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GAO

United States
General Accounting Office
Washington, D.C. 20548

National Security and
International Affairs Division

May 7, 1986

The Honorable Dan Daniel

Chairman, Readiness Subcommittee
Committee on Armed Services

United States House of Representatives

Dear Mr. Chairman:

On February 6, 1985, you requested that we conduct a
comprehensive analysis of the management and operation of the
Stars and Stripes entities. This report describes how the Stars
and Stripes mission could be carried out in a more cost-
effective manner. It addresses organization changes, reductions
in appropriated-fund support, and the issue of advertising in

the newspapers.,

As arranged with your office, we plan no further distribu-
tion of this report until 30 days from the date of the report.
Then, we will send copies to the Chairmen, House Committee on
Government Operations, Senate Committee on Governmental Affairs,
House and Senate Committees on Appropriations and Armed
Services, and the Joint Committee on Printing; the Secretaries
of Defense, the Army, the Navy, and the Air Force; and the
Director of the Office of Management and Budget. Copies will
also be made available to other interested parties upon request.

Sincerely yours,

N [ Ol

Frank C. Conahan
Director



Executive Summary

The growth in the amount of appropriated-fund support received by the
European and Pacific entities that publish the Stars and Stripes newspa-
pers has increased interest in consolidating them. This support grew
from $3.7 million in 1977 to about $9 million in 1984. At the request of
the Chairman, Readiness Subcommittee of the House Armed Services
Committee, GAO reviewed the management and operation of these enti-
ties to see whether consolidation would be advisable,

Background

The mission of the two Stars and Stripes newspapers is to provide DOD
personnel overseas with (1) international, U.S., and regional news from
commercial sources and (2) U.S. Government, DOD, command, and local
news. The European Stars and Stripes is distributed primarily in
Europe, while the Pacific Stars and Stripes is distributed in the Far East.
No Stars and Stripes newspaper is available to DOD personnel in the
Southern Command (Central America).

The Stars and Stripes newspapers are two separate entities. These enti-
ties are classified as resale activities within bop’s Morale, Welfare and
Recreation program. As resale activities, they are supposed to receive a
minimum of appropriated-fund support.

Because of financial difficulties, especially those experienced by the
Pacific Stars and Stripes in the 1970s, three DOD studies explored consol-
idation. (See pp. 28 to 29.)

Results in Brief

In lieu of consolidating the entities in the 1970s, DOD chose to allow them
to resolve their financial difficuities in other ways, including authorizing
them to sell advertising and to use more appropriated funds. bob does
not authorize these benefits for any other government publication or
resale activity. These actions have put government publications in com-
petition with commercial publishers, and increased the amount of
appropriated funds needed to support the Stars and Stripes newspapers.

Appropriated-fund support could be reduced if the Stars and Stripes
newspaper operations were consolidated. Such consolidation would
improve the financial condition of a combined Stars and Stripes entity
and facilitate effective allocation of resources.
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Executive Summary

Principal Findings

Advertising

In fiscal year 1984, advertising provided the Stars and Stripes newspa-
pers with $1 million in revenues. Because of its concern that such adver-
tising competes unfairly with the private sector, the Congressional Joint
Committee on Printing has asked DOD to reconsider its advertising
policy. (See pp. 30 to 37.)

Appropriated-Fund
Support

Since 1981, the Stars and Stripes entities have received appropriated-
fund support that no other resale activity receives. For example, in
fiscal year 1984, the European entity received a subsidy of over $1.5
million by being allowed to use DOD official mail to distribute its newspa-
pers outside Germany. (See pp. 37 to 39.) Also, the Pacific entity
received a subsidy of about $1.2 million by being allowed to pay Japa-
nese employees with appropriated funds. (See pp. 39 to 41.) These
appropriated funds are used to pay expenses that would otherwise be
paid with nonappropriated funds. Thus, profits increase and are used to
modernize and expand operations.

Advantages of
Consolidation

Consolidation of the two entities into one, with newspaper operations
being merged, would offer many advantages. The major advantage
would be an improved financial condition for the new combined resale
activity. GAO estimated that, had Stars and Stripes newspapers been
merged in 1984, operating expenses would have been reduced $2.5 mil-
lion. (See pp. 52 to 53.)

Consolidation could make additional savings possible if the merged
staffs were located in the United States. For example, most of the living-
quarters allowances now paid to Stars and Stripes employees living
abroad could be eliminated. In 1984, these allowances cost $632,606.
(See pp. 53 to b4.)

A second advantage of consolidation would be that Stars and Stripes
resources could be allocated where and when they are needed. At the
present time, the profits of one entity are not shared with the other
entity. (See p. 54.) Before 1984, no mechanism existed whereby profits
from one Stars and Stripes entity could be used to cover expenses of the
other. Although a mechanism was established in 1984, consolidation
would facilitate sharing of revenues.
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Executive Summary

Price Increase of European The European Stars and Stripes is now sold for $.15; the Pacific Stars
Stars and Stripes and Stripes is sold for $.25. If the price of the European Stars and

3 Stripes increased to $.25, revenues would be increased by $3.3 million.
(See pp. 50to 51.)

Reduction of Appropriated- The combined effect of increasing the price of the European Stars and

Fund Support Stripes and reducing operating expenses through consolidation would
permit elimination of the appropriated-fund support being used to mail
Stars and Stripes newspapers in Europe and to pay Japanese employees
in the Pacific. (See pp. 562 to 63.)

DOD Objections to DOD has objected to consolidating the Stars and Stripes because it
Cohsolidation believes that a single entity would cause the newspaper to lose its local
! character, and the news would be less timely. However, GAO believes

that the local character of the newspaper could be retained by
designating a certain amount of space for this type of news, as is now
done in the Pacific Stars and Stripes. (See pp. 55 to 56.) Furthermore,
GAO believes that the loss in timeliness of news may not be a significant
problem. For most readers, it will be a minimal loss. Also, up-to-date
news is available through other media, such as the Armed Forces Radio
and Television Network. (See pp. 56 to 58.)

Consolidating financial operations can be done immediately. While man-
agement decisions need to be made on how best to merge newspaper
operations, GAO believes that such merged operations would be the best

1 way to minimize the level of appropriated-fund support for this resale
activity.

ency Comments and In a draft of this report, GAO recommended that the Secretary of Defense
O Evaluation . establish a single business and financial entity with responsibility for

| carrying out the Stars and Stripes mission; and

j « take the steps necessary to merge the newspapers’ editorial and produc-
! tion operations, probably in the United States, except for printing and

| local news gathering.

DOD disagreed with GAO’s recommendations, stating that sufficient anal-
yses do not exist to support a consolidation decision. However, bOD
agreed that an in-depth study should be conducted to identify actions
necessary to assure the effectiveness and viability of the Stars and

: Page 4 GAO/NSIAD-86-104 Stars and Stripes
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Stripes. oD said that a study to begin in early fiscal year 1987, under
the auspices of a DOD Management Action Group, will include an evalua-
tion of the merits of a potential consolidation of the Stars and Stripes
entities. (See pp. 65 and 66.)

GAO believes that its analysis, based on prior studies and on trends in the
national and international newspaper industry, is sufficient to support a
consolidation decision. Consolidating the editorial function and trans-
mitting the edited paper via satellite to decentralized printing locations,
as is done by the International Herald Tribune and USA Today, is a
viable, practical, and economical means of providing an international
newspaper. Current technology makes consolidation more feasible and
practical. However, GAO has no objections to another study before such
an important decision as consolidation is made. GAO believes that the
study should begin as soon as possible, address ways to reduce
appropriated-fund support, and be reported to the Secretary of Defense.

f_
Recommendation

GAO recommends that the Secretary of Defense direct that the Stars and
Stripes study begin as soon as possible, address consolidation and alter-
native ways to reduce appropriated-fund support, and be reported to
him.
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Chapter 1

Introduction

|
‘
|

|
|
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The Department of Defense (DOD) has two Stars and Stripes newspapers,
one published in Europe and one in the Pacific. Although both are
authorized, unofficial publications of DOD with the common mission of
providing (1) international, U.S., and regional news and (2) U.S. Govern-
ment, DOD, and local news to DOD personnel overseas, they are indepen-
dent of each other.

Lvam tha haginning tha tua rnAd Qivinag hava haan nuhlich d .

1 9 l\llll L Ulelllllllﬁ, LIIL LW’\J \)Lalb huu wJLL lpCD 1LAavc Ul l} UllDlle
separate entities. The first edition of the European Stars and Stripes
was published on April 18, 1942, becoming a daily newspaper on
November 2, 1942, The first edition of the Pacific Stars and Stripes was
published on October 3, 1945. Initially, both papers were produced
entirely by military members. Today, both newspapers are published
and produced primarily by civilians and are distributed throughout
areas of Europe, the Middle East, and the Far East, as shown in table
1.1. A Stars and Stripes newspaper has never been available to DOD per-
sonnel in the Southern Command (Central America), where approxi-
mately 32,000 Americans were stationed in 1984.

h
4]
S

Tab‘e 1.1: Average Daily Newspaper
Circulation

European Stars and Stripes Pacific Stars and Stripes

No. distrib- No. distrib-
Locations uted daily Locations uted daily
Germany 98,974 Japan 9,233
Netherlands/Holland 1,187 Okinawa ‘ 8,238
United Kingdom 8,863 Philippines 9210
Iceland 90 Korea ‘ 10,770
Norway 203 Guam 1,740
Spain 4418 Hong Kong/
Italy 6,078 Diego Garcia/
Greece 1,963 Other 1018
Turkey 2,084 ‘
Saudi Arabia 1,887
Egypt 144
Other ‘ 5,265
Total 131,156 Total 40,209

Over the years, the size of the newspapers (number of pages) and their
prices have increased while circulation has fluctuated. The European
Stars and Stripes began as a 12-page paper which sold for $.05 and had
a circulation of over a million copies per day during World War 11. Its
size increased to 16 pages in 1953, to 24 pages in 1954, and to its current
size of 28 pages in 1969. Its price increased to $.10 in 1971, and to its
current price of $.15 in 1973. Circulation dropped to approximately
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60,000 copies per day in the immediate post-War years, and climbed to a
high of about 175,000 during the 1950s. Its current circulation is about
130,000 copies per day.

aner until
aper untul

S

o)

its c e of 28 pages in >

n 1961, to $. 1973 t0 $.20 in 1975 and to its
current pnce of $ 25 in 1977. Circulation grew to over 200,000 copies a
day during the Vietnam conflict and then dropped to a low of just over

37,000 copies in 1981. Its circulation in 1984 was about 40,000 copies a
day.

a*—‘g:

As figures 1.1 and 1.2 indicate, the two newspapers are similar in

format though different in content. Both contain approximately 28
tabloid-sized pages of news daily, plus 4-page advertising inserts when

LGV LTL o U2 v gLy LA vEellisit

warr.«mted The Furopean Stars and Strlpes also publishes a 16-page
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Flgmfo 1.1: Front Page of European
Stars and Stripes, March 19, 1985

Pacific <
Stars and Stripes......
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Tuesday, March 19, 1985

Maryland ousts Midshipmen;
No. 3 Michigan upset in NCAA

Page 28

U.S. experts spilit

onresponseto

new Soviet nukes

e W #n

WASHINGTON - The Sovier Un
win wpparently has begun 1o deploy
it long expected new maobl
continental missiles, and VS
v are divided over how 1o respond

The Soviets alvo are destroyving
some older, silis-baved misviles, «
move some officials believe means
Mosiow muy be preparing 1o stay
within the limits of the SALT 1] army
contral agreement

These officialy, including some tap.
ranking militery men, alas think the
momle missles, if swapped for silo.
hased ones. result in @ less threaten
g nuclear arrav Therefore, they
wunl to entoursge Moscow to slav
within the SALT [T hmits and destrov
old. sihebaved JCBMS wn dhe pew
weapnts are deploved

TO NELP wccomplish this. these
ofticiaiy believe. the United States
should move 1o wxend the s
snce the skreemen expiees a the
end ut (his vear

But other administiabion ntficials
thank the hirst o) the mobibe missiles
teang deplived. 1he singhewarhead
SN25. vilates the SALT 1 terms
Breplosmuenc of . and o jarger. vail
mabile, Hwarhead, 8824 missile,
they v, will be destabilizing und
result i aew esculaunn of the
Aucleas arms race

They want 1he United Staes 1o

appone the new weapons
he new Soviet missiles are bound
to come up s @ subject in the early
strateRic nuclesr arms discussions
between the two nations, which be-
wran last week in Geneva, as part of «
negotistion of the SALT 1 Emies

In an interview this month, Col.
Gen olai Chervov, s member of
lhe Soviel general «aff and spokes
man un srms control matters, md
the United States und the
Union had agreed 1o discuss the Salv
I timits a1 Geneva

THE REPORTED Soviet deplovment
puts atdditional pressure on the nego
ators to continue some hmit while
thev sttempt 10 achicve reductions
In addition, if it tukes no action, the
United Swntes will exceed another of
the Sah limuts, permiung only
1,200 multiwarhead miswles on land
und sea, when the submacine Alaska
v stheduled v go on sea triaks this
tall with 24 missiles

There are mgns of deplovment of
the sinle warhead 8825 a0 two Rus
stan missile fields, wooording 1o on

for 24 ungle
heud, motle 8825 at the Yash.
karold missile base.and another 24 ut
the \ uvrs Deld have been completed
Al Yashkurola, where the Soviels
have 662 SK135 00 silas, there are siens
those silos are heing reworked One
See SOVIET, Page 2

correspondents.
Less familis
from the

Scornful N. Korean

A friendly encounter
Spec. 4 istavan Cerrvk of the 7th infantry Division from Fort Ord Calf . hnds

press releases give
reporters a smile

UNITED NATIONS (UPI) — The blisteri
rhetoric of the Security Council and Gene
Assembly is, to use a diplomatic phrase, ‘‘well
known'' end just as weli reported by U.N.

‘e the vitriolic prou nlnm

Kores, better wn 88
A fairly sven flow of these
scorching

Sos UN., Page2

mission of the Democrstic People’s lowﬂk
knot North Kores.

handowts in
sometimes guaint English is

WASHINGTON (AP} — Mare
thun 2,300 active-duty military
remmnel tost their lives dunns
iscul vear 1984 in mirhaps an
combal. # 101a! swollen by the
bombing of the Murine com.
pound in Beirut and the invasion
of Grenada, the Pentagon said

Overull, ve-duty mili-
tary pennnn.l d during the
vear Qndm; Sep1. 30, 1984, com-
ared to 2,203 the previous year

owever, 274 terwumcmhcn
lost their lives during il

o 0l y-red [ unlv six

al y 983
The number killod by nccident.
illness, suicide or homicide
declined from 2,197 in 1983 (0

2,032 last year Authe end of bah
vears, the wotal number of actine
duty personnel stood at roughlc
2.1 mullion

A second report said the Penta
xon's dollar fosses from “Cluss

" acdidents dropped  signifi
camly an calendar 1984 (am
pared 10 1983 — from $1 1 milion
to $857 5 million — thank« to an
improvement 1n aviation <afaty
In calendar 1984, dollar lysses
caused by Class A aircraft weci
dents 1otaled $724.7 milhon,
campared to $962 million. the
previcus year

A Class A accident is one n
which there is a fatality or n
which damage of $500.000 or

some Inends duning a Team Spint 85 break The division was on its way 10 ils
front-ine position when it stopped i1 Yo 30 mies south ol Seoul See related
stones. Pages 13 14 and 16

(USAF Lew Schaaing)

Combat death toll up in FY ’84

more s caused  Last vear, the
report shows, 163 planes and
helicapters were destroved i
‘aviation mishaps " compared 1o
191 the vear betore

The annual fatality report
“Waorldwide U8 Actine bue
Military Fersonnel Ca ualies,”
released lust week, provided nn
details of speofin deaths but
helped identify trends.
eunmmupncuednnlum
servicemembers were
healthier, did a herter um avoid
ing traimng accidents and were
lews hkely to commit suicide in
1984

For example, the 1984 repoc
See FATALITIES, Page
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Figure 1.2: Front Page of Pacific Stars
and SMpgg. March 19, 1985

L) Aspin says MX
is needed..

