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M EMORANDUM 1O THE CHAIRMAN

I am pleased to submit to you our semiannual report, which summarizes our
significant activities from April 1, 1992, through September 30, 1992. This sub-
mittal complies with Section § of the Inspector General Act of 1978, asamended.

During this period. we completed seven audits of the U.S. Nuclear Regula-
tory Commission’s (NRC) programs, 1 audit of an NRC contract, and analyzed
S0 contract audits as issued by the Defense Contract Audit Agency (DCAA). Our
internal audit reports resulted in identifying over $9.6 million as funds that could
be put to better use and six recommendations to NRC management. The con-
tract audit work resulted in identifving over $3.8 million as funds that could be
put to better use and $367,120 as questioned costs. We also completed 46 inves-
tigations and 1 inspection concerning the integrity of the fire barner materal
known as “Thermo-Lag.”

It is encouraging to report that NRC management has continued to provide
complete access and cooperation for our investigative and audit initiatives.
Ihere were no instances in which any records or documents were denied to my
statt. We appreciate the support of NRC management and employees and look
forward to continuing our work in enhancing the integrity and accountabihity of
the programs and operations of the NRC.

Sincerely,

David C. Williams
Inspector General
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b XECUTIVE SUMMARY

AUDITS

During the past 6 months, the Office of the Inspector General (O1G) has contin-
ued to conduct audits necessary to fulfill numerous legislative requirements, in-
cluding those mandated by the Chief Financial Officers Act of 1990, The OIG
has also increased its audit effort in the areas of audit follow-up and NRC con-

tracting. In addition to this work, the OlG is evaluating three critical areas within

he NRC: the safety inspection programs, the automated information programs,
and the research program. A summary of the work completed by the OIG during

this reporting period is described below

B The OIG conducted a broad survey of NRC's inspection programs as part of
its strategic audit plan for Fiscal Year (FY) 1992, The report of this survey pro-
vides the foundation for a series of audits that the O1G will conduct over the next
several years covering NRC's inspection programs. The report accomplishes two
main objectives: (1) 1t describes in a single document how NRC develops and
administers its inspection programs, and (2) it provides detailed information

about the allocation and use of inspection resources.

B The OIG reviewed NRC's estimated and requested budgets for its inspec-
tion programs to determine the nature and the extent of the programmatic in-
creases from FY 1992 to FY 1993, The O1G determined that the budgeted costs



for salary adjustments are projected to increase by 2 percent from FY 1992 to FY
1993 but identified no programmatic growth,

B NRC'sinventory of completed, but not yet closed, contracts increased from
591 in May 1986 to 829 by October 1991, As a result, over $8 million could have
been available for NRC programs, but was unnecessarily tied up as contract obli-
gations. The OIG made one recommendation to strengthen NRC’s management
and oversight of the contract closeout process and two additional recommenda-
tions regarding the deobligation of unexpended balances on completed con-
tracts.

B The OIG conducted a review of NRC's process for managing allegations
concerning potential safety problems in the design, construction, and operation
of the Nation's commercial nuclear power reactors. The OIG determined that
NRC's process for managing allegations met the intent of Commission policy
and NRC guidance. The OIG further determined that both headquarters and
regional staff had implemented NRC guidance.

B The OIG conducted a budget review of NRC's Office of Nuclear Regula-
tory Research (RES) to determine the extent of budget changes and to ascertain
why they occurred. The O1G review disclosed that the RES budget has not grown
significantly. In fact. as NRC's budget increased in recent years, RES's portion
remained fairly constant resulting in a decreased share of the agency’s overall
budget. However, program changes being considered to support advanced reac-
tor design testing may increase RES's budget by $13 million or more through FY
1995,

W As required, the OIG conducted a review of NRC's comphiance with the
Anti-Lobbying Act. The OIG reviewed 65 contract actions over $100,000 that
were obligated during FY 1992, The review was conducted to determine whether
the required certifications and contract clauses were included in the contract
package, where necessary. The OIG found that 3 of the 65 contract actions did
not contain the certifications and contract clauses required by the act.

