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TRACKING THE MONEY: HOW RECOVERY ACT
RECIPIENTS ACCOUNT FOR THEIR USE OF
STIMULUS DOLLARS

THURSDAY, NOVEMBER 19, 2009

HOUSE OF REPRESENTATIVES,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10:12 a.m., in room
2154, Rayburn House Office Building, Hon. Edolphus Towns (chair-
man of the committee) presiding.

Present: Representatives Towns, Issa, Cummings, Kucinich,
Tierney, Clay, Watson, Lynch, Cooper, Quigley, Kaptur, Norton,
Van Hollen, Cuellar, Murphy, Welch, Foster, Driehaus, Chu, Bur-
ton, Mica, Turner, Bilbray, Jordan, Chaffetz, Luetkemeyer, and
Cao.

Staff present: John Arlington, chief counsel—investigations;
Britton Fraser, counsel; Kwane Drabo and Katherine Graham, in-
vestigators; Brian Eiler, investigative counsel; Jean Gosa, clerk;
Adam Hodge, deputy press secretary; Carla Hultberg, chief clerk;
Marc Johnson, assistant clerk; Phyllis Love and Christopher Sand-
ers, professional staff members; Mike McCarthy, deputy staff direc-
tor; Leah Perry, senior counsel; Jason Powell, counsel and special
policy advisor; Jenny Rosenberg, director of communications;
Leneal Scott, IT specialist; Shrita Sterlin, deputy director of com-
munications; Ron Stroman, staff director; Gerri Willis, special as-
sistant; Lawrence Brady, minority staff director; John Cuaderes,
minority deputy staff director; Rob Borden, minority general coun-
sel; Jennifer Safavian, minority chief counsel for oversight and in-
vestigations; Frederick Hill, minority director of communications;
Adam Fromm, minority chief clerk and Member liaison; Kurt
Bardella, minority press secretary; Seamus Kraft and Benjamin
Cole, minority deputy press secretaries; Christopher Hixon, minor-
ity senior counsel; Hudson Hollister, minority counsel; and Brien
Beattie and Mark Marin, minority professional staff members.

Chairman TowNS. The committee will come to order. Our hear-
ing today is entitled, “How Recovery Act Recipients Account for
their Use of Stimulus Dollars.”

I want to thank all of you for being here this morning.

Today, the committee continues its oversight of the largest
spending bill in our Nation’s history—the American Recovery and
Reinvestment Act of 2009. Nine months ago, it appeared that our
national economy was spiraling out of control, with nothing to slow
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the free fall. Now, with the help of the Recovery Act, our economy
may be on the brink of recovery.

This is the fourth in a series of hearings that examines the un-
precedented rescue plan to jump start our economy, heal the hem-
orrhaging labor market, prevent drastic cuts in State budgets, and
provide much needed assistance to our Nation’s working families.

With nearly $790 billion in taxpayer money on the line, the Re-
covery Act mandated extraordinary accountability and trans-
parency provisions. Among these requirements, Section 1512 of the
act obligates recipients to report on their use of certain Recovery
funds. On October 30th, the Recovery Accountability and Trans-
parency Board (the Recovery Board), released the first recipient re-
ports. And today, the GAO will release its first report analyzing the
reporting process and results.

The recipient reports indicate that the Recovery Act has directly
created or saved approximately 640,000 jobs. And about 400,000 of
those jobs are in education or construction.

In my home State of New York, over 40,000 jobs reportedly have
been created or saved by Recovery Act funding. And in New York
City, job placements in the third quarter were up 60 percent from
last year, with 3,043 job placements in Brooklyn alone. In down-
town Brooklyn, the long-stalled revitalization project, City Point,
has been resurrected and will generate more than 300 construction
jobs and 100 permanent jobs. Additionally, Recovery Act funds are
being used to build nearly 740 affordable homes in Harlem and
Brooklyn, generating 2,800 new jobs.

While stories like this are very encouraging, I am gravely con-
cerned that the unemployment rate is now 10.2 percent, the high-
est in 26 years. It is even higher for African Americans and His-
panic Americans. For people who have lost their jobs, it is not very
comforting to say we are making progress.

Nevertheless, the experts tell us that employment recovery his-
torically lags behind economic recovery. According to Federal Re-
serve Chairman Ben Bernanke, if the stimulus package did not
exist, our Nation’s unemployment situation would be far worse.
And on the positive side, in the third quarter of this year we saw
the first growth in GDP in over a year.

That being said, today’s hearing confronts the question “How do
we know the Recovery Act is working?”

The truth of the matter is that while recipient reports provided
for an unprecedented level of transparency, we must be able to rely
on the reported data. At this point, it is clear that errors found by
GAO and others should be corrected immediately, not months later,
no matter how difficult. Recipient reporting should be subject to
strict quality control.

The American taxpayer expects reporting to be done, and done
well. And $787 billion weighing in the balance is certainly far from
just general pocket change.

Taken as a whole, the big picture seems to indicate that the job
trend is positive. Overall, there are some signs that jobs are finally
being created, both as a direct and indirect result of Recovery Act
spending. But while we are on the brink of recovery, we have a
long way to go.
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The important message that I get from these recipient reports is
that we need to spend Recovery Act money on projects that actu-
ally create jobs, we need to get the money out there faster, and we
need to make sure it is targeted on economically distressed areas.
And we certainly need to make sure it is properly accounted for.

I am looking today for assurance from our witnesses that there
is a sense of urgency to do that.

In addition, I think the Congress, working with the President,
really needs to focus on the need for further job creation over the
next several weeks. The American people are really hurting.

Again, I want to thank our witnesses for appearing today, and
I look forward to your testimony.

[The prepared statement of Chairman Edolphus Towns follows:]
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with the help of the Recovery Act, our economy may be on
the brink of recovery.

This is the fourth in a series of hearings that examines
the unprecedented rescue plan to jump start our economy,
heal the hemorrhaging labor market, prevent drastic cuts in
state budgets, and provide much needed assistance to our

nation’s working families.

~ With nearly $790 billion in taxpayer money on the line,
the Recovery Act mandated extraordinary accountability and
transparency provisions. Among these requirements,
Section 1512 of the Act obligates recipients to report on their
use of certain Recovery funds. On October 30™, the
Recovery Accountability and Transparency Board (Recovery
Board) released the first recipient reports. And today, the
Government Accountability Office (GAO) will release its first

report analyzing the reporting process and results.

The recipient reports indicate that the Recovery Act has
directly created or saved approximately 640,000 jobs. And

about 400,000 of those jobs are in education or construction.
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In my home state of New York over 40,000 jobs
reportedly have been created or saved by Recovery Act
funding. And in New York Cify, job placements in the third
quarter were up 60 percent from last year with 3,043 job
placements in Brooklyn alone. In downtown Brooklyn, the
long stalled revitalization project, City Point, has been
resurrected and will generate more than 300 construction
jobs and 100 permanent jobs. Additionally, Recovery Act
funds are being used to build nearly 740 affordable homes in
Harlem and Brooklyn, generating 2,800 new jobs.

While stories like this are very encouraging, | am
gravely concerned that the unemployment rate is now 10.2
percent — the highest in 26 years. It is even higher for
African Americans and Hispanic Americans. For people who
have lost their jobs, it is not very comforting to say we are

making progress.

Nevertheless, the experts tell us that employment
recovery historically lags behind economic recovery.
Moreover, according to Federal Reserve Chairman Ben
Bernanke, if the stimulus package did not exist, our nation’s

unemployment situation would be far worse. And on the
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positive side, in the third quarter of this year we saw the first
growth in GDP in over a year.

. That being said, today’s hearing confronts the question,

“How do we know the Recovery Act is working?”

The truth of the matter is that while recipient reports
provided for an unprecedented level of transparency, we
must be able to rely on the reported data. At this pointitis
clear that errors found by GAO and others should be
corrected immediately, not months later, no matter how
difficult. Recipient reporting should be subject to strict

quality control.

The American taxpayer expects reporting to be done,
and done well. And $787 Billion weighing in the balance is

certainly far from pocket change.

Taken as a whole, the big picture seems to indicate that
the job trend is positive. Overall, there are some signs that
jobs are ﬂnélly being created, both as a direct and indirect
result of Recovery Act spending. But while we are on the

brink of recovery, we have a long way to go.
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The important message that | get from these recipient
reports is that we need to spend Recovery Act money on
projects that actually create jobs, we need to get the money
out there faster, and we need to make sure it is targeted on
economically distressed areas. And we certainly need to

make sure it is properly accounted for.

I’'m looking for assurance from today’s witnesses that

there is a sense of urgency fo do that.

In addition, | think the Congress, working with the
President, really needs to focus on the need for further job
creation over the next several weeks. The American people

are really hurting.

Again, | want to thank our witnesses for appearing
today, and I look forward to their testimony.
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Chairman TOWNS. At this time, I yield 5 minutes to the ranking
member of the committee, the gentleman from California, Con-
gressman Issa.

Mr. IssA. Thank you, Mr. Chairman.

I want to thank all the members of the administration for being
here. I want to first preface by saying that Recovery.gov is the
right idea in reportability. It is a new idea and there are going to
be bugs. I think we all recognize that we are not going to get it
right the first time, but we can and must continue to make trans-
parency in Government not just a goal, but a reality.

Mr. Chairman, I am pleased that we have a panel of witnesses
before us today who can answer questions about why, after the
passage of a $787 billion stimulus, substantial job creation has not
occurred and why members of the administration are peddling false
saved jobs created. You yourself used the 640,000 jobs created
number, a number that is still on the board even though it has
been discredited by both public and private sources.

The American people, Mr. Chairman, are suffering. We learned
this month that another 190,000 people joined the ranks of the un-
employed, bringing the total number of jobs lost since President
Obama took office to 3.8 million jobs, or 10.2 percent of the work
force. If you are that 10.2 percent, or an African-American at a 15
percent unemployment, or an African-American youth at a 50 per-
cent unemployment, it is 100 percent unemployment to you.

We all remember, Mr. President, the stimulus pitch, a promise
that unemployment would never rise above 7.8 percent and the
stimulus would save 3% to 4 million jobs. By the President’s own
metrics, this policy has been an abject failure.

Vice President Biden, who is responsible, has in fact been the
chief mis-reader of the economy by his own statements. If he had
ever met with the chairman and myself on this issue, we certainly
would have told him that, in fact, we needed to work more closely
together and we needed not to predict these numbers without
science.

Then the same economists that misread the economy are creating
a policy of miscalculation of what to do next, and steps in the re-
covery will clearly be in the wrong direction. The administration
continues to misread the economy and misunderstand the nature
of economic growth. They also continue to mislead the American
people with the faulty jobs claims that missed the steps that the
country needed for an economic recovery.

The administration continues to rely on the discredited economic
theory that puts misplaced belief in Government spending on pet
projects and, in this case, taking credit for jobs saved that are sub-
stantially Government jobs. School teachers are important, Federal
workers are important, but that is really where this has gone, rath-
er than to the economic growth that this country is famous for.

Unfortunately, the main thing about the stimulation of the policy
is in fact the size of Government. Reports indicate that over half
the jobs claimed so far have been in the public sector. The Federal
Government stands to grow by 140,000 permanent jobs by 2010.
Clearly, the Federal Government is not feeling pain. Unemploy-
ment here in the Nation’s Capital is 4 percent.
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And we have to keep in mind that taxpayers’ money is, in fact,
by definition, always being wasted in Government programs. We
try to keep it to a minimum. Clearly, it happens. If our stimulus
had been one in which we allowed the American people to make
their own determinations and simply supported them in that
through investment tax credits and other systems that have his-
torically worked, we would be only having the IRS making sure
they truthfully made the investments; we wouldn’t be trying to fig-
ure out where the California 99th Congressional District is—which,
by the way, I hope it is a Republican district.

Perhaps most relevant to today’s hearing is the fact that the ad-
ministration continues to try to cover up its mistakes with mislead-
ing job claims. Recovery.gov currently proclaims 640,329 jobs have
been created or saved by the stimulus. While the administration
has continued to brag about this number as a fact, reports have in-
dicated that it is wildly inaccurate.

The whole jobs created/saved metrics is not only troubled, it is
entirely deceitful. No Government agency, private sector group, or
research economist has any idea what the reliable calculation track
for these numbers would be.

Mr. Chairman, I would like to put up at this time the Oxford
English Dictionary’s definition of propaganda. “Propaganda, a
noun: information, especially of a biased or misleading nature, used
to promote a political cause or point of view.”

Mr. Chairman, it is very clear today, not by the witnesses here,
not by, in fact, Recovery.gov directly, but by how this is being
treated, how these jobs are being continued to be claimed, and how
in fact we are dealing with 3.8 million lost jobs, and yet we are told
to focus on the 640,000 saved jobs and how much worse it would
be.

Mr. Chairman, that is propaganda, plain and clear. The adminis-
tration has to go back to the facts. As I said in the first part of
my opening statement, I support the work of Recovery.gov trying
to bring the facts to us and recognize there will be mistakes, but
the fact is they have no idea how many jobs have been saved or
created.

With that, I yield back, Mr. Chairman.

[The prepared statement of Hon. Darrell E. Issa follows:]
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“Tracking the Money: How Recovery Act Recipients Account for their Use of Stimulus
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Mr. Chairman, thank you for holding today’s hearing. I am pleased that we have a panel of witnesses before
us today who can answer questions about why, after passage of the $787 billion stimulus bill, substantial job
creation is not occurring and why members of the Administration are peddling false “jobs saved and
created” claims.

The American people are suffering. We learned this month that another 190,000 people joined the ranks of
the unemployed, bringing the total number of jobs lost since President Obama took office to 3.8 million and
the unemployment rate to an astonishing 10.2 percent.

We all remember the President’s stimulus sales pitch: the promise that unemployment would never rise
above 7.8 percent and that the stimulus would save 3.5 to 4 million jobs. By the President’s own metrics,
this policy has been an objective failure.

Vice President Biden says that the Administration “misread the economy.” Then the same economists and
policy advisors miscalculated the necessary steps to economic recovery. This Administration continues to
misread the economy, misunderstand the nature of economic growth, mislead the American people with
faulty job claims, and miss the steps this country needs to take to get our economy back on track.

The Administration continues to rely on a discredited economic theory that puts a misplaced faith in
government spending on pet projects.

Unfortunately, the main thing that’s been stimulated by this policy is the size of government. Reports
indicate that over half the jobs claimed so far have been in the public sector. The federal government stands
to grow by 142,000 jobs in 2010. Clearly, the federal government is not feeling the pain of the average
American worker. It seems the only part of the country not suffering under the Democrats’ economic
policies is Washington, D.C.
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Statement of Rep. Darrell Issa, Ranking Member
November 19, 2009
Page 2

And we have to keep in mind that the taxpayer money wasted on the stimulus would have been spent
differently if it wasn’t taken out of the private sector in the first place. If the borrowed money wasn’t spent
on the stimulus, it would have been loaned out or spent directly. This spending would have created jobs, and
most likely more jobs than have been created by the stimulus.

Perhaps most relevant for today’s hearing is the fact that the Administration continues to try to cover up
their mistakes with misleading job claims. Recovery.gov currently proclaims that 640,329 jobs have been
“created or saved” by the stimulus. While the Administration continues to brag about this number as “fact,”
report after report indicates that the numbers are wildly inaccurate.

The whole *jobs created or saved” metric is not only troubling, it’s entirely deceitful. No government
agency, private sector group, or research economist has any idea how to reliably calculate and track this
spurious number.

In truth, these numbers are biased and misleading, and are simply being used to promote a political cause
and point of view. The Oxford English Dictionary defines this as propaganda. The characterization of this
number by the Administration is dishonest and shameful.

1 want to thank all of our witnesses for appearing today. I would particularly like to thank Earl Devaney,
Chairman of the Recovery Board. I have a tremendous amount of respect for Earl’s integrity and public
service, and I appreciate his courage and honesty in stating that the Administration’s job claims are not
accurate or auditable.

1 would also like to thank former Majority Leader Dick Armey for appearing before the Committee today.
Leader Armey has tremendous experience and deep expertise in economic policy. The Administration and
the Congress should pay attention to his advice and judgment.

Mr. Chairman, the patience of the American people is running out. We must continue to hold this
Administration accountable and bring out the truth about the continued failure of the Administration’s
economic policies, including the stimulus.

1 thank you again for calling today’s hearing.
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Chairman TowNs. Thank you very much.

Now we will move to our witnesses.

Mr. Earl Devaney is the chairman of the Recovery Accountability
and Transparency Board—some people refer to it as “RAT”; I am
not going to call it RAT—which is the body created by the Recovery
Act to ensure transparency in the use of Recovery funds and pre-
vent the waste, fraud, and abuse of those taxpayer dollars. Prior
to being named as chairman of the Recovery Board, Mr. Devaney
served as the Inspector General of the Department of the Interior.
Mr. Devaney has also served as the Director of the Office of Crimi-
nal Enforcement, Forensic and Training for the Environmental Pro-
tection Agency, and as an officer in the Secret Service.

Welcome, Mr. Devaney. Look forward to your testimony.

Mr. DEVANEY. Thank you, Mr. Chairman.

Chairman TownNsS. Mr. Gene Dodaro is the Acting Comptroller
General of the Government Accountability Office. Mr. Dodaro has
held this position since March 13, 2008. Mr. Dodaro’s career is well
seasoned, spanning over 30 years of service at GAO. Over the
course of the last 9 years, Mr. Dodaro has held a number of key
senior level positions, including Chief Operating Officer and Head
of the GAO’s Accounting and Information Management Division.

Welcome, Mr. Dodaro.

The Honorable John Porcari is the Deputy Secretary of Transpor-
tation and is responsible for managing the day-to-day operations of
the Department. Previously, Mr. Porcari served as Secretary of
Maryland’s Department of Transportation and was Assistant Sec-
retary of Economic Development Policy at the Maryland Depart-
ment of Business and Economic Development.

Welcome, Mr. Porcari.

The Honorable Anthony Wilder Miller was confirmed in July as
the Deputy Secretary of Education. Mr. Miller serves as the De-
partment’s Chief Operating Officer. Deputy Secretary Miller has
previously worked with the Los Angeles Unified School District, the
Santa Monica-Malibu Unified School District, and served as an ex-
officio member of the Board of Education for the city of Los Angeles
Budget and Finance Committee.

We welcome you to this hearing today.

As a longstanding procedure, we always swear our witnesses in,
so if you would be kind enough to stand and raise your right
hands.

[Witnesses sworn.]

Chairman TowNS. You may be seated.

Why don’t we just go right down the line? We will start with you,
Mr. Dodaro, and just come right down the line.
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STATEMENTS OF GENE L. DODARO, ACTING COMPTROLLER
GENERAL, GOVERNMENT ACCOUNTABILITY OFFICE; EARL
DEVANEY, CHAIRMAN, RECOVERY ACCOUNTABILITY AND
TRANSPARENCY BOARD; ANTHONY WILDER MILLER, DEP-
UTY SECRETARY, U.S. DEPARTMENT OF EDUCATION; AND
JOHN D. PORCARI, DEPUTY SECRETARY, U.S. DEPARTMENT
OF TRANSPORTATION

STATEMENT OF GENE L. DODARO

Mr. DopARO. Thank you, Mr. Chairman. Good morning to you,
Ranking Member Issa, and members of the committee. I am very
pleased to be here today to have the opportunity to talk about
GAO’s views and suggestions regarding the first set of recipient re-
ports filed under the Recovery Act.

Given the national scope of this activity and the relatively lim-
ited timeframe to stand up the original reporting system, we think
it was a good first start. However, there are a number of significant
data quality and reporting issues that must be addressed.

Based on our initial analysis, for example, of the data base that
was released on October 30th, we found that there were some erro-
neous or questionable information in the data base that merits ad-
ditional scrutiny. For example, we found about 4,000 reports that
had no money expended, but yet claimed over 50,000 FTEs that
had been reported. There are other reports where money has been
expended but no FTEs have been reported under those reports. So
this needs additional scrutiny and examination to determine the
validity of that information.

Second, the coverage. OMB estimates that about 90 percent of
the recipients reported, but questions remain about the remaining
10 percent of the recipients that should have reported but poten-
tially did not. There are also questions about the quality of the re-
view that was done by Federal departments and agencies, and by
prime recipients. While over 75 percent of the reports were re-
viewed by Federal agencies, close to 1 in 5 were not, and far fewer
reviews were done and documented in the system by the prime re-
cipients. So that needs further inquiry and investigation as well.

Another problem that we identified—and this was a fairly signifi-
cant one—dealt with the different interpretations of full-time
equivalent positions that were due to be reported. There was a lot
of inconsistent application regarding this, especially as it related to
the time period in which people made the calculations. This area,
because of the different interpretation, really compromises the abil-
ity to aggregate the information across the recipient reports.

We made a series of recommendations to OMB to work with the
Recovery Board and Federal departments and agencies. First is to
clarify and standardize the definition of full-time equivalent posi-
tions and set a standard period of measurement so the information
can be collected and accumulated consistently and properly. Also,
to be clearer in the guidance about the fact that the reporting fo-
cuses on hours worked that need to be reported in a consistent
manner.

We also believe that, given the issues that we and others have
identified, that OMB should work with the Federal agency estab-
lishment and with the prime recipients to review lessons learned
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under this first reporting exercise and re-evaluate their quality as-
surance and reporting approaches to make necessary modifications
to ensure that these data quality and reporting issues are ad-
dressed successfully.

Because this is a cumulative reporting approach and GAO is re-
quired to review each of the quarterly reports that are filed by the
recipients act, we will be following up on this, conducting addi-
tional analysis and making further reports to this committee and
to the Congress regarding the extent to which these data quality
reporting issues are addressed. I think it is important to address
these issues both for the current set of recipients that are filing re-
ports, but also there will be new recipients that did not have to file
reports now. As the Recovery money gets spent over fiscal year
2010 and 2011, there will be many more recipients filing, and those
areas need to be addressed as well to prevent future problems from
emerging in this area.

So I thank you very much, Mr. Chairman, for the opportunity to
summarize our findings. I would be happy to respond to questions
at the appropriate point in time.

[The prepared statement of Mr. Dodaro follows:]
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November 19, 2009
Mr. Chairman and Members of the Committee:

I appreciate the opportunity to be here to discuss the report we are issuing
today on the first set of recipient reports made available in October 2009 in
response to the American Recovery and Reinvestment Act’s section 1512
requirement. On October 30, Recovery.gov (the federal Web site on
Recovery Act spending) reported that more than 100,000 recipients had
reported hundreds of thousands of jobs created or retained. GAQ is
required to comment quarterly on the estimates of jobs created or retained
as reported by direct recipients of Recovery Act funding from federal
agencies.

In the first quarterly GAO report, being released today, we address the
following issues: (1) the extent to which recipients were able to fulfill their
reporting requirements and the processes in place to help ensure recipient
reporting data quality and (2) how macroeconomic data and methods, and
the recipient reports, can be used to help gauge the employment effects of
the Recovery Act.' Because the recipient reporting effort will be an
ongoing process of cumulative reporting, our review represents a snapshot
in time,

At this juncture, given the national scale of the recipient reporting exercise
and the limited time frames in which it was implemented, the ability of the
reporting mechanism to handle the volume of data from a wide variety of
recipients represents a solid first step in moving toward more
transparency and accountability for federal funds; however, there is a
range of significant reporting and quality issues that need to be addressed.
Consequently, our report contains several recommendations to improve
data quatity that Office of Management and Budget (OMB) staff generally
agreed to implement. We will continue to review the processes that federal
agencies and recipients have in place to ensure the future completeness
and accuracy of data reported. Finally, our report notes that because the
recipient reports cover about one-third of Recovery Act funds, both the
data in those reports and other macroeconomic data and methods

'GAO, Racovery Act: Recipient Reported Jobs Data Provide Some Insight into Use of
Recovery Act Punding, but Date Quality and Reporting Issues Neod Attention,
GAO-10-223 (Washington, D.C.: Nov. 18, 2008). This report as well as all of our Recovery
Act related products is available at www.gao.go Y.

Page 1 . GAO0-10-224T
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together can offer a more complete view of the overall employment impact
of the Recovery Act.

Background

In December 2007, the United States entered what has turned out to be the
deepest recession since the end of World War II. In responding to this
downturn, the Recovery Act employs a combination of tax relief and
govelnment spending. About one-third of the funds provided by the act are
for tax relief to individuals and businesses; one-third is in the form of
temporary increases in entitlement programs to aid people directly
affected by the recession and provide some fiscal relief to states; and one-
third falls into the category of grants, loans, and contracts,

As of September 30, 2009, approximately $173 billion, or about 22 percent,
of the $787 billion provided by the Recovery Act had been paid out by the
federal government. Nonfederal recipients of Recovery Act-funded grants,
contracts, and loans are required to submit reports with information on
each project or activity, including the amount and use of funds and an
estimate of jobs created or retained. Of the $173 billion paid out, about $47
billion—a little more than 25 percent-—is covered by this recipient report
requirement. Neither individuals nor recipients receiving funds through
entitlement programs, such as Medicaid, or through tax programs are
required to report. In addition, the required reports cover direct jobs
created or retained as a result of Recovery Act funding; they do not
include the employment impact on materials suppliers (indirect jobs) or
on the local community (induced jobs), as shown in figure 1.

Page 2 ) GAO-10-224T
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b
Figure 1: Fiscal Year 2009 Recovery Act Funds Paid Out and Recipient Reporting
Coverage -

Recovery Act funds paid out, snd of Potentist employmertt efiects of Resovery
fiscal year 2009 {in bitions} Act contracis, grants and loans

Contmets.

A, Fecipient
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Source: GAO,

To implement the recipient reporting data requirements, OMB has worked
with the Recovery Accountability and Transparency Board (Recovery
Board)*® to deploy a nationwide data collection system at
www.federalreporting.gov, while the data reported by recipients are
available to the public for viewing and downloading on www.recovery.gov
(Recovery.gov). OMB's June 22, 2009, guidance® on recipient reporting
also includes a requirement for data quality review. Prime recipients have
been assigned the ultimate responsibility for data quality checks and the
final submission of the data. Because this is a cumulative reporting
process, additional corrections can take place on a quarterly basis.

The first of the required recipient reports cover cumulative activity since
- the Recovery Act’s passage in February 2009 through the quarter ending
September 30, 2009. As shown in figure 2, OMB specified time frames for
different stages in the reporting process: for this current report, prime
recipients and delegated subrecipients were to prepare and enter their
information from October 1 to October 10; prime recipients were able to
review the data for completeness and accuracy from October 11 to

“The Recovery Act created the Recovery A ility and Tr Board, which is
composed of 12 Inspectors General from various federal agencies, who serve with a
chairman of the board, The board issues quarterly and annual reports on Recovery Act
activities to Congress and the President. The board is also to issue “flash reports” under the
statute.

3OMB M d M-09-21, Impl ing Guids  for the Reports on Use of Punds
Pursuant to the American Recovery and Reinvestmeni Act of 2009 (June 22, 2009).

Page 3 . GA0-10-224T
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October 21, and a federal agency review period began October 22. The
final recipient reporting data for the first round of reports were first made
available on October 30.

Figure 2: Recipient Reporting Time Frame

No less than 35 days | 1-10 days after end of quanter 11-21 days after end of quarter 22-29 days after end of quarter 30 days after 90 days after
prior o the end of the end of quarter end of quarter
guarter

By 10 days after
end of quarter

Source: OMB,

To assess the reporting process and data quality efforts, GAO performed
an initial set of edit checks and basic analyses on the final recipient report
data that first became available at Recovery.gov on October 30, 2009, We
built on information collected at the state, local, and program level as part
of our bimonthly reviews of selected states’ and localities’ uses of
Recovery Act funds. These bimonthly reviews focus on Recovery Act
implementation in 16 states and the District of Columbia, which contain
about 65 percent of the U.S. population and are estimated to receive
collectively about two-thirds of the intergovernmental federal assistance
funds available through the Recovery Act.

To understand state quality review and reporting procedures, we visited
the 16 selected states and the District of Colurabia during late September
and October 2009 and discussed with prime recipients projects associated
with 50.percent of the total funds reimbursed as of September 4, 2009, for
that state in the Federal-Aid Highway Prograrn administered by the

Page 4 GAO-10-224T
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Department of Transportation (DOT). Prior to the start of the reporting
period on October 1, we obtained information on prime recipients’ plans
for the jobs data collection process, After the October 10 data reporting
period, we went back to see if prime recipients had followed their own
plans and subsequently talked with at least two subrecipients to gauge
their reactions to the reporting process and assess the documentation they
were required to submit. We gathered and examined issues raised by
recipients ifthése jurisdictions regarding reporting and data quality and
interviewed recipients on their experiences using the Web site reporting
mechanism. During the interviews, we looked at state plans for managing,
tracking, and reporting on Recovery Act funds and activities. In a similar
way, we examined a nonjudgmental sample of Departiment of Education
(Education) Recovery Act projects at the prime and subrecipient level. We
also collected information from selected transit agencies and housing
authorities as part of our bimonthly Recovery Act reviews.

To gain insight into and understanding of quality review at the federal
level, we interviewed federal agency officials who have responsibility for
ensuring a reasonable degree of quality across their program’s recipient
reports. We assessed the reports from the Inspectors General (IG) on
Recovery Act data quality reviews from 15 agencies. We are also
continuing to monitor and follow up on some of the major reporting issues
identified in the media and by other observers. For example, a number of
press articles have discussed concerns with the jobs reporting done by
Head Start grantees. According to a Health and Human Services (HHS)
Recovery Act official, HHS is working with OMB to clarify the reporting
policy as it applies to Head Start grantees. We will be reviewing these
efforts as they move forward.

For our discussion of how macroeconomic data and methods and
recipient reporting together can be used to assess the employment effects
of the Recovery Act, we analyzed economic and fiscal data using standard
economic principles and reviewed the economic literature on the effect of
monetary and fiscal policies for stimulating the economy. We also
reviewed the guidance that OMB developed for Recovery Act recipients to
follow in estimating the effect of funding activities on employment,
reviewed reports that the Council of Economic Advisers (CEA) issued on
the macroeconomic effects of the Recovery Act, and interviewed officials
from CEA, OMB, and the Congressional Budget Office (CBO).

Our work was conducted in accordance with generally accepted

government auditing standards. Those standards require that we plan and
perform the audits to obtain sufficient, appropriate evidence to provide a

Page 5 ‘GA0-10-224T
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reasonable basis for our findings and conclusions based on our audit
objectives, We believe that the evidence we obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives.

Initial Observations
on Recipient
Reporting Data
Identify Areas for
Further Review

As detailed in our report, our analysis and fieldwork indicate there are
significant issues to be addressed in reporting, data quality, and consistent
application of OMB guidance in several areas.

* Erroneous or questionable data entries. Many entries merit
further attention due to an unexpected or atypical data value or
relationship between data.

*  Quality review by federal agencies and prime recipients.

o Coverage: While OMB estimates that more than 90 percent
of recipients reported, questions remain about the other 10
percent.

o Review: Over three quarters of the prime reports were
marked as having undergone review by a federal agency,
while less than 1 percent were marked as having undergone
review by the prime recipient

» Issues in the calculation of full-time equivalents (FTE).
Different interpretations of OMB guidance compromise the ability to
aggregate the data.

Erroneous or Questionable
Data Entries

We performed an initial set of edit checks and basic analyses on the
recipient report data available for download from Recovery.gov on
October 30. As part of our review, we examined the relationship between
recipient reports showing the presence or absence of any full-time
equivalent (FTE) counts with the presence or absence of funding amounts
shown in either or both data fields for “amount of Recovery Act funds
received” and “amount of Recovery Act funds expended.” Forty-four
percent of the prime recipient reports showed an FTE value. However, as
shown in table 1, we identified 3,978 prime recipient reports where FTEs
were reported but no dollar amount was reported in the data fields for
amount of Recovery Act funds received and amount of Recovery Act funds
expended. These records account for 58,386 of the total 640,329 FTEs
reported. There were also 9,247 reports that showed no FTEs but did show
some funding amount in either or both of the funds received or expended
data fields. The total value of funds reported in the expenditure field on
these reports was $965 million. Those recipient reports showing FTEs but

Page 6 GAO-10-224T
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no funds and funds but no FTEs constitute a set of records that merits
closer exarnination to understand the basis for these patterns of reporting.

Table 1: Count of Prime Recipient Reports by Presence or Absence of FTEs and
Recovery Act Funds Recelved or Expended

Recovery Act funds Reports with FTEs Reports without FTEs
“"Recgived ot expendedfunds " " 21,280 9,247
reported” (84%) (29%)
No received or expended funds 3,978 22,481°
reported (16%) (71%)
25,258 31,728
Total ) {100%) (100%)

Sourca: GAO analysis of Recovery.gov data.

*Prime recipient reports showing a nonzero dollar amount in either or both Recovery Act funds
received or expended data fields.

*As might be expected, 71 percent of those prime recipient reports that did not show any FTEs also
showed no dollar amount in the data fields for amount of Recovery Act funds received and amount
axpendad.

Our review also identified a number of cases in which other anomalies
suggest a need for review: discrepancies between award amounts and the
amounts reported as received, implausible amounts, or misidentification
of awarding agencies. While these occurred in a relatively small number of
cases, they indicate the need for further data quality efforts.

Quality Review by Federal
Agencies or Prime
Recipients

OMB guidance assigns responsibility for data quality to the prime recipient
and provides for federal agency review. A correction could be initiated by
either the prime recipient or the reviewing agency. OMB requires that
federal agencies perform limited data quality reviews of recipient data to
identify material omissions and significant reporting errors and notify the
recipients of the need to make appropriate and timely changes to
erroneous reports. The prime recipient report records we analyzed
included data on whether the prime recipient and the agency reviewed the
record in the data quality review time frames. Over three quarters of the
prime recipient reports were marked as having undergone federal agency
review.

Less than 1 percent of the records were marked as having undergone
review by the prime recipient. The small percentage reviewed by the prime
recipients themselves during the OMB review time frame warrants further
examination. While it may be'the case that the recipients’ data quality

Page 7 GAO-10-224T
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review efforts prior to initial submission of their reports were seen as not
needing further revision during the review timeframe, it may also be
indicative of problems with the process of noting and recording when and
how the prime recipient reviews occur and the setting of the review flag.
In addition, the report record data included a flag as to whether a
correction was initiated. Overall, slightly more than a quarter of the
reports were marked as having undergone a correction during the period
of review. .

Issues in Calculation of
Full-Time Equivalents

In its guidance to recipients for estimating ernployment effects, OMB
instructed recipients to report solely the direct employment effects as
“jobs created or retained” as a single number. Recipients are not expected

- to report on the employment impact on materials suppliers (“indirect”

jobs) or on the local community (“induced” jobs). OMB guidance stated
that “the number of jobs should be expressed as ‘full-time equivalents
(FTEs),” which is calculated as total hours worked in jobs created or
retained divided by the number of hours in a full-time schedule, as defined
by the recipient.” Consequently, the recipients are expected to report the
amount of labor hired or not fired as result of having received Recovery
Act funds. It should be noted that one FTE does not necessarily equate to
the job of one person. Organizations may choose to increase the hours of
existing emnployees, for example, which can certainly be said to increase
employment but not necessarily be an additional job in the sense of adding
a person to the payroll.

Problems with the interpretation of this guidance or the calculation of
FTEs were one of the most significant problems we found. Jobs created or
retained expressed in FTEs raised questions and concerns for some
recipients. While reporting employment effects as FTEs should allow for
the aggregation of different types of jobs—part-time, full-time, or
temporary—and different employment periods, if the calculations are not
consistent, the ability to aggregate the data is compromised.

One source of inconsistency was variation in the period of performance
used to calculate FTEs, which occurred in both the highway and education
programs we examined. For exaraple, in the case of federal highways
projects, some have been ongoing for six months, while others started in
September 2009, In attempting to address the unique nature of each
project, DOT’s Federal Highway Administration (FHWA) faced the issue of
whether to report FTE data based on the length of time to complete the
entire project (project period of performance) versus a standard period of
performance, such as a calendar quarter, across all projects. According to
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FHWA guidance, which was permitted by OMB, FTEs reported for each
highway project are expressed as an average monthly FTE, Because FTEs
are calculated by dividing hours worked by hours that represent a full-time
schedule, a standard period of performance is important if numbers are to
be added across programs.

As an illustration, take a situation in which one project employed 10
people full time for 1 month, another project employed 10 people full time
for 2 months, and a third project employed 10 people full time for 3
months. FHWA'’s use of average monthly FTE would result in FTEs being
overstated compared either with using OMB's June 22 guidance or to
standardizing the reports for one quarter. Under FHWA's approach, 30
FTEs would be reported (10 for each of the three projects); on the other
hand, using a standardized measure, 20 FTEs would be reported (3-1/3 for
the first project, 6-2/3 for the second project, and 10 for the third).
Conversely, if a project starts later than the beginning of the reporting
period, applying OMB’s June 22 guidance; which requires reporting of
FTEs on a cumulative basis, could result in reporting fewer FTEs than
would be the case under a standardized reporting period approach. In
either case, failure to standardize on a consistent basis prevents
meaningful comparison or aggregation of FTE data.

This was also an issue for education programs. For exaraple, in California,
two higher education systems calculated FTE differently. In the case of
one, they chose to use a 2-month period as the basis for the FTE
performance period. The other chose to use a year as the basis for the
FTE. The result is alrost a three-to-one difference in the number of FTEs
reported for each university system in the first reporting period. Although
Education provides alternative methods for calculating an FTE, in neither
case does the guidance explicitly state the period of performance of the
FTE.

OMB’s decision to convert jobs into FTEs provides a consistent lens to
view the amount of labor being funded by the Recovery Act, provided each
recipient uses a standard time frame in calculating the FTE. The current
OMB guidance, however, creates a situation where, because there is no
standard starting or ending point, an FTE provides an estimate for the life
of the project. Without normalizing the FTE, aggregate numbers should
not be considered, and the issue of a standard period of performance is
magnified when looking across programs and across states.

Recipients were also confused about counting a job created or retained
even though they knew the number of hours worked that were paid for

Page § GAO-10-224T
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with Recovery Act funds. While OMB'’s guidance explains that in applying
the FTE calculation for measuring the number of jobs created or retained
recipients will need the total number of hours worked that are funded by
the Recovery Act, it could emphasize this relationship more thoroughly
throughout its guidance.

While there were problems of inconsistent interpretation of the guidance,
the reporting process went relatively well for highway projects. DOT had
an established procedure for reporting prior to enactment of the Recovery
Act. As our report shows, in the cases of Education and the Department of
Housing and Urban Development, which do not have this prior reporting
experience, we found more problems. State and federal officials are
examining identified issues and have stated their intention to deal with
them. ’

Recommendations for
Executive Action

In our report, we make a number of recommendations to OMB to improve
the consistency of FTE data collected and reported. OMB should continue
to work with federal agencies to increase recipient understanding of the
reporting requirements and application of the guidance. Specifically, OMB
should :

» clarify the definition and standardize the period of measurement for’
FTEs and work with federal agencies to align this guidance with
OMB’s guidance and across agencies;

= given its reporting approach, consider being more explicit that “jobs
created or retained” are to be reported as hours worked and paid for
with Recovery Act funds; and

+ continue working with federal agencies and encourage them to
provide or improve program-specific guidance to assist recipients,
especially as it applies to the full-time equivalent calculation for
individual programs.

Given some of the issues that arose in our review of the reporting process
and data, we also recommend that OMB should work with the Recovery
Board and federal agencies to re-examine review and quality assurance
processes, procedures, and requirements in light of experiences and
identified issues with this round of recipient reporting and consider
whether additional modifications need to be made and if additional
guidance is warranted.

Page 10 GAOD-10-224T
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Agency Comments
and Our Evaluation

In commenting on a draft of our report, OMB staff told us that OMB
generally accepts the report’s recommendations. It has undertaken a
lessons-learned process for the first round of recipient reporting and will
generally address the report’s recommendations through that process.

As recipient reporting moves forward, we will continue to review the
processes that federal agencies and recipients have in place to ensure the
eompleteness and acearacy of datd, including reviewing 2 sample of
recipient reports across various Recovery Act programs to assure the
quality of the reported information. As existing recipients become more
familiar with the reporting system and requirements, these issues may
become less significant; however, communication and training efforts will
need to be maintained and in some cases expanded as new recipients of
Recovery Act funding enter the system. In addition to our oversight
responsibilities specified in the Recovery Act, we are also reviewing how
several federal agencies collect information and provide it to the public for
selected Recovery Act programs, including any issues with the
information’s usefulness. Our subsequent reports will also discuss actions
taken on the recommendations in this report and will provide additional
recommendations, as appropriate.

Recipient Reports and
Economic Methods
Together Can Offer
Insights into
Employment Impact

While the recipient reports provide a real-time window on the use and
results of Recovery Act spending, the data will represent only a portion of
the employment effect, even after data quality issues are addressed. A
fuller picture of the employment effect would include not only the direct
Jjobs reported but also the indirect and induced employment gains
resulting from government spending. In addition, the entitlement spending
and tax benefits included in the Recovery Act also create employment.
Therefore, both the data reported by recipients and other macroeconomic
data and methods are helpful in gauging the overall employment effects of
the stimulus,

Economists will use statistical models to estimate a range of potential
effects of the stimulus program on the economy. In general, the estimates
are based on assumptions about the behavior of consumers, business
owners, workers, and state and local governments.

Neither the recipients nor analysts can identify with certainty the impact
of the Recovery Act because of the inability to compare the observed
outcome with the unobserved, counterfactual scenario (in which the
stimulus does not take place). At the level of the national economy,
models can be used to simulate the counterfactual, as CEA and others
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have done. At smaller scales, comparable models of economic, behavior
either do not exist or cover only a very small portion of all the activity in
the macroeconomy.

Our report discusses a number of the issues that are likely to affect the
impact of the Recovery Act, including the potential effect of different types
of stimulus. We also discuss state and sectoral employment trends and
‘that the itmpact of the Recovery Act will vary across states. The
employment effects of Recovery Act funds are likely to vary with the
condition of a state’s labor market, as measured by its unemployment rate.
Labor markets in every state weakened over the course of the recession,
but the degree to which this has occurred varies widely across states.

Figure 3 illustrates this—it shows the geographic distribution of the
magnitude of the recession’s impact on unemployment as measured by the
percentage change in unemployment between December 2007 and
September 2009.

Page 12 GAO-10-224T



29

Figure 3: State Unemployment Rate Growth during Recession (Percentage increase)
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The impact of funds allocated to state and local governments will also
likely vary with states’ fiscal conditions.
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GAOQ’s Review of
Allegations of Fraud,
Waste, and Abuse
Submitted to
FraudNet

Finally, let me provide the committee with an update on allegations of
fraud, waste, and abuse made to our FraudNet site. As of November 13,
2009, FraudNet has received 106 Recovery Act-related allegations that
were considered credible enough to warrant further review: We referred
33 allegations to the appropriate agency Inspectors General for further
review and investigation. Our Forensic Audits and Special Investigations
unit is actively pursuing 8 allegations, which include wasteful and

“improper spending; conflicts of interest; and grant, contract, and identity

fraud. Another 9 are pending further review by our criminal investigators,
and 15 were referred to other GAO teams for consideration in their
ongoing work. We will continue to monitor these referrals and will inform
the committee when outstanding allegations are resolved. The remaining
41 allegations were found not to address waste, fraud, or abuse; lacked
specificity; were not Recovery Act-related; or reflected only a
disagreement with how Recovery Act funds are being disbursed. We
consider these allegations to be resolved and no further investigation is
necessary.

(450804)

Mr. Chairman and Members of the Committee, this concludes my
statement. I would be pleased to respond to any questions you may have.
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Chairman TowNsS. Thank you very much, Mr. Dodaro.
Chairman Devaney.

STATEMENT OF EARL DEVANEY

Mr. DEVANEY. Thank you, Mr. Chairman, Ranking Member Issa,
and members of the committee. Thank you for the opportunity to
appear before you today to discuss the activities of the Recovery
Board and, in particular, the recipient reporting period that just
ended October 30th.

After I have made my opening remarks, I would be glad to an-
swer any questions you might have.

Much has transpired since the last time I testified before this
committee in March, but I will start with a discussion of recipient
reporting. Overall, the Board’s two Web sites, the inbound report-
ing Web site, FederalReporting.gov, and the public facing portal,
Recovery.gov, worked together as intended during this first report-
ing period. On October 1st, recipients of Recovery funds began re-
porting on their use of the funds, and between October 1st and Oc-
tober 30th over 130,000 prime and subprime recipient award re-
ports were filed.

Since this was the first time that recipients were submitting data
reports and some States had been encountering technical chal-
lenges in filing bulk reports for the recipients, the Board decided
to have a 10-day grace period where late filers were permitted to
submit their required quarterly reports after the due date. How-
ever, they also were required to explain their reasons for the de-
layed reporting.

Beginning October 11th, OMB and the awarding agencies began
the review of the recipient reports, providing comments and posing
questions to recipients. Following this data quality review, prime
recipients and subrecipients worked to make corrections identified
by the awarding agencies. As a result, about 21 percent of the re-
cipient reports were modified. These changes are chronicled on a
separate Web page for all users to see and are downloadable for
more experienced users.

While there were very few technical difficulties with the report-
ing process, that is not to say that recipients did not encounter
problems either in reporting or their ability to digest the guidance.
As you undoubtedly know, OMB created a large amount of guid-
ance on reporting. However, there were apparently still some re-
porting questions the recipients were unable to solve, as GAO
chronicled in their most recent report. Accordingly, we will con-
tinue to play an active role with OMB in crafting solutions to help
resolve those reporting problems.

Mr. Chairman, I believe these reporting problems can be divided
into two categories: inaccurate data and non-compliance. First, the
data reported was riddled with inaccuracies and contradictions. For
example, a misplaced decimal made it look as though a company
had been awarded a $10 billion contract, when it had really been
awarded a $10 million contract. Another obvious error, more than
one entity put dollars awarded in the data field for jobs created or
saved. Even more notorious were significant errors relating to con-
gressional districts.
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These mistakes do not surprise me, however, and in a way they
are not unequivocally bad. In reality, this data should serve in the
long run as evidence of what transparency can achieve. In the past,
this data would have been scrubbed from top to bottom before its
release and the agencies would never have released the informa-
tion until it was near perfect. You and the American public are
now seeing what agencies have seen internally for years.

And what we are all seeing, at least following this first reporting
period, is not particularly pretty. This raw form, unsanitized data
may cause embarrassment for some agencies and recipients, but
my expectation is that any embarrassment suffered will encourage
self-correcting behavior and lead to better reporting in the future.

In addition to incorrect data, the second major reporting problem
was the considerable amount of non-reporting. The Board believes
that the number of non-reporting recipients exceeds early OMB es-
timates, but we have not yet received their list. Given my decades
of law enforcement experience, it should come as no surprise to
anybody that I personally favor a penalty of some sort for non-com-
pliers. The Recovery Act prescribes no penalties for failure to re-
port, but perhaps an amendment to that effect would be something
for Congress to consider.

Even if criminal penalties are not practical, the fact that some
would willfully not file is distressing and must be addressed. Agen-
cies, at a minimum, will need to decide what actions they are will-
ing to take to ensure the transparency and accountability aims of
the Recovery Act are not disregarded. Perhaps an agency could
refuse to provide any additional funds to a non-compliant recipient
or demand that non-compliant recipients return funds not yet
spent.

For the Board’s part, we intend to post those recipient names
prominently on Recovery.gov. Although the Web site presents the
most visible aspect to the Board’s work, the transparency it pro-
vides is only half of the Board’s dual mission of transparency and
accountability. Over the past several months, we have also made
great strides in furthering our goal of accountability and oversight.

Simply stated, the Board will now be utilizing recently procured
software tools and analytical tools to provide an in-depth fraud
analysis that interfaces with 82 million public records with the re-
cipient data to help identify non-obvious relationships. We believe
these non-obvious relationships will unveil facts that may have not
been transparent to Government officials at the time the contract
or grant award was made. Today, I can assure you that every re-
cipient of a contract, grant, or loan under the Recovery Act is being
processed through this sophisticated multifaceted system.

To further assist our accountability mission, the Board has im-
plemented a robust hotline solution where citizens can reach us by
phone, electronically, fax, or regular mail. To date, we have re-
ceived more than 350 citizen complaints. As you might expect, not
all of those complaints have concerned actual fraud, waste, or mis-
management, but those that did have been referred by our hotline
staff to the appropriate IG for further inquiry. Meanwhile, the rest
of the IG community has been working diligently to manage its Re-
covery-related oversight responsibilities with approximately 77 in-
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vestigations having been opened and more than 390 audits, evalua-
tions, and reviews underway.

Mr. Chairman, I would like to conclude my oral remarks today
with a thought about transparency. I believe that the principal
downside of transparency is embarrassment, and there is enough
of that here to go all around. All of those involved, including the
Board I chair, will need to dedicate themselves to improve the
quality of the data in the days and the weeks ahead. However, if
I have learned anything yet about transparency, it is that it is
harder to practice transparency than it is to talk about trans-
parency. It is definitely not something for the faint of heart.

Mr. Chairman, I will now be glad to answer any questions you
might have.

[The prepared statement of Mr. Devaney follows:]
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TESTIMONY OF THE HONORABLE EARL E. DEVANEY
CHAIRMAN, RECOVERY ACCOUNTABILITYAND TRANSPARENCY BOARD
BEFORE THE COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
UNITED STATES HOUSE OF REPRESENTATIVES
NOVEMBER 19, 2009

Mr. Chairman and members of the Committee, I want to thank you for the opportunity to
appear before you today to discuss the activities of the Recovery Accountability and
Transparency Board (the Board), to include the recipient reporting period that just ended last
month. I will be glad to answer any questions you have for me after my opening remarks.

Much has transpired since I last testified before this Committee in March, but I would
like to jump to the end, as it were, by providing some data on the most recent major event that
has occurred ~ namely, recipient reporting. Overall, the Board’s two websites — the inbound
reporting site FederalReporting. gov and the public-facing portal Recovery.gov — worked
concurrently as intended during the historic first reporting period. On October 1st, recipients of
Recovery funds began reporting on their use of those funds. From October Ist to October 10th,
prime recipients and subrecipients filed more than 113,000 award reports. Since this was the -
first time that recipients were submitting data reports and some states had been encountering
technical challenges in filing bulk reports for their recipients, the Board decided to have
FederalReporting.gov remain open for reporting until October 20th. During this 10-day “grace
period,” late filers were permitted to submit their required quarterly reports; however, they were
also required to explain their reasons for delayed reporting. These late filers are identified as
such on Recovery.gov. In all, there were approximately 17,000 late filers identified on
Recovery.gov, about 13 percent of the total submissions. I expect those late submitters will be
prepared to file timely in January. ‘

Between October 11th and 29th, prime recipients, awarding agencies, and the Office of
Management and Budget (OMB) reviewed the recipient reports for inaccuracies. During this
same period, prime recipients and subrecipients worked together to correct errors in the data they
had submitted. As a result of this data quality process, about 21 percent of the recipient reports
were modified. These changes are chronicled on a separate web page for all users to see and are
also downloadable for more technologically experienced users.

On October 15th, the recipient-reported information on federal contracts was posted on
Recovery.gov, representing approximately 7 percent of the total funds being tracked by
Recovery.gov. When the Board posted the reports on October 15th, traffic on the website
jumped 52 percent from its daily average of 19,000 visitors to 28,895 visitors. Users logged on
from 137 countries and territories. The largest number of visitors were from California, followed
by New York, and then the District of Columbia. On that date, the website also reported that
more than 30,000 jobs had been created or saved through the use of those federal contracting
dollars.

On October 30th, the second, larger wave of data — that reported by recipients of non-
federal contracts, grants and loans — was also displayed on Recovery.gov. In the aggregate,
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recipients reported on the award of almost $158 billion in Recovery funds and counted
approximately 640,000 jobs created or saved through the use of Recovery funds.

As expected, the process for this first reporting period was not completely free of
difficultics. We know that some recipients experienced unacceptable wait times to reach the
technical helpdesk, which at its height of operations was running seven days a week with more
than 60 helpdesk personnel. The helpdesk ultimately handled over 31,000 separate recipient
contacts.

The Board was also very pleased with the effectiveness and utility of the High Volume
Coordinator (HVC) program, which was created to assist state and local governments with their
reporting obligations. With leadership from the USDA Forest Service, coordinators from more
than a dozen agencies participated in state conference calls and answered questions, meeting the
HVC’s goal of a 24-hour average response time in providing solutions to state and city Recovery
officials. The HVC program was positively received by the state and city participants, who
praised the personalized responsiveness and coordinators’ ability to provide the right answers
quickly to ensure compliance with the requirements of the American Recovery and Reinvestment
Act (Recovery Act). For example, seven states — six of which were batch reporters with a
significant number of recipient reports — ran into last-minute errors on October 10%, but the HVC
program resolved their problems within hours.

While it is still too soon to make pronouncements on lessons learned, even at this early
stage we can reflect on some matters that may affect the next rounds of reporting. While there
were very few technical difficulties with the reporting process, that is not to say that recipients
did not encounter problems on their end, either in reporting or in their ability to digest the
guidance. As you undoubtedly know, OMB created a large amount of guidance on reporting;
however, there were apparently still some reporting questions that recipients were unable to
solve even with that abundance of assistance. Accordingly, we will continue to do our part to
help craft solutions to solve the problems of the largest number of recipients.

The reporting problems can be divided into two categories: inaccurate data and
noncompliance. First, the data initially reported was riddled with inaccuracies and
contradictions. For example, a misplaced decimal made it look as though a company was
awarded a $10 billion contract, when it had really been awarded a $10 million contract. Another
obvious error: more than one entity put the dollars awarded in the data field for jobs created or
saved.

These mistakes do not surprise me, however, and in a serendipitous way, they are not
unequivocally bad. In reality, this data should serve in the long run as evidence of what
transparency can achieve. In the past, this data would have been scrubbed from top to bottom
before its release, and the agencies would never have released the information until it was
perfect. You — and the American public — are now seeing what agencies have seen, internally, in
the past. And what we are all seeing, at least following this first reporting period, is not
particularly pretty. This raw-form, unsanitized data may cause embarrassment for some agencies
and recipients, but my expectation is that any embarrassment suffered will encourage self-
correcting behavior and lead to more accurate reporting in the future.
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In addition to incorrect data, the second major reporting problem was the considerable
number of recipients who did not report. The Board believes that the number of non-reporting
prime recipients exceeds early OMB estimates. As a law enforcement type, I believe that there
needs to be a penalty of some sort for non-filers. The Recovery Act, as you may know,
prescribes no penalties for failure to report, but perhaps an amendment in that regard would be
something to consider. Even if criminal penalties are not practical, the fact that some would
willfully not file is distressing and must be addressed. Agencies will need to decide what actions
they are willing to take to ensure that the transparency and accountability aims of the Recovery
Act are not disregarded. Perhaps an agency could refuse to provide any additional funds to a
noncompliant recipient, or demand that noncompliant recipients return funds not yet spent. For
the Board’s part, after we do a thorough analysis to determine which recipients of contracts,
grants, and loans did not report, we intend to post those recipient names on Recovery.gov.

Regarding the website, the last time I appeared before you, Recovery.gov was still in its
infancy. Tam happy to report that on September 28th, the Board published the redesigned and
enhanced Recovery.gov, which we have referred to as Recovery.gov 2.0. We have received
many compliments about the new site, especially about its dynamic mapping capabilities. While
it could have been expected that reviews from the non-profit watchdog groups would be mixed,
we were pleasantly surprised to hear those groups say that the site’s new features were very well
done.

Even following Recovery.gov 2.0’s September release, the Board has continued to make
additional enhancements to the site. Starting last month, Recovery.gov had the capability to
display a “heat map” showing the overlay of Recovery funds distributed in areas of
unemployment and by the end of November, we will be able to display how funds are distributed
onto a map showing population diversity, as provided by the U.S. Census Bureau. Also we have
begun providing the downloadable XML, Excel, and CSV files for the final recipient reports, as
well as downloadable files of recipient reports showing changes made, and the files of late
reporters. As required by the Recovery Act, we had initially displayed a simple list of non-fixed
price and non-competed contracts awarded, but, having heard criticisms of that .pdf list, we are
now providing a hyperlinked page with more detailed data so that individuals can obtain more
information on how those contracts were awarded. We have also created state summary pages,
which show for each state the total mumber of jobs created, as well as the number of jobs by zip
code; the top funding agencies; the top recipients in the state; the top infrastructure recipients;
and the top congressional districts. Recovery.gov visitors are also now able to use the site’s new
search capability to search by recipient name.

This is not to say that Recovery.gov is now perfect and in need of no further updates. We
continue to be receptive to new ideas and functions that may improve the experience of
Recovery.gov users. In furtherance of that goal, the Board — with assistance from our contractor
Smartronix ~ conducted usability tests on Recovery.gov. Early reports from these usability tests
were good, and we will post the results of these tests, along with earlier focus group reports, on
the website when they are in their final form.



38

Visitors to Recovery.gov will also notice the familiar logos of Facebook, Twitter,
MySpace, and YouTube. The Board has established a visible presence on each of those social
networking sites. Currently, we are using these well-known sites to promote awareness of the
capabilities of Recovery.gov and direct users to various parts of the website they may not
otherwise be aware of.

Although the website represents the most visible aspect of the Board’s work, the
transparency it provides is only half of the Board’s dual missions of transparency and
accountability. Over the past several months, we have also made great strides in furthering our
goal of accountability and oversight. With procurement support from the General Services
Administration (GSA), the Board put out a solicitation for analytical tools and personnel to assist
our own investigative staff with risk-based predictions about potential fraud. Last month, GSA
awarded that contract to HMS Technologies, Inc., of Martinsburg, West Virginia, a certified
Service Disabled Veteran-Owned Business. HMS is part of an accountability solution that, first,
provides an in-depth fraud analysis capability that utilizes the vast amount of public information
(more than 8.5 million public records and growing) about companies receiving Recovery Act
funds in order to identify non-obvious relationships between entities. We believe these
relationships will unveil facts that may not have been transparent to government officials at the
time of contract or grant award. Using this tool has resulted in leads for investigations and for
audits, identified added risk factors, and pointed to excluded parties receiving Recovery Act
funds.

Second, this accountability solution also provides a predictive-analysis model in order to
focus limited government oversight resources (for example, auditors, investigators, and
inspectors) where they are most needed. Simply stated, the Board is looking at multiple risk
factors to determine the most susceptible areas of fraud or waste. These risk-prone areas may be
segregated by program, federal agency, or geographic region. With limited oversight personnel,
it is important for the Inspectors General (IGs) and our oversight partners to know where they
might best concentrate their efforts, and the Board is now in a good position to provide that type
of information to the whole oversight community.

In summary, the analytical tools we are utilizing have been used successfully in other
government and private companies to identify criminal trends and reduce fraudulent activity.
However, the IG community has never before had the opportunity to apply this technology to a
singular appropriation across multiple federal programs. Now we can ensure that every recipient
of a contract, grant, or loan under the Recovery Act is processed through these sophisticated
oversight tools.