[ Foreign trede deficit
passes $100 billion

Vol 43.No 334 Tuesdsy. March 19. 1985 . e

AUTHORIZES UNOPAICIAL FUBLICATION $OR Tul u s ARMED FOMCE

e Doty one Sneer ) 8693 A

‘Realistic’ Reagan lashes Soviets

QUEBLC (L i

and arme-conteol accords from ¥alta to Hebunky

“An much a5 we hope for greatcr stability through arma
control,” Reugan sand 1n an address 10 Canada’s federal and
provincial keadirs, “we must remember that the Sonict revord

of compliance with pa: 1 agreements has been

“The Soviet 1.nion signed the Yalta accord pledging

Prewdent Reagan, turaing sharpls from
the conciliatony tone of fecent summat overtures to the kremlin,
scvusad the Sonset Unon o6 Manday of vivlating human-rights

Weeched beach-front howses mark the
th of & tornado that whirled through
enice, Fla, Sunday, bringing sedden

Aftermath of tornado

denth to two
40 othern. Hi of bulldinges weve
damaged by the viorm. (Siory on Page 29)

free clections, then proveeded to dominate Eastern Fu-
rope.” the president snd “They signed the Geneva Con-
ventiwn bunning uve of chemicat weapons, and SA1T (1
himiting deselopment of new weapons. und the ABM tres-
1y. but are now swolating ull three

“And they nigned the Helinks aceord wlemaly pledging
respect far human rights. but then juled the individuals
I trying W morttor it inthe LS S R
Reagan has lescled the same charges at Moscow before,

bul 4 blunt atiack was uneapected following so chnels his
maghon 10 Sikhal Gorbaches, the new head ol the
Nonviet Communist Panty, o g summn

Avked abuout the change 1 tone, ap adminiication offi
cual sad Reagan was merely bong realoie” and
“wanted o dewnibe the siuation as it s

Another aide said that, altkough Reagan s prepared ic

See RCAGAM on Page 28

Senate panel

urges funding
21 MX miissiles

WASHINGTON (AP) - The Rtg’ub-
lican-led Senate Armed Services Com-
mittee voted 11-6 Monday to recommend
Trecang $1 5 bilhon 1o build and insall 21
additional MX missiles.

Commutee Charrman Barry Goldwa-
ter predicied an entremely cluse vole
Tuesday when the full Senate decides
whether 1o approve the next stage in Pre-
sident Reagan's plan 10 add a 1013l of 100
M:(n o the United States’ nuclear arse-
nal

Senate Majority Leader Robert Dole
said. however, that he 1s confident that
the MX will be approved

Goldwater, who had previously said
that he would oppose the MX. voted for
it on Monday. saying. A vote against it
would indicate a defeal for the president,
that would be the dungerous thing, not
the loss of the missile.”

Despite the defeat for MX foes in the
commiitee, they pledged a lough fight on
the Senate floor 1’uuaay and again
n:nd.,, when a second vote 18 s hed-
uled.

Sen. Gary Hart, D-Colo., said he be-
lieves one of the reasons Reagan agreed
10 fesume arms-conlrol negotiations with
the Saviet Union last week was 1o make
sure that Congress provided funds for the
MX.

"Bt is the first lime we have gone 10 Lhe
Russians 10 get & new missile system ap-

4 of 43 Barbarossa travel of

By The Stars and Selpes

Rarbacorsy Trase) Agenvy opened for
business Munday 10 13 0f the 43 Jocations
included n aes travelservies contract
with the US Army in Farape, sccording
10 Barbarows owner Wolfgang Scherer

The offices that did not apen Muonday
were cJosed bewause of crcumstinees by
yond hin control. Scherer wid Mt of
them were in plaves wheee Harhaisa was
10 tabe over an olhice prosiously wecupied

by American Fapress Travel Service.
Scheree said (Related story, Page 2.)
American Express, which has had the
corner on the military travel marhket for
neirly 40 years, lost out to Barbaroass in
bidding for 3

Scherer deseribed the first day of busi-
ness as Chectie” with many ennor prob-
fems that were to expe od “Orheraine,
iUs working out very well,” he said

Scheree said he applied to the Agency
1 Punel for Germany for li-

contract  American  Express  offices
stopped sclling Friday, but they witl re-
man apen in some locations 1o compleie
any pending transuctons The contract re-
quires that all offices chose by June 14

censes far 38 lacations. AP will investi-
gate each office befure a license is granted
with the International Ashine Transport
Assaciation, which represents 136 airlines
worldwide A beeme alfoss an office to

proved 10 the Unnned States.” aaid 1lart,
who has bren 4 staunch opponent of the
missile

The MX. said Hart, s “destabilizing,
a war-fighting weapon 11 1s demgned for
i first strike.” .

In addition 10 Goldwatcr. another pre-
vigusly undecided Republican, James
Abdnor of South Dakota, announced he
wayld vote for the MX But South Dako-
14y other Republican senator. Larry
Pecusler, said he would oppose the weap-
on

AR Avsociated Press survey shawed 44
1cnators [Avuvmf the MX, wuh 43 op-
poscd and 13 stll undecided

If the Senale gives its approval. anoth-
er dual set of voles 1 scheduled in the
Democrat-controlied §louse of Repre-
SERLALIVEY NERL woek

As the Senate vote neared. Vice Presi-
dent George Bush intensified the rhetoric
sutrounding the long-range, 10-warhead
missile, which apponents say would be
desiroyed in the lirst wave of a Soviet
nycicar attack The Reagan admanists
tion plans to base the highly svcurate
weupon in existing underground silos in
the “western states of Nebraska and
Wioming.

“If Congress pulls the rug out from
under our ncgatiatons i Geneva, the
damage to our hupes for successful arms
talks may be irreversible.” Bush wuid

ices open

issue tichets for member anline,
In the me.
hed an agreement wub Delis A
Lines and World Arewass that allows him
to pravide on sie tckenng e sad
$0.000 asrline Dekets worth abuout $50 sl
ban have been divinbuted w the Barbaros

st outlets arvund Lhe comniand
Warbarossa trnglagents in Munich wod
they had wrersthing Monday but rat uck
See DESUT on Page 28
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Mission

According to pDoD, the Stars and Stripes mission is:

1. To bring pob personnel and their dependents the same international,
national, and regional news and opinion from commercial sources avail-
able to newspapers throughout the United States. This news makes pos-
sible the continued intelligent exercise of the responsibilities of
citizenship by DOD personnel while they serve away from home. It helps
their morale and readiness by dispelling rumor and by keeping them in
touch with many aspects of life in the United States while they live in
unfamiliar surroundings.

2. To provide applicable U.S. Government, boD, command, and local
news and information, which improves individual capability for mission
accomplishment and brings a sense of joint mission purpose to the
Army, Navy, Air Force, and Marine personnel operating together to
carry out the U.S. defense mission overseas.

To satisfy the first part of their mission, both papers buy their interna-
tional, U].S., and regional news from commercial sources, such as the
Associated Press or United Press International. While the editors are
free to select the stories they want from those that come across the
wires and to condense them, they are not allowed to add more details or
to interpret them.

To satisfy the second part of their mission, both papers print U.S. Gov-
ernment and DoD news provided by Pentagon news sources and local
news gathered by Stars and Stripes reporters in Europe and the Pacific.
The European Stars and Stripes publishes most of this news in its
weekly magazine supplement, but it also publishes a few articles of this
type in each day’s paper. The Pacific Stars and Stripes devotes about
four pages a day to this type of news,

Stars and Stripes
Organization and
Staffing

While the two Stars and Stripes entities have the same mission and pro-
vide the same services, they are independent of each other because they
are tenant organizations of their respective unified commands. Conse-
quently, though their organization and staffing are similar, there are
some major differences in organization and staffing. (See figures 1.3 and
1.4)
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Figure 1.3: European Stars and Stripes
Organization and Staffing
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Flgurb 1.4: Pacific Stars and Stripes Organization and Staffing
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The staffs for the two Stars and Stripes entities differ in size and compo-
sition and in the way they are paid. Total staffing for the European
entity was 641 as of February 1985. Total staffing for the Pacific entity
was 226 as of January 1985. The primary reason for this difference is
that the European entity receives, breaks down, and distributes the
books and magazines it sells, while the Pacific entity uses the drop-
shipment method, whereby most books and magazines are shipped
directly to its area contractors who distribute and sell them.

Another reason for the difference is that the European Stars and Stripes
has an editorial staff of 106 and a production staff of 87 to edit and
produce its newspapers, while the Pacific Stars and Stripes has an edito-
rial staff of 41 and a production staff of 70. According to poD officials,
the editorial-staff figure for the European Stars and Stripes includes 23
composers, whereas composers are included in the production figure for
the Pacific Stars and Stripes. Therefore, for comparability of editorial
and production staff for these two organizations, the figures for the
European Stars and Stripes would be 83 editorial and 110 production.

A difference also exists in the composition of each entity’s staff, For
example, the European entity has over three times as many civilians as
the Pacific entity has, and the Pacific entity has almost twice the
number of military personnel as the European entity has. (See table 1.2.)

Tabje 1.2: Staffing as of February 1985

Printing and
Distribution

European Pacific

entity entity

U.Sfmﬁlitary 7 - a Y 45
U S civilians - - 233 -39
Local>nafiona|é - 7 - 385 ) 7 142
Total I - eat 226

Still another difference between the two staffs is that only the 23 Euro-
pean military staff are paid with appropriated funds, while over half, or
121, of the 226 Pacific staff are paid in this way.

The Stars and Stripes newspapers are edited and produced in a similar
manner. Pacific Stars and Stripes equipment for receiving, editing, and
paginating allows those functions to be more automated than those in
Europe. The Pacific equipment is digitized, allowing information to be
passed automatically from the wire services into its mainline computer,
from the mainline computer to the editing machines, and from the
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editing machines back through the mainline computer to the pagination
equipment. In Europe, the process is manual. Wire-service news is trans-
mitted from New York by teletype; articles are then entered into elec-
tronic editing machines; and finally the pages are paginated with
electronic composing equipment.

Both entities use similar photographic and platemaking equipment. The
European Stars and Stripes has two presses. One prints the paper and is
almost 20 years old. The other press, which is over 30 years old, is used
to print military unit newspapers and the Sunday comics and as a
backup for the newer press; it could not be used to print the paper on a
continuous basis. The Pacific Stars and Stripes has three presses capable
of printing the paper but uses only one. All three are about 18 years old,
and two are identical. One is used to print the paper, one prints the
weekly comics, and the other prints military-unit newspapers. Each
serves as 4 backup for the others.

Three editions of the European Stars and Stripes are printed each day in
Darmstadt, West Germany. The edition printed at 9:00 a.m. is sent to
Greece, Italy, Spain, Turkey, the United Kingdom, and other distant
locations. While this edition is basically the same paper as the two pre-
vious print runs at 9:40 p.m. and 12:30 a.m., it is dated the following day
because it will not be distributed until then. Most of these papers are
distributed through the Army Post Office. The edition printed at 12:30
a.m. is sent throughout most of West Germany. The edition printed at
9:40 p.m. is sent to Belgium, The Netherlands, and distant locations in
West Germany. (See app. I for a map of the area served by the European
Stars and Stripes.)

Six editions of the Pacific Stars and Stripes are printed each day (the
first beginning at 10:40 a.m. and the last at 3:30 p.m.) in Tokyo, Japan,
and then distributed to troops throughout the Far East. A separate edi-
tion exists for Guam, Japan, Okinawa, and the Philippines, with two edi-
tions for South Korea. As with the European Stars and Stripes, the
printing schedule for each edition is based on the time and distance
required to get the paper distributed. Since all locations except those in
the vicinity of Tokyo require several hours of transportation time, all
Pacific Stars and Stripes editions printed on a given day are dated the
following day. (See app. I for a map of the area served by the Pacific

Stars and Stripes.)
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We reviewed the management and operation of the Stars and Stripes
entities at the request of the Chairman, Readiness Subcommittee of the
House Armed Services Committee. During this review, conducted from
February through October 1985, we were specifically requested to
address the possibility of consolidating the two entities.

To address the issue of consolidation, we identified and reviewed pre-
vious studies on the subject. We also examined the DOD alternatives to
consolidation that were implemented, comparing the financial impact of
the alternatives on fiscal year 1984 profits to those which might have
existed had consolidation been implemented, and identifying other pros
and cons relative to the issue, such as impact on service.

We gathered information on the management practices and policies by
interviewing responsible officials, reviewing applicable documents and
records, and observing the operations of the two entities. OQur work was
conducted primarily at

the Office of the Secretary of Defense and Army offices, Washington,
D.C.;

the European Stars and Stripes office, Darmstadt, West Germany; and
the Pacific Stars and Stripes office, Tokyo, Japan.

We also visited the following locations:

U.S. Commander in Chief, Pacific (Uscinepac), Public Affairs Office,
Honolulu, Hawaii;

U.S. Commander in Chief, Europe (USCINCEUR), Public Affairs Office,
Stuttgart, West Germany;

Army and Air Force Exchange Service Headquarters, Dallas, Texas;
Army and Air Force Exchange Service, Pacific Headquarters, Honolulu,
Hawaii;

Army and Air Force Exchange Service, Europe Headquarters, Munich,
West Germany;

U.S. Army Japan Comptroller and Inspector General Offices, Camp
Zama, Japan;

Pacific Air Forces Contracting Office, Yokota Air Base, Japan;

Navy Resale and Support Services Office, Staten Island, New York;
Congressional Joint Committee on Printing, Washington, D.C;
International Herald Tribune, Paris, France; and

USA Today, Arlington, Virginia.
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On December 23, 1985, we sent a draft of this report to the Secretary of
Defense with a request that poD provide official written comments
within 30 days. In January 1986, DOD requested, and we granted, a 30-
day extension to February 21, 1986. On that day, poD officials provided
us oral comments. Before we finished incorporating pop’s oral com-
ments, we received DOD’s formal comments. Since the formal comments
differ only slightly from the oral comments, we decided to incorporate
as appropriate DOD’s official position. The comments are included as
appendix III.

Our work was performed in accordance with generally accepted govern-
ment auditing standards.
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_
The Stars and Stripes

Entities Are Within the
Moralé, Welfare and
Recreation Program

I
|
(
I

Our views on the nature of the Stars and Stripes entities differ from
those of ROD in two ways. We regard the entities as resale activities
within the Morale, Welfare and Recreation (MWR) programy‘and, conse-
quently, believe that they should be funded with a minimum of appro-
priated funds. In contrast, DOD believes that the Stars and Stripes
entities are hybrid organizations because the newspapers—or at least
that portion of each paper that supports DOD’s internal information pro-
gram—are operational mission activities while the other activities are
resale. DOD treated the newspapers as well as the entities as resale activ-
ities from 1951 until 1978, when DOD revised a regulation which allowed
the newspapers to receive appropriated-fund support to which other
resale activities were not entitled. This different classification for the
newspapers, which was financially driven, now appears to be the basis
for pOD's position that the newspapers are not resale but rather mission
activities. DOD’s position is that the newspapers are essential for the uni-
fied commanders to carry out their responsibilities for commanding,
controlling, and directing the operational forces to execute their
assigned mission. DOD believes that, since a portion of each paper sup-
ports its command'’s internal information program, the papers should be
administered separately. Recognizing the differences in these two views
is important in considering the pros and cons of consolidating the two
entities versus maintaining two independent newspapers and organiza-
tions for them,

The Stars and Stripes entities are within DOD’s MWR program. This pro-
gram offers such activities as recreational and self-development pro-
grams and resale merchandise and services, which are designed to
contribute to the mental and physical well-being of service members.
These activities may be funded wholly with appropriated funds, pri-
marily with nonappropriated funds, or a combination of both types of
funds.

Within this program, the Stars and Stripes entities are classified as
resale activities. Resale activities are normally required to be self-
supporting in terms of operating expenses for their civilian employees;
the purchasing of operating equipment, stock, and supplies; transporta-
tion; utilities; and maintenance. However, when resale activities are
located overseas, they are authorized appropriated-fund support for
some expenses in such categories as utilities, maintenance, and transpor-
tation. For example, appropriated funds may be used to ship books and
magazines overseas, but nonappropriated funds must be used for fur-
ther distribution.
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The Stars and Stripes entities engage in several revenue-producing oper-
ations in addition to selling newspapers. The largest of these operations
is the sale of other publications, including periodicals and paperback
and hardback books. Each entity aiso operates a print shop which prints
military unit newspapers and does commercial printing for authorized
DOD users. In addition, both receive revenues from advertisements
placed in their newspapers. The entities use the profits from these three
operations to subsidize the newspapers and to expand and modernize
their operations. Table 2.1 shows the audited revenues and profits gen-
erated from all four operations in fiscal year 1984.

Table 2.1: Revenues and Operating Profits, Fiscal Year 1984
Dollars in millions

Europe Pacific Total
Revenues Profit/Loss Revenues Profit/Loss Revenues Profit/Loss
Newépaper $64 $(5.1) $35 $6  $99 N "7§(‘5iw7)
Resale publications 374 75 117 1.0 491 - 85
Prnt shop 18 05 7 3 25 8
Adve'rhsmg 6 4 4 2 ' 1.0 6
Total $46.2 $3.3 $16.3 $.9 8625 $4.2

Note: Profits for fiscal year 1985, as shown by unaudited financial statements, increased to $5.2 mil-
lion——$4.5 million for Europe and $.7 million for the Pacific.

| The European entity procures, distributes, and retails books, periodi-
{ cals, newspapers, and other printed materials of an informational, edu-
| cational, or entertaining nature. These functions are centralized at
} Darmstadt, where bulk shipments of resale publications are received

| from its Bayonne, New Jersey, warehouse; stored; and broken down for
( ' further distribution. Resale publications are then sent throughout the
( European area. Retail sales are carried out by contracted newscarriers,
j vendors, and its 206 bookstores.
|

The Pacific entity also procures and retails books and periodicals for
sale in its 23 bookstores and by other vendors. However, distribution of
these products—except hardback books—is accomplished by shipments
from the publisher to area contractors serving mainland Japan, Oki-
nawa, South Korea, the Philippines, Guam, and Hong Kong. Conse-
quently, this drop-shipment arrangement precludes the need for the

1 Pacific entity to store and break down bulk shipments from the

! : publishers.
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Nonappropriated-Fund
Support

The Stars and Stripes entities receive revenues from their operations.
These revenues are nonappropriated funds which DOD requires to be
recorded and reported by an authorized Nonappropriated Fund Instru-
mentality (NAFI). The entities were organized as Department of Army
NAFIS in 1951. Army NAFIs are established and operated under depart-
mental regulations issued by order of the Secretary of the Army that
have the force and effect of law. Over the years, more and more Army
regulations for administering nonappropriated funds are being based on
DOD directives, instructions, and other regulatory issuances.