B The OIG reviewed the project management practices in RES for acquiring
services from the Department of Energy (DOE). The OIG found that since 1986,
the NRC has disbursed approximately $500 million to DOE for laboratory serv-
ices. The disbursements were made without employing the required review and
approval process for cost vouchers and without verifying the payments for accu-
racy. The O1G made three recommendations to ensure that NRC will review and
approve cost vouchers and subsequently verify payments to DOE as required.

i



INVESTIGATIONS

From April 1, 1992, through September 30, 1992, the OIG initiated 53 new in-
vestigations, and closed 47. OIG investigations led to 4 referrals to the Depart-
ment of Justice (DOJ), and 60 referrals to NRC management. At the end of the
reporting period, 51 investigations were still in progress. The OIG continues to
receive an increasing number of allegations of wrongdoing that are resulting in

some complex investigations. Brief summaries of selected cases follow

B The OIG conducted an inspection to assess the NRC staff’s performance in
reviewing and accepting a fire barrier material called *Thermo-Lag.” This mate-
rial is used in nuclear power plants to comply with NRC fire protection require-
ments. The OIG determined that the NRC staff's performance on this matter,

and their response to reported problems with the material over a 10-year period,

Wwas H.AJ(;,L&AIL

143 I'he O1G investigated reportsot n iIsconduct and a conflict of interest relat-
ing 1o an NRC research project conducted by Sandia National Laboratory
(SNL) \I')‘." investigation revealed no

evidence of criminal misconduct,

th

the O1G determined that an orgamizational conflict of interest was involved. An



SNL engineer was assigned to wurk simultaneously on research projects for the
NRC and for the nuclear industry.

® The OIG investigated allegations of potential misconduct by NRC employ-
ees associated with managing a major contract. The investigators determined
that members of a program offi. 2 inappropriately fraternized with contract em-
ployees and failed to exercise adequate management oversight of the contrac-
tor’s activities.

M  Charges of sexual harassment by an NRC manager were mishandled by sen-
ior NRC supervisors. The O1G investigators determined that the senior supervi-
sors failed to adequately investigate the charges of inappropriate belavior.

B Inspectors from an NRC region allegedly failed to adequately examine ra-
diological safety concerns expressed by a former executive of an NRC licensee.
The OIG determined that the alleger’s concerns were not adequately examined
during a 1990 inspection. A second NRC inspection disciosed inaccuracies in the
initial inspection and disclosed a number of violations committed by the licen-
see.

B The OIG investigated an allegation that a senior NRC engineer converted
trequent flyer mileage obtained through official Government air travel to per-
sonal use. The OIG investigators determined that, on several occasions, the en-

gineer inappropriately redeemed frequent flyer miles in exchange for free airline
tickets,

B The NRC Division of Security notified the OIG that an NRC employee was
under investigation by the Federal Bureau of Investigation (FBI) for bank fraud.
At the FBI's request, OIG investigators provided investigative support to assist
in the prosecution of the employee.
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THE U.S. NUCLEAR REGULATORY
COMMISSION
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inspecting heensed facilities and activities;

investigating nuclear incidents and allegations concerning any matter regu-
lated by the NRC; and

conducting the principal Government research program on light-water
reactor safety.

To carry out its mission, the NRC is headed by five Commissioners who are ap-
pointed by the President and confirmed by the Senate for S-year terms. One
Commissioner is designated by the President to be the Chairman and serves as
the official spokesperson for the Commission. The staff, headed by the Execu-
tive Director for Operations (EDO), carries out the policies and decisions made
by the Commission. The NRC has approximately 3,335 full-time equivalent
(FIE) staff in the Washington, D.C., commuting area and the five regional of-
fices located near Philadelphia, Atlanta, Chicago, Dallas, and San Francisco.
During FY 1992, the agency operated with an estimated budget of approxi-
mately $513 million. The FY 1993 budget is approximately $540 million with
3,377 FTE staff.
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THE AUDIT PROGRAM

In the previous reporting period, October 1, 1991 through March 31, 1992, the
016G reported that the agency did not complete corrective action on recommen-
dations contained in two audit reports. The first report concerned recommenda-
tions to deter the unauthorized use of the Federal Telecommunications System.
Although the NRC initially expected to complete its study by June 1992 it is still
reviewing the cost-effectiveness of the OIG recommendations. The revised
schedule calls for the study to be completed in early Calendar Year 1993, In the
second report, the O1G recommended that NRC develop an automated license
fee billing system. The NRC still expects to complete development and imple-
mentation of this system in early FY 1993,

During this reporting period, the O1G completed seven audits addressing the
NR(C's administrative and programmatic functions, completed one audit of an
NRC contract, and analyzed S0 contract audit reports that the DCAA issued.
The internal audits resulted in six recommendations to NRC management and
the identification of $9.695 281 as funds that could be put to better use. The con-
tract audit work resulted in questioning $367,120 and identifying an additional
$3.808,308 as funds that could be put to better use. Summaries of the program
audits follow.