To further assist with our accountability mission, the Board has implemented a robust
hotline solution, whereby citizens can call, report electronically, fax, or mail letters to trained
operators. You will be pleased to know that citizens are responding. To date, we have received
more than 340 complaints. As you might expect, not all of those complaints have concerned
actual fraud, waste, or mismanagement of Recovery funds, but those that did have been referred
by the hotline staff to the appropriate IG for further exploration. Meanwhile, the rest of the IG
community has been working diligently to manage its new Recovery-related oversight
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responsibilities, with approximately 77 investigations open and more than 390 audits,
evaluations, and reviews currently being conducted.

I would like to conclude my testimony with some thoughts I have about the real meaning
of transparency. I have said before that just throwing data up on a website does not meet my
definition of “transparency.” Rather, transparency means readable, usable data that actually
informs people. When it comes to transparency, I believe the Board has met the requirements of
the Recovery Act by providing a user-friendly website that serves as a portal to key information
on the Recovery. More than that, we have accommodated the needs of the conventional user by
providing simple, intuitive tools that help to navigate the data, such as interactive maps. Finally,
we have also accommodated the needs of the technologically sophisticated users, providing
downloadable data in formats that will let them do what they want with the data, placing it in
whichever context they deem useful and creating “mash-ups” that have the power to resonate
with the non-technologically sophisticated users. Unlike previous government ventures into
transparericy, we are not attempting to direct or control the data’s context. Rather, the users
themselves are being provided with the tools to contextualize the data in whatever manner is
most useful to them. Through this process, the information is not the end result in itself, but
rather information becomes the means to an end — the end, hopefully, being a more efficient,
more accountable government.

Mr. Chairman and members of the Committee, that concludes my prepared testimony.
Thank you for this opportunity. I will now be glad to answer any questions you might have.
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Chairman TowNs. Thank you very much, Mr. Devaney.
Deputy Secretary Miller.

STATEMENT OF ANTHONY WILDER MILLER

Mr. MiLLER. Thank you, Chairman Towns, Ranking Member
Issa, and members of the committee.

The American Recovery and Reinvestment Act provides nearly
$100 billion in funding to the Department of Education. This is to
help avert layoffs of teachers, school personnel, and other public
employees, while advancing critical education reforms. We have
distributed more than $67 billion of these funds and recipients
have reported saving or creating almost 400,000 jobs, including
jobs for more than 300,000 teachers and others in public schools
and in our colleges.

The first Recovery Act funds released were supplements to exist-
ing formula grant programs such as Title I and the Individuals
with Disabilities Education Act. These programs have well devel-
oped monitoring systems and regulatory requirements that control
expenditures, thus minimizing the risk of misuse.

The next round of awards were made under the State Fiscal Sta-
bilization Fund. This Fund was used to support grants to help sta-
bilize State and local government budgets in order to minimize re-
ductions in education and other essential public services. This was
done in exchange for a commitment to advance central education
reforms.

We were able to obligate these funds quickly by taking advan-
tage of the Department’s existing grant administration systems
and working closely with OMB to ensure compliance with the stat-
utory requirements. A percentage of the Stabilization Fund was
withheld for a Phase Two application, which requires States to be
transparent about their education reform efforts.

Governors will need to provide data on four key areas of school
reform, as outlined by Congress in the Recovery Act. Those are
achieving equity and teacher distribution, improving the collection
and use of data, implementing high standards and high quality as-
sessments, and turning around our most struggling schools. The
Phase Two requirements were published in the Federal Register on
November 12th and applications are due on January 11th.

The remaining Recovery Act funding, which is yet to be released,
is for discretionary grants, including the “Race to the Top Fund”
and the “Investing in Innovation Fund.” The requirements for Race
to the Top were posted on the Department’s Web site on November
12th and applications are due on January 19th.

The Department is continuing to work hard to provide guidance
and technical assistance to our grant recipients on the reporting re-
quirements. We publish detailed official guidance and are holding
biweekly Webinars and conducting significant outreach with State
and local leaders to ensure that recipients are well aware of the
Recovery Act’s unique reporting requirements. We are keeping the
lines of communication open with grantees and, when clarification
is needed, we are responding quickly and publicly.

To ensure adequate financial systems and control of these funds,
the Department utilizes its centralized Grants Administration and
Payment System [GAPS]. At any time we know exactly how much
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funding has been awarded to any grantee and how much funding
has been drawn down. With GAPS, we not only screen any grantee
requests for funds to be drawn down, but we also require grantees
to certify that they will use the funds within three business days,
as required by the Cash Management Improvement Act.

GAPS also has an excessive payments monitoring feature that
requires Recovery Act payments over a set amount to be approved
by the program office before those funds can be drawn down. That
is opposed to be drawn down automatically. We are expanding this
process to apply to Department funds, not just Recovery Act funds.

In our ongoing effort to prevent waste, fraud, and abuse of Re-
covery Act funds, our Office of Inspector General is a significant
asset. Our OIG has held more than 160 meetings with State and
local officials on issues related to the Recovery Act. They have con-
ducted audits in seven States and Puerto Rico to assess their inter-
nal control systems for administering the Recovery Act funds. To
ensure that their findings inform program implementation, the
OIG staff are in regular contact with staff offices across the De-
partment to alert them to potential issues in the field. OIG intends
to initiate additional audits in the coming months, increasing its
focus on the use of funds and data quality.

The Recovery Act’s recipient reporting provides a new tool in our
efforts to ensure transparency. For the first time, grantees are re-
quired to provide quarterly reports, as you know, that account for
their use of these funds. We are making considerable efforts to en-
sure recipients’ compliance with the reporting requirements and
help maximize the accuracy of their data.

Due in large part to our extensive guidance and outreach effort,
the Department achieved virtually 100 percent compliance with the
reporting requirements among State agencies. A relatively small
number of local level recipients encountered technical challenges in
their reporting efforts and the Department is working closely with
them and any other recipients experiencing difficulties, to ensure
full compliance in the next round of reporting.

The Department has forwarded to the Recovery Board any sig-
nificant errors and material omissions that have been corrected,
such as discrepancy in award size or funding agency. In instances
where job data was flagged as being outside of the anticipated
range, the Department has notified the recipient of the concern,
provided a link to the relevant guidance, and maintained a record
of how the guidance was being interpreted so that it can be clari-
fied in the coming months. We will also develop a lessons learned
document and begin another round of outreach in advance of the
next period of reporting.

In summary, as we work to refine the data reporting process, it
is important to recognize the impressive level of transparency that
has already been achieved. Every parent can go to Recovery.gov
and see how much Recovery Act funding their school district has
received. If any vendor receives more than $25,000 in payments,
that information is available as well. This transparency provides
an important tool for taxpayers to see how public funds are being
used in their community and is a significant deterrent against
fraud.
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In closing, I believe that the Department has been highly effec-
tive in implementing and overseeing its Recovery Act funds. We
have received considerable feedback from our grantees on the guid-
ance we have provided. We will continue to work to improve data
quality and further the unprecedented level of transparency. More-
over, we are confident that the Recovery Act has succeeded in keep-
ing hundreds of thousands of teachers and other staff in schools,
helping to ensure that, despite the significant budget crisis that
States face, our children can continue to get the education they
need and deserve to prepare them for the future.

Thank you again, and I would be happy to answer any questions.

[The prepared statement of Mr. Miller follows:]
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Testimony of Deputy Secretary Tony Miller
U.S. Department of Education
Before the U.S. House of Representatives
Committee on Oversight and Government Reform
November 19, 2009

Thank you Chairman Towns, Ranking Member Issa, and Members of the Committee for having
me here today. I appreciate the opportunity to address this very important topic and to respond
to any questions you might have.

As you know, the American Recovery and Reinvestment Act (Recovery Act) provided nearly
$100 billion in funding to the Department of Education, which was intended to help avert layoffs
of school personnel and other public employees while also driving critical reform efforts in our
public schools. To date, we have distributed more than $67 billion of these funds. In
administering these funds, the Department has focused on getting money out the door quickly
while also ensuring that States, local educational agencies (LEAs), and other recipients use the
funds as efficiently and effectively as possible. We have approached this effort systematically,
but we have also been able to react swiftly when change was needed. In fact, the unprecedented
challenges associated with managing these funds under such an accelerated timetable have
helped our agency to work more effectively and improve our overall approach to grants
management and oversight. So far, recipients of the Department’s Recovery Act funds have
reported saving or creating almost 400,000 jobs, including the jobs of over 300,000 educators
and support staff in our public schools and institutions of higher education.

In my testimony today, I will focus on the following components of the Department’s integrated
approach to implementation of the Recovery Act:

1) Overall timing of program awards;
2) Guidance and technical assistance;
3) Financial systems and controls;

4) Inspector General efforts, and;

5) Recipient Reporting.

Overall timing of program awards

In planning the timing of the various Recovery Act awards, the Department was coordinated in
its approach and laid the groundwork for effective oversight. As you may know, the first
Recovery Act funds we released were supplements to our large existing formula grant programs,
including Title I, Special Education, and Vocational Rehabilitation. We released these funds in
two installments -- 50 percent on April 1* and 50 percent on September 1*, This strategy was
intended to ensure that States and LEAs had access to sufficient funds to meet immediate, urgent
needs, while also giving the Department time to complete guidance on the new reporting
requirements related to these funds. Also, these existing formula programs have well-developed
monitoring systems and regulatory requirements that control how funds may be expended, thus
minimizing the risk of misuse for the first monies out the door.

1
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The next round of awards was made under the State Fiscal Stabilization Fund (Stabilization
Fund). As you know, the Stabilization Fund invested in saving and creating jobs, as well as
advancing education reform. Though this was a new program, we were able to obligate the
funds quickly by taking advantage of the Department’s existing grant administration systems.
The Department worked closely with the Office of Management and Budget (OMB) to devise a
Phase One grant application that minimized the burden on states but also ensured compliance
with statutory requirements, such as Maintenance of Effort (MOE). A percentage of this award
was withheld pending completion of a Phase Two application that provides transparency into
state education reform efforts. This second application requires Governors to provide data on the
following four key areas of school reform: (1) implementing rigorous college- and career-ready
standards and assessments; (2) improving the collection and use of data; (3) improving teacher
effectiveness; and (4) supporting struggling schools. The Phase Two notice of final
requirements, definitions, and approval criteria was published in the Federal Register on
November 12, 2009, and applications are due January 11, 2010.

The final wave of Department funding is for discretionary grants. The requirements and criteria
for these programs have been or are being developed after consideration of public input, and the
competitions for most of these grants will involve an intensive peer review process to ensure that
these awards go to only the most qualified of applicants.

Guidance and technical assistance

Throughout this process, the Department has worked hard to provide guidance and technical
assistance to recipients, as the Recovery Act includes some unique requirements for uses of
funds and reporting. The Department published detailed guidance to ensure that recipients were
aware of these various requirements. We also conducted significant outreach with State and
local government and education and community organizations to ensure that recipients and other
stakeholders had the information they needed. This outreach included:

e Briefings with Governors, Mayors, Chief State School Officers, the Council of the Great
City Schools, plus an address to the U.S. Conference of Mayors Forum on Education;

e Two conference calls with state political and education leadership and two conference
calls with mayors and local school leadership, reaching a total of 721 participants;

o Three major Recovery Act e-mail bulletins directed to the Department’s targeted listserv
community of 2290 stakeholders; and

* An interactive briefing session for education and community groups at our headquarters,
with a webcast of the event available to the public.

In all our outreach efforts, we kept the lines of communication open with grantees, and when
clarification was needed, we responded quickly and publicly. We posted guidance supplements
to clarify a number of issues, such as whether Education monies from the Stabilization Fund
could be used for construction, and whether some uses of the Stabilization Fund were prohibited
by other statutes. The Secretary also issued Dear Colleague letters in a number of instances
where direct concerns were raised, such as those related to the monitoring requirements for the

2
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Stabilization Fund and the MOE requirements under the Individuals with Disabilities Education
Act (IDEA).

The Department supplemented its guidance with technical assistance, developing a series of bi-
weekly webinars for grantees to address issues of consistent concern. Topics have included
Fraud Prevention, Cash Management Requirements, MOE Requirements, Recipient Reporting,
Strategic Planning across Funds, and Direct/Indirect Cost Allocation.

The Department also gave individualized assistance to states when needed. For example, we
provided customized technical assistance for six states, based on factors including total financial
exposure and historical audit findings. In these states, our fiscal and program experts worked
together to provide assistance that addressed the specific implementation issues facing each state.

Financial systems and controls

To ensure adequate financial systems and controls for these funds, the Department has utilized
its centralized Grants Administration and Payment System (GAPS), which records all financial
activity for grants, including obligations and outlays. At any point in time, the Department
knows exactly how much funding has been awarded to any grantee and how much funding has
been drawn down against the award. This data system is the source for the required weekly
reporting to Recovery.gov on Recovery Act obligations and expenditures. The Department has
also used this system to post on its website weekly financial data by state and program, providing
additional transparency that goes beyond the required reporting elements.

The GAPS system not only screens any requests for funds to be drawn down from available
awards, but it also requires grantees to certify that the funds will be used within three business
days, as required by the Cash Management Improvement Act (CMIA). Cash management is an
ongoing priority for the Department, so it was important to us to ensure states’ compliance with
this requirement, even as they worked to get funding to districts as quickly as possible. To
address this issue, the Department’s Office of the Chief Information Officer (OCIO) developed a
Recovery Act Excessive Payments Monitoring feature in the GAPS system that places a hold on
all requests for funds over $100 million or over a set percentage threshold that is deemed
excessive. All excessive payments have to be approved by the relevant program office rather
than being granted automatically. This process has been successful in identifying cash
management issues in a number of instances, and is being expanded to include all Department of
Education funds, not just those received through the Recovery Act.

Inspector General Efforts

In our ongoing effort to prevent waste, fraud, and abuse of Recovery Act funds, the Department
of Education’s Office of Inspector General (O1G) has been a significant asset. Before any funds
were awarded, OIG provided us with information on its extensive work at the state and local
levels. OIG employees also met with state and local officials, providing outreach materials on
fraud awareness and tools for the timely reporting of any misuse of Recovery Act funds. OIG
has held over 160 meetings with state and local officials on issues related to the Recovery act,
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and thus far has conducted audits in 7 states and Puerto Rico to assess the internal control
systems that would be used to administer Recovery Act funds. Based on its findings in these
states and its other work, OIG issued alert memoranda on MOE and Cash Management to create
heightened sensitivity to these issues among both the agency and its grantees. It is also
providing detailed audits of the individual states monitored in order to help states optimize their
systems and avoid fraud, waste, and abuse.

The first phase of this program is nearing completion, and OIG intends to initiate additional
audits in the coming months, increasing its focus on the use of funds and data quality. OIG is
also coordinating its efforts with the Government Accountability Office (GAO) to minimize
duplication of audit efforts.

OIG has also recently completed an internal audit requested by the Recovery Board. This audit
determined that the Department had established a process to perform limited data quality reviews
in order to identify material omissions and/or significant recipient reporting errors, and then to
notify the recipients of the need to make timely changes. OIG is currently conducting an internal
audit of the Department’s implementation of the Stabilization Fund, to evaluate whether state
allocations were calculated in accordance with statutory requirements, whether applications for
initial funding and state plans included all required information and were appropriately reviewed,
and whether the Department’s program staffing and monitoring plans are effective.

Recipient Reporting
The recipient reporting required by Section 1512 of the Recovery Act provides a new tool in our

efforts to ensure transparency. For the first time, grantees are required to provide quarterly
reports that account for the use of their funds, and the Department is excited about this
opportunity to supplement our own monitoring efforts with the information provided through this
new level of transparency.

We have undertaken a major communication and oversight effort to maximize recipients’
compliance with the reporting requirements and ensure the accuracy of the data they submit.
Following the release of OMB’s Recipient Reporting Guidance on June 22, we developed and
posted Clarifying Guidance, Jobs Reporting Guidance, and program-specific Tip Sheets tailored
to the issues facing our recipients. We also conducted two technical assistance webinars on
Recipient Reporting, one on August 10 to help recipients prepare for the process, and another on
September 21 to address follow-up details and questions, Our program offices also worked
directly with grantees to ensure that they had valid Data Universal Numbering System (DUNS)
numbers and were registered in the Central Contractor Registration (CCR) database, which are
prerequisites for registering on FederalReporting.gov, the central portal for all recipient
reporting.

Due in large part to our extensive guidance and outreach efforts, we achieved virtually 100
percent compliance with Section 1512 Recipient Reporting among the State-level agencies
receiving formula funding. OMB assisted us in these efforts by coordinating cross-agency
technical support for State-level agencies. A relatively small number of local-level recipients
have encountered technical challenges in their reporting efforts, and the Department is working
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closely with them and any other recipients experiencing difficulties to ensure full compliance in
the next round of reporting. Despite some issues, by the time the Prime Recipient reporting
period had ended, we had accounted for 97 percent of our Recovery Act obligations to date.

In addition to guidance we have provided to recipients, we have also developed internal guidance
on data quality to ensure the validity of our recipient-reported data. The guidance details the
responsibilities of each office during the data quality review process and describes the review
procedures provided to the Department from FederalReporting.gov. The Office of the Chief
Financial Officer (OCFO), in consultation with our program offices, developed an automated
program to compare the reported information to key data elements in GAPS, including program
code, award amount, outlay amount, and potential errors. A second automated program checks
the data against standard data norms, identifying potential outliers in expenditure and jobs
reporting. The Chief Financial Officer then provides the results of these automated checks to the
program offices, which then review the flagged reports manually and contact recipients as
appropriate with questions on the data. A total of 742 reports out of 2229 were changed during
this recent Agency Review period as a result of these data checks.

The Department has forwarded to the Recovery Board any significant errors and material
omissions that have not been corrected, such as discrepancies in award size or funding agency.
In instances where jobs data was flagged as being outside of the anticipated range, the
Department notified the recipient of the concern, provided a link to the relevant guidance, and
maintained a record of how the guidance was being interpreted so that it can be clarified in the
coming months. We will also develop a “Lessons Learned” document and begin another round
of outreach in advance of the next reporting period, which begins January 1. We believe that the
numbers reported are an indication of the significant impact that the Department’s Recovery Act
funds have had on employment, and we will continue to work with recipients to even further
improve the quality of their data.

Summary and Conclusion

As we work to refine the data reporting process, it is important to note the impressive level of
transparency that has already been achieved. Every parent can go to Recovery.gov, identify his
or her local school district, and see how much Recovery Act funding their community has
received. If any vendors received over $25,000 in payments, that information is identified as
well. This transparency provides a significant deterrent against fraud and an important tool for
taxpayers to see how these funds are being used in their community.

In closing, I believe that the Department of Education has been highly effective in the
implementation and oversight of its Recovery Act funds to date. Our staff members have risen
to the occasion, worked as a team, and leveraged their depth of experience to develop solutions
that will enable our agency to function more effectively and efficiently in the future.

In addition, we have received considerable feedback from grantees that the guidance we have
provided was helpful and appreciated during this first-ever recipient reporting period, and the
success of our outreach efforts is evident in our outstanding 97% compliance rate. As we look
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forward to the next round of reporting, we will continue to provide guidance and technical
assistance to improve data quality and continue the unprecedented level of transparency we have
achieved in this critical recovery effort.

Perhaps most importantly, we are confident that the Recovery Act has succeeded in keeping
hundreds of thousands of educators and support personnel in our schools, helping to ensure that,
despite the budget crises many states face, our kids can continue to get the education they need to
prepare them for the future.

Again, thank you so much for having me here today. I'd be happy to answer any questions you
might have.
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Chairman TowNsS. Thank you very much, Secretary Miller.
Deputy Secretary Porcari.

STATEMENT OF JOHN D. PORCARI

Mr. PoOrcARI. Chairman Towns, Ranking Member Issa, and
members of the committee, thank you for having me here today.
Let me begin by sharing information about our progress in imple-
menting this historic legislation.

The Department of Transportation received $48.1 billion in re-
sources to support infrastructure improvements and create and
sustain jobs throughout the transportation sector. In the 38 weeks
following enactment, we have obligated a total of $30.3 billion on
more than 10,000 projects nationwide. More than $5%2 billion of
these resources have been expended and more than 6,500 projects
are underway or completed.

In addition, work is underway to prepare for the award of $8 bil-
lion that the Recovery Act provided for high-speed passenger rail.
On a parallel track, we are internally reviewing the applications
for the $1%2 billion provided to the Department in discretionary
grants. We expect to award these grants in January 2010, ahead
of the February 17th deadline. Overall, the Department has made
substantial progress in implementing the Recovery Act, and the
Secretary and I are very proud of these accomplishments.

Recovery Act funds are improving our transportation infrastruc-
ture, while putting people back to work in cities and counties
throughout the Nation. As I travel around the country, I have
talked with construction workers who have shared with me how
difficult it was to provide for their families until they were em-
ployed or re-employed after being laid off on a Recovery Act project.

This program has been an economic lifeline for people like Bran-
don Nessler, a constructionsite foreman from Wisconsin who was
laid off last year after 18 years of service, until a Recovery-funded
project put him back to work full-time, overseeing grading work on
1-94.

Allison Barber, a new college graduate with a degree in construc-
tion management, had few job prospects until a construction com-
pany hired her as a full-time foreman on a major road project in
Colorado.

These workers and many thousands like them can look forward
to a paycheck and ensure that their families have the resources
they need.

There is no question the Recovery Act is working as intended,
putting Americans to work while making long-term investments in
our infrastructure. Equally important is DOT’s commitment to en-
suring that all these funds are spent wisely, that the program
meets all federally reporting requirements, and that we are able to
share accurate information with the American people about our
progress.

The Recovery Act requires, among other things, that funding re-
cipients provide independent reports of the numbers of direct jobs
created and other project-related information. Section 1512 of the
Recovery Act requires recipients to report this information as of
September 30, 2009, and then again at the end of each subsequent
quarter through fiscal year 2010.
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Given that this reporting process was new for the recipient com-
munity, the Department of Transportation staff reached out to the
State DOTs, affected Transit and Airport Authorities, and Amtrak
to assist them in understanding the reporting guidelines provided
by the Office of Management and Budget. We also conducted a se-
ries of Webinars and other training sessions to provide recipients
with information needed to comply with the Section 1512 require-
ments. DOT staff continued to provide support to these recipients
until the reporting data base was closed on October 20th.

As a result of these efforts, the recipient community for DOT re-
ported 45,250 direct jobs created. DOT contractors reported more
than 1,000 additional jobs. More than 96 percent of our recipient
community successfully reported their data in the reporting sys-
tem.

Overall, we are pleased with the Section 1512 reporting and an-
ticipate even more success in the future quarterly reporting. We
are in the process of contacting the recipient community to identify
any errors that could be corrected in the next reporting cycle. In
addition, we are asking for their help in identifying recommended
process improvements and lessons learned to simplify future re-
porting.

As we begin planning for the next Section 1512 reporting cycle,
in January 2010, we will buildupon our initial training and out-
reach efforts to help ensure success with the future recipient re-
porting requirements.

This concludes my testimony, and I would be pleased to answer
your questions.

[The prepared statement of Mr. Porcari follows:]



51

STATEMENT OF
THE HONORABLE JOHN D. PORCARI
DEPUTY SECRETARY OF TRANSPORTATION

BEFORE THE
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
U.S. HOUSE OF REPRESENTATIVES

November 19, 2009

Chairman Towns, Ranking Member Issa, and Members of the Committee, T want
to thank you for the opportunity to appear before you today to discuss the jobs reporting
process for transportation programs under Section 1512 of the American Recovery and
Reinvestment Act of 2009 (Recovery Act).

Let me begin by sharing information about our progress in implementing this
historic legislation. The Department of Transportation (DOT) received $48.1 billion in
resources to suppport infrastructure improvements and create and sustain jobs throughout
the transportation sector. In the 38" week following enactment, DOT has obligated a
total of $30.3 billion on more than 10,000 projects nationwide. Nearly 6,500 projects are
underway or completed. The Federal Aviation Administration has issued 321 grants for
99% of the $1.1 billion provided for airport projects. The Federal Highway
Administration has authorized more than $20 billion in funding for over 8,500 projects
representing 77% of the total funds provided to States. The Federal Transit
Administration has awarded 700 grants totaling $8.0 billion and has already reported $1.2
billion in outlays, The Maritime Administration’s Small Shipyard grants have been
awarded to 70 separate projects.

In addition, work is underway to prepare for the award of the $8 billion the
Recovery Act provided for High Speed Passenger Rail. The applications process has
closed and the Federal Railroad Administration has been reviewing and evaluating all of
the applications received. On a parallel track, we are internally reviewing the
applications for the $1.5 billion provided to the Department in Discretionary Grants. We
expect to award these grants ahead of the February 17" deadline. Overall, the Department
has made substantial progress in implementing the Recovery Act and the Secretary and I
are very proud of these accomplishments.

Recovery Act funds are improving our transportation infrastructure while putting
people back to work in cities and counties throughout the Nation. As I travel around the
country, I have talked with construction workers who have shared with me how difficult
it was before being employed on Recovery Act projects to provide for their families.

This program has been an economic lifeline for people like Brandon Nesler, a
construction site foreman from Wisconsin who was laid off last year after 18 years of
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service, until a Recovery-funded project put him back to work full-time overseeing
grading work on 1-94.

Alison Barber, a new college graduate with a degree in construction management,
had few job prospects until a construction company hired her as a full-time foreman on a
major road project in Colorado.

These workers, and many thousands like them, can look forward to a paycheck
and ensure that their families have the resources they need.

There’s no question the Recovery Act is working as intended, putting Americans
to work while making long-term investments in our infrastructure. Equally important is
DOT’s commitment to ensuring that all funds are spent wisely, that the program meets all
Federal reporting requirements, and that we are able to share accurate information with
the American people about our progress.

The Recovery Act requires, among other things, that funding recipients provide
independent reports of the numbers of direct jobs created or retained and other project-
related information. Recipients are also responsible for reporting direct jobs from any
sub-recipients (for example, sub-contactors in the case. of construction projects).

Section 1512 of the Act requires recipients to report this information as of September 30,
2009 and then again at the end of each subsequent quarter through Fiscal Year 2010.

Given that this reporting process was new for the recipient community, the
Department of Transportation began an outreach effort to assist its recipients with
understanding and implementing the reporting requirements. DOT staff reached out to
State Departments of Transportation, affected Transit and Airport Authorities, shipyard
recipients, and Amtrak to assist them in understanding the reporting guidelines provided
by the Office of Mangement and Budget. DOT staff engaged with their respective
stakeholders to provide clarifying information. We also conducted a series of webinar
and other training sessions to provide recipients with information needed to comply with
the Section 1512 requirements. DOT staff confirmed that the recipients could properly
register in the reporting sytem and provided troubleshooting services to those
encountering difficulty. Our technical assistance effort focused heavily on the OMB
methodology for counting jobs to make sure those entering data understood the
information being soughts. DOT staff continued to provide support to the recipients until
the reporting database was closed on October 20th. Even before the offical deadline was
reached and continuing until October 29th, DOT staff reviewed the data for obvious
errors and ommissions. While DOT staff could not directly correct the data, they
contacted recipients about potential problem areas so that as many corrections as possible
could be entered before the reporting system was closed.

As aresult of these efforts, the grantee recipient community for DOT reported
45,250 direct jobs created or retained so far. Contractors reported more than 1,000
additional jobs. More than 96% of the recipient community sucessfully reported their
data in the reporting system. The majority of those who did not report encountered
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problems with accessing the reporting system. To our knowledge there were no
transportation-related noncompliant recipients.

We did identify one serious error in the process. One State Department of
Transportation erroneously coded its reports to the Veterans Administration rather than
to DOT. Furthermore, two States submitted a single 1512 report for all their ARRA
projects. This error accounts for 831 projects of the 924 missing project reports expected
in the Federal Highway Administration’s recipient community.

Overall, we are pleased with the intial Section 1512 reporting and anticipate even
more success in future quarterly reporting. We are in the process of contacting the
receipient community to identify any difficulties that could be addressed in the next
reporting cycle. In additon, we are asking for their help in identifying recommended
process improvements and “lessons learned” to simplify future reporting.

As we begin planning for the next Section 1512 reporting cycle in January 2010,
we will build upon our initial training and outreach efforts to help ensure success with the
future recipient reporting endeavors.

" This concludes my testimony and I will be pleased to answer your questions.

i
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Chairman TowNs. Thank you very much. Let me thank all of you
for your testimony. We will start the questioning and I will start
off.

Let me direct this to you, Mr. Dodaro, and also to you, Mr.
Devaney. We all know how important this is, but is it really creat-
ing jobs, jobs being created out of the stimulus package?

Mr. Doparo. Well, I think it is clear that the use of the money
is intended for that purpose. The real question that we are looking
at in this case is what is the accuracy of the information that is
being reported; and the accuracy of the information needs to be im-
proved. That, I say, would be the bottom line because

Chairman TowNs. But you do think jobs are being created?

Mr. Doparo. Well, the funds are being used for the appropriate
purposes, from what we have seen. But the question is how many
jobs are being created or not. There are several dimensions to this.
First of all, of the $787 billion that is estimated to be spent, as of
the reporting period here, only 22 percent of that amount of money
had been spent as of September 30th, $173 billion.

Point No. 2 is that was spent both in the tax cuts, the entitle-
ment programs, unemployment insurance, Medicaid and others,
and then in grants, contracts, and other things. The recipient re-
ports only deal with the grants and contracts. So of the $173 billion
that has been spent under the Recovery Act, only $47 billion is sub-
ject to the reporting requirements under the act. So even if you get
an accurate count under the recipient reports, it is still a subset
and it only focuses on job creation.

We believe we made good recommendations to improve the accu-
racy so that there is a better basis for making informed judgments
about how many jobs were created or saved.

Chairman TOwNs. Mr. Devaney.

Mr. DEVANEY. I think I would agree totally with that. I think
there is probably no doubt jobs are being created or saved, it is just
the number and the accuracy of the number. We have a number;
it is based on what the recipients told us their interpretation of the
guidance was. And as the Acting Comptroller suggests, that guid-
ance needs to be clarified in a big way, in a big hurry to help re-
cipients be a lot clearer the next time they report.

I have no doubt that there are a lot of jobs being created. I think
it could above or below 640. I think missing reports might drive the
job numbers up, and I think there are enough inaccuracies in here
to question the 640 number. It might go down. So somewhere in
the middle there is a balancing act, and as the quarters go on and
as the accuracy gets better and recipients get better at reporting
accurately, I think we will get a much better picture. This was the
first time and there were a lot of challenges for both recipients and
agencies, and, quite frankly, for my Board. So my hope is that, as
we go forward, this is all going to get better.

Chairman TOwWNS. You know, the non-compliance, do you think
that is the fact in terms of the lack of staff or being an unfunded
mandate? What do you think really creates the non-compliance? Do
you think that they are overworked, the request is just too much
for them to handle at this time? I am trying to get a handle on this
because I like the idea you indicated of maybe some kind of pen-
alty. As you know, the ranking member and this committee has put
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forth legislation trying to create some relief, and, of course, that is
another reason why I have interest in this, and, of course, maybe
get your response even to our legislation.

Mr. DEVANEY. I think there are probably a number of reasons
why recipients didn’t report. It could be as simple as they didn’t
want to, or they were confused and didn’t know they had to. There
are no penalties, and in that kind of a situation, just my enforce-
ment background leads me to believe penalties are a deterrent ef-
fect, and if there were some I think we would have gotten better
compliance.

But the fact is I am still trying to get a handle on how many
didn’t. I think Mr. Dodaro suggested that it may be as high as 10
percent. I am in that range. We are in that range ourselves. That
is a little higher than what OMB’s early estimates are, but I am
waiting for that list.

Chairman TowNs. OK, Mr. Porcari, you indicate your situation
has been very different. I understand you said 96 percent?

Mr. PORCARI. Yes, Mr. Chairman. Of our 1,037 recipients that
were required to report, 96 percent did, and I would point out that
they are widely varying in capabilities. Some were very large State
DOTSs; we also had municipalities like High Point, NC, where you
had one person who was planning, designing, bidding the project,
and doing all the reporting requirements. We believe that is one of
the reasons that 4 percent were not able to report.

Chairman TowNs. I yield to the gentleman from California, the
ranking member, 5 minutes.

Mr. IssA. Thank you, Mr. Chairman.

Mr. Devaney, Secretary LaHood said we know for a fact that Re-
covery Act investments have created or saved more than 640,000
direct jobs so far. These are real, identifiable jobs directly funded
by the act. Can you support that?

Mr. DEVANEY. Well, I think, sir, it may be a fact that is what
is my Web site, but that may not be the correct number.

Mr. IssA. So to characterize, he may have been a little overzeal-
ous in saying real, identifiable, direct; and, in fact, it is just a damn
estimate, isn’t it?

Mr. DEVANEY. It is what the recipients reported.

Mr. IssA. OK. I was reminded, by the way, that when a fish hits
a wall, he says dam. That is what we are talking about here.

OK, so going through a couple of slides, the White House Press
Secretary, Robert Gibbs, on October 30, 2009, says the direct jobs
in that is, again, 640,329, referring to Recovery.gov.

Same day, Vice President Biden’s Chief Economic Advisor, those
jobs accumulate to 650,000 jobs saved or created so far.

Same day, Vice President Joe Biden, when the data is posted
later today, it will show that we have created or saved 640,239 jobs
directly from contracting authority with the Federal Government.

Last slide, CNN, headline, “Stimulus Creates 640,000 Jobs.”

Pull up the propaganda again.

Is there any reason, when you don’t know what the number real-
ly is, that it is just an estimate, that, in fact, there is about 60,000
jobs you pulled off, and you didn’t even pull off the 26,000 jobs the
University of California says it claims, which would be half of its
employees were saved by this act, and they don’t have a net new
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hiring, so you had to save existing employees, half of them, isn’t
that just propaganda? Isn’t it either misleading or designed to
serve a political agenda, when in fact it can’t be substantiated, it
is not true and it is either misleading or designed to say we are
doing a great job, when in fact we don’t know?

Mr. Devaney, you are the most honest man I know. Without a
whole lot of in between, shouldn’t we be more conservative and say,
look, this is what the reports are. We are scrubbing it. This is a
new system; it has its problem; we hope that at least they are re-
porting the dollars right and we have; and we have no idea wheth-
er those people have the ability to calculate accurately the full-time
job equivalents, but we are going to get to the bottom of it.
Wouldn’t that be a fairer way to put it?

Mr. DEVANEY. I like that statement.

Mr. IssA. Thank you, Mr. Devaney.

Now, I said, to begin with, that I commend you for what you are
doing, and I am going to concentrate really on the fact that we
know that the output is propaganda; we know we lost 3.8 million
jobs; we know, for example, Secretary Miller, when he says he
saved 300,000 jobs, these are simply transfers to pay for teachers.
So it is not created, it is simply they are alleged not to be laid off.
The money was moved to other parts of the budgets, so those
teachers kept their job and the State spent the same money they
would have spent on teachers somewhere else. That is the reality
of those 300,000 jobs.

So now let’s get down to the real question, which is, can you,
with the money you have, Mr. Devaney, improve your site to have
back engine capabilities, so that when somebody puts an erroneous
number in, when somebody puts in a number that doesn’t jive with
what they were given, when somebody puts in a congressional dis-
trict that doesn’t exist—and I know you have scrubbed that now—
but can you have the engine fact check it so that it comes back and
says, hold it, you have these corrections?

When I try to put the wrong credit card number in, I get a
bounce back when I try to buy online. Can you do that with the
money you have today, or should Congress be giving you more dol-
lars so that your prototype for online reporting in Government can
become robust enough to be everyone’s prototype?

Mr. DEVANEY. I think we can do that, sir, and I don’t think we
need any more money to do it. To be quite honest with you, I think
we needed this first quarter to totally understand which pieces of
the data were going to cause the most problems. So now that we
know, we are doing that analysis. We certainly intend to build
what we call internal logic checks into the system. So, for instance,
if congressional district that is selected does not correspond with
the zip code that is also put in there, there is a bong that goes off
somewhere and the recipient is asked to spend some more time and
come up with the right congressional district.

Mr. IssA. One quick last followup. Will you also be producing the
kind of software that would allow a single recipient trying to do
their job and report properly to be able to do it at little or no cost?
Will you create that so that the downstream—because I know the
Department of Transportation, most of those people reported be-
cause they are used to reporting, it is pretty similar to what they



57

have been doing. Can you create the ability to enable more and
more people to be able to report accurate by delivering additional
capability to them downstream? Is that part of your plan?

Mr. DEVANEY. Well, we certainly work literally constantly with
the States. Bear in mind, on this first reporting, 31 States chose
to do bulk reporting and literally report for everybody in their
State, all the recipients; and that actually enabled us to work with
the people that were doing the reporting. I think it worked well.
I think there were problems encountered that we resolved rather
quickly. So, yes, it is a constant ongoing dialog we are having with
States and recipients how can we make it better for you; and to the
extent we can, we will.

Mr. IssA. Thank you.

Thank you, Mr. Chairman.

Chairman TowNs. Thank you very much.

The gentleman from Massachusetts, Mr. Tierney.

Mr. TIERNEY. Thank you, Mr. Chairman.

First of all, I want to thank everybody for their testimony here
today. This is a difficult job that you all have, but I think the
transparency issue is critical, and I suspect that the American peo-
ple are grateful for it. The Recovery Act funds are going to amount,
apparently, to about 10 percent of our deficit over the next 10
years.

I wish that we had given scrutiny to the other 90 percent, which,
of course, comes from the $1 to $3 trillion spent on the Iraq war,
which obviously wasn’t very well accounted for; what will probably
amount to over $4 to $5 trillion for the 2001-2003 tax cuts which
weren’t paid for; and we can go on and on with what brought us
to this point. But I think it is very important that we have this
tflansparency and accountability, and I think all of you for doing
that.

Let me ask you, Mr. Devaney, the Recovery and Reinvestment
Act contained certain Buy American requirements that was in-
tended to ensure that the stimulus money was spent on U.S. com-
panies. It also allowed for agency heads to waive those require-
ments if it met certain criteria. I wanted to know whether or not
you were aware that five agencies have granted more than two
dozen exceptions to that Buy American rule.

Mr. DEVANEY. I am aware that agencies are giving waivers.

Mr. TIERNEY. Is it concerning to you at all that the information
about those waivers is not really available on Recovery.gov?

Mr. DEVANEY. I think that is something we should probably get
and put on Recovery.gov.

Mr. TIERNEY. So, if I am clear, in your opinion, at least, it would
increase transparency on the use of the Recovery funds to have the
information on those waivers and the rationale and the amount
that is expected to be made on foreign-made goods noted publicly
on Recovery.gov?

Mr. DEVANEY. I agree with that.

Mr. TIERNEY. Thank you.

Mr. Dodaro, did you find that there was inadequate monitoring
of subrecipients by the States?

Mr. DoDARO. We are continuing to look at that issue. We do the
bimonthly reviews on the use of the money. There have been some
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concerns that we have reported in our earlier reports about the
need to have better reporting or to ensure reporting on subrecipi-
ents. So we are continuing to look at that issue as part of our bi-
monthly reports on the uses of the money by selected States and
localities.

Our next scheduled report there is due in early December, so we
will be talking about that then. For this report we focused on ana-
lyzing the data base of the recipient reports. But we are very much
attuned to that issue; it is very important, particularly where there
are known reporting issues or known problems with some sub-
recipients.

For example, HUD has identified high-risk subrecipients in the
public housing authorities. There are some concerns in the local
education agencies. So we are looking to see what the Federal
agencies are doing, what State auditors are doing, and State pro-
gram officials to monitor the use of the money at subrecipients.

Mr. TIERNEY. Great. Thank you, sir.

Mr. Miller, will the Department proactively review the State sub-
recipient monitoring plans and will they audit any of the States to
determine whether or not those plans are accurate or flawed?

Mr. MILLER. As part of our guidance, we will be working with
OMB to develop the final guidance. Even in this period we had 25
staff working during the review process, reaching out to all 50
States to help convey the guidance and understand the issues. So
we will continue to build on that effort. To the degree that sub-
recipient issues have been identified, we will continue to work with
them to resolve the subrecipient reporting issues as well.

Mr. TIERNEY. Thank you.

Mr. Porcari, how has transportation been monitoring the sub-
recipients of the act?

Mr. PorcARrl. Congressman, we have been directly working with
the recipients and, in turn, asking them to make sure their sub-
recipient data is correct. We are relying on the recipients to have
correct data from their subrecipients.

Mr. TIERNEY. Chairman Devaney, do you find that the lack of re-
sources for the States has impacted their ability to report on the
subrecipients, their inability to have the Inspectors General or
other auditing facilities?

Mr. DEVANEY. Sir, I think it creates an enormous challenge for
the States. I will give you an example. I went out to Colorado when
they were reporting, and I walked by a football-sized field of empty
cubicles. They had literally laid off a good part of their staff; they
were facing a furlough the next week, and they had to report in
3 days. And they had regular State work as well.

So there are challenges out there; States are hurting. There is
no doubt that they made a Herculean effort to try and report on
time, and that is why I felt a grace period for late reporters was
appropriate in this first reporting cycle, and maybe another, be-
cause I think they are doing their best, but there are enormous
monetary challenges out there.

Mr. TiERNEY. Thank you.

Mr. Dodaro.

Mr. DobpARO. Congressman Tierney, we have been very con-
cerned about the ability of the States and the auditors to oversee
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the funding. We have raised that issue in our earlier reports on the
bimonthly reviews of the use of the money. A number of States are
under fiscal stress; they have been cutting back in some of these
administrative areas.

We have recommended that the Congress allow a certain per-
centage of the money to be used for administrative oversight and
auditing of those funds; we think it would be a prudent investment
given the size of this whole endeavor. And I know this committee
had passed legislation that has passed the House, but it is pending
in the Senate right now.

Mr. TiERNEY. What a shock to all of us that the Senate hasn’t
acted. [Laughter.]

Mr. TiERNEY. Thank you, Mr. Chairman.

Chairman ToOwNS. Such a shock.

Congressman Burton from Indiana.

Mr. BURTON. Thank you, Mr. Chairman.

President Obama brushed off criticism over his administration’s
inaccurate reporting on job creation Wednesday, telling Fox News
the accounting is an inexact science and that any errors are a side
issue when compared with the goal of turning the economy around.
He said job growth is his No. 1 responsibility. I think he said some-
thing like that back in January, and let’s just look at what has
happened since January.

You want to put that slide up?

Jobs that they claimed to have been saved or created, 640,329,
and there are 15.7 million Americans unemployed.

He said he would create 32 million jobs, and, instead, we have
lost 3.8 million jobs. That is a difference of 7.3 million jobs. And
yet this is a side issue, it is not a big deal.

We have authorized $787 billion, and you say you have spent
$173 billion. I don’t know what you have done with the rest of that
money, but if it is available and it is supposed to stimulate job cre-
ation, why in the heck haven’t you been doing it? It makes no sense
to me. I mean, we are suffering one of the biggest recessions in the
history of this country and you are telling me, out of the $787 bil-
lion, you have only spent $173 billion. I just don’t understand it.

And now the administration is talking about another stimulus.

Now, if you take the $787 billion, and you have only spent $173
billion, why do you need another stimulus? This just doesn’t make
any sense.

And then you read that—let me get my glasses here, because my
eyes aren’t as strong as they used to be. Now you have Peter
Orszag at the White House saying that the Federal Government
made $98 billion in improper payments, including fraud, abuse,
and everything else, and they can’t document where that money
went.

This administration has been an absolute disaster as far as the
economy is concerned, and now they are coming up with some more
minor things that they want to do like change the health care sys-
tem and add another $1 to $3 trillion to the deficit. The deficit this
year is $1.4 trillion, and we are still in the current fiscal year. That
is over three times what it was when my Democratic colleagues
were raising cane about it. It was $500 billion. They have really
outdone themselves. The White House has not got it up to $1.4 tril-
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lion this year, and we still have 10.2 percent unemployed, and it
is probably going to go up. And you can’t document the 640,329
jobs you are talking about.

I feel like I am listening to a baloney factory here, because people
come down from the White House and they give us these figures,
and they can’t document the figures, and it just goes on and on and
on. And then the President has the unmitigated gall to say job
growth is his No. 1 responsibility. Where has he been the last 11
months? He said that was the first thing he wanted to do, was cre-
ate jobs in this country, and he said he was going to create 3% mil-
lion new jobs. Instead, we lost 3.8 million, and we have over 15
million people out of work. Unemployment is at 10.2 percent. I
have said that before, but I will say it again.

This whole issue is just propaganda. It is political hyperbole. He
is one of the most eloquent Presidents I have ever seen in my life,
I have ever heard in my life, but the fact of the matter is all he
does is campaign; and as far as getting results to help this econ-
omy, he is doing almost zero. Pretty doggone close to it.

And I think it is just disgusting to me that the American people
are being told that these jobs are being saved or created, and that
jobs is No. 1. It is just not so. You can’t even document these jobs;
640,000 jobs? How do you say a job is saved? Somebody just say
it. How do you prove that a job has been saved? How do you prove
that a job has been created when unemployment is now 10.2 per-
cent? Anybody.

Mr. MILLER. I think in the case of education, since that rep-
resents a significant portion of the total jobs reported, I think we
are confident. There have been many stories, that well preceded
the reporting period, of layoff notices that were rescinded. I have
been out talking, again, outside of this reporting contest, Ms. Cho,
a fourth grade teacher in Los Angeles, many teachers who I have
met with directly who said thank God for the stimulus package, be-
cause it, in fact, allowed me to save jobs.

Mr. BURTON. Mr. Devaney, can you audit these jobs that have
been created or saved?

Mr. DEVANEY. We are not in a position to audit them, no.

Mr. BURTON. So you can’t audit it?

Mr. DEVANEY. The jobs that we are reporting came directly from
the recipients of the Recovery moneys because that is what the act
said had to happen.

Mr. BURTON. But as far as auditing them, being able to docu-
ment it, it is not really possible.

Mr. DEVANEY. Well, it is the responsibility of the agencies to en-
sure the accuracy of those recipient reports, and that is what is
happening. It is going to take time to get that accuracy.

Mr. BURTON. I know I am finished, Mr. Chairman.

Mr. Issa asked you that question and you said there is no way
to really prove all these jobs being saved or created.

Chairman TOWNS. I can understand the gentleman’s frustration.
Eight years of failed economic policy. I can understand your frus-
tration.

Mr. BURTON. You can’t think that one up forever, Mr. Chairman.

Chairman Towns. I yield to Congressman Van Hollen of Mary-
land, yield 5 minutes.
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Mr. VAN HOLLEN. Thank you, Mr. Chairman.

People are entitled to their own opinions, but they are not enti-
tled to their own facts, so I think it is important to put this in a
little bit of context.

When President Obama was sworn in back in January, this econ-
omy was in total free fall, it was in collapse. We were in a rate of
GDP 6%2 negative growth. In that first quarter, in January, we saw
700,000 Americans a month losing their job. This past quarter,
GDP growth, 3% percent plus. And while it is unacceptable that
people continue to lose their jobs, it dropped from around 700,000
a month to under 200,000 a month.

So let’s keep this in context. The fact of the matter is that the
economic recovery plan is working.

Now, Mr. Dodaro, let me just ask you a couple questions with re-
spect to the expenditures. As my colleagues have said, the Recovery
Plan had $787 billion, but as of today, $173 billion has actually
been expended. Is that correct?

Mr. DoDARO. As of September 30th.

Mr. VAN HOLLEN. As of September 30th.

Mr. DoDpARO. That is correct. And we picked that date because
that was the reporting period for these first set of reports.

Mr. VAN HOLLEN. And I know my colleagues, apparently, from
their testimony, would like to rush all $787 billion into the eco-
nomic bloodstream immediately, but I think you would agree,
WOl;.ld you not, that would likely cause a lot of waste in the proc-
ess?

Mr. DopARO. That definitely was a concern in the early stages,
and I might say, in terms of the CBO estimates of the stimulus bill
before it was passed by the Congress, it was clear that the amount
of money would be spent out over a several year period.

Mr. VAN HOLLEN. That was planned, was it not?

Mr. DODARO. Yes, that is correct.

Mr. VAN HoOLLEN. Thank you. And, as you pointed out, of the
$173 billion that has been spent so far, the part that is the subject
of your review and the reporting represented just $47 billion of
that, is that correct?

Mr. DoDARO. That is correct.

Mr. VAN HoLLEN. OK. Do you have an economics background?

Mr. DoDARO. No, but I have plenty of economists at GAO.

Mr. VAN HOLLEN. All right. So let’s put this in context. There
was also $6.3 billion in what is called entitlement spending, for ex-
ample, for unemployment compensation, is that correct?

Mr. DoDARO. That is correct.

Mr. VAN HOLLEN. And would you agree that most economists say
that by making sure people who were unemployed through no fault
of their own have a little money to spend, that also helps them go
out and spend money in the economy and helps job creation?

Mr. DoDARO. I think most economists would say that all three
parts of the stimulus composition would create either direct or in-
duce or indirect jobs.

Mr. VAN HOLLEN. Correct. So when we are talking about 680,000
with that $47 billion, we are actually under-counting the number
of jobs that are created as a result of this expenditure, isn’t that
correct?
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Mr. DoDARO. Well, there is no question that the recipient reports
only entail a subset of the employment effects of the

Mr. VAN HOLLEN. And based on what you said, it would mean
that since about two-thirds are expended elsewhere, based on your
experience and expertise, you would agree that there have been
more jobs saved or created as a result of those expenditures, isn’t
that the case?

Mr. DopARO. Well, what we have said in our report is that you
need to look at the macro economic estimates that have been made
as a result of the expenditures in those areas, along with the recip-
ient reports, to have a more complete picture.

Mr. VAN HOLLEN. Right. Let me just read from your report, be-
cause I think it is important to keep it in perspective. You said
that this reporting mechanism, which is unprecedented in its
transparency and accountability, represents a “solid first step in
moving toward more transparency and accountability,” isn’t that
right?

Mr. DopARO. That is correct.

Mr. VAN HOLLEN. Have you ever seen any kind of transparency
data collection effort of this magnitude in the United States?

Mr. DoDARO. Not on a national scale like this. And that is why
we said what we did, because it is national in scope and it was in
a relatively limited timeframe given the size of its charge.

Mr. VAN HOLLEN. Right. And in addition to the direct jobs—and
these are only supposed to be counting direct jobs—as an economist
or someone who is familiar with what economists say, you would
agree that there is also an indirect multiplier, isn’t that correct?

Mr. DODARO. As we say in our report, there are indirect and
induced——

Mr. VAN HOLLEN. Of course. And that would obviously add. To
the extent you have indirect jobs, that is on top of what is direct,
is that not the case?

Mr. DopARoO. That is correct.

Mr. VAN HOLLEN. Thank you.

Mr. Porcari, before you took your position as Deputy Secretary
at the Department of Transportation, you were the Secretary of
Transportation for the State of Maryland, isn’t that right?

Mr. PORCARI. That is correct.

Mr. VAN HoOLLEN. OK. So you have seen the direct impact of the
stimulus moneys in the State of Maryland, is that correct?

Mr. PORCARI. That is absolutely true. I have a unique perspective
on this from the front lines, and I can tell you from firsthand expe-
rience, Congressman, that before the Recovery Act, while it was
being considered and immediately after it, you could actually see
the impact. We had contractors that were laying people off. We met
with members of the contracting community, associations, laid out
the timeframe for what we expected in the bill and asked them at
the time not to lay off people because the work was coming.

Mr. VAN HOLLEN. Would you characterize a job and the ability
to pay the rent as propaganda?

Mr. PORCARI. No, a job is a job and, in this industry right now,
those jobs are very precious.
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Mr. VAN HOLLEN. Thank you, Mr. Chairman. I think characteriz-
ing a real job and the ability to provide your family as propaganda
is a disservice to the American people. Thank you.

Chairman TOwNS. I now yield 5 minutes to the gentleman from
Florida, Mr. Mica.

Mr. MicA. Well, thank you, and thank you for holding this hear-
ing.

As Deputy Secretary of Transportation in our committee, we hold
these followup hearings and oversight on transportation spending
just about monthly, and we are trying to track, we are trying to
get the money out. There appear to be some serious problems with
the whole reporting system. Now, I was told that the reporting sys-
tem, software and all, costs—and I am not sure about this—is it
$73 or $84 million? Do you know, Mr. Devaney or Mr. Dodaro?

Mr. DEVANEY. The $84 million figure, sir, is——

Mr. Mica. $84 million?

Mr. DEVANEY [continuing]. Is the budget for the Board for 2V
years.

Mr. Mica. The Board is one thing, but you have software that
has been developed and reporting system and people. Is that the
whole cost?

Mr. DEVANEY. No.

Mr. MicA. And then I hear there is maybe $10 million that you
have paid to sort of clean up some of the software problems.

Mr. DEVANEY. The Board has built two Web sites, one for report-
ing and one for displaying, and the costs for those so far is in the
vicinity of $9 or $10 million.

Mr. Mica. $9 to $10 million?

Mr. DEVANEY. Right.

Mr. MicA. OK. And you said there are a couple of problems, inac-
curate data or noncompliance, those are the major problems. It is
sort of like garbage in, garbage out.

Mr. Dodaro, you said that there were 4,000 reports with no
money spent and accounting for 50,000 jobs. That was one of the
first things you led with?

Mr. DODARO. That is correct, Congressman.

Mr. MicA. So, Mr. Devaney, if it is garbage in, it is basically gar-
bage reported out. Is that the way it is devised? There is no quali-
tative measure of what is coming in done by you all, or is there?

Mr. DEVANEY. I would say, sir, that there are a lot of inaccura-
cies in this data, and the data was put in by recipients. But there
are a lot of accuracies in the data as well. There are probably

Mr. MicA. Well, inaccuracies, though, are simple things like—
this isn’t me or the Republican side, this is ABC News, they said
it was reported in Arizona’s 15th congressional district 30 jobs have
been saved or created with just a $761,000 expenditure in Federal
stimulus money. The problem is there is no 15th district. We have
a multi-million dollar system to put the information in and this is
the kind of data that we are getting in, and we are not getting cor-
rect information out. How could this happen?

Mr. DEVANEY. It happened because a recipient put in the wrong
district.
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Mr. MicA. So that is the first part. You said inaccurate data—
the two problems with the system were inaccurate data and what
was the other one? Non-compliance?

Mr. DEVANEY. Right.

Mr. MicA. OK, the other one is that it was reported non-compli-
ance 10 percent of the recipients did not even report. Is that cor-
rect?

Mr. DEVANEY. We are trying to find that out, but it is probably
pretty close.

Mr. MicA. Well, no, wait. I didn’t make that up, I heard one of
you all say 10 percent of the recipients did not report.

Mr. DEVANEY. I think that, if I am not wrong——

Mr. MicA. That was in somebody’s testimony.

Mr. DoDARO. Congressman Mica, I said that was OMB’s esti-
mate.

Mr. MicA. OK. Well, again

Mr. IssAa. Would the gentleman just yield?

Mr. MicA. Don’t take much of my time, because I was just get-
ting started,

Mr. IssA. When did it become important for someone to know
what congressional district they were in for reporting? Was there
a reason that you had to have a congressional district? Was that
for propaganda purposes?

Mr. MicA. Well, I am not going to go into that right now, but let
me take some other sources here. Chicago Tribune, garbage in, gar-
bage out. More than 4.7—this is the story. More than $4.7 million
in Federal stimulus so far has been funneled into schools, Mr. Mil-
ler, in North Chicago and State and Federal officials said that the
money has saved 473 teachers’ jobs. Somebody had to report that.
The problem is the district only employs 290 teachers. Did you re-
port that?

Mr. MILLER. No, these would have been reports made by sub-
recipients to the States; we didn’t have access to that information.

Mr. MicA. OK, you didn’t have that, so that would have been a
local district reporting that?

Mr. MILLER. Reporting to the State. I think, similarly, you had
the largest school district in Illinois

Mr. MicA. Nobody checked to verify?

Mr. MILLER [continuing]. Being Chicago, who reported zero jobs
saved. And we would also question that. So part of our followup is
to understand all the——

Mr. MicA. But did you count that as the 300,000 jobs saved by
teachers, any of this 473, when the entire district only employs
2907

Mr. MILLER. We counted roughly, I believe it was, 18,000 jobs as
reported by the State of Illinois.

Mr. Mica. Well, here is another one, this radical rag, the Sac-
ramento Bee. It says up to one-fourth of the 110,000 jobs reported
as saved by the Federal stimulus money in California probably
never were in danger, a Bee review has found. California State
University officials reported last week that they saved more jobs
with stimulus money than the number of jobs saved in Texas and
44 other States.
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Is this another garbage in, garbage out, Mr. Dodaro, Mr.
Devaney?

Mr. Doparo. In that case, there were different interpretations
made on the calculation of the FTEs, and that needs to be ad-
dressed, and we have recommended that——

Chairman TowNS. The gentleman’s time——

Mr. MicA. And you did say that we have some definition——

Chairman TOwNS. The gentleman’s time has long expired.

Mr. Mica. I have just one more quick one, Mr. Chairman, if I
may.

Chairman TowNs. We have votes coming up——

Mr. MicA. I know you want to get one more in.

Chairman TOwNS. Yes.

Mr. MicA. It is just about the jobs sent to China, but we don’t
want to hear that.

Chairman TOwNsS. We can answer that in writing.

Mr. MicA. So I will hold that one for later. Thank you.

Chairman TowNs. Congresswoman Marcy Kaptur.

Ms. KAPTUR. Thank you, Mr. Chairman.

All T have to say is I am glad we have a Congress and an admin-
istration that is focused on creating jobs, and your data is helpful
in assisting us in doing the best job we can possibly do for the
American people.

I wanted to ask you, in the transportation area, with the $8 bil-
lion that was dedicated to the high speed rail corridors, it is my
understanding that it has been difficult for the Federal Railroad
administration to assume these new duties. Are there concerns
within the Department about your ability to move the dollars into
the development of this important new infrastructure activity that
could truly help transform certainly the Great Lakes region, and I
am sure other areas of the country?

Mr. PORCARI. It is an excellent question. We are very focused on
the $8 billion of high speed rail money. We are currently reviewing
the applications. We have multi-disciplinary teams that come from
throughout the Department, not just the Federal Railroad Adminis-
tration, and we are straining a little bit on this, but we are con-
fident that this grant program, and the high speed rail program in
general, that we can accomplish those, and we will be working to
build that program over time.

Ms. KAPTUR. Could I ask you when you anticipate making your
first awards, Mr. Porcari?

Mr. PORCARI. We currently anticipate making those awards in
January 2010.

Ms. KAPTUR. All right.

And I don’t know, Mr. Devaney or Mr. Dodaro, if you can answer
this question. If you look around the country, some areas census
tracks have unemployment of over 55 percent. Some districts have
unemployment, as does ours, of 11.1 to 18 percent. Does your data
lend itself to be able to see whether the targeting is accurate of the
funds? Because so much of this went through the States and the
States are in the State capital and things happen with the money.

Is there a way for us to interactively work with the data to as-
sure that the areas that are hurting the most are getting some of
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the benefit? Is there any way to do that with the data sets being
prepared?