Appropriated-Fund Support

DOD authorizes some appropriated-fund support for the Stars and
Stripes entities. In fiscal year 1984, $58.2 million of their $67.2 million
operating costs and other expenses was paid with nonappropriated
funds, and about $9 million (13 percent) was paid with appropriated
funds.

Table 2.2 shows by categories the appropriated-fund support received
for fiscal year 1984, as reported in the annual MWR report.

Table 2.2: Appropriated-Fund Support
Recadived, Fiscal Year 1984

Total

Category Europe Pacific Amount
Personnel ‘ - )

Military $1016426  $761323  $1,777.749

E)ivilian N : >1,>i73,501" 1,173,501
Utilities 638,053 350,445 988,498
Communications 5,900 N 5900
Maintenance and repair - '

Equipment 1,249 115,929 17,178

Facilities a 184172 293,238 477,410
T"ransportation ' ' S
Things® . 2910552  1351,830  4,262.382
Persons N 33700 71080 104,780
Other expenses o ’ 60,950 82256 143,206

$4,595899 $4,354,705 $8,950,604

3Includes $1.5 million for use of official DOD mail.

o
DOD Organization for

Stars and Stripes

The Stars and Stripes entities operate as hybrid organizations under the
direct command of the unified Commanders in Chief. The Secretary of
Defense is the civilian manager for the Stars and Stripes entities. In the
administrative chain, the Assistant Secretaries of Defense (ASD) for
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Public Affairs (pA) and Manpower, Installations and Logistics (Mi&L)!
issue the principal pDOD policy guidance affecting the entities. The
ASD(PA) issues policy guidance on printed matter while the ASD(MI&L)
issues guidance on personnel matters and for nonappropriated-fund
instrumentalities. The American Forces Information Services, a oD field
activity under the direction, authority, and control of the ASD(PA), is the
designated DOD point of contact in the United States for unified com-
mand newspaper matters. The Secretary of the Army, through the U.S.
Army units in Europe and Japan, provides administrative and logistical
support to the Stars and Stripes entities and ensures that financial poli-
cies and procedures are followed as prescribed by DOD.

In the operational chain, the Secretary of Defense, through the Joint
Chiefs of Staff, issues operational commands to the Commanders in
Chief (CINeS) for the European and Pacific unified commands. The Com-
manders in Chief have immediate responsibility for Stars and Stripes
newspapers and are the military managers for the Stars and Stripes
entities. The entities are tenant organizations of the unified commands,
and each Commander in Chief selects and appoints a commander to
direct the day-to-day operations of both entities—the European Stars
and Stripes (Es&S) and the Pacific Stars and Stripes (Ps&S). (See figure
2.1)

LASIXMI&L) responsibilities have been split into two areas since our review: (1) Force Management
and Personnel (FM&P) and (2) Acquisition and Logistics (A&L).
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Figure 2.1: DOD Organizational |
Flowchart
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Agency Comments and DOD, in its comments on a draft of this report, thought that we misunder-
. stood the nature of the Stars and Stripes organizations and, thus, the
Odr Evaluation amount of appropriated-fund support to which these organizations are
| entitled. DOD maintains that, since the Stars and Stripes newspapers are
DOD mission activities, they are entitled to be funded with appropria-
\ tions. boD noted that the Pacific Stars and Stripes was totally supported
by appropriated funds for several years. DOD also stated that, because
87 percent of the 1984 funding for the Stars and Stripes was provided
| by U.S. servicemen overseas, the newspaper is a bargain for U.S. tax-
3 payers, rather than a burden.

The basic difference between DOD’s and our views regarding the Stars

! and Stripes newspapers lies in the mission issue. DOD officials informed
us that in their view consolidation would seriously hamper the Euro-
pean and Pacific theater commanders’ ability to conduct their essen-
tially separate internal information programs regarding such things as
military exercises and geopolitical issues via these papers.
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While we agree that the two Stars and Stripes organizations are now
separate, hybrid organizations under the direct command of the unified
Commanders in Chief, we do not think that they necessarily should be.
The fundamental nature of the services provided by each Stars and
Stripes entity (newspapers, magazines, books, and printing) are support
services which are generally viewed as a part of DOD’'s MWR program. We
believe that a legitimate argument can be made that Stars and Stripes
newspapers are resale items. Stars and Stripes entities purchase Amer-
ican, European, and Asian news from the wire services, sell advertising
space, produce a newspaper, and then sell the paper. Further, from 1951
to 1978 both Stars and Stripes newspapers were treated as resale items,
and it was not until the entities—primarily the Pacific Stars and
Stripes—started experiencing financial difficulties that DOD policy was
changed regarding these entities. We believe that it is appropriate to
seek ways to minimize appropriated-fund support for these entities.

While, as DOD says, the Pacific Stars and Stripes was totally financed
with appropriated funds in the 1940s, it was an Army newspaper at
that time; it was free, not sold to service personnel; and for three of
those years, it was classified as an official Army newspaper.
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_
Consolidation Has Been

Exfplored

Although poD explored the possibility of consolidating the Stars and
Stripes entities in the 1970s, it chose other alternatives to resolve the
entities’ financial difficulties. These alternatives included allowing the
newspapers to sell advertising space and to receive additional appropri-
ated-fund support. While these actions have enabled the two separate
entities to attain better financial positions, they also have

allowed the newspapers to, in effect, compete with commercial pub-
lishers for advertising dollars, and
increased the taxpayer burden for the newspapers.

Because the Pacific Stars and Stripes experienced financial difficulties
in the 1970s, several studies examined the possibility of consolidating
the two Stars and Stripes entities. The financial difficulties were caused
by reduced circulation because of troop withdrawals following the
Vietnam conflict and the general decline of the U.S. dollar in the interna-
tional market place. As a result of these difficulties, the Pacific entity’s
financial viability as a NAF1 was threatened.

In September 1974, boD’s A Management Study of Overseas Unified
Command Newspapers considered consolidation possible and stated that
it would be required if troop declines continued. The study indicated
that all functions could possibly be consolidated in Darmstadt, Germany,
except for remote printing and distribution. It stated that, if Darmstadt
proved to be infeasible, centralization in the Continental United States
should be explored.

The subsequent 1977 Defense Audit Service (Das) Report on the Review
of the Management of the European and Pacific Stars and Stripes indi-
cated that consolidation of the two entities in Darmstadt, with facsimile
transmission to Japan, “provided the only viable means to reduce per-
sonnel and operational costs of the Pacific Stars and Stripes.” The DAS
report stated

“Our review of available options showed that the best way to reduce operating costs
would be to consolidate selected operations of the Pacific and European Stars and
Stripes. Merging some functions of the 2 operations could reduce costs by approxi-
mately $2.2 million annually. It would then be unnecessary to obtain an additional
$500,000 appropriation in FY 1978 to support the Pacific operation....”

DAS estimated that offsetting costs for facsimile transmission from Ger-

many to Japan would be $440,000 annually. The DaS report recom-
mended that the Assistant Secretary of Defense for Public Affairs
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consolidate “‘the editorial, publication, and business management func-
tions of the Pacific Stars and Stripes with the European Stars and
Stripes organization.”

In February 1978, a oD study concluded that the formation of an Amer-
ican Forces Stars and Stripes was feasible and contained an activation
planning document for such an entity. However, the study also con-
cluded that consolidation was imprudent if the two entities could be
kept financially viable through other means. The study stated

“All courses of action to retain separate Stars and Stripes organizations responsive
to their respective unified commanders, should be pursued and evaluated. If, after
time, results of these initiatives do not reverse the ps&s financial plight, then an
additional plan to maximize mutual support should be staffed and evaluated. One
possible course of action might be to form an American Forces Stars and Stripes
(AFs&S).”

As alternatives to consolidation, it was subsequently decided that the
Stars and Stripes entities’ financial difficulties could be resolved by
other means, including increasing their revenues by expanding adver-
tising sales and decreasing expenses by using more appropriated funds.
As a result of these measures and of the strength of the dollar,? both
entities enjoyed a favorable financial position, each having reserves set
aside for expansion and modernization. (See table 3.1.) A summary of

| the audited financial statements for each entity as of the end of fiscal

( year 1984 is contained in appendix III.

Alternatives Chosen

Tﬂb'T 3.1: Reserves as of End of Fiscal  |_————

Year|1984 | Dollars in millions

. ~ European
Stars and Pacific Stars
7 - Stripes and Stripes
‘ Fixed-asset modernization and replacement - $6,151 $1,989
Building construction 2720 1085
Severance allowance 7 - 1.488 i 6_16
\ Total $10,359 $3,690

Note: Unaudited financial statements showed that at the end of fiscal year 1985 reserves had increased
to $16.5 million—$11.9 million for Europe and $4.6 million for the Pacific.

Since the completion of our review, the dollar has declined in value. The West Germany currency
exchange rate went from over 3 deutshe marks to under 2.5 deutshe marks per U.S. dollar. The Japan
currency exchange rate went from about 250 yen to under 200 yen per U.S. dollar.
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The two entities plan to use their reserves for fixed-asset modernization
and building construction. The European entity has earmarked $2 mil-
lion of these reserves for a new merchandise warehouse (for resale
items other than the newspaper), $.7 million for a new editorial annex,
$5.5 million for a rotary offset press, and $.6 million for fixed-asset
replacement. According to poD officials, since our review, the European
entity has increased the amount set aside for the warehouse to $2.7 mil-
lion and has reduced the amount set aside for the press to $5.42 million.
Of the $.6 million for fixed-asset replacement, $462,000 has been
programmed for building two new bookstores, expanding six bookstores,
and renovating various other bookstores in 1985. The Pacific entity has
carmarked its building-construction reserves for new bookstores.

Advertising

!
|

JCP I

Position Before 1976

Until 1976, advertising in government publications was clearly prohib-
ited by the Congressional Joint Committee on Printing (JCP), pursuant to
Public Act. No. 314 (P.L. 314, March 1, 1919). In 1976, the JCpP granted
an exception to this policy for Stars and Stripes newspapers in order to
improve their financial situation without increasing the amount of
appropriated-fund support received. In 1979, the Jcp expanded the Stars
and Stripes advertising authority.

In 1984, DOD broadened the advertising policy in its Instruction 5120.4,
“pob Newspapers and Civilian Enterprise Publications.” The way in
which the Stars and Stripes newspapers have implemented this instruc-
tion raises a number of questions. Commercial publishers have objected
to DOD’s current advertising policy because, in their opinion, it allows
Stars and Stripes newspapers to compete with them unfairly. As a
result, the Jcr has recommended that DOD’s policy be changed so that
this competition can stop.

The broad jurisdiction granted to the Jcp in Public Act No. 314 was first
applied to advertising in its Regulation No. 5 of September 19, 1919. Sec-
tion 3 of this regulation states

“No such [government| publication shall contain any advertisements inserted by or
for any private individual, firm, or corporation.... The committee is of the opinion
that commercial advertising is not a proper or authorized function of the
government.”

The Committee gave several reasons to justify this prohibition. It con-
cluded that advertising in government publications would be unfair
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JCP Position as of January 23,
1979

to those who did not advertise since the advertisers might appear to be
especially sanctioned by the government,

to the public because the advertisers would profit at the expense of the
government, particularly as the government pays all or part of the cir-
culation costs, and

to publishers of other periodicals because the latter generally cannot
successfully compete with a government publication.

In addition, the Committee was concerned that advertisers could poten-
tially use government periodicals for gaining personal favor with gov-
ernment officials involved in publication. Finally, the Committee noted
that most high-quality government publications have always been free
from outside connections.

In 1975, pop’s Office of Information for the Armed Forces attempted to
obtain an exception to the Jcp’s advertising policy for the Stars and
Stripes newspapers. On March 19, 1975, a letter was sent to the Jcp,
seeking authorization to carry separate insert advertisements of indi-
vidual commercial firms in the Pacific Stars and Stripes. In an April 7,
1975, letter to pOD, the Chairman of the Jcp refused the request.

Interaction between DOD and the Jcp from 1976 to 1979 resulted in the
approval of the following forms of advertising in the Stars and Stripes
newspapers:

On May 12 1976, the Office of Information for the Armed Forces
requested that the Jcp authorize the European Stars and Stripes to carry
advertising by nonappropriated-fund activities, such as clubs and
exchanges. In a June 9, 1976, letter, the Jcp approved this request.

On September 23, 1976, the JCP approved military recruiting/retention
advertising in both newspapers.

On January 23, 1979, the Jcp expanded Stars and Stripes advertising
authority by authorizing the newspapers (1) *‘to solicit, publish and cir-
culate insert advertising on behalf of DoD supervised banks and U.S.
Federal credit unions, in addition to previously authorized nonap-
propriated fund activities’’; and (2) ‘‘to publish general price informa-
tion in insert advertising where appropriate, and to publish limited
brand names in instances where such information is essential to accu-
rate and complete information.”
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DOD 1984 Instruction and
Implementation by the European
and Pacific Entities

On November 14, 1984, poD reissued its Instruction 5120.4, *‘DoD News-
papers and Civilian Enterprise Publications,” stating the following with
regard to advertising in the Stars and Stripes newspaper:

“To serve the readership the S&S are authorized to solicit, sell, publish, and circu-
late supplement section advertising, which includes prices and brand names of prod-
ucts and services sold or provided by the following: Nonappropriated fund...and
other authorized activities and their concessionaires providing goods, services and
entertainment to pob personnel and dependents; boD supervised banks and U.S. Fed-
eral Credit Unions; colleges and universities affiliated with DOD organizations to pro-
vide educational services to DOD personnel and their dependents and North Atlantic
Treaty Organization elements and host-government instrumentalities that offer
goods and services to DOD personnel and their dependents. S&S has the right to
refuse any advertising considered to be illegal, misleading, prejudicial, confusing, or
in bad taste. Transactions on advertising will be handled only between S&S and the
authorized advertisers listed above....”

This instruction did not include the restrictions on the use of prices and
brand names as contained in the JCP letter dated January 23, 1979.

In implementing the new policy, European Stars and Stripes officials
stated that, in their opinion, the most significant policy change was the
provision allowing the publication of prices and brand names. Before
this change, the newspaper published only price ranges or amounts of
reduction, and published brand names only in rare instances. For
example, an advertisement for a television set before the instruction
might have read “color television, save $31,” while an advertisement
after the instruction might read, ‘‘Sony television, $439.”

The change in poOD Instruction 5120.4 also expanded the definition of
authorized advertisers, which, we believe, has raised some questions.
For example, we question the European Stars and Stripes’ interpretation
of the authorization to accept advertising from *‘host-government
instrumentalities that offer goods and services to DOD personnel.” The
European Stars and Stripes Advertising Coordinator stated that he
interprets this to include state-run airlines, railroads, or other services
that are available to poD personnel. He said that, in his opinion, if Luf-
thansa Airlines wanted to purchase advertising, the newspaper would
be obligated to accept it. However, American Airlines, because they are
commercial instead of state-owned, could not directly purchase such
advertising. He also said that the newspaper has accepted paid adver-
tising from German railroads and the German Tourist Bureau.

We also question whether some of the concessionaires who receive
advertising privileges should be considered authorized advertisers. For
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example, the instruction authorizes advertisements from *‘nonap-
propriated fund ... and other authorized activities and their concession-
aires providing goods, services and entertainment to DoD personnel and
dependents.” The European Stars and Stripes has interpreted this to
mean that they can accept advertisements from concessionaires which
are not permanently located at a nonappropriated-fund activity facility,
but sell their goods through nonappropriated-fund activities intermit-
tently at bazaars or by other special arrangements. For example, the
newspaper ran a half-page advertisement for flokati lamb-wool rugs on
March 7, 1985. As figure 3.1 shows, the address to which the order form
was to be sent (lower right-hand corner) was the only connection the
advertisement had to a nonappropriated-fund activity.
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Figure 3.1: Advertisement Appearing in the European Stars and Stripes, March 7, 1985
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Advertising appearing on this page is not endorsed by the Department of Defense, the military departments, or Stars and Stripes.