AUDIT SUMMARIES

NRC Compliance with the Anti-Lobbying Act; Section 319 of Public
Law 101-121

The Anti-Lobbying Act requires that the 1G provide an annual report to Con-
gress regarding the NRC's compliance with its provisions. Section 319 of the act
requires each person who requests or receives a Federal contract, a cooperative
agreement, a loan, or a Federal commitment to insure or guarantee a loan, to
disclose whether they used appropriated funds to lobby for the specific contract.
The law applies to awards of contracts, grants, or cooperative agreements ex-
ceeding $100.000. Each person who requests consideration for an award or actu-
ally receives an award must file a certification or disclosure form regarding any
lobbying effort.

The O1G reviewed 65 FY 1992 contract actions that exceeded $100,000 to deter-
mine whether the required certifications and contract clauses were contained in
each contract package. The OIG found that 3 of the 65 contract actions did not
contain the certifications and contract clauses required by this act. One possible
cause for their omission was that the original estimate of the contract action was
less than $100,000, which meant that the certifications and contract clauses
required by the act were not needed. When the negotiations were completed,
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Allegation Management System
Atomic Safety and Licensing Board Panel
Allegation Tracking System

Chief Financial Officer
certified public accountant

U.S. Defense Contract Audit Agency
Deputy Chief Financial Officer

JU.S. Department of Energy

U.S. Department of Justice

NRC’s Executive Direct. . for Operations

U.S. Federal Bureau of Investigation
Federal Managers’ Financial Integrity Act
Frzedom of Information Act

full-time equivalent

fiscal year

Inspector General
NRC’s Oftice of Infor an Resources
Management

U.S. Nuclear Regulatory Commission
NRC's Office of Nuclear Reactor Regulation

Office of th: Contioller
NRC's OF e of the Inspector General
U.S. Officc o Management and Budget

President’s Council on Integrity and Efficiency
Program Fraud Civil Remedies Act

NRC's Office of Nuclear Regulatory Research

Sandia National Laboratory
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GLOSSARY

FINAL ACTION. The completion of all management actions discussed in man-
agement decisions concerning audit recommerdations and findings. Final action
ceeurs when management issues a decision.

FINANCIAL AUDIT. Financial audits are carried out to assess the effectiveness
of internal control systems, transaction processing, financial systems, and con-
tracts.

FUNDS PUT TO BETTER USE. Funds identified in audit recommendations
that could be used more efficiently b, avoiding unnecessary expenses.

HOTLINE. A toll-free telephone number (1-800-233-3497) available to
anyone for the reporting of incidents of possible fraud, waste, and abuse to the
NR(C’s Office of Inspector General.

{CCOUNT. Unliquidated obligations under an appropriation are trans-

;o 1or merged into) an “M " account at the end of the second full fiscal year

ving expiration. The “M™ account remains available for the payment of the
_uidated obligations charged to various-year appropriation accounts.

MANAGEMENT DECISION. Management evaluation of audit recommenda-
tions and findings. A final decision is issued that is based on management’s
response to recommendations and findings.

MATERIAL WEAKNESS. A specific instance of non-compliance with the
Federal Managers' Financial Integrity Act of sufficient importance to be
reperted to the President and the Congress. A weakness that would significantly
impair the fulfillment of an agency's component’s mission; deprive the public of
needed services; violate statutory or regulatory requuements; significantly
weaken safeguards against waste, loss, unauthorized use or misappropriation ot
funds, property, or other assets; or result in a conflict of interest.

NONCONFORMANCE. The failure of an agency’s accounting system to con-
form with appropriate accounting principles, requirements, and/or standards.

OBLIGATIONS. Amounts of orders placed, contracts awarded, services
rendered. or other commitments made by Federal agencies during « given
period, that will require outlays during the same or some future period.

QUESTIONED COST. A cost questioned as a result of an alleged violation of
law, regulation, contract, or agreement governing the expenditure of funds
(costs unsupported by adequate documentation or funds for a particular purpose
that are unnecessary or unreasonable).

UNSUPPORTED COST. A cost questioned because of a lack of adequate
documentation at the time of the audit.
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THE INSPECTOR GENERAL
HOTLINE

A toll-free number (1-800-233-3497) was established by the Office of the In
spector General to provide NRC employees, contractors, and others with direct
access to OIG’s Hotline Program. Hotline procedures and guidelines were care-
fully developed to ensure the confidentiality of NRC employees wishing to re-
portincidents of possible fraud, waste, and abuse within the NRC. Trained O1G
staff are available to answer calls Monday through Friday, between 10:00 a.m
and 4:00 p.m. (eastern standard time). Individuals mey also provide information
to hotline personnel by writing to the address below

U.S. Nuclear Regulatory Commission
'he Office of the Inspector General
Hotline Program
Mail Stop EW/W 542
Washington, D.C. 20555

HOTLINE NUMBER:
1 -800-233-3497
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