Mr. DEVANEY. We do in fact have what we call a heat map on
the Web site that shows unemployment, and it also shows where
the recipients reported contracts, grants, and loans on that map, so
we lay that on top of the unemployment areas across the country
by State, by county, and you can go in there and see if areas of
high unemployment have been getting their fair share of the
grants, contracts, and loans.

Ms. KAPTUR. All right. Maybe your staff could contact members
who are on the committee or other interested Members.

Mr. DEVANEY. Of course.

Ms. KAPTUR. I would certainly be interested in seeing how that
really layers in northern Ohio, which is extraordinarily hard hit.

That leads me to my next question. Secretary Porcari, I under-
stand that GAO’s September 23rd bimonthly report indicated a sig-
nificant number of bids under the Recovery Act that were funded,
have come in under estimate, and that the Secretary is considering
redirecting some of those dollars for economically distressed com-
munities. My whole district is an economically distressed commu-
nity. To your knowledge, have States redirected significant funding
to these distressed communities yet, in response to Secretary
LaHood’s letter?

Mr. PORCARI. Yes. The short answer is yes. We have been work-
ing directly with States, asking them to redirect funds, wherever
possible, to economically distressed areas. These EDAs make up
about 33 percent of the population. I would point out that 57 per-
cent of our highway funds and 60 percent of all of our projects over-
all are in those economically distressed areas.

We have some States that have devoted 90 percent of their high-
way funds to economically distressed areas. That is in part because
we have been asking them from the beginning to really focus on
that. And where the bids have come in lower than engineers’ esti-
mates, which is a number of States, we have asked them to redi-
rect the funding, wherever possible, to economically distressed
areas.

Ms. KAPTUR. What is the next threshold for—you are saying 22
percent or so of the dollars, a quarter of the dollars, have been com-
mitted to date. When do we expect 50 percent of the dollars to be
committed from the Recovery bill, across the Government? Is there
a threshold for February 1st or

Mr. PorcARI. Well, first, we work on a reimbursable basis, so we
have obligated $31 billion of our $48.1 billion. But the way the
transportation projects work, it is like buying a car; you don’t pay
Ford when they are building it, you pay it when you buy it. So we
are reimbursing the States when the projects are completed, as a
way to be good stewards of Federal tax dollars. So the obligation
is the best measure for us, and we are at $31 billion of $48 billion
right now.

Ms. KAPTUR. I know the time is limited, but——

Chairman TowNs. The gentlewoman’s time has expired.

Ms. KAPTUR [continuing]. Mr. Chairman, could you allow Mr.
Dodaro to answer that?
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Mr. DopARO. Congresswoman Kaptur, what we will do, we will
go back and look at CBO’s estimated outlay schedule, but I think
by the end of Federal fiscal year 2010 it would be about halfway.
But we will go back and take a look and I will submit something
for the record.

Ms. KaPTUR. Thank you.

Thank you, Mr. Chairman.

Chairman TowNs. The gentleman from Ohio, Mr. Turner.

Mr. TURNER. Thank you, Mr. Chairman.

I want to thank each of our panelists for their efforts at assisting
us in the issue of transparency for this $787 billion stimulus pack-
age. I voted against this package, and I voted against it because
I thought that there were no achievable standards in the bill, there
were no achievable goals, that it was ill defined, that the spending
was going to be misdirected, and that the deficits that were going
to be Eenerated would have a negative impact on our ability to cre-
ate jobs.

Lo and behold, the President is now saying that he is concerned
that our deficits, created in part by this almost trillion dollar stim-
ulus package, might impact our ability to create jobs in the future.

I appreciate the transparency that you are providing, because we
are able to take a look at whether or not this was ill defined, with
no achievable goals, no achievable standards. We are actually able
to look at how the money is spent and make a decision as to wheth-
er or not this should have been done, and hopefully be able to
make a decision as to whether or not, in the future, we should do
something like this, which I think would be very unfortunate if we
continue to try to spend in this manner, where there is no account-
ability on the spending, it is not directed and targeted toward job
creation, and just generates additional deficits.

Mr. Miller, you had said, about the jobs created on the education
side—and I have two things I want to comment on that. One, we
were reminded by the other side of the aisle that we should deal
with facts, so let’s talk about some of those facts. According to The
Wall Street Journal and Jonathan Carl of ABC News, they looked
at the job creation figures on the side of education and they found,
for example, that Head Start in Augusta, GA claimed 317 jobs were
created by a $790,000 grant. In reality, Mr. Carl reports that the
money went toward a one-off pay hike for 317 employees, not creat-
in(g{ 317 jobs. And that would be in your numbers you report to us
today.

Mr. MILLER. No. Actually, Head Start is out of the Health and
Human Services [HHS], it is not out a Department of Education
program.

Mr. TURNER. It is certainly out of the aggregate number of jobs
that are created, and it is an example of the claim of a job created
when there isn’t a job created. There were in fact pay hikes that
were provided, according to Mr. Carl.

My concern is, in the education sector and in the Government
sector, is that as these moneys are used in this manner, which ob-
viously the bill and the act permits, that we are creating a cliff,
then, for these Government agencies, we are providing a one-time
subsidy for increased costs for their operation. When they go to
that next year where the stimulus is not there, the gap is going to
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be greater between their revenue and their operational costs, creat-
ing perhaps a more difficult problem and one where they are going
to turn to the Federal Government for additional assistance.

In my community, in Dayton, OH, stimulus dollars were used for
the paving of Main Street, and my concern is that although, in the
transportation sector, we created jobs or jobs were assisted in that
project moving forward, by the time that the project began until it
ended, there were probably less jobs along Main Street than were
there before. This is not the type of spending that is going to create
the type of sustainable jobs that we need in certainly a State like
Ohio that is struggling so much and needing job production.

Now, in looking at this issue of the phantom congressional dis-
tricts, according to the Recovery.org site, in my congressional dis-
trict, $186,371,562 were spent creating 385.4 jobs in my congres-
sional district. It translates out to roughly about slightly less than
$500,000 being spent in trying to create a job. And then on the
phantom districts the number is the same. It claims that there
were 11 jobs that were saved, over $5 million that were spent in
phantom congressional districts, congressional districts that do not
exist, translating to about $482,000 per job; not the type of invest-
ment that we want to continue.

Now, what strikes me about the phantom congressional districts
is that Ed Pound, the Director of Communications for the Obama
administration’s Recovery.org, said about this whole mess, Who
knows, man? Who really knows? That is his quote in the Wall
Street Journal today.

Mr. Devaney, I want to know if you disagree with Mr. Pound.

Mr. DEVANEY. Well, I certainly wouldn’t have said it that way,
and I will speak to him when I get back to the office. The fact is
that the information may in fact be true about the jobs and the
money spent, and the simple error has been the wrong congres-
sional district. And we think we can fix that next time out, but the
accuracy of the data, other than the congressional district

Mr. TURNER. Excuse me. Would that include the jobs in Augusta,
GA for the 317 jobs created, where apparently everyone just got a
raise instead of real jobs being created?

Mr. DEVANEY. I don’t know why the recipient reported it that
way, and it may have been the State of Georgia that reported it.

Mr. TURNER. Because, as you have said to us, and I appreciate
your honesty, you are merely reporting what these people have told
you. There really is no transparency. We don’t really know how
they spent this money. And apparently that accountability didn’t
occur in the beginning of the approval of receiving this money, ei-
ther. I appreciate what you are doing, but it doesn’t give us the
typedof information to ever believe that jobs have been created or
saved.

Mr. DEVANEY. Having said that—and I don’t disagree with you,
but at this point in time, the fact that we have transparency allows
us to see these anomalies and to understand if they occurred or
didn’t. The old, non-transparent way, which is the way the Govern-
ment has acted in the past, you never would have seen it.

Mﬁ" TURNER. I agree with you and I thank you for your efforts
in that.

Chairman TowNs. Thank you. The gentleman’s time has expired.
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We have a vote on the floor, and we will return at 12:30. We
have three votes and we will start again at 12:30. So recess until
12:30.

[Recess.]

Chairman TowNs. Recognize the gentleman from Ohio, Mr.
Driehaus.

Mr. DRIEHAUS. Thank you, Mr. Chairman. I appreciate very
much the opportunity and I appreciate all the witnesses being here
and providing the testimony with regard to how difficult it actually
is to pinpoint the numbers of jobs created and the jobs being re-
tained through the efforts of the stimulus package.

But certainly we have heard a lot of propaganda. We have heard
propaganda suggesting that this isn’t having any effect, that we
are not impacting the economy. It seems crystal clear to me that
not only is this having a significant effect—and we can argue as
to whether to not it is 600,000 jobs, 640,000 jobs, 700,000 jobs in
terms of direct benefit, but I would like to get, in a minute, talking
about exactly what it is those jobs are in terms of direct spending,
but then also talk about the multiplier effect that we see through
this investment.

So the jobs that you are referring to are only looking at a small
portion, a relatively small portion of the spending itself; $63.7 bil-
lion went into entitlements, tax relief was another almost third of
this. So this is only looking at a portion of the contracts, grants,
and loans, correct? Mr. Dodaro, is that correct?

Mr. DopARro. That is correct.

Mr. DRIEHAUS. So when we look at just that portion and we say
we believe that there are jobs upward of 600,000 that have been
created, take, for instance, a construction job. And I just brought
with me the spending that we have seen in Greater Cincinnati,
which is now upward of almost $700 million. And they describe
here a project that will directly employ 75 people on a construction
project.

Now, I assume that 75 is reported. But the individuals that
might be supplying the hardware for that job, the individuals that
might be supplying the lumber for that job, the individuals and the
companies that are supplying the roofing materials for that job, the
transportation workers that bring the materials to the site, the uni-
form manufacturers that make the uniforms that help these people
on the job; none of those are being included in this direct number,
correct?

Mr. DoDARO. That is correct. That is correct. The indirect costs
or indirect benefits, rather, as you are talking about, all the mate-
rials and the supplies and all those things, as well as how much
additional spending is then induced is not covered; it is just focused
on the direct jobs that are created.

Mr. DRIEHAUS. And I assume we can use the same line of reason-
ing if we are talking about a construction project, a road that is
being built and the cement manufacturers or the asphalt manufac-
turers, the designers, the architects, the engineers, all of the pro-
fessional employees whose work goes into those jobs that are being
created. So the multiplier effect here is that we are paying partial
salaries through these contracts to hundreds of thousands of indi-
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viduals who are participating and supporting these direct jobs that
are being created.

Mr. DODARO. They are definitely indirect benefits, yes.

Mr. DRIEHAUS. I assume, Mr. Miller, that the same goes for edu-
cation, that when we talk about retaining hundreds of thousands
of jobs of teachers, that those teachers go out to the grocery store
and buy groceries. I assume that those same teachers also buy
clothing for their children and for their families.

I assume that those teachers also drive automobiles and buy gas
for those automobiles. I assume they also use electricity and use
energy. I assume that the salaries that are going into those teach-
ers and supporting the families of those teachers through that
spending is going to create and support jobs across the economy.
Is that correct?

Mr. MiLLER. That is absolutely correct. And I would also say that
we have seen other uses of funds, for example, in rural commu-
nities, where the districts have bought laptops for students, have
put smart boards, electronic devices to help accelerate and improve
learning and allow them to develop skills; that the jobs associated
with the producers of those smart boards, the training that has
been provided to teachers is also not reflected in the over 300,000
job numbers that we have reported.

Mr. DrIEHAUS. So, then, while you are reporting that several
hundred thousand jobs have been retained in terms of teachers, is
it fair to say that same direct creation of jobs we would see the in-
verse were that investment not made, so that we wouldn’t see the
300,000 jobs or so that have been created for teachers, but we also
would not see the ripple effect in the economy of that investment
going into those teachers?

Mr. MILLER. Yes. I think looking at notices that were literally
picked up, that were announced and then later rescinded because
of the receipt of stimulus moneys, we are confident that hundreds
of thousands of teachers and educated-related jobs would have been
not saved had it been not for this money. Moreover, the impact
that would have had on education and students in their learning,
frankly, the compromise that would have been to the long-term
growth, because we need to have a student population that is pre-
pared to compete, we think would also be at risk. So we actually
see the impact.

Mr. DRIEHAUS. Outside of the direct contracts that you are re-
porting on, do you also believe, Mr. Dodaro, that the Medicaid
transfer payments, for example, are critically important to support-
ing the health care industry and long-term care, I assume; nursing
homes, I assume; assisted living providers; medical device manu-
facturers; doctors; nurses; physician aides; all of these individuals
who work in the health care field. Do you believe that their jobs
are being supported or retained due to the direct investment made
by the Medicaid transfer payments?

Mr. DODARO. As we have reported in the past on the use of the
moneys by selected States and localities, the Medicaid additional
Federal matching shares had at least two effects: one, it has helped
support the increased number of people on the Medicaid rolls as a
result of unemployment and allowed the States to maintain eligi-
bility requirements for Medicaid. So it has helped achieve one of
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the other objectives of the act in addition to jobs created and re-
tained, to help those affected by the recession.

It has also helped achieve another one of the goals of the act,
which is to stabilize State and local government budgets. An in-
creased Federal share meant that some of the State share could be
reduced, particularly in those States with high unemployment, be-
cause they got additional Medicaid funding based upon the unem-
ployment rate. So that allowed them to then use that State money
for other purposes as well.

Chairman TowNS. The gentleman’s time has expired.

Mr. DRIEHAUS. Thank you, Mr. Chairman.

Chairman TOwNS. I yield to the gentleman from Ohio, Mr. Jor-
dan.

Mr. JORDAN. Thank you, Mr. Chairman.

Mr. Devaney, in your response to the ranking member’s letter,
you said there is no way to really audit or certify that the 640,000
jobs number is accurate. Earlier, you also said that the data, the
information, the numbers you get comes directly from the recipi-
ents. But isn’t it true it first goes to the State, and then to OMB,
and then to you guys? This information, the recipients are getting
the dollars, send it to the States, send it to OMB, then you get the
information?

Mr. DEVANEY. Actually, Congressman, it goes from recipients
sometimes to States—in 31 States the States collected that infor-
mation and sent it in; in other States we got information directly
from the recipients. But it comes to something called
FederalReporting.gov, which we built and own and maintain the
integrity of.

Mr. JORDAN. So in some cases it comes directly to you, not
through OMB?

Mr. DEVANEY. That is true. The recipients are, for the most part,
reporting directly to FederalReporting.gov.

Mr. JORDAN. In 31 States, though, there is at least some inter-
mediate step. So there are a couple bites at the apple before this
information goes public, is that right?

Mr. DEVANEY. In 31 States—and the States did this differently,
all States did it differently, but in some of those 31 States there
was a quality review of that data before it was went

Mr. JORDAN. The 12 projects, 12 programs that were left off, that
were not reported because someone made a determination that
there was so much ridiculous information there that they shouldn’t
be public, who made that decision, you guys or someone else?

Mr. DEVANEY. OMB asked us to look at it and we concurred.

Mr. JORDAN. So in that case it went to OMB before it went to
you.

Mr. DEVANEY. No. No, sir. It was in the data base and OMB had
access to the data base, along with the agencies.

Mr. JORDAN. So who makes the call? So now we are back to OMB
doing it. Who is actually making the call on when this stuff goes
public?

Mr. DEVANEY. Well, at the end of the——

Mr. JORDAN. And how it is displayed, how it is reported?
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Mr. DEVANEY. At the end of the day, the Board makes the call
as to whether or not there was significant error in that data and
it would have caused public confusion

Mr. JORDAN. OK, did the Board make the call on these 12 or did
OMB make the call?

Mr. DEVANEY. We both made the call.

Mr. JORDAN. Well, which is it? You said the Board makes the
call, now you are saying both made the call.

Mr. DEVANEY. OMB asked us to look at it; we concurred with
their assessment that there was a lot going on with those 12, in-
cluding 60,000 jobs that absolutely did not look right on the sur-
face.

Mr. JORDAN. OK, a change in direction. Is there any penalty for
people who provide you with false, misleading, or ridiculous infor-
mation? Any penalty like—in other words, if we are getting ridicu-
lous information, these folks should be—the money that was spent,
if we can get some of it back, is there some kind of penalty for
that?

Mr. DEVANEY. No, there isn’t.

Mr. JORDAN. No penalty?

Mr. DEVANEY. No.

Mr. JORDAN. Do you find that strange? Think about this. Put it
in context. Put it in the way the American people see it. We have
a health care bill moving through the House, moving through the
Congress, which says, if you don’t buy health care, you can go to
jail; and now people are getting taxpayer dollars, giving ridiculous
information, 12 projects that are so ridiculous you don’t even list
it, and there is no penalty for that? How are we going to correct
that matter?

Mr. DEVANEY. Well, as I said earlier in my testimony this morn-
ing, I am a big advocate for having penalties, but the Congress
didn’t put any penalties in.

Mr. JORDAN. But you would be in favor of strong penalties?

Mr. DEVANEY. I would be.

Mr. JORDAN. For people who take taxpayer dollars and report
crazy information?

Mr. DEVANEY. No. I would be interested in certainly penalties for
people who didn’t report, and I would be equally interested in look-
ing at the issue of what happens when people knowingly false re-
port.

Mr. JOrDAN. OK.

Mr. DEVANEY. I think that could be a criminal penalty.

Mr. JORDAN. Mr. Dodaro, how many years have you had experi-
ence with the General Accounting Office?

Mr. DoDARO. Thirty-six years.

Mr. JORDAN. Thirty-six years. In 36 years of serving in that part
of our Government, do you ever recall a time where we had this
term “created or saved?” In other words, is this the first time, this
past year, where we have used this kind of sort of measurement,
if you can even use that term with it? Is this the first time in the
36 years you have been looking at what the Government does and
accounting for how it spends taxpayer dollars? Is this the first time
we have ever had that term?
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Mr. Doparo. Well, it definitely—the whole issue of tracking the
creating of jobs has always been a difficult methodological

Mr. JORDAN. My question was real straightforward.

Mr. DoDARO. I understand your question.

Mr. JORDAN. Created or saved. Is this the first time in 36 years,
your experience in Government, that you know of that we have
ever had that term used as some, at least what some would call,
some kind of measurement?

%\I/Ir. DoODARO. Based upon my immediate recollection, I can’t re-
call.

Mr. JORDAN. Do you think that is a little strange, that we have
this new term?

Mr. DoDARO. Well, it definitely is something that, given the con-
text of what the act was trying to achieve with the multiple objec-
tives, I don’t think it is unreasonable. It is difficult to measure.

Mr. JORDAN. Thank you.

Anyone else on the panel recall any time prior to this year we
have ever had this measurement “created or saved?”

[No response.]

Mr. JORDAN. I will take that as a no.

Last question I would have for our panel. I will start with the
Deputy Secretary from Transportation. What kind of contact do you
have on a weekly, biweekly, monthly basis with the administration,
in particular Mr. Biden, whose responsibility it was to make sure
we got this information in an accurate way? Do you have weekly
meetings or what kind of contact do you normally have?

Mr. PORCARI. We have a number of contacts and virtually daily
interactions, twice weekly calls, regular meetings, and the common
theme is making sure that we are getting these projects out there,
making sure

Mr. JORDAN. My question was what kind of contact do you have
with the Vice President, with the Office of the White House or the
Vice President.

Mr. PORCARI. The Vice President leads periodic meetings that in-
clude all the departments on this topic.

Mr. JORDAN. If I could, Mr. Chairman, one last question for Mr.
Devaney.

Do you have any contact at all with the administration on a reg-
ular basis or with the White House, or is it strictly with OMB?

Mr. DEVANEY. I do see the Vice President from time to time,
probably average once a month.

Mr. JORDAN. Did the Vice President weigh in at all—if I could,
Mr. Chairman—on keeping the 12 off the list? Did he weigh in on
that decision?

Mr. DEVANEY. No.

Mr. JORDAN. Thank you, Mr. Chairman. I yield back.

Chairman TowNS. Thank you. I thank the gentleman from Ohio.

I now yield to the gentleman from Vermont, Mr. Welch.

Mr. WELCH. Good afternoon.

I want to thank you gentlemen for being here. You have an in-
credibly important job. It is about accounting for the enormous
amount of taxpayer money that has been invested in the stimulus
program and you are doing a good job. You are doing a good job
by helping us get what we want, just the facts. Congress author-
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ized this program and asked you to report on how it is working,
on whether the money has gone missing, and you are doing it.

And I know that, on our side of the aisle, and I expect on the
other side of the aisle, the goal here is for us to get information,
as opposed to make political speeches. But we have heard quite a
few political speeches, and, frankly, that is distressing to me, and
I will tell you why.

We have to rebuild America. And we know how we got to where
we are at. We had a private sector financial system, led by our big
banks and Wall Street, that completely disregarded the public trust
that they have and nearly destroyed our economy. And it was so
bad that one of the most conservative Presidents in my lifetime
came to Congress with his Secretary of Treasury, the former chair
of one of our major investment banking houses, and said that if
Congress did not approve a $750 billion bailout over the weekend,
then the economy as we knew it would be destroyed.

I am just reciting that because it gives us some perspective of
why we find ourselves in the situation that we are in. The private
sector financial system put a gun to the head of the American econ-
omy and they pulled the trigger.

Step one was to stabilize the financial system. I was one of the
Members of Congress who had no desire whatsoever to vote for
that legislation to take $750 billion of taxpayer dollars and sta-
bilize the financial system that had suffered a self-inflicted wound.
But soon it did its damage to the rest of the economy. And when
the economy went off the cliff about a year ago, we started seeing
the unemployment rate skyrocket, and we saw hardworking Ameri-
cans lose their jobs through no fault of their own, and that unem-
ployment has continued to rise as we speak.

President Obama came forward with a proposal and a stimulus
package that, by the way, was endorsed, as you know, by Repub-
lican and Democratic economists. There was no dispute, except on
the extreme edges, as to whether or not, in this dire situation, the
Federal Government had to be the spender of last resort; again,
this was not anything any of us wanted to do, but something that
according to a broad consensus position had to be done. It had to
ge done so we could fight another day, not because we wanted to

o it.

And in the doing of it, the stimulus, there was a commitment
that was made by Congress—and I think shared by Republicans
and Democrats, whether they voted for it or not—that the money
should go to jobs, that it should be accounted for, it shouldn’t be
distributed on the basis of political party or affiliation; it should be
broadly beneficial to America.

Now, taking a look at how it works, that is a fair and square
question, and there was a lot of debate in Congress about how
much of the stimulus should be allocated to tax cuts, how much for
infrastructure. I was among those who believed the more for infra-
structure the better, because it would create more jobs than the tax
cuts. In the House, there was a big debate about whether we
should send stimulus money to the States to help our teachers, our
firefighters, and our police, and maintain and preserve those jobs.
I haven’t heard any acknowledgment in the speeches here, but this
has been a lifeline.
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The stimulus has been a lifeline for our States, and I can speak
for Vermont. We would have had a catastrophe in Vermont if we
had not had the stimulus funds. Even with the stimulus funds,
Vermont, with a Democratic legislature and a Republican Gov-
ernor, had to work together very hard to pass a budget, and we are
continuing to experience a tough time.

So it is not my custom generally to make speeches, but appar-
ently today’s hearing is very much about that, so the point I want
to make is twofold. No. 1, I believe that the challenge for this Con-
gress is to do things that are going to help buildup the American
economy, find ways where we can work together; and No. 2, exam-
ining the stimulus is a necessary step that we take in order to
maintain credibility with the American people. We have to make
sure that it is transparent and that we can account for what has
been spent and how effectively it has been spent. Those are just
factual questions; just the facts, ma’am.

Mr. Devaney, if you have suggestions about penalties, give them
to us and we can vote on them. But I hope it is specific. I encour-
age you to continue doing the great work that you are doing and
I encourage our members, Mr. Chairman, to focus on getting Amer-
ica back on its feet. Thank you.

Chairman TowNsS. Thank you very much. The gentleman’s time
has expired.

I now yield 5 minutes to the gentleman from Utah, Mr. Chaffetz.

Mr. CHAFFETZ. Thank you, Mr. Chairman.

Thank you all for your work and you being here.

Mr. Devaney, following up on Mr. Jordan’s question, when is the
last time you personally spoke with the Vice President, Vice Presi-
dent Biden?

Mr. DEVANEY. I believe it was—it may have been last week.

Mr. CHAFFETZ. Is there a master list of who was supposed to get
the stimulus money? Do you have like a master list, here is who
was supposed to get the money?

Mr. DEVANEY. I don’t have that.

Mr. CHAFFETZ. That is just mind-boggling to me, that we don’t
have a list of even who was supposed to get the money.

Mr. DEVANEY. Congressman, I think it is fair to say that each
of the 28 agencies that oversee the Recovery money have such a
list, and they are in the process right now of trying to determine
whether or not each and every one of the recipients on that list ac-
tually reported; and I hope to get that result soon.

Mr. CHAFFETZ. It seems like a simple basic accounting process to
understand—what it highlights is what we don’t know, and that,
to me, is a very scary proposition in moving forward. In my own
State of Utah, Representative Bishop, one of my colleagues, has
pointed out there was some $1.2 million that went to the 4th Con-
gressional District of Utah. We only have three congressional dis-
tricts. There was $529,834 that went to the 00 Congressional Dis-
trict of Utah. I simply do not understand how those very basic
things can happen, and puts, to me, the entire reporting into ques-
tion.

Now, suddenly, you go to the Web site and it says, well, they are
not accounted for, it is unattributed. How are we going to resolve
this?
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Mr. DEVANEY. Well——

Mr. CHAFFETZ. We don’t even know who is supposed to get the
money. Then when we say where it went to, it is going to congres-
sional districts that don’t even exist.

Mr. DEVANEY. Well, Congressman, I think, first and foremost,
the recipients in Utah put the wrong congressional district in. They
are the ones that entered that data. Now, going forward, I think
we can put technology in the system that says something like if
you are in a State with only one district, you can’t put anything
other than that district in there. If you enter a 9-digit zip code, it
has to correspond and match the congressional district. So I think,
going forward, we can eliminate that.

Mr. CHAFFETZ. Our time is so short. If we can followup with ad-
ditional procedures, I would sincerely appreciate it.

My understanding from your testimony is that there have been
some 340 complaints, there are 77 investigations open, and more
than 390 audits. Can you help explain those numbers to me,
please?

Mr. DEVANEY. Of course.

Mr. CHAFFETZ. And how many people do you have dedicated to
perform those functions?

Mr. DEVANEY. The actual Board has a limited number, maybe
perhaps a dozen people that work in that area. But we leverage the
resources of the 29 Inspector Generals that oversee the money.

Mr. CHAFFETZ. OK.

Mr. DEVANEY. So some of those complaints are coming in on our
hotline since the data has been released, some 350-plus, and some
of them came in before the data was released and directly to In-
spector Generals. So out of all the complaints we have had come
]ion, 77 investigations have been opened and 390 or so audits have

een——

Mr. CHAFFETZ. OK. And, again, we will followup with some addi-
tional details, but that does help clarify it.

Mr. Miller, having read through your testimony and heard what
you had to say, at the top of at least the printed out portion here
of page 5, it says we have accounted for 97 percent of our Recovery
Act obligations to date. What does that mean for the other 3 per-
cent, that there is no—what does that mean?

Mr. MILLER. It means the bulk of our money is formula money
in our large State fiscal stabilization that flows through States. In
particular, there are two programs: impact aid and Federal work
study, which goes directly—again, work study goes to individual
students on part-time programs through colleges and universities.
Given the very distributed nature of that, some of those recipients,
colleges and universities, had difficulty understanding. But that
represents such a small percentage.

But specifically to answer your question, it would be the Federal
study and impact aid

Mr. CHAFFETZ. You might think it is small, but it represents $2
billion. What I just want to make sure we understand is how we
are going to account for what is unaccounted now, 2 billion worth
of dollars.

And I would just like to followup—I see my time is ending here.
Let me ask one more question of you, Mr. Miller. It says, in your
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testimony, a total of 742 reports out of 2,229 were changed during
this recent agency review period. There are concerns on many
fronts that literally about a third of these reports had to be
changed; either the information they are getting and the system
and the process they have to go through is terribly flawed or there
is fraud going—I mean, it is just such a staggeringly high number
to have to go back and change literally a third of the reports that
are coming in, I just——

Mr. MILLER. I think with the unprecedented transparency, what
you will find is a change would be: we did have the incorrect Treas-
ury code, we had the incorrect DUNS number. These were tech-
nical changes in terms of to be consistent with transparencies.
These were not, in fact, changes to the jobs being reported.

Chairman TowNs. The gentleman’s time has expired.

I now yield to the gentlewoman from California, Congresswoman
Watson.

Ms. WATSON. Thank you so much, Mr. Chairman.

I think this is a very crucial hearing. The timing of it is great,
and I am so glad to see Secretary Miller from my district, LA Uni-
fied, as our Deputy Secretary of Education. And he knows the con-
dition of our State and our tremendous shortfall.

So given the economic crisis in the State of California, I was es-
pecially glad to see that my school district, the Los Angeles Unified
School District, was the third largest recipient of Recovery Act
funds in the State. Can you explain the impact these funds are
having on the quality of education that we are able to provide for
our youth? And, I do know that we have a serious shortfall in our
budget in LA Unified.

Mr. MILLER. And I think LA Unified, being the second largest
school district in the country, is a great story in terms of the im-
pact. I know from the press that there were thousands of jobs that
were at risk, that the superintendent was desperately trying to ad-
dress given the State’s budget shortfall, and that the receipt of the
stimulus money allowed, in this case, particularly thousands of
pink slips to be picked up so that the school year for the 2009-2010
school year in fact could be preserved and have more integrity.

And I think in a large urban school district which has substan-
tial student achievement issues in terms of the gap between those
of high poverty and low poverty, that the need to maintain class
sizes and not have them skyrocket, the need to ensure that you
have the latest equipment is paramount if we ever are going to
close the achievement gap, and I think the stimulus moneys have
ger{{ much helped us make progress and prevent us from falling

ack.

Ms. WATSON. We could use another traunch, couldn’t we? Be-
cause even with the moneys that have been received, there is not
enough there to close the gap, and I have heard the superintend-
ent, just the beginning of this week, talking about the layoffs,
shortened school weeks, time off at no pay, and so on, because I
believe we are almost up to a million students.

I understand, before I got to the committee meeting, that there
were some challenges to the data and talking about propaganda,
but I wish we would remind ourselves the mistaken war we fought
in Iraq, costing us $15 billion a month; and now they are asking
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for more troops in Afghanistan, which will cost us $5 billion a
month. If we could get just a portion of that to improve our edu-
cation system, to improve our transportation system, we could do
wonders in strengthening the education of our youth.

I just attended a high-tech meeting this morning, and I men-
tioned to them around the table that we are going to do the best
we can in educating our children in sciences and math so we can
be competitive. Take India, you know, with their large $1.1 billion.
They test their kids, and they send the most talented ones to a cer-
tain school. So I am hoping that we can stimulate, particularly in
the educational field—and I want to get Mr. Dodaro to comment on
this, but I hope that we can send moneys out to our educational
institutions, our school boards, directly so that we can support
their curriculum, and particularly in higher education. You know,
we are turning away students from our community colleges.

So to those who are saying that the figures are propaganda, I say
come to my district. Our unemployment has always been two dig-
its. And if we have a national unemployment of 10.2 percent, ours
would be close to 11.

Mr. Dodaro, in your overseeing, are you satisfied with the infor-
mation you are getting about how we have used that stimulus
money, and are we seeing jobs created? Can we look to the future
with the stimulus—and if we have a second one—if we can indeed
create jobs so that we can enhance school boards throughout this
Nati(()lr(}—not just in mine, but through the Nation? Can you re-
spond?

Mr. DoDARO. Yes. On your first point, I thought that the national
data collection system that was set up was a good first step, but
there are a number of data quality and reporting issues that are
significant and need to be addressed to improve the quality of the
information and the accuracy and completeness of it. So that is a
challenge. We have made some recommendations; OMB has agreed
to implement those recommendations. The extent to which they are
implemented will increase the quality of the information.

Now, with regard to future stimulus, one of the other mandates
we have under the current bill, the Recovery Act, is to look at the
impact of economic downturns on State governments and what ef-
fects it has on them, on health care and other important areas like
education. So I think we will be examining that. It asks us to go
back to the 1974-1975 recession and look historically, including the
latest economic downturn.

One of the areas I think is very important is the future targeting
of assistance, whether it is based on unemployment levels or other
factors. There was some targeting in this stimulus bill in the Med-
icaid area, but in other areas I think that is something that can
be looked to to perhaps be improved in the future.

Chairman TowNs. The gentlewoman’s time has expired.

I now recognize the gentleman from Louisiana, Mr. Cao.

Mr. Cao. Thank you, Mr. Chairman.

I am not interested in whether or not the stimulus bill is right
or wrong. What I am interested in is just plain number crunching.

Now, Mr. Miller, based on your testimony, you said that $67 bil-
lion have been spent through the Department of Education, and
from the $67 billion, approximately 400,000 jobs have been created
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or saved. My question to you is of the 300,000 educators, what is
their average salary?

Mr. MILLER. As we look at the calculation, it would roughly rep-
resent dollars per jobs saved, roughly I believe $105,000, which,
when we actually look at the percentage

Mr. CAo. No, my question to you is what is the average salary
of an educator——

Mr. MIiLLER. On a fully-loaded basis, it is about $70,000. It
should be 70 percent of the dollar.

Mr. Cao. So $70,000, on the average, per educator.

Mr. MILLER. On a fully-loaded basis. So that is why, when we ac-
tually look at the total jobs saved in the context of awards to date,
we triangulate and say, for $100,000, if, typically, 70 percent is
personnel costs, the number seems to

Mr. Cao. I am sorry. Of the 100,000 jobs that are remaining,
what kind of jobs are they?

Mr. MILLER. Excuse me?

Mr. CAo. You say that there are 300,000——

Mr. MILLER. They are what we call government services. Many
of them are government services, because

Mr. CA0. And what is the average salary for those positions?

Mr. MILLER. I don’t believe I have that information, but I can get
that information to you.

Mr. Cao. Would it be safe to say $50,000 per job?

Mr. MILLER. Again, I wouldn’t—I would hate to speculate.

Mr. CAo. Now, based on my own number crunching, if you take
$67 billion and you divide it by 400,000 jobs, the number comes out
to be about $167,000 per job. Now, if an average educator makes
about $70,000, my question to you here is where did the other
$100,000 go?

Mr. MILLER. Where did the other 100,000 jobs go?

Mr. Cao. No, where did the other $100,000 go? If an average ed-
ucator makes $70,000 per year, based on your numbers, my cal-
culation comes out to be about $167,000 per job. So my question
to you is if we——

Mr. MILLER. For every dollar invested, 70 percent of it goes to
personnel. So you would only expect 70 cents on the dollar to be
for personnel costs. You would have the whole

Mr. CAo. So if 70 percent goes to personnel costs, the other 30
percent goes to what?

Mr. MiLLER. Capital, computers, all the things that you would
need to support. So there is a notion of you need an office, you
need—on a fully loaded basis, beyond just benefits, you have
personnel——

Mr. Cao0. So basically, based on your own testimony, the num-
bers don’t come out correctly.

Mr. MILLER. No, the opposite. We have triangulated.

Mr. Cao. If you have——

Mr. MiLLER. We were confident that they actually—coming top
down, that it actually matched.

Mr. Cao. Sir, if you have 70 cents out of every dollar goes into
personnel, in other words, going to the actual job saved or created,
is that correct?

Mr. MILLER. Yes.
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Mr. CAo. So based on your calculation, then 70 percent of
$167,000 would be approximately $140,000?

Mr. MILLER. No, we are talking about the education-related jobs.
So part of this is understanding which math we are talking about.
If you take the 325,000 educator-related jobs, if you actually looked
at the average education job for salary, and you would say it is
roughly just over $100,000, if you said 70 percent of that, typically,
if you look at the allocation of education budgets, 70 percent of the
educational spend is personnel on a fully loaded basis, you would
say roughly the math top down

Mr. Cao. Mr. Miller, I have taught middle school. I taught at the
college level also. When I taught middle school, do you know what
my salary was? Twenty thousand per year. When I taught at the
college level, do you know what my salary was; $28,000 per year.

Now, I am a little bit confused with respect to how you arrive
at this $100,000 per educational job, because I know for a fact that
teachers don’t make $100,000 a year. All of the teachers in my dis-
trict, if they are lucky, if they have a 20- or a 30-year experience,
they would be lucky to make $60,000 or $70,000 per year. So my

uestion to you here is, based on your numbers, it would cost

%167,000 per job. If an average educator makes $67,000 per year,
Wléere did that $100,000 remaining go? Where did that $100,000
207

Mr. MILLER. Again, if I could try to clarify. I believe, and I can
followup with the details, the average salary, based on the National
Center of Educational Science, is roughly $50,000. If you actually
look at——

Mr. Ca0. So where did the other $127,000 go?

Mr. MILLER. Once you load for benefits, it is roughly 24 percent.
That is how you get to just under 70 percent of personnel-related
costs in education. And that is, again, based on

Mr. CAao. My question to you here, if my constituents were to ask
me how did you spend this money, I would have to tell them that,
well, of $167,000 that went into an educational job, $50,000 went
to an educator and I don’t really know where the other $120,000

g

0.
Mr. MILLER. Again, if you can appreciate, I have spent the bulk
of my professional career both in private equity and as an operat-
ing executive and, like you, very familiar with finance. I think one
of the first things we did as we tried to scrub the numbers was to
ensure that the math

Mr. Cao. You tried to scrub the numbers?

Chairman TowNS. The gentleman’s time has expired.

Mr. CAo. Thank you, Mr. Chairman.

Chairman TOWNS. Let me just say to him, on the way to rec-
ognizing Mr. Clay, you should have been teaching in New York or
California; you would have made some money. [Laughter.]

Mr. BILBRAY. The word is, though, what he wanted to teach.

Chairman TowNs. Mr. Clay.

Mr. CLAY. Thank you, Mr. Chairman.

I thank the panel for being here.

Let me start the question with Deputy Secretary Porcari. Trans-
portation jobs allow for the awarding of contracts, loans, grants,
and the creation of projects all around the country. What is being
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done to ensure that of the 46,000 jobs reported to be created or
saved by the Recovery Act, a fair proportion are going to women
and minority employees?

Mr. PoOrcARI. Congressman, it is an excellent question. First,
none of the normal requirements, including disadvantaged business
enterprise goals, were waived as part of the Recovery Act. So we
started with the premise that in all the transportation projects—
highway, transit, aviation—that those requirements apply. Our re-
cipients are required to certify that they are actually doing that.
We have been working, in addition, directly with the State DOTs
and transit agencies, among others, to make sure that is the case.
We focused on getting the projects underway quickly and making
sure that it is equitable at the same time.

Mr. Cray. You know, many of the Nation’s transportation
projects are less than or just more than 50 percent complete. Can
you project future job numbers based on the reports you have re-
ceived thus far?

Mr. PorcARI. Congressman, I am reluctant to project into the fu-
ture on job numbers because, first of all, it is not linear; it is partly
dependent on season. In many parts of the country, weather de-
pendency is a big part of that. We also know that the actual out-
lays that we have lag the work; the work gets done under local
funding and we reimburse at the end. So on the employment side
it is not linear, but we know that we have many additional created
and saved jobs to come. We also have portions of our transportation
dollars, including the high speed rail program at $8 billion and the
TIGER Grants at $1%% billion that have not yet been awarded. So
those will come as well.

We were trying to get projects out the door quickly. I think we
were largely successful in that. And we are trying to make sure
that there is a steady flow of projects around the country through-
out the entire time period of the Recovery Act, and we will be suc-
cessful at that as well.

Mr. CLAY. Thank you for that response, Mr. Secretary. I will not
bring up the rescission issue; I know that is a separate hearing for
us.

Let me go to Secretary Miller next. Mr. Secretary, in your report
it shows that some of the greatest successes of the Recovery Act
have occurred in school districts by saving or creating 325,000 edu-
cation jobs for teachers and personnel. In my State of Missouri, an
estimated 8,500 teachers have been saved from dismissal. Can you
discuss what the short- and long-term impact on our children and
}heg schools would have been without the Recovery Act education
unds?

Mr. MILLER. Yes. I think, as we have traveled around the coun-
try and talked firsthand to superintendents, to principals, and to
teachers whose jobs literally were saved by the Recovery Act, what
they tell us, and what parents tell us, is we could not afford to
have those teachers not in the classroom at this critical time, and
that without those jobs our children’s ability to continue to learn
and to be more college and career ready, at a time when it is so
important that our high school graduates are prepared to go on to
college and to go on to careers in an increasingly competitive world
where more jobs are being competed in India and China, and as
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they make investments in their education system, that this is a
critical time that we must sustain and enhance our investment in
education. So they are very thankful and they feel that if this
money hadn’t been there, those jobs would not have been there and
their children would have suffered.

Mr. CLAY. Thank you for your response.

Real quickly, Mr. Devaney, given your experiences in Govern-
ment, are you aware of any other efforts to collect data and pub-
licly provide information on programs that are similar in scope to
Recovery.gov?

Mr. DEVANEY. No, sir.

Mr. CrLAY. Are you aware of any similar Web site or tracking
mechanism in the history of the Federal Government aimed at pro-
viding this level of transparency on Government spending?

Mr. DEVANEY. No, sir.

Mr. Cray. OK. Very good.

Madam Chair, I am through with my questions and I yield back.

Ms. NORTON [presiding]. Thank you very much, Mr. Clay.

Mr. Bilbray.

Mr. BILBRAY. Madam Chair, thank you.

Mr. Chairman, I spent 18 years in local government filling out
reports and applications to the Federal Government, so this process
is very interesting, to say the least, starting, I guess, in 1976, be-
fore Jimmy Carter was elected, so I sort of date myself.

Who decided what questions were going to be included in this
survey?

Mr. DEVANEY. Who decided what questions recipients

Mr. BiLBRAY. Which questions were going to be in this reporting
process.

Mr. DEVANEY. That would be OMB.

Mr. BiLBRAY. OMB?

Mr. DEVANEY. Right.

Mr. BIiLBRAY. Why in the world would a congressional seat be in-
cluded in a report of this type?

Mr. DEVANEY. I actually believe, sir, if my memory serves me
right, that is embedded in the act, in the law itself, that the recipi-
ents were supposed to report that. So OMB put out the guidance
that they had to.

Mr. BILBRAY. So the act was actually engineered to specifically
identify political subdivisions within the Federal Government, rath-
er than using the traditional, what we have used for 30, 40 years,
and that is using the zip code?

Mr. DEVANEY. Zip codes are included as well, but it is in the act
that congressional districts will be reported.

Mr. BILBRAY. So the act we passed literally had this political ele-
ment mandated into it?

Mr. DEVANEY. It did.

Mr. BILBRAY. I guess it sort of indicates author intent when you
see that kind of thing. In your experience, do you remember any
identifications like this before, rather than just using the zip codes
and extrapolating that item out?

Mr. DEVANEY. Off the top of my head, I don’t.
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Mr. BILBRAY. Yes. I mean, this problem could have been avoided
if the act itself hadn’t included this political element and just stuck
to the traditional zip code reporting.

In this reporting, by using the districts, what if you had a situa-
tion like the improvement of the ride share lane on I-15 in San
Diego County that goes through Mr. Hunter’s, Mr. Issa’s, and my
district? Does that count as three jobs?

Mr. DEVANEY. No. I think that each of the—if it was a com-
pany—let’s say it was a company that was building that, that con-
tractor, as a vendor, would report to the State that they were
building a highway and they would count the jobs no matter what
State or what district they were in. So you are going to get a lot
of projects that span multiple districts and States.

Mr. BiLBRAY. OK. The transportation situation. As we are throw-
ing this money or sending this money out to build projects, has
there been any discussion at all, seeing that we took an extraor-
dinary effort and did an emergency push to get that money out
there, has there been an backup push on the regulatory issues that
you will face?

A good example is I was on the board that built the light rail sys-
tem for San Diego. The environmental obstructionism of trying to
use an existing rail technically is there, but you and I know logi-
cally it is absurd. If you are going to improve rail on a site that
has been used for 200 years, there is not the issues environ-
mentally out there.

Has there been any discussion at all in your Department at com-
ing back and getting us to fast-track the regulatory process to allow
the projects like the high-speed rail in California to be able to move
forward and spend the money on construction rather than litiga-
tion?

Mr. PorcARIL. Congressman, there has been a lot of discussion
about various ways to streamline the process, whether it is our in-
ternal working group on the New Starts transit streamlining proc-
ess or in more general terms. What you will find with many of the
transportation Recovery projects is States and authorities—avia-
tion and transit—put an emphasis on ready-to-go, off-the-shelf
projects that had been through those approval processes so that
they could get underway quickly and the jobs would be either saved
or created quickly. That is the bulk of what you see around the Na-
tion in the projects that are underway. The transportation projects
that are imminent tend to be the larger, more complex ones that
needed either some final approvals or were finishing design.

Mr. BiLBRAY. Well, we can go through the issue of what we see
around, too, is all the advertising signs that were mandated, and
then the mandate was withdrawn and the flexibility of costs going
from 3,000 in one State to 500 in the other, but this whole process
being engineered from the beginning with a political statement en-
gineered into the accounting process, I mean, this kind of account-
ing, where you exaggerate the benefits, you underestimate the
problems, is exactly how Enron got itself in trouble and ended up
in jail. And, as public agencies, we damned them for doing this,
and tﬁis accounting process seems to be reflecting that Enron ap-
proach.

Ms. NORTON. The gentleman’s time is up.
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Mr. BiLBRAY. Thank you, Madam Chair.

Ms. NORTON. Thank you, Mr. Bilbray.

Secretary Miller, your Department announced 325,000, I am told,
education jobs a few weeks ago. How confident are you, given all
we have heard today in this hearing, in those jobs and that we will
not find the same problems as to those jobs?

Mr. MILLER. We, as a Department, are confident that 300,000-
plus jobs, educator jobs, have been saved.

Ms. NORTON. On what basis, sir?

Mr. MILLER. Excuse me?

Ms. NORTON. On what——

Mr. MILLER. On the basis—I think a variety of things give us
that confidence. One, our actual guidance that we invested heavily
in was really meant to get at the core issue of not just moneys allo-
cated, but specifically, just to quote the guidance, “A job retained
is an existing position that would not have been continued to be
filled were it not for Recovery Act funding.” So the intent in the
guidance that we invested in was in fact to get at this core issue;
not some clever accounting for moneys allocated, but the core issue
of did this money. So our investment in the guidance would be one.

Two, while it may have been confusing, we actually looked at
State budgets, the portion of State budgets that in fact were ad-
dressed by the stimulus moneys as reported by the States. We then
did the calculations of the jobs that were reported by the States in
aggregate; looked at what that would have translated to on a per
job basis, understood how did that compare with historical trends—
and that was another way that we could triangulate it.

Third, we actually, independent of the reporting period, since the
Recovery Act moneys first started being available last April, there
had been well over 1,000 news stories, independent news stories
talking and citing specific jobs saved, gave us confidence that the
numbers that are being reported are accurate.

As we scrubbed—and we have the process in terms of data qual-
ity—we had automatic programs that actually looked at recipient
reporting, wither outliers, flagged outliers, contacted all 50 States
that says, in aggregate, we are confident.

Ms. NoRTON. OK, you know those words are going to be quoted
back to you, so that is why I wanted to give you an opportunity.
If you think that there is any pullback that should go on the
record, you need to do it, because that is a very specific number
and a very vital——

Mr. MILLER. And I think I understand. I think the question be-
comes, with 14,000 school districts, with 100,000 schools, as you
then get to the precision of School A versus School B—and we don’t
have access in that level of transparency, so if you say do I expect,
at that level, that will these numbers be fine-tuned from School A
to School B, from District A to District B, I actually think we will
see adjustments made over the course of the next quarter.

But, again, I think, in aggregate, as this gets rebalanced and
fine-tuned, do we think we will still be coming right back to jobs
saved numbers, order of magnitude in 325,000, I think the answer
is yes.

Ms. NORTON. Actually, I appreciate what we are trying to do for
the first time ever here. We probably need to be operating in the
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plus or minuses or in some kind of range given the many levels of
government with which we are dealing. We haven’t even tried to
do this kind of thing before. I think the problem may have much
to do with the expectation that: here is a number, and nothing is
more specific and finite as a number, so if I have a number, I have
the goods on you. As far as we are concerned, or at least speaking
for myself, the most important thing is the transparency here,
tracking these numbers, correcting these errors.

Let me ask you a question in that regard. Given human fallibil-
ity, even if all of this data were at one level, there has been estab-
lished by OMB a way to do quality reviews so that here you have
something very specific between the 22nd day and the 29th day, it
seems, following the end of each quarter there is supposed to be a
review, and this review is apparently intended to resolve just such
material omissions and reporting errors as has been under discus-
sion at this hearing today.

If these reviews were conducted and if a material omission or sig-
nificant reporting error was discovered, was there an immediate
process for correcting it? Were people so quick to just get on to the
next step to report the data? If you had a quality review period,
why didn’t that period work better?

I can ask Secretary Miller, Porcari, either of you might be—or
Chairman Devaney.

Mr. DEVANEY. Let me take a stab at that. I think this was the
very first time that so much data had been asked to be reported
by recipients. It is also the very first time that agencies had to
oversee that kind of an activity. They had to report by the 10th

M% NORTON. Well, wait a minute. Was 10 days an adequate
time?

Mr. DEVANEY. Well—

Ms. NORTON. You gave 10 days—is 7 days, for that matter,
enough time for Federal agencies to review the information?

Mr. DEVANEY. Well, at the end of the day, I don’t think it is. I
think that——

Ms. NORTON. Are you considering what time period, given the ex-
perience you now have, might allow?

Mr. DEVANEY. Given the experience we have had now, I think we
are seriously considering trying to think of a way to extend the pe-
riod of time in which corrections can be made.

Ms. NORTON. At this point, I think, since even the smallest error
will be held against you, no matter how many jobs you provide, it
probably would be better to engage in some delay. There are a
whole lot of us here on this panel who are more interested in jobs
created, recognizing that the United States has never undertaken
quite the logarithm you have; how much were created, how much
would have been created anyway. You can always come back say-
ing they would have been created anyway, but you can’t, not in this
recession, we believe. The economists may need to get to work on
their models, by the way, about how many jobs do you create on
your own in a recession.

OK, locality—you are in the deepest recession ever. Leave out
the word depression. The deepest recession ever. There must be a
model somewhere that tells me, in the midst of localities laying off
everybody they can find even after they get stimulus money, there
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must be a model that says jobs get created, and the kinds of jobs
that get created. When we see people, for example, in the District
of Columbia dismissed after school starts, school has started and
teachers dismissed, then we know for sure this is not a very exact
science, and whatever models we are using have not had to con-
front this situation before.

But, frankly, I have been very impressed by all the overlapping
accountability, and given that overlapping accountability why it did
not work. I am looking at the Recovery Board. Then we have the
IGs and we have the State auditors and we have the prime recipi-
ents. Then all this gets publicized through Recovery.gov between
OMB and the Recovery Board. Now, the first thing that occurred
to me is if all these actors are involved, surely they are not stum-
bling all over one another.

Forgive me if it seems to me that—maybe this comes out of my
background of dealing with appeals—if one dealt sequentially so
that one finds errors in the prior level, for example, I can under-
stand that. But what I need to understand here is how these layers
either get coordinated, whether they have specific roles—the IG,
the Recovery Board, the people responsible within the States, the
recipients themselves—have they been given any guidance that
would sort them out so that they might be a check one on another,
or are they all trying to go at the data at one time with their own
version of how it should be interpreted?

Mr. DEVANEY. Well, with respect to the IGs, they haven’t gotten
involved in the quality.

Ms. NorTON. All right, I will accept what you say about the IGs.
But, of course, they are a possible layer.

Mr. DEVANEY. And the Board has a small staff and OMB has a
small staff. We are trying to be as helpful as we can be.

1‘\?/Is. NORTON. So who does that really leave with the responsibil-
ity?

Mr. DEVANEY. It leaves the recipients themselves responsible for
not only what they put in, but for also checking later to make sure
they didn’t make any mistakes; and it also leaves the agencies in
a position where they have to make darned sure those recipients
are reporting as accurately as possible—

Ms. NORTON. At the Federal level or at the State level?

Mr. DEVANEY. At both levels, quite frankly. I think the Federal
agencies can only see so much, so as they look down, they are going
to have to depend on their State counterparts as well to talk to the
recipients. And as it cascades down, hopefully, at the end of the
day, a recipient will get a notification that something is wrong and
you need to look at that. But the way the OMB guidance is, only
recipients can actually change the data; Federal agencies, the
Board, OMB can’t change the data. So the recipients have to be no-
tified that we think there is a mistake and then they have to
change the data.

Ms. NORTON. And that, of course, goes to how long it takes to
make sure that all of that occurs.

Mr. DEVANEY. It does, yes.

Ms. NORTON. I recognize that the administration, in fact, myself,
was very pleased to have some data to use when the first, was it
30,000, jobs came out to indicate that this money was certainly pro-
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ducing something, and you have been under a lot of pressure to
show that it is producing something. Now, of course, as is always
the case with Congress when they do oversight, you continue to be
under that pressure and under the same pressure to correct the er-
rors. At least you have the understanding from me that you are
doing what has never been done before.

Let me ask you about analyzing what has occurred. I think this
is pretty organic; this is one of those things, kind of like the com-
mon law you learn by doing it and you build on it and you build
a better mouse trap each time or you perfect the mouse trap each
time.

In addition to OMB, agencies had to provide guidance to recipi-
ents to explain the requirements. Now we have the next quarterly
reporting period, and that is going to be sometime in January, and
each quarter thereafter the funds are going to continue to be spent.
I guess that is the last year of the stimulus funding.

Is there a way in which, as an administration, you are reviewing
the first quarter reporting to analyze the problems, then to stream-
line or improve upon the process in some way so that everybody
will be doing the same thing? Could you tell us what that process
looks like, that review process, based on hard data now before you,
where you have sorted out what kinds of mistakes were made—I
think some of them inevitably made—so that you would then give,
I take it, new or revised instructions to whom, and how is that
being communicated across the Government?

Mr. DEVANEY. Well, certainly everybody involved in this is en-
gaged in a “lessons learned” exercise. We are all looking—and I
would include, I am sure, the agencies are as well. But OMB and
the Board are engaged in this lessons learned activity right now
and we have learned a lot from this first reporting period. We have
learned a lot from the fine report that GAO put out today as well,
and I know that OMB has responded that they are going to imple-
ment GAO’s recommendations. I suspect the IGs will be involved
in making some recommendations as well.

And what we hope to do is make each and every reporting period
run more smoothly than the last. And there are certainly some
technical fixes that the Board can do on this next reporting period
to make it easier for recipients to report, and additional guidance
or 1cllariﬁcation of guidance by OMB is going to be very helpful as
well.

Mr. PORCARI. And if I may add, Madam Chair, in practical terms,
even during this first reporting period, across agencies we have
been trying to make these corrections in real time. We have these
twice weekly conference calls that include all the agencies, where
we are talking about recipient reporting, what we have seen——

Ms. NORTON. So these are conference calls among all the agen-
cies involved?

Mr. PORCARI. Among all the agencies. We do this twice a week.
I have personally found it, actually, to be very helpful because——

Ms. NORTON. And where do those emanate from, OMB?

Mr. PORCARI. The Recovery Office is actually leading those. But
we are finding common issues on recipient reporting, for example,
across agencies. We see where we should focus our assistance ef-
forts, the kind of common errors. So I know that the recipient re-
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porting will be better in the next quarter, but even getting through
this first reporting cycle, some of the things that people have seen,
we have been able to do that feedback very quickly.

Ms. NORTON. Again, you will know best, from your own feedback
and from your own lessons learned, how this should be done. I
must tell you, my own sense is that, in reporting hard numbers,
one should be very careful. I, myself, would not use single num-
bers. I am not here to tell you how to do it, but people who engage
in uncertainty every day have learned how to develop ranges so
that people do not have raised expectations and so that people do
not play a game of gotcha.

And let me tell you something about gotcha. We have never had
before this committee anything approaching quarterly reports. The
way in which the Congress has operated, certainly in the years I
was in the minority, is wait until something is all over. Then the
easy ‘(cihing to do is to call in people and recount the errors that oc-
curred.

What this hearing is doing is working with the administration to
track what has never been tracked before so that we can get some-
thing out of a hearing that is corrective and helpful. So while we
are disappointed that the numbers were erroneous, we believe that
the importance of this hearing is the process you have just de-
scribed. That may be the most important thing that could possibly
happen, because the kind of errors that my agency found may be
entirely different from that of another agency, and then, in the
next quarter, I get that kind of error, but nobody forewarned me
that kind of error comes up. So this sharing of errors and of correc-
tions across the boundary lines of agencies, despite their different
missions, could not be more helpful.

What I am going to do is to recess this hearing for 15 minutes,
let us say until 2 p.m. We will recess until 2 p.m.

[Recess.]

Chairman TOWNS [presiding]. Thank you very, very much for
your testimony.

Now we move to our second panel. The Honorable Dick Armey
is the chairman of the advocacy group FreedomWorks. Dr. Armey
is the former Majority Leader and served in the U.S. House of Rep-
resentatives for 18 years. Dr. Armey holds a Ph.D. in economics
from the University of Oklahoma. And is the former chairman of
the University of North Texas Economics Department.

Of course, welcome. Good to see you. Happy to know there is life
after this place.

Now we also introduce Dr. Irons, the research and policy director
at the Economic Policy Institute. His areas of expertise include the
U.S. economy and economic policy, with an emphasis on Federal
tax and budget policy. Dr. Irons earned his Ph.D. in economics
from the Massachusetts Institute of Technology [MIT], and is the
author of numerous publications. Dr. Irons formerly was an eco-
nomic professor at Amherst College and worked at the Center of
American Progress, OMB Watch, and, of course, Brookings Insti-
tute and Federal Reserve Board of Governors.

Welcome, Dr. Irons.

It is the longstanding tradition here that we swear our witnesses
in, so if you both would stand and raise your right hands.
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[Witnesses sworn.]

Chairman TOwNS. Let the record reflect that the witnesses an-
swered in the affirmative.

Dr. Armey, we will start with you first. As you know, the proce-
dure is that we have 5 minutes and then, of course, we have oppor-
tunity after that to raise questions with you and further comments
that you might have. So welcome, Dr. Armey.

STATEMENTS OF HON. DICK ARMEY, CHAIRMAN,
FREEDOMWORKS; AND JOHN S. IRONS, RESEARCH AND POL-
ICY DIRECTOR, ECONOMIC POLICY INSTITUTE

STATEMENT OF HON. DICK ARMEY

Mr. ARMEY. Thank you, Mr. Chairman, for the invitation. I
would like to spend a few minutes in just a quick review.

The intellectual gantry for such public policies as the stimulus
package, of course, is John Maynard Keynes’ general theory, and
the notion was that in times of economic distress, downturned gov-
ernments could put a spur to the economy by—I think they called
it pump priming; in Texas we call it putting a spur to the econ-
omy—by either temporarily running deficits or by either increasing
spending or cutting taxes.

There is a mixed review of the history of the Keynesian policy
prescriptions and their success. I would be one that would suggest
that on the stimulate the economy through increasing spending
side is a pretty de minimis record of success in the history of the
application of these theories; while on the other side of the coin,
stimulating the economy through reduction in taxes has been a
fairly rich history of some success, the two most notable cases
being the Kennedy tax cuts of 1962 and the Reagan tax cuts about
1982.