The Pacific Stars and Stripes was already publishing prices and brand
names under certain conditions before the issuance of DOD’s instruction,
which explicitly authorized such publication. Its reasoning was that, in
1979, the Jcp authorized the publishing of prices and brand names when
such information was “‘essential to accurate and complete information.”
Since the Pacific Stars and Stripes considered prices and brand names to
be essential, it published them.

The Pacific Stars and Stripes implemented the DOD instruction in a way
in which we believe violates DoD's guidelines. The DOD instruction pro-
hibits the Stars and Stripes newspapers from accepting advertising
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Objections of Commercial
Publishers

directly from commercial sources. However, the Pacific Stars and
Stripes has run full-page airline advertisements announcing special air
fares the companies are offering. (See figure 3.2.) These advertisements
were solicited directly from the airlines, and the airlines paid Pacific
Stars and Stripes. During the first 6 months of fiscal year 1985, the
newspaper received $18,233.50 from this type of advertising, about 6
percent of the $301,184 in total advertising sales for that period.

In December 1984, shortly after DOD issued its expanded advertising
policy, a group of 10 commerical publishers—6 located in the United
States and 4 in West Germany-—formed an ad hoc committee for
working together to curtail or stop advertising in the European Stars
and Stripes. Later, 3 of these publishers quit the group. Several other
publishers, including the Army Times Publishing Company and pub-
lishers of two minor publications, chose not to join the group. However,
these and other publishers in the Pacific have independently complained
to the JCP concerning advertising in Stars and Stripes newspapers.

The basic complaint of these publishers is that the government is
unfairly intervening in the private sector because the Stars and Stripes
newspapers are competing with private companies. They complain that,
by advertising brand names and specific prices and by charging less for
advertising than commercial publications can, the Stars and Stripes
newspapers are unfairly competing with them. For example, one black-
and-white page of advertising in the European Stars and Stripes costs
from $850 to $1,066, depending on the number of editions and inser-
tions, while the cost for one black-and-white page in three publications
produced by publishers in the United States and distributed free to pon
personnel overseas ranged from $2,000 to $2,780. Commercial pub-
lishers in Europe predict considerable losses in advertising revenues
through 1986 if the Stars and Stripes continues its present advertising
practices, and believe that these policies will discourage new commercial
publications from entering the European or Pacific markets.

While publishers as a whole are fearful of future revenue losses from
mercial publishers recently provided 11 specific examples to the Jcp of
how the Stars and Stripes advertising policy has caused commercial
publishers to lose revenues. For example, one publisher who distributes
his publications to the military community at no cost to the U.S. govern-
ment or to the military consumer claims that he has lost from $143,332
to $182,637 in revenues per year. He claims that this represents 11.9 to
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Flguro 3.2: Advertisement Appearing in

the g_clﬂc Stars and Stripes, April 6,
1985 |

n .llﬁl L] Puge |
o e

£ ", rra ‘..'.T,”.';.;:WBT ORW

v ¢ e
L W ‘

SATURDAY, APRIL &, 1985 Paid lmrl 10 'l'he hcllk Stars and smm
| ot R
L

’

AMERICA'S  AIRLINE ACROSS THE PACIFIC

Military (active and retired), DOD and their dependemts fly Northwest 5 mNEW YORK

Orient from Okinawa to mainland USA because the #1 airline gives: el

¢The only American carrier service in Okinawa I‘( A CHICAGO
sNonstops from Japan w0 6 US cities VTJ IR (OS ANGELES
sConvenient connections in the USA to aver 50 cities A % SAN FRANCISCO

¢ The spacious comlfort of full-sized 747's W SEATTLE/TACOMA

eSuperior care, cuisine and cockeail service A
sSubstantal savings on fares.
Call SATO or your authorized teavel agent o find out what the # 1 aicline

Q) NORTHWEST ORIENT

Pacthe

RSP HONOLULU

Page 36 GAO/NSIAD-86-104 Stars and Stripes




Chapter 3
DOD Explored Consolidation but Chose
Other Alternatives

JCP Position as of September 1985

15.2 percent of his total advertising billings for the Pacific area for
1985 and 9.1 to 11.5 percent of his worldwide billings.

In response to these complaints, the Chairman, JCP, in a letter dated Sep-
tember 18, 1985, to the Secretary of Defense, stated

"I urge you to review this matter seriously and I strongly recommend that actions be
taken to stop such competition with the private sector. The simplest solution, |
believe, would be to prohibit Stars and Stripes from carrying specific price and
brand advertising. Such a prohibition would remove immediately the incentive for
full-scale advertising cooperation between manufacturers and the [Army-Air Force
Exchange Service|. Private publishers thereafter would be returned to an equal com-
petitive footing in the pursuit of advertising revenue.”

The Secretary of Defense responded to the Chairman by a letter dated
November 4, 1985, stating that his intent was that “U.S. commercial
publishing firms not be harmed by the Department of Defense, pro-
viding such damage can be demonstrated.” Further, pob officials told us
that “the Stars and Stripes is primarily a publication of the readers who
fund most of it, and is not a government publication in the sense
intended by the Jcp guidance which forbids advertising in government
publications.” As of April 1986, the Jcr and DOD were still exploring the
competition issue.

|
Apﬂropriated-Fund Support

Appropriated-fund support for the Stars and Stripes increased from
$3,732,907 in fiscal year 1977 to $5.7 million in fiscal year 1981 to
about $9 million in fiscal year 1984. The increase in appropriated funds
since 1981 was primarily due to changes in DOD regulations which
allowed the Stars and Stripes entities to use appropriated funds that
other resale activities are not authorized to use. For example, the Euro-
pean Stars and Stripes uses official DOD mail to distribute its newspapers
outside Germany, while other resale activities are prohibited from using
this means of distributing goods for sale. Also, the Pacific Stars and
Stripes started paying certain Japanese employees from appropriated
funds rather than nonappropriated funds, while other resale activities
must be self-supporting in regard to their civilian employees.

Use of appropriated funds reduces nonappropriated-fund expenses,
thus increasing the profits of the two Stars and Stripes entities. Each
entity then uses these profits to modernize and expand its operations.
Such profits also enable the European entity to keep its newspaper price
at $.15.
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Usa of Official DOD Mail*

In 1975, as a result of congressional committee hearings, bob stopped
the practice of using official boD mail to distribute items for sale. How-
ever, based on an October 1980 poD legal opinion, the European entity
began again in fiscal year 1981 to use official DOD mail for distributing
newspapers. The legal opinion read, in part, as follows:

“The Stars and Stripes newspapers... serve as a medium for the flow of command
information overseas and act as a necessary morale and welfare activity relating
exclusively to the business of the Government of the United States within the
meaning of the Domestic Mail Manual, section 137.22a. Accordingly we see no legal
prohibition to the use of indicia by the Stars and Stripes newspapers. The indicia
should not be used (in accordance with current practices) for other components of
the Stars and Stripes organizations including the book outlets and job lot printing
centers in that they do not relate exclusively to the business of the Government of
the United States within the meaning of section 137.22a of the Domestic Mail
Manual and the 1975 opinion of the Office of the General Counsel.”

The resumption of the use of official Dob mail was one of several man-
agement initiatives taken as a result of the organization’s low profit-
ability of $168,203 in 1980. The purpose of this initiative was to reduce
nonappropriated-fund expenses. In 1984, the cost of official mail for dis-
tributing newspapers through the Army Post Office was about $1.5
million.

- DOD Instruction 4525.8, “Official Mail,” authorizes the use of official

mail by MWR activities and NAFIs under certain conditions. Section E.3
(subsections a and b) of this directive states that NAFIs, including the
Stars and Stripes entities, may use official mail “only for official admin-
istrative (managerial) mailings related exclusively to the business of the
U1.S. Government.” It explicitly states that official mail may not be used
“for any revenue-producing activities.”

In November 1984, DOD revised its Instruction 5120.4, “‘DOD Newspapers
and Civilian Enterprise Publications,” to authorize the European entity
to use appropriated funds for mailing Stars and Stripes newspapers.
(Prior versions of this instruction did not contain any similar type of
authorization.) The authorization limited the European entity to using
these funds to distribute the newspaper to locations outside of the Fed-
eral Republic of Germany and to remote and isolated areas. The

30fficial DOD mail is mail bearing the printed words “Postage and Fees Paid,” The name of the DOD
component, and the component’s code number in the upper right corner; and bearing the words
“Official Business, Penaity for Private Use, $300," in the upper left corner under the component's
address; or mail with metered postage paid by DOD-component funds. (From DOD Directive 4575.6,
Enclosure 2, “'Definitions.”)
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Conversions of Japanese Nationals
to Appropriated Funds

authority to use official mail that was granted to the entity, however,
was not extended to the Pacific entity.

On October 1, 1981, poD authorized appropriated funds for the first time
to pay civilians working for the Stars and Stripes newspapers. On that
date, 67 Japanese nationals who worked on the Pacific Stars and Stripes
were converted to appropriated-fund employees. This conversion was
approved by the Assistant Secretary of Defense, Manpower, Reserve
Affairs and Logistics (AsSD[MRA&L])! in coordination with the ASD(PA), in
January 1981. The 67 positions converted were those identified as being
needed if the Pacific entity were a newspaper-only operation, and
included only personnel directly involved in the management, editing,
production, and distribution of the newspaper. The 67 positions were in
the following departments: Editorial, 33; Logistics, 21; Comptroller, 12;
and the Front Office, 1. According to the fiscal year 1981 MWR report,
this support was necessary to ensure continued survival of the news-
paper, which was considered vital to the defense mission.

The Pacific Stars and Stripes converted the payment of another 10 Jap-
anese nationals to appropriated funds on October 1, 1983. The General
Manager of the newspaper said that the additional positions were
requested by department heads who believed that they had more
employees who met the newspaper-only criterion—i.e., those that would
be needed if the Pacific entity were a newspaper-only operation. Thus,
the Pacific Stars and Stripes had a total of 77 positions paid for out of
appropriated funds in 1984, amounting to about $1.2 million. (See table
3.2)

4ASD(MRA&L) has been reorganized twice since 1981. The first time, it was split into (1) Manpower,
Installations and Logistics (MI&L) and (2) Reserve Affairs (RA). ASD(MI&L) was later reorganized
into FM&P and A&I,, as explained on p. 25.
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Table 3.2; Pacific Stars and Stripes Net
Income Compared With Appropriated-
Fund Support Received

Dollars in thousands

u.s.
appropriated u.s.
Reported funds for appropriated
net income Japanese funds direct

Fiscal year* (loss) nationals subsidy®
1970 $195 $ . $ .
1971 322 . .
1972 140 . .
973 (474) .
1974 ' (193) . .
t97s¢ (1,143) .
1976 ‘ - (322) . .
1977 ) (424) . 424
1978 o - - . 500
1979 S o 364 . .
1980 B ' s . e
1981 o ) ) 313 ) . e
1982 o S 1,708 1519 .
1983 ' o 1609 1,055 ' .
1984 T 1,483 1,174 .

4Fiscal years 1970 to 1974: July 1 to June 30; fiscal years 1976 to 1984: Oct. 1 to Sept. 30

PThese subsidies were necessary to pay for operating expenses because the amount of nonap-
propriated funds available was insufficient.

“Fiscal year 1975 covers a 15-month period: July 1, 1974, to Sept. 30, 1975.

By converting the Japanese civilians to appropriated-funded positions,
the Pacific entity has avoided paying $3.7 million in expenses from its
nonappropriated funds for fiscal years 1982 through 1984. As table 3.2
indicates, if the Pacific entity had paid the salaries and other benefits of
the Japanese nationals from nonappropriated funds, its net income
would have been significantly reduced for these fiscal years.

Before 1978, the use of appropriated funds to pay civilians working for
resale activities within DOD’s MWR program was prohibited. In the fiscal
year 1978 Defense Appropriations Bill, the conference committee
directed that poD Directive 1315.10, “Assignment of Military Personnel
to Morale, Welfare, and Recreation Activities,” be revised to emphasize
the maximum use of nonappropriated funds for paying civilians. The
committee also restricted the number of military personnel that could be
assigned to MWR activities in fiscal year 1978 to 12,804, a reduction of
2,000 from the number assigned during fiscal year 1976. This action, in
essence, forced pop to fill these positions with civilians and to pay them
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with nonappropriated funds. In revising this directive, however, under
the new title of “Assignment of Appropriated Funded Personnel to
Morale, Welfare, and Recreation Activities,” DOD made an exception to
its resale-activities policy so that the Stars and Stripes could use appro-
priated funds to pay its civilian employees. This exception helped
ensure the financial viability of the Pacific entity and marked the first
time that civilians working for resale activities could be paid from
appropriated funds. The Pacific entity used this authority, beginning in
1981, to pay for civilian employees.

In order to better the financial position of the Stars and Stripes newspa-
pers, DOD has authorized them to accept advertising and to use appropri-
ated funds to distribute the newspapers and to pay civilian employees.

As a result of DOD’s current advertising policy, commercial publishers
have complained to the Jcp that the policy allows the Stars and Stripes
newspapers to compete with them unfairly. The Chairman, Jcp, has rec-
ommended to the Secretary of Defense that DOD’s policy be changed.

Use of appropriated funds to distribute newspapers and to pay civilian
employees resulted because DOD made exceptions to its general policies
regarding official mail and resale activities. These exceptions were made
based on DOD's determination that the newspapers are operational mis-
sion activities. This resulted in increased appropriated-fund support and
decreased operating expenses that would otherwise have been paid by
nonappropriated funds and have allowed the Stars and Stripes entities
to build substantial reserves to expand and modernize their operations.

DOD did not agree that the purpose of Stars and Stripes advertising is
financial or that the newspapers were competing unfairly with private
companies. DOD stated that advertising revenues represent a small per-
centage of total revenues and that the primary purpose of advertising is
to provide an additional source of information to overseas personnel
concerning the availability of goods and services.

DOD stated that, contrary to the belief of some U.S. and foreign pub-
lishers, advertising by the Stars and Stripes and advertising by the com-
mercial media are actually complementary, not detrimental. It noted
that commercial publications are used to build brand awareness, while
the exchanges use the Stars and Stripes to advertise product
availability.
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DOD also expressed the view that the 1984 advertising policy update was
more of a clarification of policy than an expansion. It stated that the
update was coordinated with the Jcp and merely consolidated previous
authorizations of the JCP and stated them in clearer language.

While poD stated that the primary purpose of advertising is to inform
U.S. Forces personnel and their families of the availability of goods and
services in military outlets, it was not the primary basis for requesting
such authority. All correspondence we reviewed from 1975 through
1979 clearly shows that advertising authority was requested and
granted for financial reasons—to increase Stars and Stripes revenues.
For example, the 1978 staff study’s conclusion on the unlimited adver-
tising authority being sought by pob, and the reason for it, was as
follows:

“The single most important option which favorably impacts on both the Esas and
Ps&s is permission by the dep to include run-of-the-paper commercial advertising in
both papers. Inclusion of paid commercial advertising will immediately impact on
the financial prognosis of ps&s and will facilitate adoption of many future manage-
ment initiatives by both organizations.”

While we agree that advertising revenue is a small percentage-—about
2.3 percent—of total revenue, it should be noted that in fiscal year 1984
advertising profit was about 14 percent of total profit. We also agree
that, for companies with sufficient advertising funds to advertise in

devoted to military personnel and their families, we believe that such
advertising can be viewed as competition since both commercial and
government sources were available and the government source was
chosen. Stars and Stripes advertising rates are significantly lower than
those of other publications available to service members.

While the November 1984 pobp directive containing the advertising
policy for Stars and Stripes was coordinated with the Jjcp, commercial
publishers complained to the Jcp following its issuance. The JCP now has
concerns about the Stars and Stripes advertising policy.

As for appropriated-fund support, DOD states that Stars and Stripes

organizations are hybrid entities that are viewed largely as mission
activities and are entitled to appropriated-fund support. It stated that
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the European Stars and Stripes newspaper, as a mission activity, is spe-
cifically authorized use of official boD mail for its shipment to remote
and isolated areas outside of Germany. As for use of appropriated funds
to pay Japanese civilian employees, DOD stated that these employees
work only for the mission-related newspaper operations, and not for any
aspect of Stars and Stripes resale activities. It stated that this procedure
of paying foreign nationals with appropriated funds is available to any
NAFT and that the Pacific Stars and Stripes use of this procedure was
done with full congressional knowledge.

The use of appropriated funds to pay for foreign national employees of
a resale activity other than the Pacific Stars and Stripes would require a
change in policy. Nonappropriated fund instrumentalities classified as
resale activities within DOD’s MWR program, such as the service
exchanges, are not authorized to pay their foreign national employees
with appropriated funds.
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_
A Consolidated Stars

and Stripes

Consolidation of the two Stars and Stripes entities into one business and
financial entity remains a viable alternative to their use of advertising
and receipt of additional appropriated funds. Such consolidation would

improve the financial condition of a combined Stars and Stripes
newspaper,

allow effective allocation of resources, and

enable DOD to fulfill its Stars and Stripes mission in a more efficient and
cost-effective way.

In the past, DOD has objected to consolidation on the grounds that the
newspapers would lose their local character and that the news would be
less timely. We believe that these obstacles can be overcome.

