander Heard of Vanderbilt outlined for the subcommittee the
recent experiments permitting “master grants” between the National Science
Foundation and six participating universities.

Thomas Bartlett, president of the Association of American Uuiversities, noted
Senate legislation to encourage NIH to make experiments similar to those of
NSF allowing some logical pooling of funds within departments or on related
projects,

Henry Kirschenmann, Director of the Office of Grant and Contract Financial
Management at HEW commented approvingly on OMB’s recent efforts to force
“Federal monitoring to focus more on programmatic results and overall cost
effectiveness—while getting away from the old ‘green eyeshade' preoccupation
with input details.”

And finally the creation of the National Commission on Research offers a
natural focus for university and Government officials to work out the com-
plexities of implementation in an atmosphere of mutual understanding and ap-
preciation of our common goal,

That goal is effective and accountable research. Though we may approach it
from different perspectives, we ure all working to the same end. As long as
we don’t lose sight of that, I believe we will always be able to resolve the
differences that may arise in pursuit of the goal.
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