I, of course, lived as an economist through both of these times,
very exciting times for us in our profession, but one of the sweet
ironies that I reflect back on in the academic community, when
President Kennedy proposed stimulating the economy through cut-
ting taxes so you could also increase revenues, it was considered
an act of genius. He was celebrated in the academic community as
being a president who was teaching us economics. When Ronald
Reagan came back with exactly the same idea 20 years later, he
was considered a moron in the academic community, despite the
fact that his success has to be considered even greater than that
temporary success of the Kennedy tax cuts.

I would argue that the larger problem that beleaguers the Amer-
ican economy today is we have an economy that is institutionally,
structurally out of balance, and by that I think you should look and
say the strength of every economy is the private sector. Every na-
tion state in the history of the world that has tried to grow a strong
economy through the public sector has had abject failure, serious
resource misallocations, and poverty and hardship; while the
United States, on the other hand, building its economy on the basis
of the sector’s initiatives, has had the greatest track record in the
history of the world.

But there is a balance that must be struck between public and
private activity, and there are various subscriptions. You can go
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back to Adam Smith’s Wealth of Nations. He had a very good out-
line, but the general principle was the public sector should be de
minimis and focused on such things as public capital; administer-
ing a system of justice, especially such things as a system of con-
tracts, which, of course, if you have private enterprise, contracts
are important and you must, of course, be confident that your gov-
ernment will protect your contractual rights; and, of course, secu-
rity needs. But the basic notion here is that the government has
a limited list of things that it must do and it must do well with
efficiency, the primary product of their successful efforts, of course,
increased productivity on the private side, such things as roads and
transportation.

I believe what has happened in the United States is we have
crossed beyond the point of diminishing returns. As Government
has grown out of control, we have gotten to the point of negative
returns. This discussion is a lively discussion internationally. What
is the appropriate size of the government relative to the economy?
I am proud to tell you that this international discussion is being
carried out, by and large, in terms of something called the Armey
Curve, and the Armey Curve says there is a point that is optimal,
where you have the necessary and sufficient rational devotion and
resources to government enterprise in support of private sector ini-
tiatives and you maximize the performance of your economy; be-
yond that it becomes a burden.

I think we have long since gone beyond that optimal point and
we are now at a point where the biggest single problem that be-
labors the American economy is the fact that the Federal Govern-
ment is such a burden. And my analogy is this: In the competition
between world economies, the United States has the fastest, most
beautiful horse in the race; there is no doubt about it. Our record
of accomplishing in providing a standard of living for our citizenry
is unparalleled, unchallenged, even. But the horse is carrying a 500
pound gluttonous jockey. And the whole theory that you can in fact
improve your performance in this race of international economic
competition by feeding the jockey and starving the horse is asinine.
I don’t know any other way to put it. But it is certainly counter-
productive.

So what I would suggest to you is that the difficulties that have
belabored the American economy dramatically in the past year or
year and a half have first been born out of misguided public policy,
most importantly, two decades of too easy money. I asked myself,
when I looked at the bubble burst on housing, how could so many
people make so many bad decisions, irresponsible and counter-
productive decisions? It is hard to imagine that. So my response
was, well, the last time I did something foolish with money was the
last time I had too much easy money.

So what we had was a period where the Government created this
enormous housing bubble, maybe for the best of misguided inten-
tions, but still, nevertheless, it was the product of bad public policy.
The market could have corrected that, as it did the dot.com crisis
just a few years earlier if left alone, but the Government said, look,
if we have too much of a good thing, the best way to improve on
it is to have more of too much of a good thing. So we had first the
Bush stimulus package, which was a failure; then the high drama
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of the Bush bailout, which was not only a failure, but very offen-
sive failure to the citizenry at large; and then that was followed by
this enormous package that is the current stimulus package.

Now, there was one innovation in this recent effort that I find
interesting, and that is the idea that we can track this money and
make a direct tractability recording of the jobs. My own view is this
effort is, by and large, becoming clearly seen as empirically a bogus
effort, that is, from its conception in its administration, only politi-
cally defined.

Finally, two observations on that. One, politics is morally and in-
tellectually inferior to virtually everything, with the possible excep-
tion of sociology. So if you, in fact, are making decisions out of a
politically defined motive, and you are letting your politics define
your economics, you are probably going to come up with a bad no-
tion. And just to be fair, because in my testimony I quote so many
of the correct-thinking economics like Hayak Emesis and so forth,
let me just end with a quote from John Kenneth Galbraith, related
to this tracking exercise that is, frankly, comical, comicable at best.
Galbraith said beware of politicians that manufacture numbers for
the sake of testimony. I think he got a perfect example of what it
is that he warned us against at that time.

Thank you.

[The prepared statement of Hon. Dick Armey follows:]
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STATEMENT OF RICHARD K. ARMEY
before the
THE COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
U.S. HOUSE OF REPRESENTATIVES
on
NOVEMBER 19, 2009

Mr. Chairman and Members of the committee: thank you for inviting me to
comment on the economic stimulus package that was signed into law on Tuesday,
February 17, 2009. My name is Dick Armey and | am currently chairman of the
grassroots organization FreedomWorks. Many of you may know me from my time
serving as the Majority Leader of the House of Representatives, but today | will be
drawing more on my experience as an economics professor, which was my career
before coming to Congress.

Last February the nation’s economy had a problem, and something needed to be
done. However, attempting to fix a problem caused by government policies that push
too much borrowing and spending by instituting a new government policy of too much
borrowing and spending was a terribly poor decision. In fact, such an approach ignored
the vast strides made by the economics profession over the last 40 years that suggest
such a stimulus plan would do little for the economy. If too much government spending
brought economic prosperity, we would be experiencing the Bush Boom now. Clearly,
we are not.

| will begin by looking at the economic theory on which the stimulus bill was
based, discuss its shortcomings with both historical and current evidence, and then
suggest a better path toward sustained prosperity.

The intellectual foundation for the stimulus package comes straight out of
Economics 101—it is basic Keynesianism, named after famous British economist John
Maynard Keynes. When | was a professor, 1, like almost all other economics
professors, taught Keynesianism to students who lacked an economics background.
They learned that Keynes argued that government could intervene in an economy to
maintain aggregate demand and full employment, with the goal of smoothing out
business cycles. And they learned about how he redefined economics by suggesting
that increased government spending during an economic downturn “primes the pump”
to get the economy going again.

During recession, Keynes explained, government shouid borrow money and
spend it to drive aggregate demand because consumers and businesses in the private
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sector were unable to boost demand on their own. This was a decisive departure from
classical economics, which maintained a more laissez faire approach to the economy.
Indeed, Keynesian economics—premised on the notion that some prices (such as
labor) were “sticky” and would not adjust in response to an economic shock—advocated
a more active role for government on the grounds that markets were unable to adapt
without help.

Students who made it through that lesson would then learn that history had
debunked Keynesianism, and modern economics challenged many of the notions
championed by Keynes, and empirical evidence supporting the effectiveness of Keynes’
ideas has been scant.

Unfortunately, right or wrong, it is undeniable that Keynes’ work offers a
convenient justification for deficits and government spending that has since proved
irresistible to politicians.

It is difficult to get economists to agree on anything, and exactly what is wrong
with Keynesian-style stimulus spending is no exception. Several schools of economic
thought point to different problems with Keynes' “stimulus” theory.

» The monetarists say any effects of extra spending or easy credit would be
short lived and ultimately prices and wages must adjust to market
conditions. Their views are more in line with classical economics,
emphasizing the importance of market adjustments to eliminate
unemployment and foster economic growth. To facilitate these
adjustments, the government should focus on maintaining a stable money
supply while exercising prudent fiscal policy.

« Rational expectations economists argue that intervention would have no
effect on output or unemployment because economic actors are not short
sighted and would anticipate and adapt to the government’s actions, thus
neutralizing attempts at counter-cyclical policy. This was an important
critique of the feasibility of Keynesian economics. Many Keynesians
believed there was a trade-off between unempioyment and inflation—
known as the Phiilips curve—that could be exploited for policy purposes.
in a downturn, for example, employment could be increased through
government borrowing and spending, something that would ultimately
need to be paid back through a higher inflation rate. Yet with rational
expectations, consumers and businesses adapt and offset the potential
impacts of government intervention, thus eliminating any policy trade-off
and eliminating the benefits of counter-cyclical fiscal policy.

¢ Austrian economists argue that attempts by government to plan the

economy are doomed to fail because government actors will have
insufficient knowledge to coordinate the plans of the millions of economic
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actors that make up the economy. Fiscal policy requires taking resources
from those in the private sector and concentrating them in hands of the
government. This problem compoundes other counter-cyclical Keynesian
policies that force interest rates lower, because such polices distort
important price signals that guide market behavior, in the end, Keynesian
fiscal policies actually cause more fluctuations in total output, leading to
deeper recessions and more unemployment.

¢ The public choice school, which studies the incentives of the government
actors implementing fiscal policy, notes the allure of deficit spending and
the difficulty of turning off the spigot in better economic times.
Commenting on the pitfalis of Keynesian policies Noble Laureate James
Buchanan and economics professor Richard Wagner note, “A regime of
permanent budget deficits, inflation, and an increasing public-sector share
of national income—these seem to us to be the consequences of the
application of Keynesian precepts in American democracy.”

These differing schools also agree that Keynes' policies ignore the long term
effects of deficit finance and easy credit. His famous glib response to this critique was
“we are all dead in the long run”, While this is true, most of us will still be alive when the
economic impact of a near $1 trillion spending package comes home to roost.

Keynes wamed that policy prescriptions are often based on outdated ideas from
the past. In 1936, as he was concluding his famous General Theory, he wrote,
“Practical men, who believe themselves to be quite exempt from any intellectual
influences are usually slaves of some defunct economist. Madmen in authority, who
hear voices in the air, are distilling their frenzy from some academic scribbler of a few
years back.” It is ironic, today, that the “academic scribbler of a few years back” is
Keynes himself.

One of the main flaws with the stimulus was that the money government spent
had to come from somewhere, and thin air was not an option. The only way the
government gets money is through higher taxes, borrowing, or printing—that is, it has to
take it out of the economy in order to put it back into the economy. Consequently, as
George Mason University economics professor Richard Wagner points out, “any so-
called stimulus program is a ruse. The government can increase its spending only by
reducing private spending equivalently.”

If government borrows the money, then it either has to print money later or raise
taxes to pay it back. If it raises taxes, it is, in effect, robbing Peter to pay Paul possibly
with interest. If it prints the money, inflation decreases the value of the dollar for every
American also robbing Paul to pay Paul.

Given that the government was playing at best a zero-sum game, it is difficult to
see how the stimulus—the reshuffling of money—was supposed to create more wealth.
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Supporters argue there is a “multiplier” at work—that for every dollar spent by the
government there is even more created in the economy as a result. They point out that
the dollars spent subsidizing the purchase of electronic golf carts—which was included
in the stimulus bill—supposedly creates more weaith because the electronic golf cart
dealer is then able to buy himself some new golf clubs from the golf shop owner who is
then able to buy a new watch, and so on.

This appealing line of thinking has a long history, but it does not hold up to
scrutiny. Harvard economics professor Robert J. Barro recently said, “when | attempted
to estimate directly the multiplier associated with peacetime government purchases, |
got a number insignificantly different from zero.”

His findings highlight a fundamental weakness of Keynesianism. It is what Henry
Hazlitt referred to in his book, Economics in One Lesson, as “what is seen and what is
not seen”. The new electronic golf cart is seen, as are the ensuing purchases and the
associated jobs. What is not seen is that government had to take the money from
someone else to subsidize the person buying the electronic golf cart—me, for example.
What is not seen are the 10 Willie Nelson records | would have purchased with that
money, enabling the record store owner to buy his own electronic golf cart from
someone who could then buy a new set of clubs, and so on.

Importantly, what is also not seen are the few extra dollars the government takes
from me that are lost to inefficiency on the way to subsidizing the purchase of an
electronic golf cart and as a result create nothing. Also not seen are the extra hours |
might have worked if my taxes were lower; if they were cut to stimulate the economy or
not raised to pay for the “stimulus”. These dollars, too, would have been put into the
economy and they would have been used to create jobs. This is where government
spending decreases, rather than increases, economic growth.

The limitations of Keynesian fiscal policies are even more important to
understand today, given the structural shifts in public expenditures that have taken
place. Today entitlement spending—which is consuming ever-increasing amounts of
the federal budget—and existing large deficits provide greater limitations of the ability to
conduct counter-cyclical Keynesian fiscal policies.

History has shown that this sort of money-shuffle does not create wealth. Take,
for example, the Keynesian responses of the bipartisan cast of Herbert Hoover, Franklin
Roosevelt, Gerald Ford, and George W. Bush.

Hoover and Roosevelt dramatically increased spending and watched
unemployment climb with it. In one year in of Hoover's administration, from 1930 to
1931, the federal government’s share of GNP skyrocketed from 16.4 percent to 21.5
percent. Keynesian deficit spending between 1929 and 1939 averaged 3.5 percent of
GDP. The average rate of unemployment over the same period was 18.6 percent.
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A recent study by two economists at UCLA found that government policy under
FDR prolonged the depression by seven years. They claim that a long depression is
not likely unless “lawmakers gum up a recovery with ill-conceived stimulus policies.”
And gumming up the recovery process is exactly what the stimulus Congress passed is
doing. It stopped the market from making the corrections it needed to make, after years
of government intervention pushed overinvestment in housing and banking.

The failure of a federal fiscal stimulus was not lost on FDR'’s Treasury Secretary
Henry Morgenthau, who testified in May 1939:

We are spending more money than we have ever spent
before, and it does not work ... after eight years of this
administration we have just as much unemployment as when
we started ... and an enormous debt, to boot.

More recently, former President Gerald Ford failed to stimulate the economy in
1975 when he gave every American a rebate check. This failure led the Carter
administration to pull a similar proposal in 1977. Recently, the Bush administration
failed to learn this lesson and signed a similarly useless “rebate” bill. The problem is
that people understand that the checks from the government are an anomaly, so they
do not change their long-term behavior like they would if major reform like the flat tax
were implemented. Rebate schemes that fail to lower marginal tax rates on investment
and productive activity do not change the incentive to work, save, and innovate, the true
drivers of economic growth.

If increasing federal spending created jobs and economic growth, we should be
in the middle of the Bush Boom right now. President Bush oversaw a dramatic increase
in federal spending, raising it by more than 50 percent during his eight years—including
his failed “stimulus” rebate checks, which, as economists predicted, had zero impact on
economic growth. Deficit spending mushroomed at the end of Bush's presidency, while
unemployment continued to rise. Sadly, the lesson that many drew was Bush'’s failure
was that we needed an even larger stimulus. Rejecting the failures of previous levels of
record spending, some in Congress and the administration called for as much as a
trillion doliars in new government spending. To the dismay of many, they got what they
asked for.

The idea that spending creates prosperity gets it backwards—spending is the
result of prosperity, not its cause. What is needed is growth-creating reform.

Government spending programs to boost the economy have simitarly failed
overseas. Japan—after a dramatic market crash and a drop in real estate prices—
responded with government spending not unilike what the U.S. Congress passed back
in February. In fact, they had 10 stimulus bilis between 1992 and 2000, spending
billions on infrastructure, construction, building brndges, roads, and airports as well as
pouring money into biotech and telecommunications. While many countries enjoyed
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booming economies and failing unemployment during this time, Japan had a lost
decade, seeing its unemployment more than double. They spent doubie the U.S. level
of GDP on infrastructure, but are still not seeing a return. Instead, Japan has one of the
highest national debts in the world. After 10 stimulus packages, Japan has gone from
having the second biggest economy in the world by a long shot, to being well behind the
new number two, China, and is close to falling behind India, as ranked by GDP
purchasing power parity. Many wamed that the U.S. may see similar disappointing
results from a massive federal spending program. And unfortunately, they are being
proven correct.

According to the government website set up to track stimulus funds—
Recovery.gov—stimulus spending is directly responsible for “saving or creating”
640,329. Shortly after this figure was announced, however, it came under intense
scrutiny. ABC News uncovered some misleading figures. Of the money spent to “save
or create” new jobs, Recovery.gov reports:

e $761,420 was spent to create or save 30 jobs in Arizona's 15" district

« $34 million was spent in Arizona's 86th congressional district in a project for the
Navajo Housing authority

e $0 were spent in Connecticut's 42nd district but 25 jobs were created

* $8.4 million was spent in the 99th congressional district of the U.S. Virgin Islands
to create 40.3 jobs.

¢ $1.5 million spent in the 68th district and $35 million in the 99th district of the
Northern Mariana Islands with .3 jobs created and 142 jobs created respectively.

e  $47.7 million spent in Puerto Rico's 99th congressional district to create 291
jobs.

According to ABC News, “none of these districts actually exist.”

And ABC is not alone in its skepticism of the job figures released by Recovery.gov.
According to the Boston Globe, Massachusetts' stimulus job figures were "wildly
exaggerated.” USA Today reports that the Texas recipient of a $26,174 roofing contract
reported that 450 jobs were created or saved when, in all actuality, six were. And the
list goes on and on.

But even if we take the estimated job creation in question as fact, the 640,329
jobs supposedly "saved or created” by the stimulus is still 3 or so million less than the 3
to 4 million jobs Democrats predicted the stimulus would create. It is also hard to ignore
the extraordinary disparity between the 640,329 jobs “saved or created” by the stimulus
and the 3.8 million jobs that have been lost since the stimulus was passed in February.,
These staggering statistics help to account for an unempioyment rate that currently
stands at a staggering 10.2 percent. 10.2 percent is more than 27 percent higher than
the 8 percent joblessness the Obama Administration promised wouid be the high point
of unemployment if we rushed through a trillion dollars in new “stimulus” spending
earlier this year. Worse still, many economists predict that it will remain above 10
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percent for months and even years to come.

President Obama's Chairman of the Council of Economic Advisers, Christina
Romer, knows that fiscal policy has repeatedly failed to create growth. She found in a
study that "[CJountercyclical fiscal policy is not achieving its intended purpose” because
"it is difficult for fiscal policy to respond quickly to economic developments.”

When Obama’s Keynesian stimulus package was enacted, | warned that there
were two possible outcomes. At best, it could have had a neutral effect on the economy
and at worst it could have driven the recession into prolonged depression, much like the
UCLA economists found FDR'’s “stimulus” did. | may be biased, but I think the
economic theory that best describes why such a stimulus was doomed from the get go
is the Armey Curve—the economic theory | developed. Drawing heavily from the Laffer
Curve, the Armey Curve shows that—after a certain point—increased government
spending becomes detrimental to economic growth. And we are now well past that
point.

We can agree that zero government spending would result in little economic
growth. Without the government securing property rights in courts and our liberties from
enemies at home and abroad, chaos would likely reign. Similarly, if the government
accounted for 100 percent of the economy, we would be the Soviet Union and have littie
real economic growth. The top of the Armey curve is somewhere in-between, where
maximum economic output occurs. Comparing the economic output and growth of the
United States with the countries of the European Union suggests that the EU countries
are further down the slope toward poor performing countries with an excessively large
public sector than the US. This helps explain why EU per capita output lags at around
just 70 percent of American output, suggesting a move toward their level of government
spending—with actions such as the near trillion dollar stimulus package—results in
similarly slower growth.

We need to move in the other direction on the Armey Curve by reducing the size
of government to achieve better economic success. The only way to see real growth in
the long run is to increase productivity where all wealth is created, in the private sector,
not by furthering the policies of deficit spending or loose credit that created the current
situation. While the federal govermment can produce nothing itself, it can facilitate
economic growth by altering the incentives in favor of working, saving, and investing by
lowering the tax burden on those activities and letting productive people keep more of
what they earn.

This is what Presidents Harding, Kennedy, and Reagan all did to great success.
Harding inherited a post-World War | depression that was almost as bad as what
FDR inherited from Hoover. GNP dropped 24 percent from 1920 to 1921, and

unemployment had more than doubled, from 2.1 million to 4.9 million. The policies
Harding used to stop this depression were the opposite of the ones FDR would use a
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decade later. Harding campaigned on “less government in business,” cut corporate
taxes, and slashed federal govemment spending almost in half—from $6.3 billion in
1920 to $3.2 billion in 1922. In 1922 GNP rebounded and unemployment plummeted
back to 2.8 million. Rather than the 1920s being a prolonged depression like FDR's
1930s, they roared.

President Kennedy, after reflecting on the recessions of 1958 and 1960-61,
proposed a dramatic tax cut, arguing, “The billions of dollars this bill will place in the
hands of the consumer and our businessmen will have both immediate and permanent
benefits to our economy. Every dollar released from taxation that is spent or invested
will help create a new job and a new salary. And these new jobs and new salaries can
create other jobs and other salaries and more customers and more growth for an
expanding American economy.” And we all know the country prospered after the
Kennedy cut taxes.

President Reagan also understood the lesson of what is seen versus what is not
seen. Handed an economy that had been struggling through the anti-growth
administrations of his predecessors, President Reagan slashed tax rates and unieashed
an economic boom.

Fortunately, we would not even have to cut the tax rates as aggressively
Presidents Kennedy and Reagan did. President Kennedy dropped the top income tax
rate from 91 percent to 70 percent. That is a 233 percent increase in after income tax
take-home pay on those last dollars earned—from 9 cents on the dollar to 30 cents on
the dollar—a meaningfut impact on the incentive to work, save and invest. President
Reagan took the top rate from 70 percent to 28 percent. That meant instead of taking
home 30 cents on the doliar, the individual who earned it took home 72 cents on the
doliar—a 140 percent increase, in after-income tax return on work.

By comparison, cutting the current top rate from 35 percent to 0 would yield just a
54 percent increase in after-income tax retum for addition work. And a reduction to a 20
percent tax rate would be a 23 percent take-home increase. While not as large as
earlier cuts, the rate reductions would still create incentives to work, save, and invest.
Given current limitations on providing cuts that parallel the pro-growth cuts Reagan and
Kennedy made, it is important to find additional reforms to promote job growth and
prosperity to get the economy humming again.

| propose scrapping the current tax code entirely to implement a flat tax, just as |
had proposed while in Congress. Income would be taxed once, and only once, avoiding
punitive taxes on interest earnings and capital appreciation through investments in
stocks, bonds, and other financial instruments. A flat tax can provide both a lower
marginal rate as well as substantially lower compliance costs. Americans would
complete their taxes in minutes on a postcard.

There is no better way to meet President Obama'’s unanswered call for real tax
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relief to help small businesses and the middie class. Our complex tax structure puts
unproductive obstacles in front of entrepreneurs—the people who create wealth and will
lead this country out of the recession we are in. it is entrepreneurs who create the
meaningful jobs that the American people want. They do not want jobs building bridges
to nowhere for a government make-work program. And they do not want our country to
waste billions of unproductive hours filing taxes, when those hours could be spent
producing jobs and income.

It is private equity that is going to help fund job creation, and it is the
government’s role to create the environment in which private equity wants to invest and
entrepreneurs want to take risks and innovate. Much like the end of the uncertainty
caused by FDR'’s dramatic policy changes when World War 1l created the environment
that allowed prosperity to return to America in the 1950s, so too will ending the
uncertainty caused by bailouts, near trillion dollar stimulus bills, tax and premium
increasing healthcare bilis, burdensome cape and trade legislation, and a complicated
and ever changing tax system. Twenty four nations have adopted a flat tax system,
which has repeatedly generated faster growth and more jobs—exactly what the United
States needs right now.

Finally, last fall Congress and the Bush White House acted on panic rather than
sound economic thought with the bailout package that did nothing but probably
exacerbate the problem by increasing uncertainty, and | think the same has proven to
be true of the panicked passage of the stimulus. The stimulus idea was more of a
political exercise than it was an exercise in sound economic policy, and it is time for
Congress to accept that.

I know that many of the 535 people in Congress wanted to be able to say they
saved the economy by spending lots of money, but the American people know that the
politics of greed is always wrapped in the language of love. They know the stimulus
plan was the greed in Washington for more power, more dominion over people lives.
The stimulus was just a long-term growth plan for big government, not an immediate
response to the economic situation in America today.

The right plan was and still is to leave the money in the hands of the people who
were smart enough to earn it in the first place—they are smart enough to spend it, too.
Armey’'s Axiom is “Nobody spends someone else’s money as wisely as he spends his
own”.

That much | know. But really, what no one knows is what the future holds. What
is needed at this time, when so many bad decisions and bad policies have been made
and supported by so many in power, is humility, not hubris, from both politicians and
economists. As Noble Prize winning economist Frederick Hayek said to Keynes
regarding his faith in the few in government knowing how to control the economy of the
many: “Whatever may be our hope for the future, the one thing of which we must be
painfully aware at the present time... is how little we really know of the forces that we
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are trying to influence by deliberate management; so little indeed that it must remain an
open question whether we would try if we knew more.”

Thank you for the opportunity to present these views. | would be happy to
respond to any questions you might have.

Richard K. Armey holds a Ph.D. from the University of Oklahoma. He was
Chairman of the Economics Department at the University of North Texas before serving
18 years in the US House of Representatives where he became House Majority Leader
in 1995. He is now Chairman of FreedomWorks and FreedomWorks Foundation.
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Chairman TowNs. I thank the gentleman. Thank you very much,
Dr. Armey.
Now, Dr. Irons.

STATEMENT OF JOHN S. IRONS

Dr. IRONS. Thank you for the opportunity today. And I should
warn you that I am an economist who has manufactured numbers
for the purpose of this testimony. Hopefully, my manufactured
numbers are not made up, but actually good estimates.

But let me start off by saying that there can be no accountability
without transparency. And I applaud the efforts of this committee
and the Congress and the administration to take transparency seri-
ously. My testimony today will focus primarily on jobs. I want to
make four main points. These points are elaborated in my written
testimony, but let me cover the basics here.

First, as you have already heard, the recipient reports displayed
on Recovery.gov are not perfect. This should not be a surprise given
the short timeframe in which the system was implemented, given
the sheer number of reports, and given the problems inherent in
this kind of endeavor. To err is indeed human. Nevertheless, errors
and inconsistencies are unacceptable and should be addressed
whenever they are found.

Second, while many in the media have highlighted cases in
which jobs have been overstated by recipients, the under-reporting
appears to be at least as significant of a problem as over-reporting.
My written testimony has more detail on the kinds of problems,
but let me highlight a couple examples.

First, there are a number of cases in which the prime recipients
do not appear to have correctly estimated saved jobs. One grant re-
cipient stated, “There were a number of jobs held by construction
workers that were lengthened because of the funding and they re-
ported zero jobs.” This is a case where clearly they had jobs that
were retained because of the Recovery Act, yet they reported zero.

In many cases, subcontractors and subawardees are not required
to report on job creation. It is often unclear if these jobs are in-
cluded by prime recipients. One recipient of a $2%2 million contract,
of which 90 percent was awarded to subcontractors, stated, “One
full-time job was created with the prime contractor’s organization
as a result of this award. The job is titled Project Manager.” Clear-
ly, this is a person who is in charge of managing the subcontrac-
tors. So for £2V2 million, they reported just one job created; they
likely did not include the subcontractors.

To give you a sense of the size of this potential problem, by my
count, there are 2,181 reports in which projects have been started
and recipients received more than $50,000, yet they reported zero
jobs in their reports. There are 528 reports in which projects have
been started, recipients received more than $1 million, yet fewer
than two jobs were reported. So there may be legitimate expla-
nations for these outliers, but we should not necessarily conclude
that the 640,000 total, as presented by Recovery.gov is an over-
statement of the recipient jobs. It might very well be an under-
statement.

My third point, I want to stress that recipient reports, while pro-
viding valuable information on projects and employment, cannot
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and will not capture the full true impact of the Recovery Act. In
fact, the true impact of the Recovery Act will be far greater than
the sum total of the recipient reports. For example, the data only
includes contracts, grants, and loans; tax benefits and entitlements
are not included. Of the funds paid out so far, only about $52 bil-
lion, just one-fourth of the total, is in the form of contracts, grants,
and loans.

Further, and importantly, these recipient reports only include di-
rect jobs. For example, a new construction worker hired to install
a new roof will be included; the data does not include the job im-
pact of construction workers respending on car repairs or res-
taurant dining. The data does not also include upstream supplier
jobs at the companies that manufacture, transport, and sell roofing
supplies at the wholesale or resale level.

My fourth and last point, despite the problems with individual
reports, it appears that the recipient report totals are consistent
with the counts of economic advisors’ job estimates and with other
macroeconomic data and estimates. The economic evidence clearly
shows that the Recovery Act is having impact. Before the Recovery
Act, employment was declining at an average monthly pace of over
500,000 jobs per month in the fourth quarter of 2008, and by near-
ly 700,000 jobs a month in the first 3 months of this year the econ-
omy was very much in free fall.

In the most recent 3 month period, employment declines have
averaged fewer than 200,000 jobs. Before the Recovery Act, GDP
was declining at a rapid rate. In the 9-month period ending in
March this year, we saw the most rapid decline in GDP since quar-
terly data was first collected, going all the way back to 1947. So
we had the most rapidly deteriorating economy in over 60 years.
The most recent data shows a turnaround; GDP grew at a 3%z per-
cent annual rate in the most recent quarter.

Now, using methodology more suited to capture the full impact
of the Recovery Act, including tax cuts, aid to States, and direct in-
vestments, and also including responding and upstream supplier
jobs, the total number of jobs created or saved so far is likely be-
tween 1 million and 1% million jobs. This estimate is approxi-
mately consistent with the CEA’s initial estimate in May of 1%
million in the fourth quarter of 2009. Other forecasters, including
Goldman Sachs, Macroeconomic Advisors, Moody’s Economy.com,
and others have estimated GDP and employment impacts consist-
ent with these estimates as well. These macro estimates are also
consistent with the micro data from Recovery.gov recipient reports.

In summary, it does appear that the Recovery Act is on track.
Evidence from macro level data to model estimates to Recovery.gov
recipient reports all point to a significant impact on jobs and the
broader economy.

Thank you. I look forward to your questions.

[The prepared statement of Dr. Irons follows:]
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Introduction

In response to a rapidly deteriorating economy, Congress in February passed and President Obama
signed the American Recovery and Reinvestment Act of 2009, which put in place a number of
measures designed to save and create millions of jobs. These included tax cuts to individuals and
businesses, aid to state governments, supports for struggling families, and direct investments in
national infrastructure.

As part of this effort, Congress and the President established a requirement for recipients of
Recovery Act funds to report quarterly on a range of activities, including project status, location,
and number of jobs created or saved. This (and other) information was to be tracked on a new Web
site, Recovery.gov.

On October 15, 2009, Recovery.gov began posting quarterly reports from fund recipients. The first
wave consisted of over 5,000 reports by federal contractors who received Recovery Act project
funding. A subsequent wave included over 100,000 reports from recipients of grants and loans. The
reports contain a narrative description of the job impact and an estimated number of jobs created or
saved. At this time, the reports total over 640,000 jobs created or saved.

In addition to this effort to measure direct job creation, the Council of Economic Advisors (CEA)
has also estimated the total number of jobs that would be created by the recovery act. According to
a CEA analysis conducted in May, the recovery package was estimated to create or save
approximately 1.5 million jobs by the fourth quarter of 2009, and 3.5 million jobs would be created
or saved by the end of 2010.!

This testimony examines the job impact of the recovery package, specifically in regards to the data
collected so far through the recipient reports. I then examine the relationship between the recipient
reports and the more complete estimates done by the CEA and others. Finally, I examine some
macroeconomic evidence to take an initial look at the broader economic impact. :

Highlights of this testimony include:

* Recipient reports, while providing valuable information on projects and employment, will
not fully capture the full employment impact of the Recovery Act policies.
e Recipient reports contain a number of errors or inconsistencies across reports that would
create both over- and under-reporting of job creation.
o The under-reporting appears to be as significant a problem as over-reporting, in particular:
o There are a number of cases in which prime recipients do not correctly estimate
“saved” jobs.
o Sub-contractors and sub-awardees are not required to report on job creation, and it
often unclear if or how sub-prime recipient jobs are included.
¢ The recipient-report job totals are consistent with CEA job estimates as well as with other
macro-measures of the impact of federal policy on the economy and employment.

! Council of Economic Advisors “Estimates of Job Creation from the American Recovery and Reinvestment
act of 2009 May 2009, at http.// www.whitchouse. sov/administration/eop/cea’Estimate-of-Tob-Creation/
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e The evidence suggests that the Recovery Ac is having an impact, and has likely created or
saved between 1.1 and 1.5 million jobs so far.

Limitations of Recipient Reports’

As noted above, the Recovery Act put in place transparency and accountability measures
mandating that recipients of federal funding report on the number of jobs that are created or saved
by these investments.

The recipient data contains valuable information on the effectiveness of the Recovery Act, but a
number of considerations should be kept in mind when using this limited data. In particular, the
recipient-level data made available through the Recovery.gov site, while exceptionally valuable,
will never reveal the full extent of job creation as a result of the Recovery Act provisions: there
will be many more jobs supported, and in a more geographically diverse area, than the recipient-
level data will suggest. For example:

s Grant, contract, and loan data are only part of Recovery Act funding. The recipient-
level data includes reports from recipients of contracts, grants, and loans, representing only
part of the overall Recovery Act. For example, tax reductions, increased unemployment
insurance payments, greater nutritional assistance, and much of the assistance to state
governments will not be inciuded in the recipient-level jobs data. So far, these other
sources of funding have far exceeded the outlays resulting in contracts, grants, or loans.

o Ofthe total Recovery Act funding, 35% is in the form of contracts, grants and
loans.
o Ofthe funds paid out so far, 25% is in the form of contracts, grants and loans.

Tax
Benefits Entitlements Total
Total Recovery Act
Funds 37% 28% 100%
Funds Paid Out 40% 35% 100%

* Not all recipients are required to report. Reporting is currently limited to “prime”
recipients and the first level of sub-recipients. For contracts directly awarded to private
companies, for example, second-level sub-contractors are not required to report. (Prime
and next-tier recipients may report estimated jobs created by subsequent sub-contractors,
but no direct reporting is required by the lower-tier companies.)

2 This section is substantially based on
http://www.epi.org/analvsis_and_opinion/entry/recovery.covs jobs data a_very partial monty/

3
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*  Only direct employees will be recorded. Recovery.gov’s recipient-level reports only
include the jobs created directly by the recipient (and perhaps their subcontractors). For
example, a new construction worker hired to install a new roof will be included, but other
factors will be omitted, including:

o “Respending” jobs. Data does not include the jobs saved or created by that
construction worker’s new spending, such as the car repairs or restaurant dining
that results from their additional income.

o “Upstream” jobs. Data does not include the jobs created at the companies that
manufacture, transport, and sell roofing supplies at the retail or wholesale level.
Recovery Act investments will increase demand for business supplies and services,
leading to greater employment in sectors that support the direct activity. However,
these jobs are also not included in recipient-level reporting.

¢ Only a fraction of the money available has been allocated to date. The funding for
grant and contract work has only just begun to ramp up. Funding for the direct investments
is expected to have a much greater impact later this year and through 2010.
o Contracts, grants, and awards already paid out total $52.1 billion and represent just
6.6% of the $787 billion Recovery Act total, and 19% of the $275 billion that will
be paid out.

* Geographic information in the Recovery.org data is not a good guide to the full
impact. Project locations will only be a rough guide to the area impacted by the funding.
While work might occur in a particular location, the investment dollars will have much
broader impact. In particular, employees might reside in locations other than where the
work is performed. In addition, re-spending and supplier jobs will almost certainly be
dispersed widely across regions or the nation.

e Inconsistent methodologies across reports. It is clear from the data submitted that a
range of methodologies are employed by recipients of Recovery Act funds. The Office of
Management and Budget has provided some guidance on reporting, and the Recovery Act
Transparency and Accountability Board has made (some of) this available to recipients;
however, there are numerous instances of unclear or misinterpreted instructions resulting in
mis-measurement across reporting entities. This is especially true when estimating the
number of jobs “saved” by the Recovery Act. (See below for further details.)

Because of these limitations of recipient-level reporting, the jobs data included in the recipient
reports should not be interpreted as a full measure of the impact of the Recovery Act.

In fact, as discussed below, the Recovery Act has likely created/saved about twice the 640,000 jobs
reported on Recovery.gov. By examining the pace of spend-out and using standard multipliers from
Moody's Economy.com, it appears that the recovery act added approximately 2.7 percentage points
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to annualized growth in the third quarter, and a bit more in the prior quarter.’ This translates to an
increase in aggregate employment of between 1.1. and 1.5 million as a result of the Recovery Act.

Recipient Reports: Observed Problems®

The recipient reports are a substantial step toward federal accountability and transparency;
however, they do not represent a full accounting of the number of jobs created as noted above.
Further, the estimates of the numbers of job created or retained by individual recipients appear to
be flawed in many cases.

The issues include: 1) inconsistent methodologies across recipients; 2) implausible estimates of job
creation relative to the size of the grant and the amount of Recovery Act funds received; and 3)
internally inconsistent estimates within individual reports, including inconsistencies between the
job narrative and the estimated number of jobs gained.

The size of the problems are difficult to gauge. The Recovery Accountability and Transparency
Board has screened the data for some of the most obvious problems, and the Board and oversight
agencies will also likely continue to monitor. On first review, it appears that the data problems
highlighted below are not uncommon; however, whether these problems would lead to an over- or
an understatement of the total direct job creation is unclear: it appears that there are many cases of
both “too many” as well as “too few” jobs reported. Further, examples that have already been
identified as problematic by, e.g. various media outlets, would not lead to major revisions in the
total number of jobs.

Data inconsistencies: Origins

Most of the most apparent data issues stem from a failure of contractors or recipients to follow
official guidance (See Appendix A for full guidance language). According to the instructions (Data
Model 3.0, derived from Office of Management and Budget (OMB) guidance M-09-21), the
estimate of the number of jobs created or saved should be calculated as follows (emphasis added):

At a minimum, this estimate shall include any new positions created and any existing filled
positions that were retained to support or carry out Recovery Act projects, activities, or
federally awarded contracts managed directly by the recipient or federal contractor. For
grants and loans, the number shall include the number of jobs created and retained by sub
recipients and vendor. The number shall be expressed as *‘full-time equivalent’’ (FTE),
calculated cumulatively as all hours worked divided by the total number of hours in a full-
time schedule...

3 See Josh Bivens, “How we know the recovery package is helping” October 29, 2009, EPI Issue Brief #265,
at: http://www.epi.org/publications/entry/ib265/

“ Based on John Irons “Recovery.gov recipient reporting on jobs—Problems and recommendations™ EPI,
October 29, 2009 at http://www.epi.org/publications/entry/pm1 54/

5
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It should be noted that this failure is, at least in part, due to unclear or insufficient guidance from
implementing agencies. For example, the spreadsheet templates (e.g., FederalReportingTemplate-
Contract.xls) do not include the full OMB language noted above and only state:

Number of Jobs: Estimate the number of new jobs created and jobs retained in the U.S. and
outlying areas. Refer to the Data Model for guidance on how to calculate this number.

Thus, if a contractor or recipient only uses the spreadsheet template and does not refer to other
guidance (such as OMB M-09-21), they might use their own rule-of-thumb in entering this number.
In particular, it is obvious from the first round of reports that many contractors incorrectly assumed
that, if work was done with existing workers, then the estimate of the number of jobs would be
Zero.

Even if recipients were to track down OMB M-09-21, they would find that the definition of a “job
retained” may still be subject to interpretation by recipients:

A job created is a new position created and filled or an existing unfilled position that is
filled as a result of the Recovery Act; a job retained is an existing position that would not
have been continued to be filled were it not for Recovery Act funding. (Page 34)

It should also be noted that the FTE calculation is intended to prevent an over-statement of the
number of jobs created. For example, a contractor of grantee that employees 10 people on a part-
time basis as a result of the funding should not necessarily be credited with creating 10 full-time
jobs.

Data inconsistencies: types of problems
While there may be legitimate reasons for some of the data inconsistencies, there appcar to be far
too many instances where problems arise. Problems include:

» Inconsistent methodologies across recipients. Some recipients report jobs saved and
created, others report just new jobs. Some report on sub-contractors” jobs, others do not.
Some convert hours to FTEs, others count heads.

+ Implausible estimates of job creation relative to the size of the grant and/or the
amount of Recovery Act funds received. Some contractors show millions of dollars
received, yet little or no job impact. Others show little or no funding, but many jobs
created.

» Internally inconsistent estimates within individual reports. There are many cases where
the estimates of jobs created and saved are inconsistent with other data in the reports. For
example:

o Many contractor reports indicate that the project has been partially or entirely
completed, and/or has received significant funding to date, yet no jobs have been
created.

o Several reports indicate that the project has not yet begun, yet a significant number
of jobs have been created.

o The narrative often describes the jobs impact in a way that is not reflected in the
estimate of the number of jobs created.
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« Recipient reports only jobs created, but omit jobs “saved” or retained. It appears that
many recipients are interpreting the jobs created field as measuring only the number of
additional people hired by the firm to work on the project. Many contractors are stating
that existing employees were used to work on the project and are reporting zero jobs
created or saved.

» Unclear if sub-recipient (e.g., sub-contractor) jobs estimates are included. For grants
and loans, recipient reports should include these estimates, but contractors don’t
necessarily need to report on sub-awards. In general, it is impossible to know if the sub-
contractors jobs are included or not, unless specifically included in the job creation
narrative.

Going forward, it is also likely that recipients may not report cumulative job creation, but only jobs
created in the most recent reporting period. The OMB guidance provides some detail on how the
cumulative numbers should be reported; however, given the recent experience, recipients may not
be sufficiently informed about the proper method for estimating cumulative job creation.

As noted above, the errors or mis-interpretations in the recipient reports can lead to both apparent
over- and under- reporting.

Classification: Examples from Contractors

Below are some of the main areas in which data appear to be problematic for contractors whose
reports were made available on October 15th. The first two groupings contain cases that appear to
have implausible counts given the ARRA activities, based on simple rules of thumb. The final
category contains examples where the narrative does not match the estimate of the number of jobs
created. Not every item in these categories is necessarily a problem, and there are problems not
captured here; however, these are areas that should be further examined by oversight agencies.

Apparent under-reporting

There are many instances in which contractors report zero jobs, even though they say they have
received payments. It is uncommon for federal contractors to receive payments before work has
begun, so it is possible that these reflect job-reporting errors. Moreover, there are many cases in
which contractors report zero jobs even though the project status is listed as under way or even
completed.

Zero jobs, project completed: 336 reports

Zero Jobs, but recipient received funds: 779 reports

Zero Jobs, but recipient received more than $100,000: 224 reports
Large Contract (more than $1 million) but less than 2 jobs: 50 reports

Apparent over-reporting

In many cases, firms may have reported “too many” jobs relative to their funding. Some recipients
may report on new temporary or part-time hires (rather than converting hours worked to FTEs).
Note that these cases may not necessarily indicate problems; it may be the case that firms have
hired in anticipation of receiving money.
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Small contract, but more than 2 jobs: 130 reports;
Number of jobs>0, but project not yet started: 399 reports;

Description does not match count

Aside from the potential problems noted above, there appear to be many cases in which the
narrative description does not match the jobs estimates. This appears to be particularly true in cases
in which jobs were saved rather than created.

Recipient Report Recommendations

It is clear from the recipient reports that either the jobs-reporting instructions are unclear, that
recipients are ignoring the guidance, or both. The proposals below would 1) improve the guidance
and communications with recipients; 2) help prevent problematic data from being entered into the
system; 3) flag potential problems for additional scrutiny; and 4) augment reporting to include data
that would be more likely to result in consistent estimates.

The recommendations below would help to achieve greater accuracy and consistency across
reports. However, given the inherent ambiguities in estimating jobs “saved” or “retained,” it is
strongly recommended that recovery act recipients also be required to report on the total number
of hours worked on Recovery Act projects. This would allow for better comparison across reports,
and would be a complement to the more subjective notion of jobs retained.

+ Improve the reporting process to clarify and re-emphasize jobs-reporting guidance.
In particular, guidance and instructions need to be clarified and emphasize that all hours of
work on ARRA projects, whether performed by existing workers or new hires, should go
into the job calculations.

o At a minimum the spreadsheet templates, XML Schema, online forms, etc., should
all include the guidance language that states the method for calculating the number
of jobs created or retained. In particular, the instructions should include: “The
number shall be expressed as *‘full-time equivalent’” (FTE), calculated
cumulatively as all hours worked divided by the total number of hours in a full-
time schedule.” .

o OMB and FederalReporting.gov guidance should be amended to include examples
to cover various scenarios, with a particular emphasis on how to report on the
number of jobs saved or “retained.”

o Stand-alone materials should be developed to illustrate the methods that should be
employed. These materials should again include examples to clarify that the proper
method is to first estimate the number of hours worked on the project.

o The recipients should be given the option to enter the total number of hours
worked on the project and an estimate of the total number of hours in a FTE over
that period. The FTE hours should also be checked to ensure that the number is
plausible (e.g., reported in hours per day, or hours per week, or hours per quarter).
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o FederalReporting.gov should also prepare a supplemental worksheet (either online
or downloadable) that walks recipients through the appropriate process for
calculating the number of jobs.

*  Screen recipient data for obvious errors. Recipient reports should be automatically
screened for obvious errors. The Recovery Board already conducts a first review to ensure
that recipient reports do not include, for example, millions of jobs created. This process
should continue to be refined and, if not done already, systemized.

»  Flag recipient reports which are very likely to contain errors or misinterpretations of jobs
instructions. The counts of reports below only include the first wave of recipient reports
from contractors (and thus do not include loan and grant recipients).

+ Improve report validation. When submitting a report that would trigger a flag as noted
above, the recipient should be immediately notified of the potential flag and given the
option to revise their reports before submitting a final report. The notice should also
include the text of the jobs-reporting guidance:

o For future quarterly reports, the entries should be checked to ensure that the jobs
estimate is at least as large as prior reports. This will provide an initial check on
whether the recipient is reporting on cumulative job creation and retention.

»  Moedify Recovery.gov to indicate recipient reports that are flagged. Recovery.gov
should augment all reports, downloads, etc., to include Recovery Board flags as noted
above. These data should also be provided to agencies for further follow-up if necessary.
Separate files of only the flagged reports should be provided to assist public scrutiny of the
reports.

*  Add data fields on jobs reporting. Additional fields would help reduce ambiguities and
clarify reporting methodology:

o Estimated total cumulative number of hours worked on Recovery Act—funded
project(s).

Does job estimate include subcontractors’ jobs (yes/no)? If yes: how many (#)?

Does job estimate include saved jobs (yes/no)? If no, immediately red flag the report

and reiterate guidance.

The first wave of recipient reports posted on Recovery.gov provides a wealth of data for observers
to sift through on a range of Recovery Act funding. Implementing the recommendations above—
from clarifying guidance to flagging and validating reports—would go a long way toward
improving the quality of the data, both in aggregate and for individual recipient reports.

Recovery Act Impact

It is important to remember the dire economic situation the nation was in as a result of the
economic recession that began in December 2007, and prior to the enactment of the Recovery Act.
During the last half of 2008 and the first three months of 2009 (the nine months preceding the
implementation of the recovery act) the economy was collapsing at a 5% annual rate, the fastest
decline of any nine month period since data were first collected in 1947. By March the economy
had lost 6 million jobs with two million jobs lost in just the prior three months alone, which was
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the greatest employment decline in sixty years. The unemployment rate had reached 8.5%, which
was the highest unemployment rate since the carly 1980s.

Since the passage and implementation of the recovery act, the economy and the labor market have
improved. Broader economic evidence suggests that the Recovery Act is having a significant
impact on the economy and on the labor market. Growth in the gross domestic product (GDP)
returned to positive territory in the third quarter (July-September) of this year (Figure A}, and job
losses have dccelerated since the start of the year (Figure B).*

Employment

Before the Recovery Act: Employment was declining at an average monthly pace of 553,000 jobs in
the fourth quarter of 2008, and by 691,000 jobs in the first three months of 2009.

Most recent: In the most recent 3-month period, job decline has averaged 188,000 jobs.
GDP

Before the Recovery Act: GDP was declining at a 5.4% annual rate in the fourth quarter of 2008,
and at a 6.4% annual rate in the first quarter of 2009. The 9-month period cnding in March 2009
saw the most rapid decline in GDP since quarterly data was first collected in 1947.

Most recent: GDP grew at a 3.5% annual rate in the most recent quarter, after falling at just a 0.7%
annual rate in the second quarter of this year.

® Figures and Table from See Josh Bivens, “How we know the recovery package is helping” October 29,
2009, EPI Issue Brief #265, at: http://www epi.org/publications/entry/ib265/
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FiGURE B
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Macroeconomic estimates

Using a methodology more suited to capture the full impact of the Recovery Act—including tax
cuts, aid to states, and direct investments (including re-spending and upstream supplier jobs)-—the
number of jobs created or saved so far is likely between 1 and 1.5 million—about 200,000 jobs per
month.® Table 1 shows the amount of Recovery Act funding to date and, once combined with
standard economic multipliers, also shows the a rough estimate of the influence of ARRA on GDP
growth and on job growth in each quarter since its passage.

vamie P
ARRA spending and impact: GDP and jobs

Amount, § bilfions Contriution to GOF, § billion

Mukipiier 0 2Q 3qQ 0 xQ 20
Direct spending 16 520 $52 882 550 S8 17
Aldrostates 14 85 24 e 20 3ts 204
Trsnistors to individuels 54 13 36 %D 2t 512 9
Buséoess tax cus o4 @ 8o p72 en 32 &S
Indiisfunal fax cuts 13 30 13 03 [ 12 i
Toust 95 8.6 a8 142 1093 947
% of GDF 63%  1a4%  2¥% 2.4% 3 8% 7%

Jobs, thousands

Lol createdsaved L 732 850
Jobs createdisaved, conservativg £ 58% &%

This estimate is approximately consistent with CEA’s initial estimate in May of the number of jobs
that would be created (1.5 million by 2009:Q4). Other forccasters, including Goldman Sachs,
Macroeconomic Advisors, and Moody’s Economy.com have estimated employment growth
consistent with this estimate as well.

These “macro” estimates are also consistent with the “micro” data from recovery.gov. As a broad
approximation, for every direct job created there will be one job created “indirectly” though re-
spending and supplier jobs. The 640,000 estimate of direct job creation by recipients through
Recovery.gov is thus approximately ballpark consistent with a total estimate of between 1and 1.5
million jobs.

The CEA estimate—which is slightly more than twice the direct job total—is also consistent with
the recipient totals since the funding covered by Recovery.gov recipient reporting has generally
gone out the door more slowly that some of the other elements of the Recovery Act, and thus it
should not be surprising that the CEA estimate is higher than twice the direct job total from
recipient reports.

¢ Josh Bivens, “How we know the recovery package is helping” October 29, 2009, EPI Issue Brief #265, at:
http://www.epi.org/publications/entry/ib265/

12



116

In summary, it does appear that the Recovery Act is on track. Evidence from macro-level data, to
model estimates, to Recovery.gov recipient reports all point to a significant impact on jobs and the
broader economy.

13
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Appendix A: Data model 3.0

Recipient Reporting Data Model 3.0 (accessed 10/25/09)
Number of Jobs

“Jobs created and retained. An estimate of the number of jobs created and jobs retained in the
United States and outlying areas.

At a minimum, this estimate shall include any new positions created and any existing filled
positions that were retained to support or carry out Recovery Act projects, activities, or federally
awarded contracts managed directly by the recipient or federal contractor. For grants and loans, the
number shall include the number of jobs created and retained by sub recipients and vendor. The
number shall be expressed as ‘‘full-time equivalent’” (FTE), calculated cumulatively as all hours
worked divided by the total number of hours in a full-time schedule, as defined by the recipient or
federal contractor. :

For instance, two fuli-time employees and one part-time employee working half days would be
reported as 2.5 FTE in each calendar quarter. A job cannot be reported as both created and retained.
As used in this instruction, United States means the 50 States and the District of Columbia, and
outlying areas means...”

Description of Jobs Created

*“A narrative description of the employment impact of the Recovery Act funded work. This
narrative is cumulative for each calendar quarter and at a minimum, will address the impact on the
recipient’s or federal contractor’s workforce (for grants and loans, recipients shall also include the
impact on the workforces of sub recipients and vendors).

At a minimum, provide a brief description of the types of jobs created and jobs retained in the
United States and outlying areas. ‘‘Tobs or positions created’’ means those new positions created
and filled, or previously existing unfilled positions that are filled, as a result of Recovery Act
funding. ‘“Jobs or positions retained’” means those previously existing filled positions that are
retained as a result of Recovery Act funding. This description may rely on job titles, broader labor
categories, or the recipient’s existing practice for describing jobs as long as the terms used are
widely understood and describe the general nature of the work.

ALTERNATE METHOD FOR GRANT AND LOAN RECIPIENTS: In those circumstances
where the recipient employs an approved statistical methodology to generate estimates of job
impact, thereby collecting data from a smaller subset of sub-recipients and vendors in order to
extrapolate an estimate of job impact to all applicable sub recipients and vendors, the recipient
must provide a description of the methodology used.”

14
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Chairman TowNs. Thank you very much.

Let me thank both of you for your testimony and let me begin
by asking a question of both of you. The Recovery Act, what is your
impression of it?

Mr. ARMEY. My impression of the Recovery Act was that it was
a wholly futile effort. If you take a look at, in my adult lifetime and
all the years that I spent watching and studying our economic pol-
icy, what has worked to spur growth and recovery in the economy
is cutting taxes and leaving the taxpayers who earn the money ac-
tually become more investment.

We have some very grievous institutional dislocations in this fun-
damental structure of so much public policy, and we start with the
tax code. If you go way back to Adam Smith’s 1776 The Wealth of
Nations, he says the road to economic growth is abstinence, sav-
ings, and investment. Savings and investment are two economic ac-
tivities that are double taxed, so they are given a double whammy
disincentive to savings and investment.

Every smart tax reduction we have ever made, that is, tax reduc-
tion aimed at diminishing the load on savers and investors of this
activity has caused them to be more active and generated the econ-
omy. If in fact the Federal Government, by size and the magnitude
of spending, is already redundant with even the interest on the na-
tional debt at that time being equal to the entire budget of the De-
fense Department, with already existing current deficits of $500
billion, to double down on what is redundant is not productive.

Dr. IRONS. Let me share a broad impression. I am afraid I don’t
have a good horse example, but let me use a different analogy. Be-
fore the Recovery Act was passed, the economy was in free fall. The
economy had jumped out of a plane; it was declining at a very
rapid rate. The recovery package was essentially a parachute; it
opened up, it slowed the pace of decline.

We still have jobs that are being lost, but they are being lost at
a much smaller pace. It gave the economy a chance to recover. It
is not going to be the end-all and be-all; it is not going to get us
from where we are to a fantastic economy. No one is claiming that
the economy that we currently are in is a great environment, but
at least it stopped the worse from happening; it stopped us from
going off the cliff.

In terms of the policy, I tend to be more of a kitchen sink econo-
mist; I think we should try a little bit of everything. I think in the
recovery package you saw that there were a number of invest-
ments, there was aid to States, there were tax cuts as part of the
package, and I think that a problem of the size that we had de-
manded a comprehensive, broad-based solution. I think that is
what the recovery package represented. So I am very optimistic
that this gives the economy the chance to turn around; it stopped
the downward spiral and gave us a chance to recover.

On the tax cut component, I think there are components of the
recovery package which I might no be as fond of as other parts, in-
cluding some of the tax cuts, and I find it interesting that the Bush
tax cuts were not listed as part of the success stories in terms of
stimulus. In fact, we had one of the worst recoveries on record after
the Bush tax cuts were passed.
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So I think the record in most recent times of the efficacy of tax
cuts as stimulus has been, at best, mixed, and I think we need to
think about what kinds of tax cuts. Tax cuts are not a generic
thing. There are tax cuts, I think, for low- and middle-income
Americans which can be respent, can be very effective stimulus.
Tax cuts for businesses who need customers, not tax cuts, are in
many ways probably not a good idea. So I don’t think we should
talk about tax cuts in the abstract; we should have a more nuanced
view.

Chairman TOwWNS. Dr. Irons, I am deeply concerned that the un-
employment rate has now surpassed 10 percent. Is this evidence
that the Recovery Act is not working or that the projections of the
Council of Economic Advisors were wrong?

Dr. IRONS. I don’t think it is. I agree with you, I think the 10
percent unemployment rate is a huge problem. I think the high un-
employment rate is a result of a disastrous economy that was in
place before the Recovery Act was passed. And I think when you
look at the projections of the Council of Economic Advisors, where
they thought the economy would be, they, along with private fore-
casters, were overly optimistic about how high the unemployment
rate would rise.

So the fact that we have a 10 percent unemployment rate is a
statement, not about the recovery package, but is a statement
about the state of the economy before the recovery package was
passed. In fact, if it were not for the recovery package, we would
have a much higher unemployment rate. So my example of the
economy in free fall and a parachute, it has slowed down the decel-
eration, but you still see some increase in the unemployment rate.
At the same time, you don’t want to cut yourself loose of that para-
chute; that would make things much worse. And that is the case
we would be in if we did not have that parachute, if we did not
have the Recovery Act in place.

Chairman ToOwNS. I yield to the gentleman from Missouri, Mr.
Luetkemeyer.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.

I have so many questions, I don’t know where to start with this
group.

Thank you for your testimony, Mr. Armey. I am curious. I know
that in the previous testimony we heard earlier, they were talking
about all the jobs that have been created and saved, and one of my
concerns is that two-thirds of jobs happen to be with the Depart-
ment of Education. They have created 400,000 out of the 640,000
jobs, and in the testimony it appears that all they did was make
sure that the teachers’ budgets or the education budgets are funded
for another year, which means what are we going to do next year?

So it doesn’t look like we have created or saved a permanent job,
because we haven’t fixed an economic problem that will allow that
job to continue, unless we continue to find another stimulus that
primes the pump again. What is your analysis of that?

Mr. ARMEY. My own view is that, first of all, there has been very
little distribution of this massive amount of money that shocked
the world, but, by and large, it has been distribute
intragovernmentally. So you are getting some public jobs that are
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perhaps being retained that might not otherwise have been, but
certainly nothing constitutes a recovery.

The thing that gives you recovery is when the private sector in-
vestor class engages. That is what happened in the aftermath of
the Reagan taxes. And you are correct, I did not mention the Bush
tax cut. We got an anemic recovery out of them because there was
so much income redistribution in that package; tax cuts, as opposed
to stimulation for investment and savings. That was a tax cut
package that was too politically defined to be as effective as it
might otherwise have been. I made the point earlier you need
smart tax cuts. If they are just income redistributional tax comes,
they do you very little good.

So the fact of the matter is you have some demonstration of di-
rect linkage between jobs in the Government sector with
intragovernmental awards, but more than discouraging dramatic
demonstration of declining employment in the private sector, that
gives you 10 percent overall reduction in employment or unemploy-
ment rate.