Consolidating the two Stars and Stripes entities has been considered
within the Office of the Secretary of Defense (0sD) from time to time
over the past 11 years. During this time, DOD determined that consolida-
tion was feasible and a possible alternative for improving the entities’
financial condition. The decision to consolidate rests with the Secretary
of Defense. However, according to 0sD officials, this issue has not been
presented to the Secretary because they consider consolidation to be of
questionable practicality. They say that consolidation might cause major
disruptions and might not result in cost advantages.

Since consolidation would require a number of decisions about what the
new entity would be, how the paper would be managed, where the cen-
tral editorial and production facilities would be located, what the edito-
rial and production procedures would be, and how consolidation would
be financed, our views on these subjects follow. These views are based
primarily on past DOD studies addressing consolidation and on trends in
the national and international newspaper industry.

|
I

A consolidated entity could have responsibility for either the existing
operations of selling newspapers and other publications or for the news-
paper operation alone. In either case, print-shop operations could be
continued in Europe and the Pacific as long as the newspapers are to be
printed in these locations. If only the newspaper operation is consoli-
dated, the responsibility for resale publications could be assigned to the
service exchanges. On the other hand, if resale publications are also con-
solidated, this operation could offer a consolidated Stars and Stripes
entity financial stability and flexibility. If it were decided to consolidate
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the resale publications, consideration should be given to reducing the
number of local national employees involved in this operation in Europe
to minimize the effect of currency fluctuations. One way to do this
would be to handle this operation in a manner similar to that of the
Pacific entity, which has most publications (except for hardback books)
sent directly from the publisher to the area contractors for distribution
rather than physically handling them, itself, as a distributor. We believe
that this alternative should be studied before any funds are approved
for construction of a new merchandise warehouse in Darmstadt, Ger-
many. (See p. 30.)

Regardless of the decision as to what a consolidated Stars and Stripes
would be, merging the newspaper functions would offer economic bene-
fits. Consequently, in the discussion that follows, our focus is on the
newspaper since it is the reason that the Stars and Stripes entities exist.

Marhagement

Under consolidation, the responsibility for the management of Stars and
Stripes could be removed from the unified commands and possibly
placed in the American Forces Information Service or the Department of
the Army. The American Forces Information Service is the pop field
activity responsible for providing radio and television programs to the
armed forces overseas and is the designated point in the United States
for unified-command newspaper matters. The Department, of the Army
currently provides the administrative and logistic support to the Stars
and Stripes entities. Placing the management in either of these organiza-
tions would allow responsibility for the newspaper to be vested in a
single official in the administrative chain of command.

Lociation

A 1974 pob study recommended that consolidation in Darmstadt, West
Germany, be considered, and a 1977 Defense Audit Service report rec-
ommended that consolidation in Darmstadt, West Germany, be made.
However, given the advances in data telecommunications, we believe
that it might now be practical to locate an American Forces Stars and
Stripes in the United States. Consolidating the newspaper operations in
the United States could provide economic advantages.

Edigtorial and Production
Procedures

A consolidated Stars and Strip2s might be produced in a way similar to
that of either USA Today or the International Herald Tribune. USA
Today is a national and international newspaper. The international edi-
tions are abridged versions of the national paper and consist of 16 to 20
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pages. The three versions are edited and produced in the Washington,
D.C., area. The national paper is transmitted daily by satellite to 30 loca-
tions throughout the United States. The edition for Europe is printed in
New York and flown to European markets. However, beginning in May
1986, USA Today will be transmitted via satellite to Zurich, Switzerland,
for printing. The Singapore edition is now transmitted via satellite. It
takes 3 1/2 minutes to transmit a page to sites in the United States, and
8 minutes per page to Singapore; it will take 5 minutes per page to
Europe. While the Singapore single-channel satellite links (New York to
London and London to Singapore) are leased 5 1/2 hours a day, the
United States line is a dedicated (24 hours a day) two-channel satellite
link, and the future European line will also be a dedicated two-channel
satellite link,

The Tribune is, on the average, a 20-page newspaper that is edited and
produced in Paris and transmitted once each day to six distant printing
sites—London, Zurich, Hong Kong, Singapore, The Hague, and Marseille.
The Paris-Hong Kong and Paris-Singapore links are satellite links, while
the European sites are linked to Paris by cable. Transmission of each
page takes 3 to 5 minutes.

The Tribune's Paris-Hong Kong connections, which started in September
1980, marked the first time that satellite transmission of a complete
newspaper had been made on a daily basis from one continent to
another. This development was facilitated by changes in international
telecommunications policies which allowed users to lease such connec-
tions on a part-time basis.

Stripes might be as follows:

The international, national, regional, U.S. Government, and boD news
could be edited in the U.S. office and transmitted by satellite to Darm-
stadt, Germany, and Tokyo, Japan. The newspapers would then be
printed and distributed to the other points in the respective commands
in the same way as they are today.

>ommand and local news could be handled in several ways. For
example:

1. The news could be gathered in the specific command, as is now being
done in the European and Pacific unified commands. It could then be

sent back to the United States, edited, and transmitted back to the com-
mands for printing and distribution. Another option would be to retain
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one or two editors in each command rather than transmitting the news
to the United States and back. A certain amount of space could be desig-
nated for this news, with the result that the news would vary for the
commands.

2. This news could be taken out of the the Stars and Stripes and pub-
lished in a separate command newspaper if the unified commander
thought it necessary. This would be consistent with the way other com-
manders disseminate their command news. The Stars and Stripes could
then concentrate on providing international, national, and regional news
to DOD personnel overseas.

Only one edition of the Stars and Stripes would be published, instead of
the three editions that are now published in Europe and the six editions
in the Pacific. This could be done with little loss of timeliness. (See pp.
56 to 58.)

Fin%mcing the Consolidation

The capital investment necessary for consolidation could come from the
reserves of the two Stars and Stripes entities. The amount of their
reserves has consistently grown. (Table 4.1 shows the growth of the
European Stars and Stripes reserves from 1980 to 1984.) The reserves
for both Europe and the Pacific totaled $14 million at the end of fiscal
year 1984, and $16.5 million at the end of fiscal year 1985.

Tablj 4.1: Growth of European Stars and Stripes Sinking Funds

Fixed;asset hodernization
Fixediasset r"eplacemeni
Buildiiﬂg construction
Severance allowance
Total|

1980 1981 1982 1983 1984
«  $1000000 $5000000 $4,664000  $5542,000
. . 20000 20,000 609,000
. e . 2,720,000 2,720,000

$1,759,000 1,658,000 1,646,800 1,696,000 1,488,000
$1,759,000 $2,558,000 $6,666,800 $9,000,000 $10,359,000

Of Europe’s 1984 reserves, $8.2 million has been earmarked for buying a
new press and constructing a new editorial annex and warehouse, all of
which require congressional approval. We believe that these projects
may be unnecessary if advertising is prohibited or significantly reduced
and consolidation is implemented. For example, the new press would
provide a substantial increase in color capability, which the European
Stars and Stripes management apparently desires to increase adver-
tising sales. Since the JCP views Stars and Stripes advertising as unfairly

Page 47 GAO/NSIAD-86-104 Stars and Stripes



Chapter 4

Advantades of a Consolidated Stars

and St.rlpes

competing with commercial publishers and has recommended that the
newspapers stop such competition, this press may not be needed. More-
over, the editorial annex would not be needed if the editorial function is
nanonlidntad inm tha TTwitnd Qéatns Thunaller ao AicntioconAd Awv naon
COnSsoi1igateq ul Lll(, Uy oualed. rilially, as UIDLUDDLU Il pd&t 1 l Ll ie
warehouse may not be needed if the drop-shipment method for handlmg
resale publications proves to be more advantageous than the current

method.

Based on 1978 poD estimates adjusted for inflation through 1985 for the
cost of transmitting and receiving equipment, the $8.2 million available
from the above projects, if they are not approved, should be more than
sufficient to cover capital investment costs to buy and house the equip-
ment necessary to consolidate the editorial, production, and business
functions.

To minimize the capital investment, existing equipment could be used.
For example, the Pacific Stars and Stripes has three presses capable of
printing the paper. If transportation costs are not prohibitive, one of
these could be moved to the Southern Command. In considering consoli-
dation in 1978, a Stars and Stripes staff study suggested moving one of
the Pacific presses to Panama City, Panama. Also, the Pacific has up-to-
date digitized editorial equipment which could be moved to the United
States.

DOD does not agree that the funds committed to business improvement

_could be used for consolidation or that the projects could be eliminated.
DOD states that the funds we indicate could be used for consolidation are
not reserves but rather are working capital funds used in the day-to-day
business activity and are funds committed to long-established projects
planned to substantially enhance operational efficiency and mission
effectiveness. It states that consolidation would not obviate the need for
operational plant upgrades. A new press would still be needed to replace
the current obsolete equipment and, although the drop-shipment method
could eliminate the need for the warehouse in Darmstadt, other smaller
facilities would then be required. DOD also states that an authorized
reserve to buffer changes in the value of foreign currency is currently
unfunded, and recent adverse currency shifts are generating additional
pressures.

DOD’s statement that the reserves we discuss are working capital funds
used in the European Stars and Stripes day-to-day business activity is
inconsistent with the European Stars and Stripes audited financial state-
ments. The statements show these funds as sinking funds for specific
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purposes—oprimarily for asset modernization and building construction
in Europe.

We do not agree that all of the planned projects are solely to enhance
operational efficiency and mission effectiveness. For example, if daily
Stars and Stripes newspapers are to be expanded to 48 pages like the
Thursday edition of the European Stars and Stripes or, if a 4-color capa-
bility on multiple pages is required for advertising, the current press
would be obsolete and a new press would be needed. However, if neither
of these management decisions is made, European Stars and Stripes offi-
cials say that the current press could do the printing for at least another
6 or 7 years.

As for warehouse capacity, DOD states that, if drop-shipping to dispersal
locations in Europe were begun, the European entity would have to
build or enlarge a number of smaller warehouses. We disagree that this
is the only management option available. For example, the distributors
outside West Germany now receiving goods from the Stars and Stripes
warehouse would continue to receive the same goods except now they
would come from the United States. Consequently, such distributors
would not need new or enlarged facilities. Within West Germany, partic-
ularly the central region where American troops are heavily concen-
trated, continued use of the existing warehouse and distribution
methods may be the most cost-effective approach.

The financial situation of the Stars and Stripes would improve by (1) an
increase in the price of European Stars and Stripes to $.25 and (2) con-
solidation, which would permit a reduction in the number of staff
required. Operational costs would be further reduced if the Stars and
Stripes were located in the United States in that the additional cost of
having Americans working abroad could be avoided. Consequently, the
papers might no longer need advertising revenues or the additional
appropriated-fund support.

Revknues Would Increase If
Price of the European Stars
and Stripes Were Increased

At present, the European Stars and Stripes sells for $.15, while the
Pacific Stars and Stripes sells for $.25. The American Newspaper Pub-
lishers Association statistics for 1985 show that 78.2 percent of U.S.
daily newspapers sell for $.25, while 11.2 percent sell for more, and 10.6
percent sell for less. It seems reasonable that military members sta-
tioned overseas should pay the same as their counterparts stationed in
the United States. Had the European Stars and Stripes been priced at
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$.25 in 1984, revenues would have been increased somewhere between
$3.3 million (assuming decreased sales due to the price increase) and
$4.4 million (if sales remained unchanged).

Consolidation of the Two
Entities Could Reduce the
Number of Staff Required

DAS Estimate of Staff Reductions

Consolidation of the editorial, business, and administrative functions of
the two Stars and Stripes newspapers could result in a substantial
reduction in the number of staff required. The number of staff reduc-
tions possible is suggested by the 1977 DAS report and by the present
staff levels of the International Herald Tribune.

In 1977, pas estimated that consolidation of the two Stars and Stripes
entities in Darmstadt, Germany, would have resulted in a reduction of
104 Pacific Stars and Stripes employees—27 U.S, civilians and 77 Japa-
nese. DAS’s estimated annual savings of $2.2 million in operational costs
was based principally on this reduction. Table 4.2 shows DAS’s estimate
of staff and operational costs before and after the merger.

b

Tabld 4.2: Schedule of Pacific Stars and Stripes Civilian Personnel and Operational Costs Before and After Merger

Func‘lon

Editorial®
Comptroller/Front Office
Circulation

Publi atlonsl

Logislics

Prodyction

Job shop

Before merger

(actual--12/30/76) After merger (estimated)

Staft Operating Statf Operating
U.S. LN? costs u.S. LN® costs
16 7 $ 890,556 3 0 $ 100,000
2 26 435,297 0 2 25,000

4 4 2,472 631 2 0 2,200,000

2 20 358.418 2 10 200,000

2 41 508,505 1 20 270,000
11 40 1,093,117 2 29 750,000

0 9 251,398 0 9 251,000
a7 147 $6,009,992 10 70 $3,796,000

Total[
!
|

8_ocal Nationals

bThe European Stars and Stripes editorial staff would require 3 additional members to prepare both
newspapers

DAS's staffing estimates were made with the assistance of the DOD offices
responsible for public information (the Office of Information for the
Armed Forces—now the American Forces Information Services). We
examined DAS’s staffing estimates and compared them with information
we obtained during our review. For example, the DAS estimate for the
number of editors to remain in the Pacific field bureaus to provide local
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news after the merger totaled 11 people—3 U.S. civilians as shown and
8 military. At the time of our review, the Pacific Stars and Stripes had
11 editors assigned to its field bureaus to provide local news. We believe
that the 1977 DAS estimates were reasonable and that these estimates
are still valid since Pacific Stars and Stripes staffing is today essentially
the same as it was at the time of the DAS report. (See table 4.3.)

Table 4.3: Comparison of Pacific Stars
and Stripes Staff Levels, 1976 and 1085

Inter;fnat,ional Herald Tribune

u.s. Japanese
- Military civilians nationals ‘ng‘a‘!
December 197§ 41 37 B 147 225
January 1985 45 39 142 226

DAS estimated that the staff reduction and other related costs would
have decreased operating expenses by $2.2 million. This figure adjusted
to 1984 dollars would be $3.1 million.

A comparison of the size of the editorial staff at the International
Herald Tribune with that of the merged Stars and Stripes staff, per the
DAS analysis, indicates that further staff reductions might be possible.

The International Herald Tribune has an editorial staff of 62 to produce,
on the average, a 20-page daily newspaper, which would be about the
equivalent in size to a 40-page Stars and Stripes newspaper, since a page
of the Stars and Stripes is half the size of a page of the International
Herald Tribune and since character size is also smaller in the Interna-
tional Herald Tribune.

A merged Stars and Stripes would have an editorial staff of 94 (68 civil-
ians and 26 military personnel) to produce a daily paper of 28 tabloid-
sized pages. The 94-staff figure is derived by adding the number of the
current European Stars and Stripes editorial staff with the number of
staff that pas estimated would need to remain in Japan to provide news
of interest within the theater (3 U.S. civilians and 8 military personnel).

If fewer staff remained in Japan, or the number of editorial staff is
reduced to be more in line with the International Herald Tribune experi-
ence, the 94 positions could be further reduced.

DOD stated that our comparison failed to consider the news-to-adver-
tising ratio between the two newspapers. DOD added that the Interna-
tional Herald Tribune would have to contain approximately 70 to 80
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pages to carry the same amount of news that the European Stars and
Stripes carries in its 28 pages.

We did not consider news-to-advertising ratio in our draft report. How-
ever, our subsequent analysis of a randomly selected 20-page Interna-
tional Herald Tribune (instead of a 16-page newspaper which would
have had less advertising) dated July 8, 1985, showed that fewer than 5
pages (4.83 pages) were used for advertising. Since 1 page of the Inter-
national Herald Tribune contains more printed material than do 2 pages
of the European Stars and Stripes, this issue had more than 10 Stars and
Stripes-sized pages devoted to advertising. Conversely, it contained
more than 30 Stars and Stripes-sized pages of news. Consequently, we
believe that our comparison of staffs is still valid for suggesting that
consolidated Stars and Stripes staffing might be reduced.

Operating Profits in 1984 If
Consolidation Had Been
Implemented

If consolidation had been implemented as recommended by DAS and a
uniform price of $.25 had been established, our analysis, summarized in
tables 4.4 and 4.5, estimates that Stars and Stripes operating profits for
fiscal year 1984 could have been $6.7 million—$2.5 million more than
the $4.2-million profit the two existing entities actually generated. We
believe that this could have been accomplished without advertising and
the appropriated-fund support to which no other resale activity is
entitled.

Table 4.4: Adjusted Operating Profits,
Fiscal Year 1984

1

Dollars in millions

Combined '
operating Adjustments for Adjusted
profits/ Appropriated combined
- losses Advertising ~ funds profits®
Newspaper o 8¢6) $ - 827 $(8.4)
Resale publications o 85 . ‘ . 85
Print shop ) o § . . 8
Advertising L 6 (8 .
Total $4.2 $.9

2Profits that would have existed if advertising revenues and appropriated-fund support to which other
revenue-producing activities are not entitled had been unavailable.
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Table 4.5: Adjusted Operating Profits Compared With Estimated Consolidation Profits Based on DAS Report, Fiscal Year 1984
Dollars in millions

cﬁﬁfﬁfﬁﬁg Consolidation adjustments®
pmm.L Revenues Operating expenses® Consolidation
losses Increased® Increased Decreased profits
Newspaper $(8.4) $3.3 $ 6 $3.1 $(26)
Heﬂ‘é‘aie b&blications 85 85
Print shop 8 ' o 8
Total $.9 ' $6.7

aadjustments for consolidation include increasing revenues to show the effect of a consistent pricing
policy set at $.25, and increasing and decreasing operational expenses reported by DAS, adjusted to
1984 dollars

PProfits that would have existed if advertising revenues and appropriated-fund support to which other
revenue-producing activities are not entitled had been unavailable

‘ “increased revenues were determined by reducing the 43.8 million copies of the European Stars and

; Stripes sold in 1984 to 39 4 million copies or a 10-percent reduction (the average decline experienced by
the Pacific Stars and Stripes when it raised its price to $.20 and then ta $.25). The 10-percent reduction
was, in part, due to troop withdrawals during this pernod, but we could not separate the effect of troop
withdrawals from the effect of the price increase.

1 9The 1976 operating expenses and savings reported by DAS were converted into 1984 dollars To con-
vert costs for data transmission by satellite to 1984 dollars, the Interstate Private Lines Index, which is
the index for interstate microwave transmissions, was judged the closest to this activity and thus the
best price index (1.46) to use. To convert savings into 1984 dollars, a conversion factor of 1.42 was
used. The conversion factor was calculated by determining the ratio of 1984 operating expenses to
those in 1976. This factor was used rather than the Gross National Product (1.62) deflator because it
was judged to be more conservative and a better estimate of projected 1984 savings since those man
agement initiatives and technological improvements occurring since 1976 would be taken into account

The Cost of Having Additional savings could be possible if the merged staffs were located in
Americans Working Abroad the United States. U.S. citizens working abroad are entitled to living-
Could Be Reduced quarters allowances. In 1984, the European Stars and Stripes paid

$382,671 for living quarters allowances, while the Pacific Stars and
Stripes paid $273,151. If the consolidated Stars and Stripes were located
in the United States, most of this $655,822 would be saved. Other

} related areas of savings would be schooling allowances, transportation
of household goods and cars, and home leave.

poDb stated that some of the U.S. citizens currently working for Stars and

leave allowances. It also stated that, if the Stars and Stripes were
located in the United States, higher wage rates would have to be paid to

the workers.,
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Our potential savings calculation is based on what the Stars and Stripes
is paying for living quarters allowances; therefore, the local hires as
mentioned by DOD were excluded. We also find DOD’s position on wages
inconsistent with several other sources—public and private-—which
indicate that personnel working overseas are paid more than their
domestic counterparts.

R
Consolidation Would

Facilitate Effective
Allocation of Resources

Since the European and Pacific Stars and Stripes are separate entities,
they do not provide financial help to each other when one is in diffi-
culty. For example, in 1977 and 1978, the financial difficulties of the
Pacific Stars and Stripes forced it to raise the price of its newspaper to
$.25, when the majority of other U.S. papers were selling for only $.15,
and to request $924,000 in direct appropriated funds. During these same
two years, the European Stars and Stripes made $2,016,356 in profits.
Had the two entities been consolidated, the profits from the sale of the
Stars and Stripes in Europe would have eliminated the need for the
direct appropriated funds and might have kept the newspaper price
down,

DOD stated that a 1984 updated DOD instruction now provides a mecha-
nism whereby reserve funds not needed by one entity could be trans-
ferred to the other to deal with adverse currency situations. It also
stated that, although this action would be taken only after careful con-
sideration, the ability to take the action negates this alleged advantage
of consolidation.

While we agree that a mechanism exists, the decisions and agreements
necessary to transfer funds make it unlikely it would be used. For
example, the instruction provides that (1) the entity to provide funds
must first fund its contingencies before unfunded reserves would exist;
(2) each entity determines the amount of reserves needed to fund opera-
tional contingencies, and (3) all parties (the Stars and Stripes entities,
the unified Commanders in Chief, and the U.S. Army’s Adjutant Gen-
eral) must agree that a transfer of funds is desirable.
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0
Consolidation Might
Enable the Stars and
Stripes Newspaper to
Be Made Available in
the Southern Command

Still another advantage of consolidation is that the improved economic
condition of a consolidated Stars and Stripes might make it more prac-
tical for all overseas personnel, including those in the Southern Com-
mand, to receive a Stars and Stripes newspaper. At present, DOD
personnel in the Southern Command do not receive the Stars and
Stripes. In 1978, DoD concluded that it would not be cost-effective for
either the European Stars and Stripes or the Pacific Stars and Stripes to
be sent to the Southern Command. At that time, DOD’s marketing
research showed that it would take daily sales of 8,700 copies of the
Stars and Stripes sold at $.25 each for either entity to provide this ser-
vice. However, the research projected that sales would average only
6,000 copies daily. The only other alternative would have been to estab-
lish a separate Southern Command Stars and Stripes entity, but this
would have been even more costly. Through consolidation, it might be
economically feasible to provide the Stars and Stripes to the Southern
Command.

pOD stated that there is already a unified command newspaper called the
Southern Command News, published for the relatively small number of
personnel in the Southern Command, and that we did not establish a
need for another Southern Command newspaper.

It was not our intent to provide another newspaper to the Southern

‘ommand. Rather we point out that a prior pop study concluded that it
would not be cost-effective for either the European or Pacific entity to
provide a paper to the Southern Command. Consolidation, which was
not considered when the issue was reviewed, might make providing a
Stars and Stripes to the Southern Command a viable alternative to the
Southern Command News.

One of DOD's objections to consolidation is that a consolidated Stars and
Stripes would lose its local character. For example, during the fiscal
year 1980 hearing held by the Senate Committee on Appropriations, a
DOD representative stated that the two organizations are two separate
business entities which are oriented to the interests of the troops in the
respective theaters. The pobp official further stated:

“Various methods of combining the two papers have been suggested from time to
time. Although these suggestions have not been ruled out, combination would
require a fundamental realignment of the current basic concept of each being a
‘hometown’ newspaper to serve the commands and people operating in that area.”
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Timeliness of News

|
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Newp Would Be Less Timely

Under consolidation, the “*hometown’” flavor could be retained by
designating a certain amount of space for this purpose, just as the
Pacific Stars and Stripes currently does. For example, one page could be
designated to carry wire-service news of particular interest to each the-
ater and three pages to carry command and local-interest stories,

now being done.

DOD stated that the potential loss of the crossflow of military informa-
tion and news within the European and Pacific Command areas is a
valid argument against consolidation. It said that the local character of a
newspaper is maintained by its being a part of the locality and knowing
the Command views. Designating several pages as local news would not,
in pOD’s opinion, automatically retain the local flavor of the news.

We see no reason why the local flavor of news should change. Most news
carried in the Stars and Stripes is purchased from wire services,
including local news purchased from European and Asian wire services.
It appears to us that U.S.-based editors could condense this news
without distracting from what is important to personnel living overseas.
Other news and military information currently written by local editors
could continue by maintaining a small locally based editorial staff.

DOD’s second major objection to consolidation has been that the news in a
consolidated Stars and Stripes would be less timely. This would be gen-
erally true for a single edition of Stars and Stripes. However, since up-
to-the-minute news is readily available from other sources, the question
should be asked whether the newspapers should be subsidized so that
service members can have Stars and Stripes news that is a few hours
more current. If timeliness is an obstacle to consolidation, it could be
overcome but at some reduced savings. It should be noted that the
Pacific Stars and Stripes was printed as a single edition during the
entity’s financial crisis in the late 1970s and returned to multiple edi-
tions as its financial condition improved.

As DOD has pointed out, the news in a single edition of Stars and Stripes
would generally be less timely than the news now appearing in two of
the three editions of the European Stars and Stripes and the six editions
of the Pacific Stars and Stripes, assuming that news is cut off at 5 p.m.
Eastern Standard Time. In Europe, 80 percent of the Stars and Stripes
readers are in or near West Germany. With a consolidated single edition,

Page 56 GAO/NSIAD-86-104 Stars and Stripes



Chapter 4
Advantages of a Consolidated Stars
and Stripes

Timeliness Versus Costs
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33 percent would receive news that is 1 hour and 20 minutes more cur-
rent, and 47 percent would receive news that is 1 hour and 30 minutes
less current. The remaining 20 percent, who are outside the vicinity of
Germany, would receive news that is 10 hours less current. However, it
should be noted that this edition is already post-dated one day because
it does not reach readers until the next day. In the Pacific, the loss in
timeliness for the news in a single edition would range from 3 hours and
40) minutes to 8 hours and 30 minutes when compared to the current six
editions. All six Pacific Stars and Stripes editions are post-dated one
day.

The benefits of news timeliness must be weighed against costs. If timeli-
ness of news is considered critical, the current number of editions could
be continued. However, to do so would reduce the previously discussed
savings that would result from merging newspaper operations. For
example, the consolidated editorial function would have to be expanded
to provide news updates, and the two printing shifts in Europe would
have to be continued.

inFT(;l_h_eMmute News Is
Available From Other

SouTces

\
Availability of American Forces
Radi¢ and Television News

Availability of Commercial English
Langhiage Newspapers

American military personnel are not dependent upon the Stars and

obtained from radio, TV, and other English-language newspapers.

Throughout Europe and the Pacific, h-minute news programs are broad-
cast hourly. Longer news broadcasts are made during the morning, eve-
ning, and late news programs. In Kurope, American Forces Radio and
Television Service radio provides 3 hours and 45 minutes of news cov-
erage daily. In the Pacific, the American Forces radio provides between
2 and 3 hours of news daily.

The American Forces networks also provide television news in some
arcas. For example, in Europe, television news is available in West Ger-
many, Berlin, and parts of Belgium and Holland. Television news in the
Yacific area is available in Korea, the Philippines, and Japan.

Several other daily newspapers arc available to DOD personnel overseas.
The European Stars and Stripes bookstores sell the International Herald
Tribune, U.S.A. Today, and the Wall Street Journal. All Pacific Stars and
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Stripes bookstores sell the International Herald Tribune, U.S.A. Today,
and the Asian Wall Street Journal. Japan Times is also sold in Stars and
Stripes bookstores in Japan and Okinawa; the Okinawa Times, in Oki-
nawa; and Bulletin Today, Daily Express, and Times Journal in the
Philippines.

Other English-language newspapers are also available though they are
not carried by Stars and Stripes bookstores. For example, in the Pacific,
the Asahi Evening News is available in Japan, the Pacific Daily News in
Guam, and the Korea Herald and Korea Times in Korea. Assuming that
these daily newspapers, published and distributed within a country,
contain news of the day, such news would be more timely than that in
the Pacific Stars and Stripes since it is not available until the day after it
is printed.

DOD stated that timeliness is still a valid argument against consolidation.
It states that the reason for the existence of any newspaper is to provide
the most timely, in-depth news possible to its readers and that Stars and
Stripes readers in central Germany have available, in their morning
newspaper, reports of matters that happened several hours after the
end of the previous working day.

While timeliness is an important aspect to consider in consolidation, so is
the cost-effectiveness of how and when the news is provided. Previ-
ously, in 1976, when financial conditions were strained, the Pacific Stars
and Stripes printed one edition rather than the multiple editions that
they were printing. At that time, the resulting loss of timeliness was
acceptable to DOD because of financial concerns.

Today, two separate Stars and Stripes entities exist in two different
commands. These entities were established to provide a daily newspaper
to poD personnel and their dependents in their respective commands. As
time passed, they expanded into other areas—selling other publications
and operating print shops. To resolve financial problems, they have also
received increased appropriated-fund support, including $2.7 million in
fiscal year 1984 for local national employee salaries and free postage.

Consolidating the European and Pacific entities into one business and
financial entity could facilitate the sharing of resources and reduce the
need for appropriated-fund support. Further, merging most of the news-
paper's editorial and production operations, as an alternative to
increased financial support, has been considered within 0sp for several
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years and been considered as a possible alternative for improving the
Stars and Stripes’ financial condition.

While the financial operations could be merged immediately by author-
izing a single entity, the following management decisions would require
resolution before newspaper operations could be merged:

where the editorial and production functions would be located
(including the possibility of locating them in the United States),

how best to use modern technology, such as single-channel or two-
channel satellite links and dedicated or leased communications system,
and

what the investment costs would be to merge operations.

In view of the financial concerns facing the federal government today,
we believe that every reasonable effort needs to be taken to minimize
the level of appropriated-fund support for such activities as the Stars
and Stripes. Consolidation would improve the papers’ financial position.
We believe that the $2.5 million in increased profits that could be
expected by merging the editorial and production functions and by
charging a uniform price of $.25 would more than offset transmission,
receiving, and satellite operating costs. It might also cover the operating
costs that would be required to expand the Stars_and Stripes to include
the Southern Command. If a consolidated Stars and Stripes were located
in the United States, additional savings would be possible because the
payments of overseas benefits to U.S. civilian employees would be
reduced.

Achieving this level of financial benefits would cause some loss of time-
liness in the news since only one edition would be printed. However, for
most readers in Europe, the loss would be minimal and some readers
would actually receive more timely news. For 20 percent of the Euro-
pean readers and all the Pacific readers, the news would be less timely
by about 3 to 10 hours. If timeliness remains an obstacle to consolida-
tion, it could be maintained at its current level by continuing to print
multiple editions instead of going to only one edition, but printing mul-
tiple editions would reduce savings. In other words, financial benefits
that would result from merging the newspaper operations must be
weighed against the timeliness issue, keeping in mind that up-to-the-
minute news is readily available from other sources.
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Agency Comments and

Our Evaluation .

In a draft of this report, we recommended that the Secretary of Defense

establish a single business and financial entity with responsibility for
carrying out the Stars and Stripes mission; and

take the steps necessary to merge the newspapers’ editorial and produc-
tion operations, probably in the United States, except for printing and
local news gathering.

pOD disagreed with our recommendations, stating that consolidation is of
questionable practicality since it would cause a major reconfiguration,
and the benefits have not been assessed in a study with current finan-
cial data. Further, DOD said that our recommendations that the Stars and
Stripes be consolidated were based on incorrect interpretation of three
previous DOD reviews and insufficient analysis. poD said that only one of
the reviews recommended consolidation, and it is now 8 years old, and
was based on general conceptualization.

DOD implied that consolidation would change the news content of the
papers, including the unified Commanders’ ability to disseminate infor-
mation to the troops. DOD said that consolidation would create the need
for additional newspapers in Europe and the Pacific for command news.
DOD did agree, however, to do an in-depth study to identify what action
should be taken to ensure the mission accomplishment and financial via-
bility of the Stars and Stripes. DOD said that the study will include an
evaluation of the merits of a potential consolidation of the Stars and
Stripes entities.

We disagree that the 1977 Defense Audit Service (DAS) report, which
specifically recommended consolidation, was based on general conceptu-
alization. On the contrary, we believe that the report’s recommendation
for consolidation was the only viable means to reduce operating costs.
At the time of the DAS report, reducing costs and increasing price would
have been the only options available since authority did not exist to
permit a revenue-producing resale activity to use appropriated funds

to pay its civilian employees or to use official DOD mail to reduce
nonappropriated-fund expenses. At that time, DOD did not have even the
limited authority that was granted in 1979 to use brand name and price
advertising. Consequently, the means later used to resolve the financial
difficulties of the Stars and Stripes entities had no basis in 1977 and
could not have been recommended since such recommendations would
have been contrary to poD policy.
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As for our interpretation of the 1974 and 1978 DoD reviews, we believe
that consolidation was being recommended, at least implicitly. The 1974
study recommended that the feasibility of consolidating the Stars and
Stripes in Darmstadt, West Germany, be determined, after concluding
that consolidation was practical. Also, one of the four recommendations
in the 1978 staff study was that **AsD(PA) carefully consider the forma-
tion of an American Forces Stars and Stripes [one newspaper] to serve
American Forces overseas that would take advantage of advancing
newspaper and communications technology.”

Our recommendations were not based solely on these three DOD reviews;
we considered current trends in the national and international news-
paper industry as well. We believe that those past studies and their
arguments for, or positions on, consolidating the Stars and Stripes are
more valid today because of the advances that have occurred since 1977
in newspaper and communications technology. Consolidating the edito-
rial function and transmitting the edited paper via satellite to decentral-
ized printing locations, as is done by the International Herald Tribune
and USA Today, is a viable, practical, and economical means of pro-
viding an international newspaper. Current technology makes consolida-
tion more feasible and practical.

We disagree that consolidation would cause a major reconfiguration or
additional papers for command news. The newspaper’s physical appear-
ance and content would not need to change—only its management and
operations. However, we have no objection to another study before such
an important decision as consolidation is made. We believe that the
study should begin as soon as possible, address ways to reduce appro-
priated-fund support, and be reported to the Secretary of Defense.