Mr. LUETKEMEYER. Thank you. I sit on the Small Business Com-
mittee and it takes about 67,000 jobs, according to the testimony
we have heard a number of times, to create a job for small busi-
ness. Yet, the average in this package is about $246,000 it has cre-
ated so far. I know that in this package there was $31 billion,
roughly, of small business tax credits and things like that. Do you
know, off the top of your head, Mr. Irons, how many jobs were cre-
ated or saved as a result of those tax credits?

Mr. ARMEY. No, I don’t. Again, let me just say there is a generic
rule of thumb I think you can apply that public sector job creation
is very costly and results in virtually no enhanced productivity for
the economy as a whole. Private sector job creation coming from
the investment sector, where in fact you expand the application of
science and engineering through new capital investment, increases
productivity and, in fact, results in a much greater, as it were,
bang for your buck in terms of the productivity gains that result
in increased sustainability of the jobs. That is why you see a great-
er permanence in the jobs created on the private sector.

Mr. LUETKEMEYER. Also, with regards to—this stimulus package,
we are incurring a huge amount of debt. Dr. Irons, what do you
feelhé?s an adequate level of debt for our economy to be able to live
with?

Dr. IRONS. Oh, that is a good question, and I don’t think it is a
knowable question. There is no specific number where, if you are
below it, you are fine; if you are above it, you are in trouble.

Mr. LUETKEMEYER. You mean a half a trillion dollars worth of in-
terest is something we can continue to sustain forever?

Dr. IRONS. The question is what is a sustainable level. I think
that is the key question. And I think there you have to look at how
fast the economy grows and then how fast the deficit increases the
debt. I think if you are underneath a threshold which keeps the
debt from rising as a share of the economy, you are in OK territory.
If the debt is rising faster than the economy as a whole, then you
are in trouble. The way I describe it is Bill Gates can carry a bigger
debt than I can because of his income. So long as our GDP is ris-
ing, we can continue to maintain higher levels of debt.
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Mr. LUETKEMEYER. Our GDP is not doing very well right now.
That is my question. Where do you think we need to go? Are we
maxed out? Do we need to stop borrowing money?

Dr. IroNS. I don’t think we are maxed out. I think we can still
borrow money.

Mr. LUETKEMEYER. We can still borrow more money?

Dr. IRONS. We can absolutely still borrow money with the caveat
that the——

Mr. LUETKEMEYER. Thank you.

Mr. Armey, before I run out of my time. I apologize, but my time
is limited.

Mr. ARMEY. Well, of course, the market—finally, the market re-
veals everything eventually. One of the—what is it they say?—the
canaries in the mine that I am looking at right now is the activity
of the curry trade, the bet on currencies. For years recently they
were betting against the Japanese currency, correctly so. Now they
are betting against the U.S. currency because we are flooding the
world with dollars and there is a decreasing willingness on the part
of the world to own our debt.

The fact is, the Government acquires money in three ways: they
tax it directly or they borrow it. In a declining world willingness
to do so, they end up printing it. If they print it, then they tax indi-
rectly by inflating the currency, deflating its purchasing power, and
it comes back. In almost every case the cost of current mismanaged
fiscal policy falls on a future generation.

Mr. LUETKEMEYER. Thank you for your testimony.

I yield back my time, Mr. Chairman.

Chairman TowNs. Thank you very much.

I now yield to the gentleman who, at one point, chaired this com-
mittee for 6 years, Mr. Burton from Indiana.

Mr. BURTON. And I looked so young.

You know, the President has said and his administration has
said they created 640,329 jobs. That is pretty specific. You would
think they would be able to account for those jobs since they are
so specifically down to the axial job. 3297 How do you account for
that?

Dr. IroNS. Well, I think the number that is presented is

Mr. BURTON. I know, but do you think that they can really be
that accurate, right down to 329?

Dr. IrRONS. No. Is the number actually 640,329? No. There are er-
rors.

Mr. BURTON. It is something that they “pulled out of their head.”

Dr. IRONS. Absolutely not. The administration did not pull this
out of their heads;” this is the sum total of the recipient reports.

Mr. BurTON. OK.

Dr. IRONS. So these are what the recipients reported, and they
added that up.

Mr. BURTON. Where did you go to school?

Dr. IrONS. Graduate school? MIT.

Mr. BURTON. And before that, Swarthmore?

Dr. IRONS. Swarthmore College, yes. That is right.

Mr. BURTON. How old are you?

Dr. IrONS. That is a good question. What year is it? Thirty-nine.

Mr. BURTON. Thirty-nine.
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Dr. IRONS. Yes.

Mr. BURTON. See, in 1982 where were you? How old would you
have been in 19827

Dr. IRONS. I would be 12.

Mr. BURTON. Well, in 1982, I became a Congressman, and I don’t
think you were here, Dick, but we had a guy that came into the
White House and we had come out of the Carter administration
with 14 percent inflation, 12 percent unemployment—called it a
Ir}llisery index, 26 percent—and they were throwing money at every-
thing.

He put on a sweater and said we had to turn our thermostats
down and the world was going to hell in a hand basket. And this
guy comes riding in from the West and they said you have to raise
taxes; we have to get more money in the Treasury because every-
thing is going south. And you know what he said? He said, well,
I think that we ought to cut taxes, give people and business more
disposable income to invest, and that ought to spur economic
growth. And you know what? He was right. We had 25 years of eco-
nomic expansion, or 20-some years of economic expansion.

This philosophy that you can spend yourself out of debt and solve
the economic problems by spending, to me, is just anathema; I just
can’t get it. And when I hear people say, well, you spent $1.4 tril-
lion more this year than you have taken in, but we can spend more
and get out of debt, I think you have to be smoking something that
is illegal. You know? This is crazy.

The health bill we are talking about is going to cost at least an-
other trillion dollars over the next decade; it is going to raise taxes
of probably God only knows how much. We are already $1.4 trillion
in the tank right now, and there is going to be more spending; they
want to come up with more programs that are going to cost money
and taxes like the cap-and-trade. You can’t spend your way out of
the hole. When you get so deep, you have to stop digging. And that
is the problem we have right now. I am putting this in very simple
economic terms. We need to cut spending.

There is a good book I wish you would read, Mr. Irons, it is
called “The Forgotten Man.” Have you ever heard of that book?

Dr. IRONS. No, I haven’t.

Mr. BURTON. Well, you being an intellectual, I wish you would
read it. It is a book that goes from 1929 to 1941 and it tracks the
Roosevelt administration and the things that they did to solve their
economic problems. And they did almost the same thing you are
talking about in the mid-1930’s.

And you know what happened? Things got worse. And it wasn’t
until the war started that they dug themselves out of that hole be-
cause everybody had to go back to work, women and everybody
else, because they were fighting overseas.

The only reason I bring all this up is, you know, I have been here
for 27 years, and some people say, well, that is too long. I don’t
know, maybe it is. I don’t know. But I have to tell you this. One
thing I do know is that you can’t spend more than you take in; in-
evitably, it is going to come back and bite you in the rear-end, and
that is where we are going right now.

I think I heard you say that we are in a position now where we
could spend more money to get the economy moving and that sort
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of thing. I think, Mr. Irons, that you are incorrect. I hope you will
read that book, and maybe the next time I see you you will have
a different perspective on the way we spend money in this country.

With that, Dick, it sure is good seeing you, buddy. I wish you
were still here.

Mr. IssA. And still majority leader, I would say.

Mr. BURTON. And still majority leader.

Chairman TOwWNS. Now you are going too far; you are dreaming.

Mr. ARMEY. I am sure Steny Hoyer would have a different view
of the matter. [Laughter.]

Chairman TOWNS. Let me recognize the gentleman from Mary-
land, Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you, Mr. Chairman.

Thank you, both gentlemen, for being here.

Dr. Irons, I didn’t know when it became a bad thing to know
stuff. I think Mr. Armey would agree that although knowledge
sometimes is a good thing, having the facts is a good thing. And
I would point out that, yes, in World War II we pulled ourselves
out of a recession. It was one of the greatest examples of big gov-
ernment investment, and U.S. debt was at extremely high levels
during World War II and I think most economists would tell you
that had a big part of pulling us out of the recession and depres-
sion at that time.

Mr. Armey, do you support unemployment compensation during
times like this?

Mr. ARMEY. Well, obviously, we always like to help people who
are truly distressed. There is always a question of what definition
you give to that. Again, like almost everything I can think of, even
unemployment compensation, which can be in fact a good and nec-
essary thing, can be carried to extreme. If it becomes a fountain-
head for dependence——

Mr. VAN HOLLEN. Let me—so we are on the same track—I un-
derstand where you are going. Let me rephrase the question. Do
you agree that, for people who are out of work through no fault of
their own and are continuing to look for a job in the economy and
can’t find one through no fault of their own, that they should re-
ceive unemployment compensation?

Mr. ARMEY. I don’t believe that the best public policy option is
to make them less miserable in their continued unemployment for
a longer period of time, as opposed to those policies that can be di-
rectly pursued that will give them the job opportunity.

One of the things that frustrates me as I look at this past year
and a half in the United States with public policy is the opportuni-
ties to expand employment opportunities for real people in the pri-
vate sector that have been foregone, and the problem is office hold-
ers oftentimes tend to pacify their own feelings of inadequacy by
saying, well, at least we made them more comfortable in their mis-
ery; and I don’t find that a very attractive public policy.

Mr. VAN HOLLEN. Let me ask it this way, Mr. Armey. Would you
have voted for the unemployment compensation packages that were
in the economic recovery bill and the House has passed since then?

Mr. ARMEY. I can’t remember—I am sorry——

Mr. VAN HOLLEN. We passed unemployment compensation——
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Mr. ARMEY. I probably would have—I may very reluctantly have
voted for them while I argued we ought to be doing something
more productive, more responsible, with a greater heart and a
greater sense of dignity and future for these folks by way of-

Mr. VAN HOLLEN. You would have voted yes? I just want to make
it clear.

Mr. ARMEY. I don’t know. I haven’t looked at that package.

Mr. VAN HOLLEN. You don’t know?

Mr. ARMEY. I didn’t look at the package. I never voted on some-
thing I didn’t read.

Mr. VAN HOLLEN. How about the tax reduction components of
the economic recovery bill?

Mr. ARMEY. If there were any tax reduction components that
were not merely income redistributional and I could possibly assess
they would have something to engage savers and investors and
more of that activity, which would result in job creation, I would
have been supportive of it.

Mr. VAN HOLLEN. Let me ask you this. You keep saying if there
were. Did you read the economic recovery bill?

Mr. ARMEY. No, I didn’t. I had no reason to read it. I wasn’t
going to vote on it.

Mr. VAN HOLLEN. Well, now, Mr. Armey, you have been com-
menting an awful lot, both here and in the press, about the eco-
nomic recovery bill. We ask Members of Congress to read it when
they vote on it and are considering it. You said a lot about it, so
I am a little surprised to learn that you haven’t

Mr. ARMEY. Well, look. If my neighbor has a dead cat stinking
up his yard, I don’t have to know how it got there to know it is
a dead cat stinking up the yard.

Mr. VAN HOLLEN. What is that? Well, I think it is important to
read things. I understand there are some comments suggesting
that knowing stuff is a bad thing, but it seems to me that we owe
it to the people that we are communicating with that we have an
understanding to read the information.

Let me ask you this, because it is not clear yet whether you are
for the unemployment compensation components or whether you
would have supported the tax cut components. Both of those were
significant components, by the way, of the economic recovery bill.

Dr. Irons, can you talk a little bit to that fact? The economic re-
covery bill that we have been talking about today represents less
than a third of what was in there for economic impact. Could you
comment a little bit on that, please?

Dr. IrRONS. Yes, that is right. The specific elements that have
been reported on through Recovery.gov recipient reports will rep-
resent about a third of the total amount that is in the package.
Right now there are about a quarter because they have gone a lit-
tle more slowly than the tax cuts, the assistance to the States and
some of the other components.

So tax cuts are a significant part; the assistance for States is a
significant part; and the direct investments, which largely show up
in the reports you have been talking about today, are a significant
part, about equal weight to each. So the numbers we have seen
today are only a part of the overall impact.
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Mr. VAN HOLLEN. Could you comment a little bit on the situation
that the President inherited with respect to the deficit and debt fol-
lowing the last administration?

Dr. IRONS. Yes. The deficit, which is now well over a trillion dol-
lars, is largely the result of policies that were put in place before
the President took office, as well as deteriorating economy. The eco-
nomic deterioration, which was, as I said before, the most rapid
since 1947, is the prime culprit in terms of the reduction in reve-
nues and the increase in outlays that have resulted from just the
economy going down. That has been the prime driver of the higher
deficit.

So in thinking about how you solve a deficit problem, the No. 1
priority is get the economy moving again. We can’t solve the deficit
problem if we have a recession that is going to last for 5 years or
10 years. That needs to be the No. 1 priority.

Mr. VAN HOLLEN. Thank you.

Thank you, Mr. Chairman.

Chairman TowNs. Thank you very much.

I now yield 5 minutes to the gentleman from Ohio, Mr. Jordan.

Mr. IssA. Would the gentleman yield for just a moment?

Mr. JORDAN. Yes, a few seconds.

Mr. IssAa. Mr. Armey, since you didn’t have a chance to read that
entire document, let me assure you that those of us who had a
chance to read it, not in the few hours before the air dropping at
midnight and the vote, but afterwards, know there were no non-
redistribution tax cuts and the tax cuts that were in there were de
minimis to the investor class in any way, shape or form, unless you
include the green jobs.

I yield back and thank the gentleman.

Chairman Towns. You know——

Mr. IssA. It is on the gentleman’s time.

Chairman TowNsS. I must admit

Mr. JORDAN. Mr. Chairman will give me plenty extra time, if I
need it.

Chairman ToOwNS. I just think this is a little strange, knowing
the kind of technical person that you were when you provided lead-
ership here. That you are providing leadership for an organization
that is totally against the bill and you haven’t read it.

Mr. JORDAN. Thank you, Mr. Chairman.

Dr. Irons, in one of your earlier statements you said that the re-
covery package was “kind of try a little bit of everything.” Is that
right?

Dr. IRONS. I am not sure about the exact wording, but it is close.

Mr. JORDAN. It seems to me what a mischaracterization. I would
argue what this Government has done—and, frankly, it goes back
to the previous administration as well—is not try a little bit of ev-
erything; we have tried a lot of one thing, big government spend-
ing. I mean, think about it. The bailout package last fall, the stim-
ulus package, the appropriations process that has moved forward,
we are spending at 12 percent, 14 percent increases.

I mean, all we have done, I have argued many times that, if big
spending was going to get us out of this mess, we should have been
out of it a long time ago. That is all the Government has been
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doing. So to characterize it as we have tried a lot of everything or
a little bit of everything is just totally, totally wrong.

But here is what I want to focus with both of you guys. I want
your response to this. Thinking now in a big picture sense, two
questions. Are you troubled, either one of you, are you troubled by
what I would characterize as an unprecedented involvement of the
Government in the private sector? And let’'s go specifically to all
the spending we know, but how about this fact, which when I think
about this in the United States of America, we now have a Federal
Government pay czar telling private American citizens how much
money they can make.

And I understand it is done in the context of the TARP repay-
ment plan, but think about that, what is going on in the framework
of Senator Schumer saying maybe we have to look at the idea of
any publicly traded company Mr. Feinberg has jurisdiction over ex-
ecutives and their pay compensation.

So are you troubled by where this administration seems to want
to take this economy? And I will start quickly with Mr. Armey and
then with Mr. Irons.

Mr. ARMEY. Well, first of all, yes, I am troubled because—on the
first basis on the basis of individual liberty. Those of us who be-
lieve in personal freedom, and especially freedom of enterprise, and
we witnessed the world great success story through private individ-
ual enterprise, understand that when the Government tries to
manage, as they have tried in many other countries, they eventu-
ally get it wrong.

Second, and more pragmatically, there is an incentive effect. In
fact, you can go all the way back to Shakespeare or you can jump
forward to Thomas Edison. Their point was it is not worth writing,
it is not worth inventing unless it can be sold for a profit. There
is no greater, more productive motive in the history of the world
that has contributed to human well-being by greater amounts and
done less to negatively affect human well being than the profit mo-
tive. And if the Government is going to say, look, we will confiscate
your salaries, your earnings and so forth, you disincentivize people
from being productive.

Mr. JORDAN. Thank you.

Dr. Irons, quickly.

Dr. IRONS. I mean, it is not a quick answer, unfortunately; it is
a big question. The Government is involved in a number of dif-
ferent areas

Mr. JORDAN. The question is are you troubled by the unprece-
dented level of Government involvement in the private sector.

Dr. IrRoNs. Well, I think you have to be more specific than that.
I mean, there are areas where the Government should be
involved——

Mr. JORDAN. But you can answer yes or no if you are troubled.

Dr. IRONS. I am not troubled by some and I am troubled by oth-
ers.

Mr. JorDAN. OK.

Dr. IRONS. I would much rather the Government be out of the
banking business, out of the car business. I think that once you are
in it at the behest of banks, in the case of TARP, you need to do
what you have to do to manage that effectively, be it a pay czar,
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be it oversight, reasonable oversight over the business practices of
assets that you own. I think that is reasonable. I would like the
Government to be out of the banking sector, so there are bits and
pieces.

Mr. JORDAN. Let me frame the question in a slightly different
manner. I would argue that one of the things holding us back from
coming out of this recession with the type of job growth we would
all like to see is business people are smart people; they take edu-
cated risk, they don’t take crazy risk.

So they are asking themselves, you know, I would like to bring
those people I laid off, I would like to do that expansion that we
were thinking about doing, but I don’t know what these yahoos in
Congress are going to do next. I don’t know if they are going to
pass this health care proposal, which raises my taxes. I don’t know
if they are going to pass this cap-and-trade, which is going to cost
me more in energy costs.

Would you argue that the uncertainty of the policies being pro-
moted, policies being advanced, is hindering the ability to create
jobs, whether they get done or not? And let’s go quickly with Dr.
Irons and then with Dr. Armey.

Dr. IRONS. I think uncertainty is not good for the private sector.
Whether or not these are major uncertainties in the life of a busi-
ness person, I don’t think so. I think a lot of this is on your head,;
y}(l)u can pass health care and remove that uncertainty. I think
that

Mr. JORDAN. We can get rid of the uncertainty; we can add a big
tax if we do it, right?

Dr. IRONs. Well, I think that certainty is better, and the more
we can forecast what we are going to do, what you are going to do,
I agree that is a good way to go.

Mr. JORDAN. Dr. Armey, quickly.

Mr. ARMEY. There is no doubt about it. The uncertainty kept the
investor class on the sidelines throughout all of the 1970’s and they
are sitting it out right now, specifically with what they see as the
targeted industries of the big government ambitions of this admin-
istration.

Mr. JORDAN. Mr. Chairman, if I could, since you took a little bit,
if you wouldn’t mind, Mr. Chairman, one last question on the debt.

We are at $12 trillion. We are slighted to go to $20 trillion over
the next decade. This scares me to death. I am the guy who offered
a balance budget this past spring, who actually tried to cut some
spending and get some sanity back in our Government. Think
about what it takes to balance this.

Chairman TowNs. The gentleman’s——

Mr. JORDAN. If I could, Mr. Chairman.

Chairman TowNs. I will give the gentleman 30 seconds.

Mr. JORDAN. To balance this, we first have to get to zero, then
we have to run a trillion dollar surplus—I mean, to ever get to bal-
ance. So how serious—I mean, to me, this seems like the most seri-
ous thing—one of the most serious things facing our Government
and our country. How serious is it, Dr. Irons?

Dr. IRONS. I think it is important to maintain a level of deficit
and debt that is sustainable. Do we need to get exactly to zero? I
don’t think there is any economist who is going to say there is
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something magic about a zero balance. I think if you feel it is im-
portant to keep your books in balance, that is one thing. From an
economic perspective, you can absolutely maintain permanent defi-
cifts},la permanent debt so long as you maintain the sustainability
of the

Mr. JORDAN. I understand. Thank you, Mr. Chairman.

Chairman TowNs. Now I will call on the gentleman from Louisi-
ana, Mr. Cao.

Mr. CAo. Thank you, Mr. Chairman.

Dr. Armey, I was reading through some of your background, and
it says here that “When I was a professor,” so I would assume that
you taught at a university level? If you don’t mind me asking, what
was your salary teaching economics at the university?

Mr. ARMEY. Well, I left teaching in 1985 or 1984. I was teaching
both summer terms and my salary was $35,000 at that time, and
it was a rather curious case in my point. I was one of the few peo-
ple I knew that was qualified by way of comparable employment
to actually leave my employment and go to Washington, in Con-
gress, and double my salary. Very few people could do that; college
professors could. So the pay isn’t always all that good, but, still, if
somebody is going to pay you to do nothing but what you enjoy
doing, it is not a bad life.

Mr. Cao. First of all, I would like to thank you for your answer.
The reason why I asked the question was previously I questioned
Deputy Secretary Miller on the amount of jobs created in connec-
tion with the amount of money actually spent. According to the
numbers that Mr. Miller presented, the Department of Education
has spent $67 billion in order to create approximately 400,000 jobs.
And based on the numbers that he presented, I calculated that, on
t}clle agrerage, it would cost $167,500 to create one educational-relat-
ed job.

My question to you, Dr. Armey, is this. Based on the average sal-
ary that Mr. Miller stated as about $70,000 per educator, which
leaves about $100,000 remaining to be spent on what have you,
how can your organization—I see that you are in charge of
FreedomWorks. In what ways can the private sector or your orga-
nization improve on the efficiency of jobs creation?

Mr. ARMEY. It is very hard to improve on the efficiency of the
Government because cost efficiency is no part of their incentive
structure. So what happens, when you devote yourself to sustaining
employment in the public sector, you also sustain very high, costly,
oftentimes not very productive super structure, support structure.
Of course, there is not a college professor I know of that isn’t aware
that the college spends too much time and money sustaining redun-
dant administrative positions, all of which have to be supported in
order to support the faculty.

The private sector is much more efficient. That is to say, it costs
less money to sustain a job, because that job, more often than not,
is of greater productivity, has a return to it, and they are
incentivized to hold down overhead costs.

Mr. Cao. Based on your experience as an educator, as well as
being a majority leader, in your professional opinion, how would
the Department of Education better spend its stimulus money in
order to create jobs?
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Mr. ARMEY. Well, again, it is very difficult for me to envision
very many ways in which Government can spend money and en-
hance production output, growth in total output, productivity. Gov-
ernments are just, frankly, not very efficient in their use of people’s
money. So if in fact, rather than taxing more money either from me
or my grandchildren to put more money in the hands of govern-
ment agencies and bureaucrats who spend inefficiently now for
very little gain in well-being for the community, leave the money
in my hands; I will invest it wisely, we will have capital expansion.

There was a great theory of business cycles called the Innovation
Cycle, advanced by Joseph Schumpeter, and I remember John Ken-
neth Galbraith criticizing it because we have seen it all and there
will never be another great invention. But look, in the 1980’s, when
the investors got—all that invention, all that creativity of the
1960’s and the 1970’s and the electronic sector of the economy just
burst on the scene, so now we have all kinds of careers, jobs, oppor-
tunities for further employment and enhancement in the private
side in product lines that didn’t even exist in 1980.

Mr. Cao. Thank you.

I yield back my time.

Chairman TowNs. I now yield to the ranking member from Cali-
fornia.

Mr. IssA. Thank you, Mr. Chairman.

If I could have the slide put up with the majority statement here.
I have underlined a portion that says on October 30, 2009, the Re-
covery Accountability and Transparency Board, Recovery Board, re-
leased a consolidated account of those reports showing the Recov-
ery Act funds have directly created or saved 640,329 jobs. That has
been disputed here today.

Mr. Armey, if I asked you to calculate what $1.73 billion would
promote in the way of jobs if you gave it to the Government, would
you be able to do it that accurately?

Mr. ARMEY. Well, I would have to—first of all, I would have to
brush up my shakes here and probably get in touch with the De-
partment of Labor Statistics, one of the really reliably honest agen-
cies of the Federal Government; probably rely also a little bit on
some of the information I could get from the Government Account-
ability Office.

Mr. IssA. Let me ask you one that you don’t have to brush up
on, which goes to the core of your economics training and theory.
If we accept those figures, even though the earlier panel said it is
plus or minus a whole bunch, there are inaccuracies and so on, if
we accept those figures, then if we took fiscal year 2010, Mr.
Obama’s fiscal year, where we are going to spend $3.552 billion—
just call it $3%% trillion—I am sorry, $3,552 billion, $3%%2 trillion,
and using the same ratio, my whiz kids in the back came up with
13,145,253 jobs.

So if we continue at that rate, that means that the Federal Gov-
ernment, which employs about 3 million people directly, can spend
$13 million on Medicare, Medicaid, every social program, every-
thing. We can save 13 million jobs with our current spending. And
if we double the spending, we could nearly wipe out the 15 million
unemployed.
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So, Dr. Irons, and Dr. Armey, but first Dr. Irons, is it logical to
simply spend $3%% trillion more every year in order to get unem-
ployment down, or is in fact the Keynesian concept simply
unsustainable, that Government jobs are like feeding somebody
fish for a day; you spend the $3%% trillion, you keep people on the
Government payola, hanging around blue rooms, waiting for some-
thing to do, and not eliminating any inefficiencies, and then at the
end of the year the $3% trillion spent, and you have to spend it
the next year if you want to keep those people off unemployment?
Isn’t that true, Dr. Irons?

Dr. IRONS. I think you are mixing apples and oranges to a great
extent.

Mr. IssA. OK, Dr. Armey, I understand you know about apples
and oranges.

Mr. ARMEY. Well, I think what you have to first go back to my
initial observation. A very large portion of the existing expenditure
and employment structure of the current Federal Government is
redundant. So the fact of the matter—or even, for that matter,
gounterproductive. So if you add to that, you just add to the bur-

en.

Mr. IssA. So more rocks in a knapsack of somebody who can’t
carry 100 pound pack is not going to get it any better.

Mr. ARMEY. Absolutely.

Mr. IssA. Let me ask you about the hangover. Dr. Armey, if we
were to spend the $3%% trillion additional that those who say more
government would take care of unemployment, don’t we have an in-
evitable hangover, where the debt burden—in other words, the
amount of money that goes out just to pay to the Chinese for what
we owe them—in fact mortgages the future of Government deci-
sions? In other words, it creates a permanent overhead that you
can’t get passed even if you reduce the size of Government?

Mr. ARMEY. Well, we are already there. If we were to meet our
current obligations in Medicare and Social Security, we would pret-
ty well consume the existing current Federal budget. Again, the
problem still remains. The Government cannot get money unless
they print it, unless they directly take it away from somebody else.
People are not willing to buy our notes and lend us the money, and
we burden our children with the taxes.

Mr. Issa. Dr. Armey, obviously spending $167,000 for each job—
and it is only a job for 1 year, it is 1 year full-time equivalent—
could be compared to the private sector. Can you imagine your
wildest dreams somebody saying if you give me $167,000, all I can
do is create one job for 1 year? Can you imagine an investor being
asked to do that? Wouldn't it typically be that if you invest, let’s
say, $1.6 million—in other words, 10 times that figure—I will cre-
ate 10 jobs in perpetuity? Isn’t that the normal business model,
something along that job, of about 10 jobs per million that are per-
manently created in the private sector?

Mr. ARMEY. Well, that is right, because the private sector pro-
duces a product that people want and there is a productivity en-
hancement that generally comes from expanding your capital stock
and applying new science and engineering. But there is repeat
sales. The fact of the matter is the Government doesn’t produce
anything.
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Mr. IssA. Last, because my time has expired, the old axiom that
if you give a man a fish, he will eat for a day, and if you teach
him how to fish he will feed his family for a lifetime, isn’t this
stimulus simply fish for Government employees for 1 year, even if
you accept the figures given to us today?

Mr. ARMEY. My own view is, again, we start with an already ex-
isting redundant capacity in the Federal Government, so it is in
fact basically spending our money on their own operation, which
leads to no enhancement in the overall well-being, productivity,
productive capability of the economy. So that is like taking the
groom’s meals away to buy—or the horse’s oats away from it to buy
more steak sandwiches for the groom, yes.

Chairman TowNS. The gentleman’s time has expired.

I now yield 5 minutes to the gentleman from Ohio, Mr. Driehaus.

Mr. DRIEHAUS. Thank you very much, Mr. Chairman. I am sorry
I wasn’t here for the entire presentation; I was in another commit-
tee. But it seems as if we have gone from defining propaganda to
engaging in propaganda in some of what we are doing here.

Dr. Irons, could you help us? Do you believe that the estimates—
and we are only talking about a small portion of the stimulus in
terms of job creation—the estimates of 640,000 jobs, even if the sta-
tistics aren’t exactly specific, do you believe they are close to being
accurate?

Dr. IRONS. I think they are ballpark. As I said in my testimony,
the errors have been brought up and the mistakes. There are some
that would underestimate the number of jobs and some that over-
estimate. So as a ballpark matter I think we are getting ballpark
right numbers.

Mr. DRIEHAUS. And, Mr. Armey, I find the conversation that was
just engaged in very curious. This notion that we are spending
$167,000 per job, and that job being a temporary thing. When you
create a bridge and you hire somebody to build a bridge, does the
bridge have value, in and of itself?

Mr. ARMEY. I am sorry, what?

Mr. DRIEHAUS. When you build a bridge and hire someone to
build that bridge, does the bridge have value?

Mr. ARMEY. Well, assuming that the bridge is a bridge to some-
where, yes, it would. Of course, probably the greatest observation
in economic development theory is sound public capital increases
the productivity of the private sector.

Mr. DRIEHAUS. Mr. Armey, if you are building a bridge, I assume
that the iron that is coming for that bridge is coming from an iron
factory; I am assuming that the tools that are used to create the
bridge; I am assuming that the cranes coming to create the bridge
are coming from the private sector. I also assume that the engi-
neering studies and the architectural studies, those are private sec-
tor jobs, are they not?

Mr. ARMEY. Certainly so.

Mr. DRIEHAUS. And so the one job that might be created to build
the bridge or the multiple jobs that might be used to build the
bridge are actually having a ripple effect in the economy in that
the private sector is benefiting quite tremendously, just using this
scenario, in that the supplies for the bridge are coming from the
private sector, the tools being used to build the bridge are coming
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from the private sector, the engineering studies are coming from
the private sector, the architectural studies are coming from the
private sector. So is it a misrepresentation that the gentleman has
made that one job that costs $167,000, that is really only that one
job and that it is only temporary?

Mr. ARMEY. First of all, you have to be very careful when you
recognize—in order to get the money to build the bridge, you take
it away from me. I might have bought something, and that would
have been the same——

Mr. DRIEHAUS. Do you have the capacity to build a bridge? Do
you have the capacity to build a bridge or a tax cut?

Mr. ARMEY. Look, if in fact there were any substantial docu-
mented portion of these funds that were going to real public capital
expenditures, I would be more encouraged by your argument.

Mr. DrRIEHAUS. Well, there absolutely are, and I would point you
to—and it is interesting that you bring this up, because the minor-
ity leader suggested—and he is from the State of Ohio—that there
had been no projects that were capital in nature invested in the
State of Ohio, and then the next day the Governor’s office and the
Department of Transportation in the State of Ohio said, in fact,
while we engage in this hyperbole all the time about no infrastruc-
ture dollars going in, they laid out a whole series of projects that
have been invested in in infrastructure in the State of Ohio. So are
those job creation efforts?

Mr. ARMEY. If in fact they build real productive public capital.
You can go back to Adam Smith. Yes, this is good investment in
the——

Mr. DRIEHAUS. So it is creating jobs.

Mr. ARMEY. But I would argue that in this—frankly, President
Bush’s as well, there was very little expenditure of these big expan-
sive funds allocated to real public capital structure, mostly to in-
come redistributional efforts like tax rebates and things of this na-
ture. So I guess in the memorable line of Shania Twain, I would
have to say that don’t impress me much.

Mr. DRrRIEHAUS. Well, I would like to get back to this notion that
these are 1-year jobs. Are you familiar with, in the construction
sector, jobs that continue ad infinitum? If you had a road project,
if you build a house, if you build a hotel, if you build a building
in downtown Cincinnati, if you build a bridge, do those jobs go on
forever, or does it go project to project to project? And isn’t the idea
in investing in a project in fact to create that temporary employ-
ment to get them over that time when the economy is slow?

Mr. ARMEY. Well, of course, if you are talking about capital in-
vestment, you build your plant, you build your road, you build your
bridge, and then on that you have ongoing production and produc-
tivity and expanding in the economy if it is a real capital structure.
Like I said, there is a big difference in whether or not it is a bridge
to somewhere as opposed to a bridge to nowhere. If it is a bridge
to nowhere, then there are no future employment opportunities
that are pursuant to the bridge.

Mr. DRIEHAUS. Well, I wasn’t in the Congress when they were
building bridges to nowhere.

Mr. ARMEY. Well, good for you.
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Mr. DRIEHAUS. I am just in the Congress when we are putting
money into bridges, and bridges that matter in Cincinnati and else-
where. But this notion that these jobs, because they employ some-
one for a year, and that is how they are counted, somehow don’t
count, because a construction project apparently is supposed to last
for years and years and years and years. I just don’t understand
that, and if you could help me with that, I would appreciate it.

Mr. ARMEY. All right, there is a substantial difference in spend-
ing the money to build the bridge that enhances the production of
the community, the movement of goods and services, or a plant or
a facility, as opposed to paying another year’s salary for a redun-
dant person on a faculty someplace. And, in fact, if you make
work—and this was an argument that Keynes himself engaged in.
Keynes argued that you could actually improve well being by just
having people dig holes and fill them back in.

Mr. DRIEHAUS. But I am curious as to your——

Mr. IssA. Mr. Chairman, I would ask unanimous consent that
the gentleman have more time to talk about this very small portion
of the bill having very little to do about the earlier discussion, but
if he wants to go on about the small amount of roads, even though
there should have been a large amount of roads, I would ask he
have another 30 seconds.

Mr. DRIEHAUS. I would just ask the witness one more time.

You mentioned a redundant faculty member. Is it your belief that
the teachers that are being supported through this legislation are
redundant faculty members?

Mr. ARMEY. Let me say very clearly about this. I was a professor
for 20 years. I am intimately familiar with what goes on in univer-
sities and educational facilities, and they are extremely inefficient
at internal resource allocation. And, yes, there are many, many re-
dundant faculty members.

Now, the heartbreak of that is where you could expand the fac-
ulty members where there is a true need, you are often blocked
firom doing so while you maintain the employability of the redun-

ancy.

Mr. DRIEHAUS. So your experience as a university professor at a
university allows you to suggest that the faculty members that are
retaining employment through this legislation in K through 12 edu-
cation across the country are redundant?

Mr. ARMEY. Let me suggest to you that, first of all——

Chairman TowNs. You know, I am trying to be generous, and
trying hard, but the gentleman’s time has long expired. If he has
any additional questions, may you put them in writing and then
have Dr. Armey to respond to them?

Mr. DRIEHAUS. I appreciate the chairman’s indulgence. Thank
you.

Mr. ARMEY. May I just conclude my point? I believe my 20 years
of experience in the university and in the administration of univer-
sities is a great degree more of experience than yours in building
bridges.

Chairman TowNs. Well, let me thank both witnesses for your
testimony, and I think that, of course, you have been very, very
helpful. I think Dr. Irons pointed out that even though a few mis-
takes were made, that when you look at the overall picture, that
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it probably balances out because some information did not go for-
ward. So when you look at the overall picture, it will balance out
in terms of the actual amount of jobs that were created.

The testimony we have heard today directly refutes the com-
pletely unsupported allegations of propaganda. It is not propa-
ganda.

Most of the witnesses agree that Recovery Act spending has cre-
ated and saved hundreds of thousands of jobs.

The 640,000 jobs that were reported as directly created or saved
by just a portion of initial Recovery spending validates estimates
by the Government and private forecasters that the Recovery Act
is responsible for more than 1 million overall jobs so far, which in-
cludes jobs indirectly created and jobs saved and all these different
categories that people talk about here.

The stimulus package put forward to help every-day working
Americans is a far cry from propaganda. This is putting food on the
table of many families. To the real people whose jobs were saved
and to those who have found work, it represents food on the table
and a roof over their heads.

The real issue is that we need to get Recovery Act projects under
way faster, and we need to target them on economically distressed
areas. The areas that really need it most, we need to make certain
that we put it in there and make certain that jobs are created.

At the same time, we need to continue our strict oversight of Re-
covery Act spending. The chairman of the Recovery Board testified
that the Recovery Act contains the most extensive accountability
and transparency provisions that we have ever seen. We intend to
ensure that we make the most of them.

Finally, I understand that politics is involved in everything we
do up here on Capitol Hill. I understand that. I have been here 27
years. But the issue of job creation is too important to play politics
with, and I refuse to play politics with it. We need to work together
to get this economy back on its feet and get people back to work.
Tﬁlis is serious. And I think that if we work together we can do
that.

We need to make certain that we have some penalties involved
with agencies and groups that are not reporting. We need to make
certain that we get the legislation through that makes it possible
for people to have funding. I think that now it is an unfunded man-
date, and I think that we really should make certain that they are
able to get accountants, that they are able to get administrative
people, they are able to get folks in that will be in a position to
get information in in a reasonable period of time and making cer-
tain that information is accurate. I think it is very important to do
that.

I think to ignore it and just talk about this is not working and
that is not working, at the same time people are suffering, and we
cannot afford that luxury any longer. We have a job to do and we
need to do it.
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So I want to thank you, Dr. Armey. I want to thank you, Dr.
Irons. Dr. Armey, it is good to know that there is life after this
place. Thank you very much.

On that note, I yield back and the committee is now adjourned.

[Whereupon, at 3:15 p.m., the committee was adjourned.]

[The prepared statement on Hon. Michael R. Turner and addi-
tional information submitted for the hearing record follow:]
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Congressman Michael R. Turner, Chio -3
Statement for the Record

Oversight and Government Reform Hearing: Tracking the Money: How Recovery Recipients Account for
their Use of Stimulus Doliars

November 19, 2009

Thank you Chairman Towns and Ranking Member issa, for holding this important hearing today on
Tracking the Money: How Recovery Act Recipients Account for their Use of Stimuius Dollars.

Today’s hearing is timely as Americans learn more about stimulus funds that have been lost, sent to
non-existent congressional districts, or are otherwise misappropriated.

Recently, the Cleveland Plain Dealer reported that 1.2 Million dollars in stimulus funds added three jobs
to Ohio’s non-existent 21% Congressional District.

The Washington Examiner recently reported that “An $8,000 contract for a ‘basketball replacement
system’ was credited with creating three jobs” in Cincinnati, Ohio, and that in Columbus, Ohio, the city
school district claimed that 138 jobs had been “saved,” in addition to others that had been created. But
a spokeswoman admitted that probably few or none of those jobs wouid have been lost without
stimulus money.

And the reports of bogus jobs go beyond the state of Chio. According to The Wall Street Journal: “One
Alabama housing authority claimed that a $540,071 grant would create 7,280 jobs. The Birmingham
News reported that only 14 were created. In some cases, Recovery Act funds went to non-existent
Congressional districts, such as the “26™ district in Louisiana, or the 12" in Virginia” The Journal also
reported: “Up to $6.4 Billion went to imaginary places in America, according to the Frankiin Center for
Government and Public Integrity.”

All of this waste occurring in the face of a 10.1% unemployment rate in Ohio, and a 10.2%
unemployment rate nationally.

The American people did not sign up for their tax dollars to go to non-existent places, and to fund
projects that don’t actually create jobs. | look forward to today’s testimony and learning how the
Administration plans to increase transparency and accountability for stimulus doliars.
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RECOVERY ACT

Recipient Reported Jobs Data Provide Some Insight into.
Use of Recovery Act Funding, but Data Quality and
Reporting issues Need Attention

‘What GAO Found
As of September 30, 2009, approximately $173 billion of the $787 billion—or
about 22 percent—of the total funds provided by the Recovery Act had been
paid out by the federal government. Nonfederal recipients of Recovery Act-
funded grants, contracts, and loans are required to submit reports with
information on each project or activity, including the amount and use of funds
and an estimate of jobs created or retained. Of the $173 billion in funds paid
out, about $47 billion—a little more than 25 percent—is covered by this
recipient report requirement. Neither individuals nor recipients receiving funds
through entitlement programs, such as Medicaid, or through tax programs are
required to report. In addition, the required reports cover direct jobs created
or retained as a result of Recovery Act funding; they do not include the
employment impact on materials suppliers (indirect jobs) or on the local
community (induced jobs). (See figure.)

Figcal Year 2009 Recovery Act Funds Pald Out and Reclpient Reporting Caverags

-~ Racovary Act funids paid out; and of " - Putenitial smployment affects of Recovery
fiscat yoar 2008 {in bilions) . 3 ..o Act cantracts, grants and loans

Gantracts, SN i
P . Reciplent
and fodns- § reporting
347 caverage.

Total=$173 .

Source; GAD.

On October 30, www.recovery.gov (the federal Web site on Recovery Act
spending) reported that more than 100,000 recipients reported hundreds of
thousands of jobs created or retained. Given the national scale of the recipient
reporting exercise and the limited time frames in which it was implemented,
the ability of the reporting mechanism to handle the volume of data from a
wide variety of recipients represents a solid first step in moving toward more
transparency and accountability for federal funds. Because this effort will be
an ongoing process of cumulative reporting, GAO’s first review represents a
snapshot in time.

DataR . 1 Quali
While recipients GAO contacted appear to have made good faith efforts to
ensure compiete and accurate reporting, GAO's fieldwork and initial review
and analysis of recipient data from www.recovery.gov, indicate that there are a
range of significant reporting and quality issues that need to be addressed.

United States Office
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Highlights of GAO-10-223 (continued)

For example, GAO's review of prime recipient reports
identified the following:

Erroneous or questionable data entries that merit
further review:
e 3,978 reports that showed no dollar amount
received or expended but included more than
50,000 jobs created or retained;
¢ 9,247 reports that showed no jobs but included
expended amounts approaching $1 billion, and
* Instances of other reporting anomalies such as
discrepancies between award amounts and the
amounts reported as received which, although
relatively small in number, indicate problematic
issues in the reporting.

Coverage: While OMB estimates that more than 90
percent of recipients reported, questions remain about
the other 10 percent.

Quality review: While less than 1 percent were marked
as having undergone review by the prime recipient, over
three quarters of the prime reports were marked as
having undergone review by a federal agency.

Full-time equivalent (FTE) calculati

Under OMB guidance, jobs created or retained were to
be expressed as FTEs. GAO found that data were
reported inconsistently even though significant guidance
and training was provided by OMB and federal agencies.
While FTEs should aliow for the aggregation of different
types of jobs—part time, full time or temporary—
differing interpretations of the FTE guidance
compromise the ability to aggregate the data,

To llustrate, in California, two higher education systems
calculated FTE differently. In the case of one, officials
chose to use a 2-month period as the basis for the FTE
performance period. The other chose to use a year as the
basis for the FTE, The result is almost a three-to-one
difference in the number of FTEs reported for each
university system in the first reporting period. Although
the Department of Education provides alternative
methods for calculating an FTE, in neither case does the
guidance explicitly state the period of performance of
the FTE.

Although there were problems of inconsistent
interpretation of the guidance, the reporting process
went relatively well for highway projects. Transportation
had an established procedure for reporting prior to
enactment of the Recovery Act. In the cases of
Education and Housing, which do not have this prior
reporting experience, GAO found more problems. Some
of these have been reported in the press. State and
federal officials are examining these problems and have
stated their intention to deal with them.

GAO will continue to monitor and review the data
reporting and quality issues in its bimonthly reviews and
fieldwork on the use of funds in the 16 states and the
District of Columbia, and in GAO's analysis of future
quarterly recipient reporting.

ions for F i
To improve the consistency of FTE data collection and
reporting, OMB should (1) clarify the definition and
standardize the period of measurement for FTEs and
work with federal agencies to align this guidance with
OMB's guidance and across agencies; (2) given its
reporting approach, consider being more explicit that
“jobs created or retained” are to be reported as hours
worked and paid for with Recovery Act funds; and (3)
continue working with federal agencies and encourage
them to provide or improve program-specific guidance
to assist recipients, especially as it applies to the full-
time equivalent calculation for individual programs.

OMB should also work with the Recovery Accountability
and Transparency Board and federal agencies to re-
examine review and quality assurance processes,
procedures, and requirements in light of experiences and
identified issues with this round of recipient reporting
and consider whether additional modifications need to
be made and if additional guidance is warranted.

Employment Effects

Even if the data quality issues are resolved, it is
important to recognize that the FTEs in recipient reports
alone do not reflect the total employment effects of the
Recovery Act. As noted, these reports solely reflect
direct employment arising from the expenditure of less
than one-third of Recovery Act funds. Therefore, both
the data reported by recipients and other
macroeconomic data and methods are necessary to
gauge the overall employment effects of the stimulus.
The Recovery Act includes entittements and tax
provisions, which also have employment effects. The
employment effects in any state will vary with labor
market stress and fiscal condition, as discussed in this
report.

United States
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United States Government Accountability Office

Washington, DC 20548

November 19, 2009
Report to the Congress

Congress and the new administration crafted the American Recovery and
Reinvestment Act of 2009 (Recovery Act)' with the broad purpose of
stimulating the economy. One of the express purposes of the act was to
preserve and create jobs. To help measure the progress of this effort,
Congress and the administration built into the act numerous provisions to
increase transparency and accountability over spending that require
recipients of Recovery Act funding to report quarterly on a number of
measures. Nonfederal recipients of Recovery Act funded grants, contracts,
or loans are required to submit reports with information on each project
or activity, including the amount and use of funds and an estimate of the
jobs created or retained.” Neither individuals nor recipients receiving
funds through entitlement programs, such as Medicaid, or tax programs
are required to report. The first of these recipient reports cover cumulative
activity since the Recovery Act’s passage in February 2009 through the
quarter ending September 30, 2009. The Recovery Act requires GAO to
comment on the estimates of jobs created or retained in the recipient
reports no later than 45 days after recipients have reported.® The final
recipient reporting data for the first round of reports were first made
available on October 30, 2009,

The transparency that is envisioned for tracking Recovery Act spending
and results is unprecedented for the federal government. Both Congress
and the President have emphasized the need for accountability, efficiency,
and transparency in the expenditure of Recovery Act funds and have made
it a central principle of the act. As Congress finished work on the
Recovery Act, the House Appropriations Committee released a statement
saying, “A historic level of transparency, oversight and accountability will
help guarantee taxpayer dollars are spent wisely and Americans can see
results for their investment.” In January, the new administration pledged
that the Recovery Act would “break from conventional Washington

'Pub. L. 1115, 123 Stat. 115 (Feb, 17, 2009).

2Recuvery Act, div. A, § 1512, We will refer to the quarterly reports required by section 1512
as recipient reports.

*The Congressional Budget Office (CBO) is also required by the act to comment on the
estimates of jobs created or retained no later than 45 days after recipients have reported.
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approaches to spending by ensuring that public dollars are invested
effectively and that the economic recovery package is fully transparent
and accountable to the American people.” However, tracking billions of
dollars that are being disbursed to thousands of recipients is an enormous
effort. The administration expects that achieving this degree of visibility
will be an iterative process in which the reporting process and information
improve over time and, if successful, could be a model for transparency
and oversight beyond the Recovery Act.

This report, the first in response to the Recovery Act's section 1512
mandate that GAO comment on the estimates of jobs created or retained
by direct recipients of Recovery Act funds, addresses the following: (1) the
extent to which recipients were able to fulfill their reporting requirements
and the processes in place to help ensure recipient reporting data quality
and (2) how macroeconomic data and methods, and the recipient reports,
can be used to assess the employment effects of the Recovery Act, and the
limitations of the data and methods.

To meet our objectives, we performed an initial set of edit checks and
basic analyses on the final recipient report data that first became available
at www.recovery.gov, the federal government'’s official Web site on
Recovery Act spending, on October 30, 2009, We calculated the overall
sum, as well as sum by states, for the number of full-time equivalents
(FTE) reported, award amount, and amount received and found that they
corresponded closely with the values shown for these data on
Recovery.gov. We built on information collected at the state, local, and
program level as part of our bimonthly reviews of selected states’ and
localities’ uses of Recovery Act funds. These bimonthly reviews focus on
Recovery Act implementation in 16 states and the District of Columbia,
which contain about 65 percent of the U.S. population and are estimated
to receive collectively about two-thirds of the intergovernmental federal
assistance funds available through the Recovery Act. A detailed
description of the criteria used to select the core group of 16 states and the
District is found in appendix I of our April 2009 Recovery Act bimonthly
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report.* Prime recipients and delegated subrecipients® had to prepare and
enter their information by October 10, 2009. The days following up to
October 30, 2009, included the data review period, and as noted
previously, on October 30, 2009, the first round of recipient reported data
was made public. Over the course of three different interviews, two with
prime recipients of Recovery Act funding and one with subrecipients, we
visited the 16 selected states and the District of Columbia during late
September and October 2009. We discussed with prime recipients projects
associated with 50 percent of the total funds reimbursed, as of September
4, 2009, for that state, in the Federal-Aid Highway Program administered
by the Department of Transportation (DOT). Prior to the start of the
reporting period on October 1, we reviewed prime recipients’ plans for the
jobs data collection process. After the October 10 data reporting period,
we went back to see if prime recipients followed their own plans and
subsequently talked with at least two vendors in each state to gauge their
reactions to the reporting process and assess the docuraentation they were
required to submit.

We gathered and examined issues raised by recipients in these
Jjurisdictions regarding reporting and data quality and interviewed
recipients on their experiences using the Web site reporting mechanism.
During the interviews, we used a series of program reviews and
semistructured interview guides that addressed state plans for managing,
tracking, and reporting on Recovery Act funds and activities. In a similar
way, we examined a nonjudgmental sample of Department of Education
(Education) Recovery Act projects at the prime and subrecipient level, We
also collected information from transit agencies as part of our bimonthly
Recovery Act reviews. In addition, we interviewed federal agency officials
who have responsibility for ensuring a reasonable degree of quality across
their program’s recipient reports. We assessed the reports from the
Inspector Generals (IG) on Recovery Act data quality review from 156

4GAO, Recovery Act: As Initial Implementation Unfolds in States and Localities,
inued ion to A ility Issues Is Essential, GAO-09-580 (Washington, D.C.:

C
Apr. 23, 2009).

*Prime recipients are nonfederal entities that receive Recovery Act funding as federal
awards in the form of grants, loans, or cooperative agreements directly from the federal
government. Subrecipients are nonfederal entities that are awarded Recovery Act funding
through a legal instrument from the prime recipient to support the performance of any
portion of the substantive project or program for which the prime recipient received the
Recovery Act funding. Additionally, applicable terms and conditions of the federal award
are carried forward to the subrecipient.
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agencies. We are also continuing to monitor and follow up on some of the
major reporting issues identified in the media and by other observers. For
example, a number of press articles have discussed concerns with the jobs
reporting done by Head Start grantees. According to a Health and Human
Services (HHS) Recovery Act official, HHS is working with the Office of
Management and Budget (OMB) to clarify the reporting policy as it applies
to Head Start grantees. We will be reviewing these efforts as they move
forward.

To address our second objective, we analyzed economic and fiscal data
using standard economic principles and reviewed the economic literature
on the effect of monetary and fiscal policies for stimulating the economy.
We also reviewed guidance that OMB developed for Recovery Act
recipients to follow in estimating the effect of funding activities on
employment, reviewed reports that the Council of Economic Advisers
(CEA) issued on the macroeconomic effects of the Recovery Act, and
interviewed officials from the CEA, OMB, and the Congressional Budget
Office (CBO).

We conducted this performance audit with field work beginning in late
September 2009 and began analysis of the recipient data that became
available on October 30, 2009, in accordance with generally accepted
government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.

Background

In December 2007, the United States entered what has tumed out to be its
deepest recession since the end of World War II. Between the fourth
quarter of 2007 and the third quarter of 2009, gross domestic product
(GDP) fell by about 2.8 percent, or $377 billion. The unemployment rate
rose from 4.9 percent in 2007 to 10.2 percent in October 2009, a level not
seen since April 1983. The CBO projects that the unemployment rate will
remain above 9 percent through 2011.

Confronted with unprecedented weakness in the financial sector and the
overall economy, the federal government and the Federal Reserve together
acted to moderate the downturn and restore economic growth. The
Federal Reserve used monetary policy to respond to the recession by
pursuing one of the most significant interest rate reductions in U.S,
history. In concert with the Department of the Treasury, it went on to
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bolster the supply of credit in the economy through measures that provide
Federal Reserve backing for a wide variety of loan types, from mortgages
to automobile loans to small business loans. The federal government also
used fiscal policy to confront the effects of the recession. Existing fiscal
stabilizers, such as unemployment insurance and progressive aspects of
the tax code, kicked in automatically in order to ease the pressure on
household income as economic conditions deteriorated. In addition,
Congress enacted a temporary tax cut in the first half of 2008 to buoy
incomes and spending® and created the Troubled Asset Relief Program’ in
the second half of 2008 to give Treasury authority to act to restore
financial market functioning.’

The federal government'’s largest response to the recession to date came in
early 2009 with the passage of the Recovery Act, the broad purpose of
which is to stimulate the economy’s overall demand for goods and
services, or aggregate demand. The Recovery Act is specifically intended
to preserve and create jobs and promote economic recovery; to assist
those most impacted by the recession; to provide investments needed to
increase economic efficiency by spurring technological advances in health
and science; to invest in transportation, environmental protection, and
other infrastructure that will provide long-term economic benefits; and to
stabilize the budgets of state and local governments.” The CBO estimates
that the net cost of the Recovery Act will total approximately $787 billion
from 2009 to 2019.

The Recovery Act uses a combination of tax relief and government
spending to accomplish its goals. The Recovery Act’s tax cuts include
reductions to individuals’ taxes, payments to individuals in lieu of
reductions to their taxes, adjustments to the Altemative Minimum Tax,
and business tax incentives. Tax cuts encormpass approximately one-third
of the Recovery Act's dollars. Recovery Act spending includes temporary
increases in entitlement programs to aid people directly affected by the

SEconomic Stimulus Act of 2008, Pub. L. No. 110-185, 122 Stat. 613 (Feb. 13, 2008).

"GAO, Troubled Asset Relief Program: One Year Later, Actions Are Needed to Address
Remaining Transparency and Accountability Challenges, GAO-10-16 (Washington, D.C.:
Oct. 8, 2009).

°F) Economic Stabilization Act of 2008, Pub, L. No. 110-343, 122 Stat, 3765 (Oct. 3,
2008), codified at 12 U.S,C. § § 5201 5261.

®Recovery Act, § 3.
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recession and provide some fiscal relief to states; this also accounts for
about one third of the Recovery Act. For example, the Recovery Act
temporarily increased and extended unemployment benefits, temporarily
increased the rate at which the federal government matched states
Medicaid expenditures, and provided additional funds for the
Supplemental Nutrition Assistance and the Temporary Aid to Needy
Families programs, among other things. Other spending, also accounting
for about a third of the act falls into the category of grants, loans, and
contracts, This includes government purchases of goods and services,
grants to states through programs such as the State Fiscal Stabilization
Fund for education and other government services, and government
investment in infrastructure, health information technology, renewable
energy research, and other areas.

In interpreting recipient reporting data, it is important to recognize that
the recipient reporting requirement only covers a defined subset of the
Recovery Act’s funding. The reporting requirements apply only to
nonfederal recipients of funding, including all entities receiving Recovery
Act funds directly from the federal government such as state and local
governments, private corpanies, educational institutions, nonprofits, and
other private organizations. OMB guidance, consistent with the statutory
language in the Recovery Act, states that these reporting requirements
apply to recipients who receive funding through the Recovery Act’s
discretionary appropriations, not recipients receiving funds through
entitlement programs, such as Medicaid, or tax programs. Recipient
reporting also does not apply to individuals. In addition, the required
reports cover only direct jobs created or retained as a result of Recovery
Act funding; they do not include the employment impact on materials
suppliers (indirect jobs) or on the local community (induced jobs). Figure
1 shows the division of total Recovery Act funds and their potential
employment effects.
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Figure 1: The Potential Employment Effects of Recovery Act Funds

Total Aecovery Act funds (in bilions)  Potential employment effects of Recovery Act funds

Contracts, grants,
and loans

Enfiftaments
. “employment
affect

Totai=$787

Retipieiit reporting
caverage

Source: GAO.
Note: The potential employment effects of the different types of Recavery Act funds are based on
historical data and are reflected in the size of the circles,

Tracing the effects of the Recovery Act through the economy is a
complicated task. Prospectively, before the act’s passage or before funds
are spent, the effects can only be projected using economic models that
represent the behavior of governments, firms, and households. While
funds are being spent, some effects can be observed but often relevant
data on key relationships and indicators in the economy are available only
with a lag, thereby complicating real-timee assessments. When a full range
of data on.outcomes becomes available, economic analysts undertake
retrospective analyses, where the findings are often used to guide future
policy choices and to anticipate effects of similar future policies. Stimulus
spending under the broad scope of the Recovery Act will reverberate at
the national, regional, state, and local levels. Models of the national
economy provide the most comprehensive view of policy effects, but they
do not provide insight, except indirectly, about events at smaller
geographical scales. The diversity and complexity of the components of
the national economy are not fully captured by any set of existing
economic models. Some perspective can be gained by contemporaneous
close observation of the actions of governments, firms, and households,
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but a complete and accurate picture of the Recovery Act’s impact will
emerge only slowly.

Section 1612 of the Recovery Act requires recipients of recovery funds to
report on those funds each calendar quarter. These recipient reports are to
be filed for any quarter in which a recipient receives Recovery Act funds
directly from the federal government. The recipient reporting requirement
covers all funds made available by appropriations in division A of the
Recovery Act. The reports are to be submitted no later than 10 days after
the end of each calendar quarter in which the recipient received Recovery
Act funds. Each report is to include the total amount of Recovery Act
funds received, the amount of funds expended or obligated to projects or
activities, and a detailed list of those projects or activities. For each
project or activity, the detailed list must include its name and a
description, an evaluation of its completion status, and an estimate of the
number of jobs created or the number of jobs retained by that project or
activity, Certain additional information is also required for infrastructure
investments made by state and local governments. Also, the recipient
reports must include detailed information on any subcontracts or
subgrants as required by the Federal Funding Accountability and
Transparency Act of 2006, Section 1512(e) of the Recovery Act requires
GAO and CBO to comment on the estirnates of jobs created or retained
reported by recipients.

In its guidance to recipients for estimating employment effects, OMB
instructed recipients to report only the direct employment effects as “jobs
created or retained” as a single number." Recipients are not expected to
report on the employment impact on materials suppliers (indirect jobs) or
on the local community (induced jobs). According to the guidance, “A job
created is a new position created and filled or an existing unfilled position
that is filled as a result of the Recovery Act; a job retained is an existing
position that would not have been continued to be filled were it not for
Recovery Act funding. Only comnpensated employment . . . should be
reported. The estimate of the number of jobs . . . should be expressed as
‘full-timie equivalents (FTE),” which is calculated as total hours worked in
jobs created or retained divided by the number of hours in a full-time
schedule, as defined by the recipient.” Consequently, the recipients are

Ppyb. L. No 109-282, 120 Stat. 1186 (Sept. 26, 2006).