We recommend that the Secretary of Defense direct that the Stars and
Stripes study begin as soon as possible, address consolidation and alter-
native ways to reduce appropriated-fund support, and be reported to
him.

Page 61 GAO/NSIAD-86-104 Stars and Stripes



Appendix |

Areas Served by the Stars and Stripes Entities
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Figure i.2: Area Served by the Pacific
Stars and Stripes
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Summary of Audited Balance Sheets and
Income Statements

Balance Sheet

European Pacific
Stars and Stripes Stars and Stripes
24 Sept. 1984 30 Sept. 1984

Current Assets:

Cash $ 1674,428 $ 1,001,553

Investments 2,141,005 1,421,372

Receivables 2,085,797 975,131

Inventories 10,956,625 2410813

Prepaid expenses 244,328 98,791

Total current assets $ 17,102,183 $ 5,907,660

Fixed assets 4,622,574 2,461,126

Sinking funds 10,359,000 3,690,414

! Other assets 19,430 42702
Total assets $32,103,187  $12,101,902
| Current liabilities $ 7,395,649 $ 3,949,552
Long-term liabilities 1518976 390,457
? Total liablilities $ 8,914,625 $ 4,340,009
‘ Fund equity 23,188,562 7,761,893
Total liabilities and fund equity $ 32,103,187 $ 12,101,902

Net Income for Two Years Ended
European Pacific
Stars and Stripes Stars and Stripes
24 Sept. 1984 30 Sept. 1984

! Income from operations $ 6,565,031 $ 2,169,447
| Interest income 2,193,927 866,828
, Other income (net of other expenses) 345,521 117,649
Reevaluation of balance-sheet accounts
3 denominated in Japanese yen (32,152}
| Net income $ 9,104,479 $3,121,772

Page 64 GAO/NSIAD-86-104 Stars and Stripes



Appendix 111

Comments From the Department of Defense

ASSISTANT SECRETARY OF DEFENSE
WASHINGTON, DC 20301

APR 22 1986

PUBLIC AFFAIRS

Mr. Frank C. Conahan

Director, National Security and
International Affairs Division

U.S. General Accounting Office

Washington, D.C. 20548

Dear Mr. Conahan:

This letter and the enclosure constitute the Department of
Defense (DoD) response to the General Accounting Office (GAO)
draft report, "Stars & Stripes," dated December 30, 1985 (GAO
Code 391537), OSD Case 6906. The DoD disagrees with the majority
of the GAO findings and recommendations.

The GAO appears to have placed unwarranted importance on the
fact that the DoD included the Stars and Stripes organization in
directives pertaining to general Morale, Welfare and Recreation
Program activities, and that the organizations are identified as
"Category II Other Resale and Revenue Sharing Activities" in the
directives. The Stars and Stripes organizations are, in fact,
hybrid entities that are not fully an appropriated fund activity,
a nonappropriated fund instrumentality, or a typical Morale,
| Welfare and Recreation entity. The Stars and Stripes are

included in DoD Directive 1015.1 to facilitate funds
J administration, not because they are resale activities in the
} traditional sense. The typical Morale, Welfare and Recreation
‘ activities are governed by DoD policy directives under the
‘ jurisdiction of the Office of the Assistant Secretary of Defense
| ¢ (Force Management and Personnel). The Stars and Stripes,
j however, are governed by DoD policy directives under the
|
!
\
!
I

jurisdiction of the Office of the Assistant Secretary of Defense
(Public Affairs), and these directives focus heavily on the
mission-related aspects of the Stars and Stripes.

As a result of this apparent misunderstanding, the GAO
arrived at some inappropriate conclusions. The Stars and
Stripes, for example, are entitled to appropriated funds as a
result of the mission-related aspects, not as a result of
operating overseas as stated by the GAO. This is borne out by
the fact that the Pacific Stars and Stripes was totally funded
with appropriations for a number of years. As the GAO correctly
points out, the Stars and Stripes currently are funded largely
(87 percent) by U.S. Servicemen overseas acquiring the papers,
with the balance provided by limited appropriations, revenues
from reselling books and periodicals, and the sale of
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advertising. In addition, the decision to sell advertising in
the Stars and Stripes was based on a need to inform Servicemen of
available goods and services, not simply to raise additional
revenues.

Furthermore, advertising by the Stars and Stripes and by the
commercial media are complementary, not to either's detriment.
The DoD recognizes that some of the commercial media firms, many
of which are foreign companies, believe that the Stars and
Stripes compete with them for advertising dollars. That belief
18 incorrect. The commercial publications do demand-building
brand advertising of commercial suppliers. The Stars and Stripes
advertise the availability of specific goods and services
provided in exchanges and other outlets limited to DoD personnel.

The GAO conclusions and recommendations that the Stars and
Stripes be consolidated are based on an incorrect interpretation
of three prior DoD reports. Only one of the three studies
directly recommends consolidation. That study, which is now
eight years old, was based on general conceptualizations. Rather
than consolidation, the DoD, as recognized by the GAO, focused on
resolving the previous Stars and Stripes' financial difficulties
by other means, as was advocated in the most recent DoD study
cited by the GAO report. In addition, funds which the GAO
indicates could be used for consolidation are not reserves. A
substantial portion of the capital structure of the European
Stars and Stripes is working capital used in the day-to-day funds
flow of business activity. The remainder is committed to long-
established projects planned to substantially enhance operational
efficiency and mission effectiveness. Consolidation would not
obviate the need for the operational plant upgrades and working
capital. An authorized reserve to buffer changes in the value of
money is currently unfunded, and recent adverse currency shifts
are generating additional pressures.

At the present time, sufficient analyses do not exist to
support a consolidation decision. The DoD does agree, however,
that an in-depth assessment should be conducted to identify
actions necessary to assure the continued effectiveness and
viability of Stars and Stripes. Accordingly, a study of the
Stars and Stripes entities, under the auspices of a DoD
Management Action Group, is planned for early FY 1987. This
study will include an evaluation of the merits of a potential
consolidation of the Stars and Stripes entities.

The DoD appreciates the opportunity to comment on the draft
report.

Sincerely,
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GAO DRAFT REPORT -~ DATED DECEMBER 30, 1985
(GAO CODE 391537) - OSD CASE 6906

“"STARS AND STRIPES"
DEPARTMENT OF DEFENSE COMMENTS

FINDINGS

o FINDING A: Organization Amd Funding Of The Stars And
Stripes. GAO reported that the DoD has two separate
newspaper entities, one in Europe and one in the Pacific, to
provide news to its overseas personnel. According to GAO,
the Stars and Stripes entities are within DoD's Morale,
Welfare and Recreational Program and are classified as
resale activities. Although resale activities are normally

‘ required to be self-supporting, GAO found that since they

! are located overseas, the Stars and Stripes entities are

authorized appropriated-fund support for some expenses such

! as utilities, maintenance, and transportation. According to

\ GAO, as resale activities, the Stars and Stripes entities

‘ engage in several revenue producing operations in addition

( to selling newspapers: the sale of other publications, the

operation of a print shop, and the generation of revenue

through advertisements placed in the newspapers. For FY

1984, GAO reported that $58.2 million of the $67.2 million

of operating costs and expenses were paid with

Now on pp 10 and 22 to nonappropriated funds, and about $9 million were paid with

26 appropriated funds. (pp. 1 and 9-12, GAO Draft Report).

‘ DoD Position: Partially Concur. The GAO description of the

J Stars and Stripes organization and funding is correct,
except that Stars and Stripes is entitled to appropriated

} funds because of its mission, not because it is located

J

\

i overseas as stated by the GAO. The Stars and Stripes is
identified as a Morale, Welfare and Recreation Program
"Category 11 Other Resale and Revenue Sharing Activity"”

| within DoD Directives for purposes of funds administration,
1 not because it is self-supporting in the same sense as are
r other resale functions. This is evidenced by the fact that
\ the Pacific Stars and Stripes was totally funded with

! appropriations for a number of years, despite its U.S.
} activities, and by the fact that other Morale, Welfare and
! Recreation activities fall under the jurisdiction of the
Assistant Secretary of Defense (Force Management and
Personnel). Stars and Stripes, however, are under the
jurisdiction of the Assistant Secretary of Defense (Public
Affairs), and the applicable Directives focus mostly on the
mission aspects of Stars and Stripes.

ENCLOSURE
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In actuality, Stars and Stripes are hybrid entities that do
not fully meet the definlition of either an appropriated fund
activity, a nonappropriated fund instrumentality or a
typical Morele, Welfare and Recreation Program entity.
Further, because Stars and Stripes are viewed largely as
mission activitles, they are entitled to some appropriated
fund support, not because they are located overseas. Even
8o, appropriated funds have been kept to a minimum, with 87
percent of FY 1984 funding derived from Stars and Stripes
revenue producing activities. Because our forces overseas
must be kept informed, their paying most of the cost should
be viewed as a benefit to the taxpayers.

Additional information concerning Stars and Stripes funding
is presented in the DoD position on Finding F.

o FINDING B: Stars And Stripes Staffing. GAO found that the
staffs for the two Stars and Stripes entities differ
significantly in size, composition and the way they are
paid. GAO reported that as of early 1985, total staffing
for the European Stars and Stripes was 641, while the
Pacific entity was composed of 226 personnel. The primary
reason for this difference, as cited by GAO, is that the
European entity receives, breaks down and distributes its
resale publications, while for the Pacific entity, area
contractors perform these functions. Other staff

! differences noted by the GAO are the smaller editorial and

| production staffs of the Pacific entity and the larger

number of military personnel that composes the Pacific Stars

and Stripes. GAO also reported that only 23 of the European
staff, but over half, or 121, of the Pacific staff are paid

Now on pp. 14 to 17. with appropriated funds. (pp. 14-15, GAO Draft Report)

DoD Position: Nonconcur. While the facts stated by GAO are
correct, the DoD disagrees with the implication that the
different staffing levels of the two Stars and Stripes

! reflect some type of deficiency, or result in an

\ inappropriate use of appropriated funds. Rather, the Stars
| and Stripes entities operate in accordance with the mission

} requirements, geography, and business realities of their

! individual regions. The different modes of operation have
; resulted from past and current strategies and actions taken
to accomplish the mission.

Mission requirements have fluctuated with the changing
geopolitical requirements for deployments of U.S. Forces
overseas. During the Southeast Asia conflict, for example,
the Pacific Stars and Stripes had larger circulation than
the European Stars and Stripes, and a much larger staff.
Now, it has approximately one third of the circulation and a
smaller staff. The difference in the proportion of staff
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paid with appropriated funds is discussed in the DoD
response to Finding F.

Additional information concerning Stars and Stripes
appropriated funding is also presented in the DoD response
to Finding F.

(o) FPINDING C: Studies Have Recommended That The Stars And
Stripes Entities Be Consolidated. GAO reported that because
of the Pacific Stars aqg_§5{gges financial difficulties in
the 1970's, three DoD studies have recommended that the two
Stars and Stripes entities be consolidated. GAO reported
that the first two studies, a September 1974 Management

‘ Study and a 1977 Defense Audit Service (DAS) Report,

| suggested consolidation of Stars and Stripes functions in

1 Darmstadt, Germany. According to GAO, a third study in

} February 1978, concluded that consolidation was feasible,

but was imprudent if the two entities could be kept

financially viable through other means. GAO found that the

Stars and Stripes entities chose to resolve their financial

difficulties by means other than consolidation, including

increasing their revenues by selling advertising and seeking
special appropriated funds. GAO concluded that as a result
of these measures and the strength of the dollar overseas,
both entities are now enjoying a favorable financial

1 position and each has reserves set aside for expansion and

Now on pp 28 to 29 modernization. (pp. 15-18, GAO Draft Report}

|

| DoD Position: Partially Concur. The DoD agrees that the

measures taken have improved the financial position of the

Stars and Stripes. The DoD does not agree that "...several

studies recommended that the two Stars and Stripes entities

be consolidated" as reported by the GAO. Only one of the

| three studies cited by the GAO actually recommended this

alternative. The 1977 DAS study recommended consolidation.

The 1974 study recommended that the feasibility of

consolidation be determined, while the 1978 staff study,

although acknowledging the feasibility of consolidation,
concluded that consolidation was imprudent if the two Stars
and Stripes entities could be kept financially viable
tﬁrough other means. The actions to enhance the Stars and

Stripes financial vizbility have been in line with the most

recent of these studies. (See also DoD comments to Findings

I and J for additional information on consolidation). Also,

advertising is not a major source of funds as discussed in

the DoD comments to Finding D.

o FINDING D: Policy Concerning Advertising In The Stars And
Stripes. GAO reported that until 1976, advertising 1in
Government publications was clearly prohibited by the
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Congressional Joint Committee on Printing (JCP), pursuant to
Public Law 314, dated March 1, 1919. According to GAO, the
JCP gave several reasons to justify this prohibition,
involving principles of fairness and impartiality. GAO
found, however, that in 1976, DoD was able to convince the
JCP that an exception to this advertising policy was

appropriated fund support received. GAO found that from
1976 to 1979, several forms of advertising were approved.

In November 1984, GAO reported the DoD broadened the

; advertising policy even further, lifting the restriction on
! the use of prices and brand names and expanding the

! definition of authorized advertisers. According to GAO,
many publishers of commercial newspapers have complained
about the Stars and Stripes advertising policy, stating that
the Government is unfairly competing with private companies,
possibly resulting in their future revenue losses. As a
result of these complaints, GAO reported, the Chairman, JCP,
asked the Secretary of Defense in September 1985 to

Now on pp 30 to 37 reconsider its advertising policy. (pp. 21-25 and 30-31,
GAO Draft Report)

DoD Position: Nonconcur. The DoD does not agree that the
purpose of Stars and Stripes advertising is financial or

5 that the use of prices and brand names in advertising was
‘ first approved in 1984. The DoD also does not agree that
; the Stars and Stripes are competing unfairly with private
companies.

\ i The primary purpose of advertising in Stars and Stripes is
to provide an additional source of information to overseas
forces concerning the availability of goods and services.

| This point was underscored in a July 29, 1985 letter from
the Deputy Defense Inspector General to the Chairman, Joint
Committee on Printing, which concluded that Stars and
Stripes advertising was extremely useful, and that the
readership depended heavily on the advertising as a source
for information. This letter also confirmed the minor
contribution of advertising revenue, which amounted to only
about 2.3 percent of total revenues received by the Pacific
entity in FY 1983.

The 1984 advertising policy update was more a clarification
of policy than an expansion. On several occasions prior to
1984, correspondence between the DoD and JCP resulted in
changes to the Stars and Stripes advertising authority,
permitting the use of prices and brand names. The 1984
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update was carefully coordinated with the JCP, and merely
congolidated these prior authorizations and stated them in
clearer language. (See DoD response to Finding E for
further discussion).

Contrary to the belief of some U.S. and foreign publishers,
who aim their publications at DoD personnel overseas,
advertising by the Stars and Stripes and the commercial
media are actually complementary, not detrimental.
Advertising in Stars and Stripes is limited to goods and
services provided 1in authorized outlets that sell only to
DoD personnel and their families. The Stars and Stripes
primarily advertise product availability in these outlets.

! Advertisers use commercial publications aimed at DoD

; personnel overseas as a means of building brand awareness of
their products and demand, a form of advertising that Stars
and Stripes is prohibited from soliciting or accepting from
commercial advertisers. The Stars and Stripes advertising,
: therefore, complements the commercial publications and only
‘ serves to enhance the awareness of product availability in
outlets available only to DoD personnel.

o FINDING E: Advertising Practices Of The Stars And Stripes
Entities. GAO reported that European Stars and Stripes
officials stated that the most significant change in the new
policy was allowing publication of prices and brand names.

1 GAO found that prior to the policy change, the European

i Stars and Stripes would publish only price ranges or amounts

( of reduction, and would publish brand names only in rare

| instances. In addition, GAO found that the policy change

expanded the definition of authorized advertisers to

include, "host-government instrumentalities that offer goods
and services to DoD personnel," that the European Stars and

! Stripes Advertising Coordinator interprets as authorizing

acceptance of advertising from state run airlines, railroads

or related services. GAO questioned that interpretation.

GAO also questioned whether some concessionaires that are

not permanently located at a nonappropriated fund activity

should be considered authorized advertisers. With regard to
the Pacific Stars and Stripes, GAO reported that this entity
implemented the instruction in some ways that violate DoD's
guidelines. As an example, GAO reported that the
instruction prohibits the acceptance of advertising from
commercial sources that are not DoD authorized:; however,

| Pacific Stars and Strlpes has run full-page advertisements

‘ announcing special alr fares that were solicited directly

Now on pp 32 to 36 from and paid for by the airlines. (pp. 25-28, GAO Draft

Report)
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DoD Position: Partially Concur. As stated in the DoD
comments to Finding D, the 1984 updated policy statement on
advertising in DODI 5120.4 was primarily a consolidation and
improved articulation, rather than a change or expansion.
The JCP originally authorized the use of prices and brand
names in Stars and Stripes advertising seven years ago on
January 23, 1979. The implementation of this practice by
the Pacific Stars and Stripes was closely coordinated with
the JCP.

The European Stars and Stripes, on the other hand, chose to
take a less aggresslve approach to its advertising practices

until tnhe policy was further clarified. This clarification
was eventually achieved in the November 1984 instruction
update. (See DoD response to Finding D).

While the DoD agrees that some problems were experienced in
implementing the advertising policy, the DoD is aware of
only the one viclation of advertising policy at the Pacific
Stars and Stripes involving air farc advertising, not
several as reported by the GAO. That problem was corrected
by Pacific Stars and Stripes as soon as it was discovered.
Other problems reported by GAO appear to involve
misunderstandings of the new po]lhy at the European Stars
and Stripes. Subsequent to GAO's work, the DoD has provided

further guidance to the Stars and Stripes entities.

PINDING F: Appropriated-Fund Support Of The Stars And
Stripes. GAO ropoxted that although DoD's major argument to
allow advertising in Stars and Stripes was to enable them to
sustain themselves w1th a minimum of appropriated-fund
support, the level of this support has grown from $3.7
million in FY 1977 to about $9 million in FY 1984. 1In
addition, GAO found that since 1981, the Stars and Stripes
entities have received types of appropriated funds that
other resale activities are not authorized to use. Examples
cited by GAO include (1) the use of official DoD mail to
distribute the European Stars and Stripes, the cost of which
amounted to about $1.5 million in FY 1984, and (2) the use
of appropriated funds to pay Japanese civilians working for
the Pacific Stars and Stripes, involving 77 positions and
costing about §1.2 million for FY 1984. GAO noted that at
Congressional behest, the DoD revised Directive 1315.10 to
emphasize the maximum use of nonappropriated funds for
paying civilians. In revising the Directive the DoD made an
exception to its policy so that Stargwgqg_§ggipes could use
appropriated funds to pay its civilian employees, which GAO
concluded was done to ensure the financial viability of the
Pacific entity. GAO observed that by using appropriated
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funds to reduce non-appropriated fund expenses, profits of
the tweo Stars and Stripes entities have increased, enabling
them to modernize and expand operations, and allowing the
European entity to keep its price at $0.15. (pp. 31-37, GAO
Draft Report)

DoD Position: Nonconcur. While some of the facts reported
by GAO are correct, the DoD does not agree with GAO's
interpretation of the role of advertising income in the
Stars and Stripes total funding support (see DoD comments to
Finding D). Neither does the DoD agree with the GAQ
implication that Stars and Stripes is improperly receiving
appropriated funds. The GAO report also does not adequately
identify the real growth of appropriated funding and, by not
describing the factors involved in international economics,
inaccurately portrays actions taken by DoD to pay some
civiiian personnel with appropriated funds. Further, GAO
does not identify the real significance of Stars and Stripes
modernization and expansion.

The GAO report states that since 1981, the European Stars
and Stripes has used official DoD mail to distribute the
newspaper, and implies the practice is improper since other
resale activities are prohibited from using this means of
distribution. In fact, the resale activities of Stars and
Stripes also do not use official DoD mail and are ‘
specifically prohibited from doing so. As discussed in
DoD's comments to Finding A, however, Stars and Stripes are
hybrid entities that are viewed largely as mission
activities and are entitled to appropriated fund support.
The newspaper activities of Stars and Stripes, as a result
of the mission aspects, are specifically authorized use of
official DoD mail for remote and isolated areas outsgide of
Germany. The Pacific Stars and Stripes would also be
entitled to do so, except that entity is authorized direct
distribution and the Services fund the cost.

With regard to the reported growth of $5.3 million in
appropriated funding, the GAO does not adequately attribute
this growth to two important factors that account for about
one~half of this growth: (1) the use of official DoD mail

beginning in 1981, and (2) payment of salaries to Japanese
civilian workers, also beginning in 1981, who support the
Pacific newspaper operations. These Japanese employees work
only for the mission related newspaper operations, and not
any aspect of Stars and Stripes resale activities. This
procedure is available to any Nonappropriated Fund
Instrumentality and was done with full Congressional
knowledge.
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Use of appropriated funds to pay Japanese employees was
only one of many initiatives taken to deal with the
international economics environment in which the Stars and
Stripes operate. Adverse forces in this environment in the
early to mid-1970's included the Southeast Asia troop
reduction (causing circulation to drop from 242,000 to
40,000), considerable weakening of the Dollar against the
Yen, and general inflation. By using appropriated funding,
protection was afforded the Pacific entity against the
drastic changes in the relative value of the Yen and Dollar.
The funding also made possible cost-cutting and capital
investment actions to strengthen the entity's overall
financial position.

The primary reasons for expanding Stars and Stripes were to
increase revenues and cut costs, and to improve overall
service to DoD personnel. The end goals are to permit DoD
personnel overseas to maximize the use of their funds to
provide them the best possible service at minimum cost, and
to assure continued financial viability of the Stars and

Stripes.

o FINDING G: Factors To Consider In Consolidating Stars And
Stripes. As discussed in Finding C, GAO reported that
several DoD studies have determined that consolidation of
the Stars and Stripes entities is practical and feasible,
but that first, a number of management decisions would have
to be made. According to GAO, financial operations could be
consolidated immediately, but decisions are needed
concerning what the new entity would be, how the paper would
be managed, where the central editorial and production
facilities would be located, what the editorial and
production procedures would be, and how the consolidation

‘ would be financed. GAO discussed each of these factors and

noted that merging the newspaper functions would offer

economic benefits. GAO pointed out, however, that only the

Secretary of Defense has the authority to make a

consolidation decision and, to GAO's knowledge, this issue

Now on pp. 44 to 49. has not been presented to him. (pp. 38-43, and 57, GAO

Draft Report)

DoD Position: Partially concur. The DoD agrees that many
factors must be considered in effecting a management change,
whether or not consolidation is involved. As discussed in
the DoD commente to Finding C, however, only one of the
three cited studies directly recommended consolidation.
Further, based on available information, the DoD does not
agree that financial operations could be consolidated
immediately. Even if consolidation produced a net savings,
the sometimes adverse forces of currency fluctuation,
inflation and changing force strength remain.
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The GAO is correct that a consolidation proposal has not
becen presented to the Secretary of Defense. The reason for
this is that sufficient analysis of the management and cost
aspects of consolidation has not been developed to make such
a recommendation. Instead, attention has been focused on
initiatives to restore and maintain the financial viability
of the Stars and Stripes entities. The DoD will continue to
review management options for Stars and Stripes and, in
fact, plans to conduct an in-depth study of the Stars and
Stripes structure and operations to identify viable
improvement options.

o FINDING H: Financing The Consolidation. GAC reported that
at the end of FY 1984, reserves of the two Stars and Stripes
entities totaled $14 million, which could provide the
capital investment necessary for consolidation. To minimize
the capital investment, GAO reported that existing equipment
could be utilized, such as three existing presses and
digitized editorial equipment at the Pacific Stars and
Stripes. In addition, GAO found that $8.2 million of the
$14 million of reserves has been earmarked for projects
requiring Congressional approval. Based on its analysis,
however, GAO concluded that several of these projects, such
as the European entity buying a new press and constructing a
new editorial annex and warehouse, may be unnecessary if
consolidation is implemented and advertising reduced or

‘ prohibited. GAO reported that, based on DoD's rough

i estimates for the cost of transmitting and receiving

1 equipment, the $8.2 million available from these projects

|

|

should be more than sufficient to cover capital investment
costs to buy and house the equipment necessary to

; consolidate the editorial, production and business
Nowonpp47}o49 functions. (pp. 43-44, GAO Draft Report)

! DoD Position: Nonconcur. The DoD does not agree that Stars
3 and Stripes funds committed to business improvement could be
[ used for consolidation, or that the projects identified by
the GAO could be eliminated in a consolidation scenario. 1In
addition, Stars and Stripes financial reserves established
to handle changes in the relative value of currencies are
unfunded. Currently, there are adverse currency pressures.

! Further, even if the Stars and Stripes entities were

} consolidated, printing of the newspaper overseas would still
; be required and distribution requirements would not be

‘ altered. A new press would still be required to replace the
current obsolete equipment. Drop shipping could eliminate
the need for the warehouse at Darmstadt, but other smaller
facilities would then be required, likely offsetting any
potential cost savings.
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o FINDING I: Advantages Of Consolidating Stars And Stripes.
GAO reported that consolidating the two Stars and Stripes
entities into one with merged newspaper operations offers
many advantages.

(1) According to GAO, the major advantage would be an
improved financial condition as a result of reducing
costs and increasing profits. GAO reported that
consolidation would reduce the number of Stars and
Stripes staff needed and would enable the papers to be
sold for a reasonable and uniform price of $0.25. Based
on its analysis of the 1977 DAS report, a comparison of
the staffs of the International Herald Tribune and the
Stars and Stripes, and the establishment of a $0.25
uniform price for the newspaper, GAO estimated that the
changes would have resulted in FY 1984 increased profits
of $2.5 million. GAO reported that additional savings
from consolidation were possible if the merged staffs
were located in the U.S. and only one entity, rather
than two, was purchasing news from wire services.

(2} A second advantage of consolidation reported by GAO
is that resources could be allocated where and when they
are needed. According to GAO, at the present time, the
profits of the two entities are not shared.

(3) A third advantage of consolidation, according to GAO,
is that all overseas DoD personnel could receive a Stars
and Stripes newspaper. At present, GAO reported,
Southern Command personnel do not receive Stars and
Stripes because it is too costly. GAO concluded that a
consolidation might make it economically feasible for

! them to do so.

Based on its analysis, GAO concluded that a consolidation of
operations would be the best way to minimize the level of
advertising and appropriated-fund support for the Stars and
Now on pp. 49 to 55. Stripes. (pp. 38, 45-53, and 57-58, GAO Draft Report

DoD Position: Nonconcur. The three advantages of
consolidation identified in the GAO report are flawed.
First, the report does not demonstrate any specific
"improved financial condition" that would result from
congolidation. Second, there is no need to consolidate the
two entities in order for them to share resources. Third,
there is not enough current financial data available to

Stripes to the Southern Command.
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With regard to the first advantage cited, GAO compares the
size of the International Herald Tribune staff with that of
a postulated merged Stars and Stripes staff. The GAO notes
that the Tribune has an editorial staff of 62 to produce a
daily newspaper that averages 20 pages, which GAO states
would be nearly the equivalent in size to a 40 page Stars
and Stripes. The GAO assessment, however, does not consider
the normal news to advertisement ratio that is established
at all commercial newspapers, which might also be applicable
to the Stars and Stripes. If this relationship were
considered, a commercial newspaper such as the Tribune would
have to average about 70 to B0 pages in length to compare
with the amount of news currently carried by the European
Stars and Stripes. An application of this standard to Stars
and Stripes also would affect other functional staff
requirements cited by the GAO.

The GAO also reports that most of the living quarters
allowances paid for overseas U.S. citizens could be saved if
the merged staffs were located in the U.S. Some of the U.S.
citizens currently working for Stars and Stripes are
actually local hires, however, and do not receive housing
and home leave allowances. Higher wage rates would also
have to be paid to workers located in the U.S., thereby
reducing any potential savings.

The GAO analysis also assumes that savings would result if
one newspaper entity, rather than two, was purchasing news
from the wire services. Wire services, however, base their
charges on the size of a newspaper's circulation, not the
number of terminal hook-ups. Since circulation would not be
affected by a consolidation, no savings from wire service
costs would result.

With regard to the second consolidation advantage cited by
GAO, it should be noted that, as discussed in the DoD
comments to Finding H, the primary purpose of the currently
unfunded Stars and Stripes reserves is to handle changes in
the value of money. The updated DoD instruction provides a
mechanism whereby these reserve funds not needed by one
entity could be transferred to the other to deal with
adverse currency situations. Although this action would be
taken only after careful consideration, the ability to take
the action negates this alleged advantage of consoclidation.

The third advantage of consolidation cited by GAO is that a
Stars and Stripes could be made available to the Southern
Command. There, however, is already a Unified Command
newspaper called the Southern Command News, published for
the relatively small number of personnel in the Southern
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Command. The GAO does not recognize the existence of this
paper, or establish a need for another newspaper in the
Southern Command.

As discussed in the DoD response to Finding G, the DoD does
not agree that sufficient analysis has been performed to
conclude that consolidation of Stars and Stripes would be a
prudent and effective alternative. An in-depth study of the
Stars and Stripes structure and operation is planned for the
beginning of FY 1987.

o FINDING J: DoD Objections To Consolidation. GAO reported
that DoD has objected to consolidating Stars and Stripes for
two reasons: (1) DoD believes that a consolidated Stars and

Stripes would lose its local character; and (2) a
consolidated Stars and Stripes would be less timely.
According to GAO, however, the local character of the
newspaper could be retained by designating a certain number
of pages for local news, a practice already being done by
the Pacific Stars and Stripes. With regard to the
timeliness issue, GAO reported that a single edition of
Stars and Stripes would be less timely, although timeliness
could be improved by maintaining the number of editions
currently published. GAO found, however, that this would
reduce the savings resulting from consolidation. GAO
further found that timely news is available to military
personnel from other sources, such as the Armed Forces Radio
and Television Network and other commercial English language
newspapers. In addition, GAO pointed out that for seven of
: the nine current multiple editions of Stars and Stripes, the
| news is already about a day old, since the editions are
‘ post-dated. GAO concluded, therefore, that the loss in
timeliness of Stars and Stripes may not be a significant
onpp. 5510 58. problem. (pp. 53-59, GAO Draft Report)

|

Now

flow of military information and news within the European
Command and the Pacific Command areas, and timeliness
continue to be valid arguments against consolidation. The
DoD does not agree with GAO's views as to how Command
coverage could be retained, or with the GAO conclusion that
timeliness might not be a significant problem.

|
(
i ) DoD Position: Nonconcur. The potential loss of the cross-
|
\
|
i
|

The local character of a newspaper is maintained by its
being a part of the locality and knowing the Command views.
Designating several pages as local news, as suggested by
GAO, does not automatically retain the local flavor of the
news. Rather, as is done for the European Stars and
Stripes, the newspaper must be tailored for its unique

Page 78 GAO/NSIAD-86-104 Stars and Stripes




Appendix III
Comments From the Department of Defense

Now ori p. 60.

13

readership based on the professional judgment of the locally-
based editorial staff.

With regard to the timeliness issue, what the GAO suggests as
acceptable would be the same as having Washington Post
readers receive their newspaper the following day. The
reason for the existence of any newspaper is to provide the
most timely, in-depth news possible to its readers. European
Stars and Stripes readers in central Germany have available,
in their morning newspaper, reports of matters that happened
several hours after the end of the previous working day.

The news available from radio and television sources is not
the same, and properly should not be compared with the news
available from a newspaper. News in the broadcast media is
generally limited in that it contains fewer details and is
geared toward material that can be illustrated. In addition,
Stars and Stripes is more available to personnel on duty than
is either the radio or television.

The other newspapers available to military personnel overseas
lack the timeliness and Command coverage of Stars and
Stripes. For example, in Europe the International Herald
Tribune is printed six days a week, while the Wall Street
Journal and USA Today are published five days a week, not
seven as is Stars and Stripes. These other newspapers are
also more expensive and are aimed at different audiences than
is Stars and Stripes. As an indication of their acceptance,
these newspapers are available on the same newsstands as
Stars and Stripes, and only about 1,500 copies of each is
sold daily, as compared with 130,000 copies of Stars and

Stripes.

The DoD does not understand GAO's point in the statement that
geven of nine editions of the European Stars and Stripes are
postdated. Every morning paper in the world is dated "the
following day" even though they are all on the press around
midnight of the day before, at the very latest. The paper's
edition times are dictated by the length of time it takes to
get the paper from the press to the reader. Papers are
constantly trying to get later papers to their readers to
offer better service. The Stars and Stripes, therefore, is
no different than other newspapers in this regard.

RECOMMENDATIONS
RECOMMENDATION 1: GAO recommended that the Secretary of
Defense establish a single business and financial entity with
responsibility for carrying out the Stars and Stripes
mission. (p. 59, GAO Draft Report)
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DoD Position: Nonconcur. (See the response to
Recommendation 2.)

o RECOMMENDATION 2: GAO recommended that the Secretary of
Defense take the steps necessary to merge the newspapers'
editorial and production operations, probably in the United
States, except for printing and local news gathering.

Now on p. 60. (p. 59, GAO Draft Report)

DoD Position: Nonconcur. As discussed in the DoD comments
to Findings G through J, the DoD does not agree that
sufficient analyses exist to support a consolidation
decision. The DoD intends, however, to conduct an in-depth
study, under the auspices of the DoD Management Action
Group, to identify what action should be taken to ensure the
mission accomplishment and financial viability of the Stars
and Stripes. The DoD plans to conduct this study during

FY 1987. The DoD also will continue to review the other
management issues raised by the GAO to identify any other
action that may be necessary or beneficial.
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