HOMB My da, M-09-21, Impli ing Guidance for the Reports on Use of Funds
Pursuant to the American Recovery and Reinvestment Act of 2009 (June 22, 2009).
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expected to report the amount of labor hired or not fired as result of
having received Recovery Act funds. It should be noted that one FTE does
not necessarily equate to the job of one person. Firms may choose to
increase the hours of existing employees, for example, which can certainly
be said to increase employment but not necessarily be an additional job in
the sense of adding a person to the payroll.

To implement the recipient reporting data requirements, OMB has worked
with the Recovery Accountability and Transparency Board (Recovery
Board)* to deploy a nationwide data collection system at
www.federalreporting.gov (Federalreporting.gov), while the data reported
by recipients are available to the public for viewing and downloading on
www.recovery.gov (Recovery.gov). Recovery.gov, a site designed to
provide transparency of information related to spending on Recovery Act
programs, is the official source of information related to the Recovery Act.
The Recovery Board’s goals for the Recovery Act Web site include
promoting accountability by providing a platform to analyze Recovery Act
data and serving as a means of tracking fraud, waste, and abuse allegations
by providing the public with accurate, user-friendly information. In
addition, the site promotes official data in public debate, assists in
providing fair and open access to Recovery Act opportunities, and
promotes an understanding of the local impact of Recovery Act funding.

In an effort to address the level of risk in recipient reporting, OMB’s June
22, 2009, guidance” on recipient reporting includes a requirement for data
quality reviews. OMB's data quality guidance is intended to address two
key data problems—material omissions and significant reporting errors.
Material omissions and significant reporting errors are risks that the
information is incomplete and inaccurate.” As shown in figure 2, OMB

“The Recovery Act created the Recovery A ility and T Board, which is
composed of 12 Inspectors General from various federal agencies, who serve with a
chairman of the board. Recovery Act, § 1522.The board issues quarterly and annual reports
on Recovery Act activities to Congress and the President. The board is also to issue “flash
reports” under the statute.

YOMB Memoranda, M-09-21.

“*Material omissions are defined as instances where required data are not reported or
reported information is not otherwise responsive to the data requests resulting in a
significant risk that the public is not fully informed as to the status of a Recovery Act
project or activity. Significant reporting errors are defined as those instances where
required data are not reported and such erroneous reporting results in significant risk that
the public will be misled or confused by the recipient report in i
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gave specific time frames for reporting that allow prime recipients and
delegated subrecipients to prepare and enter their information on days 1
through 10 following the end of the quarter. During days 11 through 21,
prime recipients will be able to review the data to ensure that complete
and accurate reporting information is provided prior to a federal agency
review and comment period beginning on the 22nd day. During days 22 to
29 following the end of the quarter, federal agencies will perform data
quality reviews and will notify the recipients and delegated subrecipients
of any data anomalies or questions. The original submitter must complete
data corrections no later than the 29th day following the end of the
quarter. Prime recipients have the ultimate responsibility for data quality
checks and the final submission of the data. Since this is a cumulative
reporting process, additional corrections can take place on a quarterly
basis.
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Figure 2: Recipient Reporting Time Frame

By 10 days after
ond of quarler

Sources: OMB and GAO.

OMB guidance does not explicitly mandate a methodology for conducting
data quality reviews at the prime and delegated subrecipient level or by
the federal agencies. Instead, the June 22, 2009, guidance provides the
relevant party conducting the data quality review with discretion in
determining the optimal method for detecting and correcting material
omissions or significant reporting errors. The guidance says that, at a
minirurn, federal agencies, recipients, and subrecipients should establish
internal controls to ensure data quality, completeness, accuracy, and
timely reporting of all amounts funded by the Recovery Act.

The Recovery Board published the results of the first round of recipient
reporting on Recovery.gov on October 30, 2009. According to the Web site,
recipients submitted 130,362 reports indicating that 640,329 “jobs” were
created or saved as a direct result of the Recovery Act. These data solely
reflect the direct FTEs reported by recipients of Recovery Act grants,
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contracts, and loans for the period beginning when the act was signed into
law on February 17, 2009 through September 30, 2009. As shown in figure
3, grants, contracts, and loans account for about 27 percent, or $47 billion,
of the approximately $173 billion in Recovery Act funds paid out as of
September 30, 2009.

Figure 3: Distribution of Recovery Act Funds through the End of Fiscal Year 2009

Entitlements ($63,7 billion)
Contracts, grants, and {oans {$47 billion)

Tax retief ($62.5 biltion)

Total=$173 billion
Source: Recavery.gov.

Recipients in all 50 states reported jobs created or retained with Recovery
Act funding provided through a wide range of federal programs and
agencies. Table 1 shows the distribution of jobs created or retained across
the nation as reported by recipients on Recovery.gov. Not surprisingly,
California, the most populous state, received the most Recovery Act
dollars and accounted for the largest number of the reported jobs created
or retained.
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Table 1: Jobs Created or Retained by States as Reported by Reciplents of Recovery Act Funding

Rank State Jobs Rank State Jobs Rank State Jobs
1 California 110,185 19 Oregon 9,653 37 Arkansas 3,742
2 New York 40,620 20 Tennessee ) 9,548 38 New Hampshire 3,528
3 Washington 34,517 21 Louisiana 9,136 39 Mississippi 3,433
4 Florida 29,321 22 Oktahoma © 8,747 40 Nebraska 2,840
5 North Carafina 28,073 23 Virginia 8,617 41 West Virginia 2,409
6 Georgia 24681 24 South Carolina 8,147 42 Alaska 2,315
7 {Hlinois 24448 25 Colorado 8,094 43 District of Columbia 2,274
8 New Jersey 24,109 26 Connecticut 7,551 44 South Dakota 2,198
9 Michigan 22514 27 Pennsyivania 7427 45 Idaho 2,103
10 Texas 19,572 28 Maryland 6,748 46 Vermont 2,030
11 indiana 18,876 29 Utah 6,598 47 Rhode Isiand 2,012
12 Puerto Rico 17,597 30 Montana 6,427 48 Maine 1,613
13 Ohio 17,095 31 Kansas 5935 49 Hawaii 1,545
14 Missoun 15,149 32 Nevada 5667 50 North Dakota 1,203
15 Minnesota 14,315 33 fowa 5323 &1 Delaware 1,170
16 Massachusetis 12,374 34 New Mexico 5230 &2 Wyoming 860
17 Arizona 12,283 35 Alabama 4,884 Other 1,232
18 Wisconsin 10,073 36 Kentucky 4,202 Total 640,329

Source: Hecovary.gov.
Notes:

Includes the District of Columbia and Puerto Rico.

“Other” includes all other U.S. ferritories and data that could nat be assigned o a spectiic state.
Total may not add due to rounding.

Table 2 shows the number and share of jobs created or retained by federal
program agencies as reported by recipients of Recovery Act funding. The
Department of Education accounted for nearly 400,000 or close to two-
thirds of the reported jobs created or retained. According to the
Department of Education, this represents about 325,000 education jobs
such as teachers, principals, and support staff in elementary and
secondary schools, and educational, administrative, and support personnel
in institutions of higher education funded primarily through the State
Fiscal Stabilization Fund (SFSF).” In addition, approximately 73,000 other

States must allocate 81.8 percent of their SFSF funds to support education (education
stabilization funds), and must use the remaining 18.2 percent for public safety and other
governuent services, which may include education (government services funds).
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jobs (including both education and noneducation positions) were reported
saved or created from the SFSF Government Services Fund, the Federal

Work Study Program, and Impact Aid funds.

Table 2: Jobs Created or Retained by Federat Program Agency as Reported by

Recipients of Recovery Act Funding

Department/agency Jobs Percent of totai
Education 398,006 62.2
Labor 76,223 19
Transportation 46,593 7.3
Hsalth and Human Services 28,616 4.5
Housing and Urban Development 28,559 4.5
Defense 11,238 18
Energy 10,021 1.8
Agriculture 6,273 1.0
Justice 5,575 0.8
Corps of Engineers 4,354 0.7
Environmentat Protection Agency 4,191 0.7
National Science Foundation 2,510 04
Federai Communications Commission 1,929 0.3
interior 1,780 0.3
Treasury 1,454 0.2
Homeland Security 1,305 0.2
Al others 11,701 1.8
Total 640,328 100.0
Source: Recovery.gov.

Note: Totals may not add due to rounding.
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Recipients of
Recovery Act Funds
We Contacted Appear
to Have Made Good
Faith Efforts to
Ensure Complete and
Accurate Reporting,
but It Will Take Time
to Improve Data
Quality

While recipients GAO contacted appear to have made good faith efforts to
ensure complete and accurate reporting, GAO’s fieldwork and initial
review and analysis of recipient data from www.recovery.gov, indicate
that there are a range of significant reporting and quality issues that need
to be addressed. Collecting information from such a large and varied
number of entities in a compressed time frame, as required by the
Recovery Act, is a huge task. Major challenges associated with the new
Recovery Act reporting requirements included educating recipients about
the reporting requirements and developing the systems and infrastructure
for collecting and reporting the required information. While recipients in
the states we reviewed generally made good faith efforts to report
accurately, there is evidence, including numerous media accounts, that the
data reporting has been somewhat inconsistent. Even recipients of similar
types of funds appear to have interpreted the reporting guidance in
somewhat different ways and took different approaches in how they
developed their jobs data. The extent to which these reporting issues
affect overall data quality is uncertain at this point. As existing recipients
become more familiar with the reporting system and requirements, these
issues may become less significant although communication and training
efforts will need to be maintained and in some cases expanded as new
recipients of Recovery Act funding enter the system. Because this effort
will be an ongoing process of cumulative reporting, our first review
represents a snapshot in time.

Initial Observations on
Recipient Reporting Data
Identify Areas Where
Further Review and
Guidance Are Needed

We performed an initial set of edit checks and basic analyses on the
recipient report data available for download from Recovery.gov on
October 30, 2009. Based on that initial review work, we identified recipient
report records that showed certain data values or patterns in the data that
were either erroneous or merit further review due to an unexpected or
atypical data value or relationship between data values. For the most part,
the number of records identified by our edit checks was relatively smail
compared to the 56,986 prime recipient report records included in our
review.

As part of our review, we examined the relationship between recipient
reports showing the presence or absence of any FTE counts with the
presence or absence of funding amounts shown in either or both data
fields for amount of Recovery Act funds received and amount of Recovery
Act funds expended. Forty four percent of the prime recipient reports
showed an FTE value. As shown in table 3, we identified 3,978 prime
recipient reports where FTEs were reported but no dollar amount was
reported in the data fields for amount of Recovery Act funds received and
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amount of Recovery Act funds expended. These records account for
58,386 of the total 640,329 FTEs reported.

Table 3: Count of Prime Recipient Reports by Presence or Absence of FTEs and
Recovery Act Funds Received or Expended

Reports Reports

Recovery Act funds with FTEs without FTEs
Received or expended funds reported” 21,280 9,247
(84%) (29%)

No received or expended funds reporied 3,978 22,481
(16%) (71%)

25,258 31,728

Total (100%) (100%)

Source: GAQ analysis of Fecovery,gov data.
*Prima racipient reparts showing a non zero doliar amount in either or both Racovary Act funds
received or expended data fields.

As might be expected, 71 percent of those prime recipient reports shown
in table 3 that did not show any FTEs also showed no dollar amount in the
data fields for amount of Recovery Act funds received and amount
expended. There were also 9,247 reports that showed no FTEs but did
show some funding amount in either or both of the funds received or
expended data fields. The total value of funds reported in the expenditure
field on these reports was $965 million. Those recipient reports showing
FTEs but no funds and funds but no FTEs constitute a set of records that
merit closer examination to understand the basis for these patterns of
reporting.

Ten recipient reports accounted for close to 30 percent of the total FTEs
reporied. All 10 reports were grants and the majority of those reports
described funding support for education-sector related positions. For
reports containing FTEs, we performed a limnited, automated scan of the
job creation field of the report, which is to contain a narrative description
of jobs created or retained. We identified 261 records where there was
only a brief description in this job creation field and that brief text showed
such words or phrases as “none,” “N/A,” zero, or variants thereof. For most
of these records, the value of FTEs reported is small, but there are 10 of
these records with each reporting 50 or more FTEs. The total number of
FTEs reported for all 261 records is 1,776. While our scan could only
identify limited instances of apparently contradictory information between
the job description and the presence of an FTE number, we suspect that a
closer and more extensive review of the job description field in relation to
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the count of FTEs would yield additional instances where there were
problems, and greater attention to this relationship would improve data
quality.

In our other analyses of the data fields showing Recovery Act funds, we
identified 132 records where the award amount was zero or less than $10.
There were also 133 records where the amount reported as received
exceeded the reported award amount by more than $10. On 17 of these
records, the difference between the smaller amount awarded and the
larger reported amount received exceeded $1 million. While there may be
a reason for this particular relationship between the reported award
amount and amount received, it may also indicate an improper keying of
data or an interpretation of what amounts are to be reported in which
fields that is not in accordance with the guidance.

We calculated the overall sum and sum by states for number of FTEs
reported, award amount, and amount received. We found that they
corresponded closely with the values shown for these data on
Recovery.gov. Some of the data fields we examined with known values
such as the Treasury Account Symbol (TAS) codes and Catalog of Federal
Domestic Assistance (CFDA) numbers* showed no invalid values on
recipient reports. However, our analyses show that there is reason to be
concemed that the values shown for these data fields in conjunction with
the data field identifying who the funding or awarding agency is may not
be congruent. Both TAS and CFDA values are linked to specific agencies
and their programs. We matched the reported agency codes against the
reported TAS and CFDA codes. We identified 454 reports as having a
mismatch on the CFDA number—therefore, the CFDA number shown on
the report did not match the CFDA number associated with either the
funding or awarding agency shown on the report. On TAS codes, we
identified 595 reports where there was no TAS match. Included in the
mismatches were 76 recipient reports where GAO was erroneously
identified as either the funding or awarding agency. In many instances,
review of these records and their TAS or CFDA values along with other

"*The TAS codes identify the Recovery Act funding program source. The two leftmost
characters of each TAS code form a data element that is identical with the two-digit
numerical code used in the federal budgetary process to identify major federal

organizations. The CFDA is a gover id pendium of federal programs, projects,
services, and activities that provide assi or benefits. It i i programs
dmini d by d Each is assigned a unique number where the first

two digits represent the funding agency.
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descriptive information from the recipient report indicated the likely
funding or awarding agencies. These mismatches suggest that either the
identification of the agency or the TAS and CFDA codes are in error on the
recipient report.

Another potential problem area we identified was the provision of data on
the number and total amount of small subawards of Iess than $25,000,
There are data fields that collect information on small subawards, small
subawards to individuals, and small subawards to vendors. There were 380
prime recipient report records where we observed the same values being
reported in both small subawards and small subawards to individuals, We
also identified 1,772 other records where it could be clearly established
that these values were being reported separately. While we are able to
establish that these data are not being consistently reported, it is not
possible to assess from the data alone the full extent to which subaward
data are being combined or reported separately across all recipient
reports. Additionally, we noted 152 reports where, in either the subawards
or subawards to individuals data fields, the value for the number of
subawards and the total dollar value of subawards were exactly the same
and, as such, most likely erroneous.

‘While most recipient report records were not identified as potential
problems in these initial edit checks and analyses thus far, our results do
indicate the need for further data quality efforts.

Various Interpretations of
How to Report FTEs
Produced Questionable
Data on Jobs Created or
Retained

Under OMB guidance, jobs created or retained were to be expressed as
FTEs. We found that data were reported inconsistently even though
significant guidance and training was provided by OMB and federal
agencies. While FTEs should allow for the aggregation of different types of
Jjobs—part-time, full-time or temporary—differing interpretations of the
FTE guidance compromise the ability to aggregate the data.

In addition to issuing guidance, OMB and federal agencies provided
several types of clarifying information to recipients as well as
opportunities to interact and ask questions or receive help with the
reporting process. These included weekly phone calls between OMB and
groups representing the state budget and comptrollers offices, weekly
calls between all state reporting leads, webinars, a call center, and e-mail
outreach. State officials reported they took advantage of and appreciated
this outreach. For example, Ohio state officials said they were generally
satisfied with the technical assistance and guidance provided by OMB—
specifically, the assistance it received from the Federalreporting.gov help
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desk staff. OMB estimated that it had a better than 90 percent response
rate for recipient reporting and said that they answered over 3,500
questions related to recipient reporting.

The data element on jobs created or retained expressed in FTEs raised
questions and concerns for some recipients. OMB staff reported that
questions on FTEs dominated the types of questions they fielded during
the first round of recipient reporting. Although the recipient reports
provide a detailed account of individual projects, as Recovery.gov shows,
these projects represent different types of activities and start and end at
various points throughout the year, and recipients had various
understandings of how to report an FTE. In section 5.2 of the June 22
guidance, OMB states that “the estimate of the number of jobs required by
the Recovery Act should be expressed as ‘full-time equivalents’ (FTE),
which is calculated as the total hours worked in jobs retained divided by
the number of hours in a full time schedule, as defined by the recipient.”
Further, “the FTE estimates must be reported cumulatively each calendar
quarter.” In section 5.3, OMB states that “reporting is cumulative across
the project lifecycle, and will not reset at the beginning of each calendar or
fiscal year.”

FTE calculations varied depending on the period of performance the
recipient reported on. For example, in the case of federal highways
projects, some have been ongoing for six months, while others started in
September 2009. In attempting to address the unique nature of each
project, DOT’s Federal Highway Administration (FHWA) faced the issue of
whether to report FTE data based on the length of time to complete the
entire project {project period of performance) versus a standard period of
performance such as a calendar quarter across all projects. According to
FHWA guidance, which was permitted by OMB, FTEs reported for each
highway project are expressed as an average monthly FTE. This means
that for a project that started on July 1, 2009, the prime recipient would
add up the hours worked on that project in the months of July, August,
and September and divide that number by {(3/12 x 2,080 hours)]. For a
project that started on August 1, 2009, the prime recipient should add up
the hours worked on that project in the months of August and September
and divide that number by {(2/12 x 2,080 hours)]. For a project that started
on September, 1, 2009, the prime recipient should add up the hours
worked on that project in the month of September and divide that number
by {(1/12 x 2,080 hours)]. The issue of a standard performance period is
magnified when looking across programs and across states. To
congistently compare FTEs, or any type of fraction, across projects, one
must use a common denominator. Comparison of FTE calculations across
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Table 4: Aggregation of FHWA FTE Data

projects poses challenges when the projects have used different time
periods as denominators. Tables 4 and 5 below provide more detail on the
problems created by not having a standard performance period for
calculating FTEs.

Table 4 is an application of the FHWA guidance for three projects with
varying start dates. This example illustrates the way FHWA applied the
OMB guidance and that the way FTEs are aggregated in
Federalreporting.gov could overstate the employment effects. In this
example, because the 30 monthly FTE data were aggregated without
standardizing for the quarter, FTEs would be overstated by 10 relative to
the OMB guidance. A standardized quarterly measure and job-years are
included as examples of a standard period of performance. A job-year is
simply one job for 1 year. Regardiess of when the project begins, the total
hours worked is divided by a full years worth of time (12 months), which
would enable aggregation of employment effects across programs and
time.

Project A Project B Project C

Start date July 1 August 1 September 1
Fulk-time employees 10 10 10
Duration of project as of September 30 3 months 2 months 1 month
Average monthly FTE per FHWA 10 10 10
Cumuiative FTE per OMB guidance 10 6.67 3.33
FTE standardized on a quarterly basis 10 6.67 333
Job-years 25 1.67 0.83

Source: GAQ analyshs of FHWA FTE data.

Notes:

Total FTE as by FHWA and onf ing.gov = 30,

Total cumulative FTE per OMB guidance = 20.
Total FTE on a standardized quarterty basis = 20.
Total job-years = 5 {standardized FTE),

Table b is an application of the OMB guidance for two projects with
varying start dates. In this example, the OMB guidance understates the
employment effect relative to the standardized measure. Cumulative FTE
per OMB guidance would result in 20 FTE compared with 30 FTE when
standardized on a quarterly basis. Both a standardized quarterly FTE
measure and a job-year measure are included as examples of a standard
period of performance. Regardless of when the project begins, the total
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hours worked is divided by a full year’s worth of time (12 months), which
would enable aggregation of employment effects across programs and
time,

Tabie 5: OMB’s Cumulative FTE versus s Standardized Measure

Project X Project Y
Start date July 1 Qctober 1
Fufl-time employees 10 10
Duration of project as of December 30 & months 3 months
Cumulative FTE per OMB guidance 10 10
FTE standardized on a quarterly basis 20 10
Job-years 5 25

‘Source: GAQ analysis of OMB FTE calcularion guidancs.
Notes:

Total Cumuiative FTE par OMB guidance = 20.
Total FTE on a standardized quarterly basis = 30.
Totai job-years = 7.5 {standardized FTE).

There are examples from other DOT programs where the issue of a project
period of performance created significant variation in the FTE calculation.
For example, in Pennsylvania, each of four transit entities we interviewed
used a different denominator to calculate the number of full-time )
equivalent jobs they reported on their recipients reports for the period
ending September 30, 2009. Southeastern Pennsylvania Transportation
Authority in Philadelphia used 1,040 hours as its denominator, since it had
projects underway in two previous quarters. Port Authority of Allegheny
County prorated the hours based on the contractors’ start date as well as
to reflect that hours worked from September were not included due to lag
time in invoice processing. Port Authority used 1,127 hours for contractors
starting before April, 867 hours for contractors starting in the second
quarter, and 347 hours for contractors starting in the third quarter. Lehigh
and Northampton Transportation Authority in Allentown used 40 hours in
the 1512 report they tried to submit, but, due to some confusion about the
need for corrective action, the report was not filed. Finally, the
Pennsylvania Department of Transportation in the report for nonurbanized
transit systems used 1,248 hours, which was prorated by multiplying 8
hours per workday times the 156 workdays between February 17 and
September 30, 2009. In several other of our selected states, this variation
across transit programs’ period of performance for the FTE calculation
also accurred.
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The issue of variation in the period of performance used to calculate FTEs
also occurred in Education programs. Across a number of states we
reviewed, local education agencies and higher education institutions used
a different denominator to calculate the number of FTEs they reported on
their recipient reports for the period ending September 30, 2009. For
example, two higher education systems in California each calculated the
FTE differently. In the case of one, officials chose to use a two-month
period as the basis for the FTE performance period. The other chose to
use a year as the basis of the FTE. The result is almost a three-to-one
difference in the number of FTEs reported for each university system in
the first reporting period. Although Education provides alternative
methods for calculating an FTE, in neither case does the guidance
explicitly state the period of performance of an FTE.”

Recipients were also confused about counting a job created or retained
even though they knew the number of hours worked that were paid for
with Recovery Act funds. For example, the Revere Housing Authority, in
administering one Recovery Act project, told us that they may have
underreported jobs data from an architectural firm providing design
services for a Recovery Act window replacement project at a public
housing complex. The employees at the architecture firm that designed the
window replacement project were employed before the firm received the
Recovery Act funded contract and will continue to be employed after the
contract has been completed, so from the Revere Housing Authority’s
perspective there were no jobs created or retained. As another example,
officials from one housing agency reported the number of people, by trade,
who worked on Recovery Act related projects, but did not apply the full-
time equivalent calculation outlined by OMB in the June 22 reporting
guidance. Officials from another public housing agency told us that they
based the number of jobs they reported on letters from their contractors
detailing the number of positions rather than FTEs. OMB staff said that
thinking about the jobs created or retained as hours worked and paid for
with Recovery Act funds was a useful way to understand the FTE
guidance. While OMB’s guidance explains that in applying the FTE
calculation for measuring the number of jobs created or retained
recipients will need the total number of hours worked that are funded by

"California Task Force officials said that they believed that both education agencies
determined the estimated number of jobs created or retained within applicable federal
agency guidance.
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the Recovery Act, it could emphasize this relationship more thoroughly
throughout its guidance.

OMB's decision to convert jobs into FTEs provides a consistent lens to
view the amount of labor being funded by the Recovery Act, provided each
recipient uses a standard time frame in considering the FTE. The current
OMB guidance, however, creates a situation where, because there is no
standard starting or ending point, an FTE provides an estimate for the life
of the project. Without normalizing the FTE, aggregate numbers should
not be considered, and the issue of a standard period of performance is
magnified when looking across programs and across states.

Technical Reporting and
Processing Glitches
Occurred, but Recipients
Were Able to Report

Recipients we interviewed were able to report into and review data on
Federalreporting.gov. Particularly given the scale of the project and how
quickly it was implemented, within several months, the ability of the
reporting mechanisms to handle the volume of data from the range of
recipients represents a solid first step in the data collection and reporting
process for the fulfillment of the section 1512 mandate, Nonetheless, there
were issues associated with the functional process of reporting, For
example, state officials with decentralized reporting structures reported
problems downloading submitted information from Recovery.gov to
review top-line figures such as money spent and jobs created or retained.
The Iowa Department of Management, which did Iowa’s centralized
reporting into Federalreporting.gov, said that, overall, the system was very
slow. In addition to the slowness, as the system was processing input from
Iowa's submission, every tire it encountered an error, it kicked back the
whole submission—but it showed only the one error. After fixing the one
errant entry, the state resubmitted its information, which would then be
completely sent back the next time an error was encountered. fowa
officials believe it would have been more efficient if the system identified
all errors in submission and sent back a complete list of errors to fix,
Other recipient reporters we interviewed highlighted issues around
DUNS"* numbers and other key identifiers, along with the inability to enter
more than one congressional district for projects that span multiple
districts. The expectation is that many of these entry and processing errors
were captured through the review process, but the probability that all
errors were caught is low.

185 D-U-N-5 pumber is a unique nine-digit gnized as the uni 1 standard
for identifying and keeping track of 100 million businesses worldwide.
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Generally, state officials from our 17 jurisdictions reported being able to
work through technical reporting and processing glitches. For example,
Florida officials reported that they encountered many technical issues but
were able to solve the problems by contacting the Recovery Board. Ohio
officials noted that, although they were initially concerned, in spite of the
tremendous amount of data being submitted, Federalreporting.gov held up
well. While they faced some challenges, California officials reported that,
overall, they were successful in reporting the numbers into
Federalreporting.gov. They worked with the technical team at
Federalreporting.gov and performed a test on October 1, 2009, to see if the
upload of the job data was going to work. During the October reporting
time frame, New Jersey officials reported that they generally did not
experience significant recipient reporting problems. The few reporting
problems New Jersey experienced accurred in relation to issues uploading
the data onto Federalreporting.gov and issues requiring clarifying
guidance from the relevant federal agency.

Notwithstanding the concerns over the slowness of the reporting system
and error checks, Iowa officials also reported that the process worked
rather well, determining that most of their state reporting problems
seemed to stem from a few recipients not fully grasping all of the training
the state had provided and thus not knowing or having key information
like DUNS numbers and in some cases submitting erroneous information.
The state department of management plans to specifically address the 30
or so recipients associated with these issues—just about all of which were
school districts. As a follow-up from this first reporting cycle, several
states have developed a list of lessons learned to share with OMB and
other federal agencies. An example in appendix I illustrates problems
public housing authorities had with both the recipient reporting
processing functions and the FTE calculation.

In addition to the Federalreporting.gov Web site, the Recovery Board used
arevised Recovery.gov Web site to display reported data. The revised site
includes the ability to search spending data by state, ZIP code, or
congressional district and display the results on a map. The Recovery
Board also awarded a separate contract to support its oversight
responsibilities with the ability to analyze reported data and identify areas
of concern for further investigation. In addition, the board plans to
enhance the capabilities of Federalreporting.gov. However, the Recovery
Board does not yet use an adequate change management process to
manage system modifications. Without such a process, the planned
enhancements could become cost and schedule prohibitive, The board has
recognized this as a significant risk and has begun development of a
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change management process. Finally, the board has recognized the need
to improve the efficiency of its help desk operation to avoid dropped calls
and is working on agreements to address this risk.

Processes Are in Place at
the States and Federal
Agencies for Recipient
Reporting Data Quality
Review

State Level Data Quality
Review

Recipient reporting data quality is a shared responsibility, but often state
agencies have principal accountability because they are the prime
recipients. Prime recipients, as owners of the recipient reporting data,
have the principal responsibility for the quality of the data submitted, and
subrecipients delegated to report on behalf of prime recipients share in
this responsibility.” In addition, federal agencies funding Recovery Act
projects and activities provide a layer of oversight that augments recipient
data quality. Oversight authorities including OMB, the Recovery Board,
and federal agency IGs also have roles to play in ensuring recipient
reported data quality, while the general public and nongovernmental
entities can help as well by highlighting data problems for correction.

All of the jurisdictions we reviewed had data quality checks in place for
the recipient reporting data, either at the state level or a state agency level.
State agencies, as entities that receive Recovery Act funding as federal
awards in the form of grants, loans, or cooperative agreements directly
from the federal government, are often the prime recipients of Recovery
Act funding, Our work in the 16 states and the District of Columbia
showed differences in the way states as prime recipients approach
recipient reporting data quality review. Officials from nine states reported
having chosen a centralized reporting approach meaning that state
agencies submit their recipient reports to a state central office, which then
submits state agency recipient reports to Federalreporting.gov. For

“Prime recipients are nonfederal entities that receive Recovery Act funding as federal
awards in the form of grants, loans, or cooperative agreements directly from the federal
govemment. Subrecipients are nonfederal entities that are awarded Recovery Act funding
through a legal instrument from the prime recipient to support the performance of any
portion of the substantive project or program for which the prime recipient received the
Recovery Act funding. Additionally, the terms and conditions of the federal award are
carried forward to the subrecipient.

Page 25 GAO-10-223 Recovery Act



168

example, Colorado’s Department of Transportation provided its recipient
report to a central entity, the Colorado Office of Information Technology,
for submission to Federalreporting.gov. States with centralized reporting
systems maintain that they will be able to provide more oversight of
recipient reporting with this approach. Advocates of centralized reporting
also expect that method will increase data quality, decrease omissions and
duplicate reporting, and facilitate data cleanup.

Officials from the remaining eight jurisdictions reported using a
decentralized reporting system. In these cases, the state program office
administering the funds is the entity submitting the recipient report. In
Georgia, for example, the State Department of Transportation is
responsible for both reviewing recipient report data and submitting it to
Federalreporting.gov. Illinois, as is the case for four other decentralized
states, is quasidecentralized where the data are centrally reviewed and
reported in a decentralized manner. When the audit office infortns the
Office of the Governor that its review is complete and if the Office of the
Governor is satisfied with the results, the Mlinois state reporting agency
may upload agency data to Federalreporting.gov. Appendix I provides
details on California’s recipient reporting experiences.

As a centralized reporting state, Iowa officials told us that they developed
internal controls to help ensure that the data submitted to OMB, other
federal entities, and the general public, as required by section 1512 of the
Recovery Act, are accurate. Specifically, Iowa inserted validation
processes in its Recovery Act database to help reviewers identify and
correct inaccurate data. In addition, state agency and local officials were
required to certify their review and approval of their agency’s information
prior to submission. Jowa state officials told us that they are working on
data quality plans to include being able to reconcile financial information
with the state’s centralized accounting system. According to Iowa officials,
the number of Recovery Act grant awards improperly submitted was
relatively small.

As a decentralized reporting state, New Jersey officials reported that a
tiered approach to data quality checks was used for all Recovery Act
funding streams managed by the state. Each New Jersey state department
or entity was responsible for formulating a strategy for data quality
reviews and implementing that strategy. The New Jersey Department of
Community Affairs, for example, directed subrecipients to report data
directly into an existing departmental data collection tool modified to
encompass all of the data points required by the Recovery Act. This
system gave the Department of Community Affairs the ability to view the
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Federal Agency Data Quality
Review

data as it came in from each subrecipient. From this data collection too},
the depariment uploaded prime and subrecipient data to
Federalreporting.gov. All departmental strategies were reviewed by the
New Jersey Governor’s office and the New Jersey Recovery Accountability
Task Force. The Governor's office conducted a review of the reports as
they were uploaded to Federalreporting.gov on a program-by-program,
department-by-depariment basis to identify any outliers, material
omiissions, or reporting errors that could have been overlooked by
departments.

To help ensure the quality of recipient report data, the Recovery Board
encouraged each federal Office of Inspector General overseeing an agency
receiving Recovery Act funds to participate in a governmentwide Recovery
Act Reporting Data Quality Review. The Recovery Board requested the IG
community to determine the following: (1) the existence of documentation
on the agencies’ processes and procedures to perform limited data quality
reviews targeted at identifying material omissions and significant reporting
errors, (2) the agencies’ plans for ensuring prime recipients report
quarterly, and (3) how the agencies intend to notify the recipient of the
need to make appropriate and timely changes. In addition, IGs reviewed
whether the agency had an adequate process in place to remediate
systemic or chronic reporting problems and if they planned to use the
reported information as a performance mar 1t and it tool.
We reviewed the 15 IG reports that were available as of November 12,
2009. Our review of these reports from a range of federal agencies found
that they had drafted plans or preliminary objectives for their plans for
data quality procedures.

Published IG audits on agencies’ Recovery Act data quality reviews that
we exarained indicated that federal agencies were using a variety of data
quality checks, which included automated or manual data quality checks
or a combination. Computer programs drive the automated processes by
capturing records that do not align with particular indicators determined
by the agency. Agencies may use a manual process where a designated
office will investigate outliers that surface during the automated test. For
example, the automated process for Education performs data checks to
validate selected elements against data in the department’s financial
systems. As part of its data quality review, Education officials are to
examine submitted reports against specific grant programs or contract
criteria to identify outliers for particular data elements. Of the IG reports
that we reviewed that mentioned systemic or chronic problems, 9 of the 11
found that their agencies had a process in place to address these
probleras. Although some of the IGs were unable to test the
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implementation of their agency's procedures for reviewing the quarterly
recipient reports, based on their initial audit, they were able to conclude
that the draft plan or preliminary objectives for data quality review were in
place.

According to OMB’s guidance documents, federal agencies must work
with their recipients to ensure comprehensive and accurate recipient
reporting data. A September 11, 2009, memorandum from OMB directed
federal agencies to identify Recovery Act award recipients for each
Recovery Act program they administer and conduct outreach actions to
raise awareness of registration requirements, identify actual and potential
barriers to timely registration and reporting, and provide programmatic
knowledge and expertise that the recipient may need to register and enter
data into Federalreporting.gov. Federal agencies were also expected to
provide resources to assist state and select local governments in meeting
reporting requirements required by the Recovery Act. In addition, federal
agencies were to identify key mitigation steps to take to minimize delays in
recipient registration and reporting.

OMB also requires that federal agencies perform limited data quality
reviews of recipient data to identify inaterial omissions and significant
reporting errors and notify the recipients of the need to make appropriate
and timely changes to erroneous reports. Federal agencies are also to
coordinate how to apply the definitions of material omissions and
significant reporting errors in given program areas or across programs in a
given agency to ensure consi: y in the in which data quality
reviews are carried out. Although prime recipients and federal agency
reviewers are required to perform data quality checks, none are required
to certify or approve data for publication. However, as part of their data
quality review, federal agencies must classify the submitted data as not
reviewed by the agency; reviewed by the agency with no material
omissions or significant reporting errors identified; or reviewed by the
agency with material omissions or significant reporting errors identified. If
an agency fails to choose one of the aforementioned categories, the system
will default to not reviewed by the agency.

The prime recipient report records we analyzed included data on whether
the prime recipient and the agency reviewed the record in the OMB data
quality review time frames. In addition, the report record data included a
flag as to whether a correction was initiated. A correction couid be
initiated by either the prime recipient or the reviewing agency. Table 6
shows the number and percentage of prime recipient records that were
marked as having been reviewed by either or both parties and whether a
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correction was initiated. OMB’s guidance provided that, a federal agency,
depending on the review approach and methodology, could classify data
as being reviewed by the agency even if a separate and unique review of

each submitted record had not occurred.

Table 6: Prime Reciplent Reports F and Cor
Reviewed Reviewed Number of prime
by agency by prime recipient Correction recipient reports Percentage
No No No 2,959 5
No No Yes 8,201 14
No Yes Yos 1 1<
Yes No No 37,911 &7
Yeos Neo Yes 7,900 14
Yes Yeos No 13 1<
Yes Yes Yes 1 1<
Total 56,986 100%

Sourcar GAD analysis of Recavery. gov data,

As shown in table 6, more than three quarters of the prime recipient
reports were marked as having undergone agency review. Less than one
percent was marked as having undergone review by the prime recipient.
The small percentage reviewed by the prime recipients themselves during
the OMB review time frame warrants further examination. While it may be
the case that the recipients’ data quality review efforts prior to initial
submission of their reports precluded further revision during the review
time frame, it may also be indicative of problems with the process of
noting and recording when and how the prime recipient reviews occur and
the setting of the review flag. Overall, slightly more than a quarter of the
reports were marked as having undergone a correction during the OMB
review time frames.
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Highway and Education
Projects Illustrate State
and Federal Agency Joint
Responsibility for Data
Quality

Highway Projects

The Federal-Aid Highway Program provided a good case study of federal
agency data quality reviews because the responsible federal agency,
FHWA, had previous experience estimating and reporting on the
employment effects of investment in highway construction. As a result,
FHWA would seem to be better positioned than some other federal
agencies to fulfill the job creation or retention reporting requirements
under the Recovery Act and may have data quality review processes that
other federal agencies could replicate. We met with officials and reviewed
available documentation including federal highway reporting documents
and payroll records at the selected state departments of transportation and
selected vendors. Overall, we found that the state departments of
transportation as prime recipients had in place plans and procedures to
review and ensure data quality. We followed up with the state departments
of transportation to confirm that these procedures were followed for
highway projects representing at least 50 percent of the Recovery Act
highway reimbursements as of September 4, 2009 in the 17 jurisdictions
where we are conducting bimonthly reviews and reviewed available
documentation.” Appendix I illustrates recipient reporting processes and
data quality checks at the Florida Department of Transportation.

In addition to the section 1512 reporting requirements, recipients of
certain transportation Recovery Act funds, such as state departments of
transportation, are subject to the reporting requirements outlined in
section 1201(c) of the Recovery Act. Under section 1201(c), recipients of
transportation funds must submit periodic reports on the amount of
federal funds appropriated, allocated, obligated, and reimbursed; the
number of projects put out to bid, awarded, or work has begun or
comopleted; and the number of direct and indirect jobs created or

“The Federal-Aid Highway Program is not a “cash up-front” program. No cash is actually
disbursed until states incur costs. Projects are approved and work is started, then the
federal go makes p Iso called rei {0 the states for costs
as they are incurred on projects. The amount of cash paid to the states reflects only the
federal share of the project’s cost.
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sustained, among other things.” The Recovery Act section 1201(c)
requirement called for project level data to be reported twice before the
first Recovery Act section 1512 report was due.” DOT is required to
collect and compile this information for Congress, and it issued its first
report to Congress in May 2009. Consequently, DOT and its modal
administrations, such as FHWA, and state departments of transportation
gained experience collecting and reporting job creation and retention
information before the first Recovery Act section 1512 report was due in
QOctober 2009 and required FHWA to have its data collection and review
process in place in advance of October 1, 2009, the start of the section
1512 reporting.

To help fulfill these reporting requirements, FHWA implemented a
reporting structure that ties together the federal and state levels of
reporting, creating both a chain of evidence and redundancy in the review
of the reported data. Figure 4 shows the reporting structure. As part of this
reporting structure, FHWA also created the Recovery Act Data System
(RADS), with the updated version of the system released in early
September 2009. RADS is primarily designed as a repository of data for
states, but it also serves as an important oversight tool for FHWA because
it links federal financial data to project data reported by the states. The
system helps ensure consistent definitions of fields and enables FHWA to
auto-populate identification fields, including DUNS numbers, award
numbers, and total award amounts, to both reduce the burden at the
project level and to reduce the data entry errors. In addition, monthly
reporting requirements include payroll records, hours worked, and data
quality assurances, in individual contracts for highway projects funded
with Recovery Act funds. FHWA may withhold payments if a recipient is
found to be in noncompliance with the reporting requirements.

“'The first periodic report was due no later than 90 days after the date of enactment of the
act, with updated reports due no later than 180 days, ! year, 2 years, and 3 years after
enactment.

#Section 1201(c) requires recipients of Recovery Act funds under certain federal

tation programs, including Federal-Aid Surface Transportation Program to make
periodic reports. Among other information, these reports are to inclede the number of
direct, on-project jobs created or sustained by federal funds, and, to the extent possible the
estimated indirect jobs created or ined in the iated supplying industries,
including the number of job-years created and the tatal increase in employment since the
enactment of the Recovery Act.
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Figure 4: FHWA’s Recipient Reporting Data Structure

Data submissions

initial
Stats reviewed

Federal reiewed

Sowrca: GAO.

*Four statas, Georgia, Hinois, New York, and Narth Caroiina, pius tha District of Columbia, review
data centrally but report in a decentralized manner.

To meet the reporting requirements of the Recovery Act, FHWA required
that prime contractors of transportation projects funded with Recovery
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Act dollars report project level activity on a monthly basis to the state
departments of transportation. Specifically, prime contractors are required
to submit the total number of people working on the project, the total
number of hours worked on the project, and the total payroil on the
project for each month. These reports are to include this information for
both the prime contractors and subcontractors. FHWA also requires that
prime contractors provide documentation to verify the hours funded
through the Recovery Act, a higher standard than the OMB guidance
requires for section 1512 reporting purposes. FHWA’s monthly reporting
requirement is included in individual contracts for each highway project
funded with Recovery Act dollars. Prior to the Recovery Act, FHWA
required contractors to maintain similar information and make it available
for inspection. However, while discussing project level activity with
transportation contractors and officials across the 17 jurisdictions, we
found that many had been reporting this information to state departments
of transportation on a monthly basis.

Within our 17 jurisdictions, we had discussions with prime contractors
from 36 highway projects funded by Recovery Act dollars. In several cases,
these prime contractors were also prime contractors or subcontractors for
other Recovery Act funded projects. Activities conducted by these
contractors included projects such as highway repaving, interstate
resurfacing, and bridge replacement. To meet the reporting requirements,
a number of prime contractors we visited developed data systems to
collect required project information from the subcontractors. In some
cases, we also found that prime contractors reinforced the reporting
requirements by including the requirements in their contracts with
subcontractors, providing contractors with the necessary leverage to help
ensure compliance with the reporting requirements. Appendix 1 details
recipient reporting examples for contractors in Georgia and
Massachusetts.

FHWA has taken several steps to help ensure the reliability of the
information contained in RADS. First, FHWA compared information states
recorded in RADS to the information states submitted to
Federalreporting.gov to identify inconsistencies or discrepancies. Second,
as part of an ongoing data reliability process, FHWA monitors select fields
in RADS, such as number of projects, types of projects, and where projects
are located, and performs data validation and reasonableness tests. For
example, it checks if a rate of payment in dollars per hour is too high or
too low. When potential issues are identified, FHWA division offices work
with the state department of transportation or central office to make
necessary changes.
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Education Projects

For this round of recipient reporting, FHWA used an automated process to
review all of the reports filed by recipients. These automated reviews
included various data validation and reasonableness checks. For example,
FHWA checked whether the range of FTEs reported were within its own
economic estimates. For any reports that were out of range, FHWA would
comment on these reports. As described earlier, only recipients could
make changes to the data. In making a comment, FHWA let the recipient
know there was potential concern with the record. The recipient then had
the opportunity to either change or explain the comment raised by FHWA.
According to FHWA officials, they reviewed 100 percent of more than
7,000 reports submitted by recipients of Recovery Act highway funds and
found that the final submissions were generally consistent with
department data. Although there were problems of inconsistent
interpretation of the guidance, the reporting process went well for
highway projects.

Education has engaged in numerous efforts to facilitate jobs reporting by
states® and local educational agencies (LEA). States and LEAs have also
taken action to collect and report jobs data and to ensure data quality.
Despite these efforts, state and local officials we spoke with raised some
concerns about the quality of jobs data reported in October 2009, such as
insufficient time to incorporate updated guidance on estimating job
counts. To address these concemns, Education and many state officials we
interviewed said they plan to take steps to improve the reporting and data
quality processes before the next reports are due in January 2010. Our
review focused on the State Fiscal Stabilization Fund, as well as Recovery
Act grants made for the Elementary and Secondary Education Act of 1965,
Title I, Part A and for the Individuals with Disabilities Education Act, Part
B. To collect this information, we interviewed Education officials and
officials in 10 states—Arizona, California, Colorado, Florida, Georgia,
Illinois, Massachusetts, New Jersey, New York, and North Carolina—the
District of Columbia, and 12 LEAs, including a mix of LEAs in urban and
rural areas. States were selected from the 16 states and the District of
Columbia in which we conduct bi-monthly reviews of the use of Recovery
Act funds as mandated by the Recovery Act. We also reviewed federal and
state guidance and other documentation.

HState reporting d in jobs ing under section 1512 of the Recovery Act
may include governor's offices, recovery agencies, state educational agencies or other state
offices, depending on whether the state is using a centralized reporting approach or
decentralized reporting approach.
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Education’s efforts to facilitate jobs reporting by states and LEAs include
coordinating with OMB, providing guidance and technical assistance to
states and LEAs, and reviewing the guality of the jobs data reported.
Education has coordinated its efforts regarding recipient reporting with
OMB in a number of ways, including participating in cross-agency
workgroups and clearing its guidance materials with OMB prior to
disseminating them. On August 10, 2009, Education hosted a web-based
technical assistance conference on reporting requirements that included
information on OMB’s guidance on estimating and reporting jobs data. On
September 11, the department issued guidance specifically related to
estimating and reporting jobs created or retained by states and LEAs
receiving Recovery Act grants,” Education updated its jobs guidance and
hosted another web-based technical assistance conference on September
21, providing detailed instructions to states and LEAs on a range of topics,
such as how to estimate the number of hours created or retained for a
teacher who works less than 12 months in a year. In addition, according to
Education officials, the department developed and implemented a draft
plan to review the jobs data that states and LEAs reported to
Federalreporting.gov in October. This plan addresses the roles and
responsibilities of several Education offices to assist with the data quality
review throughout the 30-day reporting timeline (for example, Oct. 1
through Oct. 30, 2009).* According to the plan, these responsibilities
include continuous evaluation of recipient and subrecipient efforts to meet
reporting requirements, as well as providing lirited data quality reviews
and notifying the recipient of the need to make appropriate and timely
corrections. The plan says that reviewers are to conduct two types of data
quality checks ~ an automated and a manual review. The automated
review will validate various data elements for financial assistance against
its grant management system, such as prime award numbers, recipient
DUNS numbers, and amounts of awards, The manual review will identify
outliers in certain data elements, such as whether the reported number of
Jjobs created is reasonable. According to Education officials, upon their

#See U.S. Department of Education, Clarifying Guidance on American Recovery and
Reinvesiment Act of 2009: Reporting on Jobs Creation Estimates by Recipients
(Washington, D.C,, September 2009).

“The plan delineates specific roles and responsibilities for the Office of the Deputy
Secretary; the Office of the Chief Information Officer; the Office of the Chief Financial
Officer, Financial Management Operations; the Office of the Chief Financial Officer,

C and Acquisition M: Office of the Chief Financial Officer, Financial
Systems Services; the Office of the Secretary, Risk M Services M.
Improvement Team; and various program offices,
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initial review of recipient reported data, the most common errors were
relatively small—such as mistyped award numbers or incorrect award
amounts—and were easily addressed and corrected during the agency
review period. Department officials told us that they provided technical
assistance to states and were able to have states correct the errors such
that almost all of them were corrected before the QOctober 30 deadline.
Furthermore, state officials generally provided positive feedback to the
department for these efforts, according to Education officials. Education’s
Office of Inspector General (OIG) examined Education’s process for
reviewing the quality of recipient reported data and found that Education’s
data review process was generally adequate.” The OIG's review
determined that Education has established a process to perform limited
data quality reviews intended to identify problems, such as questionable
expenditure patterns or job estimates. OIG also acknowledged that
Education developed a process to correct any issues that Education
officials find by contacting the recipients who submitted the report. In
addition, OIG noted that the department plans to review quarterly data at a
state level to determine whether there are systemic problems with
individual recipients and that Education plans to use the reported
information as a management tool.

State educational agencies (SEA) also have taken action to collect and
report jobs data and to ensure data quality.” State officials in Arizona,
Massachusetts, New Jersey, and New York and officials in the District of
Columbia told us that they adapted their existing data systems or created
new ones to track and report jobs data. For example, Massachusetts
Department of Education officials created an online quarterly reporting
web site to collect jobs data from its LEAs and detailed information on
personnel funded by Recovery Act grants. In addition, many SEA and LEA
officials we spoke with reported taking steps to ensure data quality, such
as pre-populating data fields (that is, inserting data, such as DUNS
numbers, into the recipient reporting template for the LEAs), checking the

®For more information on the Inspector General findings, see U.S. Department of
Education. Office of Inspector General, The Department’s Process to Ensure Data Quality
Under the Reporting Requirements of the American Recovery and Reinvestment Act of
2009, Final Audit Report No. ED-OIG/A19J0004. Oct. 29, 2009,

”Accurding to federal Recovery Act guidance, LEA officials are primarily responsible for
st:

developing job esti and state: prime recipi of the Recovery Act SFSF,
El y and S dary Education Act Title I, and Individuals with Disabilities
Education Act grants ible to report those data to Federalreporting.gov. Both

states and LEAs are responsibfe for ensuring that the reported data are accurate.
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reasonableness of data entered, and looking for missing data. In addition
to tracking and reporting jobs data and taking steps to ensure data quality,
SEA officials reported providing technical assistance, such as written
guidance and Web-based seminars, that explain how LEAs should report
job estimates. For example, California state officials had LEAs submit
their data through a new web-based data reporting system and, prior to
implementing the new system, provided written guidance and offered a
‘web-based seminar to its LEAs.

Despite efforts to ensure data quality, state and local officials we spoke
with raised some concerns about the quality of jobs data reported in
October 2009. For example, LEAs were generally required® to calculate a
baseline number of hours worked, which is a hypothetical number of
hours that would have been worked in the absence of Recovery Act funds.
LEA officials were to use this baseline number to determine the number of
hours created or retained and to subsequently derive the number of FTEs
for job estimates. Each LEA was responsible for deriving its own estimate.
New Jersey state officials we interviewed told us that it was likely that
LEAs used different methods to develop their baseline numbers, and as a
result, LEAs in the same state may be calculating FTEs differently. (See
appendix II for a complete description of the calculations used to
determine baseline number of hours worked, number of hours created or
retained, and FTEs for jobs created or retained). According to Illinois state
officials, some of their LEAs had double-counted the number of positions,
attributing the positions to both state fiscal year 2009 (which ended on
June 30, 2009) and fiscal year 2010 (beginning July 1, 2009), in part
because the reporting period covered both of the state’s fiscal years. Also,
according to Illinois officials, other school districts estimated that zero
positions were attributable to the Recovery Act. In those cases, LEA
officials received Recovery Act funds before finalizing staff lay-offs. Since
they had not officially laid off any staff, lllinois officials told us that LEA
officials were unsure as to whether those jobs would count as “jobs saved”
and believed it best to report that no jobs had been saved because of
Recovery Act funding. INinois officials told us that Education reviewed
Illinois’ data, but did not ask them to make any corrections, but instead
asked the state to disaggregate the job estimates by type of position, such
as teachers and administrators. Also, one LEA official from New York

“There are some exceptions to this requi For le, in limited
and with app: from Educati ipi may use an Education-approved statistical
methodology to jobs estd
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reported that he did not have enough time to conduct the necessary data
quality checks he wanted to perform. Education officials acknowledged
that many state and local officials reported various challenges in
understanding the instructions and methodology that Education suggested
they use to calculate job estimates.” According to Education officials,
when states contacted the department to report these problerms,
Education officials provided technical assistance to resolve the state’s
specific issues.

States faced challenges due to the timing of guidance or changes in
guidance on how to estimate jobs attributable to the Recovery Act,
according to Education officials and several state officials we interviewed.
For example, Colorado officials reported that, based on June 22, 2009
guidance from OMB, they believed that subrecipient vendors’ jobs would
be considered “indirect jobs” and therefore LEAs would not have to
provide estimates of their vendors’ jobs in their reports. Colorado officials
told us they received guidance at Education’s August technical assistance
conference indicating that subrecipients (in this case, LEAs) are supposed
to include vendor job estimates based on those jobs directly funded by
Recovery Act grants. However, Education’s guidance did not clearly
distinguish between direct and in-direct vendor jobs, according to state
officials, making it difficult for LEAs to determine which vendor jobs to
include in their section 1512 reports. State officials also reported receiving
further guidance on estimating jobs from Education on September 15 and
attending a related technical assistance conference on September 21. On
September 16, the Colorado SEA issued guidance stating that LEAs would
be responsible for including vendor jobs in the job estimates they would
be reporting. (Colorado’s LEA reports were due to the SEA on September
25, because the SEA was required to submit its data to the state
controller’s office on September 29 for centralized reporting.) Also,
officials in California~-where LEAs had to report to the SEA on September
23—said they were not notified until Education’s September 21 conference
that all LEAs that received Recovery Act funds had to register in the
Central Contractor Registration. They told us that this contradicted
previous guidance from Education and would have required LEAs to

“In addition, Education officials told us they found a probiem with some states’ reports of
Jobs attributable to the SFSF. According to Education, in a small number of states, state
officials had not finalized layoff plans prior to the Recovery Act’s enactment and therefore
they could not be certain about the rumber of jobs they would have lost in the absence of
Recovery Act funding. Thus, job estimates from these states may need to be adjusted in the
January 2010 report, and Education intends to provide guidarce to address this issue.
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register within 2 days to meet their state’s September 23 deadline,
California officials advised federal officials that the state would implement
this requirement for the second quarterly reporting period.

Education officials and officials in two states mentioned actions that might
improve the reporting and data quality processes before the next reports
are due in January 2010. Education officials suggested a number of
possible changes in Federalreporting.gov, such as allowing Education to
pre-populate some basic state data, such as grant award numbers and
amounts, would decrease the workload for states and help avoid some
technical errors. Also, in response to problems such as LEAs counting jobs
in two fiscal years, Education plans to provide more guidance in early
December 2009 to states on calculating job estimates. At the state level,
officials in Georgia reported plans to make changes to the state’s
processes, such as adding internal edit checks so that those who enter the
data will have to make corrections as part of the data entry process. Also,
Ilinois has created an office to work with state agencies to improve their
data reporting processes, according to a state official. The state also plans
to build in more checks to its review of agency data, for example, a check
that would compare jobs data against existing employment data to confirm
that districts are not reporting more positions than exist in the district.

GAO Will Continue to
Follow These Issues and
Highlight Concerns in
Subsequent Reports

As recipient reporting moves forward, we will continue to review the
processes that federal agencies and recipients have in place to ensure the
completeness and accuracy of data, including reviewing a sample of
recipient reports across various Recovery Act programs to assure the
quality of the reported information. As existing recipients become more
familiar with the reporting system and requirements, these issues may
become less significant; however, communication and training efforts will
need to be maintained and in some cases expanded as new recipients of
Recovery Act funding enter the system. In addition to our oversight
responsibilities specified in the Recovery Act, we are also reviewing how
several federal agencies collect information and provide it to the public for
selected Recovery Act programs, including any issues with the
information’s usefulness. Our subsequent reports will also discuss actions
taken on the recommendations in this report and will provide additional
recommendations, as appropriate.
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Recommendations for
Executive Action

We are making two recommendations to the Director of OMB. To improve
the consistency of FTE data collected and reported, OMB should continue
to work with federal agencies to increase recipient understanding of the
reporting requirements and application of the guidance. Specifically, OMB
should

« clarify the definition and standardize the period of measurement for
FTEs and work with federal agencies to align this guidance with
OMB'’s guidance and across agencies,

« given its reporting approach consider being more explicit that “jobs
created or retained” are to be reported as hours worked and paid for
with Recovery Act funds, and

« continue working with federal agencies and encourage them to
provide or improve program specific guidance to assist recipients,
especially as it applies to the full-time equivalent calculation for
individual programs.

OMB should work with the Recovery Board and federal agencies to
reexamine review and quality assurance processes, procedures, and
requirements in light of experiences and identified issues with this round
of recipient reporting and consider whether additional modifications need
to be made and if additional guidance is warranted.

Despite Limitations,
Economic Methods
and Recipient Reports
Together Can Provide
Insight into the
Employment Effects
of Fiscal Stimulus

The jobs data reported by recipients of Recovery Act funds provide
potentially useful information about a portion of the employment effect of
the act. At this point, due to issues in reporting and data quality including
uncertainty created by varying interpretations of the guidance on FTEs,
we cannot draw a conclusion about the validity of the data reported as a
measure of the direct employment effect of spending covered by the
recipient reports. Even after data quality issues are addressed, these data
will represent only a portion of the employment effect. Beyond the jobs
that are reported, further rounds of indirect and induced employment
gains result from government spending. The Recovery Act also includes
entitlement spending and tax benefits, which themselves create
employment. Therefore, both the data reported by recipients and other
macroeconomic data and methods are necessary to understand the overall
employment effects of the stimuius.

Economists will use statistical models to estimate a range of potential
effects of the stimulus program on the economy. In general, the estimates
are based on assumptions about the behavior of consumers, business
owners, workers, and state and local governments. Against the
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background of these assumptions, themselves based on prior research, the
effects of different policies can be estimated. Any such estimate is
implicitly a comparison between alternative policies. The reliability of any
alternative scenario that is constructed depends on its underlying

ptions and the adequacy of evidence in support of those
assumptions, as well as on the accuracy of the data that form the basis for
what is observed and on how well the model reflects actual behavior.

In the broadest terms, economic research using macroeconomic models
suggests general rules of thumb for approximating the job impact and the
GDP increase for a given amount of stimulus spending. In constructing
their estimates of the employment impacts of the act, CEA observed that a
one percent increase in GDP has in the past been associated with an
increase in employment of approximately 1 million jobs, about three
quarters of 1 percent of national emaployment. Similarly, CBO economists
have assumed that a one percent increase in output generates somewhere
between 600,000 and 1.5 million jobs. As a result, projections of the
employment impact of the Recovery Act can be generated from
macroeconomic models that estimate output, providing the basis for
estimates of changes in employment.

CEA estimates of the employment effects of the Recovery Act have been
based on statistical projections and allocations using historical
relationships. In January 2009, the incoming administration projected the
anticipated effects of fiscal stimulus on output and employment in the
economy, specifying a prototypical spending package of tax cuts,
payments to individuals, and direct spending by federal and state
government, The effects of such additional spending on output (GDP)
were projected using multipliers, values based on historical experience
that estimate the output change per unit of different types of changes in
government spending. These output increases were translated into
employment effects using a rule of thumb, again based on history, that a 1
percent rise in GDP yields 1 million jobs.

The incoming administration’s January 2009 analysis of a prototypical
stimulus package found that it would be expected to increase GDP by 3.7
percent and increase jobs by 3,675,000 by the fourth quarter of 2010. The
analysis compared the unemployment rate with and without the stimulus,
At that time, the unemployment rate for 2009 was projected to be 8
percent with a stimulus and closer to 9 percent without. In May 2009, CEA
reported on the anticipated employment effects of the actual Recovery Act
as passed by Congress and signed into law by the President. That analysis
was consistent with the J: ¥ projections that the Recovery Act (which
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was deemed to closely resemble the prototypical package earlier
assumed) would result in approximately 3.5 million jobs saved or created
by the end of 2010, compared to the situation expected to exist in the
absence of the act. Later, when the actual unemployment rate rose beyond
9 percent, the administration acknowledged that its earlier projections of
unemployment were too low but asserted that, without the Recovery Act,
the rate would have been even higher than observed.

In September 2009 CEA reported on the effects of Recovery Act spending
through the end of August. It noted that statistical analysis of actual
economic performance compared to that which might have been expected
in the absence of the Recovery Act suggested that the Recovery Act had
added “roughly” 2.3 percentage points to GDP in the second quarter and
was likely to add even more in the third. Translating that output gain into
employment, CEA surmised that employment in August was 1 million jobs
higher than it would have been without the act.

The recipient reports are not estimates of the impact of the Recovery Act,
although they do provide a real-time window on the results of Recovery
Act spending. Recipients are expected to report accurately on their use of
funds; what they are less able to say is what they would have done without
the benefit of the program. For any disbursement of federal funds,
recipients are asked to report on the use of funds to make purchases from
business and to hire workers. These firms and workers spend money to
which they would not otherwise have had access. Recipients could not be
expected to report on the expansionary effects of their use of funds, which
could easily be felt beyond local, state, or even national boundaries.
Neither the recipients nor analysts can identify with certainty the imapact
of the Recovery Act because of the inability to compare the observed
outcome with the unobserved, counterfactual scenario (in which the
stimulus does not take place). At the level of the national economy,
models can be used to simulate the counterfactual, as CEA and others
have done. At smaller scales, comparable models of economic behavior
either do not exist or cover only a very small portion of all the activity in
the macroeconomy.

The effect of stimulus on employment depends on the behavior of the
recipient of aid. For consumers, it depends on the extent to which their
total spending increases, For business firms, it depends on the increase, if
any, in their purchases from other business firms or their payrolls. For
state and local governments, it is the increase in their purchases of goods
and services and their own employment rolls. Within any given group of
recipients, choices to spend or save will vary. For example, a consutmer
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with a large credit card balance may use a tax cut to pay down the balance
or save more rather than increasing spending. Given that the personal
savings rate fell to essentially zero before the recession, households may
well choose to rebuild savings rather than spend. A business firm might
not see additional capital spending or hiring as advantageous. A state
government might decide to bolster its reserves where permitted under
law rather than increase its outlays or cut its taxes. In each case, the
strength of the program as immediate stimulus is weakened to the extent
that all funds are not spent.

The extent to which the initial spending reverberates throughout the
economy is summarized by a multiplier, a measure of the cumulative
impact on GDP over time of a particular type of spending or tax cut. The
resulting change in output transiates into a change in employment. In the
context of the Recovery Act recipient reports, the output and employment
effects will likely vary with the severity of the economic downturn in a
recipient’s location (as reflected by distress in labor markets and the fiscal
positions of governments), and the amount of funds received by the
recipient. The nature of the projects or activities to which the recipient
applies its funds also matters, whether the projects use labor intensively
and whether those who are hired will themselves spend or save their
earnings.

Potential Effect of
Different Types of Fiscal
Stimulus

Economists use computer models of the U.S. economy with historical data
on employment, GDP, public spending, taxes, and many other factors to
study the effects of monetary (e.g., changes in interest rates) and fiscal
policies (e.g., changes in government taxing and spending) designed to
affect the trajectory of the economy. In general, a fiscal stimulus program
like the Recovery Act is aimed at raising aggregate demand - the spending
of consumers, business firms, and governuments, This may be
accomplished by means of tax cuts, grants-in-aid, or direct Federa!
spending. In response, the recipients may purchase more goods and
services than they would have otherwise. This could lead to governments
and business firms refraining from planned dismissal of employees or to
hiring additional workers. The stimulus may lead to an overall, net
increase in national employment and economic output, Models of the
nation’s economy can provide estimates of changes in GDP and
employment that result from changes in monetary or fiscal policies.

In assessing the effects of fiscal policies such as additional government
spending or tax cuts on GDP, macroeconomic models can be used to
estimate “muliipliers,” which represent the cumulative impact on GDP
over time of a particular type of spending or tax cut. Multipliers translate
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the consequences of a change in one variable, such as in the demand for
goods and services brought about by economic stimulus, on other
variables, such as the supply of those goods and services and employment,
taking into account “ripple effects” that occur throughout the economy.

The size of the multiplier depends on the extent to which changes in
additional government spending or r ue transk into ch in
spending by recipients and beneficiaries of the additional spending.
Spending increases the multiplier, and saving reduces it. The multiplier is
also larger when there is slack in the economy (unemployed persons and
idle productive capacity). Also, the expansionary effects of government
spending are greater when stimulus funds are borrowed rather than raised
by taxation. Finally, the multiplier effect in the U.S. will be greater to the
extent that new spending, whether by government or individuals, is
devoted to domestically-produced goods and services.

In general, macroeconomic models and estimated multipliers can provide
insights on the potential effect of different types of public spending.
Because of the limited historical experience with fiscal stimulus of the
magnitude of the Recovery Act, there is uncertainty about the extent to
which the multipliers estimated using historical data about the effect of
previous business cycles will accurately reflect the stimulus effect this
time around. Economic research, however, has developed a basis for
constructing reasonable ranges of values. In projecting the anticipated
effect of the Recovery Act on national output, the CBQ grouped the act’s
provisions according to the size of the multiplier—that is, the magnitude of
the effect of a particular provision’s spending on GDP (see table 7).
Drawing on analyses based on past experience with the results of
government spending, CBO has identified a range of 1.0 to 2.5 for
multipliers. For example, a multiplier of 1.0 means a dollar of stimulus
financed by borrowing results in an additional dollar of GDP. CBO
assumes larger multipliers for grants to state and local governments for
infrastructure spending, and lower values—0.7 to 1.9—for transfers not
related to infrastructure investment.® Figure 5 shows the distribution of
Recovery Act funds by multiplier.

Y etter from Douglas EL dorf (Director, C ional Budget Office) to Senator
Charles G ley on the macr ic effects of ARRA, March 2, 2009.
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Table 7: Estimated Multipilers for Recovery Act Spending and Tax Expenditures

Estimated
policy muitiptier

Category T High | Low
Purchases of goods and services by federal government 2.5 1
Transfers to state and local governments for infrastructure 25 1
Transfers to stale and local governments for other than

infrastructure 1.9 0.7
Transters to persons 22 0.8
One-time payments to retirees 1.2 0.2
2-year tax cuts for lower- and middie-income people 1.7 0.5
1-year tax cuts for higher income people 0.5 0.1

of first-time homeb credit 1.0 8.2

Tax provisions for businesses primarily affecting cash flow 04 0
Source: CBO.
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Figure 5: Composition of Recovery Act Outlays by Jobs Multipiier Category

Payments to retireos

Payments to individuals

Transfers to states and
localities, noninfrastructure
1% First-time home buyer tax credit

Business tax cradits

Share of
Recovery Act by
policy muitipiier
categories

Higher-income tax cuts

Purchases by federal
Jovernment

Lower- and middle-income tax cuts
! Spending
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localities for infrastructure

Other T Tox ol
Total=5787 billion o
Sowte: CBO,
State Labor Market The employment effects of Recovery Act funds will likely vary with the
Conditions Will Affect strength of the labor market in a recipient’s location. Recipients located in

Results of Recovery Act areas where labor markets are weak, that is, where unemployment is high,

Spendin, g may find it easier to hire people and may be able to do so at lower wages
than those located in areas where the recession has had little effect on
labor markets. Consequently, recipients located in areas with weak labor
markets may be able to employ more people than those located in areas
with strong labor markets, all else being equal.

The percentage of the nation’s labor force that is unemployed has reached
alevel not seen in decades. For example, the unemployment rate reached
10.2 percent in October 2009, its highest rate since April 1983. The national
unemployment rate was 4.9 percent in December 2007, the month that
marked the end of the last business cycle and the beginning of the current
recession. In general, the unemployment rate rises and falls over the
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course of the business cycle, generally increasing during a recession and
decreasing during an expansion. Cyclical changes in the national
uneriployment rate reflect changes in state unemployment rates. State
unemployment rates vary over time in much the same way that the
national unemployment rate varies—increasing during recessions,
decreasing during expansions, but changing direction at different times.

Estimates of current labor market strength, as measured by the
unemployment rate, differ across states. Figure 6 ranks states according to
the most recent available unemployment data—September 2009. While the
national unemployment rate at the time was 9.8 percent, state
unemployment rates ranged from a minimum of 4.2 percent in North
Dakota to a maximum of 15.3 percent in Michigan. Twenty-seven states
had unemployment rates in September 2009 that were less than the
national unemployment rate by one percentage point or more, and nine
states and the District of Columbia had unemployment rates that exceeded
the national unemployment rate by one percentage point or more, and 14
states had unemployment rates that were within one percentage point of
the national unernployment rate.
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Figure 6: State L p Rates, Sep 2009
States
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Note: State rates are adjusted state rates for
2009 from the Local Area Unempioyment Statistics produced by the U.S, Bureau of Labor Statistics.
i of state rates for Sep 2009 ara i Y.

Labor markets in every state weakened over the course of the recession,
but the degree to which this has occurred varies widely across states.
Figure 7 shows the geographic distribution of the magnitude of the
recession’s impact on unemployment as measured by the percent change
in unemployment between December 2007 and September 2009, Alabama'’s
unemployment rate has grown the most over this period, increasing by
about 182 percent. Other states with relatively high unemployment rate
growth over this period include Florida, Hawaii, Wyoming, Idaho, and
Nevada, all of which have seen their unemployment rates increase by more
than 120 percent. At the other end of the spectrum are states like
Minnesota, Mississippi, Arkansas, North Dakota, and Alaska.
Unemployment rates in these states have grown by less than 60 percent
between December 2007 and September 2009. Alaska’s unemployment rate
growth during this period has been the slowest, measuring only about 33
percent,
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Figure 7: Stats Unemployment Rate Growth during Recession (Percent increase)
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Saurce: Copyright @ Corel Corp. Afi righns reserved {map); GAO analysia of LS. Bureau of Laber Stafistics data.

Note: State unsmployment rate growth is the percent change in the seasonally adjusted state
! rate from D 2007 to 2008.

While the recession has weakened labor markets in every state, those in
some states may be showing signs of recovering. Table 8 lists the states for
which unemployment rates in September 2009 are less than their peak
unemployment rates, The unemployment rate peaked in some states as
early as May 2009. In several additional states, the unemployment rate was
higher in June or July than it was in September. Although unemployment

Page 50 GAO0-10-223 Recovery Act



193

rates in these states may start to increase again in the future, for the
moment it seems that labor markets in these states are getting stronger.

Table 8: State Unemployment Rates, Peak and Most Recent

L ploy rate {p ) Unemployment rate (percent)
Peak Percent Peak Percent
State Sept 2009 Peak  month change ~ State Sept 2009 Peak  month change
Minnesota 7.3 8.4 June -13.1  Tennessee 10.5 108 June -2.8
Colorado 7.0 7.8 July -10.3 Hawail 7.2 7.4 May -27
indiana 96 107 June -10.3  Kentucky 109 112 August 27
Ohio North
10.1 11.2 July -9.8 Carolina 108 1na May 2.7
Vermont North
6.7 7.4 May <95 Dakota 42 43 August 23
Kansas West
6.9 75 July -8.0 Virginia 89 9.1 June 22
Wisconsin 8.3 9.0 July -7.8  Nebraska 49 5.0 August -2.0
Qregon 115 122 May -5.7 Georgia 10.1 10.3 July -1.9
Virginia 6.7 7.1 June -5.8 QOklahoma 8.7 6.8  August “1.5
Mississippi 9.2 9.7 August -5.2 Delaware 8.3 84 June -1.2
Louisiana 74 7.8 August -5.1 Maine 85 86 August -1.2
Arkansas 7.1 7.4 Juiy -4.1  Arizona 2.1 9.2 July -1.1
South idaho
Carafina 11.6 121 June 4.1 8.8 8.9 August -1.1
South California
Dakota 4.8 5.0 June -4.0 122 12.3 August -0.8
Source: GAQ analysis of U.S. Bureau of Labor Ststistios data.
Note: Peak rates are the d rates since D 2007. Peak

dates are the most recent month and year during which the unemployment rate was squal to its
maximum value since December 2007.

State and Sectoral Table 9 shows the change in employment between December 2007 and

Employment Trends September 2009. Employment in Arizona, Florida, Georgia, Michigan,
Nevada, and Oregon in September 2009 was over 7 percent lower than it
was in December 2007 in each state. On the other hand, employment in
Louisiana and South Dakota feil by less than two percent over the same
period, and employment in Alaska, North Dakota, and the District of
Columbia has increased during that time.
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Table 8: Change in Employ , Dy 2007 to Sep 2009
Percent change in Percent change in
Change in empioyment Change in employment
State employment {1,000s) {percent) State employment {1,000s) {percent)
Alabama -118.1 -5.9  Montana -9.6 -2.1
Alaska 1.8 0.6 Nebraska -20 -2.1
Avizona -267.7 <100 Nevada -110.5 8.5
Arkansas -37.7 -3.1  New Hampshire -19.1 -2.9
California -988.9 -6.5 New Jersey -168.5 -4.1
Colorado -110.5 -4.7  New Mexico -7 -3.7
Connecticut -82.2 -48  New York ~213.2 -2.4
Delaware -26.1 -6.0  North Carolina -250.3 -6.0
D.C. 4.3 0.6  North Dakota 52 14
Fiorida -617.5 -7.8  Ohio -321.5 -5.9
Georgia -316.1 -7.6  Oklahoma -31.1 -2.0
Hawaii -36.9 -89  Oregon . ~124.3 ~7.2
Idaho -43.2 -6.6  Pennsylvania -208 -3.6
filinois -356.5 -60  Rhode istand -29.7 -6.1
indiana -176.4 -5.9  South Carolina -100.2 -5.1
fowa -45.7 -3.0  South Dakota -4.4 «t.1
Kansas -54.7 -3.9  Tennessee -157.6 -5.6
Kentucky -113.3 -6.1  Texas -240.2 -2.3
Louisiana -26.4 -1.4  Utah -64.3 -5.1
Maine -27.4 -4.4  Vermont -14.9 -4.8
Maryland -78 -3.0 Virginia -125.6 -3.3
Massachusetts ~114.4 -3.5  Washington -126.9 -4.3
Michigan 416.2 ; 9.8 West Virginia 251 33
Minnesota -132 -4.8  Wisconsin -156.8 -5.4
Mississippi -54,4 -47  Wyoming -6.6 -2.2
Missouri -89.5 -3.2

Source: GAD analysis of U.S. Bureau of Laber Statistics data

Note: Emptoyment is total nonfarmn seasonally adjusted employment among people age 16 and over
from the Gurrent Employment Statistics produced by the U.S. Bureau of Labor Statistics.

Employment has declined since December 2007, when the current
recession began. However, some signs have appeared that the losses in
employment are slowing. Job losses in October 2009 numbered 180,000,
This number is about equal to average job losses of about 188,000 per
month in August, September, and October 2009. The rate at which
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employment has declined over the past three months is thus lower than
the rate at which it declined in May, June, and July 2009, when job losses
averaged about 357,000 per month. The rate at which employment has
declined over the past three months is thus also lower than the rate at
which it declined between November 2008 and April 2009, when job losses
averaged about 645,000 per month.

The current employment contraction has been more pronounced in the
goods-producing sector, in which employment fell by about 17 percent
between December 2007 and October 2009, than the service-providing
sector, in which employment fell by about three percent over the same
period. The goods-producing sector includes the construction and
manufacturing industries, in which employment has fallen by about 21
percent and 15 percent, respectively, between December 2007 and October
2009. The goods-producing sector also includes the mining and logging
industry, which lost about 6 percent of its jobs during the same time.
Service-providing industries include financial activities, information,
professional and business services, and trade, transportation, and utilities,
all of which had employment declines of more than six percent between
December 2007 and October 2009. Employment declines in the leisure and
hospitality industry were about three percent, and employment in
education and health services increased by about 4 percent at the same
time.

Fiscal Condition of States
Will Affect the Results of
Recovery Act Spending

The employment effects of Recovery Act funds allocated to state and local
governments will also likely vary with their degree of fiscal stress, as well
as with the factors mentioned above. Because recessions manifest in the
form of lower output, employment, and income, among other things,
reductions in output, employment, and income lead state and local
governments to collect less tax revenue and at the same time cause
households’ demand for publicly provided goods and services to increase.
State governments often operate under various constraints, such as
balanced budget requirements, so they generally must react to lower tax
revenues by raising tax rates, cutting publicly provided programs and
services, or drawing down reserve funds, all but the last of which amplify
recessionary pressure on households and busi Local gover ts
must do the same unless they can borrow to make up for lost tax revenue.
By providing funds to state and local govemments, the Recovery Act
intends to forestall, or at least moderate, their program and service cuts,
reserves liquidation, and tax increases.
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In addition to the type of spending undertaken, the size of the multiplier
and resultant employment effects will depend on the extent to which aid is
not diverted to reserves. Generally speaking, states with weaker
economies and finances will be more likely to spend Recovery Act dollars.
States that may suiffer little or no harm from a national downturn are less
motivated to make full use of any federal assistance.” Rather than
increase spending, they may choose to cut taxes or, where permitted by
law, add to their reserves. Tax cuts would have some simulative effect, but
additions to reserves would reduce any muliiplier effect. The increased
FMAP available under the Recovery Act is for state expenditures for
Medicaid services. However, the receipt of this increased FMAP may
reduce the state share for the Medicaid programs. States are prohibited
from using any funds directly or indirectly atiributable to the increased
FMAP for state rainy day funds,™ but states have reported using funds
made available a result of the increased FMAP for a variety of purposes
including offset of general fund deficits and tax revenue shortfall.

The availability of reserves and the possibility of borrowing points out the
difficulties of gauging the impact of federal policy by the observed timing
of aid flows. The expectation of aid could encourage governments to draw
more out of reserves or to borrow more than they would otherwise. The
rationale is that the expected aid would replace the reserves or liquidate
the new debt. In this way, the timing of aid could postdate the impact.
Research on individual consumption has long wrestled with the problem
of how expectations influence household decisions. State and local
governments must also look forward in making fiscal decisions.

The recession has substantially affected the states’ fiscal conditions. In
recessions, state and local governments are motivated to enact “pro-
cyclical” measures that aggravate the downtum. Balanced budget
requirements and other constraints cause them to reduce spending and
raise taxes, generating what is called “fiscal drag,” Federal assistance can
reduce the need for such measures. In this way, the negative employment
effects of fiscal drag can be precluded and existing jobs can be saved. With
sufficient aid, it is possible for state and local governments to go beyond

"We have ongoing work ining the impk jon of mai of effort or similar
provisions of the Recovery Act. Such provisions are designed to prevent recipients from
substituting federal funds for other funds that would have otherwise have been spent. We
expect to issue our report later this calendar year.

"Recovery Act, div. B, § 50012(f)(3).
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Figure 8: State and Local Tax Receipts
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saving existing jobs to creating additional ones. However, there are likely
to be limits to the abilities of governments to spend aid quickly enough to
affect employment

The recession has substantially reduced states’ and local governments’
combined tax revenues. Figure 8 indicates that tax revenue collected in
the second quarter of 2009 fell from the peak in the second quarter of 2008
by more than $130 biilion.

FiEESEFiIFIFiiiiiiiaissd

Source: GAO analysia of US. Bureay of Econarnic Analysis data,

Note: State and local tax receipts are reat state and local tax receipts in biliions of 2009 doliars,
seasonally adjusted at annual rates {the quartery amount multiptied by four).

State and local revenues are not likely to return to their previous levels
until well after the recession has ended. After the 2001 recession, tax
receipts did not begin to recover until after second quarter of 2003, well
after the ‘official’ end of the recession in fourth quarter of 2001. However,
the fall in receipts after the second quarter of 2008 is dramatic. In a survey
of the nation’s state governments, the National Governors Association
reported that outlays for current services provided through states’ general
funds decreased by 2.2 percent in fiscal year 2009, which ended in June
2009 for most states. Spending for fiscal year 2010 is projected to fall by
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2.5 percent. In light of average annual increases of five percent for total
state and local government outlays, any decrease is a significant
adjustment.

Most states have some sort of requirement to balance operating budgets.
However, most state governments are able to establish reserve funds.
Maintenance of a baseline of five percent of annual outlays for a state’s
fund is regarded by state budget officers as prudent. A lower level could
increase a state’s borrowing costs. Since 2006 these funds have decreased.
In the wake of the 2001 recession, according to an analyst at the
Rockefeller Institute of Government, state governments in fiscal year 2002
drew as much as 4.8 percent of their revenues from fund balances.” The
National Governors Association reports that fund balances peaked in 2006
at $69 billion, at 11 percent of general fund expenditures. The funds
declined to 9.1 percent by 2008 and were estimated at 5.5 percent—$36.7
billion—in June 2009. However, by fiscal year 2010, these funds are
projected to fall to 5.8 percent of outlays.

In addition, for 2009 there is variation in state government reserves. For
example, 11 states had total reserves in excess of 10 percent of outlays,
while others, such as California, had total reserves less than 1 percent of
outlays. This may be seen in figure 9.

*Donald J. Boyd, “Coping with Effects of Recession in the States” (presentation to the
Governmental Research Association Annual Conference, Washington, D.C., July 2009),
hitpfurwnw.rockinst.org/pdfigovernment_finance/2009-07-Boyd_GRA_Presentation.pdf
(accessed November 13, 2009).
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Figure 9: Totai Year-End Balances as a Percentage of Expenditures, Fiscat Year 2009
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Diversity in the economic and fiscal conditions of the states and
differences in the size and composition of Recovery Act funds they receive
suggest that the potential for employment gains varies across states, We
will continue work in this area, along with our other work on federal-state

fiscal interactions.
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Agency Comments

In commenting on a draft of our report, OMB staff told us that OMB
generally accepts the report’s recommendations. It has undertaken a
lessons leared process for the first round of recipient reporting and will
generally address the report’s recommendations through that process.

We are sending copies of this report to the Office of Management and
Budget and to the Departments of Education, Housing and Urban
Development, and Transportation. The report will be available at no
charge on the GAO Web site at http://www.gao.gov.

If you or your staffs have any questions about this report, please contact J.
Christopher Mihm or Susan Offutt at (202) 512-5500. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on the
last page of this report. GAO staff who made major contributions to this
report are listed in appendix I1I.

LoD

Gene L. Dodaro
Acting Comptroller General of the United States
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Appendix I: Calculating Full-Time Equivalent
Data—Examples of Guidance and Challenges

The Office of Management and Budget (OMB) and federal agencies have
provided wide-ranging guidance to states on how to report full-time
equivalent (FTE) data——that is, jobs created or retained. OMB staff
reported that questions on FTEs dominated the inquiries they fielded
during the first round of recipient reporting, and recipients had various
understandings of how to report an FTE. Following are selected examples
of the challenges of reporting and calculating FTEs, as seen through public
housing agencies and four states—California, Florida, Georgia, and
Massachusetts.

Public Housing
Agencies Experienced
Problems with the
Process of Recipient
Reporting and the
FTE Calculation

As we reported in September 2009, the Department of Housing and Urban
Development (HUD) is using two methods to satisfy reporting
requirements for public housing agencies under the Recovery Act. First,
OMB and the Recovery Act Board have created and manage
www.Federalreporting.gov (Federalreporting.gov), a Web site where all
Recovery Act recipients can report on the nature of projects undertaken
with Recovery Act funds and on jobs created or retained. Second, HUD
developed the Recovery Act Management and Performance System
(RAMPS) in response to reporting requirements outlined in section 1609 of
the Recovery Act.' HUD officials said approximately 96 percent of housing
agencies had successfully reported into Federalreporting.gov. Initial
reports suggested a lower reporting rate, but this was due to a substantial
number of housing agencies incorrectly entering values into certain
identification fields, such as the award ID number, the awarding agency,
or the type of funding received. HUD officials said that the system did not
have validation measures in place to ensure the correct award ID numbers
were entered. In addition, housing agencies could not edit the award ID
number without submitting a new report. According to a HUD official,
OMB initially classified reports that could not be matched with a federal
agency as “orphaned.” The HUD official told us HUD program and
Recovery team staff reviewed reports submitted with nonmatching award
ID numbers and OMB’s list of reports that could not be matched to
determine if they matched HUD awards.

!Section 1609 of the Recovery Act ires that adeqq must be d dto
ensuring that applicable environmental reviews under the National Environmental Policy
Act are completed on an expeditious basis and that the shortest existing applicable process
under the National Environmental Policy Act shall be used. The National Environmental
Policy Act protects public health, safety, and environmental quality by ensuring
transparency, accountability, and public involvement in federal actions and in the use of
public funds.
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A EC ing Full-Time
Data—E: of Guid and Gl

According to HUD officials, public housing agencies encountered
challenges related to registration and system accessibility. For example, a
HUD official said the registration process for Federalreporting.gov
requires several steps such as obtaining a DUNS number, registering with
the Central Contractor Registration (CCR) and obtaining a Federat
Reporting Personal Identification Number (FRPIN). The HUD official told
us these steps are necessary for validating the recipient reports because
they ensure the appropriate points of contact at the appropriate
organizations—in this case, public housing agencies—are reporting for
each program. The Federalreporting.gov Web site states that each
recipient’s point of contact information is taken directly from the CCR and
if an organization changes its point of contact information it will take 48
hours for Federalreporting.gov to receive the change and e-mail the FRPIN
and temporary password to the new point of contact. According to the
HUD official, a housing agency’s contact information in CCR is sometimes
outdated and the systems are often not updated in time for access to be
correctly transferred. Additionally, one housing agency official reported he
saved his data entry as a draft before being timed out of the system, but
was unable to retrieve the data when he reentered the reporting Web site,
A HUD official said in the future, HUD and OMB will need to improve the
function of the system and the official said that they are working to ensure
all housing agencies have access to the reporting systems.

According to a HUD official, there was widespread misunderstanding by
public housing agencies about OMB’s methodology for calculating the
number of jobs created or retained by the Recovery Act, in part because
housing agencies are not farailiar with reporting jobs information. In a few
cases, we found that public housing agencies had reported the number of
Jjobs created or retained into Federalreporting.gov without converting the
number into full-time equivalents. For example, officials from one housing
agency reported the number of people, by trade, who worked on Recovery
Act related projects, but did not apply the full-time equivalent calculation
outlined by OMB in the June 22 reporting guidance. Additionally, officials
from another public housing agency told us that they based the number of
jobs they reported into Federalreporting.gov on letters from their
contractors detailing the number of positions rather than full-time
equivalents created as a result of their Recovery Act-funded projects. In
another case, a housing agency official reported having difficulty locating
guidance on calculating job creation. As a result, the housing agency may
have underreported jobs data from an architectural firm providing design
services for a Recovery Act window replacement project at a public
housing complex.,
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LC Full-Time

HUD officials cited the fact that OMB and HUD provided additional
clarification and guidance close to the deadline for recipient reporting as a
factor in housing agencies’ confusion about the methodology for counting
Jjobs. According to a HUD official, HUD was in discussions with OMB
about finalizing and clarifying portions of the June 22, 2009, job guidance
right up to the end of September. In early September, HUD posted the
OMB guidance to its Web site and provided information by e-mail to
housing agencies on registration for Federalreporting.gov, as well as links
to Web seminars and training provided by OMB. HUD issued further
guidance to public housing agencies by e-mail on September 25, 2009,
approximately 2 weeks before the October 10, 2009, deadline for recipient
reporting, providing templates and data dictionaries tailored to the Public
Housing Capital Fund. The guidance also reiterated the recipient reporting
responsibilities for public housing agencies.

HUD officials told us they did not have enough time to translate some of
the terminology into concrete terms that would be clearer to housing

- agency officials. For example, HUD posted a jobs calculator spreadsheet

to its Web site, and HUD field staff would direct housing agencies to this
guidance when they asked specific questions about how to calculate jobs.
Nonetheless, greater instruction may be needed beyond what was
provided to housing agencies on the job calculator’s instructions page. A
HUD official said it seemed like some housing agencies may have pulled
information for the recipient reports from the wrong fields in the job
calculator, which produced errors. A HUD official stated they will work
with OMB to improve housing agencies’ understanding of the methodology
for reporting in full-time equivalents prior to the next round of recipient
reporting in January 2010.

California’s
Experiences with
Recipient Reporting
Requirements

State officials from the California Recovery Task Force and the California
Office of the State Chief Information Officer (CIO) explained that while
the centralized reporting structure had several benefits, challenges with
changing reporting requir ts from federal agencies and technological
glitches still occurred.

As a centralized reporting state, each state agency reported directly to the
CIO through the California ARRA Accountability tool. The Task Force is
responsible for uploading the data to Federalreporting.gov. However,
according to state officials, local government agencies that received direct
Recovery Act dollars from the federal government are not under the Task
Force’s purview of the state officials and report to Federalreporting.gov on
their own. State officials stated that a centralized reporting structure
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A ix I: C: Full-Time
Di of and Ch

allows the CIO to act as a liaison between OMB and the state for faster
reconciliation of issues. The CIO, on behalf of the task force, was
responsible for collecting, validating, and uploading data from state
agencies to Federalreporting.gov. The state officials believed the process
went well overall and commended their state team for successfully
reporting into Federalreporting.gov. The Task Force officials believed the
reporting process could be improved if OMB provided a comprehensive
list of awards to better crosscheck reporting. California officials stated
that many of the challenges in reporting did not come from the additional
information requested during October 11 to 20, but from changes
immediately prior to the September 30 cut-off date. These changes
included issues such as the Department of Education’s request to include
Central Contract Registration numbers on September 21, and FHWA's
changes to four of the data elements, including the award amounts.

California officials have a greater appreciation of what to expect during
the reporting process. They believe that the continuous communication
with the state agencies, including weekly data group meetings at which as
many as 60 people attended, contributed to the overall success of the
reporting process. They also have been developing their own internal logic
checks to assist with data validation. California officials continue to be
concerned that problems at Federalreporting gov and changing agency
requirements will cause subrecipient data, initially correctly collected in
accordance with federal guidance, to be rejected, which will result in
penalties for late submissions.

Florida Department of
Transportation’s
Experiences with
Reporting and Data
Quality Reviews

The Flotida Department of Transportation (FDOT) has reporting
requirements under both sections 1512 and 1201 of the Recovery Act.
Although the state had an existing system in place that could be used for
section 1201 reporting, officials decided to develop two additional systems
for 1512 reporting. One system was created to assist FDOT in reporting
information to the state Recovery Czar and a second system for
employment reporting was created to allow subrecipients to enter total
number of employees, payroll, and employee hours for Recovery Act-
funded highway projects. According to state officials, the system was
launched on May 29, 2009, and is currently in use. FDOT officials
experienced no significant reporting problems while submitting more than
400 reports.

Florida began preparing for reporting early and conducted extensive

training to assist contractors, consultants, and local agencies in the
collection of employment data required by the Recovery Act. For example,
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FDOT'’s Office of Inspector General (OIG) developed five computer-based
training modules to assist department staff and external partners in the
use of the electronic reporting system. FDOT also partnered with its OIG
and the Florida Division of the Federal Highway Administration (FHWA)
to conduct town hall presentations for its seven District Offices and
Florida’s Turnpike Enterprise. The presentations were designed to ensure
consistent use of the electronic employment data application. In
September, OIG followed up with a survey to local agencies to determine
the levels of proficiency for using the department’s electronic employment
reporting system and to solicit feedback.

FDOT’s electronic employment data reporting systern provides for several
levels of data review and approval. For example, once the subrecipient
enters their monthly employment data into the electronic system, the data
is available for review and subsequent approval by the local agency project
manager. Once approved, the data is available for review and approval by
the department’s district office project manager. The district office project
manager performs a reasonableness check of the submitted data prior to
electronically approving the same.

The electronic employment data is then available for review by OIG where
two types of analyses are performed. First, OIG identifies whether the
subrecipient should be reporting job data by comparing submitted data
(and subrecipient identifiers) against the master list of awarded Recovery
Act transportation projects. Second, OIG compares previously submitted
subrecipient information against information contained in its current
submission to determine any data anomalies or variances. Should any
significant data anomalies or variances occur, OIG will contact the
appropriate district and local agency.

FDOT did not require subrecipients to submit verification of their job data
but subrecipients were advised by FDOT to maintain documentation for
review. For two subrecipients we visited, we found the extent to which
documentation was being maintained varied. For example, one
subrecipient kept time-sheets for all employees associated with Recovery
Act projects, while another had documentation for its hourly employees
but not its management employees.
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Reporting from a
Georgia Highway
Contractor’s
Perspective

Reporting Process: In Georgia, one of the highway contractors we visited
noted that it was responsible for reporting on about 30 Recovery Act-
funded projects with approximately 10 subrecipients for each project. The
contractor stated that they are required to fill out a monthly report (FHWA
Form 1589) indicating the number of employees, the hours worked, and
the dollars charged to the job through a direct portal created by Georgia
Department of Transportation (GDOT). According to the contractor, this
reporting requirement is in the contract, and GDOT will withhold payment
if this report is not completed. As the general contractor, the firm is also
responsible for collecting the 1589 information from its subcontractors on
each job. Officials with the firm stated that they would withhold payment
from the subcontractors if they fail to provide the information. We
examined these contracts and confirmed these requirements. In addition
to the 1589 report, the contractor also submits certified payroll to GDOT
on a monthly basis.

Guidance and Challenges: In terms of guidance, the contractor noted
that there was not a lot of training provided but that they did not
necessarily need much training. The main challenges raised were issues
with making changes within the GDOT system and the DUNS number
field. For example, officials explained once a report was submitted into
GDOT’s system, it could not be edited, which made etrors in entry or
reporting difficult to correct. The contractor has discussed this issue with
GDOT and hopes a solution will be reached for the next reporting cycle.

The DUNS number requirement was an issue for several subrecipients
since they did not have a number and they were under the impression that
a cost was imvolved in obtaining a number, which there was not. After
discussions with GDOT, it was determined that subrecipients did not need
a DUNS number, but the field could not be blank. Therefore, GDOT
advised the contractor to have its subrecipients complete the file by
entering “not applicable.” The contractor suggested that improvements in
reporting could be achieved by delaying the reporting date to GDOT to
allow more time to handle delays in payroll and obtaining supporting
information. Overall, the contractor felt that the September report was the
most accurate month reported to date and believed greater accuracy will
be achieved over time.

Data Quality: Officials of the highway contractor told us they think they
have a handle on the process and were confident in the data submitted. In
their words, “if it’s inaccurate, we paid somebody wrong” since the report
comes out of their payroll system. In terms of data from subcontractors,
the officials noted that their confidence varied somewhat across
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subcontractors. Officials explained that information varied, based on the
capacity and expertise of the subcontractor (that is, experience in
reporting and if a certified payroll is in place). Officials explained they had
greater confidence in subcontractors that had certified payroll. They
provided several examples of subrecipients who were truckers or haulers
who are not familiar with reporting and often are a small operation of one
employee. Officials noted that the number of truckers or haulers on a
project is often large in order to meet disadvantaged business
requirements. Officials questioned if truckers and haulers should be part
of the job ereation or retained count since similar positions may not be
counted for subcontractors that provide materials such as pipe. Officials
believed over time, subcontractors would become more comfortable and
familiar with the process.

Reporting from a
Massachusetts
Highway Contractor’s
Perspective

Reporting Process: An official at a major highway contractor we
interviewed in Massachusetts explained that one of his primary
responsibilities as the Construction Cost Accountant is to certify payroll
records and ensure compliance with federal labor standards. This
company is the general contractor (or prime contractor) on six Recovery
Act highway construction projects.

A company official stated that that there was no additional burden
associated with filing the quarterly recipient reports because they
routinely report employment data to the Massachusetts Department of
Transportation (MassDOT), Highway Division for federal-highway funded
projects through the MassDOT Highway Division’s Equitable Business
Opportunities (EBO) system. Although there were additional data
elements required for Recovery Act projects, the company official noted
that FHWA Form 1589 specifies these additional reporting elements, and
they have been added to the EBO system to make it easier for contractors
and subcontractors to report on a monthly basis.

According to the company official, the process was very straightforward.
Contractors and subconiractors log into the EBO system and can see
detailed information on all the projects they are working on for the
MassDOT Highway Division. Typically, by the 15th day of each month,
contractors and subcontractors upload their certified payroll files into the
EBO system. However, for the September submission, MassDOT’s
Highway Division required contractors to submit their emnployment reports
early by October 9, so that they could meet the state’s October 10 deadline
of submitting the quarterly Recovery Act report.
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Guidance and Challenges: The official noted that the only guidance he
received came from the MassDOT Highway Division in the form of training
on the EBO system, which he said helped contractors and subcontractors
transition from the old employment reporting system to the EBO system.
He noted that for contractors that were used to working with complex
accounting systems, this training was adequate, but for smaller
contractors with little computer experience, the training could have been
better. In general, the official observed that most contractors and
subcontractors are very pleased with the new system because it interfaces
so well with their existing accounting and certified payroll databases and
because the cost is low.

Data Quality: There are several steps for ensuring data quality. First, a
company official explained that most large contractors and many
subcontractors have accounting and payroll data systers that interface
with the EBO database well, so they are able to upload data from these
systems directly into the EBO system, eliminating the need to reenter
employment data. However, some smaller contractors don't have these
systems and thus must enter the data by hand each month. The company
official stated that he is not concerned with the quality of data because it is
verified both internally and by the MassDOT Highway Division.

The official explained that the MassDOT Highway Division puts the
responsibility for ensuring that subcontractors file monthly reports with
the general contractor, and his company ensures subcontractor
compliance by withholding their reimbursements. Although it is rarely
needed, the official noted that withholding payments to subcontractors is
a very effective tool for getting subcontractors to submit their monthly
reports. Furthermore, all subcontractor employment reports are verified
against the daily duty log that is kept by the project supervisor, who is an
employee of the company. The MassDOT Highway Division also posts
resident engineers at each job site on a daily basis, and they keep a daily
diary of employment and work status that is used to verify the data
submitted by general contractors in the MassDOT Highway Division
project management system. This is the same system that is used to
generate contractor invoices for reimbursement.
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Appendix II: Department of Education
Calculations to Determine 1 all-Time Equivalents
(FTE) for Jobs Created or Retained

According to Education’s clarifying guidance on jobs estimation, local
educational agencies (LEA) are generally required to calculate a baseline
number of hours worked, consisting of a hypothetical number of hours
that would have been worked in the absence of Recovery Act funds. Once
LEA officials derive this number, they then deduct the number from actual
hours worked by individuals whose employment is attributable to
Recovery Act funding to determine the number of hours created or
retained. They then derive the number of full-time equivalents (FTE) for
jobs created or retained, as shown in table 10.

Table 10: Derivation of Number of Hours Created or Retained

Hypothetical: No Actuai: Current
| y Act ine) quarter empioyees
Direct employees Employer Hours employed (estimates) m
Employee t Prime recipient 520 520
Employee 2 Grantee 300 520
Employee 3 Grantee 0 520
Employee 4 Grantee 300 300
Employee 5 Vendor 1 200 300
Employes 6 Vendor 2 Q 300
Total 1320 2460

Hours Created or Retained: 1140

Source: U.S. Department of Education.

Note: The data were taken from ion's “Clarifying Gui on ican R ery and
Reinvestment Act of 2009 Reporting on Jobs Creation Esti by F i 2009).

Then, they divide the resulting number of hours created or retained by the
number of FTE hours in the quarter or reporting period to determine the
number of FTEs to report. For example, in the table above, Employees 3
and 6 went from being unemployed (0 hours of employment) in the
hypothetical situaiion where no Recovery Act funds are available to full-
time (520 hours) and part-time (300 hours) employment, respectively.
Employee 2 went from part-time (300 hours) to full-time (520 hours).
Employee 5 remained a part-time employee, but works an additional 100
hours in the reporting quarter. Taking the sum of actual hours worked in
the reporting quarter (2460) and subtracting the hours worked in the
hypothetical baseline quarter (1320), we are left with 1140 created or
retained hours, For the first reporting quarter, LEA officials divided the
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Equivalents (FTE) for Jobs Created or
Retained

result by the number of FTE hours in that quarter (520)." The total FTEs
created or retained in Quarter 1 is 2.19.

Results should be reported cumulatively, so in the second reporting
quarter (Q2), the total hours worked in Q2 will be added to the hours
worked in Q1 and divided by the hours in a full-time schedule for two
quarters (1040 hours). For example, if in quarter 2, all employees reported
in quarter 1 are retained and the baseline remains unchanged, we would
again have 1140 hours created or retained. To get the final cumulative
FTE created or retained, officials would sum 1140 for quarter 1 with 1140
for quarter 2 to get 2280 total hours created or retained. Recipients should
divide this by the sum of the hours in a full-time schedule for those

two quarters (1040). The result is again 2.19 FTE created or retained in

quarter 2.

"The value of hours worked in a quarter may vary with the number of full-time hours
worked since the beginning of the reporting period and what the recipient regards as a full-
time schedule.
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RECOVERY ACT

Recipient Reported Jobs Data Provide Some Insight into
Use of Recovery Act Funding, but Data Quality and
Reporting Issues Need Attention

What GAO Found )

As of September 30, 2009, approximately $173 billion of the $787 billion—or
about 22 percent—of the total funds provided by the Recovery Act had been
paid out by the federal government. Nonfederal recipients of Recovery Aci-
funded grants, contracts, and loans are required to submit reports with
information on each project or activity, including the amount and use of funds
and an estimate of jobs created or retained. Of the $173 billion in funds paid
out, about $47 billion—a little more than 25 percent—is covered by this
recipient report requirement. Neither individuals nor recipients receiving funds
through entitlement programs, such as Medicaid, or through tax programs are
required to report. In addition, the required reports cover direct jobs created
or retained as a result of Recovery Act funding; they do not include the
empioyment impact on materials suppliers (indirect jobs) or on the local
community (induced jobs). (See figure.)

TN Mo it
Fiscal Yoar 2008 Recovery Act Funds Paid Out and Recipisnt Reporting Coverage

Recovery Act funds pald out, snd of Potential employment effects of Recovary
fiscal year 2009 (i bilfons} Act contracts, grants and foans

Recipiant
reporting -
coverage

Source: GAD.

On October 30, www.recovery.gov (the federal Web site on Recovery Act
spending) reported that more than 100,000 recipients reported hundreds of
thousands of jobs created or retained. Given the national scale of the recipient
reporting exercise and the limited time frames in which it was implemented,
the ability of the reporting nechanism to handle the voiume of data from a
wide variety of recipients represents a solid first step in moving toward more
transparency and accountability for federal funds. Because this effort will be
an ongoing process of cumulative reporting, GAO's first review represents a
snapshot in time.

Data Reporting and Quality

‘While recipients GAO contacted appear to have made good faith efforts to
ensure complete and accurate reporting, GAO's fieldwork and initial review
and analysis of recipient data from www.recovery.gov, indicate that there are a
range of significant reporting and quality issues that need to be addressed.
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Highiights of GAD-18-223 {continued)

For example, GAQ'’s review of prime recipient reports
identified the following:

ble data entries that merit

Err or questi
further review:
¢ 3,978 reports that showed no dollar amount
received or expended but included more than
50,000 jobs created or retained;
« 9,247 reports that showed no jobs but included
expended amounts approaching $1 billion, and
* Instances of other reporting anomalies such as
discrepancies between award amounts and the
amounts reported as received which, although
relatively small in nuraber, indicate problematic
issues in the reporting.

Coverage: While OMB estimates that more than 90
percent of recipients reported, questions remain about
the other 10 percent.

Quality review: While less than 1 percent were marked
as having undergone review by the prime recipient, over
three quarters of the prime reports were marked as
having undergone review by a federal agency.

Full-time equivalent (FTE) calculations:

Under OMB guidance, jobs created or retained were to
be expressed as FTEs. GAO found that data were
reported inconsistently even though significant guidance
and training was provided by OMB and federal agencies.
While FTEs should allow for the aggregation of different
types of jobs—part time, full time or temporary-—
differing interpretations of the FTE guidance
compromise the ability to aggregate the data.

To illustrate, in California, two higher education systems
calculated FTE differently. In the case of one, officials
chose to use a 2-month period as the basis for the FTE
performance period. The other chose to use a year as the
basis for the FTE. The result is almost a three-to-one
difference in the number of FTEs reported for each
university system in the first reporting period. Although
the Department of Education provides alternative
methods for calculating an FTE, in neither case does the
guidance explicitly state the period of performance of
the FTE.

Although there were problems of inconsistent
interpretation of the guidance, the reporting process
went relatively well for highway projects. Transportation
had an established procedure for reporting prior to
enactment of the Recovery Act. In the cases of
Education and Housing, which do not have this prior
reporting experience, GAO found more problems. Some
of these have been reported in the press. State and
federal officials are examining these problems and have
stated their intention to deal with them.

GAO will continue to monitor and review the data
reporting and quality issues in its bimonthly reviews and
fieldwork on the use of funds in the 16 states and the -
District of Columbia, and in GAQ’s analysis of future
quarterly recipient reporting.

To improve the consistency of FTE data collection and
reporting, OMB should (1) clarify the definition and
standardize the period of measurement for FTEs and
work with federal agencies to align this guidance with
OMB’s guidance and across agencies; (2) given its
reporting approach, consider being more explicit that
“jobs created or retained” are to be reported as hours
worked and paid for with Recovery Act funds; and (3)
continue working with federal agencies and encourage
them to provide or improve program-specific guidance
to assist recipients, especially as it applies to the full-
time equivalent calculation for individual programs.

OMB should also work with the Recovery Accountability
and Transparency Board and federal agencies to re-
examine review and quality assurance processes,
procedures, and requirements in light of experiences and
identified issues with this round of recipient reporting
and consider whether additional modifications need to
be made and if additional guidance is warranted.

Even if the data quality issues are resolved, it is
important to recognize that the FTEs in recipient reports
alone do not reflect the total employmert effects of the
Recovery Act. As noted, these reports solely reflect
direct employment arising from the expenditure of less
than one-third of Recovery Act funds. Therefore, both
the data reported by recipients and other
macroeconomic data and methods are necessary to
gauge the overall employment effects of the stimulus.
The Recovery Act includes entitlements and tax
provisions, which also have employment effects. The
employment effects in any state will vary with labor
market stress and fiscal condition, as discussed in this
report.

United States A ity Office
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November 19, 2009
Report to the Congress

Congress and the new admiinistration crafted the American Recovery and
Reinvestment Act of 2009 (Recovery Act)' with the broad purpose of
stimulating the economy. One of the expréss purposes of the act was to
preserve and create jobs. To help measure the progress of this effort,
Congress and the administration built into the act numerous provisions to
increase transparency and accountability over spending that require
recipients of Recovery Act funding to report quarterly on a number of
measures. Nonfederal recipients of Recovery Act funded grants, contracts,
or loans are required to submit reports with information on each project
or activity, including the amount and use of funds and an estimate of the
jobs created or retained.® Neither individuals nor recipients receiving
funds through entitlement programs, such as Medicaid, or tax programs
are required to report. The first of these recipient reports cover cumulative
activity since the Recovery Act’s passage in February 2009 through the
quarter ending September 30, 2009. The Recovery Act requires GAO to
comment on the estimates of jobs created or retained in the recipient
reports no later than 45 days after recipients have reported.’ The final
recipient reporting data for the first round of reports were first made
available on October 30, 2009.

The transparency that is envisioned for tracking Recovery Act spending
and results is unprecedented for the federal government. Both Congress
and the President have emphasized the need for accountability, efficiency,
and transparency in the expenditure of Recovery Act funds and have made
it a central principle of the act. As Congress finished work on the
Recovery Act, the House Appropriations Committee released a statement
saying, “A historic level of transparency, oversight and accountability will
help guarantee taxpayer dollars are spent wisely and Americans can see
results for their investment.” In January, the new administration pledged
that the Recovery Act would “break from conventional Washington

'Pub. L. 1115, 123 Stat. 115 (Feb. 17, 2009).

*Recovery Act, div. A, § 1512. We will refer to the quarterly reports required by section 1512
as recipient reports.

*The Congressional Budget Office (CBO) is also required by the act to comment on the
estimates of jobs created or retained no later than 45 days after recipients have reported,
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approaches to spending by ensuring that public dollars are invested
effectively and that the economic recovery package is fully transparent
and accountable to the American people.” However, tracking billions of
dollars that are being disbursed to thousands of recipients is an enormous
effort. The administration expects that achieving this degree of visibility
will be an iterative process in which the reporting process and information
improve over time and, if successful, could be a model for transparency
and oversight beyond the Recovery Act.

This report, the first in response to the Recovery Act’s section 1512
mandate that GAO comment on the estimates of jobs created or retained
by direct recipients of Recovery Act funds, addresses the following: (1) the
extent to which recipients were able to fulfill their reporting requirements
and the processes in place to help ensure recipient reporting data quality
and (2) how macroeconomic data and methods, and the recipient reports,
can be used to assess the employment effects of the Recovery Act, and the
limitations of the data and methods.

To meet our objectives, we performed an initial set of edit checks and
basic analyses on the final recipient report data that first became available
at www.recovery.gov, the federal government’s official Web site on
Recovery Act spending, on October 30, 2009. We calculated the overall
sum, as well as sum by states, for the number of full-time equivalents
(FTE) reported, award amount, and amount received and found that they
corresponded closely with the values shown for these data on
Recovery.gov. We built on information collected at the state, local, and
program level as part of our bimonthly reviews of selected states’ and
localities’ uses of Recovery Act funds. These bimonthly reviews focus on
Recovery Act implementation in 16 states and the District of Columbia,
which contain about 65 percent of the U.S. population and are estimated
to receive collectively about two-thirds of the intergovernmental federal
assistance funds available through the Recovery Act. A detailed
description of the criteria used to select the core group of 16 states and the
District is found in appendix I of our April 2009 Recovery Act bimonthly
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report.* Prime recipients and delegated subrecipients® had to prepare and
enter their information by October 10, 2009, The days following up to
October 30, 2009, included the data review period, and as noted
previously, on October 30, 2009, the first round of recipient reported data
was made public. Over the course of three different interviews, two with
prime recipients of Recovery Act funding and one with subrecipients, we
visited the 16 selected states and the District of Columbia during late
September and October 2009. We discussed with prime recipients projects
associated with 50 percent of the total funds reimbursed, as of September
4, 2009, for that state, in the Federal-Aid Highway Program administered
by the Department of Transportation {DOT). Prior to the start of the
reporting period on October 1, we reviewed prime recipients’ plans for the
jobs data collection process. After the October 10 data reporting period,
we went back to see if prime recipients followed their own plans and
subsequently talked with at least two vendors in each state to gauge their
reactions to the reporting process and assess the documentation they were
required to submit.

We gathered and examined issues raised by recipients in these
jurisdictions regarding reporting and data quality and interviewed
recipients on their experiences using the Web site reporting mechanism.
During the interviews, we used a series of program reviews and
semistructured interview guides that addressed state plans for managing,
tracking, and reporting on Recovery Act funds and activities. In a similar
way, we examined a nonjudgmental sample of Department of Education
(Education) Recovery Act projects at the prime and subrecipient level. We
also collected information from transit agencies as part of our bimonthly
Recovery Act reviews. In addition, we interviewed federal agency officials
who have responsibility for ensuring a reasonable degree of quality across
their program’s recipient reports. We assessed the reports from the
Inspector Generals (IG) on Recovery Act data quality review from 15

*GAO, Recovery Act: As Initial Implementation Unfolds in States and Localities,
i ion to A tity Issues Is F: ial, GAO-09-580 (Washington, D.C.:

C
Apr. 23, 2009).

Prime recipients are nonfederal entities that receive Recovery Act funding as federal
awards in the form of grants, loans, or cooperative agreements directly from the federal
government. Subrecipients are nonfederal entities that are awarded Recovery Act funding
through a legal instrument from the prime recipient to support the performance of any
portion of the substantive praject or program for which the prime recipient received the
Recovery Act funding, Additionally, applicable terms and conditions of the federal award
are carried forward to the subrecipient.
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agencies. We are also continuing to monitor and follow up on some of the
major reporting issues identified in the media and by other observers. For
example, a number of press articles have discussed concerns with the jobs
reporting done by Head Start grantees. According to a Health and Human
Services (HHS) Recovery Act official, HHS is working with the Office of
Management and Budget (OMB) to clarify the reporting policy as it applies
to Head Start grantees. We will be reviewing these efforts as they move
forward.

To address our second objective, we analyzed economic and fiscal data
using standard economic principles and reviewed the economic literature
on the effect of monetary and fiscal policies for stimulating the economy.
We also reviewed guidance that OMB developed for Recovery Act
recipients to follow in estimating the effect of funding activities on
employraent, reviewed reports that the Council of Economic Advisers
(CEA) issued on the macroeconomic effects of the Recovery Act, and
interviewed officials from the CEA, OMB, and the Congressional Budget
Office (CBO).

We conducted this performance audit with field work beginning in late
September 2009 and began analysis of the recipient data that became
available on October 30, 2009, in accordance with generally accepted
government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.

Background

In December 2007, the United States entered what has turned out to be its
deepest recession since the end of World War II. Between the fourth
quarter of 2007 and the third quarter of 2009, gross domestic product
(GDP) fell by about 2.8 percent, or $377 billion. The unemployment rate
rose from 4.9 percent in 2007 to 10.2 percent in October 2009, a level not
seen since April 1983. The CBO projects that the unemployment rate will
remain above 9 percent through 2011.

Confronted with unprecedented weakness in the financial sector and the
overall economy, the federal government and the Federal Reserve together
acted to moderate the downturn and restore economic growth. The
Federal Reserve used monetary policy to respond to the recession by
pursuing one of the most significant interest rate reductions in U.8.
history. In concert with the Department of the Treasury, it went on to
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bolster the supply of credit in the economy through measures that provide
Federal Reserve backing for a wide variety of loan types, frorn mortgages
to automobile loans to small business loans. The federal government also
used fiscal policy to confront the effects of the recession. Existing fiscal
stabilizers, such as unemployment insurance and progressive aspects of
the tax code, kicked in automatically in order to ease the pressure on
household income as economic conditions deteriorated. In addition,
Congress enacted a temporary tax cut in the first half of 2008 to buoy
incomes and spending® and created the Troubled Asset Relief Program’ in
the second half of 2008 to give Treasury authority to act to restore
financial market functioning.®

The federal government’s largest response to the recession to date came in
early 2009 with the passage of the Recovery Act, the broad purpose of
which is to stimulate the economy’s overall demand for goods and
services, or aggregate demand. The Recovery Act is specifically intended
to preserve and create jobs and promote economic recovery; to assist
those most impacted by the recession; to provide investiments needed to
increase economic efficiency by spurring technological advances in health
and science; to invest in transportation, environmental protection, and
other infrastructure that will provide long-term economic benefits; and to
stabilize the budgets of state and local governments.® The CBO estimates
that the net cost of the Recovery Act will total approximately $787 billion
from 2009 to 2019.

The Recovery Act uses a combination of tax relief and government
spending to accomplish its goals. The Recovery Act’s tax cuts include
reductions to individuals’ taxes, payments to individuals in lieu of
reductions to their taxes, adjustroents to the Alternative Minimum Tax,
and business tax incentives. Tax cuts encompass approximately one-third
of the Recovery Act’s dollars. Recovery Act spending includes temporary
increases in entitlement programs to aid people directly affected by the

®Economic Stimulus Act of 2008, Pub. L. No. 110-185, 122 Stat. 613 (Feb. 13, 2008).

"GAC, Troubled Asset Relief Program: One Year Later, Actions Are Needed to Address
Remaining Transparency and Accountability Challenges, GAO-10-16 (Washington, D.C.:
Oct. 8, 2009).

®Emergency Economic Stabilization Act of 2008, Pub. L. No. 110-343, 122 Stat. 3765 (Oct. 3,
2008), codified at 12 11.5.C. § § 5201 5261.

*Recovery Act, § 3.
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recession and provide some fiscal relief to states; this also accounts for
about one third of the Recovery Act. For example, the Recovery Act
temporarily increased and extended unemployment benefits, temporarily
increased the rate at which the federal government matched states
Medicaid expenditures, and provided additional funds for the
Supplemental Nutrition Assistance and the Temporary Aid to Needy
Families programs, among other things. Other spending, also accounting
for about a third of the act falls into the category of grants, loans, and
contracts. This includes government purchases of goods and services,
grants to states through programs such as the State Fiscal Stabilization
Fund for education and other government services, and government
investment in infrastructure, health information technology, renewable
energy research, and other areas.

In interpreting recipient reporting data, it is important to recognize that
the recipient reporting requirement only covers a defined subset of the
Recovery Act’s funding. The reporting requirements apply only to
nonfederal recipients of funding, including all entities receiving Recovery
Act funds directly from the federal government such as state and local
governments, private companies, educational institutions, nonprofits, and
other private organizations. OMB guidance, consistent with the statutory
language in the Recovery Act, states that these reporting requirements
apply to recipients who receive funding through the Recovery Act’s
discretionary appropriations, not recipients receiving funds through
entitlement programs, such as Medicaid, or tax programs. Recipient
reporting also does not apply to individuals. In addition, the required
reports cover only direct jobs created or retained as a result of Recovery
Act funding; they do not include the employment impact on materials
suppliers (indirect jobs) or on the local community (induced jobs). Figure
1 shows the division of total Recovery Act funds and their potential
employment effects.
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Figure 1: The P pioy Effects of R y Act Funds

Total Recovery Act funds (in bilions) - Potential empioyment effects of Recovery Act funds

Contracts, grants,
and loans

Total=$787

Recipiont reporting
coverage

Source: GAO.
Note: The potentiai employment effects of the different types of Recovery Act funds are based on
historicai data and are reflected in the size of the circles.

Tracing the effects of the Recovery Act through the economy is a
complicated task. Prospectively, before the act’s passage or before funds
are spent, the effects can only be projected using economic models that
represent the behavior of governments, firms, and households. While
funds are being spent, some effects can be observed but often relevant
data on key relationships and indicators in the economy are available only
with a lag, thereby complicating real-time assessments. When a full range
of data on outcomes becomes available, economic analysts undertake
retrospective analyses, where the findings are often used to guide future
policy choices and to anticipate effects of similar future policies. Stimulus
spending under the broad scope of the Recovery Act will reverberate at
the national, regional, state, and local levels. Models of the national
economy provide the most comprehensive view of policy effects, but they
do not provide insight, except indirectly, about events at smaller
geographical scales. The diversity and complexity of the components of
the national economy are not fully captured by any set of existing
economic models. Some perspective can be gained by conteraporaneous
close observation of the actions of governments, firms, and households,
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but a complete and accurate picture of the Recovery Act’s impact will
emerge only slowly.

Section 1512 of the Recovery Act requires recipients of recovery funds to
report on those funds each calendar quarter. These recipient reports are to
be filed for any quarter in which a recipient receives Recovery Act funds
directly from the federal government. The recipient reporting requirement
covers all funds made available by appropriations in division A of the
Recovery Act. The reports are to be submitted no later than 10 days after
the end of each calendar quarter in which the recipient received Recovery
Act funds. Each report is to include the total amount of Recovery Act
funds received, the amount of funds expended or obligated to projects or
activities, and a detailed list of those projects or activities. For each
project or activity, the detailed list must include its name and a
description, an evaluation of its completion status, and an estimate of the
number of jobs created or the number of jobs retained by that project or
activity. Certain additional information is also required for infrastructure
investments made by state and local governments. Also, the recipient
reports must include detailed information on any subcontracts or
subgrants as required by the Federal Funding Accountability and
Transparency Act of 2006."” Section 1512(e) of the Recovery Act requires
GAO and CBO to comment on the estimates of jobs created or retained
reported by recipients.

In its guidance to recipients for estimating employment effects, OMB
instructed recipients to report only the direct employment effects as “jobs
created or retained” as a single number." Recipients are not expected to
report on the employment impact on materials suppliers (indirect jobs) or
on the local community (inditced jobs). According to the guidance, “A job
created is a new position created and filled or an existing unfilled position
that is filled as a result of the Recovery Act; a job retained is an existing
position that would not have been continued to be filled were it not for
Recovery Act funding. Only compensated employment . . . should be
reported. The estimate of the number of jobs . . . should be expressed as
‘full-time equivalents (FTE),” which is calculated as total hours worked in
jobs created or retained divided by the number of hours in a full-time
schedule, as defined by the recipient.” Consequently, the recipients are

*Pub. L. No 100-282, 120 Stat. 1186 (Sept. 26, 2006).

"OMB Memoranda, M-09-21, Implementing Guidance for the Reports on Use of Funds
Pursuant to the American Recovery and Reinvestment Act of 2009 (June 22, 2009).
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expected to report the amount of labor hired or not fired as result of
having received Recovery Act funds. It should be noted that one FTE does
not necessarily equate to the job of one person. Firms may choose to
increase the hours of existing employees; for example, which can certainly
be said to increase employment but not necessarily be an additional job in
the sense of adding a person to the payroli.

To implement the recipient reporting data requirements, OMB has worked
with the Recovery Accountability and Transparency Board (Recovery
Board)* to deploy a nationwide data collection system at
www.federalreporting.gov (Federalreporting.gov), while the data reported
by recipients are available to the public for viewing and downloading on
www.recovery.gov (Recovery.gov). Recovery.gov, a site designed to
provide transparency of information related to spending on Recovery Act
programs, is the official source of information related to the Recovery Act.
The Recovery Board's goals for the Recovery Act Web site include
promoting accountability by providing a platform to analyze Recovery Act
data and serving as a means of tracking fraud, waste, and abuse allegations
by providing the public with accurate, user-friendly information. In
addition, the site promotes official data in public debate, assists in
providing fair and open access to Recovery Act opportunities, and
promotes an understanding of the local impact of Recovery Act funding.

In an effort to address the level of risk in recipient reporting, OMB’s June
22, 2009, guidanice® on recipient reporting includes a requirement for data
quality reviews. OMB’s data quality guidance is intended to address two
key data problems—material omissions and significant reporting errors.
Material omissions and significant reporting errors are risks that the
information is incomplete and inaccurate.™ As shown in figure 2, OMB

““The Recovery Act created the Recovery Accc ility and Tr: v Board, which is
composed of 12 Inspectors General from various federal agencies, who serve with a
chairman of the board. Recovery Act, § 1522.The board issues quarterly and annual reports
on Recovery Act activities to Congress and the President. The board is also to issue “flash
reports” under the statute.

*OMB Memoranda, M-09-21.

**Material omissions are defined as instances where required data are not reported or
reported information is not otherwise responsive to the data requests resulting in a
significant risk that the public is not fully informed as to the status of a Recovery Act
project or activity. Significant reporting errors are defined as those instances where
required data are not reported and such erroneous reporting results in significant risk that
the public will be misled or confused by the recipient report in question.
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gave specific time frames for reporting that allow prime recipients and
delegated subrecipients to prepare and enter their information on days 1
through 10 following the end of the quarter. During days 11 through 21,
prime recipients will be able to review the data to ensure that complete
and accurate reporting information is provided prior to a federal agency
review and comment period beginning on the 22nd day. During days 22 to
29 following the end of the quarter, federal agencies will perform data
quality reviews and will notify the recipients and delegated subrecipients
of any data anomalies or questions, The original submitter must complete
data corrections no later than the 29th day following the end of the
quarter. Prime recipients have the ultimate responsibility for data quality
checks and the final submission of the data. Since this is a cumulative
reporting process, additional corrections can take place on a quarterly
basis.
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Figure

Recipient Reporting Time Frame

By 10 days a

end of quarter

fler

Sources: OMB and GAO.

OMB guidance does not explicitly mandate a methodology for conducting
data quality reviews at the prime and delegated subrecipient level or by
the federal agencies. Instead, the June 22, 2009, guidance provides the
relevant party conducting the data quality review with discretion in
determining the optimal method for detecting and correcting material
omissions or significant reporting errors. The guidance says that, at a
minimum, federal agencies, recipients, and subrecipients should establish
internal controls to ensure data quality, completeness, accuracy, and
timely reporting of all amounts funded by the Recovery Act.

The Recovery Board published the results of the first round of recipient
reporting on Recovery.gov on October 30, 2009. According to the Web site,
recipients submitted 130,362 reports indicating that 640,329 “jobs” were
created or saved as a direct result of the Recovery Act. These data solely
reflect the direct FTEs reported by recipients of Recovery Act grants,
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contracts, and loans for the period beginning when the act was signed into
law on February 17, 2009 through September 30, 2009. As shown in figure
3, grants, contracts, and loans account for about 27 percent, or $47 billion,
of the approximately $173 billion in Recovery Act funds paid out as of
September 30, 2009.

L r——rv——
Figure 3: Distribution of Recovery Act Funds through the End of Fiscal Year 2009

Entitlements ($63.7 biltion)
Contracts, grants, and loans ($47 billion)

Tax refief ($62.5 billion}

Total=$173 billion
‘Source: Recovery.gov.

Recipients in all 50 states reported jobs created or retained with Recovery
Act funding provided through a wide range of federal programs and
agencies. Table 1 shows the distribution of jobs created or retained across
the nation as reported by recipients on Recovery.gov. Not surprisingly,
California, the most populous state, received the most Recovery Act
dollars and accounted for the largest number of the reported jobs created
or retained.
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Table 1: Jobs Created or Retained by States as Reported by Recipients of Recovery Act Funding

Rank State Jobs Rank State Jobs Rank State Jobs
1 California 110,185 19 Oregon 9653 37 Arkansas 3,742
2 New York 40,620 20 Tennessee 9,548 38 New Hampshire 3,528
3 Washington 34517 21 Louisiana 9,136 39 Mississippi 3,433
4 Florida 29,321 22 Oklahoma 8,747 40 Nebraska 2,840
5 North Carolina 28,073 23 Virginia 8,617 41 West Virginia 2,409
6 Georgia 24681 24 South Carolina 8,147 42 Alaska 2,315
7 [inois 24,448 25 Colorado 8,094 43 District of Columbia 2,274
8 New Jersey 24,109 26 Connecticut 7551 44 South Dakota 2,198
9 Michigan 22514 27 Pennsylvania 7,427 45 Idaho 2,103
10 Texas 19,572 28 Maryland 6,748 46 Vermont 2,030
11 Indiana 18,876 29 Utah 6,598 47 Rhode island 2,012
12 Puerto Rico 17,597 30 Montana 6427 48 Maine 1,613
13 Ohio 17,085 31 Kansas 5935 49 Hawaii . 1,545
14 Missouri 15,149 32 Nevada 5667 50 North Dakota 1,293
15 Minnesota 14315 33 lowa 5323 51 Defaware 1,170
16 Massachusetts 12,374 34 New Mexico 5230 52 Wyoming 860
17 Arizona 12,283 35 Alabama 4,884 Other 1,232
18 Wisconsin 10,073 36 Kentucky 4,202 Totat 640,329

Source: Recovery.gov,
Notes:

includes the District of Columbia and Puerto Rico.

*Other” includes all other U.S. territories and data that could not be assigned fo a specific state.
Total may not add due to rounding.

Table 2 shows the number and share of jobs created or retained by federal
program agencies as reported by recipients of Recovery Act funding. The
Department of Education accounted for nearly 400,000 or close to two-
thirds of the reported jobs created or retained. According to the
Department of Education, this represents about 325,000 education jobs
such as teachers, principals, and support staff in elementary and
secondary schools, and educational, administrative, and support personnel
in institutions of higher education funded primarily through the State
Fiscal Stabilization Fund (SFSF).” In addition, approximately 73,000 other

®States must allocate 81.8 percent of their SFSF funds to support education (education
stabilization funds}, and must use the remaining 18.2 percent for public safety and other
governaent services, which may mclude education (govermment services funds).
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jobs (including both education and noneducation positions) were reported
saved or created from the SFSF Government Services Fund, the Federal

Work Study Program, and Impact Aid funds.

Table 2: Jobs Created or Retained by Federal Program Agency as Reported by

Recipients of Recovery Act Funding

Depariment/agency Jobs Percent of total
Education 398,006 62.2
Labor 76,223 11.9
Transportation 46,593 73
Health and Human Services 28,616 45
Housing and Urban Development 28,559 45
Defense 11,239 1.8
Energy 10,021 1.6
Agricuiture 6,273 1.0
Justice 5,575 0.9
Corps of Engineers 4,354 07
Environmental Protection Agency 4,191 07
National Science Foundation 2,510 0.4
Federal Communications Commission 1,929 0.3
Interior 1,780 0.3
Treasury 1,454 0.2
Homeland Security 1,305 0.2
All others 11,701 1.8
Total 640,329 100.0

Sourca: Recovery.gov.
Note: Totals may not add due to rounding.
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Recipients of
Recovery Act Funds
We Contacted Appear
to Have Made Good
Faith Efforts to
Ensure Complete and
Accurate Reporting,
but It Will Take Time
to Improve Data
Quality

While recipients GAO contacted appear to have made good faith efforts to
ensure complete and accurate reporting, GAO’s fieldwork and initial
review and analysis of recipient data from www.recovery.gov, indicate
that there are a range of significant reporting and quality issues that need
to be addressed. Collecting information from such a large and varied
number of entities in a compressed time frame, as required by the
Recovery Act, is a huge task. Major challenges associated with the new
Recovery Act reporting requirements included educating recipients about
the reporting requirements and developing the systems and infrastructure
for collecting and reporting the required information. While recipients in
the states we reviewed generally made good faith efforts to report
accurately, there is evidence, including numerous media accounts, that the
data reporting has been somewhat inconsistent. Even recipients of similar
types of funds appear to have interpreted the reporting guidance in
somewhat different ways and took different approaches in how they
developed their jobs data. The extent to which these reporting issues
affect overall data quality is uncertain at this point. As existing recipients
become more familiar with the reporting system and requirements, these
issues may becomne less significant although communication and training
efforts will need to be maintained and in some cases expanded as new
recipients of Recovery Act funding enter the system. Because this effort
will be an ongoing process of cumulative reporting, our first review
represents a snapshot in time.

Initial Observations on
Recipient Reporting Data
Identify Areas Where
Further Review and
Guidance Are Needed

We performed an initial set of edit checks and basic analyses on the
recipient report data available for download from Recovery.gov on
October 30, 2009. Based on that initial review work, we identified recipient
report records that showed certain data values or patterns in the data that
were either erroneous or merit further review due to an unexpected or
atypical data value or relationship between data values. For the most part,
the number of records identified by our edit checks was relatively small
compared to the 56,986 prime recipient report records included in our
review.

As part of our review, we examined the relationship between recipient
reports showing the presence or absence of any FTE counts with the
presence or absence of funding amounts shown in either or both data
fields for amount of Recovery Act funds received and amount of Recovery
Act funds expended. Forty four percent of the prime recipient reports
showed an FTE value. As shown in table 3, we identified 3,978 prime
recipient reports where FTEs were reported but no dollar amount was
reported in the data fields for amount of Recovery Act funds received and
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amount of Recovery Act funds expended. These records account for
58,386 of the total 640,329 FTEs reported.

Table 3: Count of Prime ipient Reports by P or Ab: of FTEs and
R y Act Funds Received or E: ded

Reports Reports
Recovery Act funds with FTEs without FTEs
Received or expended funds reported” 21,280 9,247
(84%) (29%)
No received or expended funds reported 3,978 22,481
(16%) (T1%)
25,258 31,728
Total {100%) (100%)

‘Sourca: GA analysis of Recovery.gov data.

*Prime recipient reparts showing a non zero doltar amount in either or both Recovery Act funds
received or expended data fieids.

As might be expected, 71 percent of those prime recipient reports shown
in table 3 that did not show any FTEs also showed no dollar amount in the
data fields for amount of Recovery Act funds received and amount
expended. There were also 9,247 reports that showed no FTEs but did
show some funding amount in either or both of the funds received or
expended data fields. The total value of funds reported in the expenditure
field on these reports was $965 million. Those recipient reports showing
FTEs but no funds and funds but no FTEs constitute a set of records that
merit closer examination to understand the basis for these patterns of
reporting.

Ten recipient reports accounted for close to 30 percent of the total FTEs
reported. All 10 reports were grants and the majority of those reports
described funding support for education-sector related positions. For
reports containing FTEs, we performed a limited, automated scan of the
job creation field of the report, which is to contain a narrative description
of jobs created or retained. We identified 261 records where there was
only a brief description in this job creation field and that brief text showed
such words or phrases as “none,” “N/A,” zero, or variants thereof. For most
of these records, the value of FTEs reported is small, but there are 10 of
these records with each reporting 50 or more FTEs. The total number of
FTESs reported for all 261 records is 1,776. While our scan could only
identify limited instances of apparently contradictory information between
the job description and the presence of an FTE number, we suspect that a
closer and more extensive review of the job description field in relation to
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the count of FTEs would yield additional instances where there were
problems, and greater attention to this relationship would improve data
quality.

In our other analyses of the data fields showing Recovery Act funds, we
identified 132 records where the award amount was zero or less than $10.
There were also 133 records where the amount reported as received
exceeded the reported award amount by more than $10. On 17 of these
records, the difference between the smaller amount awarded and the
larger reported amount received exceeded $1 million. While there may be
a reason for this particular relationship between the reported award
amount and amount received, it may also indicate an improper keying of
data or an interpretation of what amounts are to be reported in which
fields that is not in accordance with the guidance.

We calculated the overall sum and sum by states for number of FTEs
reported, award amount, and amount received. We found that they
corresponded closely with the values shown for these data on
Recovery.gov. Some of the data fields we examined with known values
such as the Treasury Account Symbol (TAS) codes and Catalog of Federal
Domestic Assistance (CFDA) numbers" showed no invalid values on
recipient reports. However, our analyses show that there is reason to be
concerned that the values shown for these data fields in conjunction with
the data field identifying who the funding or awarding agency is may not
be congruent. Both TAS and CFDA values are linked to specific agencies
and their programs. We matched the reported agency codes against the
reported TAS and CFDA codes. We identified 454 reports as having a
mismatch on the CFDA number--therefore, the CFDA nurber shown on
the report did not match the CFDA number associated with either the
funding or awarding agency shown on the report. On TAS codes, we
identified 595 reports where there was no TAS match. Included in the
mismatches were 76 recipient reports where GAO was erroneously
identified as either the funding or awarding agency. In many instances,
review of these records and their TAS or CFDA values along with other

**The TAS codes identify the Recovery Act funding program source. The two leftmost
characters of each TAS code form a data element that is identical with the two-digit
numerical code used in the federal budgetary process to identify major federal R
organizations. The CFDA is a governmentwide compendium of federal prograrss, projects,
services, and activities that provide assistance or benefits. It contains assistance programs
administered by departments. Each program is assigned a unigque number where the first
two digits represent the funding agency.
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descriptive information from the recipient report indicated the likely
funding or awarding agencies. These mismatches suggest that either the
identification of the agency or the TAS and CFDA codes are in error on the
recipient report.

Another potential problem area we identified was the provision of data on
the number and total amount of small subawards of less than $25,000.
There are data fields that collect information on smnall subawards, small
subawards to individuals, and small subawards to vendors. There were 380
prime recipient report records where we observed the same values being
reported in both small subawards and small subawards to individuals. We
also identified 1,772 other records where it could be clearly established
that these values were being reported separately. While we are able to
establish that these data are not being consistently reported, it is not
possible to assess from the data alone the full extent to which subaward
data are being combined or reported separately across all recipient
reports. Additionally, we noted 152 reports where, in either the subawards
or subawards to individuals data fields, the value for the number of
subawards and the total dollar value of subawards were exactly the same
and, as such, most likely erroneous.

While most recipient report records were not identified as potential
problems in these initial edit checks and analyses thus far, our results do
indicate the need for further data quality efforts.

Various Interpretations of
How to Report FTEs
Produced Questionable
Data on Jobs Created or
Retained

Under OMB guidance, jobs created or retained were to be expressed as
FTEs. We found that data were reported inconsistently even though
significant guidance and training was provided by OMB and federal
agencies. While FTEs should allow for the aggregation of different types of
jobs—part-time, full-time or temporary—differing interpretations of the
FTE guidance compromise the ability to aggregate the data.

In addition to issuing guidance, OMB and federal agencies provided
several types of clarifying information to recipients as well as
opportunities to interact and ask questions or receive help with the
reporting process. These included weekly phone calls between OMB and
groups representing the state budget and comptrollers offices, weekly
calls between all state reporting leads, webinars, a call center, and e-mail
outreach. State officials reported they took advantage of and appreciated

.this outreach. For example, Ohio state officials said they were generally

satisfied with the technical assistance and guidance provided by OMB—
specifically, the assistance it received from the Federalreporting.gov help
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desk staff. OMB estimated that it had a better than 90 percent response
rate for recipient reporting and said that they answered over 3,500
questions related to recipient reporting.

The data element on jobs created or retained expressed in FTEs raised
questions and concerns for some recipients. OMB staff reported that
questions on FTEs dominated the types of questions they fielded during
the first round of recipient reporting. Although the recipient reports
provide a detailed account of individual projects, as Recovery.gov shows,
these projects represent different types of activities and start and end at
various points throughout the year, and recipients had various
understandings of how to report an FTE. In section 5.2 of the June 22
guidance, OMB states that “the estimate of the number of jobs required by
the Recovery Act should be expressed as ‘full-time equivalents’ (FTE),
which is calculated as the total hours worked in jobs retained divided by
the number of hours in a full time schedule, as defined by the recipient.”
Further, “the FTE estimates must be reported cumulatively each calendar
quarter.” In section 5.3, OMB states that “reporting is cumulative across
the project lifecycle, and will not reset at the beginning of each calendar or
fiscal year.”

FTE calculations varied depending on the period of performance the
recipient reported on. For example, in the case of federal highways
projects, some have been ongoing for six months, while others started in
September 2009. In attempting to address the unique nature of each
project, DOT’s Federal Highway Administration (FHWA) faced the issue of
whether to report FTE data based on the length of time to complete the
entire project (project period of performance) versus a standard period of
performance such as a calendar quarter across all projects. According to
FHWA guidance, which was permitted by OMB, FTEs reported for each
highway project are expressed as an average monthly FTE. This means
that for a project that started on July 1, 2009, the prime recipient would
add up the hours worked on that project in the months of July, August,
and September and divide that number by [(3/12 x 2,080 hours)]. Fora
project that started on August 1, 2009, the prime recipient should add up
the hours worked on that project in the months of August and September
and divide that numiber by [(2/12 x 2,080 hours)}. For a project that started
on September, 1, 2009, the prime recipient should add up the hours
worked on that project in the month of September and divide that number
by [(1/12 x 2,080 hours)}. The issue of a standard performance period is
magnified when looking across programs and across states. To
consistently compare FTEs, or any type of fraction, across projects, one
must use a common denominator. Comparison of FTE calculations across
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Tabte 4: Aggregation of FHWA FTE Data

projects poses challenges when the projects have used different time
periods as denominators. Tables 4 and 5 below provide more detail on the
problems created by not having a standard performance period for
calculating FTEs.

Table 4 is an application of the FHWA guidance for three projects with
varying start dates. This example illustrates the way FHWA applied the
OMB guidance and that the way FTEs are aggregated in
Federalreporting.gov could overstate the employment effects. In this
example, because the 30 monthly FTE data were aggregated without
standardizing for the quarter, FTEs would be overstated by 10 relative to
the OMB guidance. A standardized quarterly measure and job-years are
included as examples of a standard period of performance. A job-year is
simply one job for 1 year. Regardless of when the project begins, the total
hours worked is divided by a full years worth of time (12 months), which
would enable aggregation of employment effects across programs and
time.

Project A Project B Project C
Start date July 1 August 1 September 1
Fuli-time employees 10 10 10
Duration of project as of September 30 3 months 2 months 1 month
Average monthly FTE per FHWA 10 10 R 10
Cumulative FTE per OMB guidance 10 .67 3.33
FTE standardized on a quarterly basis 10 6.67 333
Job-years 25 1.67 0.83

Source: GAO analysis of FHWA FTE data,
Notes:

Total FTE as by FHWA and donF porting.gov = 30,
Total cumulative FTE per OMB guidance = 20,

Total FTE on a standardized quarterly basis = 20,

Totat job-years = 5 (standardized FTE}.

Table 5 is an application of the OMB guidance for two projects with
varying start dates. In this example, the OMB guidance understates the
employment effect relative to the standardized measure. Cumulative FTE
per OMB guidance would result in 20 FTE compared with 30 FTE when
standardized on a quarterly basis. Both a standardized quarterly FTE
measure and a job-year measure are included as examples of a standard
period of performance. Regardless of when the project begins, the total
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hours worked is divided by a full year’s worth of time (12 months), which
would enable aggregation of employment effects across programs and
time.

Table 5: OMB's Cumulative FTE versus a Standardized Measure

Project X Project Y
Start date July 1 October 1
Full-time employses 10 10
Duration of project as of December 30 6 months 3 months
Cumulative FTE per OMB guidance 10 10
FTE standardized on a quarterly basis 20 10
Job-years 5 25

Source: GAQ analysis of OMB FTE calculation guidance.
Notes:

Tota} Cumulative FTE per OMB guidance = 20,
Total FTE on a standardized quarterly basis = 30,
Total job-years = 7.5 {standardized FTE}.

There are examples from other DOT programs where the issue of a project
period of performance created significant variation in the FTE calculation.
For example, in Pennsylvania, each of four transit entities we interviewed
used a different denominator to calculate the number of full-time
equivalent jobs they reported on their recipients reports for the period
ending September 30, 2009. Southeastern Pennsylvania Transportation
Authority in Philadelphia used 1,040 hours as its denominator, since it had
projects underway in two previous quarters. Port Authority of Allegheny
County prorated the hours based on the contractors’ start date as well as
to reflect that hours worked from September were not included due to lag
time in invoice processing. Port Authority used 1,127 hours for contractors
starting before April, 867 hours for contractors starting in the second
quarter, and 347 hours for contractors starting in the third quarter. Lehigh
and Northampton Transportation Authority in Allentown used 40 hours in
the 1512 report they tried to submit, but, due to some confusion about the
need for corrective action, the report was not filed. Finally, the
Pennsylvania Department of Transportation in the report for nonurbanized
transit systems used 1,248 hours, which was prorated by multiplying 8
hours per workday times the 156 workdays between February 17 and
September 30, 2009. In several other of our selected states, this variation
across transit programs’ period of performance for the FTE calculation
also occurred.
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The issue of variation in the period of performance used to calculate FTEs
also occurred in Education programs. Across a number of states we
reviewed, local education agencies and higher education institutions used
a different denominator to calculate the number of FTEs they reported on
their recipient reports for the period ending September 30, 2009. For
example, two higher education systems in California each calculated the
FTE differently. In the case of one, officials chose to use a two-month
period as the basis for the FTE performance period. The other chose to
use a year as the basis of the FTE. The result is almost a three-to-one
difference in the number of FTEs reported for each university system in
the first reporting period. Although Education provides alternative
methods for calculating an FTE, in neither case does the guidance
explicitly state the period of performance of an FTE."

Recipients were also confused about counting a job created or retained
even though they knew the number of hours worked that were paid for
with Recovery Act funds. For example, the Revere Housing Authority, in
administering one Recovery Act project, told us that they may have
underreported jobs data from an architectural firm providing design
services for a Recovery Act window replacement project at a public
housing complex. The employees at the architecture firm that designed the
window replacement project were employed before the firm received the
Recovery Act funded contract and will continue to be employed after the
contract has been completed, so from the Revere Housing Authority’s
perspective there were no jobs created or retained. As another example,
officials from one housing agency reported the nuraber of people, by trade,
who worked on Recovery Act related projects, but did not apply the full-
time equivalent calculation outlined by OMB in the June 22 reporting
guidance. Officials from another public housing agency told us that they
based the number of jobs they reported on letters from their contractors
detailing the number of positions rather than FTEs. OMB staff said that
thinking about the jobs created or retained as hours worked and paid for
with Recovery Act funds was a useful way to understand the FTE
guidance. While OMB's guidance explains that in applying the FTE
calculation for measuring the number of jobs created or retained
recipients will need the total number of hours worked that are funded by

¥'California Task Force officials said that they believed that both education agencies
determined the estimated nuraber of jobs created or retained within applicable federal
agency guidance.
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the Recovery Act, it could emphasize this relationship more thoroughly
throughout its guidance.

OMB’s decision to convert jobs into FTEs provides a consistent lens to
view the amount of labor being funded by the Recovery Act, provided each
recipient uses a standard time frame in considering the FTE. The current
OMB guidance, however, creates a situation where, because there is no
standard starting or ending point, an FTE provides an estimate for the life
of the project. Without normalizing the FTE, aggregate numbers should
not be considered, and the issue of a standard period of performance is
magnified when looking across programs and across states.

Technical Reporting and
Processing Glitches
Occurred, but Recipients
Were Able to Report

Recipients we interviewed were able to report into and review data on
Federalreporting.gov. Particularly given the scale of the project and how
quickly it was implemented, within several months, the ability of the
reporting mechanisms to handle the volume of data from the range of
recipients represents a solid first step in the data collection and reporting
process for the fulfillment of the section 1512 mandate. Nonetheless, there
were issues associated with the functional process of reporting. For
example, state officials with decentralized reporting structures reported
problems downloading submitted information from Recovery.gov to
review top-line figures such as money spent and jobs created or retained.
The Iowa Department of Management, which did Jowa’s centralized
reporting into Federalreporting.gov, said that, overall, the system was very
slow. In addition to the slowness, as the system was processing input fromn
Towa’s submission, every time it encountered an error, it kicked back the
whole submission—but it showed only the one error. After fixing the one
errant entry, the state resubmitted its information, which would then be
completely sent back the next time an error was encountered. lowa
officials believe it would have been more efficient if the system identified
all errors in submission and sent back a corplete list of errors to fix.
Other recipient reporters we interviewed highlighted issues around
DUNS* numbers and other key identifiers, along with the inability to enter
more than one congressional district for projects that span multiple
districts. The expectation is that many of these entry and processing errors
were captured through the review process, but the probability that all
errors were caught is low.

A D-U-N-§ number is a unique nine-digit sequence recognized as the universal standard
for identifying and keeping track of 100 million businesses wordwide.
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Generally, state officials from our 17 jurisdictions reported being able to
work through technical reporting and processing glitches. For example,
Florida officials reported that they encountered many technical issues but
were able to solve the problems by contacting the Recovery Board. Ohio
officials noted that, although they were initially concerned, in spite of the
tremendous amount of data being submitted, Federalreporting.gov held up
well. While they faced some challenges, California officials reported that,
overall, they were successful in reporting the numbers into
Federalreporting.gov. They worked with the technical team at
Federalreporting.gov and performed a test on October 1, 2009, to see if the
upload of the job data was going to work. During the October reporting
time frame, New Jersey officials reported that they generally did not
experience significant recipient reporting problems. The few reporting
problems New Jersey experienced occurred in relation to issues uploading
the data onto Federalreporting.gov and issues requiring clarifying
guidance from the relevant federal agency.

Notwithstanding the concerns over the slowness of the reporting system
and error checks, lowa officials also reported that the process worked
rather well, determining that most of their state reporting problems
seemed to stem from a few recipients not fully grasping all of the training
the state had provided and thus not knowing or having key information
like DUNS numbers and in some cases submitting erroneous information.
The state department of management plans to specifically address the 30
or so recipients associated with these issues—just about all of which were
school districts. As a follow-up from this first reporting cycle, several
states have developed a list of lessons learned to share with OMB and
other federal agencies. An exaraple in appendix [ illustrates problems
public housing authorities had with both the recipient reporting
processing functions and the FTE calculation.

In addition to the Federalreporting.gov Web site, the Recovery Board used
arevised Recovery.gov Web site to display reported data. The revised site
includes the ability to search spending data by state, ZIP code, or
congressional district and display the results on a map. The Recovery
Board also awarded a separate contract to support its oversight
responsibilities with the ability to analyze reported data and identify areas
of concern for further investigation. In addition, the board plans to
enhance the capabilities of Federalreporting.gov. However, the Recovery
Board does not yet use an adequate change management process to
manage system modifications. Without such a process, the planned
enhancements could becore cost and schedule prohibitive. The board has
recognized this as a significant risk and has begun development of a
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change management process. Finally, the board has recognized the need
to improve the efficiency of its help desk operation to avoid dropped calls
and is working on agreements to address this risk.

Processes Are in Place at
the States and Federal
Agencies for Recipient
Reporting Data Quality
Review

State Level Data Quality
Review

Recipient reporting data quality is a shared responsibility, but often state
agencies have principal accountability because they are the prime
recipients. Prime recipients, as owners of the recipient reporting data,
have the principal responsibility for the quality of the data submitted, and
subrecipients delegated to report on behalf of prime recipients share in
this responsibility.” In addition, federal agencies funding Recovery Act
projects and activities provide a layer of oversight that augments recipient
data quality. Oversight authorities including OMB, the Recovery Board,
and federal agency IGs also have roles to play in ensuring recipient
reported data quality, while the general public and nongovernmental
entities can help as well by highlighting data problems for correction.

All of the jurisdictions we reviewed had data quality checks in place for
the recipient reporting data, either at the state level or a state agency level.
State agencies, as entities that receive Recovery Act funding as federal
awards in the form of grants, loans, or cooperative agreements directly
from the federal government, are often the prime recipients of Recovery
Act funding. Our work in the 16 states and the District of Columbia
showed differences in the way states as prime recipients approach
recipient reporting data quality review. Officials from nine states reported
having chosen a centralized reporting approach meaning that state
agencies subrnit their recipient reports to a state central office, which then
subrnits state agency recipient reports to Federalreporting.gov. For

*Prime recipients are nonfederal entities that receive Recovery Act funding as federal
awards in the form of grants, loans, or cocperative agreements directly from the federal
government. Subrecipients are nonfederal entities that are awarded Recovery Act funding
through a legal instrument from the prime recipient to support the performance of any
portion of the substantive project or program for which the prime recipient received the
Recovery Act funding. Additionally, the terms and conditions of the federal award are
carried forward to the subrecipient,

Page 25 GAO-10-223 Recovery Act



249

example, Colorado’s Department of Transportation provided its recipient
report to a central entity, the Colorado Office of Information Technology,
for submission to Federalreporting.gov. States with centralized reporting
systems maintain that they will be able to provide more oversight of
recipient reporting with this approach. Advocates of centralized reporting
also expect that method will increase data quality, decrease omissions and
duplicate reporting, and facilitate data cleanup.

Officials from the remaining eight jurisdictions reported using a
decentralized reporting system. In these cases, the state program office
administering the funds is the entity submitting the recipient report. In
Georgia, for example, the State Department of Transportation is
responsible for both reviewing recipient report data and submitting it to
Federalreporting.gov. lllinois, as is the case for four other decentralized
states, is quasidecentralized where the data are centrally reviewed and
reported in a decentralized manner. When the audit office informs the
Office of the Governor that its review is complete and if the Office of the
Governor is satisfied with the results, the Illinois state reporting agency
may upload agency data to Federalreporting.gov. Appendix I provides
details on California’s recipient reporting experiences.

As a centralized reporting state, lowa officials told us that they developed
internal controls to help ensure that the data submitted to OMB, other
federal entities, and the general public, as required by section 1512 of the
Recovery Act, are accurate. Specifically, lowa inserted validation
processes in its Recovery Act database to help reviewers identify and
correct inaccurate data. In addition, state agency and local officials were
required to certify their review and approval of their agency’s information
prior to submission. [owa state officials told us that they are working on
data quality plans to include being able to reconcile financial information
with the state’s centralized accounting system. According to Iowa officials,
the number of Recovery Act grant awards improperly submitted was
relatively small. ’

As a decentralized reporting state, New Jersey officials reported that a
tiered approach to data quality checks was used for all Recovery Act
funding streams managed by the state. Each New Jersey state department
or entity was responsible for formulating a strategy for data quality
reviews and implementing that strategy. The New Jersey Department of
Community Affairs, for example, directed subrecipients to report data
directly into an existing departmental data collection tool modified to
encompass all of the data points required by the Recovery Act. This
system gave the Department of Community Affairs the ability to view the
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Federal Agency Data Quality
Review -

data as it came in from each subrecipient. From this data collection tool,
the department uploaded prime and subrecipient data to
Federalreporting.gov. All departmental strategies were reviewed by the
New Jersey Governor’s office and the New Jersey Recovery Accountability
Task Force. The Governor's office conducted a review of the reports as
they were uploaded to Federalreporting.gov on a program-by-program,
department-by-department basis to identify any outliers, material
omissions, or reporting errors that could have been overlooked by
departments.

To help ensure the quality of recipient report data, the Recovery Board
encouraged each federal Office of Inspector General overseeing an agency
receiving Recovery Act funds to participate in a governmentwide Recovery
Act Reporting Data Quality Review. The Recovery Board requested the IG
community to determine the following: (1) the existence of documentation
on the agencies’ processes and procedures to perform limited data quality
reviews targeted at identifying material omissions and significant reporting
errors, (2) the agencies’ plans for ensuring prime recipients report
quarterly, and (3) how the agencies intend to notify the recipient of the
need to make appropriate and timely changes. In addition, IGs reviewed
whether the agency had an adequate process in place to remediate
systernic or chronic reporting problems and if they planned to use the
reported information as a performance m t and ass: t tool.
We reviewed the 15 IG reports that were available as of November 12,
2009. Our review of these reports from a range of federal agencies found
that they had drafted plans or preliminary objectives for their plans for
data quality procedures.

Published IG audits on agencies’ Recovery Act data quality reviews that
we examined indicated that federal agencies were using a variety of data
quality checks, which included automated or manual data quality checks
or a combination. Computer programs drive the automated processes by
capturing records that do not align with particular indicators determined
by the agency. Agencies may use a manual process where a designated
office will investigate outliers that surface during the automated test. For
example, the automated process for Education performs data checks to
validate selected elements against data in the department’s financial
systems. As part of its data quality review, Education officials are to
examine submitted reports against specific grant programs or contract
criteria to identify outliers for particular data elements. Of the IG reports
that we reviewed that mentioned systemic or chronic problems, 9 of the 11
found that their agencies had a process in place to address these
probiems. Although some of the IGs were unable to test the
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implementation of their agency’s procedures for reviewing the quarterly
recipient reports, based on their initial audit, they were able to conclude
that the draft plan or preliminary objectives for data quality review were in
place.

According to OMB’s guidance documents, federal agencies must work
with their recipients to ensure comprehensive and accurate recipient
reporting data. A September 11, 2009, memorandum from OMB directed
federal agencies to identify Recovery Act award recipients for each
Recovery Act program they administer and conduct outreach actions to
raise awareness of registration requirements, identify actual and potential
barriers to timely registration and reporting, and provide programmatic
knowledge and expertise that the recipient may need to register and enter
data into Federalreporting.gov. Federal agencies were also expected to
provide resources to assist state and select local governments in meeting
reporting requirements required by the Recovery Act. In addition, federal
agencies were to identify key mitigation steps to take to minimize delays in
recipient registration and reporting.

OMB also requires that federal agencies perform limited data quality
reviews of recipient data to identify material omissions and significant
reporting errors and notify the recipients of the need to make appropriate
and timely changes to erroneous reports. Federal agencies are also to
coordinate how to apply the definitions of material omissions and
significant reporting errors in given program areas or across programs in a
given agency to ensure consistency in the manner in which data quality
reviews are carried out. Although prime recipients and federal agency
reviewers are required to perform data quality checks, none are required
to certify or approve data for publication. However, as part of their data
quality review, federal agencies must classify the submitted data as not
reviewed by the agency; reviewed by the agency with no material
omissions or significant reporting errors identified; or reviewed by the
agency with material omissions or significant reporting errors identified. If
an agency fails to choose one of the aforementioned categories, the system
will default to not reviewed by the agency.

The prime recipient report records we analyzed included data on whether
the prime recipient and the agency reviewed the record in the OMB data
quality review time frames. In addition, the report record data included a
flag as to whether a correction was initiated. A correction could be
initiated by eithier the prime recipient or the reviewing agency. Table 6
shows the number and percentage of prime recipient records that were
marked as having been reviewed by either or both parties and whether a
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correction was initiated. OMB's guidance provided that, a federal agency,
depending on the review approach and methodology, could classify data
as being reviewed by the agency even if a separate and unique review of
each submitted record had not occurred.

Table 6: Prime Recipient Reports Revi and Cor

Reviewed Reviewed Number of prime

by agency by prime recipient Correction recipient reports Percentage
No No No 2,959 5
No No Yes 8,201 14
No Yes Yes 1 1<
Yes No No 37911 67
Yes No Yes 7,900 14
Yes Yes No 13 1<
Yes Yes Yes 1 1<
Total 56,986 100%

Source: GAO analysis of Recavery.gov data.

As shown in table 6, more than three quarters of the prime recipient
reports were marked as having undergone agency review. Less than one
percent was marked as having undergone review by the prime recipient.
The small percentage reviewed by the prime recipients themselves during
the OMB review time frame warrants further examination. While it may be
the case that the recipients’ data quality review efforts prior to initial
submission of their reports precluded further revision during the review
time frame, it may also be indicative of problems with the process of
noting and recording when and how the prime recipient reviews occur and
the setting of the review flag. Overall, slightly more than a quarter of the
reports were marked as having undergone a correction during the OMB .
review time frames.
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Highway and Education
Projects Hlustrate State
and Federal Agency Joint
Responsibility for Data
Quality

Highway Projects

The Federal-Aid Highway Program provided a good case study of federal
agency data quality reviews because the responsible federal agency,
FHWA, had previous experience estimating and reporting on the
employment effects of investment in highway construction. As a result,
FHWA would seem to-be better positioned than some other federal
agencies to fulfill the job creation or retention reporting requirements
under the Recovery Act and may have data quality review processes that
other federal agencies could replicate. We met with officials and reviewed
available documentation including federal highway reporting documents
and paytoll records at the selected state departments of transportation and
selected vendors. Overall, we found that the state departments of
transportation as prime recipients had in place plans and procedures to
review and ensure data quality. We followed up with the state departments
of transportation to confirm that these procedures were followed for
highway projects representing at least 50 percent of the Recovery Act
highway reimbursements as of September 4, 2009 in the 17 jurisdictions
where we are conducting bimonthly reviews and reviewed available
documentation.” Appendix I illustrates recipient reporting processes and
data quality checks at the Florida Department of Transportation.

In addition to the section 1512 reporting requirements, recipients of
certain transportation Recovery Act funds, such as state departments of
transportation, are subject to the reporting requirements outlined in
section 1201(c) of the Recovery Act. Under section 1201(c), recipients of
transportation funds must submit periodic reports on the amount of
federal funds appropriated, allocated, obligated, and reimbursed; the
number of projects put out to bid, awarded, or work has begun or
completed; and the number of direct and indirect jobs created or

“The Federal-Aid Highway Program is not a “cash up-front” program, No cash is actually
disbursed until states incur costs. Projects are approved and work is started, then the
federal government makes lso called reimb to the states for costs
as they are incurred on projects. The amount of cash paid to the states reflects only the
federal share of the project’s cost.

Page 30 GAO-10-223 Recovery Act



254

sustained, among other things.” The Recovery Act section 1201(c)
requirement called for project level data to be reported twice before the
first Recovery Act section 1512 report was due.” DOT is required to
collect and compile this information for Congress, and it issued its first
report to Congress in May 2009. Consequently, DOT and its modal
administrations, such as FHWA, and state departmments of transportation
gained experience collecting and reporting job creation and retention
information before the first Recovery Act section 1512 report was due in
October 2009 and required FHWA to have its data collection and review
process in place in advance of October 1, 2009, the start of the section
1512 reporting.

To help fulfill these reporting requirements, FHWA impiemented a
reporting structure that ties together the federal and state levels of
reporting, creating both a chain of evidence and redundancy in the review
of the reported data. Figure 4 shows the reporting structure. As part of this
reporting structure, FHWA also created the Recovery Act Data System
(RADS), with the updated version of the system released in early
September 2009. RADS is primarily designed as a repository of data for
states, but it also serves as an important oversight tool for FHWA because
it links federal financial data to project data reported by the states. The
system helps ensure consistent definitions of fields and enables FHWA to
auto-populate identification fields, including DUNS numbers, award
numbers, and total award amounts, to both reduce the burden at the
project level and to reduce the data entry errors. In addition, monthly
reporting requireraents include payroll records, hours worked, and data
quality assurances, in individual contracts for highway projects funded
with Recovery Act funds. FHWA may withhold payments if a recipient is
found to be in noncompliance with the reporting requirements.

“The first periodic report was due no later than 90 days after the daie of enactment of the
act, with updated reports due no later than 180 days, 1 year, 2 years, and 3 years after
enactment.

ZGection 1201(c) requires recipients of Recovery Act fands under certain federal

portation programs, including Federal-Aid Surface Transportation Program to make
periodic reports. Among other information, these reports are to include the number of
direct, on-project jobs created or sustained by federal funds, and, to the extent possible the
estimated indirect jobs created or sustained in the associated supplying industries,
including the number of job-years created and the total increase in employment since the
enactment of the Recovery Act.
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Figure 4: FHWA's Recipient Reporting Data Structure

Data submissions.

initiat
State reviewot
Federal reviewed

Sourca: GAQ.

*Four states, Georgia, Jlinois, New York, and North Carolina, plus the District of Columbia, review
data centraliy but report in a decentralized manner,

To meet the reporting requirements of the Recovery Act, FHWA required
that prime contractors of transportation projects funded with Recovery
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Act dollars report project level activity on a monthly basis to the state
departments of transportation. Specifically, prime contractors are required
to submit the total number of people working on the project, the total
number of hours worked on the project, and the total payroll on the
project for each month. These reports are to include this information for
both the prime contractors and subcontractors. FHWA also requires that
prime contractors provide documentation to verify the hours funded
through the Recovery Act, a higher standard than the OMB guidance
requires for section 1512 reporting purposes. FHWA’s monthly reporting
requirement is included in individual contracts for each highway project
funded with Recovery Act dollars. Prior to the Recovery Act, FHWA
required contractors to maintain similar information and make it available
for inspection. However, while discussing project level activity with
transportation contractors and officials across the 17 jurisdictions, we
found that many had been reporting this information to state departments
of transportation on a monthly basis.

Within our 17 jurisdictions, we had discussions with prime contractors
from 36 highway projects funded by Recovery Act dollars. In several cases,
these prime contractors were also prime contractors or subcontractors for
other Recovery Act funded projects. Activities conducted by these
contractors included projects such as highway repaving, interstate
resurfacing, and bridge replacement. To meet the reporting requirements,
a number of prime contractors we visited developed data systems to
collect required project information from the subcontractors. In some
cases, we also found that prime contractors reinforced the reporting
requirements by including the requirements in their contracts with
subcontractors, providing contractors with the necessary leverage to help
ensure compliance with the reporting requirements. Appendix I details
recipient reporting examples for contractors in Georgia and
Massachusetts.

FHWA has taken several steps to help ensure the reliability of the
information contained in RADS. First, FHWA compared information states
recorded in RADS to the information states submitted to
Federalreporting.gov to identify inconsistencies or discrepancies. Second,
as part of an ongoing data reliability process, FHWA monitors select fields
in RADS, such as number of projects, types of projects, and where projects
are located, and performs data validation and reasonableness tests. For
example, it checks if a rate of payment in dollars per hour is too high or
too low. When potential issues are identified, FHWA division offices work
with the state department of transportation or central office to make
necessary changes.
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Education Projects

For this round of recipient reporting, FHWA used an automated process to
review all of the reports filed by recipients. These automated reviews
included various data validation and reasonableness checks. For example,
FHWA checked whether the range of FTEs reported were within its own
economic estimates. For any reports that were out of range, FHWA would
comment on these reports. As described earlier, only recipients could
make changes to the data. In making a comment, FHWA let the recipient
know there was potential concern with the record. The recipient then had
the opportunity to either change or explain the comment raised by FHWA.
According to FHWA officials, they reviewed 100 percent of more than
7,000 reports subriitted by recipients of Recovery Act highway funds and
found that the final submissions were generally consistent with
department data. Although there were problems of inconsistent
interpretation of the guidance, the reporting process went, well for
highway projects.

Education has engaged in numerous efforts to facilitate jobs reporting by
states® and local educational agencies (LEA). States and LEAs have also
taken action to collect and report jobs data and to ensure data quality.
Despite these efforts, state and local officials we spoke with raised some
concerns about the quality of jobs data reported in October 2008, such as
insufficient time to incorporate updated guidance on estimating job
counts. To address these concerns, Education and many state officials we
interviewed said they plan to take steps to improve the reporting and data
quality processes before the next reports are due in January 2010. Qur
review focused on the State Fiscal Stabilization Fund, as well as Recovery
Act grants made for the Elementary and Secondary Education Act of 1965,
Title 1, Part A and for the Individuals with Disabilities Education Act, Part
B. To collect this information, we interviewed Education officials and
officials in 10 states—Arizona, California, Colorado, Florida, Georgia,
Tlinois, Massachusetts, New Jersey, New York, and North Carolina—the
District of Columbia, and 12 LEAs, including a mix of LEAs in urban and
rural areas. States were selected from the 16 states and the District of
Columbia in which we conduct bi-monthly reviews of the use of Recovery
Act funds as mandated by the Recovery Act. We also reviewed federal and
state guidance and other documentation.

PState reporting agencies involved in jobs Teporting under section 1512 of the Recovery Act
may inciude govemor’s offices, recovery agencies, state educational agencies or other state
offices, depending on whether the state is using a centralized reporting approach or
decentralized reporting approach.
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Education’s efforts to facilitate jobs reporting by states and LEAs include
coordinating with OMB, providing guidance and technical assistance to
states and LEAs, and reviewing the quality of the jobs data reported.
Education has coordinated its efforts regarding recipient reporting with
OMB in a number of ways, including participating in cross-agency
workgroups and clearing its guidance materials with OMB prior to
disseminating them. On August 10, 2009, Education hosted a web-based
technical assistance conference on reporting requirements that included
information on OMB’s guidance on estimating and reporting jobs data. On
September 11, the department issued guidance specifically related to
estimating and reporting jobs created or retained by states and LEAs
receiving Recovery Act grants.* Education updated its jobs guidance and
hosted another web-based technical assistance conference on September
21, providing detailed instructions to states and LEAs on a range of topics,
such as how to estimate the number of hours created or retained for a
teacher who works less than 12 months in a year. In addition, according to
Education officials, the department developed and implemented a draft
plan to review the jobs data that states and LEAs reported to
Federalreporting.gov in October. This plan addresses the roles and
responsibilities of several Education offices to assist with the data quality
review throughout the 30-day reporting timeline (for example, Oct. 1
through Oct. 30, 2009).* According to the plan, these responsibilities
include continuous evaluation of recipient and subrecipient efforts to meet
reporting requirements, as well as providing limited data quality reviews
and notifying the recipient of the need to make appropriate and timely
corrections. The plan says that reviewers are to conduct two types of data
quality checks — an automated and a manual review. The automated
review will validate various data elements for financial assistance against
its grant management system, such as prime award numbers, recipient
DUNS numbers, and amounts of awards. The manual review will identify
outliers in certain data elements, such as whether the reported number of
jobs created is reasonable. According to Education officials, upon their

#See 11.8. Department of Education, Clarifying Guidance on American Recovery and
Reinvestment Act of 2009: Reporting on Jobs Creation Estimates by Recipients
(Washington, D.C., September 2009).

*The plan delineates specific roles and responsibilities for the Office of the Deputy
Secretary; the Office of the Chief Information Officer; the Office of the Chief Financial
Officer, Financial Management Operations; the Office of the Chief Financial Officer,
Contracts and Acquisition Management; Office of the Chief Financial Officer, Financial
Systems Services; the Office of the Secretary, Risk M: Services M
Improvement Team; and various program offices.
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initial review of recipient reported data, the most common errors were
relatively small—such as mistyped award numbers or incorrect award
amounts—and were easily addressed and corrected during the agency
review period. Department officials told us that they provided technical
assistance to states and were able to have states correct the errors such
that almost all of them were corrected before the October 30 deadline.
Furthermore, state officials generally provided positive feedback to the
department for these efforts, according to Education officials. Education’s
Office of Inspector General (OIG) examined Education’s process for
reviewing the quality of recipient reported data and found that Education’s
data review process was generally adequate.™ The OIG’s review
determined that Education has established a process to perform limited
data quality reviews intended to identify problems, such as questionable
expenditure patterns or job estimates. OIG also acknowledged that
Education developed a process to correct any issues that Education
officials find by contacting the recipients who submitted the report. In
addition, OIG noted that the department plans to review quarterly data at a
state level to determine whether there are systemic problems with
individual recipients and that Education plans to use the reported
information as a management tool.

State educational agencies (SEA) also have taken action to collect and
report jobs data and to ensure data quality.” State officials in Arizona,
Massachusetts, New Jersey, and New York and officials in the District of
Columbia told us that they adapted their existing data systems or created
new ones to track and report jobs data. For example, Massachusetts
Department of Education officials created an online quarterly reporting
web site to collect jobs data from its LEAs and detailed information on
personnel funded by Recovery Act grants. In addition, many SEA and LEA
officials we spoke with reported taking steps to ensure data quality, such
as pre-populating data fields (that is, inserting data, such as DUNS
numbers, into the recipient reporting template for the LEAs), checking the

#*For more information on the Inspector General findings, see 1.8. Department of
Education. Office of inspector General, The Department’s Process to Ensure Data Quality
Under the Reporting Requirements of the American Recovery and Reinvestment Act of
2009, Final Audit Report No. ED-OIG/A19J0004. Oct. 29, 2009.

27Acconflir\g to federal Recovery Act guidance, LEA officials are primarily responsible for
developing job estimates and states—as prime recipients of the Recovery Act SFSF,
Elementary and Secondary Education Act Title I, and Individuals with Disabilities
Education Act grants—are responsible to report those data to Federalreporting.gov. Both
states and LEAs are responsible for ensuring that the reported data are accurate.
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reasonableness of data entered, and looking for missing data. In addition
to tracking and reporting jobs data and taking steps to ensure data quality,
SEA officials reported providing technical assistance, such as written
guidance and Web-based seminars, that explain how LEAs should report
job estimates. For example, California state officials had LEAs submit
their data through a new web-based data reporting system and, prior to
implementing the new system, provided written guidance and offered a
web-based seminar to its LEAs.

Despite efforts to ensure data quality, state and local officials we spoke
with raised some concerns about the quality of jobs data reported in
October 2009. For example, LEAs were generally required® to calculate a
baseline number of hours worked, which is a hypothetical number of
hours that would have been worked in the absence of Recovery Act funds.
LEA officials were to use this baseline number to determine the number of
hours created or retained and to subsequently detive the number of FTEs
for job estimates. Each LEA was responsibie for deriving its own estimate.
New Jersey state officials we interviewed told us that it was likely that
LEAs used different methods to develop their baseline numbers, and as a
result, LEAs in the same state may be calculating FTEs differently. (See
appendix 1I for a complete description of the calculations used to
determine baseline number of hours worked, number of hours created or
retained, and FTEs for jobs created or retained). According to Illinois state
officials, some of their LEAs had double-counted the number of positions,
attributing the positions to both state fiscal year 2009 (which ended on
June 30, 2009) and fiscal year 2010 (beginning July 1, 2009), in part
because the reporting period covered both of the state’s fiscal years. Also,
according to Ilinois officials, other school districts estimated that zero
positions were attributable to the Recovery Act. In those cases, LEA
officials received Recovery Act funds before finalizing staff lay-offs. Since
they had not officially laid off any staff, llinois officials told us that LEA
officials were unsure as to whether those jobs would count as “jobs saved”
and believed it best to report that no jobs had been saved because of
Recovery Act funding. [llinois officials told us that Education reviewed
Illinois’ data, but did not ask them to make any corrections, but instead
asked the state to disaggregate the job estimates by type of position, such
as teachers and administrators. Also, one LEA official from New York

BThere are some exceptions to this requi For le, in limited circ ces
and with approval from Education, recipients may use an Education-approved statistical
methodology to generate jobs estimates.

Page 37 GAQ-10-223 Recovery Act



261

reported that he did not have enough time to conduct the necessary data
quality checks he wanted to perform. Education officials acknowledged
that many state and local officials reported various challenges in
understanding the instructions and methodology that Education suggested
they use to calculate job estimates.” According to Education officials,
when states contacted the department to report these problems,
Education officials provided technical assistance to resolve the state's
specific issues.

States faced challenges due to the timing of guidance or changes in
guidance on how to estimate jobs attributable to the Recovery Act,
according to Education officials and several state officials we interviewed.
For example, Colorado officials reported that, based on June 22, 2009
guidance from OMB, they believed that subrecipient vendors’ jobs would
be considered “indirect jobs” and therefore LEAs would not have to
provide estimates of their vendors' jobs in their reports. Colorado officials
told us they received guidance at Education’s August technical assistance
conference indicating that subrecipients (in this case, LEAs) are supposed
to include vendor job estimates based on those jobs directly funded by
Recovery Act grants. However, Education’s guidance did not clearly
distinguish between direct and in-direct vendor jobs, according to state
officials, making it difficult for LEAs to determine which vendor jobs to
include in their section 1512 reports. State officials also reported receiving
further guidance on estimating jobs from Education on September 15 and
attending a related technical assistance conference on September 21. On
September 16, the Colorado SEA issued guidance stating that LEAs would
be responsible for including vendor jobs in the job estimates they would
be reporting. (Colorado’s LEA reports were due to the SEA on September
25, because the SEA was required to submit its data to the state
controller’s office on September 29 for centralized reporting.) Also,
officials in California——where LEAs had to report to the SEA on September
23—said they were not notified until Education’s September 21 conference
that all LEAs that received Recovery Act funds had to register in the
Central Contractor Registration. They told us that this contradicted
previous guidance from Education and would have required LEAs to

*In addition, Education officials told us they found a problem with some states’ reports of
jobs attributable to the SFSF. According to Education, in a small number of states, state
officials had not finalized layoff plans prior to the Recovery Act’s enactment and therefore
they could not be certain about the number of jobs they would have lost in the absence of
Recovery Act funding. Thus, job estimates from these states may need to be adjusted in the
January 2010 report, and Education intends to provide guidance to address this issue.
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register within 2 days to meet their state’s September 23 deadline.
California officials advised federal officials that the state would implement
this requirement for the second quarterly reporting period.

Education officials and officials in two states mentioned actions that might
improve the reporting and data quality processes before the next reports
are due in January 2010. Education officials suggested a number of
possible changes in Federalreporting.gov, such as allowing Education to
pre-populate some basic state data, such as grant award numbers and
amounts, would decrease the workload for states and help avoid some
technical errors. Also, in response to problems such as LEAs counting jobs
in two fiscal years, Education plans to provide more guidance in early
December 2009 to states on calculating job estimates. At the state level,
officials in Georgia reported plans to make changes to the state’s
processes, such as adding internal edit checks so that those who enter the
data will have to make corrections as part of the data entry process. Also,
Tllinois has created an office to work with state agencies to improve their
data reporting processes, according to a state official. The state also plans
to build in more checks to its review of agency data, for example, a check
that would compare jobs data against existing employment data to confirm
that districts are not reporting more positions than exist in the district.

GAO Will Continue to
Follow These Issues and
Highlight Concerns in
Subsequent Reports

As recipient reporting moves forward, we will continue to review the
processes that federal agencies and recipients have in place to ensure the
completeness and accuracy of data, including reviewing a sample of
recipient reports across various Recovery Act programs to assure the
quality of the reported information. As existing recipients become more
familiar with the reporting system and requirements, these issues may
become less significant; however, communication and training efforts will
need to be maintained and in some.cases expanded as new recipients of
Recovery Act funding enter the system. In addition to our oversight
responsibilities specified in the Recovery Act, we are also reviewing how
several federal agencies collect information and provide it to the public for
selected Recovery Act programs, including any issues with the
information’s usefulness. Qur subsequent reports will also discuss actions
taken on the recommendations in this report and will provide additional
recommendations, as appropriate.
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Recommendations for
Executive Action

We are making two recommendations to the Director of OMB. To improve
the consistency of FTE data collected and reported, OMB should continue
to work with federal agencies to increase recipient understanding of the
reporting requirements and application of the guidance. Specifically, OMB
should

o clarify the definition and standardize the period of measurement for
FTEs and work with federal agencies to align this guidance with
OMB'’s guidance and across agencies,

« given its reporting approach consider being more explicit that “jobs
created or retained” are to be reported as hours worked and paid for
with Recovery Act funds, and

= continue working with federal agencies and encourage them to
provide or improve program specific guidance to assist recipients,
especially as it applies to the full-time equivalent calculation for
individual programs.

OMB should work with the Recovery Board and federal agencies to
reexamine review and quality assurance processes, procedures, and
requirements in light of experiences and identified issues with this round
of recipient reporting and consider whether additional modifications need
to be made and if additional guidance is warranted.

Despite Limitations,
Economic Methods
and Recipient Reports
Together Can Provide
Insight into the
Employment Effects
of Fiscal Stimulus

The jobs data reported by recipients of Recovery Act funds provide
potentially useful information about a portion of the employment effect of
the act. At this point, due to issues in reporting and data quality including
uncertainty created by varying interpretations of the guidance on FTEs,
we cannot draw a conclusion about the validity of the data reported as a.
measure of the direct employment effect of spending covered by the
recipient reports. Even after data quality issues are addressed, these data
will represent only a portion of the employment effect. Beyond the jobs
that are reported, further rounds of indirect and induced employment
gains result from government spending. The Recovery Act also includes
entitlement spending and tax benefits, which themselves create
employment. Therefore, both the data reported by recipients and other
macroeconomnic data and methods are necessary to understand the overall
employment effects of the stimulus.

Economists will use statistical models to estimate a range of potential
effects of the stimulus program on the economy. In general, the estimates
are based on assuraptions about the behavior of consumers, business
owners, workers, and state and local governments. Aga